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What we did last week
Last week we reviewed environmental analysis including macro trends (economic, technology, political/legal and socio-cultural), industry analysis (industry size/concentration, strategic groups, competitive forces, CSF’s, etc.) and a firm’s internal situation (resources, activities, etc.). Prime object of this analysis is to understand what are the opportunities and threats in external environment and what are company’s strengths and weaknesses. These SWOT factors are critical to developing a company’s strategies.
What we will do this week
This week we will continue our discussion on competitive and international strategies. We will look at levels of company’s strategies, review generic business/competitive strategies and then focus on international strategies. 
Assignments for this week

Reading

Read Class Notes 4
Read Class Slides 4

Read Chapter 4
Discussion Board 
	Question

	Review " Hyundai’s Capabilities Play, Strategy+Business, 2013 (Supplemental Reading in Blackboard)" and

· Briefly summarize the article

· Offer your opinions and comments

· Discuss relevance to this week’s topics

Also, comment on at least one classmate’s post


	Post any questions you may have on Discussion Board


Chat

See Blackboard for chat schedule
Individual assignments

Assignment 2 (Tesla and Tencent) due week 6, available to review. Will discuss it next week . 
Class notes begin ************************************************************************

Overall Strategy Crafting Flow
One of many challenges that a firm face is to make sure that a strategy is successfully executed. Strategy execution simply means that appropriate resources (people, $, etc.) are allocated, structured, programs/actions created and managed. To that end, it is essential that an overall process flow is used to ensure a proper tie-in exists between strategy formulation and implementation. The chart shows how a firm can proceed from corporate strategy to business and to functional/international strategy and how the implementation is manifested into structures and integration.
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In the following sections, we will discuss these steps so as to provide a systematic understanding of the flow.
Strategy Formulation

Strategy Formulation process involves a Strategic planning or long-range planning exercise requiring a company to develop its mission, objectives, strategies and guidelines (or business policies). This is a more challenging management task that involves numerous factors, for example, a company’s current situation (mostly financial), its management team (how tightly it is working together) and external pressures (from competition, customers, etc.). On one side, a firm tries to look at the process objectively, while, many factors internal to a firm (political, power/influence, etc.) play in crafting a strategy. Regardless, a firm has to do the best job possible in crafting a strategy.
A strategy of a corporation forms a comprehensive master plan stating how the corporation will achieve its mission and objectives.  It maximizes competitive advantage and minimizes competitive disadvantage.

There are typically three (3) levels of strategy, called Hierarchy of Strategy



Corporate



Business



Functional
 A firm has to create these 3 levels of strategies in a manner they are fully structurally integrated and supportive.
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Corporate Strategy

A corporate strategy deals with the way a corporation seeks to create value (for its customers and investors) through the organization and coordination of its multi-business and/or multi-market activities. Selection(s) of a Corporate Strategy require answers to these basic questions: 
· What businesses/industries/markets the company wish to participate?

· How is economic value created?

· How must corporation be structured and coordinated to realize benefits (i.e. synergies) of multi-business and/or multi-market activity? 

· What is Core and Non-Core?
Corporate Strategy – must (i) Generate value from each business unit; (ii) Create more value than cost of overhead; (iii) Add more value than other corporations. 

A Corporate strategy requires a firm to

· Define its vision, goals, objectives

· Build and exploit corporate advantage (i.e. resources)

· Plan value creation: one time Vs ongoing (businesses)

· Establish structure, systems and processes for coordination and control

· Select  which industries to participate in
In other words to pursue its vision, the corporation aligns its Goals and Objectives, Organizational Structure, Systems, and Processes, and choice of Industries and Strategies to build and leverage unique resources to give it a corporate advantage. 
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Let’s look at Proctor & Gamble corporate strategy supporting its company financial targets. As shown in this chart, their overarching strategy of innovation (leading to frequent introduction of new products) and targeting more and new customers worldwide.

As a firm formulates its strategy, it should check its corporate strategy against the following 5 criteria:
· Does it have a clear Vision


· Has it established an Internal Consistency (coordination among organizations and businesses)
· Does it fully have an External Fit

· Has it created a Corporate Advantage

· Is it Feasible


When considering a corporate strategy, a firm has a number of choices (see below)
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Directional Strategies indicate to employees, customers, investors, and others what the firm plans to do in regards to its future. Is it going to grow? Will it adopt a status quo strategy? Will it shrink/consolidate? 

For obvious reasons, most firms want to grow. There are a few choices that a firm can make:

It can grow within its own industry (Concentration) and expand its product/service portfolio and/or expand geographically (Horizontal); it can also grow by vertically integrating (Vertical) either backward (take over activities performed by its supplier(s)) or forward (take over activities performed by its distributors).

A firm decides to remain in its current industry when it finds that the industry is still in a growth stage, has significant profitability prospects, competitive insensitivity is low/medium, etc. Most often, growth strategy will include introducing more products and services and entering International markets. 

It can enter other industries (Diversification) when potentials in own industry are not that significant and/or attractiveness of other industries is high. A firm cam enter a related (to its) industry (Concentric) or enter a completely separate industry (Conglomerate).

Apple’s entry into music downloads and MP3 market and Microsoft’s entry into home entertainment market are examples of Concentric Diversification. Both companies saw opportunities as well as had certain strengths/competencies (for Apple its product design/innovation and for Microsoft its software).

A company like GE enters into new industries such as Security when it sees both opportunities as well as can apply its competencies (Conglomerate Diversification).

These growth strategies can be accomplished via investing internally (Organic growth), &/or through Mergers & Acquisition, &/or via establishing Strategic Alliances. GE has relied heavily on acquisition to grow, creating a portfolio of diverse businesses; whereas 3M has relied primarily on organic growth, creating many businesses in a fewer industries.

Strategic Alliances

Companies sometimes use strategic alliances or collaborative partnerships to complement their own strategic initiatives and strengthen their competitiveness.  Such cooperative strategies go beyond normal company-to-company dealings but fall short of merger or full joint venture partnership. 

Strategic alliance – A formal agreement between two or more separate companies where there is

· Strategically relevant collaboration of some sort

· Joint contribution of resources

· Shared risk

· Shared control

· Mutual dependence

Alliances often involve
· Joint marketing

· Joint sales or distribution

· Joint production

· Design collaboration

· Joint research

· Projects to jointly develop new technologies or products

Merger  and  Acquisition  Strategies
We will discuss this topic in a greater detail later in our session, but it is appropriate to introduce some basics of this strategy.

Merger – Combination and pooling of equals, with newly created firm often taking on a new name

Acquisition – One firm, the acquirer, purchases and absorbs operations of another, the acquired  

Merger-acquisition strategy
· Much-used strategic option

· Especially suited for situations where alliances do not provide a firm with needed capabilities or cost-reducing opportunities

· Ownership allows for tightly integrated operations, creating more control and autonomy than alliances

Objectives of an M&A are:

· To create a more cost-efficient operation

· To expand a firm’s geographic coverage

· To extend a firm’s business into new
product categories or international markets

· To gain quick access to new technologies
or competitive capabilities

· To invent a new industry and lead
the convergence of industries whose boundaries are blurred by changing technologies and new market opportunities

Outsourcing Strategies

As we mentioned above in M&A Strategy, we will discuss outsourcing strategy (Global Sourcing) later in our session. At this point, it appropriate to make some general comments. Outsourcing involves having outsiders perform certain value chain activities rather than performing them internally. This strategy makes sense when,

· Activity can be performed better or more cheaply by outside specialists 

· Activity is not crucial to achieve a sustainable competitive advantage

· Risk exposure to changing technology and/or
changing buyer preferences is reduced

· It improves firm’s ability to innovate

· Operations are streamlined to

· Improve flexibility

· Cut time to get new products into the market

· It increases firm’s ability to assemble diverse kinds of expertise speedily and efficiently

· Firm can concentrate on “core” value chain activities that best suit its resource strengths 

Portfolio Strategies

Other Corporate Strategy options include Portfolio Management, where a firm (such as GE) has several businesses and evaluates regularly which business to invest in, which business to disinvest, etc. A more popularly used BCG matrix (see below) tool can help firms understand a business’ position and opportunities in its industry.  Such as tool can also be used to evaluate multiple product lines for investment/disinvestment purposes.
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General Electric extended the basic concepts of BCG matrix to develop a GE Business Screen, which is a nine-cell matrix to look at Attractiveness Vs Market Position.
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 Another variation is Life Cycle Matrix Approach, based on industry life cycle stages against a company’s competitive position (a more qualitative approach). These portfolio analysis tools have benefits as well as risks associated. Using such tools, at a corporate level, management evaluates all businesses at a time so it can determine which businesses are going to generate cash and which businesses are going to require cash. One problem with these tools is that they can be intimidating to managers and can come across as a more quantitative (i.e. scientific). 

Last corporate strategy decision for a firm could be a Parenting Strategy. Such a decision involves creating another business that can create a synergy. It means that the management will nurture and grow this business by investing in time and funds. During dotcom era several companies adopted parenting strategy by creating online version of their brick & mortar business (e.g. banks).

Business and Competitive Strategies
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Once a company’s corporate strategies are formalized, it then needs to be concerned with how it will operate its businesses and how will it compete in the marketplace. To that end, the firm considers individual business level Mission, objectives and strategies. These strategies can be crafted in terms of competitive (how to compete in marketplace) and cooperative (establishing alliances).

Generic Competitive Strategies

At each business level, a firm needs to position itself strategically vis-à-vis its competitors. Key questions are: Should the firm/business compete on low price? Should a firm compete on the basis of differentiation? Or, both?

Competitive advantage exists when a firm’s strategy gives it an edge in attracting customers and defending against competitive forces. Key to gaining a competitive Advantage are: Convince customers firm’s product / service offers superior value
A good product at a low price
A superior product worth paying more for

A best-value product
Low cost strategy means that products/services offered to a customer are priced lower than a firm’s competitors. A firm with this strategy will focus on efficiency in all of its operational activities. Differentiation strategy, which will be priced at a premium, offers a customer some unique value/feature not offered by a firm’s competitors. Differentiation strategy examples include better customer service, higher quality, innovative product design, etc.

Competitive Strategy

A firm’s competitive strategy deals exclusively with a company’s business plans
to compete successfully
· Specific efforts to please customers
· Offensive and defensive moves
to counter maneuvers of rivals

· Responses to prevailing market conditions
· Initiatives to strengthen its market position
Generic Strategies
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Competitive advantages can be created through operating a business at lowest possible cost (relative to competition) and/or creating differentiation in products and services (e.g. features, functions, service, quality, etc.). In turn, a firm can address an entire market or a segment within a market. This, then, results in 4 generic strategies as described by Michael Porter: Low Leadership; Differentiation; Cost Focus and Differentiation Focus. 
Benefits of low cost leadership are:

· Capture market share by offering lower-price or

· Earn higher by maintaining price parity

Some examples of low cost leadership are: Wal-Mart, Dell, Southwest Airlines, Home Depot, etc.

Benefits of a Differentiation strategy are:

· Capture market share by offering higher quality at same price or

· Earn higher margins by raising prices over competitors
Some examples of Differentiation strategy are: Apple, Mercedes, etc.

Key Low cost leadership drivers are: economies of scale; product design; location advantages; sourcing of inputs; and, technology.


Characteristics of a low cost strategy firm are:

· Cost conscious corporate culture

· Employee participation in cost-control efforts

· Ongoing efforts to benchmark costs

· Intensive scrutiny of budget requests

· Strong commitment to continuous
 cost improvement

Key drivers of differentiation strategy are: Premium brand image; Customization; Unique styling; Speed; More convenient access; and, unusually high-quality 
Threats a company faces in a low cost leadership strategy are: New technology; Too low-quality; Social, political, and economic risks of outsourcing 
Threats a company faces in a differentiation strategy are: Failure to increase buyer’s willingness to pay higher prices; under estimating cost of differentiation; Over fulfillment of buyer’s needs; Lower cost imitation 
Functional Strategy

Last key component in a strategy hierarchy is developing functional level strategies, which will be supportive to business level strategy. Strategies for each functional area also need to be integrated (or synchronized) with other functional areas. The approach a functional area takes to achieve corporate and business unit objectives and strategies by maximizing resource productivity. Major functional areas include:

Marketing – functional strategies are developed around 4 P’s (Product, Price, Promotion and Place). Product Development (for current markets/customers and/or for new markets/customers) and Market Development (for current products and/or new products) considerations are key to developing marketing strategies.
Technology/Development – technology leadership Vs followership strategy requires to understand risks/rewards. Leadership strategy can create strong market position if the technology is successful; it can result in a disastrous financial performance if it fails to gain the market acceptance. On the other side, followership strategy can be less risky but a firm can enter too late to gain any market position. Dell has used the followership strategy quite successfully as it never creates a new technology. It always considers a technology once it becomes stable.
Operations -  
use information technology, outsourcing of certain business processes, and streamlining (re-engineering) business processes (and organization) are some of key consideration as Operations level strategies are developed. These strategies affect all of the back office operations.


Production – Capacity planning, resource utilization, outsourcing (primarily to low cost areas) and new plant investments are some of the areas requiring to develop product strategies.
Logistics – requires strategies for both inbound and outbound logistics. Choices are centralized, decentralized or outsourced logistics. More and more companies are opting to outsourcing logistics to well established companies like Fedex, UPS, etc.



Purchasing – strategy options include centralized or decentralized purchasing. Use of information technology becomes a critical consideration (to tie suppliers through Internet) in developing Purchasing strategy.
Servicing – Customer service has become one of the most critical issues in many industries. Customers and consumers expectations for after sale servicing are going up and the cost of delivering such services are rising a faster rate. Use of technologies (communication, information) is also rising. It is questionable if these technologies are effective. Outsourcing has become a real option for many customer facing processes 9such as technical support, billing support, etc.).

Human Resource – recruiting, training and developing human resources at all levels of a firm. Newer skills (such as understanding of Global business) are required as well. Key strategy option is the level of “investment” made in human resources. Some of functions within HR (such as benefits management and payroll) can be outsourced.
Finance – financial strategies are developed based on the total investments required to implement Corporate/Business and functional strategies. Options include debt financing, equity financing, etc.

Information Technology – this has become the key strategy consideration as it affects all of the functional areas discussed above. Centralized Vs Decentralized, standard technology platforms Vs business/functional level choices, use of Internet, outsourcing/offshoring, etc. are considerations for strategy development for information technology.
Following are a few general considerations as a firm develops functional level strategies:
· Core Competency 

· Integration

· Timing (first mover Vs Follower)

· In-house Vs Outsourcing

· Strategy Options and Scenarios Evaluation

International Strategy

International strategy is concerned with the way firms make fundamental choices about developing and deploying scarce resources internationally. International strategy involves decisions that deal with all of the various functions and activities of a company, not merely a single area such as marketing or production. To be effective, a company’s international strategy needs to be consistent among the various functions, products, and regional units of the company (internal consistency) as well as with the demands of the international competitive environment (external consistency).
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In developing international strategy, a firm has a few choices. The selection of a strategy is going to depend on 2 key factors: Pressures to reduce costs; and, Pressures for local adaptation. Reduction of costs is achieved best through standardization and global integration of operations. Adaptation to local markets is achieved best through more local autonomy.
Generically, there are 4 choices available to a company: Home Replication; Global; Multi-domestic and Transnational.

A home replication strategy centralizes product development strategy in the home country, and after differentiated products are developed in this home market, they are transferred abroad to capture additional value. This strategic choice is sometimes called international strategy.

A global strategy tends to be used when a company faces strong pressures for reducing costs and limited pressure to adapt products for local markets. Strategy and decision making is typically centralized, and the company offers standardized products and services. Value chain activities are often located in only one or a few areas, to help achieve economies of scale. There is emphasis on close coordination and integration of activities across products and markets, and development of efficient logistics and distribution capabilities. Global strategies may confront challenges such as limited ability to adjust to changes in customer needs across national or regional markets, increased transportation and tariff costs from exporting products from centralized production sites, and the risks of locating activities in a centralized location.

A multidomestic strategy tends to be used when there is strong pressure to adapt products or services for local markets. Decision making is more decentralized to allow the company to modify its products and to respond to changes in local competition and demand. By tailoring products for specific markets, the company may be able to charge higher prices. Local adaptation usually will increase cost structure. The company will have to invest in additional local capabilities and knowledge. Adapting products too much may also take away the distinctiveness of a company’s products. The extent of local adaptation may change over time. The cost and complexity of coordinating a range of different strategies and product offerings across national and regional markets can be substantial.

A transnational strategy is used when a company simultaneously confronts pressures for cost effectiveness and local adaptation, and when there is a potential for competitive advantage from simultaneously responding to these two divergent forces. The location of a company’s assets and capabilities will be based on where it would be most beneficial for each specific activity. Typically, more “upstream” value chain activities will be more centralized, while more “downstream” activities will be more decentralized, located closer to the customer. Achieving and maintaining an optimal balance in locating activities is a challenge. Management must ensure that the comparative advantages of the locations of their various value chain activities are captured and internalized. The complexity of strategic decisions, and the supporting structures and systems of the organization, will be much greater with a transnational strategy.

Planning – key Points
Strategic planning process involves an active involvement of the management team and must be driven by the CEO. In addition to developing strategies as discussed above, the process deals with operationalization of these strategies, that is creating detailed programs and actions to implement the plan. Some of the points to highlight:
· A contingency plan needs to be developed as a part of the process. A “What If” scenario exercise helps in this regard

· A plan should be developed using both top down guidelines and bottom up inputs; this is very important to integrate international plans

· Policies, programs and procedures need to be developed, where appropriate, to tie to the strategy

· Implementation steps require facilitating communication and understanding of overall plans at all operating levels
Back to your Assignment ….
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