Chapter 1Lecture Notes
What Is Strategy and Why Is It Important? 

Chapter Summary 

Chapter 1 explores the concepts surrounding organizational strategy. It begins with an explanation of the term strategy and offers a basis for how to identify a company’s particular strategy. Next, it explores the importance of striving for competitive advantage in the marketplace and examines the role strategy plays in achieving this advantage. The chapter then explores the idea that strategy is partly proactive and partly reactive. Next, a discussion on strategy and ethics is given. This is followed by a close look at the relationship between a company’s strategy and its business model. The chapter proceeds forward with a look at what makes strategy a winner and then presents reasons for why crafting and executing strategy are important. The chapter concludes with thoughts on the equation: good strategy + good strategy execution = good management.         

Lecture Outline 

I.
Introduction 

1.
Managers at all companies face three central questions in thinking strategically about their company’s present circumstances and prospects: Where are we now? —concerns the ins and outs of the company’s present situation — its market standing, how appealing its products or services are to customers, the competitive pressures it confronts, its strengths and weaknesses, and its current performance — Where do we want to go? — deals with the direction in which management believes the company should be headed in terms of growing the business and strengthening the company’s market standing and financial performance in the years ahead — How will we get there? — concerns crafting and executing a strategy to get the company from where it is to where it wants to go. 

II.
What Is Strategy? 
1.
A company’s strategy is management’s game plan for how to grow the business, how to attract and please customers, how to compete successfully, how to conduct operations, and how to achieve targeted objectives. 

2.
Normally, companies have a wide degree of strategic freedom in choosing the “hows” of strategy: 

a.
They can compete in a single industry. 

b. 
They can diversify broadly or narrowly. 

3.
Markets are usually diverse enough to offer competitors sufficient latitude to avoid look-alike strategies. 

4.
At companies intent on gaining sales and market share at the expense of competitors, managers lean toward most offensive strategies while conservative risk-avoiding companies prefer a sound defense to an aggressive offense. 

5.
There is no shortage of opportunity to fashion a strategy that tightly fits a company’s own particular situation and that is discernibly different from the strategies of rivals. 

6.
Typically, a company’s strategic choices are based partly on trial-and-error organizational learning about what has worked and what has not, partly on management’s appetite for risk taking, and partly on managerial analysis and strategic thinking about how to best proceed, given all the prevailing circumstances. 

7.
Illustration Capsule 1.1, The Chief Elements of Southwest Airlines’ Strategy, offers a concrete example of the actions and approaches involved in crafting strategy. 

A.
Identifying a Company’s Strategy 

1.
A company’s strategy is reflected in its actions in the marketplace and the statements of senior managers about the company’s current business approaches, future plans, and efforts to strengthen its competitiveness and performance. 

2.
Figure 1.1, Identifying a Company’s Strategy – What to Look For, shows what to look for in identifying the substance of a company’s overall strategy. 

3.
Once it is clear what to look for, the task of identifying a company’s strategy is mainly one of researching information about the company’s actions in the marketplace and business approaches. 

4.
To maintain the confidence of investors and Wall Street, most public companies have to be fairly open about their strategies. 

5.
Except for some about-to-be-launched moves and changes that remain under wraps and in the planning stage, there is usually nothing secret or mysterious about what a company’s present strategy is. 

B. 
Strategy and the Quest for Competitive Advantage 

1.
Generally, a company’s strategy should be aimed either at providing a product or ser​vice that is distinctive from what competitors are offering or at developing com​petitive capabilities that rivals cannot quite match. 

2.
What separates a powerful strategy from an ordinary or weak one is management’s ability to forge a series of moves, both in the marketplace and internally, that makes the company distinctive, tilts the playing field in the company’s favor by giving buyers reason to prefer its products or services, and produces a sustainable com​peti​tive advantage over rivals. 

CORE CONCEPT: A company achieves sustainable competitive advantage when an attractive number of buyers prefer its products or services over the offerings of competitors and when the basis for this preference is durable. 

3.
Four of the most frequently used strategic approaches to setting a company apart from rivals and achieving a sustainable competitive advantage are: 

a.
Being the industry’s low-cost provider.

b.
Outcompeting rivals based on such differentiating features as higher quality, wider product selection, added performance, better service, more attractive styling, technological superiority, or unusually good value for the money. 

c.
Focusing on a narrow market niche. 

d.
Developing expertise and resource strengths that give the company competitive capabilities that rivals cannot easily imitate or trump with capabilities of their own. 

4.
Most companies realize that winning a durable competitive edge over rivals hinges more on building competitively valuable expertise and capabilities than it does on having a distinctive product. 

5.
Company initiatives to build competencies and capabilities that rivals do not have and cannot readily match can relate to greater product innovation capabilities than rivals, better mastery of a complex technological process, expertise in defect-free manufacturing, specialized marketing and merchandising know-how, global sales and distribution capability, superior e-commerce capabilities, unique ability to deliver personalized customer service, or anything else that constitutes a competitively valuable strength in creating, producing, distributing, or marketing the company’s product or service.

C. 
Strategy Is Partly Proactive and Partly Reactive 
1.
A company’s strategy is typically a blend of (1) proactive actions on the part of mana​gers to improve the company’s market position and financial performance and (2) as-needed reactions to unanticipated developments and fresh market conditions. 

2.
Figure 1.2, A Company’s Actual Strategy Is Partly Proactive and Partly Reactive, depicts the typical blend found within a company’s strategy. 

3.
The biggest portion of a company’s current strategy flows from previously initiated actions and business approaches that are working well enough to merit continuation and newly launched managerial initiatives to strengthen the company’s overall position and performance. This part of management’s game plan is deliberate and pro​active. 

4.
Not every strategic move is the result of proactive plotting and deliberate management design. Things do happen that cannot be fully anticipated or planned for. 

5.
A portion of a company’s strategy is always developed on the fly. It comes about as a reasoned response to unforeseen developments. 

6.
Crafting a strategy involves stitching together a proactive/intended strategy and then adapting first one piece and then another as circumstances surrounding the company’s situation change or better options emerge – a reactive/adaptive strategy. 

7.
A Company’s Strategy Emerges Incrementally and Then Evolves Over Time: A company’s strategy should always be viewed as a work in progress. 

8.
On occasion, fine-tuning the existing strategy is not enough and major strategy shifts are called for: 

a.
When a strategy is clearly failing and the company is facing a financial crisis  

b.
When market conditions or buyer preferences change significantly and new opportunities arise 

c.
When competitors do something unexpected  

d.
When important technological breakthroughs occur 

9.
Some industries are more volatile than others. 

10.
Industry environments characterized by high-velocity change require rapid strategy adaptation. 

11.
Regardless of whether a company’s strategy changes gradually or swiftly, the important point is that a company’s strategy is temporary and on trial, pending new ideas for improvement from management, changing competitive conditions, and any other changes in the company’s situation 

CORE CONCEPT: Changing circumstances and ongoing management efforts to improve the strategy cause a company's strategy to emerge and evolve over time — a condition that makes the task of crafting a strategy a work in progress, not a one-time event.

CORE CONCEPT: A company’s strategy is driven partly by management analysis and choice and partly by the necessity of adapting and learning by doing.

12.
Crafting Strategy Calls for Good Entrepreneurship: The constantly evolving nature of a company’s situation puts a premium on management’s ability to exhibit astute entrepreneurship. 

13.
Masterful strategies come partly, maybe mostly, by doing things differently from competitors where it counts. 

14.
Good strategy making is inseparable from good business entrepreneurship. 

D. 
Strategy and Ethics: Passing the Test of Moral Scrutiny 
1.
In choosing among strategic alternatives, company managers are well advised to embrace actions that are aboveboard and can pass the test of moral scrutiny. 

2.
Crafting an ethical strategy means more than keeping a company’s strategic actions within the bounds of what is legal. 

3.
A strategy is ethical only if it meets two criteria: 

a.
It does not entail actions and behaviors that cross the line from “can do” to “should not do”. 

b.
It allows management to fulfill ethical duties to all stakeholders. 

4.
It is not always easy to categorize a given strategic behavior as definitely ethical or definitely unethical. Whether they are deemed ethical or unethical hinges on how high the bar is set. 

5.
Senior executives with strong character and ethical convictions are generally proactive in linking strategic action and ethics; they forbid the pursuit of ethically questionable business opportunities and insist all aspects of company strategy reflect high ethical standards. 

6.
Recent instances of corporate malfeasance, ethical lapses, and misleading or fraudulent accounting practices at Enron, WorldCom, Tyco, Adelphia, Dynergy, HealthSouth, and other companies leave no room to doubt the damage to a company’s reputation and business that can result from ethical misconduct, corporate misdeeds, and even criminal behavior on the part of company personnel. 

7.
There is little lasting benefit to unethical strategies and behavior and the downside risks can be substantial. 

III.
The Relationship Between a Company’s Strategy and Its Business Model 
1. 
Closely related to the concept of strategy is the concept of a company’s business model. 

CORE CONCEPT: A company’s business model deals with whether the revenue-cost-profit economics of its strategy demonstrate the viability of the business enterprise as a whole.

 2.
A company’s business model sets forth the economic logic of how an enterprise’s strategy can deliver value to customers at a price and cost that yields acceptable profitability. 

3.
A company’s business model is management’s storyline for how and why the company’s product offerings and competitive approaches will generate a revenue stream and have an associated cost structure that produces attractive earnings and return on investment. 

4.
The concept of a company’s business model is consequently more narrowly focused than the concept of a company’s business strategy. A company’s strategy relates broadly to its competitive initiatives and business approaches while the business model zeros in on whether the revenues and costs flowing from the strategy demonstrate business viability. 

5.
Illustration Capsule 1.2, Microsoft and Red Hat Linux: Two Contrasting Business Models, discusses the contrasting business models of Microsoft and Red Hat Linux. 

IV. 
What Makes a Strategy a Winner? 
1. 
Three questions can be used to test the merits of one strategy versus another and distinguish a winning strategy from a losing or mediocre strategy: 

a. 
How well does the strategy fit the company’s situation? 

i. 
To qualify as a winner, a strategy has to be well matched to industry and competi​tive conditions, a company’s best market opportunities, and other aspects of the enterprise’s external environment. Unless a strategy exhibits a tight ft with both the external and internal aspects of a company’s overall situation, it is likely to produce less than the best possible business results. 

b.
Is the strategy helping the company achieve a sustainable competitive advantage? 

i. 
The bigger and more durable the competitive edge that a strategy helps build, the more powerful and appealing it is. 

c. 
Is the strategy resulting in better company performance? 

i. 
Two kinds of performance improvements tell the most about the caliber of a company’s strategy: (1) gains in profitability and financial strength and (2) gains in the company’s competitive strength and market standing. 

2. 
Strategies that come up short on one or more of the above questions are plainly less appealing than strategies passing all three test questions with flying colors. 

CORE CONCEPT: A winning strategy must fit the enterprise’s external and internal situation, build sustainable competitive advantage, and improve company performance.   

3. 
Other criteria for judging the merits of a particular strategy include internal consistency and unity among all the pieces of strategy, the degree of risk the strategy poses as compared to alternative strategies, and the degree to which it is flexible and adaptable to changing circumstances. 

V.
Why are Crafting and Executing Strategy Important? 
1. 
Crafting and executing strategy are top priority managerial tasks for two very big reasons: 

a.
There is a compelling need for managers to proactively shape or craft how the company’s business will be conducted. 

b.
A strategy-focused organization is more likely to be a strong bottom-line performer. 

A.
Good Strategy + Good Strategy Execution = Good Management  

1.
Crafting and executing strategy are core management functions. 

2.
Among all the things managers do, nothing affects a company’s ultimate success or failure more fundamentally than how well its management team charts the company’s direction, develops competitively effective strategic moves and business approaches, and pursues what needs to be done internally to produce good day-to-day strategy execution and operating excellence. 

3.
Good strategy and good strategy execution are the most trustworthy signs of good management. 

4.
The better conceived a company’s strategy and the more competently it is executed, the more likely it is that the company will be a standout performer in the marketplace. 

CORE CONCEPT: Excellent execution of an excellent strategy is the best test of managerial excellence – and the most reliable recipe for turning companies into standout performers. 

chapter 2Lecture Notes
The Managerial 
Process of Crafting 
and Executing Strategy

Chapter Summary

Chapter 2 presents an overview of the managerial ins and outs of crafting and executing company strategies. Special attention is given to management’s direction-setting responsibilities – charting a strategic course, setting performance targets, and choosing a strategy capable of producing the desired outcomes. The chapter also examines which kinds of strategic decisions are made at what levels of management and the roles and responsibilities of the company’s board of directors in the strategy-making, strategy-executing process.

Lecture Outline

I.
Introduction

1.
Crafting and executing a strategy are the heart and soul of managing a business enterprise.

II.
What Does the Process of Crafting and Executing Strategy Entail? 
1.
Crafting and executing a company’s strategy is a five-phase managerial process:

a.
Developing a strategic vision of where the company needs to head and what its future product-consumer-market-technology focus should be

b.
Setting objectives and using them as yardsticks for measuring the company’s performance and progress

c.
Crafting a strategy to achieve the desired outcomes and move the company along the strategic course that management has charted

d.
Implementing and executing the chosen strategy efficiently and effectively

e.
Monitoring developments and initiating corrective adjustments in the company’s long-term direction, objectives, strategy, or execution in light of the company’s actual performance, changing conditions, new ideas, and new opportunities

2.
Figure 2.1, The Strategy-Making, Strategy-Executing Process, displays this process.
III.
Developing a Strategic Vision: Phase 1 of the Strategy-Making, Strategy-Executing Process

1.
Very early in the strategy-making process, a company’s senior managers must wrestle with the issue of what directional path the company should take and what changes in the company’s product-market-customer-technology focus would improve its current market position and future prospects.

2.
A number of direction-shaping factors need to be considered in deciding where to head and why such a direction makes good business. Table 2.1, Factors to Consider in Deciding to Commit the Company to One Directional Path versus Another, explores some of these external and internal considerations.

3.
Top management’s views and conclusions about the company’s direction and the product-consumer-market-technology focus constitute a strategic vision.

4.
A strategic vision delineates management’s aspirations for the business, providing a panoramic view of “where are we going” and a convincing rationale for why this makes good business sense for the company.

5.
A strategic vision points an organization in a particular direction, charts a strategic path for it to follow in preparing for the future, and molds organizational identity.

6.
A clearly articulated strategic vision communicates management’s aspirations to stakeholders and helps steer the energies of company personnel in a common direction.

CORE CONCEPT: A strategic vision is a roadmap showing the route a company intends to take in developing and strengthening its business. It paints a picture of a company’s destination and provides a rationale for going there.

7.
Well-conceived visions are distinctive and specific to a particular organization; they avoid generic, feel-good statements.

8.
For a strategic vision to function as a valuable managerial tool, it must provide under​standing of what management wants its business to look like and provide managers with a reference point in making strategic decisions and preparing the company for the future.

9.
Table 2.2, Characteristics of an Effectively Worded Vision Statement, lists some characteristics of an effective vision statement.

10.
Having a vision is not a panacea but rather a useful management tool for giving an organization a sense of direction. Like any tool, it can be used properly or improperly, either conveying a company’s strategic course or not.

11.
Table 2.3, Common Shortcomings in Company Vision Statements, provides a list of the most common shortcomings in company vision statements.

14.
A Strategic Vision is Different from a Mission Statement: Whereas the chief concern of a strategic vision is with “where we are going and why”, a company’s mission statement usually deals with a company’s present business scope and purpose –“who we are, what we do, and why we are here.”

15.
A company’s mission is defined by the buyer needs it seeks to satisfy, the customer groups and market segments it is endeavoring to serve, and the resources and technologies that it is deploying in trying to please its customers.

16.
Many companies prefer the term business purpose to mission statement, but the two phrases are essentially conceptually identical and are used interchangeably.

17.
Company mission statements almost never say anything about where the company is headed, the anticipated changes in its business, or its aspirations.

CORE CONCEPT: The distinction between a strategic vision and a mission statement is fairly clear-cut. A strategic vision portrays a company’s future business scope (“where we are going)” whereas a company’s mission typically describes its present business scope and purpose (“what we do, why we are here, and where we are now”).

18.
Occasionally, companies couch their mission in terms of making a profit. The notion that a company’s mission or business purpose is to make a profit is misguided – profit is more correctly an objective and a result of what a company does.

19.
If a company’s mission statement is to have any managerial value or reveal anything useful about its business, it must direct attention to the particular market arena in which it operates – the buyer needs it seeks to satisfy, the customer groups and market segments it is endeavoring to serve, and the types of resources and technologies that it is deploying in trying to please customers.

A.
Linking the Vision with Company Values
1.
In the course of deciding, “who we are and where we are going”, many companies also have come up with a statement of values to guide the company’s pursuit of its vision.

2.
By values, we mean the beliefs, business principles, and practices that are incorporated into the way the company operates and the behavior of the company personnel.

CORE CONCEPT: A company’s values are the beliefs, business principles, and practices that guide the conduct of its business, the pursuit of its strategic vision, and the behavior of company personnel.


3.
Company values statements tend to contain between four and eight values, which ideally, are tightly connected to and reinforce the company’s vision, strategy, and operating practices.

4.
Company managers connect values to the strategic vision in one of two ways:

a.
In companies with long-standing and deeply entrenched values, mangers go to great lengths to explain how the vision is compatible with the company’s value set, occasionally reinterpreting the meaning of existing values to indicate their relevance in pursuing the strategic vision.

b.
In new companies or companies with weak or incomplete sets of values, top management considers what values, beliefs, and operating principles will help drive the vision forward.

5.
Sometimes there is a wide gap between a company’s stated values and its actual conduct.

B.
Communicating the Strategic Vision
1.
Developing a well-conceived vision is necessary but not sufficient. Effectively communicating the strategic vision down the line to lower-level managers and employees is as important as the strategic soundness of the journey and destination for which top management has opted.

2.
Winning the support of organization members for the vision nearly always means putting “where we are going and why” in writing, distributing the statement organizationwide, and having executives personally explain the vision and its rationales to as many people as feasible.

CORE CONCEPT: An effectively communicated vision is management’s most valuable tool for enlisting the commitment of company personnel to actions that will make the vision a reality.

3.
The more that a vision evokes positive support and excitement, the greater its impact in terms of arousing a committed organizational effort and getting people to move in a committed direction.

4.
Most organization members will rise to the challenge of pursuing a path that may significantly enhance the company’s competitiveness and market prominence, win big applause from buyers and turn them into loyal customers, or produce important benefits for society as a whole.

CORE CONCEPT: Executive ability to paint a convincing and inspiring picture of a company’s journey and destination transforms the strategic vision into a valuable tool for enlisting the commitment of organization members.

5.
Expressing the Essence of the Vision in a Slogan: The task of effectively conveying the vision to company personnel is made easier when management’s vision of where to head is captured in a catchy slogan.

6.
Creating a short slogan to illuminate an organization’s direction and purpose and then using it repeatedly as a reminder of the “where we are headed and why” helps keep organization members on the chosen path.

7.
Breaking Down Resistance to a New Strategic Vision: It is particularly important for executives to provide a compelling rationale for a dramatically new strategic vision and company direction. When company personnel do not understand or accept the need for redirecting organizational efforts, they are prone to resist change.

8.
Recognizing Strategic Inflection Points: Sometimes there is an order-of-magnitude change in a company’s environment that dramatically alters its prospects and mandates radical revision of its strategic course. Intel’s chairman, Andrew Grove, called such occasions strategic inflection points. When a company reaches a strategic inflection point, management has some tough decisions to make about the company’s course.

9.
Illustration Capsule 2.3, Intel’s Two Strategic Inflection Points, relates Intel’s two encounters with strategic inflection points and the resulting alterations in its strategic vision.

10.
The Payoffs of a Clear Vision Statement: A well-conceived, forcefully communicated strategic vision pays off in several respects: (1) it crystallizes senior executives’ own views about the firm’s long-term direction, (2) it reduces the risk of rudder-less decision making, (3) it is a tool for winning the support of organizational members for internal changes that will help make the vision a reality, (4) it provides a beacon for lower-level managers in forming departmental missions, setting departmental objectives, and crafting functional and departmental strategies that are in sync with the company’s overall strategy, and (5) it helps an organization prepare for the future. When management is able to demonstrate significant progress in achieving these five benefits, the first step in organizational direction setting has been successfully completed.

IV.
Setting Objectives: Phase 2 of the Strategy-Making, Strategy-Executing Process
1.
The managerial purpose of setting objectives is to convert the strategic vision into specific performance targets – results and outcomes the company’s management wants to achieve and then use these objectives as yardsticks for tracking the company’s progress and performance.

CORE CONCEPT: Objectives are an organization’s performance targets – the results and outcomes it wants to achieve. They function as yardsticks for tracking an organization’s performance and progress.

2.
Well-stated objectives are quantifiable or measurable and contain a deadline for achievement.

3.
The experiences of countless companies and managers teach that precisely spelling out how much of what kind of performance by when and then pressing forward with actions and incentives calculated to help achieve the targeted outcomes will boost a company’s actual performance.

4.
Ideally, managers ought to use the objective setting exercise as a tool for truly stretching an organization to reach its full potential.

A.
What Kinds of Objectives to Set: The Need for a Balanced Scorecard
1.
Two very distinctive types of performance yardsticks are required:

a.
Those relating to financial performance

b.
Those relating to strategic performance

2.
Achieving acceptable financial results is a must. Without adequate profitability and financial strength, a company’s pursuit of its strategic vision, as well as its long-term health and ultimate survival, is jeopardized.

3.
Of equal or greater importance is a company’s strategic performance – outcomes that indicate whether a company’s market position and competitiveness are deteriorating, holding steady, or improving.

4.
Illustration Capsule 2.4, Examples of Company Objectives, shows selected objectives of several prominent companies.

5.
Improved Strategic Performance Fosters Better Financial Performance: A company’s financial performance measures are really lagging indicators that reflect the results of past decisions and organizational activities. The best and most reliable leading indicators of a company’s future financial performance and business prospects are strategic outcomes that indicate whether the company’s competitiveness and market position are stronger or weaker. The degree to which a company’s managers set, pursue, and achieve stretch strategic objectives tends to be a reliable leading indicator of its ability to generate higher profits from business operations.

6.
The Balanced Scorecard Approach: A Combination of Strategic and Financial Objectives: The balanced scorecard for measuring company performance requires setting both financial and strategic objectives and tracking their achievement. Unless a company is in deep financial difficulty, company managers are well advised to put more emphasis on achieving strategic objectives than on achieving financial objectives whenever a trade-off has to be made. What ultimately enables a company to deliver better financial results from operations is the achievement of strategic objectives that improve its competitiveness and market strength.

7.
Illustration Capsule 2.5, Organizations that Use a Balanced Scorecard Approach to Objective Setting, describes why a growing number of companies are utilizing both financial and strategic objectives to create a “balanced scorecard” approach to measuring company performance.

8.
A Need for Both Short-Term and Long-Term Objectives: As a rule, a company’s set of financial and strategic objectives ought to include both short-term and long-term performance targets. Targets of three to five years prompt considerations of what to do now to put the company in position to perform better down the road. Short-range objectives can be identical to longer-range objectives if an organization is already performing at the targeted long-term level. The most important situation in which short-range objectives differ from long-range objectives occurs when managers are trying to elevate organizational performance and cannot reach the long-range target in just one year.

9.
The Concept of Strategic Intent: A company’s objectives sometimes play another role – that of signaling unmistakable strategic intent to make quantum gains in competing against key rivals and establish itself as a clear-cut winner in the marketplace, often against long odds. A company’s strategic intent can entail becoming the dominant company in the industry, unseating the existing industry leader, delivering the best customer service of any company in the industry or the world, or turning a new technology into products capable of changing the way people work and live.

CORE CONCEPT: A company exhibits strategic intent when it relentlessly pursues an ambitious strategic objective and concentrates its full resources and competitive actions on achieving that objective.

10.
The Need for Objectives at All Organizational Levels: Objective setting should not stop with top management’s establishing of company wide performance targets. Company performance cannot reach full potential unless each area of the organization does its part and contributes directly to the desired companywide outcomes and results. This means setting performance targets for each organization unit that support, rather than conflict with or negate, the achievement of companywide strategic and financial objectives. The ideal situation is a team effort in which each organizational unit strives to produce results in its area of responsibility that contributes to the achievement of the company’s performance targets and strategic vision.

11.
The Need for Top-Down Rather Than Bottom-Up Objective Setting: A top-down process of setting objectives ensures that the financial and strategic performance targets established for business units, divisions, functional departments, and operating units are directly connected to the achievement of companywide objectives. This integration of objectives has two powerful advantages: (1) it helps produce cohesion among the objectives and strategies of different parts of the organization and (2) it helps unify internal efforts to move the company along the chosen strategic path. Bottom-up objective setting, with little or no guidance from above, nearly always signals an absence of strategic leadership on the part of senior executives.

V.
Crafting a Strategy: Phase 3 of the Strategy-Making, Strategy-Executing Process
1.
A company’s senior executives obviously have important strategy-making roles.

2.
An enterprise’s chief executive officer (CEO), as captain of the ship, carries the mantles of chief direction setter, objective setter, chief strategy maker, and chief strategy implementer for the total enterprise. Ultimate responsibility for leading the strategy-making, strategy-executing process rests with the CEO.

3.
In most companies, the heads of business divisions and major product lines, the chief financial officer, and vice presidents for production, marketing, human resources, and other functional departments have influential strategy-making roles.

4.
It is a mistake to view strategy making as exclusively a top management function, the province of owner-entrepreneurs, CEOs, and other senior executives. The more wide-ranging a company’s operations are, the more that strategy making is a collaborative team effort involving managers and sometimes key employees down through the whole organizational hierarchy.

CORE CONCEPT: Every company manager has a strategy-making, strategy-executing role – it is flawed thinking to look on the tasks of managing strategy as something only high-level managers do.

5.
Major organizational units in a company – business divisions, product groups, functional departments, plants, geographic offices, distribution centers – normally have a leading or supporting role in the company’s strategic game plan.

6.
With decentralized decision-making becoming common at companies of all stripes, it is now typical for key pieces of a company’s strategy to originate in a company’s middle and lower ranks.

7.
Involving teams of people to dissect complex situations and come up with strategic solutions is becoming increasingly necessary in many businesses. Not only are many strategic issues too far-reaching or too involved for a single manger to handle, but they often cut across functional areas and departments, thus requiring the contributions of many different disciplinary experts and the collaboration of managers from different parts of the organization.

8.
A valuable strength of collaborative strategy making is that the group of people charged with crafting the strategy can easily include the very people who will also be charged with implementing and executing it.

9.
In some companies, top management makes a regular practice of encouraging individuals and teams to develop and champion proposals for new product lines and new business ventures. The idea is to unleash the talents and energies of promising “corporate intrapreneurs.”

A.
The Strategy Making Pyramid 
1.
It follows that a company’s overall strategy is really a collection of strategic initiatives and actions devised by managers and key employees up and down the whole organizational hierarchy.

2.
The larger and more diverse the operation of an enterprise, the more points of strategic initiative it has and the more managers and employees at more levels of management that have a relevant strategy-making role.

3.
Figure 2.2, A Company’s Strategy-Making Hierarchy, shows who is generally responsible for devising what pieces of a company’s overall strategy.

4.
In diversified, multibusiness companies where the strategies of several different businesses have to be managed, the strategy-making task involves four distinct types or levels of strategy, each of which involves different facets of the company’s overall strategy: 

a.
Corporate strategy – consists of the kinds of initiatives the company uses to establish business positions in different industries, the approaches corporate executives pursue to boost the combined performance of the set of businesses the company has diversified into, and the means of capturing cross-business synergies and turning them into competitive advantage. Senior corporate executives normally have lead responsibility for devising corporate strategy and for choosing among whatever recommended actions bubble up from the organization below.

b.
Business strategy – concerns the actions and the approaches crafted to produce successful performance in one specific line of business. The key focus here is crafting responses to changing market circumstances and initiating actions to strengthen market position, build competitive advantage, and develop strong competitive capabilities. Orchestrating the development of business-level strategy is the responsibility of the manager in charge of the business.

c.
Functional-area strategies – concerns the actions, approaches, and practices to be employed in managing particular functions or business processes or key activities within a business. Functional-area strategies add specifics to the hows of business-level strategy. The primary role of a functional-area strategy is to support the company’s overall business strategy and competitive approach. Lead responsibility for functional-area strategies within a business is normally delegated to the heads of the respective functions, with the general manager of the business having final approval and perhaps even exerting a strong influence over the content of particular pieces of functional-area strategies.

d.
Operating strategies – concerns the relatively narrow strategic initiatives and approaches for managing key operating units (plants, distribution centers, geographic units) and for specific operating activities with strategic significance (advertising campaigns, the management of specific brands, supply chain-related activities, and Website sales and operations). Operating strategies add further detail and completeness to functional-area strategies and to the overall business strategy. Lead responsibility for operating strategies is usually delegated to frontline managers, subject to review and approval by higher-ranking managers.

5.
In single-business enterprises, the corporate and business levels of strategy making merge into one level – business strategy. Thus, a single-business enterprise has only three levels of strategy: (1) business strategy for the company as a whole, (2) functional-area strategies for each main area within the business, and (3) operating strategies undertaken by lower echelon managers to flesh out strategically significant aspects for the company’s business and functional-area strategies.

6.
Proprietorships, partnerships, and owner-managed enterprises may have only one or two strategy-making levels since in small-scale enterprises the whole strategy-making, strategy-executing function can be handled by just a few people.

B.
Uniting the Strategy-Making Effort 

1.
Ideally, the pieces and layers of a company’s strategy should fit together like a jigsaw puzzle. Anything less than a unified collection of strategies weakens company performance.

CORE CONCEPT: A company’s strategy is at full power when its many pieces are united.

2.
Achieving unity in strategy making is partly a function of communicating the company’s basic strategy theme effectively across the whole organization and establishing clear strategic principles and guidelines for lower-level strategy making.

C.
Merging the Strategic Vision, Objectives, and Strategy Into a Strategic Plan
1.
Developing a strategic vision, setting objectives, and crafting a strategy are basic direction-setting tasks. Together, they constitute a strategic plan for coping with industry and competitive conditions, the expected actions of the industry’s key players, and the challenges and issues that stand as obstacles to the company’s success.

CORE CONCEPT: A company’s strategic plan lays out its future direction, performance targets, and strategy.

2.
In companies committed to regular strategy reviews and the development of explicit strategic plans, the strategic plan may take the form of a written document that is circulated to managers and perhaps, to selected employees.

3.
Short-term performance targets are the part of the strategic plan most often spelled out explicitly and communicated to managers and employees.

VI.
Implementing and Executing the Strategy: Phase 4 of the Strategy-Making, Strategy-Executing Process
1.
Managing strategy implementation and execution is an operations-oriented, make-things-happen activity aimed at shaping the performance of core business activities in a strategy-supportive manner. It is easily the most time demanding and consuming part of the strategy-management process.

2.
Management’s action agenda for implementing and executing the chosen strategy emerges from assessing what the company, given its particular operating practices and organizational circumstances, will have to do differently or better to execute the strategy proficiently and achieve the targeted performance.

3.
In most situations, managing the strategy-execution process includes the following principal aspects:

a.
Staffing the organization with the needed skills and expertise

b.
Developing the budgets

c.
Ensuring that policies and operating procedures facilitate rather than impede effective execution

d.
Using the best-known practices to perform core business activities and pushing for continuous improvement

e.
Installing information and operating systems that enable company personnel to better carry out their strategic roles

f.
Motivating people to pursue the target objectives

g.
Tying rewards and incentives directly to the achievement of performance objectives and good strategy execution

h.
Creating a company culture and work climate conducive to successful strategy implementation and execution

i.
Exerting the internal leadership needed to drive implementation forward and keep improving strategy execution

4.
Good strategy executing involves creating strong “fits” between strategy and organizational capabilities, between strategy and the reward structure, between strategy and internal operating systems, and between strategy and the organization’s climate and culture.

5.
The stronger these fits, the better the execution and the higher the company’s odds of achieving its performance targets.

VII. Initiating Corrective Adjustments: Phase 5 of the Strategy-Making, Strategy-Executing  Process
1.
The fifth phase of the strategy-management process – evaluating the company’s progress, assessing the impact of new external developments, and making corrective adjustments – is the trigger point for deciding whether to continue or change the company’s vision, objectives, strategy, and/or strategy-execution methods.

CORE CONCEPT: A company’s vision, objectives, strategy, and approach to strategy execution are never final; managing strategy is an ongoing process, not a start-stop event.

2.
Successful strategy execution entails vigilantly searching for ways to continuously im​prove and then making corrective adjustments whenever and wherever it is useful to do so.

VIII. Corporate Governance: The Role of the Board of Directors in the Strategy-Making, Strategy-Executing Process
1.
Although senior managers have lead responsibility for crafting and executing a company’s strategy, it is the duty of the board of directors to exercise strong oversight and see that the five tasks of strategic management are done in a manner that benefits shareholders, in the case of investor-owned enterprises, or stakeholders, in the case of not-for-profit organizations.

2.
In watching over management’s strategy-making, strategy-executing actions and making sure that executive actions are not only proper but also aligned with the interests of stakeholders, a company’s board of directors have three obligations to fill:

a.
Be inquiring critics and overseers

b.
Evaluate the caliber of senior executives’ strategy-making and strategy-executing skills

c.
Institute a compensation plan for top executives that rewards them for actions and results that serve stakeholders interests and most especially those of shareholders

3.
The number of prominent companies that have fallen on hard times because of the actions of scurrilous or out-of-control CEOs, the growing propensity of disgruntled stockholders to file lawsuits alleging director negligence, and the escalating costs of liability insurance for directors all underscore the responsibility that a board of directors has for overseeing a company’s strategy-making, strategy-executing process and ensuring that management actions are proper and responsible.

4.
Every corporation should have a strong, independent board of directors that has the courage to curb management actions they believe are inappropriate or unduly risky.

5.
Boards of directors have a very important oversight role in the strategy-making, strategy-executing process.

Chapter 3Lecture Notes
Analyzing a 
Company’s External Environment

Chapter Summary

Chapter Three presents the concepts and analytical tools for asses​sing a single-business company’s external environment. Attention centers on the competitive arena in which a company operates, together with the technological, societal, regulatory, or demographic influences in the macro-environment that are acting to reshape the company’s future market arena.

Lecture Outline

I.
Introduction

1.
Managers are not prepared to act wisely in steering a company in a different direction or altering its strategy until they have a deep understanding of the company’s situation.

2.
This understanding requires thinking strategically about two facets of the company’s situation:

a.
The industry and the competitive environment in which the company operates and the forces acting to reshape that environment and the forces acting to reshape this environment

b.
The company’s own market position and competitiveness — its resources and capabilities, its strengths and weaknesses vis-à-vis rivals, and its windows of opportunities

3.
Managers must be able to perceptively diagnosis a company’s external and internal environments to succeed in crafting a strategy that is an excellent fit with the company’s situation, is capable of building competitive advantage, and promises to boost company performance – the three criteria of a winning strategy.

4.
Developing company strategy begins with a strategic appraisal of the company’s external and internal situations to form a strategic vision of where the company needs to head, then moves toward an evaluation of the most promising alternative strategies and business models, and finally culminates in a choice of strategy.

5.
Figure 3.1, From Thinking Strategically about the Company’s Situation to Choosing a Strategy, depicts the sequence recommended for managers to pursue.

II.
The Strategically Relevant Components of a Company’s External Environment 
1.
All companies operate in a macro-environment shaped by influences emanating from the economy at large, population demographics, societal values and lifestyles, governmental legislation and regulation, technological factors, and the industry and competitive arena in which the company operates.

2.
Figure 3.2, The Components of a Company’s Macro-environment, identifies the arenas within an organization’s macro-environment.

3.
Strictly speaking, a company’s macro-environment includes all relevant factors and influences outside a company’s boundaries.

4.
For the most part, influences coming from the outer ring of the macro-environment have a low impact on a company’s business situation and shape only the edges of the company’s direction and strategy. There are exceptions to this, of course, such as the cigarette industry.

5.
There are enough strategically relevant trends and developments in the outer-ring of the macro-environment to justify managers maintaining a watchful eye.

6.
The factors and forces in a company’s macro-environment having the biggest strategy-shaping impact almost always pertain to the company’s immediate competitive environment.

III.
Thinking Strategically About a Company’s Industry and Competitive Environment
1.
Industries differ widely in their economic features, competitive character, and profit outlook.

2.
An industry’s economic traits and competitive conditions – and how they are expected to change – determine whether its future profit prospects will be poor, average, or excellent.

3.
Thinking strategically about a company’s competitive environment entails using some well defined concepts and analytical tools to get clear answers to seven questions:

a.
What are the dominant economic features of the industry in which the company operates? 

b.
What kinds of competitive forces are industry members facing and how strong is each force? 

c.
What forces are driving changes in the industry and what impact will these changes have on competitive intensity and industry profitability?

d.
What market positions do industry rivals occupy – who is strongly positioned and who is not?

e.
What strategic moves are rivals likely to make next?

f.
What are the key factors for future competitive success?

g.
 Does the outlook for the industry present the company with sufficiently attractive prospects for profitability? 

4.
The answers to these questions provide managers with a solid diagnosis of the industry and competitive environment.

IV.
Question 1: What are the Industry’s Dominant Economic Features? 
1.
Because industries differ so significantly, analyzing a company’s industry and competitive environment begins with identifying the industry’s dominant economic features and forming a picture of the industry landscape.

2.
An industry’s dominant economic features are defined by such factors as: 

a.
Overall size and market growth rate

b.
Geographic boundaries of the market

c.
Number and size of competitors

d.
What buyers are looking for and the attributes that cause them to choose one seller over another

e.
Pace of technological change

f.
Whether sellers’ products are virtually identical or highly differentiated 

g.
Extent to which costs are affected by scale economies

3.
Table 3.1, What to Consider in Identifying an Industry’s Dominant Economic Features, provides a convenient summary of what economic features to look at and the corresponding questions to consider in profiling an industry’s landscape.

4.
Getting a handle on an industry’s distinguishing economic features not only sets the stage for the analysis to come but also promotes understanding of the kinds of strategic moves that industry members are likely to employ.

5.
The bigger the scale economies in an industry, the more imperative it becomes for the competing sellers to pursue strategies to win additional sales and market share – the company with the biggest sales volume gains sustainable competitive advantage as the low-cost producer.

V.
Question 2: What Kinds of Competitive Forces are Industry Members Facing? 
1.
The character, mix, and subtleties of the competitive forces operating in a company’s industry are never the same from one industry to another.

2.
The most powerful and widely used tool for systematically diagnosing the principal competitive pressures in a market and assessing the strength and importance of each is the five-forces model of competition.

3.
Figure 3.3, The Five-Forces Model of Competition: A Key Tool for Diagnosing the Competitive Environment, depicts this tool.

4.
This model holds that the state of competition in an industry is a composite of competitive pressures operating in five areas of the overall market: 

a.
Competitive pressures associated with the market maneuvering and jockeying for buyer patronage that goes on among rival sellers in the industry 

b.
Competitive pressures associated with the threat of new entrants into the market

c.
Competitive pressures coming from the attempts of companies in other industries to win buyers over to their own substitute products

d.
Competitive pressures stemming from supplier bargaining power and supplier-seller collaboration

e.
Competitive pressures stemming from buyer bargaining power and seller-buyer collaboration

5.
The way one uses the five-forces model to determine what competition is like in a given industry is to build the picture of competition in three steps: 

a.
Step One: Identify the specific competitive pressures associated with each of the five forces

b.
Step Two: Evaluate how strong the pressures comprising each of the five forces are (fierce, strong, moderate to normal, or weak) 

c.
Step Three: Determine whether the collective strength of the five competitive forces is conducive to earning attractive profits 

A.
The Rivalry Among Competing Sellers
1.
The strongest of the five competitive forces is nearly always the rivalry among competing sellers – the marketing maneuvering and jockeying for buyer patronage that continually go on.

2.
In effect, a market is a competitive battlefield where it is customary and expected that rival sellers will employ whatever resources and weapons they have in their business arsenal to improve their market positions and performance.

CORE CONCEPT: Competitive jockeying among industry rivals is ever changing, as fresh offensive and defensive moves are initiated and rivals emphasize first one mix of competitive weapons and tactics then another.

3.
Figure 3.4, Weapons for Competing and Factors Affecting the Strength of Rivalry, shows a sampling of competitive weapons that firms can deploy in battling rivals and indicates the factors that influence the intensity of their rivalry.

4.
A brief discussion of some of the factors that influence the tempo of rivalry among industry competitors is in order: 

a.
Rivalry among competing sellers intensifies the more frequently and more aggressively that industry members undertake fresh actions to boost their market standing and performance, perhaps at the expense of rivals

5.
Other indicators of the intensity of rivalry among industry members include:

a.
Whether industry members are racing to offer better performance features or higher quality or improved customer service or a wider product selection

b.
How frequently rivals resort to such marketing tactics as special sales promotions, heavy advertising, or rebates or low interest rate financing to drum up additional sales

c.
How actively industry members are pursuing efforts to build stronger dealer networks or establish positions in foreign markets or otherwise expand their distribution capabilities and market presence

d.
The frequency with which rivals introduce new and improved products

e.
How hard companies are striving to gain a market edge over rivals by developing valuable expertise and capabilities

6.
Normally, industry members are proactive in drawing upon their competitive arsenal of weapons and deploying their organizational resources in a manner calculated to strengthen their market position and performance.

7.
Additional factors that influence the tempo of rivalry among industry competitors include:

a.
Rivalry is usually stronger in slow-growing markets and weaker in fast-growing markets  

b.
Rivalry intensifies as the number of competitors increases and as competitors become more equal in size and capability

c.
Rivalry is usually weaker in industries comprised of so many rivals that the impact of any one company’s actions is spread thinly across all industry members, likewise, it is often weak when there are fewer than five competitors 

d.
Rivalry increases as the products of rival sellers become more standardized 

e.
Rivalry increases as it becomes less costly for buyers to switch brands 

f.
Rivalry is more intense when industry conditions tempt competitors to use price cuts or other competitive weapons to boost unit volumes 

g.
Rivalry increases when one or more competitors become dissatisfied with their market position and launch moves to bolster their standing at the expense of rivals 

h.
Rivalry increases in proportion to the size of the payoff from a successful strategic move 

i.
Rivalry becomes more volatile and unpredictable as the diversity of competitors increases in terms of visions, strategic intents, objectives, strategies, resources, and countries of origin 

j.
Rivalry increases when strong companies outside acquire weak firms in the industry and launch aggressive, well-funded moves to transform their newly acquired competitors into major market contenders 

k.
A powerful, successful competitive strategy employed by one company greatly intensifies the competitive pressures on its rivals to develop effective strategic responses or be relegated to also-ran status

8.
Rivalry can be characterized as:

a.
Cutthroat or brutal when competitors engage in protracted price wars or habitually employ other aggressive tactics that are mutually destructive to profitability

b.
Fierce to strong when the battle for market share is so vigorous that the profit margins of most industry members are squeezed to bare bones levels

c.
Moderate or normal when the maneuvering among industry members still allows most members to earn acceptable profits

d.
Weak when most companies are relatively well satisfied with their sales growth and market shares, rarely undertake offensive maneuvers to steal customers away from one another, and have comparatively attractive earnings and returns on investments

B.
The Potential Entry of New Competitors
1.
Several factors affect the strength of the competitive threats of potential entry in a particular industry.

2.
Figure 3.5, Factors Affecting the Strength of Threat of Entry, identifies several factors that affect how strong the competitive threat of potential entry is in a particular industry.

3.
One factor relates to the size of the pool of likely entry candidates and the resources at their command. As a rule, competitive pressures intensify as the pool of entry candidates increases in size.

4.
Frequently, the strongest competitive pressures associated with potential entry come not from outsiders but from current industry participants looking for growth opportunities.

5.
Existing industry members are often strong candidates to enter market segments or geographic areas where they currently do not have a market presence.

6.
A second factor concerns whether the likely entry candidates face high or low entry barriers. The most widely encountered barriers that entry candidates must hurdle include: 

a.
The presence of sizable economies of scale in production or other areas of operation – When incumbent companies enjoy cost advantages associated with large-scale operation, outsiders must either enter on a large scale or accept a cost disadvantage and consequently lower profitability.

b.
Cost and resource disadvantages not related to size – Existing firms may have low unit costs as a result of experience or learning-curve effects, key patents, partnerships with the best and cheapest suppliers of raw materials and components, proprietary technology know-how not readily available to newcomers, favorable locations, and low fixed costs.

c.
Brand preferences and customer loyalty – In some industries, buyers are strongly attached to established brands.

d.
Capital requirements – The larger the total dollar investment needed to enter the market successfully, the more limited the pool of potential entrants.

e.
Access to distribution channels – In consumer goods industries, a potential entrant may face the barrier of gaining adequate access to consumers.

f.
Regulatory policies – Government agencies can limit or even bar entry by requiring licenses and patents.

g.
Tariffs and international trade restrictions – National governments commonly use tariffs and trade restrictions to raise entry barriers for foreign firms and protect domestic producers from outside competition.

7.
Whether an industry’s entry barriers ought to be considered high or low and how hard it is for new entrants to compete on a level playing field depend on the resources and competencies possessed by the pool of potential entrants.

8.
In evaluating the potential threat of entry, company mangers must look at:

a.
How formidable the entry barriers are for each type of potential entrant

b.
How attractive the growth and profit prospects are for new entrants

CORE CONCEPT: The threat of entry is stronger when entry barriers are low, when there is a sizable pool of entry candidates, when industry growth is rapid and profit potentials are high, and when incumbent firms are unable or unwilling to vigorously contest a newcomer’s entry.



9.
Rapidly growing market demand and high potential profits act as magnets, motivating potential entrants to commit the resources needed to hurdle entry barriers.

10.
The best test of whether potential entry is a strong or weak competitive force in the marketplace is to ask if the industry’s growth and profit prospects are strongly attractive to potential entry candidates.

11.
The stronger the threat of entry, the more that incumbent firms are driven to seek ways to fortify their positions against newcomers, pursuing strategic moves to not only protect their market shares, but also make entry more costly or difficult.

12.
The threat of entry changes as the industry’s prospects grow brighter or dimmer and as entry barriers rise or fall.

C.
Competitive Pressures from the Sellers of Substitute Products
1.
Companies in one industry come under competitive pressure from the actions of companies in a closely adjoining industry whenever buyers view the products of the two industries as good substitutes.

2.
Just how strong the competitive pressures are from sellers of substitute products depends on three factors:

a.
Whether substitutes are readily available and attractively priced

b.
Whether buyers view the substitutes as being comparable or better in terms of quality, performance, and other relevant attributes

c.
How much it costs end-users to switch to substitutes

3.
Figure 3.6, Factors Affecting Competition from Substitute Products, lists factors affecting the strength of competitive pressures from substitute products and signs that indicate substitutes are a strong competitive force.

4.
The presence of readily available and attractively priced substitutes create competitive pressure by placing a ceiling on the prices industry members can charge without giving customers an incentive to switch to substitutes and risking sales erosion.

5.
The availability of substitutes inevitably invites customers to compare performance, features, ease of use, and other attributes as well as price.

6.
The strength of competition from substitutes is significantly influenced by how difficult or costly it is for the industry’s customers to switch to a substitute.

7.
As a rule, the lower the price of substitutes, the higher their quality and performance, and the lower the user’s switching costs, the more intense the competitive pressures posed by substitute products.

8.
Good indicators of the competitive strength of substitute products are the rate at which their sales and profits are growing, the market inroads they are making, and their plans for expanding production capacity.

D.
Competitive Pressures Stemming from Supplier Bargaining Power and Supplier-Seller Collaboration
1.
Whether supplier-seller relationships represent a weak or strong competitive force depends on:

a.
Whether the major suppliers can exercise sufficient bargaining power to influence the terms and conditions of supply in their favor

b.
The nature and extent of supplier-seller collaboration

2.
How Supplier Bargaining Power Can Create Competitive Pressures: When the major suppliers to an industry have considerable leverage in determining the terms and conditions of the item they are supplying, they are in a position to exert competitive pressures on one or more rival sellers.

3.
The factors that determine whether any of the suppliers to an industry are in a position to exert substantial bargaining power or leverage are fairly clear-cut:

a.
Whether the item being supplied is a commodity that is readily available from many suppliers at the going market price

b.
Whether a few large suppliers are the primary sources of a particular item

c.
Whether it is difficult or costly for industry members to switch their purchases from one supplier to another or to switch to attractive substitute inputs

d.
Whether certain needed inputs are in short supply

e.
Whether certain suppliers provide a differentiated input that enhances the performance or quality of the industry’s product

f.
Whether certain suppliers provide equipment or services that deliver valuable cost-saving efficiencies to industry members in operating their production processes

g.
Whether suppliers provide an item that accounts for a sizable fraction of the costs of the industry’s product

h.
Whether industry members are major customers of suppliers

i.
Whether it makes good economic sense for industry members to integrate backward and self-manufacture items they have been buying from suppliers

4.
Figure 3.7, Factors Affecting the Bargaining Power of Suppliers, summarizes the conditions that tend to make supplier bargaining power strong or weak.

5.
How Seller-Supplier Partnerships Can Create Competitive Pressures: In more and more industries, sellers are forging strategic partnerships with select suppliers in efforts to reduce inventory and logistics costs, speed the availability of next generation components, enhance the quality of the parts and components being supplied and reduce defect rates, and squeeze out important cost-savings for both themselves and their suppliers.

6.
The many benefits of effective seller-supplier collaboration can translate into competitive advantage for industry members who do the best job of managing supply chain relationships.

7.
The more opportunities that exist for win-win efforts between a company and its suppliers, the less their relationship is characterized by who has the upper hand in bargaining with the other.

E.
Competitive Pressures Stemming from Buyer Bargaining Power and Seller-Buyer Collaboration
1.
Whether seller-buyer relationships represent a weak or strong competitive force depends on:

a.
Whether some or many of the buyers have sufficient bargaining leverage to obtain price concessions and other favorable terms and conditions of sale

b.
The extent and competitive importance of seller-buyer strategic partnerships in the industry

2.
How Buyer Bargaining Power Can Create Competitive Pressures: The leverage that certain types of buyers have in negotiating favorable terms can range from weak to strong.

3.
Even if buyers do not purchase in large quantities or offer a seller important market exposure or prestige, they gain a degree of bargaining leverage in the following circumstances:

a.
If buyers’ costs of switching to competing brands or substitutes are relatively low – Buyers who can readily switch brands or source from several sellers have more negotiating leverage than buyers who have high switching costs.

b.
If the number of buyers is small or if a customer is particularly important to a seller – The smaller the number of buyers, the less easy it is for sellers to find alternative buyers when a customer is lost to a competitor.

c.
If buyer demand is weak and sellers are scrambling to secure additional sales of their products – Weak or declining demand creates a “buyers market” and shifts bargaining power to buyers.

d.
If buyers are well-informed about sellers’ products, prices, and costs – The more information buyers have, the better bargaining position they are in.

e.
If buyers pose a credible threat of integrating backward into the business of sellers – Companies like Anheuser-Busch, Coors, and Heinz have integrated backward into metal-can manufacturing to gain bargaining power in obtaining the balance of their can requirements from otherwise powerful metal-can manufacturers.

f.
If buyers have discretion in whether and when they purchase the product – If consumers are unhappy with the present deals offered on major appliances, hot tubs, home entertainment centers, or other goods for which time is not a critical purchase factor, they may be in a position to delay purchase until prices and financing terms improve.

4.
Figure 3.8, Factors Affecting the Bargaining Power of Buyers, summarizes the circumstances that make for strong or weak bargaining power on the part of buyers.

5.
Not all buyers of an industry’s product have equal degrees of bargaining power with sellers and some may be less sensitive than others to price, quality, or service differences.

6.
How Seller-Buyer Partnerships Can Create Competitive Pressures: Partnerships between sellers and buyers are an increasingly important element of the competitive picture in business-to-business relationships as opposed to business-to-consumer relationships.

F.
Determining Whether the Collective Strength of the Five Competitive Forces is Conducive to Good Profitability
1.
Scrutinizing each competitive force one by one provides a powerful diagnosis of what competition is like in a given market.

2.
Does the State of Competition Promote Profitability? As a rule, the stronger the collective impact of the five competitive forces, the lower the combined profitability of industry participants.

CORE CONCEPT: The stronger the forces of competition, the harder it becomes for industry members to earn attractive profits.

3.
The most extreme case of a competitively unattractive industry is when all five forces are producing strong competitive pressures. Fierce to strong competitive pressures coming from all five directions nearly always drive industry profitability to unacceptably low levels, frequently producing losses for many industry members and forcing some out of business. Intense competitive pressures from just two or three of the five forces may suffice to destroy the conditions for good profitability and prompt some companies to exit the business.

4.
In contrast, when the collective impact of the five competitive forces is moderate to weak, an industry is competitively attractive in the sense that industry members can reasonably expect to earn good profits and a nice return on investment.

5.
The ideal competitive environment for earning superior profits is one in which both suppliers and customers are in weak bargaining positions, there are no good substitutes, high barriers block further entry, and rivalry among present sellers generates only moderate competitive pressures.

6.
Does Company Strategy Match Competitive Conditions? Working through the five-forces model step-by-step not only aides strategy makers in assessing whether the intensity of competition allows good profitability but it also promotes sound strategic thinking about how to better match company strategy to the specific competitive character of the marketplace.

7.
Effectively matching a company’s strategy to the particular competitive pressures and competitive conditions that exist has two aspects:

a.
Pursuing avenues that shield the firm from as many of the prevailing competitive pressures as possible

b.
Initiating actions calculated to produce sustainable competitive advantage, thereby shifting competition in the company’s favor, putting added competitive pressure on rivals, and perhaps even defining the business model for the industry

CORE CONCEPT: A company’s strategy is increasingly effective the more it provides some insulation from competitive pressures and shifts the competitive battle in the company’s favor.

VI.
Question 3: What Factors are Driving Industry Change and What Impacts Will They Have? 
1.
An industry’s present conditions do not necessarily reveal much about the strategically relevant ways in which the industry environment is changing.

2.
All industries are characterized by trends and new developments that gradually or speedily produce changes important enough to require a strategic response from participating firms.

3.
The popular hypothesis that industries go through a life cycle of takeoff, rapid growth, early maturity, market saturation, and stagnation or decline helps explain industry change – but it is far from complete.

A.
The Concept of Driving Forces
1.
Although it is important to judge what growth stage an industry is in, there is more analytical value in identifying the specific factors causing fundamental industry and competitive adjustments.

2.
Industry and competitive conditions change because certain forces are enticing or pressuring industry participants to alter their actions.

3.
Driving forces are those that have the biggest influence on what kinds of changes will take place in the industry’s structure and competitive environment.

4.
Driving forces analysis has two steps:

a.
Identifying what the driving forces are

b.
Assessing the impact they will have on the industry

Industry conditions change because important forces are driving industry participants (competitors, customers, or suppliers) to alter their actions; the driving forces in an industry are the major underlying causes of changing industry and competitive conditions – some driving forces originate in the macro-environment and some originate from within a company’s immediate industry and competive environment.

chapter 4Lecture Notes
Analyzing a Company’s Resources and Competitive Position

Chapter Summary

Chapter 4 discusses the techniques of evaluating a company’s internal circumstances – its resource capabilities, relative cost position, and competitive strength versus rivals. The analytical spotlight will be trained on five questions: (1) How well is the company’s present strategy working? (2) What are the company’s resource strengths and weaknesses and its external opportunities and threats? (3) Are the company’s prices and costs competitive? (4) Is the company competitively stronger or weaker than key rivals? (5) What strategic issues and problems merit front-burner managerial attention? In probing for answers to these questions, four analytical tools – SWOT analysis, value chain analysis, benchmarking, and competitive strength assessment will be used. All four are valuable techniques for revealing a company’s competitiveness and for helping company managers match their strategy to the company’s own particular circumstances.

Lecture Outline

I.
Question 1: How Well is the Company’s Present Strategy Working? 

1.
In evaluating how well a company’s present strategy is working, a manager has to start with what the strategy is.

2.
Figure 4.1, Identifying the Components of a Single-Business Company’s Strategy, shows the key components of a single-business company’s strategy.

3.
The first thing to pin down is the company’s competitive approach.

4.
Another strategy-defining consideration is the firm’s competitive scope within the industry 

5.
Another good indication of the company’s strategy is whether the company has made moves recently to improve its competitive position and performance.

6.
While there is merit in evaluating the strategy from a qualitative standpoint (its completeness, internal consistency, rationale, and relevance), the best quantitative evidence of how well a company’s strategy is working comes from its results.

7.
The two best empirical indicators are:

a.
Whether the company is achieving its stated financial and strategic objectives

b.
Whether the company is an above-average industry performer

8.
Other indicators of how well a company’s strategy is working include:

a.
Whether the firm’s sales are growing faster, slower, or about the same pace as the market as a whole

b.
Whether the company is acquiring new customers at an attractive rate as well as retaining existing customers

c.
Whether the firm’s profit margins are increasing or decreasing and how well its margins compare to rival firms’ margins

d.
Trends in the firm’s net profits and returns on investment and how these compare to the same trends for other companies in the industry

e.
Whether the company’s overall financial strength and credit rating are improving or on the decline 

f.
Whether the company can demonstrate continuous improvement in such internal performance measures as days of inventory, employee productivity, unit costs, defect rate, scrap rate, misfilled orders, delivery times, warranty costs, and so on 

g.
How shareholder’s view the company based on trends in the company’s stock price and shareholder value

h.
The firm’s image and reputation with its customers

i.
 How well the company stacks up against rivals on technology, product innovation, customer service, product quality, delivery time, getting newly developed products to market quickly, and other relevant factors on which buyers base their choice of brands  

9.
The stronger a company’s current overall performance, the less likely the need for radical changes in strategy. The weaker a company’s financial performance and market standing, the more its current strategy must be questioned. Weak performance is almost always a sign of weak strategy, weak execution, or both.

CORE CONCEPT: The stronger a company’s financial performance and market position, the more likely it has a well-conceived, well-executed strategy.

II.
Question 2: What are the Company’s Resource Strengths and Weaknesses and Its External Opportunities and Threats 
1.
Appraising a company’s resource strengths and weaknesses and its external opportunities and threats, commonly known as SWOT analysis, provides a good overview of whether its overall situation is fundamentally healthy or unhealthy.

CORE CONCEPT: SWOT analysis is a simple but powerful tool for sizing up a company’s resource capabilities and deficiencies, its market opportunities, and the external threats to its future well-being.

2.
A first-rate SWOT analysis provides the basis for crafting a strategy that capitalizes on the company’s resources, aims squarely at a capturing the company’s best opportunities, and defends against the threats to its well being.

A.
Identifying Company Resource Strengths and Competitive Capabilities
1.
A strength is something a company is good at doing or an attribute that enhances its competitiveness. A strength can take any of several forms:

a.
A skill or important expertise

b.
Valuable physical assets

c.
Valuable human assets

d.
Valuable organizational assets

e.
Valuable intangible assets

f.
Competitive capabilities

g.
An achievement or attribute that puts the company in a position of market advantage

h.
Competitively valuable alliances or cooperative ventures

2.
Taken together, a company’s strengths determine the complement of competitively valuable resources with which it competes – a company’s resource strengths represent competitive assets.

CORE CONCEPT: A company is better positioned to succeed if it has a competitively valuable complement of resources at its command.

3.
The caliber of a firm’s resource strengths and competitive capabilities, along with its ability to mobilize them in the pursuit of competitive advantage, are big determinants of how well a company will perform in the marketplace.

4.
Company Competencies and Competitive Capabilities: Sometimes a company’s resource strengths relate to fairly specific skills and expertise and sometimes they flow from pooling the knowledge and expertise of different organizational groups to create a company competence or competitive capability.

5.
Company competencies can range from merely a competence in performing an activity to a core competence to a distinctive competence.

a.
A competence is something an organization is good at doing. It is nearly always the product of experience, representing an accumulation of learning and the buildup of proficiency in performing an internal activity.

CORE CONCEPT: A competence, something the organization is good at, is nearly always the product of experience

b.
A core competence is a proficiently performed internal activity that is central to a company’s strategy and competitiveness. A core competence is a more valuable resource strength than a competence because of the well-performed activity’s core role in the company’s strategy and the contributions it makes to the company’s success in the marketplace.

CORE CONCEPT: A core competence is a competitively important activity that a company performs better than other internal activities.

c.
A distinctive competence is a competitively valuable activity that a company performs better than its rivals. A distinctive competence represents a competitively superior resource strength.

CORE CONCEPT: A distinctive competence is something that a company does better than its rivals.

6.
The conceptual differences between a competence, a core competence, and a distinctive competence draw attention to the fact that competitive capabilities are not all equal.

7.
Core competencies are competitively more important than simple competencies because they add power to the company’s strategy and have a bigger positive impact on its market position and profitability.

8.
The importance of a distinctive competence to strategy-making rests with:

a.
The competitively valuable capability it gives a company

b.
Its potential for being the cornerstone of strategy

c.
The competitive edge it can produce in the marketplace 

9.
What is the Competitive Power of Resource Strength? What is most telling about a company’s strengths is how competitively powerful they are in the marketplace.

10.
The competitive power of a company strength is measured by how many of the following four tests it can pass:

a.
Is the resource strength hard to copy?

b.
Is the resource strength durable – does it have staying power?

c.
Is the resource really competitively superior?

d.
Can the resource strength be trumped by different resource strengths and competitive capabilities of rivals?

11.
The vast majority of companies are not well endowed with competitively valuable resources, much less with competitively superior resources capable of passing all four tests with high marks. Most firms have a mixed bag of resources.

12.
Only a few companies, usually the strongest industry leaders or up-and-coming challengers, possess a distinctive competence or competitively superior resource.

13.
Sometimes a company derives significant competitive vitality, maybe even a competitive advantage, from a collection of good-adequate resources that collectively have competitive power in the marketplace.

CORE CONCEPT: A company’s success in the marketplace becomes more likely when it has appropriate and ample resources with which to compete and especially when it has strengths and capabilities with competitive advantage.

B.
Identifying Company Resource Weaknesses and Competitive Deficiencies
1.
A weakness or competitive deficiency is something a company lacks or does poorly in comparison to others or a condition that puts it at a disadvantage in the marketplace.

2.
A company’s weaknesses can relate to:

a.
Inferior or unproven skills or expertise or intellectual capital in competitively important areas of the business

b.
Deficiencies in competitively important physical, organizational, or intangible assets

c.
Missing or competitively inferior capabilities in key areas

3.
Internal weaknesses are shortcomings in a company’s complement of resources and represent competitive liabilities.

CORE CONCEPT: A company’s resource strengths represent competitive assets; its resource weaknesses represent competitive liabilities.

4.
Table 4.1, What to Look for in Identifying a Company’s Strengths, Weaknesses, Opportunities, and Threats, lists the kinds of factors to consider in compiling a company’s resource strengths and weaknesses.

C.
Identifying a Company’s Market Opportunities
1.
Market opportunity is a big factor in shaping a company’s strategy.

2.
Managers cannot properly tailor strategy to the company’s situation without first identifying its opportunities and appraising the growth and profit potential each one holds.

3.
In evaluating a company’s market opportunities and ranking their attractiveness, managers have to guard against viewing every industry opportunity as a company opportunity.

4.
Opportunities can be plentiful or scarce and can range from wildly attractive to marginally interesting to unsuitable.

CORE CONCEPT: A company is well advised to pass on a particular market opportunity unless it has or can acquire the resources to capture it.
5.
The market opportunities most relevant to a company are those that match up well with the company’s financial and organizational resource capabilities, offer the best growth and profitability, and present the most potential for competitive advantage.

D.
Identifying Threats to a Company’s Future Profitability
1.
Certain factors in a company’s external environment pose threats to its profitability and competitive well-being.

2.
Examples of threats include: the emergence of cheaper or better technologies, rivals’ introduction of new or improved products, lower-cost foreign competitors’ entry into a company’s market stronghold, new regulations that are more burdensome to a company than to its competitors, vulnerability to a rise in interest rates, the potential of a hostile takeover, unfavorable demographic shifts, adverse changes in foreign exchange rates, political upheaval in a foreign country where the company has facilities, and so on.

3.
It is management’s job to identify the threats to the company’s future profitability and to evaluate what strategic actions can be taken to neutralize or lessen their impact.

E.
What Do the SWOT Listings Reveal?
1.
SWOT analysis involves more than making four lists. The two most important parts of SWOT analysis are:

a.
Drawing conclusions from the SWOT listings about the company’s overall situation 

b.
Acting on those conclusions to better match the company’s strategy to its resource strengths and market opportunities, to correct important weaknesses, and to defend against external threats 

CORE CONCEPT: Simply making lists of a company’s strengths, weaknesses, opportunities, and threats is not enough; the payoff from SWOT analysis comes from the conclusions about a company’s situation and the implications for a strategy improvement that flow from the four lists.

2.
Figure 4.2, The Three Steps of SWOT Analysis: Identify, Draw Conclusions, Translate Into Strategic Action, shows the three steps of SWOT analysis.

3.
Just what story the SWOT analysis tells about the company’s overall situation can be summarized in a series of questions: 

a.
Does the company have an attractive set of resource strengths?

b.
How serious are the company’s weaknesses and competitive deficiencies?

c.
Do the company’s resource strengths and competitive capabilities outweigh its resource weaknesses and competitive deficiencies by an attractive margin?

d.
Does the company have attractive market opportunities that are well suited to its resource strengths and competitive capabilities?

e.
Are the threats alarming or are they something the company appears able to deal with and defend against?

f.
How strong is the company’s overall situation?

4.
Implications for SWOT analysis for strategic action: 

a.
Which competitive capabilities need to be strengthened immediately?

b.
What actions should be taken to reduce the company’s competitive liabilities?

c.
Which market opportunities should be top priority in future strategic initiatives? Which opportunities should be ignored?

d.
What should the company be doing to guard against the threats to its well-being?

5.
A company’s resource strengths should generally form the cornerstones of strategy because they represent the company’s best chance for market success.

6.
Sound strategy making requires sifting thorough the available market opportunities and aiming strategy at capturing those that are most attractive and suited to the company’s circumstances.

III.
Question 3: Are the Company’s Prices and Costs Competitive? 
1.
One of the most telling signs of whether a company’s business position is strong or precarious is whether its prices and costs are competitive with industry rivals.

2.
Price-cost comparisons are especially critical in a commodity-product industry where the value provided to buyers is the same from seller to seller, price competition is typically the ruling force and lower-cost companies have the upper hand.

CORE CONCEPT: The higher a company’s costs are above those of close rivals, the more competitively vulnerable it becomes.

3.
Two analytical tools are particularly useful in determining whether a company’s prices and costs are competitive and thus conducive to winning in the marketplace: value chain analysis and benchmarking.

A.
The Concept of a Company’s Value Chain
1.
A company’s value chain consists of the linked set of value-creating activities the company performs internally.

CORE CONCEPT: A company’s value chain identifies the primary activities that create customer value and the related support activities.

2.
Figure 4.3, A Representative Company Value Chain, depicts the linked set of value creating activities.

3.
The value chain consists of two broad categories of activities:

a.
Primary activities: foremost in creating value for customers

b.
Support activities: facilitate and enhance the performance of primary activities

4.
Disaggregating a company’s operations into primary and secondary activities exposes the major elements of the company’s cost structure.

5.
The combined costs of all of the various activities in a company’s value chain define the company’s internal cost structure.

6.
The tasks of value chain analysis and benchmarking are to develop the data for comparing a company’s costs, activity by activity, against the costs of key rivals and to learn which internal activities are a source of cost advantage or disadvantage.

B.
Why the Value Chains of Rival Companies Often Differ
1.
A company’s value chain and the manner in which it performs each activity reflect the evolution of its own particular business and internal operations, its strategy, the approaches it is using to execute its strategy, and the underlying economics of the activities themselves.

2.
Because these factors differ from company to company, the value chain of rival companies sometimes differ substantially – a condition that complicates the task of assessing rivals’ relative cost positions.

C.
The Value Chain System for an Entire Industry
1.
Accurately assessing a company’s competitiveness in end-use markets requires that company managers understand the entire value chain system for delivering a product or service to end-users, not just the company’s own value chain.

2.
Figure 4.4, A Representative Value Chain for an Entire Industry, explores a value chain for an entire industry.

CORE CONCEPT: A company’s cost competitiveness depends not only on the costs of internally performed activities (its own value chain) but also on costs in the value chain of its suppliers and forward channel allies.

3.
Suppliers’ value chains are relevant because suppliers perform activities and incur costs in creating and delivering the purchased inputs used in a company’s own value chain.

4.
Forward channel and customer value chains are relevant because:

a.
The costs and margins of a company’s distribution allies are part of the price the end user pays

b.
The activities that distribution allies perform affect the end user’s satisfaction

5.
Actual value chains vary by industry and by company. Generic value chains like those in Figures 3.3 and 3.4 are illustrative, not absolute and have to be drawn to fit the activities of a particular company or industry.

D.
Developing the Data to Measure a Company’s Cost Competitiveness
1.
The next step in evaluating a company’s cost competitiveness involves disaggregating or breaking down departmental cost accounting data into the costs of performing specific activities.

2.
A good guideline is to develop separate cost estimates for activities having different economics and for activities representing a significant or growing proportion to cost.

3.
Traditional accounting identifies costs according to broad categories of expense. A newer method, activity-based costing, entails defining expense categories according to the specific activities being performed and then assigning costs to the activity responsible for creating the cost.

4.
Table 4.2, The Differences between Traditional Cost Accounting and Activity-Based Cost Accounting: A Purchasing Department Example, provides an illustrative example of the difference between traditional cost accounting and activity-based accounting.

5.
Perhaps 25% of the companies that have explored the feasibility of activity-based costing have adopted this accounting approach.

6.
Illustration Capsule 4.1, Value Chain Costs for Companies in the Business of Recording and Distributing Music CDs, shows representative costs for various activities performed by the producers and marketers of music CDs.

Illustration Capsule 4.1, Value Chain Costs for Companies in the Business of Recording and Distributing Music CDs 

Discussion Question
1.
What are the total costs associated with direct production to a record company when producing a music CD? Why is having this knowledge important to such a company? 

Answer: According to the information provided in the table, a record company’s direct production costs equal $2.40 per CD.

This information is important because a company most know its actual and correct costs of production in order to establish fair product pricing in the marketplace.

7.
The most important application of value chain analysis is to explore how a particular firm’s cost position compares with the cost position of its rivals.

E.
Benchmarking the Costs of Key Value Chain Activities
1.
Benchmarking is a tool that allows a company to determine whether the manner in which it performs particular functions and activities represent industry “best practices” when both cost and effectiveness are taken into account.

CORE CONCEPT: Benchmarking has proved to be a potent tool for learning which companies are best at performing particular activities and then using their techniques or “best practices” to improve the cost and effectiveness of a company’s own internal activities.

2.
Benchmarking entails comparing how different companies perform various value chain activities.

3.
The objectives of benchmarking are:

a.
To identify the best practices in performing an activity

b.
To learn how other companies have actually achieved lower costs or better results in performing benchmarked activities

c.
To take action to improve a company’s competitiveness whenever benchmarking reveals that its costs and results of performing an activity do not match those of other companies

4.
Benchmarking has quickly come to be a tool for comparing a company against rivals not only on cost but also on most any relevant activity or competitively important measure.

5.
The tough part of benchmarking is not whether to do it but rather how to gain access to information about other companies practices and costs.

CORE CONCEPT: Benchmarking the costs of company activities against rivals provides hard evidence of a company’s cost-competitiveness.

6.
Sometimes benchmarking can be accomplished by collecting information from published reports, trade groups, and industry research firms and by talking to knowledgeable industry analysts, customers, and suppliers.

7.
Making reliable cost comparisons is complicated by the fact that participants often use different cost accounting systems.

8.
The explosive interest of companies in benchmarking costs and identifying best practices has prompted consulting organizations to gather benchmarking data, do benchmarking studies, and distribute information about best practices without identifying sources. Having an independent group gather the information and report it in a manner that disguises the names of individual companies permits participating companies to avoid disclosing competitively sensitive data to rivals and reduces the risk of ethical problems.

9.
Illustration Capsule 4.2, Benchmarking and Ethical Conduct, lists some guidelines with regard to benchmarking and ethical conduct.

Illustration Capsule 4.2, Benchmarking and Ethical Conduct 

Discussion Question
1.
Identify why ethical conduct is important in benchmarking.

Answer: In a benchmarking situation, ethical conduct is important because the discussion between benchmarking partners can involve competitively sensitive data that can conceivably raise questions about possible restraint of trade or improper business conduct.

F.
Strategic Options for Remedying a Cost Disadvantage
1.
Value chain analysis and benchmarking can reveal a great deal about a firm’s cost competitiveness.

2.
There are three main areas in a company’s overall value chain where important differences in the costs of competing firms can occur: a company’s own activity segments, suppliers’ part of the industry value chain, and the forward channel portion of the industry chain.

3.
When the source of a firm’s cost disadvantage is internal, managers can use any of the following eight strategic approaches to restore cost parity:

a.
Implement the use of best practices throughout the company, particularly for high-cost activities

b.
Try to eliminate some cost-producing activities altogether by revamping the value chain

c.
Relocate high-cost activities to geographic areas where they can be performed more cheaply

d.
Search out activities that can be outsourced from vendors or performed by contractors more cheaply than they can be done internally

e.
Invest in productivity-enhancing, cost-saving technological improvements

f.
Innovate around the troublesome cost components

g.
Simplify the product design so that it can be manufactured or assembled quickly and more economically

h.
Try to make up the internal cost disadvantage by achieving savings in the other two parts of the value chain system

4.
If a firm finds that it has a cost disadvantage stemming from costs in the supplier or forward channel portions of the industry value chain, then the task of reducing its costs to levels more in line with competitors usually has to extend beyond the firm’s own in-house operations.

5.
Table 4.3, Options for Attacking Cost Disadvantages Associated with Supply Chain Activities or Forward Channel Allies, presents the strategy options for attacking high costs associated with supply chain activities or forward channel allies.

G.
Translating Proficient Performance of Value Chain Activities into Competitive Advantage
1.
A company that does a first-rate job of managing its value chain activities relative to competitors stands a good chance of leveraging its competitively valuable competencies and capabilities into sustainable competitive advantage.

CORE CONCEPT: Performing value chain activities in ways that give a company the capabilities to outmatch rivals is a source of competitive advantage.

2.
Figure 4.5, Translating Company Performance of Value Chain Activities into Competitive Advantage, shows the process of translating proficient company performance into competitive advantage.

3.
The road to competitive advantage begins with management efforts to build more organizational expertise in performing certain competitively important value chain activities, deliberately striving to develop competencies and capabilities that add power to its strategy and competitiveness.

IV.
Question 4: Is the Company Competitively Stronger or Weaker Than Key Rivals? 
1.
Using value chain analysis and benchmarking to determine a company’s competitiveness on price and cost is necessary but not sufficient.

2.
The answers to two questions are of particular interest:

a.
How does the company rank relative to competitors on each of the important factors that determine market success?

b.
Does the company have a net competitive advantage or disadvantage vis-à-vis major competitors?

3.
An easy method for answering the questions posed above involves developing quantitative strength ratings for the company and its key competitors on each industry key success factor and each competitively decisive resource capability.

4.
The followings are steps for compiling a competitive strength assessment: 

a.
Step 1: make a list of the industry’s key success factors and most telling measures of competitive strength or weakness

b.
Step 2: rate the firm and its rivals on each factor

c.
Step 3: sum the strength ratings on each factor to get an overall measure of competitive strength for each company being rated

d.
Step 4: use the overall strength ratings to draw conclusions about the size and extent of the company’s net competitive advantage or disadvantage and to take specific note of areas of strengths and weaknesses 

5.
Table 4.4, Illustrations of Unweighted and Weighted Competitive Strength Assessments, provides two examples of competitive strength assessment.

6.
A better method is a weighted rating system because the different measures of competitive strength are unlikely to be equally important.

CORE CONCEPT: A weighted competitive strength analysis is conceptually stronger than an unweighted analysis because of the inherent weakness in assuming that all the strength measures are equally important.

7.
No matter whether the differences between the important weights are big or little, the sum of the weights must equal 1.0.

8.
Weighted strength ratings are calculated by rating each competitor on each strength measure and multiplying the assigned rating by the assigned weight.

9.
Summing a company’s weighted strength ratings for all the measures yields an overall strength rating. Comparisons of the weighted overall strength scores indicate which competitors are in the strongest and weakest competitive positions and who has how big a net competitive advantage over whom.

10.
Competitive strength assessments provide useful conclusions about a company’s competitive situation.

11.
Knowing where a company is competitively strong or weak in comparison to specific rivals is valuable in deciding on specific actions to strengthen its ability to compete.

CORE CONCEPT: High competitive strength ratings signal a strong competitive position and possession of competitive advantage; low ratings signal a weak position and competitive disadvantage.

12.
The competitive strength ratings point to which rival companies may be vulnerable to competitive attack and the areas where they are weakest.

V.
Question 5: What Strategic Issues and Problems Merit Front-Burner Managerial Attention? 
1.
The final and most important analytical step is to zero in on exactly what strategic issues that company managers need to address and resolve for the company to be more financially and competitively successful in the years ahead.

2.
This step involves drawing on the results of both industry and competitive analysis and the evaluations of the company’s own competitiveness.

3.
Pinpointing the precise problems that management needs to worry about sets the agenda for deciding what actions to take next to improve the company’s performance and business outlook.

CORE CONCEPT: Zeroing in on the strategic issues a company faces and compiling a “worry list” of problems and roadblocks creates a strategic agenda of problems that merit prompt managerial attention.

4.
The “worry list” of issues and problems can include such things as:

a.
How to stave off market challenges from new foreign competitors

b.
How to combat rivals’ price discounting

c.
How to reduce the company’s high costs to pave the way for price reductions

d.
How to sustain the company’s present growth rate in light of slowing buyer demand

e.
Whether to expand the company’s product line

f.
Whether to acquire a rival company to correct the company’s competitive deficiencies

g.
Whether to expand into foreign markets rapidly or cautiously

h.
Whether to reposition the company and move to a different strategic group

i.
What to do about the aging demographics of the company’s customer base

CORE CONCEPT: A good strategy must contain ways to deal with all the strategic issues and obstacles that stand in the way of the company’s financial and competitive success in the years ahead.

chapter 5Lecture Notes
The Five Generic Competitive Strategies

Chapter Summary

Chapter 5 describes the five basic competitive strategy options – which of the five to employ is a company’s first and foremost choice in crafting overall strategy and beginning its quest for competitive advantage.

Lecture Outline

I.
Introduction

1.
By competitive strategy we mean the specifics of management’s game plan for competing successfully – how it plans to position the company in the marketplace, its specific efforts to please customers, and improve its competitive strength, and the type of competitive advantage it wants to establish.

CORE CONCEPT: A competitive strategy concerns the specifics of management’s game plan for competing successfully and achieving a competitive edge over rivals.

2.
A company achieves competitive advantage whenever it has some type of edge over rivals in attracting buyers and coping with competitive forces.

3.
There are many routes to competitive advantage, but they all involve giving buyers what they perceive as superior value.

4.
Delivering superior value – whatever form it takes – nearly always requires performing value chain activities differently than rivals and building competencies and resource capabilities that are not readily matched.

II.
Five Competitive Strategies  
1.
There are countless variations in the competitive strategies that companies employ, mainly because each company’s strategic approach entails custom-designed actions to fit its own circumstances and industry environment.

2.
The biggest and most important differences among competitive strategies boil down to:

a.
Whether a company’s market target is broad or narrow

b.
Whether the company is pursuing a competitive advantage linked to low costs or product differentiation

3.
Five distinct competitive strategy approaches stand out:

a.
A low-cost provider strategy: appealing to a broad spectrum of customers based by being the overall low-cost provider of a product or service

b.
A broad differentiation strategy: seeking to differentiate the company’s product/service offering from rivals’ in ways that will appeal to a broad spectrum of buyers

c.
A best-cost provider strategy: giving customers more value for the money by incorporating good-to-excellent product attributes at a lower cost than rivals; the target is to have the lowest (best) costs and prices compared to rivals offering products with comparable attributes

d.
A focused or market niche strategy based on lower cost: concentrating on a narrow buyer segment and outcompeting rivals by serving niche members at a lower cost than rivals

e.
A focused or market niche strategy based on differentiation: concentrating on a narrow buyer segment and outcompeting rivals by offering niche members customized attributes that meet their tastes and requirements better than rivals products

4.
Figure 5.1, The Five Generic Competitive Strategies — Each Stakes Out a Different Position in the Marketplace, examines how each of the five strategies stake out a different market position.

III.
Low-Cost Provider Strategies
1.
A company achieves low-cost leadership when it becomes the industry’s lowest-cost provider rather than just being one of perhaps several competitors with comparatively low costs.

2.
In striving for a cost advantage over rivals, managers must take care to include features that buyers consider essential.

3.
For maximum effectiveness, companies employing a low-cost provider strategy need to achieve their cost advantage in ways difficult for rivals to copy or match.

CORE CONCEPT: A low-cost leader’s basis for competitive advantage is lower overall costs than competitors. Successful low-cost leaders are exceptionally good at finding ways to drive costs out of their businesses.
4.
A company has two options for translating a low-cost advantage over rivals into attractive profit performance:

a.
Option 1: use the lower-cost edge to underprice competitors and attract price-sensitive buyers in great numbers to increase total profits

b.
Option 2: maintain the present price, be content with the current market share, and use the lower-cost edge to earn higher profit margin on each unit sold

5.
Illustration Capsule 5.1, Nucor Corporation’s Low-Cost Provider Strategy, describes Nucor Corporation’s strategy for gaining low-cost leadership in manufacturing a variety of steel products.

Illustration Capsule 5.1, Nucor Corporation’s Low-Cost Provider Strategy

A.
The Two Major Avenues for Achieving a Cost Advantage
1.
To achieve a cost advantage, a firm must make sure that its cumulative costs across its overall value chain are lower than competitors’ cumulative costs. There are two ways to accomplish this:

a.
Outmanage rivals in efficiency with which value chain activities are performed and in controlling the factors driving the costs of value chain activities

b.
Revamp the firm’s overall value chain to eliminate or bypass some cost-producing activities

2.
Controlling the Cost Drivers: There are nine major cost drivers that come into play in determining a company’s costs in each activity segment of the value chain: 

a.
Economies or diseconomies of scale – The costs of a particular value chain activity are often subject to economies or diseconomies of scale.

b.
Learning and experience curve effects – The cost of performing an activity can decline over time as the experience of company personnel builds.

c.
The cost of key resource inputs – The cost of performing value chain activities depends in part on what a firm has to pay for key resource inputs: 

i.
Union versus nonunion labor

ii.
Bargaining power vis-à-vis suppliers

iii.
Locational variables

iv.
Supply chain management expertise

d.
Links with other activities in the company or industry value chain – When the cost of one activity is affected by how other activities are performed, costs can be managed downward by making sure that linked activities are performed in cooperative and coordinated fashion.

e.
Sharing opportunities with other organizational or business units within the enterprise – Different product lines or business units within an enterprise can often share the same order processing and customer billing systems, maintain a common sales force to call on customers, share the same warehouse and distribution facilities, or rely on a common customer service and technical support team.

f.

The benefits of vertical integration versus outsourcing – Vertical integration (expanding backward into sources of supply, forward to end-users, or both) allows affirm to bypass suppliers or buyers with considerable bargaining power. Most often it is cheaper to outsource or hire outside specialists to perform certain functions and activities.

CORE CONCEPT: Vertical integration is the backward expansion into sources of supply, the forward expansion toward end users, or both.

CORE CONCEPT: To outsource is to hire outside specialists to perform certain functions critical to the firm rather than performing them in-house.

g.
First-mover advantages and disadvantages – Sometimes the first major brand in the market is able to establish and maintain its brand name at a lower cost than later brand arrivals.

h.
The percentage of capacity utilization – Capacity utilization is a big cost driver for those value chain activities associated with substantial fixed costs.

i.
Strategic choices and operating decisions – A company’s cost can be driven up or down by a fairly wide assortment of managerial decisions: 

i.
Adding/cutting the services provided to buyers

ii.
Incorporating more/fewer performance and quality features into the product

iii.
Increasing/decreasing the number of different channels utilized in distributing the firm’s product

iv.
Lengthening/shortening delivery times to customers

v.
Putting more/less emphasis than rivals on the use of incentive compensation, wage increases, and fringe benefits to motivate employees and boost worker productivity

vi.
Raising/lowering the specifications for purchased materials

CORE CONCEPT: Outperforming rivals in controlling the factors that drive costs is a very demanding managerial exercise.

3.
Revamping the Value Chain: Dramatic costs advantages can emerge from finding innovative ways to eliminate or bypass cost-producing value chain activities. The primary ways companies can achieve a cost advantage by reconfiguring their value chains include:

a.
Making greater use of Internet technology applications – In recent years the Internet has become a powerful and pervasive tool for reengineering company and industry value chains.

i.
Illustration Capsule 5.2, Utz Quality Foods’ Use of Internet Technology to Reengineer Value Chain Activities, describes how one company is using Internet technology to improve both the effectiveness and the efficiency of the activities comprising its potato chip business.

Illustration Capsule 5.2, Utz Quality Foods’ Use of Internet Technology to Reengineer Value Chain Activities 

Discussion Question
1.
Identify the advantages obtained by Utz Quality Foods through the reengineering of the value chain via utilization of the newest technology?

Answer: The advantages obtained by Utz include cost saving efficiencies, improved effectiveness of operations, and sales are boosted.

b.
Using direct-to-end-user sales and marketing approaches – Costs in the wholesale-retail portions of the value chain frequently represent 35-50 percent of the price final consumers pay.

c.
Simplifying product design – Using computer-assisted design techniques, reducing the number of parts, standardizing parts and components across models and styles, and shifting to an easy-to-manufacture product design can all simplify the value chain.

d.
Stripping away the extras – Offering only basic products or services can help a company cut costs associated with multiple features and options.

e.
Shifting to a simpler, less capital intensive, or more streamlined or flexible technological process – Computer-assisted design and manufacture, or other flexible manufacturing systems, can accommodate both low-cost efficiency and product customization.

f.
Bypassing the use of high-cost raw materials or component parts – High-cost raw materials and parts can be designed out of the product.

g.
Relocating facilities – Moving plants closer to suppliers, customers, or both can help curtail inbound and outbound logistics costs.

h.
Dropping the “something for everyone” approach – Pruning slow-selling items from the product lineup and being content to meet the needs of most buyers rather than all buyers can eliminate activities and costs associated with numerous product versions.

4.
Examples of Companies That Created New Value Chain Systems and Reduced Costs: One example of accruing significant cost advantages from creating altogether new value chain systems can be found in the beef-packing industry. Southwest Airlines has reconfigured the traditional value chain of commercial airlines to lower costs and thereby offer dramatically lower fares to passengers. Dell Computer has proved a pioneer in redesigning its value chain architecture in assembling and marketing personal computers.

B.
The Keys to Success in Achieving Low-Cost Leadership
1.
To succeed with a low-cost provider strategy, company managers have to scrutinize each cost creating activity and determine what drives its cost.

CORE CONCEPT: Success in achieving a low-cost edge over rivals comes from exploring avenues for cost reduction and pressing for continuous cost reductions across all aspects of the company’s value chain year after year.

2.
While low-cost providers are champions of frugality, they are usually aggressive in investing in resources and capabilities that promise to drive costs out of the business. 


3.
Wal-Mart is one of the foremost practitioners of low-cost leadership. Other companies noted for their successful use of low-cost provider strategies include Lincoln Electric, Briggs & Stratton, Bic, Black & Decker, Stride Rite, Beaird-Poulan, and General Electric and Whirlpool.

C.
When a Low-Cost Provider Strategy Works Best 
1.
A competitive strategy predicated on low-cost leadership is particularly powerful when:

a.
Price competition among rival sellers is especially vigorous

b.
The products of rival sellers are essentially identical and suppliers are readily available from any of several eager sellers

c.
There are a few ways to achieve product differentiation that have value to buyers

d.
Most buyers use the product in the same ways

e.
Buyers incur low costs in switching their purchases from one seller to another

f.
Buyers are large and have significant power to bargain down prices

g.
Industry newcomers use introductory low prices to attract buyers and build a customer base

CORE CONCEPT: A low cost provider is in the best position to win the business of price-sensitive buyers, set the floor on market price, and still earn a profit.

D.
The Pitfalls of a Low-Cost Provider Strategy
1.
Perhaps the biggest pitfall of a low-cost provider strategy is getting carried away with overly aggressive price cutting and ending up with lower, rather than higher, profitability.

2.
A low-cost/low-price advantage results in superior profitability only if  (1) prices are cut by less than the size of the cost advantage or (2) the added value gains in unit sales are large enough to bring in bigger total profit despite lower margins per unit sold.

3.
A second big pitfall is not emphasizing avenues of cost advantages that can be kept proprietary or that relegate rivals to playing catch-up.

4.
A third pitfall is becoming too fixated on cost reduction.

5.
Even if these mistakes are avoided, a low-cost competitive approach still carries risk.

CORE CONCEPT: A low-cost provider’s product offering must always contain enough attributes to be attractive to prospective buyers – low price, by itself, is not always appealing to buyers.

IV.
Differentiation Strategies
1.
Differentiation strategies are attractive whenever buyers’ needs and preferences are too diverse to be fully satisfied by a standardized product or by sellers with identical capabilities.

CORE CONCEPT: The essence of a broad differentiation strategy is to be unique in ways that are valuable to a wide range of customers.

2.
Successful differentiation allows a firm to:

a.
Command a premium price for its product

b.
Increase unit sales

c.
Gain buyer loyalty to its brand

3.
Differentiation enhances profitability whenever the extra price the product commands outweighs the added costs of achieving the differentiation.

A.
Types of Differentiation Themes 
1.
Companies can pursue differentiation from many angles.

2.
The most appealing approaches to differentiation are those that are hard or expensive for rivals to duplicate.

CORE CONCEPT: Easy to copy differentiating features cannot produce sustainable competitive advantage.

B.
Where along the Value Chain to Create the Differentiating Attributes  
1.
Differentiation opportunities can exist in activities all along an industry’s value chain; possibilities include the following:

a.
Supply chain activities that ultimately spill over to affect the performance or quality of the company’s end product.

b.
Product R&D activities that aim at improved product designs and performance features, expanded end uses and applications, more frequent first-on-the market victories, wider product variety and selection, added user safety, greater recycling capability, or enhanced environmental protection.

c.
Production R&D and technology-related activities that permit custom-order manufacture at an efficient cost, make production methods safer for the environment, or improve product quality, reliability, and appearance.

d.
Manufacturing activities that reduce product defects, prevent premature product failure, extend product life, allow better warranty coverages, improve economy of use, result in more end-user convenience, or enhance product appearance.

e.
Outbound logistics and distribution activities that allow for faster delivery, more accurate order filling, lower shipping costs, and fewer warehouse and on-the-shelf stockouts.

f.
Marketing, sales, and customer service activities that result in superior technical assistance to buyers, faster maintenance and repair services, more and better product information provided to customers, more and better training materials for end users, better credit terms, quicker order processing, or greater customer convenience.

4.
Managers need keen understanding of the sources of differentiation and the activities that drive uniqueness to devise a sound differentiation strategy and evaluate various differentiation approaches.

C.
Achieving a Differentiation-Based Competitive Advantage
1.
While it is easy enough to grasp that a successful differentiation strategy must entail creating buyer value in ways unmatched by rivals, the big question is which of four basic differentiating approaches to take in delivering unique buyer value.

2.
One approach is to incorporate product attributes and user features that lower the buyer’s overall costs of using the product.

3.
A second approach is to incorporate features that raise product performance.

4.
A third approach is to incorporate features that enhance buyer satisfaction in noneconomic or intangible ways.

5.
A fourth approach is to differentiate on the basis of capabilities – to deliver value to customers via competitive capabilities that rivals do not have or cannot afford to match.

CORE CONCEPT: A differentiator’s basis for competitive advantage is either a product/service offering whose attributes differ significantly from the offering of rivals or a set of capabilities for delivering customer value that rivals do not have.

D.
The Importance of Perceived Value
1.
Buyers seldom pay for value they do not perceive, no matter how real the unique extras may be. Thus, the price premium commanded by a differentiation strategy reflects the value actually delivered to the buyer and the value perceived by the buyer.

2.
Signals of value that may be as important as actual value include: (1) when the nature of differentiation is subjective or hard to quantify, (2) when buyers are making first-time purchases, (3) when repurchase is infrequent, and (4) when buyers are unsophisticated.

E.
Keeping the Cost of Differentiation in Line
1.
The trick to profitable differentiation is either to keep the costs of achieving differentiation below the price premium the differentiating attributes can command in the marketplace or to offset thinner profit margins with enough added volume to increase total profits.

2.
It usually makes sense to incorporate differentiating features that are not costly but that add to buyer satisfaction.

F.
When a Differentiation Strategy Works Best
1.
Differentiation strategies tend to work best in market circumstance where:

a.
There are many ways to differentiate the product or service and many buyers perceive these differences as having value

b.
Buyer needs and uses are diverse

c.
Few rival firms are following a similar differentiation approach

d.
Technological change and product innovation are fast-paced and competition revolves around rapidly evolving product features

CORE CONCEPT: Any differentiating feature that works well tends to draw imitators.

G.
The Pitfalls of a Differentiation Strategy
1.
There are no guarantees that differentiation will produce a meaningful competitive advantage.

2.
If buyers see little value in the unique attributes or capabilities of a product then the company’s differentiation strategy will get a ho-hum market reception.

3.
Attempts at differentiation are doomed to fail if competitors can quickly copy most or all of the appealing product attributes a company comes up with.

4.
Other common pitfalls and mistakes in pursuing differentiation may include:

a.
Trying to differentiate on the basis of something that does not lower a buyer’s cost or enhance a buyer’s well being, as perceived by the buyer

b.
Overdifferentiating so that the product quality or service level exceeds buyers’ needs

c.
Trying to charge too high a price premium

d.
Being timid and not striving to open up meaningful gaps in quality or service or performance features vis-à-vis the products of rivals – tiny differences between rivals’ product offerings may not be visible or important to buyers

5.
A low-cost provider strategy can defeat a differentiation strategy when buyers are satisfied with a basic product and do not think extra attributes are worth a higher price.

V.
Best-Cost Provider Strategies
1.
Best-cost provider strategies aim at giving customers more value for the money. The objective is to deliver superior value to buyers by satisfying their expectations on key quality/service/features/performance attributes and beating their expectations on price.

2.
A company achieves best-cost status from an ability to incorporate attractive attributes at a lower cost than rivals.

3.
Best-cost provider strategies stake out a middle ground between pursuing a low-cost advantage and a differentiation advantage and between appealing to the broader market as a whole and a narrow market niche.

4.
From a competitive positioning standpoint, best-cost strategies are a hybrid, balancing a strategic emphasis on low cost against a strategic emphasis on differentiation.

5.
The market target is value-conscious buyers.

6.
The competitive advantage of a best-cost provider is lower costs than rivals in incorporating good-to-excellent attributes, putting the company in a position to underprice rivals whose products have similar appealing attributes.

7.
A best-cost provider strategy is very appealing in markets where buyer diversity makes product differentiation the norm and where many buyers are also sensitive to price and value.

8.
Illustration Capsule 5.3, Toyota’s Best-Cost Producer Strategy for Its Lexus Line, describes how Toyota has used a best-cost approach with its Lexus models.

Illustration Capsule 5.3, Toyota’s Best-Cost Producer Strategy for Its Lexus Line 

Discussion Question
1.
Discuss how Toyota has been able to achieve its low-cost leadership status in the industry.

Answer: Toyota has achieved low-cost leadership status because it has developed considerable skills in efficient supply chain management and low-cost assembly capabilities and because its models are so well-positioned in the low-to-medium end of the price spectrum. These are enhanced by Toyota’s strong emphasis on quality.

A.
The Big Risk of a Best-Cost Provider Strategy

1.
The danger of a best-cost provider strategy is that a company using it will get squeezed between the strategies of firms using low-cost and differentiation strategies.

2.
To be successful, a best-cost provider must offer buyers significantly better product attributes in order to justify a price above what low-cost leaders are charging.

VI.
Focused (or Market Niche) Strategies
1.
What sets focused strategies apart from low-cost leadership or broad differentiation strategies is concentrated attention on a narrow piece of the total market.

2.
The target segment or niche can be defined by:

a.
Geographic uniqueness

b.
Specialized requirements in using the product

c.
Special product attributes that appeal only to niche members

A.
A Focused Low-Cost Strategy
1.
A focused strategy based on low cost aims at securing a competitive advantage by serving buyers in the target market niche at a lower cost and lower price than rival competitors.

2.
This strategy has considerable attraction when a firm can lower costs significantly by limiting its customer base to a well-defined buyer segment.

3.
Focused low-cost strategies are fairly common.

4.
Illustration Capsule 5.4, Motel 6’s Focused Low-Cost Strategy, describes how Motel 6 has kept its costs low in catering to budget conscious travelers.

Illustration Capsule 5.4, Motel 6’s Focused Low-Cost Strategy 

Discussion Question
1.
Discuss the advantages this organization achieves from its focused low-cost provider strategy.

Answer: Through utilization of this type of strategy, the Motel 6 organization is able to capitalize on the market segment that is comprised of price-conscious travelers who want clean, no-frills accommodations for a reasonable price.

B.
A Focused Differentiation Strategy
1.
A focused strategy based on differentiation aims at securing a competitive advantage by offering niche members a product they perceive is better suited to their own unique tastes and preferences.

2.
Successful use of a focused differentiation strategy depends on the existence of a buyer segment that is looking for special product attributes or seller capabilities and on a firm’s ability to stand apart from rivals competing in the same target market niche.

3.
Illustration Capsule 5.5, Progressive Insurance’s Focused Differentiation Strategy in Auto Insurance, provides details about the company’s focused differentiation strategy.

Illustration Capsule 5.5, Progressive Insurance’s Focused Differentiation Strategy in Auto Insurance 

Discussion Question
1.
How does Progressive’s choice of strategy differentiate it from other insurance companies in the marketplace?

Answer: Progressive’s choice of a focused differentiation strategy is one that caters to the more high-risk driver. Such drivers are not overly welcomed in the more traditional insurance companies of today. This company also has teams of roving claim adjusters to settle claims on the spot and offers motorcycle coverage as well as luxury car insurance. These are significantly different offerings from those of the more traditional insurance carriers that have been predominate within the industry.

C.
When A Focused Low-Cost or Focused Differentiation Strategy is Attractive 

1.
A focused strategy aimed at securing a competitive edge based either on low cost or differentiation becomes increasingly attractive as more of the following conditions are met:

a.
The target niche is big enough to be profitable and offers good growth potential

b.
Industry leaders do not see that having a presence in the niche is crucial to their own success

c.
It is costly or difficult for multisegment competitors to put capabilities in place to meet specialized needs of the target market niche and at the same time satisfy the expectations of their mainstream customers

d.
The industry has many different niches and segments

e.
Few, if any, other rivals are attempting to specialize in the same target segment

f.
The focuser can compete effectively against challengers based on the capabilities and resources it has to serve the targeted niche and the customer goodwill it may have built up

4.
When an industry has many different niches and segments, the strength of competition varies across and within segments, a condition that makes it important for a focuser to pick a niche that is both competitively attractive and well suited to its resource strengths and capabilities.

CORE CONCEPT: Even though a focuser may be small, it still may have substantial competitive strength because of the attractiveness of its product offering and its strong, expertise and capabilities in meeting the needs and expectations of niche members.

D.
The Risks of a Focused Low-Cost or Focused Differentiation Strategy
1.
Focusing carries several risks such as:

a.
The chance that competitors will find effective ways to match the focused firm’s capabilities in serving the target niche

b.
The potential for the preferences and needs of niche members to shift over time toward the product attributes desired by the majority of buyers

c.
The segment may become so attractive it is soon inundated with competitors, intensifying rivalry and splintering segment profits

VII.  The Contrasting Features of the Five Generic Competitive Strategies: A Summary 
1.
Deciding which generic competitive strategy should serve as the framework for hanging the rest of the company’s strategy is not a trivial matter.

2.
Each of the five generic competitive strategies positions the company differently in its market and competitive environment.

3.
Each establishes a central theme for how the company will endeavor to outcompete rivals.

4.
Each creates some boundaries or guidelines for maneuvering as market circumstances unfold and as ideas for improving the strategy are debated.

5.
Each points to different ways of experimenting and tinkering with the basic strategy.

6.
Deciding which generic strategy to employ is perhaps the most important strategic commitment a company makes – it tends to drive the rest of the strategic actions a company decides to undertake.

7.
Each entails differences in terms of product line, production emphasis, marketing emphasis, and means for sustaining the strategy. Table 5.1, Distinguishing Features of the Five Generic Strategies, examines the distinguishing features of each of the five generic strategies.

8.
One of the big dangers here is that managers will opt for “stuck in the middle” strategies that represent compromises between lower costs and greater differentiation and between broad and narrow market appeal.

9.
Only if a company makes a strong and unwavering commitment to one of the five generic competitive strategies does it stand much chance of achieving sustainable competitive advantage that such strategies can deliver if properly executed.

chapter 6Lecture Notes
Beyond Competitive Strategy Other Important Strategy Choices
Chapter Summary

Chapter 6 identifies that once a company has settled on which of the five generic strategies to employ, attention must turn to what other strategic actions can be taken in order to complement the choice of its basic competitive strategy. The chapter contains sections discussing the pros and cons of each of the complementary strategic actions offered. The next-to-last section in the chapter addresses the competitive importance of timing strategic moves – when it is advantageous to be a first-mover and when it is better to be a fast-follower or late-mover. It concludes with a brief look at the need for strategic choices in each functional areas of a company’s business to support its basic competitive approach and complementary moves.

Lecture Outline

I.
Introduction

1.
Figure 6.1, A Company’s Menu of Strategy Options, shows the menu of strategic options a company has in crafting a strategy and the order in which the choices should generally be made.

II.
Strategic Alliances and Collaborative Partnerships
1.
During the past decade, companies in all types of industries and in all parts of the world have elected to form strategic alliances and partnerships to complement their own strategic initiatives and strengthen their competitiveness in domestic and international markets.

2.
Globalization of the world economy, revolutionary advances in technology across a broad front, and untapped opportunities in national markets in Asia, Latin America, and Europe that are opening up, deregulating, and/or undergoing privatization have made partnerships of one kind or another integral to competing on a broad geographic scale.

3.
Many companies now find themselves thrust in the midst of two very demanding competitive races:

a.
The global race to build a presence in many different national markets

b.
The race to seize opportunities on the frontiers of advancing technology 

4.
Companies may form strategic alliances or collaborative partnerships in which two or more companies join forces to achieve mutually beneficial strategic outcomes.

CORE CONCEPT: Strategic alliances are collaborative partnerships where two or more companies join forces to achieve mutually beneficial strategic outcomes.

5.
Strategic alliances go beyond normal company-to-company dealings but fall short of merger or full joint venture partnership with full ownership ties.

6.
Some strategic alliances do involve arrangements whereby one or more allies have minority ownership in certain of the other alliance members.

A.
The Pervasive Use of Alliances
1.
Strategic alliances and collaborative partnerships have emerged as an attractive means of breaching technology and resource gaps.

2.
More and more enterprises, especially in fast-changing industries, are making strategic alliances a core part of their overall strategy.

CORE CONCEPT: Alliances have become so essential to the competitiveness of companies in many industries that they are a core element of today’s business strategies.

CORE CONCEPT: While a few companies have the resources and capabilities to pursue their strategies alone, it is becoming increasingly common for companies to pursue their strategies in collaboration with suppliers, distributors, makers of complementary products, and sometimes even select competitors.

B.
Why and How Strategic Alliances are Advantageous
1.
The value of a strategic alliance stems not from the agreement or deal itself but rather from the capacity of the partners to defuse organizational frictions, collaborate effectively over time, and work their way through the maze of changes that lie in front of them

2.
Collaborative partnerships nearly always entail an evolving relationship whose benefits and competitive value ultimately depend on mutual learning, cooperation, and adaptation to changing industry conditions.

3.
The best alliances are highly selective, focusing on particular value chain activities and on obtaining a particular competitive benefit.

4.
The most common reasons why companies enter into strategic alliances are to collaborate on technology or the development of promising new products, to overcome deficits in their technical and manufacturing expertise, to acquire altogether new competencies, to improve supply chain efficiency, to gain economies of scale in production and/or marketing, and to acquire or improve market access through joint marketing agreements.

5.
A company that is racing for global market leadership needs alliances to: 

a.
Get into critical country markets quickly and accelerate the process of building a potent global market presence

b.
Gain inside knowledge about unfamiliar markets and cultures through alliances with local partners

c.
Access valuable skills and competencies that are concentrated in particular geographic locations

6.
A company that is racing to stake out a strong position in a technology or industry of the future needs alliances to:

a.
Establish a stronger beachhead for participating in the target technology or industry

b.
Master new technologies and build new expertise and competencies faster than would be possible through internal efforts

c.
Open up broader opportunities in the target industry by melding the firm’s own capabilities with the expertise and resources of partners

CORE CONCEPT: The competitive attraction of alliances is in allowing companies to bundle competencies and resources that are more valuable in a joint effort than when kept within a single company.

7.
Allies can learn much from one another in performing joint research, sharing technological know-how, and collaborating on complementary new technologies and products – sometimes enough to enable them to pursue other new opportunities on their own.

8.
Strategic cooperation is a much-favored approach in industries where new technological developments are occurring at a furious pace along many different paths and where advances in one technology spill over to affect others.

C.
Alliances and Partnerships with Foreign Companies
1.
Cooperative strategies and alliances to penetrate international markets are common between domestic and foreign firms.

2.
Such partnerships are useful in putting together the capabilities to do business over a wider number of country markets.

D.
Why Many Alliances are Unstable or Break Apart
1.
The stability of an alliance depends on how well the partners work together, their success in adapting to changing internal and external conditions, and their willingness to renegotiate the bargain if circumstances so warrant.

2.
A surprisingly large number of alliances never live up to expectations. A 1999 study by Accenture revealed that 61 percent of alliances either were outright failures or were “limping along.” Many alliances are dissolved after a few years.

3.
Experience indicates that alliances stand a reasonable chance of helping a company reduce competitive disadvantage but rarely have they proved a durable device for achieving a competitive edge.

CORE CONCEPT: Many alliances break apart without reaching their potential because of friction and conflicts among the allies.

E.
The Strategic Dangers of Relying Heavily on Alliances and Collaborative Partnerships
1.
The Achilles heel of alliances and cooperative strategies is the danger of becoming dependent on other companies for essential expertise and capabilities over the long term.

III.
Merger and Acquisition Strategies
1.
Mergers and acquisitions are a much-used strategic plan. They are especially suited for situations where alliances and partnerships do not go far enough in providing a company with access to the needed resources and capabilities.

CORE CONCEPT: No company can afford to ignore the strategic and competitive benefits of acquiring or merging with another company to strengthen its market position and open up avenues of new opportunity.

2.
A merger is a pooling of equals, with the newly created company often taking on a new name. An acquisition is a combination in which one company, the acquirer, purchases and absorbs the operations of another, the acquired.

3.
The difference between a merger and an acquisition relates more to the details of ownership, management control, and financial arrangements than to strategy and competitive advantage. The resources, competencies, and competitive capabilities of the newly created enterprise end up much the same whether the combination is the result of acquisition or merger.

CORE CONCEPT: A merger is a pooling of two or more companies as equals, with the newly created company often taking on a new name. An acquisition is a combination in which one company purchases and absorbs the operations of another.

4.
Many mergers and acquisitions are driven by strategies to achieve one of five strategic objectives:

a.
To pave the way for the acquiring company to gain more market share and create a more efficient operation out of the combined companies by closing high-cost plants and eliminating surplus capacity industrywide

b.
To expand a company’s geographic coverage

c.
To extend the company’s business into new product categories or international markets

d.
To gain quick access to new technologies and avoid the need for a lengthy and time-consuming R&D effort 

e.
To try to invent a new industry and lead the convergence of industries whose boundaries are being blurred by changing technologies and new market opportunities

5.
In addition to the above objectives, there are instances in which acquisitions are motivated by a company’s desire to fill resource gaps, thus allowing the new company to do things it could not do before.

6.
Illustration Capsule 6.1, How Clear Channel Has Used Mergers and Acquisitions to Become a Global Market Leader, describes how Clear Channel Worldwide has used mergers and acquisitions to build a leading global position in outdoor advertising and radio and TV broadcasting.

7.
Mergers and acquisitions do not always produce the hoped for outcomes. Combining the operations of two companies often entails formidable resistance from rank-and-file organization members, hard-to-resolve conflicts in management styles and corporate cultures, and tough problems of integration.

8.
A number of previously applauded mergers/acquisitions have yet to live up to expectations – AOL and Time Warner and Daimler Benz and Chrysler to name a few.

IV.
Vertical Integration Strategies: Operating Across More Stages of the Industry Value Chain 
1.
Vertical integration extends a firm’s competitive and operating scope within the same industry. It involves expanding the firm’s range of activities backward into sources of supply and/or forward toward end users.

2.
Vertical integration strategies can aim at full integration or partial integration.

A.
The Strategic Advantages of Vertical Integration
1.
The only good reason for investing company resources in vertical integration is to strengthen the firm’s competitive position.

CORE CONCEPT: A vertical integration strategy has appeal only if it significantly strengthens a firm’s competitive position.

2.
Integrating Backward to Achieve Greater Competitiveness: Integrating backward generates cost savings when the volume needed is big enough to capture the same scale economies suppliers have and when suppliers’ production efficiency can be matched or exceeded with no drop-off in quality and new product development capability.

3.
Backward integration is most likely to reduce costs when: 

a.
Suppliers have sizable profit margins

b.
The item being supplied is a major cost component

c.
The needed technological skills and product capability are easily mastered or can be gained by acquiring a supplier with desired expertise

4.
Backward vertical integration can produce a differentiation-based competitive advantage when a company, by performing activities in-house that were previously outsourced, ends up with a better quality offering, improves the caliber of its customer service, or in other ways enhances the performance of its final product.

5.
Other potential advantages of backward integration include: 

a.
Decreasing the company’s dependence on suppliers of crucial components 

b.
Lessening the company’s vulnerability to powerful suppliers inclined to raise prices at every opportunity 

6.
Integrating Forward to Enhance Competitiveness: The strategic impetus for forward integration is to gain better access to end-users and better market visibility.

B.
The Strategic Disadvantages of Vertical Integration 
1.
Vertical integration has some substantial drawbacks: 

a.
It boosts a firm’s capital investment in the industry

b.
Increasing business risk

c.
Perhaps denying financial resources to more worthwhile pursuits

d.
Locks a firm into relying on its own in-house activities and sources of supply

e.
Poses capacity-matching problems

f.
Calls for radical changes in skills and business capabilities

2.
Weighing the Pros and Cons of Vertical Integration: A strategy of vertical integration can have both important strengths and weaknesses. The tip of the scales depends on: 

a.
Whether vertical integration can enhance the performance of strategy-critical activities in ways that lower cost, build expertise, or increase differentiation

b.
The impact of vertical integration on investments costs, flexibility and response time, and administrative costs of coordinating operations across more value chain activities 

c.
Whether the integration substantially enhances a company’s competitiveness 

3.
Vertical integration strategies have merit according to which capabilities and value chain activities truly need to be performed in-house and which can be performed better or cheaper by outsiders.

4.
Absent solid benefits, integrating forward or backward is not likely to be an attractive competitive strategy option.

V.
Outsourcing Strategies: Narrowing the Boundaries of the Business
1.
Over the past decade, outsourcing the performance of some value chain activities traditionally performed in-house has become increasingly popular.

2.
The two driving themes behind outsourcing are that: 

a.
Outsiders can often perform certain activities better or cheaper

b.
Outsourcing allows a firm to focus its entire energies on its core business

A.
Advantages of Outsourcing
1.
Outsourcing pieces of the value chain to narrow the boundaries of a firm’s business makes strategic sense whenever:

a.
An activity can be performed more cheaply by outside specialists

b.
An activity can be performed better by outside specialists

c.
An activity is not crucial to the firm’s ability to achieve sustainable competitive advantage and will not hollow out its core competencies, capabilities, or technical know-how

d.
It reduces the company’s risk exposure to changing technology and/or changing buyer preferences

e.
It streamlines company operations in ways that cut the time it takes to get newly developed products into the marketplace, lower internal coordination costs, or improve organizational flexibility

f.
It allows a company to concentrate on strengthening and leveraging its core competencies

CORE CONCEPT: A company should generally not perform any value chain activity internally that can be performed more efficiently or effectively by its outside business partners – the chief exception is when an activity is strategically crucial and internal control over that activity is deemed essential.

2.
Often many of the advantages of performing value chain activities in-house can be captured and many of the disadvantages avoided by forging close, long-term cooperative partnerships with key suppliers and tapping into the important competitive capabilities that able suppliers have painstakingly developed.

3.
Relying on outside specialists to perform certain value chain activities offers a number of strategic advantages: 

a.
Obtaining higher quality and/or cheaper components than internal sources can provide

b.
Improving the company’s ability to innovate by allying with “best-in-world” suppliers who have considerable intellectual capital and innovative capabilities of their own

c.
Enhancing the firm’s strategic flexibility should customer needs and market conditions suddenly shift

d.
Increasing the firm’s ability to assemble diverse kinds of expertise speedily and efficiently

e.
Allowing the firm to concentrate its resources on performing those activities internally that it can perform better than outsiders and/or that it needs to have under its direct control

B.
The Pitfalls of Outsourcing
1.
The biggest danger of outsourcing is that a company will farm out too many or the wrong types of activities and thereby hollow out its own capabilities.

VI.
Using Offensive Strategies to Secure Competitive Advantage 
1.
Competitive advantage is nearly always achieved by successful offensive strategic moves – initiatives calculated to yield a cost advantage, a differentiation advantage, or a resource advantage.

2.
Defensive strategies can protect competitive advantage but rarely are the basis for creating the advantage.

3.
To sustain an initially won competitive advantage, a firm must come up with follow-on offensive and defensive moves.

CORE CONCEPT: Competent, resourceful rivals will exert strong efforts to overcome any competitive disadvantage they face – they will not be out-competed without a fight.

A.
Basic Types of Offensive Strategies 
1.
Offensive attacks may or may not be aimed at particular rivals; they are motivated by a desire to win sales and market share at the expense of other companies in the industry.

2.
There are six basic types of strategic offensives: 

a.
Initiatives to match or exceed competitor strengths

b.
Initiatives to capitalize on competitor weaknesses

c.
Simultaneous initiatives on many fronts

d.
End-run offensives

e.
Guerilla offensives

f.
Preemptive strikes

3.
Initiatives to Match or Exceed Competitor Strengths: There are two instances in which it makes sense to mount offensives aimed at neutralizing or overcoming the strengths and capabilities of rival companies. The first is when the company has no choice but to try to whittle away at a strong rival’s competitive advantage. The second is when it is possible to gain profitable market share at the expense of rivals despite whatever resource strengths and capabilities they have. Attacking a powerful rival’s strengths may be necessary when the rival has either a superior product offering or superior organizational resources and capabilities. The classic avenue for attacking a strong rival is to offer an equally good product at a lower price. Other strategic options for attacking a competitor’s strengths include leapfrogging into next-generation technologies to make the rival’s products obsolete, adding new features that appeal to the rival’s customers, running comparison ads, constructing major new plant capacity in the rival’s backyard, expanding the product line to match the rival model for model, and developing customer service capabilities that the targeted rival does not have.

4.
Initiatives to Capitalize on Competitor Weaknesses: Initiatives that exploit competitor weaknesses stand a better chance of succeeding than do those that challenge competitor strengths. Options for attacking the competitive weaknesses of rivals include: (1) going after the customers of those rivals whose products lag on quality, features, or product performance, (2) making special sales pitches to the customers of those rivals who provide subpar customer service, (3) trying to win customers away from rivals with weak brand recognition, (4) emphasizing sales to buyers in geographic regions where a rival has a weak market share or is exerting less competitive effort, and (5) paying special attention to buyer segments that a rival is neglecting or is weakly equipped to serve.

5.
Simultaneous Initiatives on Many Fronts: Multifaceted offensives have their best chance of success when a challenger not only comes up with an especially attractive product or service but also has the brand awareness and distribution clout to get buyers’ attention.

6.
End-Run Offensives: The idea of an end-run offensive is to maneuver around competitors, capture unoccupied or less congested market territory, and change the rules of the competitive game in the aggressor’s favor. Examples include: (1) introducing new products that redefine the market and the terms of competition, (2) launching initiatives to build strong positions in geographic areas where close rivals have little or no market presence, (3) trying to create new segments by introducing products with different attributes and performance features to better meet the needs of selected buyers, and (4) leapfrogging into next-generation technologies to supplant existing technologies, products, and/or services.

7.
Guerrilla Offensives: Guerrilla offensives are particularly well suited to small challengers who have neither the resources nor the market visibility to mount a full-fledged attack on industry leaders. Guerrilla offensives can involve making scattered random raids on the leader’s customers, surprising key rivals with sporadic but intense bursts of promotional activity, or undertaking special campaigns to attract buyers away from rivals plagued with a strike or problems meeting delivery schedules.

8.
Preemptive Strikes: Preemptive strategies involve moving first to secure an advantageous position that rivals are foreclosed or discouraged from duplicating. There are several ways a firm can bolster its competitive capabilities with preemptive moves: (1) securing exclusive or dominant access to the best distributors in a particular geographic region or country, (2) moving to obtain a more favorable site along a heavily traveled thoroughfare, and (3) tying up the most reliable, high-quality suppliers via partnerships, long-term contracts, or acquisitions 

B.
Choosing Which Rivals to Attack
1.
Offensive-minded firms need to analyze which of their rivals to challenge as well as how to mount that challenge. The best targets for offensive attacks are:

a.
  Market leaders that are vulnerable

b.
  Runner-up firms with weaknesses where the challenger is strong

c.
  Struggling enterprises that are on the verge of going under

d.
  Small local and regional firms with limited capabilities

C.
Choosing the Basis for Attack
1.
A firm’s strategic offensive should be tied to what the firm does best - its core competencies, resource strengths, and competitive capabilities.

VII. Using Defensive Strategies to Protect the Company’s Position 
1.
The purposes of defensive strategies are to lower the risk of being attacked, weaken the impact of any attack that occurs, and influence challengers to aim their efforts at other rivals.

2.
Defensive strategies usually do not enhance a firm’s competitive advantage, they can definitely help fortify its competitive position, protect its most valuable resources and capabilities from imitation, and defend whatever competitive advantage it might have.

3.
Defensive strategies can take either of two forms: actions to block challengers and signaling the likelihood of strong retaliation.

CORE CONCEPT: It is just as important to discern when to fortify a company’s present market position with defensive actions as it is to seize the initiative and launch strategic offensives.

A.
Blocking the Avenues Open to Challengers
1.
The most frequently employed approach to defending a company’s present position involves actions that restrict a challengers options for initiating competitive attack.

2.
There are any number of obstacles that can be put in the path of would-be challengers.

CORE CONCEPT: There are many ways to throw obstacles in the path of challengers.

B.
Signaling Challengers that Retaliation is Likely
1.
The goal of signaling challengers that strong retaliation is likely in the event of an attack is either to dissuade challengers from attacking at all or to divert them to less threatening options. Either goal can be achieved by letting challengers know the battle will cost more than it is worth.

2.
Would-be challengers can be signaled by: 

a.
Publicly announcing management’s commitment to maintain the firm’s present market share

b.
Publicly committing the company to match competitors’ terms or prices

c.
Maintaining a war chest of cash and marketable securities

d.
Making an occasional strong counterresponse to the moves of weak competitors to enhance the firm’s image as a tough defender

VIII. Strategies for Using the Internet as a Distribution Channel 
1.
Few if any businesses can escape making some effort to use Internet applications to improve their value chain activities.

2.
The larger and much tougher strategic issue is how to make the Internet a fundamental part of a company’s competitive strategy.

3.
Mangers must decide how to use the Internet in positioning the company in the marketplace – whether to use the company’s Web site as simply a means of disseminating product information, as a secondary or minor channel for making sales, or as one of several important distribution channels for generating sales to end users.

CORE CONCEPT: Companies today must wrestle with the issue of how to use the Internet in positioning themselves in the marketplace – whether to use the their Web site as a way to disseminate product information, as a minor distribution channel, as one of several important distribution channels, as the primary distribution channel, or as the company’s only distribution channel.

A.
Using the Internet Just to Disseminate Product Information 
1.
Operating a Web site that only disseminates product information but that relies on click-throughs to the Web sites of distribution channel partners for sales transactions is an attractive marketing option for manufacturers and wholesalers that already have retail dealer networks and face nettlesome channel conflict issues if they try to sell online in direct competition with their dealers.

B.
Using the Internet as a Minor Distribution Channel
1.
A second strategic option is to use online sales as a relatively minor distribution channel for achieving incremental sales, gaining online sales experience, and doing market research.

C.
Brick-and-Click Strategies: An Appealing Middle Ground
1.
Employing a brick-and-click strategy to sell directly to consumers while at the same time using traditional wholesale and retail channels can be an attractive market positioning option in the right circumstances.

2.
There are three major reasons why manufacturers might want to aggressively pursue online sales and establish the Internet as an important distribution channel alongside traditional channels:

a.
The manufacturer’s profit margins from online sales is bigger than that from sales through wholesale/retail channels 

b.
Encouraging buyers to visit the company’s Web site helps educate them to the ease and convenience of buying online 

c.
Selling directly to end users allows a manufacturer to make greater use of build-to-order manufacturing and assembly as a basis for bypassing traditional channels entirely 

3.
A combination brick-and-click market positioning strategy is highly suitable when online sales have a good chance of evolving into a manufacturer’s primary distribution channel.

4.
Many brick-and-mortar companies can enter online retailing at relatively low cost.

5.
Brick-and-click strategies have two big strategic appeals for wholesale and retail enterprises:

a.
They are an economic means of expanding a company’s geographic reach

b.
They give both existing and potential customers another choice of how to communicate with the company, shop for product information, make purchases, or resolve customer service problems

6.
Illustration Capsule 6.2, Office Depot’s Brick-and-Click Strategy, describes how Office Depot has successfully migrated from a traditional brick-and-mortar distribution strategy to a combination brick-and-click distribution strategy.

Illustration Capsule 6.2, Office Depot’s Brick-and-Click Strategy 

Discussion Question
1.
How has this organization utilized a brick-and-click strategy to enhance its brick-and-mortar strategy? Discuss how this strategy choice benefited Office Depot.

Answer: Office Depot has used the Internet as a means to build deeper relationships with consumers. This new strategy has reportedly assisted customers with saving 80% of their previous transaction costs. Additionally, under this strategy customers could reduce their inventory due to accelerated delivery options.

Office Depot’s online unit accounted for $2.1 billion in sales revenue for 2002. This is an increase over its 2000 sales of $982 million. Office Depot is second only to Amazon.com in online retailing. Additionally, Web site sales cost less than $1 per $100 of goods ordered, compared to $2 for telephone or fax orders.

D.
Strategies for Online Enterprises
1.
A company that elects to use the Internet as its exclusive channel for accessing buyers is essentially an online business from the perspective of the customer.

2.
For a company to succeed in using the Internet as its exclusive distribution channel, its product or service must be one for which buying online holds strong appeal.

3.
An online company’s strategy must incorporate the following features:

a.
The capability to deliver unique value to buyers 

b.
Deliberate efforts to engineer a value chain that enables differentiation, lower costs, or better value for the money

c.
An innovative, fresh, and entertaining Web site

d.
A clear focus on a limited number of competencies and a relatively specialized number of value chain activities in which proprietary Internet applications and capabilities can be developed

e.
Innovative marketing techniques that are efficient in reaching the targeted audience and effective in stimulating purchases 

f.
Minimal reliance on ancillary revenues

4.
The Issue of Broad Versus Narrow Product Offering: Given that shelf space on the Internet is unlimited, online sellers have to make shrewd decisions about how to position themselves on the spectrum of broad versus narrow product offerings.

5.
The Order Fulfillment Issue: Another big strategic issue for dot-com retailers is whether to perform order fulfillment activities internally or to outsource them. Outsourcing is likely to be economical unless an e-retailer has high unit volume and the capital to invest in its own order fulfillment capabilities.

IX.
Choosing Appropriate Functional-Area Strategies 
1.
A company’s strategy is not complete until company mangers have made strategic choices about how the various functional parts of the business will be managed in support of its basic competitive strategy approach and the other important competitive moves being taken.

2.
In many respects, the nature of functional strategies is dictated by the choice of competitive strategy.

3.
Beyond very general prescriptions, it is difficult to say just what the content of the different functional-area strategies should be without first knowing what higher-level strategic choices a company has made, the industry environment in which it operates, the resource strengths that can be leveraged, and so on.

X.
First-Mover Advantages and Disadvantages
1.
When to make a strategic move is often as crucial as what move to make. Timing is especially important when first-mover advantages or disadvantages exist.

2.
Being first to initiate a strategic move can have a high payoff in terms of strengthening a company’s market position and competitiveness when: 

a.
Pioneering builds a firm’s image and reputation with buyers

b.
Early commitments to new technologies, new-style components, distribution channels, and so on can produce an absolute cost advantage over rivals

c.
First time customers remain strongly loyal to pioneering firms in making repeat purchases

d.
Moving first constitutes a preemptive strike, making imitation extra hard or unlikely

CORE CONCEPT: Because there are often important advantages to being a first-mover, competitive advantage can spring from when a move is made as well as from what move is made.

3.
Being a fast-follower or even a wait-and-see late-mover does not always carry a significant or lasting competitive penalty.

4.
There are times when there are actually advantages to being an adept follower rather than a first-mover. Late-mover advantages or first-mover disadvantages arise when: 

a.
Pioneering leadership is more costly than imitating followership and only negligible experience or learning-curve benefits accrue to the leader

b.
The products of an innovator are somewhat primitive and do not live up to buyer expectations

c.
Technology is advancing rapidly 

5.
In weighing the pros and cons of being a first-mover versus a fast-follower, it is important to discern when the race to market leadership in a particular industry is a marathon rather than a sprint.

6.
While being an adept fast-follower has the advantages of being less risky and skirting the costs of pioneering, rarely does a company have much to gain from being a slow-follower and concentrating on avoiding the mistakes of first-movers.

7.
Illustration Capsule 6.3, The Battle in Consumer Broadband: First-Movers versus Late-Movers, describes the challenges that late-moving telephone companies have in winning the battle to supply high-speed Internet access and overcoming the first-mover advantages of cable companies.

Illustration Capsule 6.3, The Battle in Consumer Broadband: First-Movers versus Late-Movers 

chapter 7Lecture Notes
Competing in 
Foreign Markets

Chapter Summary

Chapter 7 focuses on strategy options for expanding beyond domestic boundaries and competing in the markets of either a few or a great many countries. The spotlight will be on four strategic issues unique to competing multinationally. It will introduce a number of core concepts including multicountry competition, global competition, profit sanctuaries, and cross-market subsidization. Chapter Seven includes sections on cross-country differences in cultural, demographic, and market conditions; strategy options for entering and competing in foreign markets; the growing role of alliances with foreign partners; the importance of locating operations in the most advantageous countries; and the special circumstances of competing in such emerging markets as China, India, and Brazil.

Lecture Outline

I.
Introduction

1.
Any company that aspires to industry leadership in the 21st century must think in terms of global, not domestic, market leadership.

2.
Companies in industries that are already globally competitive or in the process of becoming so are under the gun to come up with a strategy for competing successfully in foreign markets.

II.
Why Companies Expand Into Foreign Markets 

1.
A company may opt to expand outside its domestic market for any of four major reasons:

a.
To gain access to new customers – Expanding into foreign markets offers potential for increased revenues, profits, and long-term growth and becomes an especially attractive option when a company’s home markets are mature.

b.
To achieve lower costs and enhance the firm’s competitiveness – Many companies are driven to sell in more than one country because domestic sales volume is not large enough to fully capture manufacturing economies of scale or learning curve effects and thereby substantially improve the firm’s cost-competitiveness.

c.
To capitalize on its core competencies – A company may be able to leverage its competencies and capabilities into a position of competitive advantage in foreign markets as well as just domestic markets.

d.
To spread its business risk across a wider market base – A company spreads business risk by operating in a number of different foreign countries rather than depending entirely on operations in its domestic market.

A.
The Difference between Competing Internationally and Competing Globally
1.
Typically, a company will start to compete internationally by entering just one or maybe a select few foreign markets.

2.
There is a meaningful distinction between the competitive scope of a company that operates in a select few foreign countries (accurately termed an international competitor) and a company that markets its products in 50 to 100 countries and is expanding its operations into additional country markets annually (which qualifies as a global competitor).

III.
Cross-Country Differences In Cultural, Demographic, and Market Conditions 
1.
Regardless of a company’s motivation for expanding outside its domestic markets, the strategies it uses to compete in foreign markets must be situation driven.

2.
Cultural, demographic, and market conditions vary significantly among the countries of the world. Cultures and lifestyles are the most obvious areas in which countries differ; market demographics are close behind.

3.
Market growth varies from country to country. In emerging markets, market growth potential is far higher than in the more mature economies.

4.
One of the biggest concerns of companies competing in foreign markets is whether to customize their offerings in each different country market to match the tastes and preferences of local buyers or whether to offer a mostly standardized product worldwide.

5.
Aside from basic cultural and market differences among countries, a company also has to pay special attention to location advantages that stem from country-to-country variations in manufacturing and distribution costs, the risks of fluctuating exchange rates, and the economic and political demands of host governments.

A.
The Potential for Locational Advantages
1.
Differences in wage rates, worker productivity, inflation rates, energy costs, tax rates, government regulations, and the like create sizable variations in manufacturing costs from country to country.

2.
The quality of a country’s business environment also offers locational advantages - the governments of some countries are anxious to attract foreign investments and go all-out to create a business climate that outsiders will view as favorable.

B.
The Risks of Adverse Exchange Rate Fluctuations
1.
The volatility of exchange rates greatly complicates the issue of geographic cost advantages. Currency exchange rates often fluctuate as much as 20 to 40 percent annually. Changes of this magnitude can either totally wipe out a country’s low- cost advantage or transform a former high-cost location into a competitive-cost location.

CORE CONCEPT: Companies with manufacturing facilities in Brazil are more cost-competitive in exporting goods to world markets when the Brazilian real is weak; their competitiveness erodes when the Brazilian real grows stronger relative to the currencies of the countries where the Brazilian-made goods are being sold.

2.
Declines in the value of the U.S. dollar against foreign currencies reduce or eliminate whatever cost advantage foreign manufacturers might have over U.S. manufacturers and can even prompt foreign companies to establish production plants in the United States.

3.
Currency exchange rates are rather unpredictable, swinging first one way then another way, so the competitiveness of any company’s facilities in any country is partly dependent on whether exchange rate changes over time have a favorable or unfavorable cost impact.

CORE CONCEPT: Fluctuating exchange rates pose significant risks to a company’s competitiveness in foreign markets. Exporters win when the currency of the country where goods are being manufactured grows weaker and they lose when the currency grows stronger. Domestic companies under pressure from lower-cost imports are benefited when their government’s currency grows weaker in relation to the countries where the imported goods are being made.

4.
Companies making goods in one country for export to foreign countries always gain in competitiveness as the currency of that county grows weaker. Exporters are disadvantaged when the currency of the country where goods are being manufactured grows stronger.

C.
Host Government Restrictions and Requirements
1.
National governments exact all kinds of measures affecting business conditions and the operations of foreign companies in their markets.

2.
Host governments may set local content requirements on goods made inside their borders by foreign-based companies, put restrictions on exports to ensure adequate local supplies, regulate the prices of imported and locally produced goods, and impose tariffs or quotas on the imports of certain goods.

IV.
The Concepts of Multicountry Competition and Global Competition
1.
There are important differences in the patterns of international competition from industry to industry.

2.
At one extreme is multicountry competition in which there is so much cross-country variation in market conditions and in the companies contending for leadership that the market contest among rivals in one country is not closely connected to the market contests in other countries.

3.
The standout features of multicountry competition are that:

a.
Buyers in different countries are attracted to different product attributes 

b.
Sellers vary from country to country 

c.
Industry conditions and competitive forces in each national market differ in important respects

4.
With multicountry competition, rival firms battle for national championships and winning in one country does not necessarily signal the ability to fare well in other countries.

5.
In multicountry competition, the power of a company’s strategy and resource capabilities in one country may not enhance its competitiveness to the same degree in other countries where it operates.

CORE CONCEPT: Multicountry competition exists when competition in one national market is not closely connected to competition in another national market – there is no global or world market, just a collection of self-contained country markets.

6.
At the other extreme is global competition in which prices and competitive conditions across country markets are strongly linked and the term global or world market has true meaning.

7.
In a globally competitive industry, much the same group of rival companies competes in many different countries, but especially so in countries where sales volumes are large and where having a competitive presence is strategically important to building a strong global position in the industry.

8.
A company’s competitive position in one country both affects and is affected by its position in other countries.

CORE CONCEPT: Global competition exists when competitive conditions across national markets are linked strongly enough to form a true international market and when leading competitors compete head to head in many different countries.

9.
Rival firms in globally competitive industries vie for worldwide leadership.

10.
An industry can have segments that are globally competitive and segments in which competition is country by country.

11.
It is important to recognize that an industry can be in transition from multicountry competition to global competition.

12.
In addition to noting the obvious cultural and political differences between countries, a company should shape its strategic approach to competing in foreign markets according to whether its industry is characterized by multicountry competition, global competition, or a transition from one to the other.

V.
Strategy Options for Entering and Competing in Foreign Markets 
1.
There are a host of generic strategic options for a company that decides to expand outside its domestic market and compete internationally or globally:

a.
Maintain a national (one-country) production base and export goods to foreign markets – using either company-owned or foreign-controlled forward distribution channels

b.
License foreign firms to use the company’s technology or to produce and distribute the company’s products

c.
Employ a franchising strategy

d.
Follow a multicountry strategy – varying the company’s strategic approach from country to country in accordance with local conditions and differing buyer tastes and preferences 

e.
Follow a global strategy – using essentially the same competitive strategy approach in all country markets where the company has a presence

f.
Use strategic alliances or joint ventures with foreign companies as the primary vehicle for entering foreign markets – and perhaps using them as an ongoing strategic arrangement aimed at maintaining or strengthening its competitiveness

A.
Export Strategies
1.
Using domestic plants as a production base for exporting goods to foreign markets is an excellent initial strategy for pursuing international sales.

2.
With an export strategy, a manufacturer can limit its involvement in foreign markets by contracting with foreign wholesalers experienced in importing to handle the entire distribution and marketing function in their countries or regions of the world.

3.
Whether an export strategy can be pursued successfully over the long run hinges on the relative cost-competitiveness of the home-country production base.

4.
An export strategy is vulnerable when:

a.
Manufacturing costs in the home country are substantially higher than in foreign countries where rivals have plants

b.
The costs of shipping the product to distant foreign markets are relatively high

c.
Adverse fluctuations occur in currency exchange rates  

B.
Licensing Strategies
1.
Licensing makes sense when a firm with valuable technical know-how or a unique patented product has neither the internal organizational capability nor the resources to enter foreign markets.

2.
Licensing also has the advantage of avoiding the risks of committing resources to country markets that are unfamiliar, politically volatile, economically unstable, or otherwise risky.

3.
The big disadvantage of licensing is the risk of providing valuable technological know-how to foreign companies and thereby losing some degree of control over its use.

C.
Franchising Strategies
1.
While licensing works well for manufacturers and owners of proprietary technology, franchising is often better suited to the global expansion efforts of service and retailing enterprises.

2.
Franchising has much the same advantages as licensing.

3.
The franchisee bears most of the costs and risks of establishing foreign locations while the franchisor has to expend only the resources to recruit, train, support, and monitor franchisees.

4.
The big problem a franchisor faces is maintaining quality control.

5.
Another problem that may arise is whether to allow foreign franchisees to make modifications in the franchisor’s product offerings so as to better satisfy the tastes and expectations of local buyers.

D.
A Multicountry Strategy or a Global Strategy?
1.
The need for a multicountry strategy derives from the vast differences in cultural, economic, political, and competitive conditions in different countries.

2.
The more diverse national market conditions are, the stronger the case for a multicountry strategy in which the company tailors its strategic approach to fit each host country’s market situation.

CORE CONCEPT: A multicountry strategy is appropriate for industries where multicountry competition dominates and local responsiveness is essential. A global strategy works best in markets that are globally competitive or beginning to globalize.

3.
While multicountry strategies are best suited for industries where multicountry competition dominates and a fairly high degree of local responsiveness is competitively imperative, global strategies are best suited for globally competitive industries.

4.
A global strategy is one in which the company’s approach is predominantly the same in all countries.

5.
A global strategy involves:

a.
Integrating and coordinating the company’s strategic moves worldwide

b.
Selling in many if not all nations where there is a significant buyer demand

6.
Figure 7.1, How a Multicountry Strategy Differs from a Global Strategy, provides a point-by-point comparison of multicountry versus global strategies.

7.
The issue of whether to employ essentially the same basic competitive strategy in the markets of all countries or whether to vary the company’s competitive approach to fit specific market conditions and buyer preferences in each host country is perhaps the foremost strategic issues firms face when they compete in foreign markets.

8.
The strength of a multicountry strategy is that it matches the company’s competitive approach to host country circumstances and accommodates the differing tastes and expectations of buyers in each country.

9.
Illustration Capsule 7.1, Coca-Cola, Microsoft, McDonald’s, and Nestle: Users of Multicountry Strategies, examines these organization’s multicountry strategies.

10.
However, a multicountry strategy has two big drawbacks:

a.
It hinders transfer of a company’s competencies and resources across country boundaries

b.
It does not promote building a single, unified competitive advantage

11.
As a rule, most multinational competitors endeavor to employ as global a strategy as customers’ needs permit.

12.
A global strategy can concentrate on building the resource strengths to secure a sustainable low-cost or differentiation-based competitive advantage over both domestic rivals and global rivals racing for world market leadership.

VI.
The Quest for Competitive Advantage in Foreign Markets
1.
There are three ways in which a firm can gain competitive advantage or offset domestic disadvantages by expanding outside its domestic markets:

a.
Use location to lower costs or achieve greater product differentiation 

b.
Transfer competitively valuable competencies and capabilities from its domestic markets to foreign markets

c.
Use cross-border coordination in ways that a domestic-only competitor cannot 

A.
Using Location to Build Competitive Advantage
1.
To use location to build competitive advantage, a company must consider two issues:

a.
Whether to concentrate each activity it performs in a few select countries or to disperse performance of the activity to many nations

b.
In which countries to locate particular activities

CORE CONCEPT: Companies can pursue competitive advantage in world markets by locating activities in the most advantageous nations; a domestic-only competitor has no such opportunities.
2.
Companies tend to concentrate their activities in a limited number of locations in the following circumstances:

a.
When the costs of manufacturing or other activities are significantly lower in some geographic locations than in others

b.
When there are significant scale economies 

c.
When there is a steep learning curve associated with performing an activity in a single location

d.
When certain locations have superior resources, allow better coordination of related activities, or offer other valuable advantages

3.
In several instances, dispersing activities is more advantageous than concentrating them.

4.
The classic reason for locating an activity in a particular country is low-cost.

B.
Using Cross-Border Transfer of Competences and Capabilities to Build Competitive Ad​vantage
1.
Expanding beyond domestic borders is a way for companies to leverage their core competences and resource strengths, using them as a basis for competing successfully in additional country markets and growing sales and profits in the process.

2.
Transferring competences, capabilities, and resource strengths from country to country contributes to the development of broader and deeper competences and capabilities – ideally helping a company achieve dominating depth in some competitively valuable area. Dominating depth in a competitively valuable capability, resource, or value chain activity is a strong base for sustainable competitive advantage over multinational or global competitors and especially so over domestic-only competitors.

C.
Using Cross-Border Coordination to Build Competitive Advantage
1.
Coordinating company activities across different countries contributes to sustainable competitive advantage in several different ways:

a.
Multinational and global competitors can choose where and how to challenge rivals

b.
Using Internet technology applications, companies can collect ideas for new and improved products from customers and sales and marketing personnel all over the world

c.
A company can enhance its brand reputation by consistently incorporating the same differentiating attributes in its products worldwide 

VII. Profit Sanctuaries, Cross-Market Subsidization, and Global Strategic Offensives
1.
Profit sanctuaries are country markets in which a company derives substantial profits be​cause of its strong or protected market position.

2.
Companies that compete globally are likely to have more profit sanctuaries than companies that compete in just a few country markets; a domestic-only competitor can have only one profit sanctuary.

Companies with large, protected profit sanctuaries — country markets in which a company derives substantial profits because of its strong or protected market position — have competitive advantage over companies that do not have a protected sanctuary. Companies with multiple profit sanctuaries have a competitive advantage over companies with a single sanctuary.

3.
Figure 7.2, Profit Sanctuary Potential of Domestic-Only, Multicountry, and Global Competitors, looks at the profit sanctuary potential of differing types of competitors.

A.
Using Cross-Market Subsidization to Wage a Strategic Offensive
1.
Profit sanctuaries are valuable competitive assets, providing the financial strength to support strategic offensives in selected country markets and aid a company’s race for global market leadership.

2.
A global company has the flexibility of lowballing its prices in the domestic company’s home market and grabbing market share at the company’s expense, subsidizing razor-thin margins or even losses with the healthy profits earned in its profit sanctuaries – a practice called cross-market subsidization.

CORE CONCEPT: Cross-market subsidization – supporting competitive offensives in one market with resources and profits diverted from operations in other markets – is a powerful competitive weapon.

B.
Global Strategic Offensives
1.
One of the most frequently used offensives is dumping goods at unreasonably low prices in the markets of foreign rivals.

2.
Usually the offensive strategies of companies that compete in multiple country markets with multiple products are more sophisticated.

3.
If the offensive appears attractive, there are at least three options. One is a direct onslaught in which the objective is to capture a major slice of market share and force the rival to retreat. Such onslaughts nearly always involve:

a.
Price cutting

b.
Heavy expenditures on marketing, advertising, and promotion

c.
Attempts to gain the upper hand in one or more distribution channels

4.
A second type of offensive is the contest, which is more subtle and more focused than an onslaught. A contest onslaught zeros in on a particular market segment that is unsuited to the capabilities and strengths of the defender and in which the attacker has a new next-generation or breakthrough product.

5.
A third offensive is the feint, a move designed to divert the defender’s attention away from the attacker’s main target.

VIII. Strategic Alliances and Joint Ventures with Foreign Partners
1.
Strategic alliances, joint ventures, and other cooperative agreements with foreign companies are a favorite and potentially fruitful means for entering a foreign market or strengthening a firm’s competitiveness in world markets.

2.
Of late, the number of alliances, joint ventures, and other collaborative efforts has exploded.

3.
Cooperative arrangements between domestic and foreign companies have strategic appeal for reasons besides gaining wider access to attractive country markets such as:

a.
To capture economies of scale in production and/or marketing

b.
To fill gaps in technical expertise and/or knowledge of local markets 

c.
To share distribution facilities and dealer networks

d.
Allied companies can direct their competitive energies more toward mutual rivals and less toward one another

e.
To gain from the partner’s local market knowledge and working relationships with key officials in host-country government

f.
To gain agreement on technical standards

CORE CONCEPT: Strategic alliances can help companies in globally competitive industries strengthen their competitive positions while still preserving their independence.

A.
The Risks of Strategic Alliances with Foreign Partners
1.
Achieving affective collaboration between independent companies, each with different motives and perhaps conflicting objectives, is not easy.

2.
Some of the pitfalls of alliances and joint ventures include:

a.
Language and cultural barriers

b.
Decision making in a timely fashion

c.
Effective collaboration in competitively sensitive areas

d.
Clashes of egos and culture

e.
Becoming overly dependent on another company for essential expertise and capabilities over the long term

CORE CONCEPT: Strategic alliances are more effective in helping establish a beachhead of new opportunity in world markets than in achieving and sustaining global leadership.

3.
If a company is aiming for global market leadership, then cross-border merger or acquisition may be a better alternative than cross-border alliances or joint ventures.

4.
Illustration Capsule 7.2, Cross-Border Strategic Alliances, relates the experiences of various companies with cross-border strategic alliances.

B.
Making the Most of Strategic Alliances with Foreign Partners
1.
Whether or not a company realizes the potential of alliances and collaborative partnerships with foreign enterprises seems to be a function of six factors:

a.
Picking a good partner

b.
Being sensitive to cultural differences

c.
Recognizing that the alliance must benefit both sides

d.
Ensuring that both parties live up to their commitments

e.
Structuring the decision-making process so that actions can be taken swiftly when needed

f.
Managing the learning process and then adjusting the alliance agreement over time to fit new circumstances

2.
Most alliances with foreign companies that aim at technology-sharing or providing market access turn out to be temporary.

3.
Alliances are more likely to be long lasting when they:

a.
Involve collaboration with suppliers or distribution allies and each party’s contribution involves activities in different portions of the industry value chain 

b.
Both parties conclude that continued collaboration is in their mutual interest

IX.
Competing in Emerging Foreign Markets
1.
Companies racing for global leadership have to consider competing in emerging markets like China, India, Brazil, Indonesia, and Mexico.

2.
Tailoring products for these big emerging markets often involves more than making minor product changes and becoming more familiar with local cultures.

A.
Strategy Implications
1.
Consumers in emerging markets are highly focused on price, in many cases giving local low-cost competitors the edge. Companies wishing to succeed in these markets have to attract buyers with bargain prices as well as better products – an approach that can entail a radical departure from the strategy used in other parts of the world.

CORE CONCEPT: Profitability in emerging country markets rarely comes quickly or easily – new entrants have to be very sensitive to local conditions, be willing to invest in developing the market for their products over the long term, and be patient in earning a profit.


2.
Because managing a new venture in an emerging market requires a blend of global knowledge and local sensitivity to the culture and business practices, the management team must usually consist of a mix of expatriates and local managers.

B.
Strategies for Local Companies in Emerging Markets
1.
Optimal strategic approaches hinge on (1) whether competitive assets are suitable only for the home market or can be transferred abroad and (2) whether industry pressures to move toward global competition are strong or weak.

2.
Figure 7.3, Strategy Options for Local Companies in Competing Against Global Com​​panies, depicts the four generic options.

3.
Using Home-Field Advantages: When the pressures for global competition are low and a local firm has competitive strengths well suited to the local market, a good strategy option is to concentrate on the advantages enjoyed in the home market, cater to customers who prefer a local touch, and accept the loss of customers attracted to global brands.

4.
Transferring the Company’s Expertise to Cross-Border Markets: When a company has resource strengths and capabilities suitable for competing in other country markets, launching initiatives to transfer its expertise to cross-border markets becomes a viable strategic option.

5.
Shifting to a New Business Model or Market Niche: When industry pressures to globalize are high, any of the following three options make the most sense:

a.
Shift the business to a piece of the industry value chain where the firm’s expertise and resources provide competitive advantage

b.
Enter into a joint venture with a globally competitive partner

c.
Sell out to or be acquired by a global entrant into the home market who concludes the company would be a good entry vehicle

6.
Contending on a Global Level: If a local company in an emerging market has transferable resources and capabilities, it can sometimes launch successful initiatives to meet the pressures for globalization head-on and start to compete on a global level itself.
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Chapter Summary

Chapter 8 explores the concepts behind the statement, “there is more to be revealed about the hows of matching the choices of strategy to a company’s circumstances.” This chapter looks at the strategy-making task in nine other commonly encountered situations including (1) companies competing in emerging industries, (2) companies competing in turbulent, high-velocity markets, (3) companies competing in mature, slow-growth industries, (4) companies competing in stagnant or declining industries, (5) companies competing in fragmented industries, (6) companies pursuing rapid growth, (7) companies in industry leadership positions, (8) companies in runner-up positions, and (9) companies in competitively weak positions or plagued by crisis conditions. These situations have been selected to shed more light on the factors that managers need to consider in tailoring a company’s strategy.

Lecture Outline

I.
Strategies for Competing in Emerging Industries

1.
An emerging industry is one in the formative stage.

2.
The business models and strategies of companies in an emerging industry are unproved – what appears to be a promising business concept and strategy may never generate attractive bottom-line profitability.

A.
Challenges When Competing in Emerging Industries
1.
Competing in emerging industries presents managers with some unique strategy-making challenges:

a.
Because the market is new and unproved, there may be much speculation about how it will function, how fast it will grow, and how big it will get

b.
Much of the technological know-how underlying the products of emerging industries is proprietary and closely guarded, having been developed in-house by pioneering firms; patents and unique technical expertise are key factors in securing competitive advantage

c.
Often there is no consensus regarding which of several competing technologies will win out or which product attributes will proves decisive in winning buyer favor

d.
Entry barriers tend to be relatively low, even for entrepreneurial start-up companies

e.
Strong learning and experience curve effects may be present

f.
Since in an emerging industry all buyers are first-time users, the marketing task is to induce initial purchase and to overcome customer concerns about product features, performance reliability, and conflicting claims of rival firms 

g.
Many potential buyers expect first-generation products to be rapidly improved, so they delay purchase until technology and product design mature

h.
Sometimes firms have trouble securing ample supplies of raw materials and components

i.
Undercapitalized companies may end up merging with competitors or being acquired by financially strong outsiders looking to invest in a growth market

2.
The two critical strategic issues confronting firms in an emerging industry are:

a.
How to finance initial operations until sales and revenues take off

b.
What market segments and competitive advantages to go after in trying to secure a front-runner position

3.
A firm with solid resource capabilities, an appealing business model, and a good strategy has a golden opportunity to shape the rules and establish itself as the recognized industry front-runner.

B.
Strategic Avenues for Competing in an Emerging Industry
1.
Dealing with all the risks and opportunities of an emerging industry is one of the most challenging business strategy problems.

CORE CONCEPT: Strategic success in an emerging industry calls for bold entrepreneurship, a willingness to pioneer and take risks, an intuitive feel for what buyers will like, quick responses to new developments, and opportunistic strategy making.

2.
To be successful in an emerging industry, companies usually have to pursue one or more of the following strategic avenues:

a.
Try to win the early race for industry leadership with risk-taking entrepreneurship and a bold creative strategy

b.
Push to perfect the technology, improve product quality, and develop additional attractive performance features

c.
As technological uncertainty clears and a dominant technology emerges, adopt it quickly

d.
Form strategic alliances with key suppliers to gain access to specialized skills, technological capabilities, and critical materials or components

e.
Acquire or form alliances with companies that have related or complementary technological expertise

f.
Try to capture any first-mover advantages associated with early commitments to promising technologies

g.
Pursue new customer groups, new user applications, and entry into new geographical areas

h.
Make it easy and cheap for first-time buyers to try the industry’s first-generation product

i.
Use price cuts to attract the next layer of price-sensitive buyers into the market


3.
The short-term value of winning the early race for growth and market share leadership has to be balanced against the longer-range need to build a durable competitive edge and a defendable market position.

CORE CONCEPT: The early leaders in an emerging industry cannot rest on their laurels; they must drive hard to strengthen their resource capabilities and build a position strong enough to ward off newcomers and compete successfully for the long haul.

4.
Young companies in fast-growing markets face three strategic hurdles: (1) managing their own rapid expansion, (2) defending against competitors trying to horn in on their success, and (3) building a competitive position extending beyond their initial product or market.

5.
Up-and-coming companies can help their cause by: (1) selecting knowledgeable members for their boards of directors, (2) hiring entrepreneurial managers with experience in guiding young businesses through the start-up and takeoff stages, (3) concentrating on out-innovating the competition, and (4) merging with or acquiring another firm to gain added expertise and a stronger resource base.

II.
Strategies for Competing in Turbulent, High-Velocity Markets 
1.
More and more companies are finding themselves in industry situations characterized by rapid technological change, short product life cycles because of entry of important new rivals into the marketplace, frequent launches of new competitive moves by rivals, and fast-evolving customer requirements and expectations – all occurring at once.

A.
Strategic Postures for Coping with Rapid Change
1.
The central strategy-making challenge in a turbulent market environment is managing change.

2.
A company can assume any of three strategic postures in dealing with high-velocity change: 

a.
It can react to change

b.
It can anticipate change, make plans for dealing with the expected changes, and follow its plans as changes occur

c.
It can lead change

Reacting to change and anticipating change are basically defensive postures; leading change is an offensive posture.

3.
Figure 8.1, Meeting the Challenge of High-Velocity Change, illustrates the three strategic postures a company can assume when dealing with high-velocity change.

4.
As a practical matter, a company’s approach to managing change should ideally incorporate all three postures, though not in the same proportion.

CORE CONCEPT: Industry leaders are proactive agents of change, not reactive followers and analyzers. Moreover, they improvise, experiment, and adapt rapidly.

5.
The best performing companies in high-velocity markets consistently seek to lead change with proactive strategies.

B.
Strategic Moves for Fast-Changing Markets
1.
Competitive success in fast-changing markets tends to hinge on a company’s ability to improvise, experiment, adapt, reinvent, and regenerate as market and competitive conditions shift rapidly and sometimes unpredictably.

2.
The following five strategic moves seem to offer the best payoffs:

a.
Invest aggressively in R&D to stay on the leading edge of technological know-how

b.
Develop quick response capability

c.
Rely on strategic partnerships with outside suppliers and with companies making tie-in products

d.
Initiate fresh actions every few months not just when a competitive response is needed

e.
Keep the company’s products and services fresh and exciting enough to stand out in the midst of all the change that is taking place

3.
Cutting-edge know-how and first-to-market capabilities are very valuable competitive assets in fast-evolving markets.

CORE CONCEPT: In fast paced markets, in-depth expertise, speed, agility, innovativeness, opportunism, and resource flexibility are critical organizational capabilities.

III.
Strategies for Competing in Maturing Industries    

1.
A maturing industry is one that is moving from rapid growth to significantly slower growth.

2.
An industry is said to be mature when nearly all potential buyers are already users of the industry’s products. In a mature market, demand consists mainly of replacement sales to existing users with growth hinging on the industry’s ability to attract the few remaining buyers and convince existing buyers to up their usage.

A.
Industry Changes Resulting from Market Maturity
1.
An industry’s transition to maturity does not begin on an easily predicted schedule.

2.
When growth rates do slacken, the onset of market maturity usually produces fundamental changes in the industry’s competitive environment:

a.
Slowing growth in buyer demand generates more head-to-head competition for market share

b.
Buyers become more sophisticated, often driving a harder bargain on repeat purchases

c.
Competition often produces a greater emphasis on cost and service

d.
Firms have a topping-out problem in adding new facilities

e.
Product innovation and new end-use applications are harder to come by 

f.
International competition increases  

g.
Industry profitability falls temporarily or permanently 

h.
Stiffening competition induces a number of mergers and acquisitions among former competitors, drives the weakest firms out of the industry, and produces industry consolidation in general 

B.
Strategic Moves in Maturing Industries   
1.
As the new competitive character of industry maturity begins to hit full force, any of several strategic moves can strengthen a firm’s competitive positions:

a.
Pruning Marginal Products and Models: Pruning marginal products from the line opens the door for cost savings and permits more concentration on items whose margins are highest and/or where a firm has a competitive advantage.

b.
More Emphasis on Value Chain Innovation: Efforts to reinvent the industry value chain can have a fourfold payoff – lower costs, better product or service quality, greater capability to turn out multiple or customized product versions, and shorter design-to-market cycles.

c.
Trimming Costs: Stiffening price competition gives firms extra incentives to drive down unit costs. Company cost reduction initiatives can cover a broad front.

d.
Increasing Sales to Present Customers: In a mature market, growing by taking customers away from rivals may not be as appealing as expanding sales to existing customers.

e.
Acquiring Rival Firms at Bargain Prices: Sometimes a firm can acquire the facilities and assets of struggling rivals quite cheaply.

f.
Expanding Internationally: As its domestic market matures, a firm may seek to enter foreign markets where attractive growth potential still exists and competitive pressures are not so strong.

g.
Building New or More Flexible Capabilities: The stiffening pressures of competition in a maturing or already mature market can often be combated by strengthening the company’s resource base and competitive capabilities.

C.
Strategic Pitfalls in Maturing Industries
1.
Perhaps the biggest mistake a company can make as an industry matures is steering a middle course between low cost, differentiation, and focusing – blending efforts to achieve low cost with efforts to incorporate differentiating features and efforts to focus on a limited target market.

CORE CONCEPT: One of the greatest strategic mistakes a firm can make in a maturing industry is pursuing a compromise strategy that leaves it stuck in the middle.

2.
Other strategic pitfalls include:

a.
Being slow to mount a defense against stiffening competitive pressures

b.
Concentrating more on protecting short-term profitability than on building or maintaining long-term competitive position

c.
Waiting too long to respond to price cutting by rivals

d.
Overexpanding in the face of slowing growth

e.
Overspending on advertising and sales promotion efforts in a losing effort to combat growth slowdown

f.
Failing to pursue cost reduction soon enough or aggressively enough

IV.
Strategies for Firms in Stagnant or Declining Industries   
1.
Many firms operate in industries where demand is growing more slowly than the economy-wide average or is even declining.

2.
Stagnant demand by itself is not enough to make an industry unattractive. Selling out may or may not be practical and closing operations is always a last resort.

3.
Businesses competing in stagnant or declining industries must resign themselves to performance targets consistent with available market opportunities.

4.
In general, companies that succeed in stagnant industries employ one or more of three strategic themes:

a.
Pursue a focused strategy aimed at the fastest growing market segments within the industry   

b.
Stress differentiation based on quality improvement and product innovation

c.
Strive to drive costs down and become the industry’s low-cost provider

CORE CONCEPT: Achieving competitive advantage in stagnant or declining industries usually requires pursuing one of three competitive approaches: focusing on growing market segments within the industry, differentiating on the basis of better quality and frequent product innovation, or becoming a lower-cost producer.

5.
These three strategic themes are not mutually exclusive.

6.
The most common strategic mistakes companies make in stagnating or declining markets are: 

a.
Getting trapped in a profitless war of attrition  

b.
Diverting too much cash out of the business too quickly

c.
Being overly optimistic about the industry’s future and spending too much on improvements in anticipation that things will get better

7.
Illustration Capsule 8.1, Yamaha’s Strategy in the Stagnant Piano Industry, describes the creative approach taken by Yamaha to combat the declining market demand for pianos.

V.
Strategies for Competing in Fragmented Industries 

1.
The standout competitive feature of a fragmented industry is the absence of market leaders with king-sized market shares or widespread buyer recognition.

A.
Reasons for Supply-Side Fragmentation 
1.
Any of several reasons can account for why the supply side of an industry is fragmented: 

a.
Market demand is so extensive and so diverse that very larges numbers of firms can easily coexist trying to accommodate the range and variety of buyer preferences and requirements and to cover all the needed geographic locations   

b.
Low entry barriers allow small firms to enter quickly and cheaply 

c.
An absence of scale economies permits small companies to compete on an equal cost footing with larger firms

d.
Buyers require relatively small quantities of customized products

e.
The market for the industry’s product or service is becoming more global, putting companies in more and more countries in the same competitive market

f.
The technologies embodied in the industry’s value chain are exploding into so many new areas and along so many different paths that specialization is essential just to keep abreast in any one area of expertise

g.
The industry is young and crowded with aspiring contenders, with no firm having yet developed the resource base, competitive capabilities, and market recognition to command a significant market share

2.
Some fragmented industries consolidate over time as growth slows and the market matures.

3.
Competitive rivalry in fragmented industries can vary from moderately strong to fierce.

CORE CONCEPT: In fragmented industries competitors usually have wide enough strategic latitude (1) to either compete broadly or focus and (2) to pursue a low-cost, differentiation-based or best-cost competitive advantage.

4.
Competitive strategies based on either low cost or product differentiation are viable unless the industry’s product is highly standardized or a commodity.

5.
Focusing on a well-defined market niche or buyer segment usually offers more competitive advantage potential than striving for broader market appeal.

B. 
Strategy Options for a Fragmented Industry 
1.
Suitable competitive strategy options in a fragmented industry include: 

a.
Constructing and operating “formula” facilities – This strategic approach is frequently employed in restaurant and retailing businesses operating at multiple locations.

b.
Becoming a low-cost operator – When price competition is intense and profit margins are under constant pressure, companies can stress no-frills operations featuring low overhead, high productivity/low-cost labor.

c.
Specializing by product type – When a fragmented industry’s products include a range of styles or services, a strategy to focus on one product or service category can be effective.

d.
Specialization by customer type – A firm can stake out a market niche in a fragmented industry by catering to those customers who are interested in low prices, unique product attributes, customized features, carefree service, or other extras.

e.
Focusing on a limited geographic area – Even though a firm in a fragmented industry cannot win a big share of total industrywide sales. It can still try to dominate a local or regional geographic area.

2.
In fragmented industries, firms generally have the strategic freedom to pursue broad or narrow market targets and low-cost or differentiation-based competitive advantages. Many different strategic approaches can exist side-by-side.

VI.
Strategies for Sustaining Rapid Company Growth   

1.
Companies that are focused on growing their revenues and earnings at a rapid or above-average pace year after year generally have to craft a portfolio of strategic initiatives covering three horizons: 

a.
Horizon 1: “Short-jump” strategic initiatives to fortify and extend the company’s position in existing businesses

b.
Horizon 2: “Medium-jump” strategic initiatives to leverage existing resources and capabilities by entering new businesses with promising growth potential

c.
Horizon 3: “Long-jump” strategic initiatives to plant the seeds for ventures in businesses that do not yet exist 

2.
Figure 8.2, The Three Strategy Horizons for Sustaining Rapid Growth, illustrates the three strategy horizons.

A.
The Risks of Pursuing Multiple Strategy Horizons 
1.
There are risks to pursuing a diverse strategy portfolio aimed at sustained growth:

a.
A company cannot place bets on every opportunity that appears lest it stretch its resources too thin

b.
Medium-jump and long-jump initiatives can cause a company to stray far from its core competencies and end up trying to compete in businesses for which it is ill suited

c.
It can be difficult to achieve competitive advantage in medium- and long-jump product families and businesses that prove not to mesh well with a company’s present businesses and resource strengths   

VII. Strategies for Industry Leaders 
1.
The competitive positions of industry leaders normally range from “stronger than average” to “powerful.” 

2.
Leaders are typically well known and strongly entrenched leaders have proven strategies.

3.
The main strategic concern for a leader revolves around how to defend and strengthen its leadership position, perhaps becoming the dominant leader as opposed to just a leader.

4.
The pursuit of industry leadership and large market share is primarily important because of the competitive advantage and profitability that accrue to being the industry’s biggest company.

CORE CONCEPT: The two best tests of success of a stay-on-the-defensive strategy are (1) the extent to which it keeps rivals in a reactive mode, struggling to keep up and (2) whether the leader is growing faster than the industry as a whole and wresting market share from rivals.

5.
Three contrasting strategic postures are open to industry leaders:

a.
Stay-on-the-defensive strategy: The central goal of a stay-on-the-defensive strategy is to be a first-mover. It rests on the principle that staying a step ahead and forcing rivals into a catch-up mode is the surest path to industry prominence and potential market dominance. Being the industry standard setter entails relentless pursuit of continuous improvement and innovation. The array of options for a potent stay-on-the-defensive strategy can include initiatives to expand overall industry demand.

b.
Fortify-and-defend strategy: The essence of “fortify-and defend” is to make it harder for challengers to gain ground and for new firms to enter. Specific defensive actions can include: (1) attempting to raise the competitive ante for challengers and new entrants via increased spending for advertising, higher levels of customer service, and bigger R&D outlays, (2) introducing more product versions or brands to match the product attributes that challenger brands have or to fill vacant niches that competitors could slip into, (3) adding personalized services and other extras that boost customer loyalty and make it harder and more costly for customers to switch to rival products, (4) keeping prices reasonable and quality attractive, (5) building new capacity ahead of market demand to discourage smaller competitors from adding capacity of their own, (6) investing enough to remain cost-competitive and technologically progressive, (7) patenting the feasible alternative technologies, and (8) signing exclusive contracts with the best suppliers and dealer distributors. A fortify-and-defend strategy best suits firms that have already achieved industry dominance and do not wish to risk antitrust action. A fortify-and-defend strategy always entails trying to grow as fast as the market as a whole and requires reinvesting enough capital in the business to protect the leader’s ability to compete.

c.
Muscle-flexing strategy: Here a dominant leader plays a competitive hardball when smaller rivals rock the boat with price cuts or mount any new market offensives that directly threaten its position. Specific responses can include quickly matching or exceeding challengers’ price cuts, using large promotional campaigns to counter challengers’ moves to gain market share, and offering better deals to their major customers. The leader may also use various arm-twisting tactics to pressure present customers not to use the products of rivals. The obvious risks of a muscle-flexing strategy are running afoul of the antitrust laws, alienating customers with bullying tactics, and arousing adverse public opinion.

CORE CONCEPT: Industry leaders can strengthen their long-term competitive positions with strategies keyed to aggressive offense, aggressive defense, or muscling smaller rivals and customers into behaviors that bolster its own market standing.

6.
Illustration Capsule 8.2, How Microsoft Uses Its Muscle to Maintain Its Market Leadership, looks at how this company allegedly ran afoul of antitrust laws.

Illustration Capsule 8.2, How Microsoft Uses Its Muscle to Maintain Its Market Leadership 

Discussion Question
1.
What type of strategy did Microsoft allegedly engage in? What caused this to be considered an antitrust situation? 

Answer: Microsoft allegedly engaged in a muscle-flexing strategy in which it used heavy-handed tactics to routinely pressure customers, crush competitors, and throttle competition.

The case study presents supporting evidence to indicate that Microsoft “rewarded its friends and punished its enemies.” This type of market domination, utilizing such tactics, creates an antitrust situation in the industry.

VIII. Strategies for Runner-Up Firms 

1.
Runner-up or second-tier firms have smaller market shares than first-tier industry leaders.

2.
Runner-up firms can be:

a.
Market challengers – employing offensive strategies to gain market share and build a stronger market position

b.
Focusers – seeking to improve their lot by concentrating their attention on serving a limited portion of the market

c.
Perennial runner-ups – lacking the resources and competitive strengths to do more than continue in trailing positions and/or content to follow the trendsetting moves of the market leaders

A.
Obstacles for Firms with Small Market Shares
1.
In industries where big size is definitely a key success factor, firms with small market shares have some obstacles to overcome:

a.
Less access to economies of scale in manufacturing, distribution, or marketing and sales promotion

b.
Difficulty in gaining customer recognition

c.
Weaker ability to use mass media advertising

d.
Difficulty in funding capital requirements

2.
The competitive strategies most underdogs use to build market share and achieve critical scale economies are based on:

a.
Using lower prices to win customers from weak higher-cost rivals

b.
Merging with or acquiring rival firms to achieve the size needed to capture greater scale economies

c.
Investing in new cost-saving facilities and equipment, perhaps relocating operations to countries where costs are significantly lower

d.
Pursuing technological innovations or radical value chain revamping to achieve dramatic cost savings

3.
However, it is erroneous to view runner-up firms as inherently less profitable or unable to hold their own against the biggest firms.

B.
Strategic Approaches for Runner-Up Companies
1.
Runner-up companies can have considerable strategic flexibility and can consider any of the following seven approaches:

a.
Offensive Strategies to Build Market Share: A challenger firm needs a strategy aimed at building a competitive advantage of its own. The best “mover-and-shaker” offensives usually involve one of the following approaches: (1) pioneering a leapfrog technological breakthrough, (2) getting new or better products into the market consistently ahead of rivals and building a reputation for product leadership, (3) being more agile and innovative in adapting to evolving market conditions and customer expectations than slower-to-change market leaders, (4) forging attractive strategic alliances with key distributors, dealers, or marketers of complementary products, (5) finding innovative ways to dramatically drive down costs and then using the attraction of lower prices to win customers from higher-cost, higher-priced rivals, and (6) crafting an attractive differentiation strategy based on premium quality, technological superiority, outstanding customer service, rapid product innovation, or convenient online shopping options.

b.
Growth-via-Acquisition Strategy: One of the most frequently used strategies employed by ambitious runner-up companies is merging with or acquiring rivals to form an enterprise that has greater competitive strength and a larger share of the overall market.

c.
Vacant-Niche Strategy: This version of a focused strategy involves concentrating on specific customer groups or end-user applications that market leaders have bypassed or neglected.

d.
Specialist Strategy: A specialist firm trains its competitive effort on one technology, product or product family, end use, or market segment. The aim is to train the company’s resource strengths and capabilities on building competitive advantage through leadership in a specific area.

e.
Superior Product Strategy: The approach here is to use a differentiation-based focused strategy keyed to superior product quality or unique attributes.

f.
Distinctive Image Strategy: Some runner-up companies build their strategies around ways to make themselves stand out from competitors. A variety of distinctive strategies can be used.

g.
Content Follower Strategy: Content followers deliberately refrain from initiating trend​setting strategic moves and from aggressive attempts to steal customers away from the leaders. Followers prefer approaches that will not provoke competitive retaliation, often opting for focus and differentiation strategies that keep them out of the leader’s path.

CORE CONCEPT: Rarely can a runner-up firm successfully challenge an industry leader with a copycat strategy. 




IX.
Strategies for Weak and Crisis-Ridden Businesses 
1.
A firm in an also-ran or declining competitive position has four basic strategic options:

a.
Offensive turnaround strategy – If it can come up with the financial resources, it can launch an offensive turnaround strategy keyed either to low cost or new differentiation themes  

b.
Fortify-and-defend strategy – Using variations of its present strategy and fighting hard to keep sales, market share, profitability, and competitive position at current levels

c.
Fast-exit strategy – Get out of the business either by selling out to another firm or by closing down operations if a buyer cannot be found

d.
End-game or slow-exit strategy – Keeping reinvestment to a bare bones minimum and taking actions to maximize short-term cash flows in preparation for an orderly market exit

CORE CONCEPT: The strategic options for a competitively weak company include waging a modest offensive to improve its position, defending its present position, being acquired by another company, or employing an end-game strategy.

A.
Turnaround Strategies for Businesses in Crisis
1.
Turnaround strategies are needed when a business worth rescuing goes into crisis; the objective is to arrest and reverse the sources of competitive and financial weakness as quickly as possible.

2.
Management’s first task in formulating a suitable turnaround strategy is to diagnose what lies at the root of poor performance. The next task is to decide whether the business can be saved or whether the situation is hopeless.

3.
Some of the most common causes of business trouble are: (1) taking on too much debt, (2) overestimating the potential for sales growth, (3) ignoring the profit-depressing effects of an overly aggressive effort to buy market share with deep cost cuts, (4) being burdened with heavy fixed costs, (5) betting on R&D efforts but failing to come up with effective innovations, (6) betting on technological long-shots, (7) being too optimistic about the ability to penetrate new markets, (8) making frequent changes in strategy, and (9) being overpowered by more successful rivals.


4.
Curing these kinds of problems and achieving a successful business turnaround can involve any of the following actions:

a.
Selling Off Assets: Asset-reduction strategies are essential when cash flow is a critical consideration and when the most practical ways to generate cash are (1) through sale of some of the firm’s assets and (2) through retrenchment.

b.
Strategy Revision: When weak performance is caused by bad strategy, the task of strategy overhaul can proceed along any of several paths: (1) shifting to a new competitive approach to rebuild the firm’s market position, (2) overhauling internal operations and functional area strategies to better support the same overall business strategy, (3) merging with another firm in the industry and forging a new strategy keyed to the newly merged firm’s strengths, and (4) retrenching into a reduced core of products and customers more closely matched to the firm’s strengths.

c.
Boosting Revenues: Revenue increasing turnaround efforts aim at generating increased sales volume. Attempts to increase revenues and sales volume are necessary (1) when there is little or no room in the operating budget to cut expenses and still break even and (2) when the key to restoring profitability is increased use of existing capacity.

d.
Cutting Costs: Cost-reducing turnaround strategies work best when an ailing firm’s value chain and cost structure are flexible enough to permit radical surgery, when operating insufficiencies are identifiable and readily correctable, when the firm’s costs are obviously bloated, and when the firm is relatively close to its break-even point.

e.
Combination Efforts: Combination turnaround strategies are usually essential in grim situations that require fast action on a broad front. Combination actions frequently come into play when new managers are brought in and given a free hand to make whatever changes they see fit. Turnaround efforts tend to be high-risk undertakings and they often fail.

5.
Illustration Capsule 8.3, Lucent Technologies’ Turnaround Strategy: Slow to Produce Results, presents the story of the turnaround at Lucent Technologies.

6.
A landmark study of 64 companies found no successful turnarounds among the most troubled companies in eight basic industries.

7.
A recent study found that troubled companies that did nothing and elected to wait out hard times had only a 10 percent chance of recovery. Modifications to the turnaround strategy increased this percentage.

B.
Liquidation – The Strategy of Last Resort
1.
Of all the strategic alternatives, liquidation is the most unpleasant and painful because of the hardships of job elimination and the effects of business closings on local communities.

2.
In hopeless situations, an early liquidation effort usually serves owner-stockholder interests better than an inevitable bankruptcy.

C.
End-Game Strategies
1.
An end-game or slow-exist strategy steers a middle course between preserving the status quo and exiting as soon as possible.

2.
Harvesting is a phasing-down strategy that involves sacrificing market position in return for bigger near-term cash flows or current profitability.

3.
A slow-exit strategy is a reasonable strategic option for a weak business in the following circumstances:

a.
When the industry’s long-term prospects are unattractive

b.
When rejuvenating the business would be too costly or at best marginally profitable

c.
When the firm’s market share is becoming increasingly costly to maintain or defend

d.
When reduced levels of competitive effort will not trigger an immediate or rapid falloff in sales

e.
When the enterprise can redeploy the freed resources in higher-opportunity areas

f.
When the business is not a crucial or core component of a diversified company’s overall lineup of businesses

g.
When the business does not contribute other desired features to a company’s overall business portfolio

4.
End-game strategies make the most sense for diversified companies that have sideline or noncore business units in weak competitive positions or in unattractive industries.

X.
10 Commandments for Crafting Successful Business Strategies
1.
The 10 commandments that serve as useful guides for developing sound strategies include:

a.
Place top priority on crafting and executing strategic moves that enhances the company’s competitive position for the long term

b.
Be prompt in adapting to changing market conditions, unmet customer needs, buyer wishes for something better, emerging technological alternatives, and new initiatives of competitors

c.
Invest in creating a sustainable competitive advantage

d.
Avoid strategies capable of succeeding only in the most optimistic circumstances

e.
Do not underestimate the reactions and the commitment of rival firms

f.
Consider that attacking competitive weakness is usually more profitable and less risky than attacking competitive strength

g.
Be judicious in cutting prices without an established cost advantage

h.
Strive to open up very meaningful gaps in quality or service or performance features when pursuing a differentiation strategy

i.
Avoid stuck-in-the-middle strategies that represent compromise between lower costs and greater differentiation and between broad and narrow market appeal

j.
Be aware that aggressive moves to wrest market share away from rivals often provoke retaliation in the form of a price war

XI. Matching Strategy to Any Industry and Company Situation
1.
Aligning a company’s strategy with its overall situation starts with a quick diagnosis of the industry environment and the firm’s competitive standing in the industry.

2.
In crafting the overall strategy, there are several pitfalls to avoid: 

a.
Designing an overly ambitious strategic plan 

b.
Selecting a strategy that represents a radical departure from or abandonment of the cornerstones of the company’s prior success 

c.
Choosing a strategy that goes against the grain of the organization’s culture or conflicts with the values and philosophies of the most senior executives 

d.
Being unwilling to commit wholeheartedly to one of the five competitive strategies 

3.
Table 8.1, Sample Format for a Strategic Action Plan, provides a generic format for outlining a strategic action plan for a single-business enterprise.
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Chapter Summary

Chapter 9 moves up one level in the strategy-making hierarchy, from strategy making in a single business enterprise to strategy making in a diversified enterprise. The chapter begins with a description of the various paths through which a company can become diversified and provides an explanation of how a company can use diversification to create or compound competitive advantage for its business units. The chapter also examines the techniques and procedures for assessing the strategic attractiveness of a diversified company’s business portfolio and surveys the strategic options open to already-diversified companies.

Lecture Outline

I.
Introduction  

1.
In most diversified companies, corporate level executives delegate considerable strategy-making authority to the heads of each business, usually giving them the latitude to craft a business strategy suited to their particular industry and competitive circumstances and holding them accountable for producing good results. However, the task of crafting a diversified company’s overall or corporate strategy falls squarely on the shoulders of top-level corporate executives.

2.
Devising a corporate strategy has four distinct facets:

a.
Picking new industries to enter and deciding on the means of entry

b.
Initiating actions to boost the combined performances of the businesses the firm has entered

c.
Pursuing opportunities to leverage cross-business value chain relationships and strategic fits into competitive advantage

d.
Establishing investment priorities and steering corporate resources into the most attractive business units

II.
When to Diversify
1.
Companies that concentrate on a single business can achieve enviable success over many decades.

2.
Concentrating on a single line of business has important advantages:

a.
Entails less ambiguity

b.
Devotion of the full force of its resources to improving competitiveness

c.
Expanding into geographic markets it does not currently serve

d.
Responding to changing market conditions and evolving customer preference

3.
The big risk of a single business company is having all of the firm’s eggs in one basket.

4.
When there are substantial risks that a single business company’s market may dry up or when opportunities to grow revenues and earnings in the company’s mainstay business begin to peter out, mangers usually have to make diversifying into other businesses a top consideration.

A.
Factors that Signal When It is Time to Diversify 

1.
Diversification into other businesses merits strong consideration when:

a.
The company is faced with diminishing market opportunities and stagnating sales in its principal business  

b.
It can expand into industries whose technologies and products complement its present business

c.
It can leverage existing competencies and capabilities by expanding into businesses where these same resource strengths are valuable competitive assets 

d.
Diversifying into closely related businesses opens new avenues for reducing costs 

e.
It has a powerful and well-known brand name that can be transferred to the products of other businesses   

2.
A company can diversify into closely related businesses or into totally unrelated businesses.

3.
There is no tried-and-true method for determining when it is time to diversify. Judgments about diversification timing are best made case by case, according to the company’s own unique situation.

B.
Building Shareholder Value: The Ultimate Justification for Diversifying 
1.
Diversification must do more for a company than simply spread its risk across various industries.

2.
In principle, diversification makes good strategic and business sense only if it results in added shareholder value – value shareholders cannot capture through their ownership of different companies in different industries.

3.
For there to be reasonable expectations that a diversification move can produce added value for shareholders, the move must pass three tests: 

a.
The industry attractiveness test – The industry chosen for diversification must be attractive enough to yield consistently good returns on investment.

b.
The cost of entry test – The cost to enter the target industry must not be so high as to erode the potential for profitability.

c.
The better-off test – Diversifying into a new business must offer potential for the company’s existing businesses and the new business to perform better together under a single corporate umbrella than they would perform operating as independent stand-alone businesses.

4.
Diversification moves that satisfy all three tests have the greatest potential to grow shareholder value over the long term. Diversification moves that can pass only one or two tests are suspect.

III.
Strategies for Entering New Businesses 
1.
Entry into new businesses can take any of three forms:

a.
Acquisition

b.
Internal start-up

c.
Joint ventures/strategic partnerships

A.
Acquisition of an Existing Business 
1.
Acquisition is the most popular means of diversifying into another industry.

2.
However, finding the right company to acquire sometimes presents a challenge.

3.
The big dilemma an acquisition-minded firm faces is whether to pay a premium price for a successful firm or to buy a struggling company at a bargain price.

4.
The cost of entry test requires that the expected profit stream provide an attractive return on the total acquisition cost and on new capital investment needed to sustain or expand its operations.

B.
Internal Start-Up
1.
Achieving diversification through internal start-up involves building a new business subsidiary from scratch.

2.
This entry option takes longer than the acquisition option and poses some hurdles.

3.
Generally, forming a start-up subsidiary to enter a new business has appeal only when:

a.
The parent company already has in-house most or all of the skills and resources it needs to piece together a new business and compete effectively

b.
There is ample time to launch the business

c.
The costs are lower than those of acquiring another firm 

d.
The targeted industry is populated with many relatively small firms such that the new start-up does not have to compete head-to-head against larger, more powerful rivals 

e.
Adding new production capacity will not adversely impact the supply-demand balance in the industry 

f.
Incumbent firms are likely to be slow or ineffective in responding to a new entrant’s efforts to crack the market

CORE CONCEPT: The biggest drawback to entering an industry by forming an internal start-up are the costs of overcoming entry barriers and the extra time it takes to build a strong and profitable competitive position.

C.
Joint Ventures and Strategic Partnerships 
1.
Joint ventures typically entail forming a new corporate entity owned by the partners, whereas strategic partnerships usually can be terminated whenever one of the partners so chooses.

2.
In recent years, strategic partnerships/alliances have replaced joint ventures as the favored mechanism for joining forces to pursue strategically important diversification opportunities because they can readily accommodate multiple partners and are more adaptable to rapidly changing technological and market conditions than a formal joint venture.

3.
A strategic partnership or joint venture can be useful in at least three types of situations:

a.
To pursue an opportunity that is too complex, uneconomical, or risky for a single organization to pursue alone

b.
When the opportunities in a new industry require a broader range of competencies and know-how than any one organization can marshal 

c.
To gain entry into a desirable foreign market especially when the foreign government requires companies wishing to enter the market to secure a local partner

4.
However, strategic alliances/joint ventures have their difficulties, often posing complicated questions about how to divide efforts among partners and about who has effective control.

5.
Joint ventures are generally the least durable of the entry options, usually lasting only until the partners decide to go their own ways. However, the temporary character of joint ventures is not always bad.

IV.
Choosing the Diversification Path: Related Versus Unrelated Businesses 
1.
Once the decision is made to pursue diversification, the firm must choose whether to diversify into related businesses, unrelated businesses, or some mix of both. Businesses are said to be related when their value chains possess competitively valuable cross-business value chain matchups or strategic fits. Businesses are said to be unrelated when the activities comprising their respective value chains are so dissimilar that no competitively valuable cross-business relationships are present.

CORE CONCEPT: Related businesses possess competitively valuable cross-business value chain matchups; unrelated businesses have very dissimilar value chains, containing no competitively useful cross-business relationships.

2.
Figure 9.1, Strategy Alternatives for a Company Looking to Diversify, looks at alternatives for companies desiring to diversify.

3.
Most companies favor related diversification strategies because of the performance-en​hancing potential of cross-business synergies.

V.
The Case for Diversifying into Related Businesses 
1.
A related diversification strategy involves building the company around businesses whose value chains possess competitively valuable strategic fits.

2.
Figure 9.2, Related Businesses Possess Related Value Chain Activities and Competitively Valuable Strategic Fits, looks at related businesses and strategic fits.

3.
Strategic fit exists whenever one or more activities comprising the value chains of different businesses are sufficiently similar as to present opportunities for:

a.
Transferring competitively valuable expertise or technological know-how or other capabilities from one business to another

b.
Combining the related activities of separate businesses into a single operation to achieve lower costs

c.
Exploiting common use of a well known brand name

d.
Cross-business collaboration to create competitively valuable resource strengths and capabilities

CORE CONCEPT: Strategic fit exists when the value chains of different businesses present opportunities for cross-business resource transfer, lower costs through combining the performance of related value chain activities, cross-business use of a potent brand name, and cross-business collaboration to build new or stronger competitive capabilities.

4.
Related diversification thus has strategic appeal from several angles. It allows a firm to reap the competitive advantage benefits of skills transfer, lower costs, common brand names, and/or stronger competitive capabilities and still spread investor risks over a broad business base.

A.
Cross-Business Strategic Fits Along the Value Chain 
1.
Cross-business strategic fits can exist anywhere along the value chain – in R&D and technology activities, in supply chain activities and relationships with suppliers, in manufacturing, in sales and marketing, in distribution activities, or in administrative support activities.

2.
Strategic Fits in R&D and Technology Activities: Diversifying into businesses where there is potential for sharing common technology, exploiting the full range of business opportunities associated with a particular technology and its derivatives, or transferring technological know-how from one business to another has considerable appeal.

3.
Strategic Fits in Supply Chain Activities: Businesses that have supply chain strategic fits can perform better together because of the potential for skills transfer in procuring materials, greater bargaining power in negotiating with common suppliers, the benefits of added collaboration with common supply chain partners, and/or added leverage with shippers in securing volume discounts on incoming parts and components.

4.
Manufacturing-Related Strategic Fits: Cross-business strategic fits in manufacturing-re​lated activities can represent an important source of competitive advantage in situations where a diversifier’s expertise in quality manufacture and cost-efficient production methods can be transferred to another business.

5.
Distribution-Related Strategic Fits: Businesses with closely related distribution activities can perform better together than apart because of potential cost savings in sharing the same distribution facilities or using many of the same wholesale distributors and retail dealers to access customers.

6.
Strategic Fits in Sales and Marketing: Various cost-saving opportunities spring from diversifying into businesses with closely related sales and marketing activities. Opportunities include: 

a.
Sales costs can be reduced by using a single sales force for the products of both businesses rather than having separate sales forces for each business

b.
After-sale service and repair organizations for the products of closely related businesses can often be consolidated into a single operation 

c.
There may be competitively valuable opportunities to transfer selling, merchandising, advertising, and product differentiation skills from one business to another

d.
When a company’s brand name and reputation in one business is transferable to other businesses

7.
Strategic Fits in Managerial and Administrative Support Activities: Often, different businesses require comparable types of skills, competencies, and managerial know-how, thereby allowing know-how in one line of business to be transferred to another. Likewise, different businesses sometimes use the same sorts of administrative support facilities.

8.
Illustration Capsule 9.1, Five Companies the Have Diversified into Related Businesses, lists the businesses of five companies that have pursued a strategy of related diversification.

Illustration Capsule 9.1, Five Companies the Have Diversified into Related Businesses 

Discussion Question
1.
What advantages have these companies derived from employing diversification strategies?

Answer: The primary advantages include (1) entry into differing markets, (2) increased sales revenue, and (3) the gain of new methodologies from the other company’s expertise and capabilities.

B.
Strategic Fit, Economies of Scope, and Competitive Advantage
1.
What makes related diversification an attractive strategy is the opportunity to convert the strategic fit relationships between the value chains of different businesses into a competitive advantage.

2.
Economies of Scope: A Path to Competitive Advantage: One of the most important competitive advantages that a related diversification strategy can produce is lower costs than competitors. Related businesses often present opportunities to consolidate certain value chain activities or use common resources and thereby eliminate costs. Such cost savings are termed economies of scope – a concept distinctly different from economies of scale. Economies of scale are cost savings that accrue directly from a larger-sized operation. Economies of scope stem directly from cost-saving strategic fits along the value chains of related businesses. Most usually, economies of scope are the result of two or more businesses sharing technology, performing R&D together, using common manufacturing or distribution facilities, sharing a common sales force or distributor/dealer network, or using the same established brand name and/or sharing the same administrative infrastructure. The greater the economies associated with cost-saving strategic fits, the greater the potential for a related diversification strategy to yield a competitive advantage based on lower costs.

CORE CONCEPT: Economies of scope are cost reductions that flow from operating in multiple businesses; such economies stem directly from strategic fit efficiencies along the value chains of related businesses.

3.
From Competitive Advantage to Added Profitability and Gains in Shareholder Value: Armed with the competitive advantages that come from economies of scope and the capture of other strategic fit benefits, a company with a portfolio of related businesses is poised to achieve a 1+1=3 financial performance and the hoped for gains in shareholder value.

CORE CONCEPT: A company that leverages the strategic fits of its related businesses into competitive advantage has a clear avenue to producing gains in shareholder value.

4.
A Word of Caution: Diversifying into related businesses is no guarantee of gains in shareholder value. Experience indicates that it is easy to be overly optimistic about the value of the cross-business synergies - realizing them is harder than first meets the eye.

VI.
The Case for Diversifying into Unrelated Businesses 
1.
A strategy of diversifying into unrelated businesses discounts the value and importance of the strategic-fit benefits associated with related diversification and instead focuses on building and managing a portfolio of business subsidiaries capable of delivering good financial performance in their respective industry.

2.
Companies that pursue a strategy of unrelated diversification generally exhibit a willingness to diversify into any industry where there is potential for a company to realize consistently good financial results.

3.
The basic premise of unrelated diversification is that any company that can be acquired on good financial terms and that has satisfactory earnings potential represents a good acquisition.

4.
A strategy of unrelated diversification involves no deliberate effort to seek out businesses having strategic fit with the firm’s other businesses.

5.
Figure 9.3, Unrelated Businesses Have Unrelated Value Chains and No Strategic Fits, looks at this type of diversification.

6.
Rather, the company spends much time and effort screening new acquisition candidates and deciding whether to keep or divest existing businesses, using such criteria as: 

a.
Whether the business can meet corporate targets for profitability and return on investment

b.
Whether the business will require substantial infusion of capital to replace out-of-date plants and equipment, fund expansion, and provide working capital

c.
Whether the business is an industry with significant growth potential

d.
Whether the business is big enough to contribute significantly to the parent firm’s bottom line

e.
Whether there is a potential for union difficulties or adverse government regulations concerning product safety or the environment

f.
Whether there is industry vulnerability to recession, inflation, high interest rates, or shifts in government policy

7.
Some acquisition candidates offer quick opportunities for financial gain because of their “special situation.” Three types of businesses may hold such attraction:

a.
Companies whose assets are undervalued

b.
Companies that are financially distressed

c.
Companies that have bright growth prospects but are short on investment capital

8.
Companies that pursue unrelated diversification nearly always enter new businesses by acquiring an established company rather than by forming a start-up subsidiary within their own corporate structures.

9.
A key issue in unrelated diversification is how wide a net to cast in building a portfolio of unrelated businesses.

10.
Illustration Capsule 9.2, Five Companies that Have Diversified into Unrelated Businesses, lists the businesses of five companies that have pursued unrelated diversification.

Illustration Capsule 9.2, Five Companies that Have Diversified into Unrelated Businesses 

Discussion Question
1.
Explain why these businesses may be called conglomerates.

Answer: Such companies/businesses are frequently labeled conglomerates because their business interests range broadly across diverse industries.

A.
The Merits of an Unrelated Diversification Strategy
1.
A strategy of unrelated diversification has appeal from several angles:

a.
Business risk is scattered over a set of truly diverse industries

b.
The company’s financial resources can be employed to maximum advantage by investing in whatever industries offer the best profit prospects

c.
To the extent that corporate managers are exceptionally astute at spotting bargain-priced companies with big upside profit potential, shareholder wealth can be enhanced by buying distressed businesses at a low price, turning their operations around fairly quickly with infusions of cash and managerial know-how supplied by the parent company

d.
Company profitability may prove somewhat more stable over the course of economic upswings and downswings 

2.
Unrelated diversification can be appealing in several other circumstances such as when a firm needs to diversify away from an endangered or unattractive industry and has no distinct competencies or capabilities it can transfer to an adjacent industry. There is also a rationale for unrelated diversification to the extent that owners have a strong preference for spreading business risks widely and not restricting themselves to investing in a family of closely related businesses.

3.
Building Shareholder Value Via Unrelated Diversification: Building shareholder value via unrelated diversification is predicated on executive skill in managing a group of unrelated businesses.

4.
In more specific terms, this means that corporate level executives must:

a.
Do a superior job of diversifying into new businesses that can produce consistently good earnings and returns on investment

b.
Do an excellent job of negotiating favorable acquisition prices

c.
Discern when it is the right time to sell a particular business

d.
Shift corporate resources out of businesses where profit opportunities are dim and into businesses with the potential for above-average earnings growth and returns on investment

e.
Do such a good job overseeing the firm’s business subsidiaries and contributing to how they are managed that the subsidiaries perform at a higher level than they would otherwise be able to do 

B.
The Drawbacks of Unrelated Diversification
1.
Unrelated diversification strategies have two important negatives that undercut the positives:

a.
Very demanding managerial requirements

b.
Limited competitive advantage potential 

CORE CONCEPT: The two biggest drawbacks to unrelated diversification are the difficulties of competently managing many different businesses and being without the added source of competitive advantage that cross-business strategic fit provides.

2.
Demanding Managerial Requirements: Successfully managing a set of fundamentally different businesses operating in fundamentally different industry and competitive environments is a very challenging and exceptionally difficult proposition for corporate level managers.

3.
The greater the number of businesses a company is in and the more diverse those businesses are, the harder it is for corporate managers to:

a.
Stay abreast of what is happening in each industry and each subsidiary and thus judge whether a particular business has bright prospects or is headed for trouble

b.
Know enough about the issues and problems facing each subsidiary to pick business-unit heads having the requisite combination of managerial skills and know-how

c.
Be able to tell the difference between those strategic proposals of business-unit managers that are prudent and those that are risky or unlikely to succeed 

d.
Know what to do if a business unit stumbles and its results suddenly head downhill

4.
As a rule, the more unrelated businesses that a company has diversified into, the more corporate executives are reduced to “managing by the numbers.”

5.
Overseeing a set of widely diverse businesses may turn out to be much harder than it sounds. In practice, comparatively few companies have proved that they have top management capabilities that are up to the task. Far more companies have failed at unrelated diversification than have succeeded.

CORE CONCEPT: Relying solely on the expertise of corporate executives to wisely manage a set of unrelated businesses is a much weaker foundation for enhancing shareholder value than is a strategy of related diversification where corporate performance can be boosted by expert corporate level management.

6.
Limited Competitive Advantage: Unrelated diversification offers no potential for competitive advantage beyond that of what each individual business can generate on its own.

7.
Without the competitive advantage potential of strategic fits, consolidated performance of an unrelated group of businesses stands to be little or no better than the sum of what the individual business units could achieve if they were independent.

VII. Combination Related-Unrelated Diversification Strategies 
1.
There is nothing to preclude a company from diversifying into both related and unrelated businesses.

2.
Indeed, in actual practice the business makeup of diversified companies varies considerably:

a.
Dominant-business enterprises – one major core business accounts for 50 to 80 percent of total revenues and a collection of small related or unrelated businesses accounts for the remainder

b.
Narrowly diversified – 2 to 5 related or unrelated businesses 

c.
Broadly diversified – wide ranging collection of related businesses, unrelated businesses, or a mixture of both 

3.
Figure 9.4, Identifying a Diversified Company’s Strategy, indicates what to look for in identifying the main elements of a company’s diversification strategy.

VIII. Evaluating the Strategy of a Diversified Company 
1.
The procedure for evaluating a diversified company’s strategy and deciding how to improve the company’s performance involves six steps:

a.
Evaluating industry attractiveness 

b.
Evaluating business-unit competitive strength 

c.
Checking the competitive advantage potential of cross-business strategic fits

d.
Checking for resources fit 

e.
Ranking the business units on the basis of performance and priority for resource allocation 

f.
Crafting new strategic moves to improve overall corporate performance

A.
Step 1: Evaluating Industry Attractiveness 
1.
A principal consideration in evaluating a diversified company’s business makeup and the caliber of its strategy is the attractiveness of the industries in which it has business operations. Answers to several questions are required:

a.
Does each industry the company has diversified into represent a good business for the company to be in?

b.
Which of the company’s industries are most attractive and which are least attractive?

c.
How appealing is the whole group of industries in which the company has invested?

2.
Calculating Industry Attractiveness Scores for Each Industry into Which the Com​pany Has Diversified: A simple and reliable analytical tool involves calculating quantitative industry attractiveness scores, which can then be used to gauge each industry’s attractiveness, rank the industries from most to least attractive, and make judgments about the attractiveness of all the industries as a group. Table 9.1, Calculating Weighted Industry Attractiveness Scores, provides a sample calculation. The following measures of industry attractiveness are likely to come into play for most companies:

a.
Market size and projected growth rate

b.
The intensity of competition

c.
Emerging opportunities and threats

d.
The presence of cross-industry strategic fits

e.
Resource requirements

f.
Seasonal and cyclical factors

g.
Social, political, regulatory, and environmental factors

h.
Industry profitability

i.
Industry uncertainty and business risk

3.
There are two hurdles to using this method of evaluating industry attractiveness: 

a.
Deciding on the appropriate weights for the industry attractiveness measures

b.
Getting reliable data for use in assigning accurate and objective ratings

4.
Nonetheless, industry attractiveness scores are a reasonably reliable method for ranking a diversified company’s industries from most to least attractive – quantitative ratings tell a valuable story about just how and why some of the industries a company has diversified into are more attractive than others.

5.
Interpreting the Industry Attractiveness Scores: Industries with a score much below 5.0 probably do not pass the attractiveness test. For a diversified company to be a strong performer, a substantial portion of its revenues and profits must come from business units with relatively high attractiveness scores.

B.
Step 2: Evaluating Business-Unit Competitive Strength
1.
The second step in evaluating a diversified company is to appraise how strongly positioned each of its business units are in their respective industry.

2.
Calculating Competitive Strength Scores for Each Business Unit: Quantitative measures of each business unit’s competitive strength can be calculated using a procedure similar to that for measuring industry attractiveness. Table 9.2, Calculating Weighted Competitive Strength Scores for a Diversified Company’s Business Worth, examines this procedure. There are a host of measures that can be used for assessing the competitive strength of a diversified company’s business subsidiaries:

a.
Relative market share

b.
Costs relative to competitors’ costs 

c.
Ability to match or beat rivals on key product attributes

d.
Ability to exercise bargaining leverage with key suppliers or customers

e.
Caliber of alliances and collaborative partnerships with suppliers and/or buyers

f.
Brand image and reputation

g.
Competitively valuable capabilities

h.
Profitability relative to competitors

3.
After settling on a set of competitive strength measures that are well matched to circumstances of the various business units, weights indicating each measure’s importance need to be assigned. As before, the importance weights must add up to 1. Each business unit is then rated on each of the chosen strength measures, using a rating scale of 1 to 10. Weighted strength ratings are calculated by multiplying the business unit’s rating on each strength by the assigned weights. The sum of weighted ratings across all the strength measures provides a quantitative measure of a business unit’s overall market strength and competitive standing.

4.
Interpreting the Competitive Strength Scores: Business units with competitive strength ratings above 6.7 on a rating scale of 1 to 10 are strong market contenders in their industries.

5.
Using a Nine-Cell Matrix to Simultaneously Portray Industry Attractiveness and Competitive Strength: The industry attractiveness and business strength scores can be used to portray the strategic positions of each business in a diversified company. Industry attractiveness is plotted on the vertical axis and competitive strength on the horizontal axis. A nine-cell grid emerges from dividing the vertical axis into three regions and the horizontal axis into three regions. Figure 9.5, A Nine-Cell Industry Attractiveness-Competitive Strength Matrix, depicts this tool. Each business unit is plotted on the nine-cell matrix according to its overall attractiveness score and strength score and then shown as a “bubble.” The location of the business units on the attractiveness-strength matrix provides valuable guidance in deploying corporate resources to the various business units. In general, a diversified company’s prospects for good overall performance are enhanced by concentrating corporate resources and strategic attention on those business units having the greatest competitive strength and positioned in highly attractive industries.

CORE CONCEPT: In a diversified company, businesses having the greatest competitive strength and positioned in attractive industries should generally have top priority in allocating corporate resources.

6.
The nine-cell attractiveness-strength matrix provides clear, strong logic for why a diversified company needs to consider both the industry attractiveness and business strength in allocating resources and investment capital to its different businesses.

C.
Step 3: Checking the Competitive Advantage Potential of Cross-Business Strategic Fits
1.
A company’s related diversification strategy derives its power in large part from competitively valuable strategic fits among its businesses.

2.
Checking the competitive advantage potential of cross-business strategic fits involves searching and evaluating how much benefit a diversified company can gain from four types of value chain matchups:

a.
Opportunities to combine the performance of certain activities thereby reducing costs

b.
Opportunities to transfer skills, technology, or intellectual capital from one business to another

c.
Opportunities to share the use of a well-respected brand name

d.
Opportunities for businesses to collaborate in creating valuable new competitive capabilities

3.
Figure 9.6, Identifying the Competitive Advantage Potential of Cross-Business Strategic Fits, illustrates the process of searching for competitively valuable cross-business strategic-fits and value chain matchups.

4.
But more than just strategic fit identification is needed. The real test is what competitive value can be generated from these fits.

CORE CONCEPT: The greater the value of cross-business strategic fits in enhancing a company’s performance in the marketplace or on the bottom line, the more competitively powerful is its strategy of related diversification.

D.
Step 4: Checking for Resource Fit 
1.
The businesses in a diversified company’s lineup need to exhibit good resource fit as well as good strategic fit.

2.
Resource fit exists when:

a.
Businesses add to a company’s resource strengths, either financially or strategically

b.
A company has the resources to adequately support its businesses as a group without spreading itself too thin

3.
Financial Resource Fits: Cash Cows versus Cash Hogs: Different businesses have different cash flow and investment characteristics. For example, business units in rapidly growing industries are often cash hogs – the annual cash flows they are able to generate from internal operations are not big enough to fund their expansion. Business units with leading market positions in mature industries may be cash cows – businesses that generate substantial cash surpluses over what is needed for capital reinvestment and competitive maneuvers to sustain their present market position.

CORE CONCEPT: A cash hog is a business whose internal cash flows are inadequate to fully fund its needs for working capital and new capital investment.

CORE CONCEPT: A cash cow is a business that generates cash flows over and above its internal requirements, thus providing a corporate parent with funds for investing in cash hog businesses, financing new acquisitions, or paying dividends.

4.
Viewing the diversified group of businesses as a collection of cash flows and cash requirements is a major step forward in understanding what the financial ramifications of diversification are and why having businesses with good financial resource fit is so important.

5.
Star businesses have strong or market-leading competitive positions in attractive, high-growth markets and high levels of profitability and are often the cash cows of the future.

6.
Aside from cash flow considerations, a business has good financial fit when it contributes to the achievement of corporate performance objectives and when it materially enhances shareholder value via helping drive increases in the company’s stock price.

7.
A diversified company’s strategy fails the resource fit test when its financial resources are stretched across so many businesses that its credit rating is impaired.

8.
Competitive and Managerial Resource Fits: A diversified company’s strategy must aim at producing a good fit between its resource capability and the competitive and managerial requirements of its businesses. Diversification is more likely to enhance shareholder value when the company has or can develop strong competitive and managerial requirements of its businesses. A mismatch between the company’s resource strengths and the key success factors in a particular business can be serious enough to warrant divesting an existing business or not acquiring a new business. A diversified company can fail the resource fit test by not having sufficient resource depth to support all of its businesses. A diversified company has to guard against stretching its resource base too thin and trying to do too many things.

CORE CONCEPT: A close match between industry key success factors and company resources and capabilities is a solid sign of good resource fit.

9.
A Note of Caution: Hitting a home run in one business does not mean a company can easily enter a new business with similar resource requirements and hit a second home run.

E.
Step 5: Ranking the Business Units on the Basis of Performance and Priority for Resource Allocation
1.
Once a diversified company’s strategy has been evaluated from the perspectives of industry attractiveness, competitive strength, strategic fit, and resource fit, the next step is to rank the performance prospects of the businesses from best to worst and determine which businesses merit top priority for new investments by the corporate parent.

2.
The most important considerations in judging business-unit performance are sales growth, profit growth, contribution to company’s earnings, and the return on capital.

3.
The industry attractiveness/business strength evaluations provide a basis for judging a business’s prospects. It is a short step from ranking the prospects of business units to draw​ing conclusions about whether the company as a whole is capable of strong, mediocre, or weak performance.

4.
The rankings of future performance generally determine what priority the corporate parent should give to each business in terms of resource allocation.

5.
Business subsidiaries with the brightest profit and growth prospects and solid strategic and resource fits generally should head the list for corporate resource support.

6.
For a company’s diversification strategy to generate ever-higher levels of performance, corporate managers have to do an effective job of steering resources out of low opportunity areas into high opportunity areas.

7.
Figure 9.7, The Chief Strategic and Financial Options for Allocating a Diversified Com​pany’s Financial Resources, shows the chief strategic and financial options for allocating a diversified company’s financial resources.

F.
Step 6: Crafting New Strategic Moves to Improve Overall Corporate Performance
1.
The diagnosis and conclusions flowing from the five preceding analytical steps set the agenda for crafting strategic moves to improve a diversified company’s overall performance. The strategic options boil down to five broad categories of actions:

a.
Sticking closely with the existing business lineup and pursuing the opportunities it presents

b.
Broadening the company’s diversification base by making new acquisitions in new industries

c.
Divesting certain businesses and retrenching to a narrower diversification base

d.
Restructuring the company’s business lineup and putting a whole new face on the company’s business makeup

e.
Pursuing multinational diversification and striving to globalize the operations of several of the company’s business units.

2.
The option of sticking with the current business lineup makes sense when the company’s present businesses offer attractive growth opportunities and can be counted on to generate dependable earnings and cash flows.

3.
In the event that corporate executives are not entirely satisfied with the opportunities they see in the company’s present set of businesses and conclude that changes in the company’s direction and business makeup are in order, they can opt for any of the four strategic alternatives listed above.

IX.
After a Company Diversifies: The Four Main Strategy Alternatives
1.
Diversifying is by no means the final stage in the evolution of a company’s strategy. Once a company has diversified into a collection of related or unrelated businesses and concludes that some overhaul is needed in the company’s present lineup and diversification strategy, it can pursue any of the four main strategic paths listed in the preceding section.

2.
Figure 9.8, A Company’s Four Main Strategic Alternatives after It Diversifies, explores the four strategic alternatives.

A.
Strategies to Broaden a Diversified Company’s Business Base
1.
Diversified companies sometimes find it desirable to build positions in new industries, whether related or unrelated.

2.
There are several motivating factors:

a.
Sluggish growth that makes the potential revenue and profit boost of a newly acquired business look attractive

b.
Vulnerability to seasonal or recessionary influences or to threats from emerging new technologies

c.
The potential for transferring resources and capabilities to other related or complementary businesses

d.
Rapidly changing conditions in one or more of a company’s core businesses brought on by technological, legislative, or new product innovations that alter buyer requirements and preferences 

e.
To complement and strengthen the market position and competitive capabilities of one or more of its present businesses

3.
Usually, expansion into new businesses is undertaken by acquiring companies already in the target industry.

4.
Illustration Capsule 9.3, Managing Diversification at Johnson & Johnson – The Benefits of Cross-Business Strategic Fits, describes how this company has used acquisitions to diversify far beyond its well-known brands to become a major player in various other businesses.

B.
Divestiture Strategies Aimed at Retrenching to a Narrower Diversification Base
1.
Retrenching to a narrower diversification base is usually undertaken when top management concludes that its diversification strategy has ranged too far afield and that the company can improve long-term performance by concentrating on building stronger positions in a smaller number of core businesses and industries.

CORE CONCEPT: Focusing corporate resources on a few core and mostly related businesses avoids the mistake of diversifying so broadly that resources and management attention are stretched too thinly.

2.
Other reasons for divesting one or more of a company’s present businesses include:

a.
Market conditions in a once-attractive industry have badly deteriorated

b.
It lacks adequate strategic or resource fit

c.
It is a cash hog with questionable long-term potential

d.
It is weakly positioned in its industry with little prospect the corporate parent can realize a decent return on its investment in the business 

e.
The initial decision proves to be a mistake

f.
Subpar performance by some business units

g.
Business units do not mesh well with the rest of the firm

h.
Poor cultural fit with the rest of the firm

3.
Recent research indicates that pruning businesses and narrowing a firm’s diversification base improves corporate performance.

4.
The Two Options for Divesting a Business: Selling It or Spinning It Off as an Inde​pen​dent Company: Selling a business outright to another company is far and away the most frequently used option for divesting a business. Sometimes a business selected for divestiture has ample resource strengths to compete successfully on its own. In such cases, a corporate parent may elect to spin the unwanted business off as a financially and managerially independent company. When a corporate parent decides to spin off one of its businesses as a separate company, there is the issue of whether or not to retain partial ownership. Selling a business outright requires finding a buyer. This can prove hard or easy, depending on the business. Liquidation is obviously a last resort.

C.
Strategies to Restructure a Company’s Business Lineup
1.
Restructuring strategies involve divesting some businesses and acquiring others so as to put a whole new face on the company’s business lineup.

2.
Performing radical surgery on the group of businesses a company is in becomes an appealing strategy alternative when a diversified company’s financial performance is being squeezed or eroded by:

a.
Too many businesses in slow-growth, declining, low-margin, or otherwise unattractive industries

b.
Too many competitively weak businesses

c.
Ongoing declines in the market share of one or more major business units that are falling prey to more market-savvy competitors

d.
An excessive debt burden with interest costs that eat deeply into profitability

e.
Ill-chosen acquisitions that have not lived up to expectations

3.
Restructuring can also be mandated by the emergence of new technologies that threaten the survival of one or more of a diversified company’s important businesses or by the appointment of a new CEO who decides to redirect the company.

CORE CONCEPT: Restructuring involves divesting some businesses and acquiring others so as to put a whole new face on the company’s business lineup.

4.
Candidates for divestiture in a corporate restructuring effort typically include not only weak or up-and-down performers or those in unattractive industries but also units that lack strategic fit with the businesses to be retained, businesses that are cash hogs or that lack other types of resource fit, and businesses incompatible with the company’s revised diversification strategy.

5.
Over the past decade, corporate restructuring has become a popular strategy at many diversified companies, especially those that had diversified broadly into many different industries and lines of business.

6.
Several broadly diversified companies have pursued restructuring by splitting into two or more independent companies.

7.
In a study of the performance of the 200 largest U.S. corporations from 1990 to 2000, McKinsey & Company found that those companies that actively managed their business portfolios through acquisitions and divestitures created substantially more shareholder value than those that kept a fixed lineup of businesses.

D.
Multinational Diversification Strategies
1.
The distinguishing characteristics of a multinational diversification strategy are a diversity of businesses and a diversity of national markets.

2.
The geographic operating scope of individual businesses within a diversified multinational company can range from one country only to several countries to many countries to global.

3.
Illustration Capsule 9.4, The Global Scope of Four Prominent Diversified Multinational Corporations, shows the scope of four prominent diversified multinational companies.

Illustration Capsule 9.4, The Global Scope of Four Prominent Diversified Multinational Corporations 

Discussion Question
1.
Describe the benefits these diversified multinational companies have received from their chosen strategic maneuvers.

Answer: These four organizations have been able to: tap into markets they previously did not operate in, obtain more opportunities for sustained growth, and achieve maximum competitive advantage.

4.
The Appeal of Multinational Diversification: More Opportunities for Sustained Growth and Maximum Competitive Advantage Potential: Despite their complexity, multinational diversification strategies have great appeal. They contain two major avenues for growing revenues and profits: (1) to grow by entering additional businesses and (2) to grow by extending the operations of existing businesses into additional country markets. A strategy of multinational diversification contains six attractive paths to competitive advantage, all of which can be pursued simultaneously:

a.
Full capture of economies of scale and experience and learning-curve effects

b.
Opportunities to capitalize on cross-business economies of scope

c.
Opportunities to transfer competitively valuable resources both from one business to another and from one country to another

d.
Ability to leverage use of a well-known and competitively powerful brand name

e.
Ability to capitalize on opportunity for cross-business and cross-country collaboration and strategic coordination

f.
Opportunities to use cross-business or cross-country subsidization to outcompete rivals

CORE CONCEPT: Transferring a powerful brand name from one product or business to another can usually be done very economically.

5.
The Combined Effects of These Advantages is Potent: A strategy of diversifying into re​lated industries and then competing globally in each of these industries thus has great potential for being a winner in the marketplace because of the long-term growth opportunities. A strategy of multinational diversification contains more competitive advantage potential than any other diversification strategy.

CORE CONCEPT: A strategy of multinational diversification has more built-in potential for competitive advantage than any other diversification strategy.
6.
It is important to recognize that cross-subsidization can only be used sparingly.

7.
As a general rule, cross-subsidization tactics are justified only when there is a good prospect that the short-term impairment to corporate profitability will be offset by stronger competitiveness and better overall profitability over the long term.

CORE CONCEPT: Although cross-subsidization is a potent competitive weapon, it can only be used infrequently because of its adverse impact on overall corporate profitability.
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Chapter Summary

Chapter 10 has a focus on examining what link, if any, there should be between a company’s efforts to craft and execute a winning strategy and its duties to conduct its activities in an ethical manner and demonstrate socially responsible behavior by being committed corporate citizens and attending to the needs of nonowner stakeholders – employees, the communities in which it operates, the disadvantaged, and society as a whole.

Lecture Outline

I.
Strategy and Ethics   

1.
Ethics involves concepts of right and wrong, fair and unfair, moral and immoral. The issue here is how do notions of right and wrong, fair and unfair, moral and immoral, ethical and unethical translate into judging management decisions and the strategies and actions of companies in the marketplace.

II.
What Do We Mean By Business Ethics? 
1.
Business ethics is the application of general ethical principles and standards to business behavior.

2.
Business ethics does not really involve a special set of ethical standards applicable only to business situations.

3.
Ethical principles in business are not materially different from ethical principles in general.

CORE CONCEPT: By business ethics, we mean the application of general ethical principles and standards to business behavior.
4.
Business must draw its ideas of “the right thing to do” and “the wrong thing to do” from the same sources as anyone else. A business should not make its own rules about what is right and wrong.

CORE CONCEPT: Business actions are judged by the general ethical standards of society, not by a special set of permissive standards.

A.
The Three Categories of Management Morality  
1.
Three categories of managers stand out with regard to ethical and moral principles in business affairs: 

a.
The moral manager – Moral managers are dedicated to high standards of ethical behavior, both in their own actions and in their expectations of how the company’s business is to be conducted.

b.
The immoral manager – Immoral managers are actively opposed to ethical behavior in business and willfully ignore ethical principles in their decision making.

c.
The amoral manager – Amoral managers appear in two forms: the intentionally amoral manager and the unintentionally amoral manager. Intentionally amoral managers consciously believe business and ethics are not to be mixed because different rules apply in business versus other realms of life. Unintentionally amoral managers do not pay much attention to the concept of business ethics either, but for different reasons. They are simply causal about, careless about, or inattentive to the fact that certain kinds of business decisions or company activities have deleterious effects on others – in short, they are simply blind to the ethical dimension of decisions and business actions.

2.
Many business professors have noted there are considerable numbers of amoral business students in classrooms. So efforts to root out business corruption and implant high ethical principles into the managerial process of crafting and executing strategy is unlikely to produce an ethically strong global business climate anytime in the near future, barring major effort.

B.
What are the Drivers of Unethical Strategies and Business Behavior? 
1.
The apparent pervasiveness of immoral and amoral businesspeople is one obvious reason why companies may resort to unethical strategic behavior. Three other main drivers of unethical business behavior stand out: 

a.
Overzealous or obsessive pursuit of personal gain, wealth, and other selfish interests

b.
Heavy pressures on company managers to meet or beat earnings targets

c.
A company culture that puts the profitability and good business performance ahead of ethical behavior

2.
Overzealous Pursuit of Personal Gain, Wealth, and Selfish Interests: People who are obsessed with wealth accumulation, greed, power, status, and other selfish interests often push ethical principles aside in their quest for self gain. Driven by their ambitions, they exhibit few qualms in doing whatever is necessary to achieve their goals.

3.
Heavy Pressures on Company Managers to Meet or Beat Earnings Targets: When companies find themselves scrambling to achieve ambitious earnings growth and meet quarterly and annual performance expectations of Wall Street analysts and investors, managers often feel enormous pressure to do whatever it takes to sustain the company’s reputation for delivering good financial performance. Once ethical boundaries are crossed in efforts to “meet or beat the numbers”, the threshold for making more extreme ethical compromises becomes lower. Company executives often feel pressured to hit financial performance targets because their compensation depends heavily on the company’s performance. The fundamental problem with a “make the numbers and move on” syndrome is that a company does not really serve its customers or its shareholders by putting top priority on the bottom line.

4.
Company Cultures That Put the Bottom Line Ahead of Ethical Behavior: When a company’s culture spawns an ethically corrupt or amoral work climate, people have a company-approved license to ignore “what’s right” and engage in most any behavior or employ most any strategy they think they can get away with.

C.
Business Ethics in the Global Community
1.
Notions of right and wrong, fair and unfair, moral and immoral, ethical and unethical are present in all societies, organizations, and individuals. Some concepts of what is right and what is wrong are universal and transcend most all cultures. There are important instances in which what is deemed fair or unfair, what constitutes proper regard for human rights and what is considered ethical or unethical in business situations varies from one society or country to another. Hence, there are occasions when it is relative whether certain actions or behaviors are right or wrong.

CORE CONCEPT: The school of ethical universalism holds that human nature is the same everywhere and thus that ethical rules are cross-culture; the school of ethical relativism holds that different societal cultures and customs give rise to divergent values and ethical principles of right and wrong.

2.
Cross-Culture Variability in Ethical Standards: Religious beliefs, historic traditions, social customs, and prevailing political and economic doctrines all heavily affect what is deemed ethical or unethical in a particular society or country. There are differences in the degree to which some ethical behaviors are considered more important than others. Apart from certain universal basics, there are variations in what societies generally agree to be right and wrong in the conduct of business activities and certainly there are cross-country variations in the degree to which certain behaviors are considered unethical.

3.
Illustration Capsule 10.1, When Cultures Clash on Ethical Standards: Some Examples, provides examples of business situations in which cultures and local customs have clashed on ethical standards.

Illustration Capsule 10.1, When Cultures Clash on Ethical Standards: Some Examples 
Discussion Question
1.
After reading the three business examples provided, explain how you would perceive each one. Discuss why you would find it ethical or unethical. Defend and support your choice.

Answer: Varying responses are to be expected from individual students. However, each response should be amply supported and defended.

4.
The view that what constitutes ethical or unethical conduct can vary according to time, circumstance, local cultural norms, and religious convictions leads to the conclusion that there is no objective way to prove that some countries or cultures are correct and others are wrong about proper business ethics. To some extent, therefore, there is merit in the school of ethical relativism’s view that what is deemed right or wrong, fair or unfair, moral or immoral, ethical or unethical in business situations has to be viewed in the context of each country’s local customs, religious traditions, and societal norms.

5.
The Payment of Bribes and Kickbacks: One of the thorniest ethical problems that multinational companies face is the degree of cross-country variability in paying bribes as part of business transactions. In many countries it is normal to make payments to prospective customers in order to win or retain their business. According to a 1999 Wall Street Journal report, 30 to 60 percent of all business transactions in Eastern Europe involved paying bribes and the costs of bribe payments averaged 2 to 8 percent of revenues. The 2003 Global Corruption Report found that corruption among public officials and in business transactions is widespread across the world.

6.
Table 10.1, Perceived Degree of Government Corruption in Selected Countries, as Measured by a Composite Corruption Perceptions Index (CPI), 2002 (A CPI Score of 10 is “highly clean” and a score of 0 is “highly corrupt), shows some of the countries where corruption is believed to be lowest and highest.

7.
Table 10.2, The Degree to Which Companies in Major Exporting Countries are Perceived to Be Paying Bribes in Doing Business Abroad, presents data showing the perceived likelihood that countries in the 21 largest exporting countries are paying bribes to win business in the markets of 15 emerging markets.

8.
Table 10.3, Bribery in Different Industries, indicates that bribery was perceived to occur most often in public works contracts and construction and in the arms and defense industry.

9.
Companies that forbid the payment of bribes and kickbacks in their codes of ethical conduct and that are serious about enforcing this prohibition face a formidable challenge in those countries where bribery and kickback payments have been entrenched as a local custom for decades and are not considered unethical by many people. The same goes for multinational companies that do business in countries where bribery is legal and also in countries where bribery or kickbacks are tolerated or customary. Some people say that bribes and kickbacks are no different from tipping for service at restaurants – you pay for a service rendered.

10.
U.S. companies are prohibited by the Foreign Corrupt Practices Act (FCPA) from paying bribes to government officials, political parties, political candidates, or others in all countries where they do business. The FCPA requires U.S. companies with foreign transactions to adopt accounting practices that ensure full disclosure of a company’s transactions so that illegal payments can be detected.

11.
Cross-country variability in business conduct and ethical standards make it a formidable challenge for multinational companies to educate and motivate their employees worldwide to respect customs and traditions of other nations and at the same time adhere to the company’s own particular code of ethical behavior.

12
Determining What is Ethical When Local Standards Vary: While it is indisputable that cultural differences abound in global business activities and that these cultural differences sometimes give rise to differences in ethical principles and standards, it might be the case that in many instances of cross-country differences one side is “more right” than the other. If so, then the task of the multinational manager is to discover what the right ethical standards are and act accordingly.

CORE CONCEPT: Managers in multinational enterprises have to figure out how to navigate the gray zone that arises when operating in two cultures with two sets of ethics.

13.
A company that elects to conform to local ethical standards necessarily assumes that what prevails as local morality is an adequate guide to ethical behavior. This can be ethically dangerous.

D.
Approaches to Managing a Company’s Ethical Conduct 
1.
The stance a company takes in dealing with or managing ethical conduct at any given point can take any of four basic forms:

a.
The unconcerned or non-issue approach

b.
The damage control approach

c.
The compliance approach

d.
The ethical culture approach

2.
Table 10.4, Four Approaches to Managing Business Ethics, summarize these four approaches.

3.
The Unconcerned or Non-Issue Approach: The unconcerned approach is prevalent at companies whose executives are immoral and unintentionally amoral. Companies using this approach ascribe to the view that business ethics is an oxymoron in a dog-eat-dog, survival-of-the-fittest world and that under-the-table dealing can be good business. Companies in this mode are usually out to make the greatest possible profit at most any cost and the strategies they employ, while legal, may well embrace elements that are ethically shady or unsavory.

4.
The Damage Control Approach: Damage control is favored at companies whose managers are intentionally amoral but who fear scandal and are desirous of containing adverse fallout from claims that the company’s strategy has unethical components or that company personnel engage in unethical practices. Companies using this approach usually make some concessions to window-dressing ethics, going so far as to adopt a code of ethics so that their executives can point to it as evidence of their ethical commitment should any ethical lapses on the company’s part be exposed. The main objective of the damage control approach is to protect against adverse publicity brought on by angry or vocal stakeholders, outside investigation, threats of litigation, or punitive government action.

5.
The Compliance Approach: Anywhere from light to forceful compliance is favored at companies whose managers lean toward being somewhat amoral but are highly concerned about having ethically upstanding reputations or are amoral and see strong compliance methods as the best way to impose and enforce ethical rules and high ethical standards. Companies that adopt a compliance mode usually do some or all of the following to display their commitment to ethical conduct: make the code of ethics a visible and regular part of communications with employees, implement ethics training programs, appoint a chief ethics officer or ethics ombudsperson, have ethics committees to give guidance on ethics matters, institute formal procedures for investigating alleged ethics violations, conduct ethics audits to measure and document compliance, give ethics awards to employees for outstanding efforts to create an ethical climate and improve ethical performance, and/or install ethics hotlines to help detect and deter violations. Emphasis here is usually on securing broad compliance and measuring the degree to which ethical standards are upheld and observed. One of the weaknesses of the compliance approach is that moral control resides in the company’s code of ethics and in the ethics compliance system rather than in an individual’s own moral responsibility for ethical behavior.

6.
The Ethical Culture Approach: A company using the ethical culture approach seeks to gain employee buy-in to the company’s ethical standards, business principles, and corporate values. Many of the trappings used in the compliance approach are also manifest in the ethical culture mode, but one other is added – strong peer pressure from coworkers to observe ethical norms. One of the challenges to overcome in the ethical culture approach is that moral control resides in the code and in the ethics compliance system rather than in an individual’s own moral responsibility for ethical behavior.

7.
Why a Company Can Change Its Ethics Management Approach: Regardless of the approach they have used to managing ethical conduct, a company’s executives may sense they have exhausted a particular mode’s potential for managing ethics and that they need to be become more forceful in their approach to ethics management.

E.
Why Should Company Strategies Be Ethical?
1.
There are two reasons why a company’s strategy should be ethical:

a.
Because a strategy that is unethical in whole or in part is morally wrong and reflects badly on the character of the company personnel involved

b.
Because an ethical strategy is good business and is in the self-interest of shareholders

2.
There are solid business reasons to adopt ethical strategies even if most company managers are not of strong moral character and personally committed to high ethical standards:

a.
Pursuing unethical strategies puts a company’s reputation at high risk and can do lasting damage

b.
Rehabilitating a company’s shattered reputation is time consuming and costly

c.
Customers shun companies known for their shady behavior

d.
Companies with reputations for unethical conduct have considerable difficulty in recruiting and retaining talented employees

CORE CONCEPT: Conducting business in an ethical fashion is in a company’s enlightened self-interest.

3.
Illustration Capsule 10.2, Strategies to Gain New Business at Wall Street Investment Banking Firms: Ethical or Unethical?, describes elements of the strategies that three of the world’s most prominent investment banking firms employed to attract new clients and reward the executives of existing clients.

Illustration Capsule 10.2, Strategies to Gain New Business 
at Wall Street Investment Banking Firms: Ethical or Unethical? 

Discussion Question
1.
Present your opinion on whether you consider such business conduct/actions to be ethical or unethical. Discuss and defend your response.

Answer: The responses will vary contingent upon individual points of view. However, all responses should be supported and defended.

F.
Linking a Company’s Strategy to Its Ethical Principles and Core Values
1.
There is a big difference between having a code of ethics and a values statement that serve merely as a public window dressing and having ethical standards and corporate values that truly paint the white lines for a company’s actual strategy and business conduct. 



2.
Indeed, the litmus test of whether a company’s code of ethics and statement of core values are cosmetic is the extent to which they are embraced in crafting strategy and in operating the business on a day-to-day basis.

CORE CONCEPT: More attention is paid to linking strategy with ethical principles and core values in companies headed by moral executives and in companies where ethical principles and core values are a way of life.

III.
Strategy and Social Responsibility  
1.
The idea that businesses have an obligation to foster social betterment took root in the 19th century when progressive companies, in the aftermath of the industrial revolution, began to provide workers with housing and other amenities.

CORE CONCEPT: The notion of social responsibility as it applies to businesses concerns a company’s duty to operate by means that avoid harm to stakeholders and the environment and further, to consider the overall betterment of society in its decisions and actions.

2.
Today, corporate social responsibility is a concept that resonates in Western Europe, the United States, Canada, and such developing nations as Brazil and India.

A.
What Do We Mean By Social Responsibility? 
1.
The essence of socially responsible business behavior is that a company should strive to balance the benefits of strategic actions to benefit shareholders against any possible adverse impacts on other stakeholders and to proactively mitigate any harmful effects on the environment that its actions and business can have.

2.
Social responsibility includes corporate philanthropy and actions to earn the trust and respect of stakeholders for the firm’s efforts to improve the general well being of customers, employees, local communities, society at large, and the environment.

3.
Figure 10.1, Categories of Socially Responsible Business Behavior, depicts a company’s menu for crafting its social responsibility strategy.

4.
A company’s menu for crafting its social responsibility strategy includes:

a.
Efforts to employ an ethical strategy and observe ethical principles in operating the business

b.
Making charitable contributions, donating money and the time of company personnel to community service endeavors, supporting various worthy organizational causes, and reaching out to make a difference in the lives of the disadvantaged

CORE CONCEPT: Business leaders who want their companies to be regarded as exemplary corporate citizens must not only see that their companies operate ethically, but also display a social conscience in decisions that affect employees, the environment, the communities in which they operate, and society at large.

c.
Actions to protect or enhance the environment and in particular, to minimize or eliminate any adverse impact on the environment stemming from the company’s own business activities

d.
Actions to create a work environment that enhances the quality of life for employees and makes the company a great place to work

e.
Actions to build a workforce that is diverse with respect to gender, race, national origin, and perhaps other aspects that different people bring to the workplace    

B.
Linking Strategy and Social Responsibility 
1.
There can be no generic approach linking a company’s strategy and business conduct to social responsibility.

2.
The combination of socially responsible endeavors a company elects to pursue defines its social responsibility strategy.

CORE CONCEPT: A company’s social responsibility strategy is defined by the specific combination of socially beneficial activities it opts to support with its contributions of time, money, and other resources.

CORE CONCEPT: Each company’s strategic efforts to operate in a socially responsible manner should be custom-tailored matched to its core values and business mission, thereby representing its own statement about “how we do business and how we intend to fulfill our duties to all stakeholders and society at large.”

3.
While the strategies and actions of all socially responsible companies have a sameness in the sense of drawing on the five categories of socially responsible behavior shown in Figure 10.1, each company’s version of being socially responsible is unique.

C.
The Moral Case for Corporate Social Responsibility  

1.
The moral case for why businesses should actively promote the betterment of society and act in a manner that benefits all of the company’s stakeholders boils down to a basic concept – It is the right thing to do.

CORE CONCEPT: Every action a company takes can be interpreted as a statement of what the company stands for.

D.
The Business Case for Socially Responsible Behavior 
1.
There are several reasons why the exercise of social responsibility is good business:

a.
It generates internal benefits particularly as concerns employee recruiting, workforce retention, and training costs

b.
It reduces the risk of reputation-damaging incidents and can lead to increased buyer patronage

CORE CONCEPT: The higher the public profile of a company or brand, the greater scrutiny of its activities and the higher the potential for it to become a target for pressure group action.

c.
It is in the best interest of shareholders    

CORE CONCEPT: There is little hard evidence indicating shareholders are disadvantaged in any meaningful or substantive way by a company’s actions to be socially responsible.

2.
Companies that take social responsibility seriously can improve their business reputations and operational efficiency while also reducing their risk exposure and encouraging loyalty and innovation.

E.
The Controversy Over Do-Good Executives 
1.
While there is substantial agreement that businesses have stakeholder and societal obligations and that these must be incorporated into a company’s overall strategy and into the conduct of its business operations, there is much less agreement about the extent to which “do-good” executives should pursue their personal vision of a better world using company funds.

2.
There are real problems with disconnecting business behavior from the well being of nonowner stakeholders and the well being of society at large.

3.
While there is legitimate concern about the use of company resources for do-good purposes and the motives and competencies of business executives in functioning as social engineers, it is tough to argue that businesses have no obligation to nonowner stakeholders or to society at large.

F.
How Much Attention to Social Responsibility is Enough?
1.
Judging how far a particular company should go in pursuing particular social causes is a tough issue.

G.
Linking Social Performance Targets to Executive Compensation
1.
Perhaps the most surefire way to enlist genuine commitment to corporate social responsibility initiatives is to link the achievement of social performance targets to executive compensation.

2.
According to one survey, 80 percent of surveyed CEOs believe that environmental and social performance metrics are a valid part of measuring a company’s overall performance.

chapter11Lecture Notes
Building Resource Strengths and Organizational Capabilities

Chapter Summary

Chapter 11 examines the process of executing an organizational strategy. It has an emphasis on the conversion of a strategy into actions and good results for organizations. The chapter explores how executing strategy is an operations-driven activity that revolves around the management of people and business processes. It denotes that successfully executing a strategy depends on doing a good job of working with and through others, building and strengthening competitive capabilities, motivating and rewarding people in a strategy-supportive manner, and instilling a discipline of getting things done. Chapter Eleven defines executing strategy as an action-oriented, make-things-happen task that tests a manager’s ability to direct organizational change, achieve continuous improvement in operations and business practices, create and nurture a strategy-supportive culture, and consistently meet or beat performance targets.                  

Lecture Outline

I.
Introduction 

1.
What makes executing strategy a tougher, more time-consuming management challenge than crafting strategy is the wide array of managerial activities that have to be attended to, the many ways mangers can proceed, the demanding people-management skills required, the perseverance necessary to get a variety of initiatives launched and moving, the number of bedeviling issues that must be worked out, the resistance to change that must be overcome, and the difficulties of integrating the efforts of many different work groups into a smoothly functioning whole.

2.
Just because senior managers announce a new strategy does not mean that organizational members will agree with it or enthusiastically move forward in implementing it. It takes adept managerial leadership to convincingly communicate the new strategy and the reasons for it, overcome pockets of doubt and disagreements, secure the commitment and enthusiasm of concerned parties, build consensus on all the hows of implementation and execution, and move forward to get all the pieces into place.

3.
Executing strategy is a job for the whole management team, not just a few senior managers.

4.
Strategy execution requires every manager to think through the answer to “What does my area have to do to implement its part of the strategic plan and what should I do to get these things accomplished effectively and efficiently?” 

CORE CONCEPT: All managers have strategy-executing responsibility in their areas of authority and all employees are participants in the strategy execution process.

II.
A Framework for Executing Strategy    
1.
Implementing and executing strategy entails figuring out all the hows – the specific techniques, actions, and behaviors – that are needed for a smooth strategy-supportive operation – and then following through to get things done and deliver results.

2.
The first step in implementing strategic changes is for management to communicate the case for organizational changes so clearly and persuasively to organizational members that a determined commitment takes hold throughout the ranks to find ways to put the strategy into place, make it work, and meet performance targets.

3.
Management’s handling of the strategy implementation process can be considered successful if and when the company achieves the targeted strategic and financial performance and shows good progress in making its strategic vision a reality.

4.
There is no definitive 10-step checklist or managerial recipe for successful strategy execution. Strategy execution varies according to individual company situations and circumstances, the strategy implementer’s best judgment, and the implementer’s ability to use particular organizational change techniques effectively.

III.
The Principal Management Components of the Strategy Executing Process 
1.
While a company’s strategy-executing approaches always have to be tailored to the company’s situation, certain managerial bases have to be covered no matter what the circumstances.

2.
Figure 11.1, The Eight Components of the Strategy Execution Process, depicts the eight managerial tasks that come up repeatedly in a company’s efforts to execute strategy.

3.
The eight managerial tasks that crop up repeatedly in company efforts to execute strategy include:

a.
Building an organization with the competences, capabilities, and resource strengths to execute strategy successfully

b.
Marshaling resources to support the strategy execution effort

c.
Instituting policies and procedures that facilitate strategy execution

d.
Adopting best practices and striving for continuous improvement

e.
Installing information and operating systems that enable company personnel to carry out their strategic roles proficiently

f.
Tying rewards and incentives directly to the achievement of strategic and financial targets and to good strategy execution

g.
Shaping the work environment and corporate culture to fit the strategy

h.
Exerting the internal leadership needed to drive implementation forward and keep improving on how the strategy is being executed

4.
In devising an action agenda for implementing and executing strategy, the place for managers to start is with a probing assessment of what the organization must do differently and better to carry out the strategy successfully. They should then consider precisely how to make the necessary internal changes as rapidly as possible.

CORE CONCEPT: When strategies fail, it is often because of poor execution – things that were supposed to get done slip through the cracks.

5.
The bigger the organization, the more that successful strategy execution depends on the cooperation and implementing skills of operating managers who can push needed changes at the lowest organizational levels and deliver results.

6.
Regardless of the organization’s size and the scope of the changes, the most important leadership trait is a strong, confident sense of what to do and how to do it.

7.
Managing the Strategy Execution Process: What’s Covered in Chapters 11, 12, and 13: This chapter explores the task of building strategy-supportive competences, capabilities, and resource strengths. Chapter 12 looks at allocating sufficient money and people to the performance of strategy-critical activities, establishing strategy-facilitating policies and procedures, instituting best practices, installing operating systems, and tying rewards to the achievement of good results. Chapter 13 deals with creating a strategy-supportive corporate culture and exercising appropriate strategic leadership.

IV.
Building a Capable Organization  
1.
Building a capable organization is always a top priority in strategy execution. Three types of organization-building actions that are paramount include:

a.
Staffing the organization

b.
Building core competences and competitive capabilities

c.
Structuring the organization and work effort

2.
Figure 11.2, The Three Components of Building a Capable Organization, looks at the three components necessary for building a capable organization.

V.
Staffing the Organization  
1.
No company can hope to perform the activities required for successful strategy execution without attracting capable managers and without employees that give it a suitable knowledge base and portfolio of intellectual capital.

A.
Putting Together a Strong Management Team
1.
Assembling a capable management team is a cornerstone of the organization-building task.

CORE CONCEPT: Putting together a talented management team with the right mix of skills and experiences is one of the first strategy implementing steps.

2.
The personal chemistry among the members of the management team needs to be right and the talent base needs to be appropriate for the chosen strategy.

3.
Illustration Capsule 11.1, How General Electric Develops a Talented and Deep Man​agement Team, describes General Electric’s widely acclaimed approach to developing a high-caliber management team.

Illustration Capsule 11.1, How General Electric Develops a Talented and Deep Management Team 

Discussion Question
1.
Identify the four key elements that support General Electric’s efforts to build a talent-rich stable of managers. Has this approach proven to be successful? Explain.

Answer: The four key elements employed by this organization include: transferring managers across divisional, business, or functional lines for sustained periods of time, exhibition of the four “E”s by potential executive candidates, proficiency in what is termed “workout”, and attendance in the Leadership Development Center.

This approach has proven to be highly successful for the organization. Today, General Electric is widely considered to be one of the best-managed companies in the world, partly because of its concerted effort to develop outstanding managers.

B.
Recruiting and Retaining Capable Employees
1.
Staffing the organization with the right kinds of people must go much deeper than managerial jobs in order to build an organization capable of effective strategy execution.

2.
In high-tech companies, the challenge is to staff work groups with gifted, imaginative, and energetic people who can bring life to new ideas quickly.

CORE CONCEPT: In many industries adding to a company’s talent base and building intellectual capital is more important to strategy execution than additional investments in plants, equipment, and other hard assets.

3.
Where intellectual capital is crucial in building a strategy-capable organization, companies have instituted a number of practices in staffing their organizations and developing a strong knowledge base: 

a.
Spending considerable effort in screening and evaluating job applicants

b.
Putting employees through training programs that continue throughout their careers

c.
Provide promising employees with challenging, interesting, and skills-stretching assignments

d.
Rotating people through jobs that not only have great content but also span functional and geographic boundaries

e.
Encouraging employees to be creative and innovative

f.
Fostering a stimulating and engaging work environment such that employees will consider the company a great place to work

g.
Exerting efforts to retain high-potential, high-performing employees

h.
Coaching average performers to improve their skills while weeding out underperformers and benchwarmers

VI.
Building Core Competences and Competitive Capabilities  

1.
A top organization-building priority in the strategy implementing/executing process is the need to build and strengthen competitively valuable core competences and organizational capabilities.

A.
The Three-Stage Process of Developing and Strengthening Competences and Capa​bilities
1.
Building core competences and competitive capabilities is a time consuming, managerially challenging exercise.

2.
The capability building process has three stages:

a.
Stage 1: First, the organization must develop the ability to do something, however imperfectly or inefficiently

b.
Stage 2: As experience grows and company personnel learn how to perform the activity consistently well and at an acceptable cost, the ability evolves into a tried and true competence or capability

c.
Stage 3: Should the organization continue to polish and refine its know-how and otherwise sharpen its performance such that it becomes better than rivals at performing the activity, the core competence rises to the rank of a distinctive competence, thus providing a path to competitive advantage

3.
Managing the Process: Four traits concerning core competencies and competitive capabilities are important in successfully managing the organization-building process:

a.
Core competences and competitive capabilities are bundles of skills and know-how that most often grow out of the combined efforts of cross-functional work groups and departments performing complementary activities at different locations in the firm’s value chain

b.
Normally, a core competence or capability emerges incrementally out of company efforts either to bolster skills that contributed to earlier successes or to respond to customer problems, new technological and market opportunities, and the competitive maneuverings of rivals

c.
The key to leveraging a core competence into a distinctive competence or a capability into a competitively superior capability is concentrating more effort and more talent than rivals on deepening and strengthening the competence or capability so as to achieve the dominance needed for competitive advantage

d.
Evolving changes in customer’s needs and competitive conditions often require tweaking and adjusting a company’s portfolio of competences and intellectual capital to keep its capabilities fresh honed and on the cutting edge

4.
Managerial actions to develop core competences and competitive capabilities generally take one of two forms:

a.
Strengthening the company’s base of skills, knowledge, and intellect

b.
Coordinating and networking the efforts of the various work groups and departments

5.
One organization-building question is whether to develop the desired competences and capabilities internally or to outsource them by partnering with key suppliers or forming strategic alliances. The answer depends on what can be safely delegated to outsides suppliers or allies versus what internal capabilities are key to the company’s long-term success.

6.
Sometimes the tediousness of internal organization building can be shortcut by buying a company that has the requisites capability and integrating its competences into the firm’s value chain. Capabilities-motivated acquisitions are essential when a market opportunity can slip by faster than a needed capability can be created internally and when industry conditions, technology, or competitors are moving at such a rapid clip that time is of the essence.

7.
Updating and Reshaping Competences and Capabilities as External Conditions and Company Strategy Change: Competencies and capabilities that grow stale can impair competitiveness unless they are refreshed, modified, or even replaced in response to ongoing market changes and shifts in company strategy. Thus, it is appropriate to view a company as a bundle of evolving competences and capabilities. Management’s organization-building challenge is one of deciding when and how to recalibrate existing competences and capabilities and when and how to develop new ones. Although the task is formidable, ideally it produces a dynamic organization.

B.
From Competences and Capabilities to Competitive Advantage
1.
Strong core competences and competitive capabilities are important avenues for securing a competitive edge over rivals in situations where it is relatively easy for rivals to copy smart strategies.

CORE CONCEPT: Building competences and capabilities has a huge payoff – improved strategy execution and a potential for competitive advantage.
2.
Cutting-edge core competences and organizational capabilities are not easily duplicated by rival firms; thus any competitive edge they produce is likely to be sustainable, paving the way for above-average organizational performance.

C.
The Strategic Role of Employee Training
1.
Training and retraining are important when a company shifts to a strategy requiring different skills, competitive capabilities, managerial approaches, and operating methods.

2.
The strategic importance of training has not gone unnoticed. Over 600 companies have established internal “universities” to lead the training effort, facilitate continuous organizational learning, and help upgrade company competences and capabilities.

VII. Matching Organization Structure to Strategy  

1.
There are few hard and fast rules for organizing the work effort to support strategy.

2.
Figure 11.3, Structuring the Work Effort to Promote Successful Strategy Execution, looks at some of the considerations that are common to most all organizations.

A.
Deciding Which Value Chain Activities to Perform Internally and Which to Outsource
1.
In any business, some activities in the value chain are always more critical to strategic success and competitive advantage than others.

2.
As a general rule, strategy-critical activities need to be performed internally so that management can directly control their performance. Less important and some support functions may be strong candidates for outsourcing.

3.
A number of companies have found ways to successfully rely on outside components suppliers, product designers, distribution channels, advertising agencies, and financial services firms to perform strategically significant value chain activities. So while performing strategy-critical activities in-house makes good sense, there can be times when outsourcing some of them works to good advantage.

4.
The Merits of Outsourcing Noncritical Value Chain Activities: One way to reduce managerial distraction from strategy-critical activities is to utilize outsourcing for support activities. One way to reduce such managerial distractions is to cut the number of internal staff support activities and instead rely on outside vendors with specialized expertise to supply noncritical support services. Besides less internal hassle and lower costs there are other strong reasons to consider outsourcing. Approached from a strategic point of view, outsourcing noncritical support activities can decrease internal bureaucracies, flatten the organization structure, speed decision-making, heighten the company’s strategic focus, improve its innovative capacity, and increase competitive responsiveness.

CORE CONCEPT: Outsourcing has many strategy-executing advantages – lower costs, less internal bureaucracy, speedier decision-making, and heightened strategic focus.

5.
The Merits of Partnering with Others to Gain Added Competitive Capabilities: Par​tnerships can add to a company’s arsenal of capabilities and contribute to better strategy execution. By building, continually improving, and then leveraging partnerships, a company enhances its overall organizational capabilities and builds resource strength.

CORE CONCEPT: Strategic partnerships, alliances, and close collaboration with suppliers, distributors, and makers of complementary products, and even competitors all make good strategic sense whenever the result is to enhance organizational resources and capabilities.

6.
The Dangers of Excessive Outsourcing: A company that goes overboard on outsourcing can hollow out its knowledge base so as to leave itself at the mercy of outside suppliers and short of the resource strengths to be master of its own destiny.

7.
Outsourcing strategy-critical activities must be done judiciously and with safeguards against losing control over the performance of key value chain activities and becoming overly dependent on outsiders.

B.
Making Strategy-Critical Activities the Main Building Blocks of the Organization Structure
1.
The rationale for making strategy-critical activities the main building blocks in structuring a business is compelling.

2.
Once strategy is chosen, structure must be modified to fit the strategy if an approximate fit does not already exist.

CORE CONCEPT: Just as a company’s strategy evolves to stay in tune with changing external circumstances, so must an organization’s structure evolve to fit shifting requirements for proficient strategy execution.

3.
The Primary Building Blocks of the Organization Structure: The primary organizational building blocks within a business are usually traditional functional departments such as R&D, engineering and design, production and operations, sales and marketing, information technology, finance and accounting, and human resources and process-complete departments such as supply chain management, filling customer orders, customer service, quality control, and direct sales via the company’s Web site. In enterprises with operations in various countries around the world, the basic building blocks may also include geographical organizational units, each of which has profit/loss responsibility for its assigned geographic areas. In vertically integrated firms, the major building blocks are divisional units performing one or more of the major processing steps along the value chain. The typical building blocks of a diversified company are its individual businesses.

4.
Why Functional Organizational Structures Often Impede Strategy Execution: A big weakness of traditionally functionally organized structures is that pieces of strategically relevant activities and capabilities often end up scattered across many departments, with the result that no one manager or group is accountable.

5.
Increasingly during the past decade, companies have found that rather than continuing to scatter related pieces of a strategy-critical business process across several functional departments and scrambling to integrate their efforts, it is better to reengineer the work effort and create process departments.

6.
Pulling the pieces of strategy-critical processes out of the functional silos and creating process departments or cross-functional work groups charged with performing all the steps needed to produce a strategy-critical result has been termed business process reengineering.

CORE CONCEPT: Business process reengineering involves pulling the pieces of a strategy-critical process out of various functional departments and integrating them into a streamlined, cohesive series of work steps performed within a single work unit.

7.
Reengineering strategy-critical business processes to reduce fragmentation across traditional departmental lines and cut bureaucratic overhead has proved to be a legitimate organizational design tool, not just a passing fad.

C.
Determining the Degree of Authority and Independence to Give Each Unit and Each Employee
1.
The two extremes are to centralize decision-making at the top (the CEO and a few close lieutenants) or to decentralize decision-making by giving managers and employees considerable decision-making latitude in their areas of responsibility.

2.
Table 11.1, Advantages and Disadvantages of Centralized versus Decentralized Decision-Making, shows the two approaches to decision-making are based on sharply different underlying principles and beliefs, with each having pros and cons.

3.
Centralized Decision-Making: In a highly centralized organization structure, top executives retain authority for most strategic and operating decisions and keep a tight reign on business-unit heads, department heads, and the managers of key operating units; comparatively little discretionary authority is granted to front-line supervisors and rank and file employees. The command-and-control paradigm of centralized structures is based on the underlying assumption that frontline personnel have neither the time nor the inclination to direct and properly control the work they are performing and that they lack the knowledge and judgment to make wise decisions about how best to do it – hence the need for managerially prescribed policies and procedures, close supervision, and tight control.

CORE CONCEPT: There are disadvantages to having a small number of top-level managers micromanage the business by personally making decisions or by requiring they approve the recommendations of lower-level subordinates before actions can be taken.

4.
Decentralized Decision-Making: In a highly decentralized organization, decision-making authority is pushed down to the lowest organizational level capable of making timely, informed, competent decisions. The objective is to put adequate decision-making authority in the hands of those closest to and most familiar with the situation and train them to weigh all the factors and exercise good judgment. 


CORE CONCEPT: The ultimate goal of decentralized decision-making is not to push decisions down to lower levels but to put decision-making authority in the hands of those persons or teams closest to and most knowledgeable about the situation.

5.
Decentralized organization structures have much to recommend them. Delegating greater authority to subordinate managers and employees creates a more horizontal organization structure with fewer management layers.

6.
Insofar as all five tasks of strategic management are concerned, a decentralized approach to decision-making means that the managers of each organizational unit should not only lead to the crafting of their unit’s strategy but also the decision making on how to execute it.

7.
The past decade has seen a growing shift from authoritarian, multilayered hierarchical structures to flatter, more decentralized structures that stress employee empowerment.

8.
Maintaining Control in a Decentralized Organization Structure: Maintaining adequate organizational control over empowered employees is generally accomplished by placing limits on the authority that empowered personnel can exercise, holding people accountable for their decisions, instituting compensation incentives that reward people for doing their jobs in a manner that contributes to good company performance, and creating a corporate culture where there is strong peer pressure on individuals to act responsibly.

9.
Capturing Strategic Fits in a Decentralized Structure: Diversified companies striving to capture cross-business strategic fits have to beware of giving business heads full rein to operate independently when cross-business collaboration is essential in order to gain strategic fit benefits.

D.
Providing for Internal Cross-Unit Coordination
1.
The classic way to coordinate the activities of organizational units is to position them in the hierarchy so that those most closely related report to a single person.

2.
But, as explained earlier, the functional organizational structures employed in most businesses often result in fragmentation. To combat fragmentation and achieve the desired degree of cross-unit cooperation and collaboration, most companies supplement their functional organization structures.

3.
Illustration Capsule 11.2, Cross-Unit Coordination on Technology at 3M Corpor​ation, depicts how this company puts the necessary organizational arrangements into place to create worldwide coordination on technology matters.

Illustration Capsule 11.2, Cross-Unit Coordination on Technology at 3M Corporation 

Discussion Question
1.
How has the collaborative efforts in play at this organization affected its business operations?

Answer: As a result of collaborative efforts, 3M has developed a portfolio of more than 100 technologies and created the capability to routinely use them in product applications in three different divisions that each serve multiple markets.

E.
Providing for Collaboration with Outside Suppliers and Strategic Allies
1.
Someone or some group must be authorized to collaborate with each major outside constituency involved in strategy execution.

2.
Forming alliances and cooperative relationships presents immediate opportunities and opens the door to future possibilities, but nothing valuable is realized until the relationship grows, develops, and blossoms.

3.
Building organizational bridges with external allies can be accomplished by appointing “relationship managers” with responsibility for making particular strategic partnerships or alliances generate the intended benefits.

F.
Perspectives on Structuring the Work Effort   


1.
All organization designs have their strategy-related strengths and weaknesses.

CORE CONCEPT: There is no perfect or ideal way of structuring the work effort.

2.
To do a good job of matching structure to strategy, strategy implementers first have to pick a basic design and modify it as needed to fit the company’s particular business lineup.

3.
They must then supplement the design with appropriate coordinating mechanisms and institute whatever networking and communication arrangements it takes to support effective execution of the firm’s strategy.

4.
The ways and means of developing stronger core competences and organizational capabilities have to fit a company’s own circumstances.

CORE CONCEPT: Organizational capabilities emerge from a process of consciously knitting together the efforts of different work groups, departments, and external allies; not from how the boxes on the organization chart are arranged.

VIII. Organizational Structures of the Future  
1.
Many of today’s companies are winding up the task of remodeling their traditional hierarchical structures once built around functional specialization and centralized authority.

CORE CONCEPT: Revolutionary changes in how companies are organizing the work effort have been occurring since the early 1990s.

2.
The organizational adjustments and downsizing of companies in 2001-2002 have brought further refinements and changes to streamline organizational activities and shake out inefficiencies. The goals have been to make the organizations leaner, flatter, and more responsive to change. Many companies are drawing on five tools of organizational design:

a.
Empowered managers and workers 

b.
Reengineered work processes

c.
Self-directed work teams

d.
Rapid incorporation of Internet technology applications

e.
Networking with outsiders to improve existing capabilities and create new ones    

3.
The organization of the future will have several new characteristics:

a.
Fewer barriers between vertical ranks, between functions and disciplines, between units in different geographic locations, and between the company and its suppliers, distributors/dealers, strategic allies, and customers

b.
A capacity for change and rapid learning

c.
Collaborative efforts among people in different functional specialties and geographic locations – essential to create organization competences and capabilities

d.
Extensive use of Internet technology and e-commerce business practices – real-time data and information systems, greater reliance on online systems for transacting business with suppliers and customers, and Internet-based communication and collaboration with suppliers, customers, and strategic partners

chapter12Lecture Notes
Managing Internal Operations Actions that Promote Better Strategy Execution

Chapter Summary

Chapter 12 discusses five additional managerial actions that facilitate the success of a company’s strategy execution efforts. These include (1) marshaling resources to support the strategy execution effort, (2) instituting policies and procedures that facilitate strategy execution, (3) adopting best practices and striving for continuous improvement in how value chain activities are performed, (4) installing information and operating systems that enable company personnel to carry out their strategic roles proficiently, and (5) tying rewards and incentives directly to the achievement of strategic and financial targets and to good strategy execution.

Lecture Outline

I.
Marshalling Resources to Support the Strategy Execution Effort   

1.
Early in the process of implementing and executing a new or different strategy, managers need to determine what resources will be needed and then consider whether the current budgets of organizational units are suitable.

2.
A company’s ability to marshal the resources needed to support new strategic initiatives and steer them to the appropriate organizational units has a major impact on the strategy execution process.

CORE CONCEPT: The funding requirements of a new strategy must drive how capital allocations are made and the size of each unit’s operating budgets. Underfunding organizational units and activities pivotal to strategic success impedes execution and the drive for operating excellence.

3.
A change in strategy nearly always calls for budget reallocations.

4.
Visible actions to relocate operating funds and move people into new organizational units signal a determined commitment to strategic change and frequently are needed to catalyze the implementation process and give it credibility.

5.
Just fine-tuning the execution of a company’s existing strategy, however, seldom requires big movements of people and money from one area to another.

II.
Instituting Policies and Procedures that Facilitate Strategy Execution  
1.
Changes in strategy generally call for some changes in work practices and operations.

CORE CONCEPT: Well-conceived policies and procedures aid strategy execution; out-of-sync ones are barriers.

2.
It is normal for pockets of resistance to develop and for people to exhibit some degree of stress and anxiety about how the changes will affect them, especially when the changes may eliminate jobs.

3.
Figure 12.1, How Prescribed Policies and Procedures Facilitate Strategy Execution, looks at some of these effects.

4.
Prescribing new policies and operating procedures designed to facilitate strategy execution has merit from several angles:

a.
It provides top-down guidance regarding how certain things now need to be done    

b.
It helps enforce needed consistency in how particular strategy-critical activities are performed in geographically scattered operating units 

c.
It promotes the creation of a work climate that facilitates good strategy execution 

5.
Company mangers need to be inventive in devising policies and practices that can provide vital support to effective strategy implementation and execution.

6.
Illustration Capsule 12.1, Graniterock’s “Short Pay” Policy: An Innovative Way to Promote Strategy Execution, describes how this company’s policy spurs employee focus on providing total customer satisfaction and building the company’s reputation for superior customer service.

Illustration Capsule 12.1, Graniterock’s “Short Pay” Policy: An Innovative Way to Promote Strategy Execution 
Discussion Question
1.
Identify how this “short pay” strategy proved effective for this company.

Answer: This policy has worked exceptionally well, providing unmistakable feedback and spurring company managers to correct any problems quickly in order to avoid repeated short payments. Under this strategy, Graniterock has enjoyed market share increases and won the prestigious Malcolm Baldrige National Quality Award in 1992. 

7.
There is a definite role for new and revised policies and procedures in the strategy implementation process. Wisely constructed policies and procedures help channel actions, behaviors, decisions, and practices in directions that promote good strategy execution.

8.
None of this implies that companies need thick policy manuals to direct the strategy execution process and prescribe exactly how daily operations are to be conducted.

9.
Too much policy can erect as many obstacles as wrong policy or be as confusing as no policy. Prescribe enough policies to give organization members clear direction in implementing strategy and to place desirable boundaries on their actions.

III.
Adopting Best Practices and Striving for Continuous Improvement   

1.
Company managers can significantly advance the cause of competent strategy execution by pushing organization units and company personnel to identify and adopt the best practices for performing value chain activities and insisting on continuous improvement in how internal operations are conducted.

2.
One of the most widely used and effective tools for gauging how well a company is executing pieces of its strategy entails benchmarking the company’s performance of particular activities and business processes against “best in industry” and “best in world” performers.

CORE CONCEPT: Managerial efforts to identify and adopt best practices are a powerful tool for promoting operating excellence and better strategy execution.

A.
How the Process of Identifying and Incorporating Best Practices Works
1.
A best practice is a technique for performing an activity or business process that at least one company has demonstrated works particularly well.

2.
To qualify as a legitimate best practice, the technique must have a proven record in significantly lowering costs, improving quality or performance, shortening time requirements, enhancing safety, or delivering some other highly positive operating outcome.

CORE CONCEPT: A best practice is any practice that at least one company has proved works particularly well.

3.
Benchmarking is the backbone of the process for identifying, studying, and implementing outstanding practices.

4.
Informally, benchmarking involves being humble enough to admit that others have come up with world-class ways to perform particular activities yet wise enough to try to learn how to match and even surpass them.

5.
Figure 12.2, From Benchmarking and Best Practices Implementation to Operating Ex​cel​lence, explores the potential pay-off from benchmarking.

6.
The goal of benchmarking is to promote the achievement of operating excellence in a variety of strategy-critical and support activities.

7.
However, benchmarking is more complicated than simply identifying which companies are the best performers of an activity and then trying to exactly copy other companies approaches.

8.
Normally, the outstanding practices of other organizations have to be adapted to fit the specific circumstances of a company’s own business and operating requirements.

9.
A best practice remains little more than an interesting success story unless company personnel buy into the task or translating what can be learned from other companies into real action and results.

10.
Legions of companies across the world now engage in benchmarking to improve their strategy execution and gain a strategic, operational, and financial advantage over rivals.

B.
TQM and Six Sigma Quality Programs: Tools for Promoting Operational Excellence  

1.
Best practice implementation has stimulated greater management awareness of the importance of business process reengineering, total quality management (TQM) programs, Six Sigma quality control techniques, and other continuous improvement methods.

2.
Total Quality Management Programs: Total quality management (TQM) is a philosophy of managing a set of business practices that emphasizes continuous improvement in all phases of operations - 100 percent accuracy in performing tasks, involvement and empowerment of employees at all levels, team-based work design, benchmarking, and total customer satisfaction. The managerial objective is to kindle a burning desire in people to use their ingenuity and initiative to progressively improve their performance of value chain activities. TQM doctrine preaches that there is no such thing as good enough and that everyone has a responsibility to participate in continuous improvement. The long-term payoff of TQM, if it comes, depends heavily on management’s success in implanting a culture within which TQM philosophies and practices can thrive.

CORE CONCEPT: TQM entails creating a total quality culture bent on continuously improving the performance of every task and value chain activity.

3.
Six Sigma Quality Control: Six Sigma quality control consists of a disciplined, statistics-based system aimed at producing not more than 3.4 defects per million iterations for any business process – from manufacturing to customer transactions. The Six Sigma process of define, measure, analyze, improve, and control (DMAIC) is an improvement system for existing processes falling below specification and needing incremental improvement. The Six Sigma process of define, measure, analyze, design, and verify (DMADV) is an improvement system used to develop new processes or products at Six Sigma quality levels. Both Six Sigma processes are executed by personnel who have earned Six Sigma “green belts” and Six Sigma “black belts” and are overseen by personnel who have completed Six Sigma “master black belt” training. The statistical thinking underlying Six Sigma is based on the following three principles: all work is a process, all processes have variability, and all processes create data that explains variability. Six Sigma’s DMAIC process is a particularly good vehicle for improving performance when there are wide variations in how well an activity is performed. A problem tailor-made for Six Sigma occurs in the insurance industry, where it is common for top agents to outsell poor agents by a factor of 10 to 1.

4.
Illustration Capsule 12.2, Whirlpool’s Use of Six Sigma to Promote Operating Excellence, describes Whirlpool’s use of Six Sigma in its appliance business.

Illustration Capsule 12.2, Whirlpool’s Use of Six Sigma 
to Promote Operating Excellence 

Discussion Question
1.
What did Whirlpool do to sustain the productivity gains and cost savings derived through its implementation of Six Sigma?

Answer: To sustain these benefits, Whirlpool embedded Six Sigma practices within each of its manufacturing facilities worldwide and instilled a culture based on Six Sigma and lean manufacturing skills and capabilities.

CORE CONCEPT: Using Six Sigma to improve the performance of strategy-critical activities enhances strategy execution.

5.
Six Sigma can be a valuable and potent management tool for achieving operating excellence in both manufacturing and nonmanufacturing situations.

6.
The Difference Between Process Reengineering and Continuous Improvement Programs: The essential difference between business process reengineering and continuous improvement programs is that reengineering aims at quantum gains on the order of 30 to 50 percent or more whereas total quality programs stress incremental progress, striving for inch-by-inch gains again and again in a never ending stream. The two approaches to improved performance of value chain activities and operating excellence are not mutually exclusive; it makes good sense to use them in tandem.

CORE CONCEPT: Business process reengineering aims at one time quantum improvement; TQM and Six-Sigma aim at incremental progress.

C.
Capturing the Benefits of Best Practices and Continuous Improvement Programs 
1.
Research indicates that some companies benefit from reengineering and continuous improvement programs and some do not. Usually, the biggest beneficiaries are companies that view such programs not as ends in themselves but as tools for implementing and executing company strategy more effectively.

2.
To get the most from programs for facilitating better strategy execution, managers must have a clear idea of what specific outcomes really matter.

3.
The action steps managers can take to realize full value from TQM or Six Sigma initiatives include:

a.
Visible, unequivocal, and unyielding commitment to TQM and continuous improvement

b.
Nudging people toward TQM-supportive behaviors by:

i.
Screening job applicants rigorously

ii.
Providing quality training

iii.
Using teams and team-building exercises

iv.
Recognizing and rewarding individual and team efforts

v.
Stressing prevention not inspection

c.
Empowering employees

d.
Using online systems to provide all relevant parties with the latest best practices and actual experiences with them 

e.
Preaching that performance can and must be improved

4.
When used effectively, TQM, Six Sigma, and other similar continuous improvement techniques can greatly enhance a company’s product design, cycle time, production costs, product quality, service, customer satisfaction, and other operating capabilities and can help to deliver competitive advantage.

IV.
Installing Information and Operating Systems   

1.
Company strategies cannot be executed well without a number of internal systems for business operations.

2.
Well-conceived, state-of-the-art operating systems not only enable better strategy execution but also can strengthen organizational capabilities – perhaps enough to provide a competitive edge over rivals.

3.
It is nearly always better to put infrastructure and support systems in place before they are actually needed than to have to scramble to catch up to customer demand.

CORE CONCEPT: State-of-the-art support systems can be a basis for competitive advantage if they give a firm capabilities that rivals cannot match.

A.
Instituting Adequate Information Systems, Performance Tracking, and Controls 
1.
Accurate and timely information about daily operations is essential if managers are to gauge how well the strategy execution process is proceeding. Information systems need to cover five broad areas:

a.
Customer data

b.
Operations data

c.
Employee data

d.
Supplier/partner/collaborative ally data

e.
Financial performance data

2.
Real time information systems permit company mangers to stay on top of implementation initiatives and daily operations and to intervene if things seem to be drifting off course.

3.
Statistical information gives managers a feel for the numbers, briefings and meetings provide a feel for the latest developments and emerging issues, and personal contacts add a feel for the people dimension. All are good barometers.

CORE CONCEPT: Good information systems and operating data are integral to the managerial task of executing strategy.

B.
Exercising Adequate Controls over Empowered Employees
1.
Leaving empowered employees to their own devices in meeting performance standards without appropriate checks and balances can expose an organization to excessive risk.

2.
One of the main purposes of tracking daily operating performance is to relieve managers of the burden of constant supervision and give them time for other issues.

V.
Tying Rewards and Incentives To Strategy Execution  
1.
It is important for both organization subunits and individuals to be enthusiastically committed to executing strategy and achieving performance targets.

2.
To get employees’ sustained, energetic commitment, management has to be resourceful in designing and using motivational incentives – both monetary and nonmonetary.

CORE CONCEPT: A properly designed reward structure is management’s most powerful tool for mobilizing organizational commitment to successful strategy execution.

A.
Strategy-Facilitating Motivational Practices: 
1.
Financial incentives generally lead the list of motivating tools for trying to gain wholehearted employee commitment to good strategy execution and operating excellence.

2.
In addition, companies use a host of other motivational approaches to spur stronger employee commitment to the strategy execution process. Some of the most important include:

a.
Providing attractive perks and fringe benefits

b.
Relying on promotion from within whenever possible

c.
Making sure that the ideas and suggestions of employees are valued and respected

d.
Creating a work atmosphere where there is genuine sincerity, caring, and mutual respect among workers and between management and employees

e.
Stating the strategic vision in inspirational terms that make employees feel they are a part of doing something worthwhile in a larger social sense

f.
Sharing information with employees about financial performance, strategy, operational measures, market conditions, and competitors’ actions

g.
Having knockout facilities

h.
Being flexible in how the company approaches people management – motivation, compensation, recognition, recruitment – in multinational, multicultural environments

CORE CONCEPT: One of management’s biggest strategy-executing challenges is to employ motivational techniques that build a wholehearted commitment to operating excellence and winning attitudes among employees.

3.
Illustration Capsule 12.3, Companies with Effective Motivation and Reward Tech​niques, examines some of the varieties of techniques utilized by organizations to motivate employees.

Illustration Capsule 12.3, Companies with Effective Motivation and Reward Techniques 

Discussion Question
1.
Companies engage a vast variety of employee motivational techniques. What is the primary purpose of implementation of these techniques? 

Answer: Companies utilize a myriad of motivational and reward practices and techniques to help create a work environment that facilitates better strategy execution.

B.
Striking the Right Balance Between Rewards and Punishment
1.
While most approaches to motivation, compensation, and people management accentuate the positive, companies also embellish positive rewards with the risk of punishment.

2.
As a general rule, it is unwise to take off the pressure for good individual and group performance or play down the stress, anxiety, and adverse consequences of shortfalls in performance.

3.
High performing organizations nearly always have a cadre of ambitious people who relish the opportunity to climb the ladder of success, love a challenge, thrive in a performance-oriented environment, and find some competition and pressure useful to satisfy their own drives for personal recognition, accomplishment, and self-satisfaction.

4.
If an organization’s motivational approaches and reward structure induce too much stress, internal competitiveness, job insecurity, and unpleasant consequences, the impact on work force morale and strategy execution can be counterproductive.

5.
Evidence shows that managerial initiatives to improve strategy execution should incorporate more positive than negative motivational elements because when cooperation is positively enlisted and rewarded, rather than strong-armed by orders and threats, people tend to respond with more enthusiasm, dedication, creativity, and initiative.

C.
Linking the Reward System to Strategically Relevant Performance Outcomes

1.
The most dependable way to keep people focused on strategy execution and the achievement of performance targets is to generously reward and recognize individuals and groups who meet or beat performance targets and deny rewards and recognition to those who do not.

CORE CONCEPT: A properly designed reward system aligns the well being of organization members with their contributions to competent strategy execution and the achievement of performance targets.

2.
Strategy driven performance targets need to be established for every organization unit, every manager, every team or work group, and perhaps, every employee.

3.
Illustration Capsule 12.4, Nucor and Bank One: Two Companies that Tie Incentives Directly to Strategy Execution, provides two vivid examples of how companies have designed incentives linked directly to outcomes reflecting good strategy execution.

Illustration Capsule 12.4, Nucor and Bank One: Two Companies 
that Tie Incentives Directly to Strategy Execution 

Discussion Question
1.
Identify the prominent result that each organization sustained from implementing a strategy that tied incentives directly to strategy execution.

Answer: Nucor’s management uses an incentive system to promote high worker productivity and drive labor costs per ton below rivals. Bank One ties its pay scales in each of its branch offices to that branch’s customer satisfaction ratings – the higher that branch’s satisfaction rating, the higher the pay scale at that branch.

4.
The Importance of Basing Incentives on Achieving Results, Not on Performing Assigned Functions: To create a strategy-supportive system of rewards and incentives, a company must emphasize rewarding people for accomplishing results, not for just dutifully performing assigned functions.

CORE CONCEPT: It is folly to reward one outcome in hopes of getting another outcome.

5.
Incentive compensation for top executives is typically tied to company profitability, the company’s stock price performance, and perhaps such measures as market share, product quality, or customer satisfaction.

6.
Which performance measures to base incentive compensation on depends on the situation – the priority placed on various financial and strategic objectives, the requirements for strategic and competitive success, and what specific results are needed in different facets of the business to keep strategy execution on track.

CORE CONCEPT: The role of the reward system is to align the well being of organization members with realizing the company’s vision, so that organization members benefit by helping the company execute its strategy competently and fully satisfy customers.

7.
Guidelines for Designing Incentive Compensation Systems: The concepts and company experiences discussed yield the following perspective guidelines for creating an incentive compensation system to help drive successful strategy execution:

a.
The performance payoff must be a major not minor piece of the total compensation package

b.
The incentive plan should extend to all managers and workers, not just top management

c.
The reward system must be administered with scrupulous care and fairness

d.
The incentives should be based only on achieving performance targets spelled out in the strategic plan

e.
The performance targets each individual is expected to achieve should involve outcomes that the individual can personally affect

f.
Keep the time between performance review and payment of the reward short

g.
Make liberal use of nonmonetary rewards – do not rely solely on monetary rewards 

h.
Absolutely avoid skirting the system to find ways to reward effort rather than results 

8.
Once the incentives are designed, they have to be communicated and explained.

CORE CONCEPT: The unwavering standard for judging whether individuals, teams, and organizational units have done a good job must be whether they achieve performance targets consistent with effective strategy execution.

9.
Performance-Based Incentives and Rewards in Multinational Enterprises: In some foreign countries, incentive pay runs counter to local customs and cultural norms.

10.
Thus, multinational companies have to build some degree of flexibility into the design of incentives and rewards in order to accommodate cross-cultural traditions and preferences.

chapter13Lecture Notes
Corporate Culture and Leadership Keys to Good Strategy Execution
Chapter Summary

Chapter 13 explores the two remaining managerial tasks that shape the outcome of efforts to execute a company’s strategy. These two tasks include (1) creating a strategy-supportive corporate culture and (2) exerting the internal leadership needed to drive the implementation of strategic initiatives forward.

Lecture Outline

I.
Building a Corporate Culture that Promotes Good Strategy Execution  

1.
Every company has its own unique culture.

2.
The character of a company’s cultures or work climate is a product of the core values and business principles that executives espouse, the standards of what is ethically acceptable and what is not, the behaviors that define “how we do things around here,” and stories that get told over and over to illustrate and reinforce the company’s values and business practices, approach to people management, and internal politics.

3.
The meshing together of stated beliefs, business principles, style of operating, ingrained behaviors and attitudes, and work climate define a company’s corporate culture.

CORE CONCEPT: Corporate culture refers to the character of a company’s internal work climate and personality – as shaped by its core values, beliefs, business principles, traditions, ingrained behaviors, and style of operating.

4.
Corporate cultures vary widely.

5.
Illustration Capsule 13.1, The Culture at Alberto-Culver, presents Alberto-Culver’s description of its corporate culture.

Illustration Capsule 13.1, The Culture at Alberto-Culver 

Discussion Question
1.
What does the statement describing Alberto-Culver’s work climate/culture indicate? 

Answer: The statement made by this organization represents its core values and beliefs. It defines how it will address problems and identifies the value and importance it puts on its employees. Alberto-Culver’s guiding work philosophies for its employees are clearly presented within this statement.

A.
What to Look for in Identifying a Company’s Corporate Culture
1.
The taproot of corporate culture is the organization’s beliefs and philosophy about how its affairs ought to be conducted – the reasons for why it does the things it does.

2.
A company’s culture is manifested in the values and business principles that management preaches and practices, in official policies and practices, in its revered traditions and oft-repeated stories, in the attitudes and behaviors of employees, in the peer pressures that exist to display core values, in the company’s politics, in its approaches to people management and problem solving, in its relationships with external stakeholders, and in the chemistry and the personality that permeate its work environment.

3.
The values, beliefs, and practices that undergrid a company’s culture can come from anywhere in the organization hierarchy.

4.
Key elements of the culture often originate with a founder or other strong leader who articulated them as a set of business principles, company policies, or ways of dealing with employees, customers, vendors, shareholders, and other communities in which it operated.

5.
The Role of Stories: Frequently, a significant part of a company’s culture is captured in the stories that get told over and over again to illustrate to newcomers the importance of certain values and the depth of commitment that various company personnel have displayed.

6.
Perpetuating the Culture: Once established, company cultures are perpetuated in six important ways:

a.
By screening and selecting new employees that will mesh well with the culture

b.
By systematic indoctrination of new members in the culture’s fundamentals

c.
By the efforts of senior group members to reiterate core values in daily conversations and pronouncements

d.
By the telling and retelling of company legends

e.
By regular ceremonies honoring members who display desired cultural behaviors

f.
By visibly rewarding those who display cultural norms and penalizing those who do not

7.
Forces that Cause a Company’s Culture to Evolve: New challenges in the marketplace, revolutionary technologies, and shifting internal conditions tend to breed new ways of doing things and, in turn, cultural evolution.

8.
Company Subcultures: The Problems Posed by New Acquisitions and Multinational Operations: Values, beliefs, and practices within a company sometimes vary significantly by department, geographic location, division, or business unit. Global and multinational companies tend to be at least partly multicultural because cross-country organization units have different operating histories and working climates, as well as members who have grown up under different social customs and traditions and who have different sets of values and beliefs. Many companies that have merged with or acquired foreign companies have to deal with language- and custom-based differences. In today’s globalizing world, multinational companies are learning how to make strategy-critical cultural traits travel across country boundaries and create a workably uniform culture worldwide.

B.
Culture: Ally or Obstacle to Strategy Execution?
1.
When a company’s present work climate promotes attitudes and behaviors that are well suited to first-rate strategy execution, its culture functions as a valuable ally in the strategy execution process.

2.
When the culture is in conflict with some aspect of the company’s direction, performance targets, or strategy, the culture becomes a stumbling block.

3.
How Culture Can Promote Better Strategy Execution: A culture grounded in strategy-supportive values, practices, and behavioral norms adds significantly to the power and effectiveness of a company’s strategy execution effort. A tight culture-strategy alignment furthers a company’s strategy execution effort in two ways:

a.
A culture that encourages actions supportive of good strategy execution not only provides company personnel with clear guidance regarding what behaviors and results constitute good job performance but also produces significant peer pressure from co-workers to conform to culturally acceptable norms

b.
A culture imbedded with values and behaviors that facilitate strategy execution promotes strong employee identification with and commitment to the company’s visions, performance targets, and strategy

CORE CONCEPT: Because culturally approved behavior thrives, while culturally disapproved behavior gets squashed and often penalized, a culture that supports and encourages the behaviors conducive to good strategy execution is a matter that merits full attention of company managers.

4.
Closely aligning corporate culture with the requirements of proficient strategy execution merits the full attention of senior executives.

5.
The Perils of Strategy-Culture Conflict: Conflicts between behaviors approved by the culture and behaviors needed for good strategy execution send mixed signals to organization members, forcing an undesirable choice.

6.
When a company’s culture is out of sync with what is needed for strategic success, the culture has to be changed as rapidly as can be managed.

7.
A sizable and prolonged strategy-culture conflict weakens and may even defeat managerial efforts to make the strategy work.

C.
Strong Versus Weak Cultures
1.
Corporate cultures vary widely in the degree to which they are embedded in company practices and behavioral norms.

2.
Strong-Culture Companies: Strong-culture companies have a well-defined corporate character, typically underpinned by a creed or values statement. Three factors contribute to the development of strong cultures:

a.
A founder or strong leader who establishes values, principles, and practices that are consistent and sensible in light of customer needs, competitive conditions, and strategic requirements 

b.
A sincere, long-standing company commitment to operating the business according to these established traditions, thereby creating an internal environment that supports decision making and strategies based on cultural norms

c.
A genuine concern for the well-being of the organization’s three biggest constituencies – customers, employees, and shareholders

CORE CONCEPT: In a strong-culture company, values and behavioral norms are like crabgrass; deeply rooted and hard to weed out

3.
Weak-Culture Companies: In direct contrast to strong-culture companies, weak-culture companies are fragmented in the sense that no one set of values is consistently preached or widely shared, few behavioral norms are evident in operating practices, and few traditions are widely revered or proudly nurtured by company personnel. Very often, cultural weaknesses stems from moderately entrenched subcultures that block the emergence of a well-defined companywide work climate.

4.
Weak cultures provide little or no strategy-implementing assistance because there are no traditions, beliefs, values, common bonds, or behavioral norms that management can use as levers to mobilize commitment to executing the chosen strategy.

D.
Unhealthy Cultures
1.
The distinctive characteristic of an unhealthy corporate culture is the presence of counterproductive cultural traits that adversely impact the work climate and company performance.

2.
The following three traits are particularly unhealthy:

a.
A highly politicized internal environment in which many issues get resolved and decisions made on the basis of which individuals or groups have the most political clout to carry the day 

b.
Hostility to change and a general wariness of people who champion new ways of doing things

c.
A “not invented here” mindset that makes company personnel averse to looking outside the company for best practices, new managerial approaches, and innovative ideas

3.
What makes a politicized internal environment so unhealthy is that political infighting consumes a great deal of organizational energy. Often with the result that political maneuvering takes precedence over what is best for the company.

4.
In less adaptive cultures where skepticism about the importance of new developments and resistance to change are the norm, managers prefer waiting until the fog of uncertainty clears before steering a new course.

5.
Change-resistant cultures encourage a number of undesirable or unhealthy behaviors – risk avoidance, timidity regarding emerging opportunities, and laxity in product innovation and continuous improvement.

6.
The third unhealthy cultural trait – the not-invented-here mind-set – tends to develop when a company reigns as an industry leader or enjoys great market success for so long that its personnel start to believe they have all the answers or can develop them on their own.

7.
Unhealthy cultures typically impair company performance.

E.
Adaptive Cultures
1.
The hallmark of adaptive corporate cultures is willingness on the part of organizational members to accept change and take on the challenge of introducing and executing new strategies.

CORE CONCEPT: In adaptive cultures, there is a spirit of doing what is necessary to ensure long-term organizational success provided the new behaviors and operating practices that management is calling for are seen as legitimate and consistent with the core values and business principles underpinning the culture.

2.
In direct contrast to change-resistant cultures, adaptive cultures are very supportive of managers and employees at all ranks who propose or help initiate useful change.

3.
What sustains an adaptive culture is that organization members perceive the changes that management is trying to institute as legitimate and in keeping with the core values and business principles that form the heart and soul of the culture.

4.
For an adaptive culture to remain intact over time, top management must orchestrate the responses in a manner that demonstrates genuine care for the well-being of all key constituencies and tries to satisfy all their legitimate interests simultaneously.

5.
In fast-changing business environments, a corporate culture that is receptive to altering organizational practices and behaviors is a virtual necessity.

6.
As a company’s strategy evolves, an adaptive culture is a definite ally in the strategy-implementing, strategy-executing process as compared to cultures that have to be coaxed and cajoled to change.

CORE CONCEPT: A good case can be made that a strongly planted, adaptive culture is the best of all corporate cultures.
F.
Creating a Strong Fit between Strategy and Culture
1.
It is the strategy maker’s responsibility to select a strategy compatible with the sacred or unchangeable parts of the organization’s prevailing culture. It is the strategy implementer’s task, once strategy is chosen, to change whatever facets of the corporate culture hinder effective execution.

2.
Changing a Problem Culture: Changing a company’s culture to align it with strategy is among the toughest management tasks because of the heavy anchor of deeply held values and beliefs. The single most visible factor that distinguishes successful culture-change efforts from failed attempts is competent leadership at the top.

CORE CONCEPT: Once a culture is established, it is difficult to change.

3.
Figure 13.1, Changing a Problem Culture, identifies how organizations can change culture.

4.
The menu of actions management can take to change a problem culture includes the following:

a.
Making a compelling case for why the company’s new direction and a different cultural atmosphere are in the organization’s best interests and why individuals and groups should commit themselves to making it happen despite the obstacles

b.
Repeating at every opportunity the messages of why cultural change is good for company stakeholders 

c.
Visibly praising and generously rewarding people who display newly advocated cultural norms and who participate in implementing the desired kinds of operating practices

d.
Altering incentive compensation to reward the desired cultural behavior and deny rewards to those who resist

e.
Recruiting and hiring new managers and employees who have the desired cultural values and can serve as role models for the desired cultural behavior

f.
Replacing key executives who are associated with the old culture

g.
Revising policies and procedures in ways that will help drive change

5.
Symbolic Culture-Change Actions: Managerial actions to tighten the culture-strategy fit need to be both symbolic and substantive. Symbolic actions are valuable for the signals they send about the kinds of behavior and performance strategy implementers wish to encourage. The most important symbolic actions are those that top executives take to lead by example. Another category of symbolic actions includes the ceremonial events organizations hold to designate and honor people whose actions and performances exemplify what is called for in the new culture. The best companies and the best executives expertly use symbols, role models, ceremonial occasions, and group gatherings to tighten the strategy-culture fit.

6.
Substantive Culture-Changing Actions: The actions taken have to be credible, highly visible, and unmistakenly indicative of the seriousness of management’s commitment to new strategic initiatives and the associated cultural changes. There are several ways to make substantive changes. One is to engineer some quick successes that highlight the benefits of the proposed changes, thus making enthusiasm for them contagious. Implanting the needed culture-building values and behavior depends on a sincere, sustained commitment by the chief executive coupled with extraordinary persistence in reinforcing the culture at every opportunity through both word and deed. Changing culture to support strategy is not a short-term exercise. It takes time for a new culture to emerge and prevail.

7.
Illustration Capsule 13.2, The Culture-Change Effort at Alberto-Culver’s North American Division, shows a company that has done a good job of fixing its problem culture.

Illustration Capsule 13.2, The Culture-Change Effort at Alberto-Culver’s North American Division 

Discussion Question
1.
What resulted from this organization’s concerted effort to implement cultural change?

Answer: The culture change effort at Alberto-Culver North America was viewed as a major contributor to improved performance. Since 1993, when the change effort began, until 2001, the division’s sales increased for $350 million to over $600 million.

G.
Grounding the Culture in Core Values and Ethics

1.
A corporate culture grounded in socially approved values and ethical business principles is a vital ingredient in a company’s long-term strategic success.

2.
At companies where executives are truly committed to practicing the values and ethical standards that have been espoused, the stated core values and ethical principles are the cornerstones of the corporate culture.

3.
Table 13.1, The Content of Company Values Statements and Codes of Ethics, indicate the kinds of topics that are commonly found in values statements and codes of ethics.

CORE CONCEPT: A company’s values statements and code of ethics communicate expectations of how employees should conduct themselves in the workplace.

4.
Figure 13.2, The Two Culture Building Roles of a Company’s Core Values and Ethi​cal Standards, explains the vitality of a company’s core values and ethical standards.

5.
By promoting behaviors that mirror the values and ethics standards, a company’s stated core values and ethical standards nurture the corporate culture in three highly positive ways:

a.
They communicate the company’s good intentions and validate the integrity and aboveboard character of its business principles and operating methods

b.
They steer company personnel toward doing the right thing

c.
They establish a corporate conscience and provide yardsticks for gauging the appropriateness of particular actions, decisions, and policies

6.
Figure 13.3, How a Company’s Core Values and Ethical Principles Positively Impact the Corporate Culture, looks at this impact.

7.
Companies ingrain their values and ethical standards in a number of different ways: 

a.
Tradition-steeped companies with a rich folklore rely heavily on word-of-mouth indoctrination and the power of tradition to instill values and enforce ethical conduct

b.
Many companies today convey their values and codes of ethics to stakeholders and interested parties in their annual reports, on their Web sites, and in internal communications to all employees

c.
Standards are hammered in at orientation courses for new employees and in training courses for managers and employees

8.
The trend of making stakeholders aware of a company’s commitment to core values and ethical business conduct is attributable to three factors:

a.
Greater management understanding of the role these statements play in culture building

b.
A renewed focus on ethical standards stemming from the corporate scandals that came to light in 2001-2002

c.
The growing numbers of consumers who prefer to patronize ethical companies with ethical products

9.
Companies that are truly committed to the stated core values and to high ethical behavior standards make ethical behavior a foundation component of their corporate culture.

10.
Once values and ethical standards have been formally adopted, they must be institutionalized in the company’s policies and practices and ingrained in the conduct of company personnel. Imbedding the values and code of ethics entails several actions:

a.
Incorporation of the statement of values and the code of ethics into employee training and educational programs

b.
Explicit attention to values and ethics in recruiting and hiring to screen out applicants who do not exhibit compatible character traits

c.
Frequent iteration of company values and ethical principles at company events and internal communications to employees

d.
Active management involvement, from the CEO down to frontline supervisors, in stressing the importance of values and ethical conduct and in overseeing the compliance process

e.
Ceremonies and awards for individuals and groups who display the values

f.
Instituting ethics enforcement procedures

11.
In the case of codes of ethics, special attention must be given to sections of the company that are particularly vulnerable – procurement, sales, and political lobbying.

12.
As a test of personal ethics, take the ethics quiz, A Test of Your Business Ethics, provided in the text on page 388.

13.
Structuring the Ethics Enforcement Process: If a company’s executives truly aspire for company personnel to behave ethically, then procedures for enforcing ethical standards and handling potential violations have to be developed. The compliance effort must permeate the company, extending to every organizational unit. A company’s formal ethics compliance and enforcement mechanism can entail such actions as forming an ethics committee to give guidance on ethics matters, appointing an ethics officer to head the committee to lead the compliance effort, establishing an ethics hotline or Web site that employees can use to either anonymously report a possible violation or get confidential advice on a troubling ethics-related situation, and having an annual ethics audit to measure the extent of ethical behavior and identify problem areas.

14.
If a company is really serious about enforcing ethical behavior, it probably needs to do four things:

a.
Have mandatory ethics training programs for employees 

b.
Conduct an annual audit of each manager’s efforts to uphold ethical standards and require formal reports on the actions taken by managers to remedy deficient conduct

c.
Require all employees to sign a statement annually, certifying that they have complied with the company’s code of ethics

d.
Openly encourage company personnel to report possible infractions via anonymous calls to a hotline or posting to a special company Web site

15.
While ethically conscious companies have provisions for disciplining violators, the main purpose of the various means of enforcement is to encourage compliance rather than administer punishment.

16.
Transnational companies face a host of challenges in enforcing a common set of ethical standards when what is considered ethical varies either substantially or subtly from country to country.

17.
Transnational companies have to make a fundamental decision whether to try and enforce common ethical standards and interpretation of what is right and wrong across their operations in all countries or whether to permit selected rules bending on a case-by-case basis.

H.
Establishing a Strategy-Culture Fit in Multinational and Global Companies
1.
In multinational and global companies where some cross-border diversity in the corporate culture is normal, efforts to establish a tight-strategy-culture fit is complicated by the diversity of societal customs and lifestyles from country to country.

2.
Leading cross-country culture-change initiatives requires sensitivity to prevailing cultural differences; managers must discern when diversity has to be accommodated and when cross-border differences can be and should be narrowed.

3.
The trick to establishing a workable strategy-culture fit in multinational and global companies is to ground the culture in strategy-supportive values and operating practices that can travel well across country borders and strike a chord with managers and workers in many different areas of the world, despite the diversity of local customs and traditions.

4.
Aside from trying to ground the culture in a set of core values and operating principles that have universal appeal, management can seek to minimize the existence of subcultures and cross-country cultural diversity by:

a.
Instituting training programs to communicate the meaning of core values and explaining the case for common operating principles and practices

b.
Drawing on the full range of motivational and compensation incentives to induce personnel to adopt and practice the desired behaviors

c.
Allowing some leeway for certain core values and principles to be interpreted and applied somewhat differently, if necessary, to accommodate local customs and traditions

II.
Leading the Strategy Execution Process
1.
The leadership challenges are significant and diverse in managing the strategy process.

2.
For the most part, leading the strategy-execution process has to be top-down and driven by mandates to get things done and show good results.

3.
In general, leading the drive for good strategy execution and operating excellence calls for several actions on the part of the manager in charge:

a.
Staying on top of what is happening, closely monitoring progress, ferreting out issues, and learning what obstacles lie in the path of good execution

b.
Putting constructive pressure on the organization to achieve good results

c.
Keeping the organization focused on operating excellence

d.
Leading the development of stronger core competencies and competitive capabilities

e.
Displaying ethical integrity and leading social responsibility 

f.
Pushing corrective actions to improve strategy execution and achieve targeted results

A.
Staying on Top of How Well Things are Going
1.
To stay on top of how well the strategy execution process is going, a manger needs to develop a broad network of contacts and sources of information, both formal and informal.

2.
The regular channels includes talking with key subordinates, attending presentations and meetings, reading reviews of the latest operating results, talking to customers, watching the competitive reactions of rival firms, exchanging e-mail and holding telephone conversations with people in outlying locations, making onsite visits, and listening to rank-and-file employees.

3.
One of the best ways for executives in charge of strategy execution to stay on top of things is by making regular visits to the field and talking with many different people at many different levels - a technique often labeled managing by walking around.

CORE CONCEPT: Management by walking around (MBWA) is one of the techniques that effective leaders use to stay informed about how well the strategy execution process is progressing.

B.
Putting Constructive Pressure on the Organization to Achieve Good Results
1.
Managers have to be out front in mobilizing organizational energy behind the drive for good strategy execution and operating excellence.

2.
A culture where there is constructive pressure to achieve good results is a valuable contributor to good strategy execution and operating excellence.

3.
Results-oriented cultures are permeated with a spirit of achievement and have a good track record in meeting or beating performance targets.

4.
Successfully leading the effort to instill a spirit of high achievement into the culture generally entails such leadership actions and managerial practices as:

a.
Treating employees with dignity and respect

b.
Making champions of people who turn in winning performances

c.
Encouraging employees to use initiative and creativity in performing their work

d.
Setting stretch objectives and clearly communicating an expectation that company personnel are to give their best in achieving performance targets

e.
Granting employees enough autonomy to stand out, excel, and contribute

f.
Using the full range of motivational techniques and compensation incentives to inspire company personnel, nurture a results-oriented work climate, and enforce high-performance standards

g.
Celebrating individual, group, and company successes

C.
Keeping the Internal Organization Focused on Operating Excellence
1.
There are several actions that organizational leaders can take to promote new ideas for improving the performance of value chain activities:

a.
Encouraging individuals and groups to brainstorm, let their imaginations fly in all directions, and come up with proposals for improving how things are done

b.
Taking special pains to foster, nourish, and support people who are eager for a chance to try turning their ideas into better ways of operating     

c.
Ensuring that the rewards for successful champions are large and visible and that people who champion an unsuccessful idea are not punished or sidelined but rather encouraged to try again

d.
Using all kinds of ad hoc organizational forms to support ideas and experimentation

e.
Using the tools of benchmarking, best practices, reengineering, TQM, and Six Sigma quality to focus attention on continuous improvement

D.
Leading the Development of Better Competencies and Capabilities
1.
A third avenue to better strategy execution and operating excellence is proactively strengthening organizational competencies and competitive capabilities.

2.
This often requires top management intervention.

3.
Aside from leading efforts to strengthen existing competencies and capabilities, effective strategy leaders try to anticipate changes in customer-market requirements and proactively build new competencies and capabilities that offer a competitive edge over rivals.

4.
Proactively building new competences and capabilities ahead of rivals to gain a competitive edge is strategic leadership of the best kind, but strengthening the company’s resource base in reaction to newly developed capabilities of pioneering rivals occurs more frequently.

E.
Displaying Ethical Integrity and Leading Social Responsibility Initiatives 
1.
For an organization to avoid the pitfalls of scandal and disgrace and consistently display the intent to conduct its business in a socially acceptable manner, the CEO and those around the CEO, must be openly and unswervingly committed to ethical conduct and socially redeeming principles and core values.

2.
Leading the effort to operate the company’s business in an ethically principled fashion has three pieces:

a.
The CEO and other senior executives must set an excellent example in their actions and decisions

b.
Top management must declare unequivocal support of the company’s ethical code and take an uncompromising stand on expecting all company personnel to conduct themselves in an ethical fashion at all times

c.
Top management must be prepared to act as the final arbiter on hard calls 

3.
Illustration Capsule 13.3, Lockheed Martin’s Corrective Actions after Violating U.S. Anti-bribery Laws, discusses the actions the company took when the company faced a bribery scandal.

Illustration Capsule 13.3, Lockheed Martin’s Corrective Actions after Violating U.S. Anti-bribery Laws 

Discussion Question
1.
What was the end result of this organization’s corrective actions set in place after the scandal?

Answer: Lockheed Martin’s renewed commitment to honesty, integrity, respect, trust, responsibility, and citizenship along with its method for monitoring ethics compliance paved the way for the company to receive the 1998 American Business Ethics Award.

4.
Demonstrating Genuine Commitment to a Strategy of Social Responsibility: Business leaders who want their companies to be regarded as exemplary corporate citizens must not only see that their companies operate ethically but also take a lead role in crafting a social responsibility strategy that positively improves the well-being of employees, the environment, the communities in which they operate, and society at large. What separates companies that make a sincere effort to carry their weight in being good corporate citizens from companies that are content to do only what is legally required of them are company leaders who believe strongly that just making a profit is not good enough. Such leaders are committed to a higher standard of performance that includes social and environmental metrics as well as financial and strategic metrics.

CORE CONCEPT: Companies with socially conscious strategy leaders and a core value of corporate social responsibility move beyond the rhetorical flourishes of corporate citizenship and enlist the full support of company personnel behind social responsibility initiatives.

F.
Leading the Process of Making Corrective Adjustments
1.
The leadership challenge of making corrective adjustments is twofold: deciding when adjustments are needed and deciding what adjustments to make.

2.
The process of corrective action varies according to the situation.

3.
Success in initiating corrective actions usually hinges on thorough analysis of the situation, the exercise of good business judgment in deciding what actions to take, and good implementation of the corrective actions that are initiated.

4.
A Final Word on Managing the Process of Crafting and Executing Strategy: The best tests of good strategic leadership are whether the company has a good strategy and whether the strategy execution effort is delivering the hoped for results. If these two conditions exist, the chances are excellent that the company has good strategic leadership.

Exercises

1.
Go to www.hermanmiller.com and read what the company has to say about its corporate culture in the careers section of the Web site. Do you think this statement is just nice window dressing, or, based on what else you can learn about the Herman Miller Company from browsing this Web site, is there reason to believe that management has truly built a culture that makes the stated values and principles come alive? Explain.

While student responses may present differing views concerning the sincerity of this organization’s culture, the students should state information pertaining to its culture such as the following: “At Herman Miller, we believe that our greatest assets are the gifts, talents, and abilities of our employee-owners. Our corporate culture develops and rewards those who acquire new skills and take charge of their careers. We foster a sense of community throughout our organization that respects a diversity of perspectives, opinions, talents, and backgrounds.” The opinions offered by the students should be supported and defended.

2.
Go to the careers section at www.qualcomm.com and see what Qualcomm, one of the most prominent companies in mobile communications technology, has to say about “life at Qualcomm.” Is what’s on this Web site just recruiting propaganda or does it convey the type of work climate that management is actually trying to create? If you were a senior executive at Qualcomm, would you see merit in building and nurturing a culture like what is described in the section “life at Qualcomm?” Would such a culture represent a tight fit with Qualcomm’s high-tech business and strategy? (You can get an overview of the Qualcomm’s strategy by exploring the section for investors and some of the recent press releases.)  Is your answer consistent with what is presented in the “Awards and Honors” menu selection in the “About Qualcomm” portion of the Web site?

This organization claims that life at Qualcomm looks like this: “When you look at what is behind Qualcomm’s technologies and products you’ll find our employees. Our innovative, can-do spirit is the foundation that has made CDMA wireless technology the worldwide 3G standard. The revolutionary products we are developing and unleashing around the world are a result of our creative and diverse talents. Everything you see starts with people. The secret of Qualcomm’s success is bright, creative minds working together. At Qualcomm we’re looking for people who want to be challenged and rewarded for meeting those challenges.” Student responses will vary contingent upon their viewpoints and study of the organization via the website.

3.
Go to www.jnj.com, the Web site for Johnson & Johnson and read the “J&J Credo,” which sets forth the company’s responsibilities to customers, employees, the community, and shareholders. Then read the “Our Company” section. Why do you think the credo has resulted in numerous awards and accolades that recognize the company as a good corporate citizen?

The responses provided by the individual students will vary contingent upon their personal viewpoints and comprehension of the website information.
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