CRIC Business Strategy – Lecture 5 – Generic Strategies
An introduction

Our main objectives are:

To be able to:

· Classify business-unit strategies using

· Porter’s generic model

· Bowman’s clock

· Identify and evaluate ‘fit’ and ‘stretch’

· Link these concepts to the perspectives of inside-out and outside-in
 We have to be able to LINK Purpose to Action – Harrison sees this as:
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We have to ask

· Whose needs are being served?

· Concept of competitive advantage:

· Customer needs come first

· Profits: - gained by effectively satisfying these needs



    - can be used to satisfy other stakeholders

· What is to be produced, or what services delivered - and how?  

Our main strategic decisions will focus on:

· Will commit a substantial share of the organisation’s resources in the medium or long term

· Can affect the firm’s overall scale and scope

· How big relative to competitors?

· How heavily focused on specific industries?

· How much control of the industry supply chain?

· How to compete within an industry?

· Can change the pattern of relationships with key stakeholders

The Generic Strategies as per Porter

· Positioning: an outside-in approach

· look outwards towards the customers, and the competition

· Fit: within the value chain, make sure the functions 

· are managed consistently 

· reinforce each other

· have no weak links

· Trade-off: commit to a distinctive or unique strategy that rules out other choices

· Avoid getting ‘stuck in the middle’
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Differentiation

· Differentiation in Porter’s model:

· High quality, tailored to customer needs

· Can be expensive to produce

· Customers may be willing to pay more

· Differentiation in ordinary English:

· Distinctiveness, difference from competitors

· Mintzberg et al (2003: 121, 130) say that   low prices can provide this

· But what happens if you offer low prices without low costs?
Generic strategies 2: embracing innovation and complexity (Harrison 2003:150)

· Three main decisions within a generic strategy: 

· Range of customers (broad or narrow market)

· Level of quality (as perceived by consumers)

· Cost structure (patterns of resource use)

· Three main value/price combinations:

· Cost leadership: lower value, lower price

· Differentiation: higher value, higher price

· Best value: higher value at lower price

· Best value (hybrid) strategies challenge Porter’s insistence on trade-offs

· Best value businesses are often innovators, not ‘stuck in the middle’
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(Mintzberg et al 2003: 127-138)

Rockets come in all shapes and sizes 

– will ours fit the landing site? 

– does it have enough fuel to get us there? 


What is the best fit?
· Fitting the product/service to its market (Mintzberg et al 2003: 127), 


rather than 

· Integrating the links within the value chain (Porter 1996)

· Examples of good fit, Mintzberg style:

· Mass market: single standardised product

· Segmented market: range of products matched to different segments

· Niche: small segment, excellent fit

· Customisation: perfect fit

Some keys to success

Some Keys to Success:
· High Capacity Utilization 

· plus accurate demand forecasting

· Economies of Scale

· Technological Advances

· Outsourcing

· Learning / Experience Effects
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Focus strategy

· Often linked to high-price differentiation

· Lowest-cost and best-value versions exist

· Success depends on catering to a particular market segment: target marketing

· Must identify segment

· Must assess and meet the needs of the segment better than competitors 

· May also be called a “niche” strategy
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From value chain to value system

· Cost leadership

· Depends on tight control of suppliers and distributors too

· Differentiation/focus

· Requires good information flows between sales agents and in-house design teams

· “Packing”  strategy 

· strong after-sales support

· complementary products

· supporting brands


Implies a well co-ordinated system

From Fit to Stretch: The Resource-Based View
An ‘inside-out’ approach

· Can the competences developed for one product/market be stretched to suit another?

· Can we find a good use for our capabilities?

· If we develop new strengths, can we change the rules of the game? 

Link to technical and strategic innovation, globalisation and corporate-level strategy
Some further ideas on Strategic Decisions

Some consider that there are SEVEN C’s in strategic decision making and these are:

Context covers the issues concerned with an organization’s external environment: how the external environment is perceived, how it is scanned, what the organization can do to control it and to change it. It also refers to industry and market structure, and strategic groups.

Competing deals with how organizations gain customers, how they identify their competitors and how they outperform them. It is also about the competitive strategies organizations can implement to achieve sustainable advantage, and about cooperation and collaboration.

Corporate strategy typically addresses the multi business context and therefore deals with questions such as alliances, diversification, mergers, globalization, and corporate parenting to cite just a few.

Competences deals with issues concerning the organization’s resources, such as skills, know-how, organizational knowledge, routines, competences, and capabilities, the role of these in the organization and the part they play in generating competitive advantage. It also deals with issues such as the transferability and limitability of resources.

Culture is about the organization's internal environment. It includes the role of organizational culture, its importance and its influence on the staff. It can also be about how culture is created or changed and how staff members perceive organizational culture.

Change concerns the types of change an organization can implement, and how change can take place or be constrained. This category deals with the reasons for change, the change process and the possible outcomes of change programmes.

Control is about organizational structure, power relationships and the way managers control what is happening in their organization. This category involves the role of managers in the organization, and the extent to which managers can 'manage' what is happening inside organizations and know what is happening around them.

Task

Select a business based in the United Kingdom or your own country of origin and analyse their apparent strategies against the 7’C’s approach outlined above.

Some further thoughts on business strategy:

For some strategy is about:

* Where is the business trying to get to in the long-term (direction) 

* Which markets should a business compete in and what kind of activities are involved in such markets? (markets; scope) 

* How can the business perform better than the competition in those markets? (advantage)? 

* What resources (skills, assets, finance, relationships, technical competence, and facilities) are required in order to be able to compete? (resources)? 

* What external, environmental factors affect the businesses' ability to compete? (environment)? 

* What are the values and expectations of those who have power in and around the business? (stakeholders)

Strategy at Different Levels of a Business

Strategies exist at several levels in any organisation - ranging from the overall business (or group of businesses) through to individuals working in it.

Corporate Strategy - is concerned with the overall purpose and scope of the business to meet stakeholder expectations. This is a crucial level since it is heavily influenced by investors in the business and acts to guide strategic decision-making throughout the business. Corporate strategy is often stated explicitly in a "mission statement".

Business Unit Strategy - is concerned more with how a business competes successfully in a particular market. It concerns strategic decisions about choice of products, meeting needs of customers, gaining advantage over competitors, exploiting or creating new opportunities etc.

Operational Strategy - is concerned with how each part of the business is organised to deliver the corporate and business-unit level strategic direction. Operational strategy therefore focuses on issues of resources, processes, people etc

How Strategy is Managed - Strategic Management

In its broadest sense, strategic management is about taking "strategic decisions" - decisions that answer the questions above.

In practice, a thorough strategic management process has three main components, shown in the figure below:

Strategic Analysis

This is all about the analysing the strength of businesses' position and understanding the important external factors that may influence that position. The process of Strategic Analysis can be assisted by a number of tools, including:

PESTLE Analysis - a technique for understanding the "environment" in which a business operates 

Scenario Planning - a technique that builds various plausible views of possible futures for a business  

Five Forces Analysis - a technique for identifying the forces which affect the level of competition in an industry 

Market Segmentation - a technique which seeks to identify similarities and differences between groups of customers or users 

Directional Policy Matrix - a technique which summarises the competitive strength of businesses operations in specific markets 

Competitor Analysis - a wide range of techniques and analysis that seeks to summarise a businesses' overall competitive position 

Critical Success Factor Analysis - a technique to identify those areas in which a business must outperform the competition in order to succeed 

SWOT Analysis - a useful summary technique for summarising the key issues arising from an assessment of a businesses "internal" position and "external" environmental influences. 

 Task
Select a possible economic situation that may arise in your country and develop the scenarios you would develop to react to the situation if it were to arise. For example, how might you react as an exporter if the Chinese currency was re-valued, or how might the continued awareness of rain forest destruction affect a company exporting timber in the near Far East? 

Strategic Choice

This process involves understanding the nature of stakeholder expectations (the "ground rules"), identifying strategic options, and then evaluating and selecting strategic options.

Strategy Implementation

This is often the hardest part and when a strategy has been analysed and selected, the task is then to translate it into organisational action.

Porter’s Five Forces Model
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Porter explains that there are five forces that determine industry attractiveness and long-run industry profitability. These five "competitive forces" are 

- The threat of entry of new competitors (new entrants)

- The threat of substitutes

- The bargaining power of buyers

- The bargaining power of suppliers

- The degree of rivalry between existing competitors

Threat of New Entrants

New entrants to an industry can raise the level of competition, thereby reducing its attractiveness. The threat of new entrants largely depends on the barriers to entry. High entry barriers exist in some industries (e.g. shipbuilding) whereas other industries are very easy to enter (e.g. estate agency, restaurants). Key barriers to entry include

- Economies of scale

- Capital / investment requirements

- Customer switching costs

- Access to industry distribution channels

- The likelihood of retaliation from existing industry players

Threat of Substitutes

The presence of substitute products can lower industry attractiveness and profitability because they limit price levels. The threat of substitute products depends on:

- Buyers' willingness to substitute

- The relative price and performance of substitutes

- The costs of switching to substitutes

Task

As a fast food retailer how might you react to the arrival of an ‘organic’ fast food outlet that sells strongly on the use of ‘fresh’ products?

Bargaining Power of Suppliers

Suppliers are the businesses that supply materials & other products into the industry.

The cost of items bought from suppliers (e.g. raw materials, components) can have a significant impact on a company's profitability. If suppliers have high bargaining power over a company, then in theory the company's industry is less attractive. The bargaining power of suppliers will be high when:

- There are many buyers and few dominant suppliers

- There are undifferentiated, highly valued products

- Suppliers threaten to integrate forward into the industry (e.g. brand manufacturers threatening to set up their own retail outlets)

- Buyers do not threaten to integrate backwards into supply

- The industry is not a key customer group to the suppliers

Task

1. Using a business of your choice analyse HOW its supply chains work, how you think its stock control system is applied and note what evidence you see that the chain involves communication in ALL directions.
Bargaining Power of Buyers

Buyers are the people / organisations who create demand in an industry

The bargaining power of buyers is greater when

- There are few dominant buyers and many sellers in the industry

- Products are standardised

- Buyers threaten to integrate backward into the industry

- Suppliers do not threaten to integrate forward into the buyer's industry 

- The industry is not a key supplying group for buyers

Intensity of Rivalry

The intensity of rivalry between competitors in an industry will depend on:

- The structure of competition - for example, rivalry is more intense where there are many small or equally sized competitors; rivalry is less when an industry has a clear market leader

- The structure of industry costs - for example, industries with high fixed costs encourage competitors to fill unused capacity by price cutting

- Degree of differentiation - industries where products are commodities (e.g. steel, coal) have greater rivalry; industries where competitors can differentiate their products have less rivalry 

- Switching costs - rivalry is reduced where buyers have high switching costs - i.e. there is a significant cost associated with the decision to buy a product from an alternative supplier

- Strategic objectives - when competitors are pursuing aggressive growth strategies, rivalry is more intense. Where competitors are "milking" profits in a mature industry, the degree of rivalry is less

· Exit barriers - when barriers to leaving an industry are high (e.g. the cost of closing down factories) - then competitors tend to exhibit greater rivalry.

Task

How do you think firms such as Coke or McDonalds construct entry and exit barriers, so making market invasion more difficult.

Ansoff’s Box
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Market penetration

Market penetration is the name given to a growth strategy where the business focuses on selling existing products into existing markets.

Market penetration seeks to achieve four main objectives:

• Maintain or increase the market share of current products – this can be achieved by a combination of competitive pricing strategies, advertising, sales promotion and perhaps more resources dedicated to personal selling

• Secure dominance of growth markets

• Restructure a mature market by driving out competitors; this would require a much more aggressive promotional campaign, supported by a pricing strategy designed to make the market unattractive for competitors

• Increase usage by existing customers – for example by introducing loyalty schemes

A market penetration marketing strategy is very much about “business as usual”. The business is focusing on markets and products it knows well. It is likely to have good information on competitors and on customer needs. It is unlikely, therefore, that this strategy will require much investment in new market research.

Task

How might Costa Coffee seek to deepen its market penetration?

Market development

Market development is the name given to a growth strategy where the business seeks to sell its existing products into new markets.

There are many possible ways of approaching this strategy, including:

• New geographical markets; for example exporting the product to a new country

• New product dimensions or packaging: for example 

• New distribution channels

• Different pricing policies to attract different customers or create new market segments

Task

In what ways might the University of Hertfordshire widen its market for both domestic and overseas students?

Product development

Product development is the name given to a growth strategy where a business aims to introduce new products into existing markets. This strategy may require the development of new competencies and requires the business to develop modified products which can appeal to existing markets.

Diversification

Diversification is the name given to the growth strategy where a business markets new products in new markets.

This is an inherently more risk strategy because the business is moving into markets in which it has little or no experience.

For a business to adopt a diversification strategy, therefore, it must have a clear idea about what it expects to gain from the strategy and an honest assessment of the risks.

The Boston Matrix
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Using the BCG Box (an example is illustrated above) a company classifies all its SBU's according to two dimensions:

On the horizontal axis: relative market share - this serves as a measure of SBU strength in the market

On the vertical axis: market growth rate - this provides a measure of market attractiveness

By dividing the matrix into four areas, four types of SBU can be distinguished:

Stars - Stars are high growth businesses or products competing in markets where they are relatively strong compared with the competition. Often they need heavy investment to sustain their growth. Eventually their growth will slow and, assuming they maintain their relative market share, will become cash cows.

Cash Cows - Cash cows are low-growth businesses or products with a relatively high market share. These are mature, successful businesses with relatively little need for investment. They need to be managed for continued profit - so that they continue to generate the strong cash flows that the company needs for its Stars.

Question marks - Question marks are businesses or products with low market share but which operate in higher growth markets. This suggests that they have potential, but may require substantial investment in order to grow market share at the expense of more powerful competitors. Management have to think hard about "question marks" - which ones should they invest in? Which ones should they allow to fail or shrink?

Dogs - Unsurprisingly, the term "dogs" refers to businesses or products that have low relative share in unattractive, low-growth markets. Dogs may generate enough cash to break-even, but they are rarely, if ever, worth investing in.

Task

Just where in the ‘box’ do the following appear?

· Manchester United

· Ronaldo

· Ryan Air

· Boots the Chemist

· Smith(Stationers)

Using the BCG Box to determine strategy

Once a company has classified its SBU's, it must decide what to do with them. In the diagram above, the company has one large cash cow (the size of the circle is proportional to the SBU's sales), a large dog and two, smaller stars and question marks.

Conventional strategic thinking suggests there are four possible strategies for each SBU:

(1) Build Share: here the company can invest to increase market share (for example turning a "question mark" into a star)

(2) Hold: here the company invests just enough to keep the SBU in its present position

(3) Harvest: here the company reduces the amount of investment in order to maximise the short-term cash flows and profits from the SBU. This may have the effect of turning Stars into Cash Cows.

(4) Divest: the company can divest the SBU by phasing it out or selling it - in order to use the resources elsewhere (e.g. investing in the more promising "question marks").
The Balanced Scorecard

The background

No single measures can give a broad picture of the organisation’s health. 

So instead of a single measure why not a use a composite scorecard involving a number of different measures. 

Kaplan and Norton devised a framework based on four perspectives – financial, customer, internal and learning and growth. 

The organisation should select critical measures for each of these perspectives. 

Origins of the balanced scorecard 

R.S. Kaplan and D.P. Norton -”The Balanced Scorecard- measures that drive performance”. Harvard Business Review, January 1992

 “Kaplan and Norton suggested that organisations should focus their efforts on a limited number of specific, critical performance measures which reflect stakeholder’s key success factors” (Strategic Management, J. Thompson with F. Martin) 

What is the balanced scorecard?

A system of corporate appraisal which looks at financial and non-financial elements from a variety of perspectives. 

An approach to the provision of information to management to assist strategic policy formation and achievement. 

It provides the user with a set of information which addresses all relevant areas of performance in an objective and unbiased fashion. 

A set of measures that gives top managers a fast but comprehensive view of the business. 

The balanced scorecard…

Allows managers to look at the business from four important perspectives. 

Provides a balanced picture of overall performance highlighting activities that need to be improved. 

Combines both qualitative and quantitative measures. 

Relates assessment of performance to the choice of strategy. 

Includes measures of efficiency and effectiveness. 

Assists business in clarifying their vision and strategies and provides a means to translate these into action. 

In what way is the scorecard a balance?

The scorecard produces a balance between:

Four key business perspectives: financial, customer, internal processes and innovation. 

How the organisation sees itself and how others see it.  

The short run and the long run 

The situation at a moment in time and change over time 

Main benefits of using the balanced scorecard

Helps companies focus on what has to be done in order to create a breakthrough performance 

Acts as an integrating device for a variety of corporate programmes 

Makes strategy operational by translating it into performance measures and targets 

Helps break down corporate level measures so that local managers and employees can see what they need to do well if they want to improve organisational effectiveness 

Provides a comprehensive view that overturns the traditional idea of the organisation as a collection of isolated, independent functions and departments

Perspectives of the Balanced Scorecard

The four perspectives are:

Financial perspective - how does the firm look to shareholders? 

Customer perspective - how do customers see the firm? 

Internal perspective - how well does it manage its operational processes? 

Innovation and learning perspective – can the firm continue to improve and create value? This perspective also examines how an organisation learns and grows. 

For each of four perspectives it is necessary to identify indicators to measure the performance of the organisations.

More on the financial perspective

This is concerned with the shareholders view of performance.

Shareholders are concerned with many aspects of financial performance: Amongst the measures of success are:

Market share 

Revenue growth 

Profit ratio 

Return on investment 

Economic value added 

Return on capital employed 

Operating cost management 

Operating ratios and loss ratios 

Corporate goals 

Survival 

Profitability 

Growth 

Process cost savings 

Increased return on assets 

Profit growth 

Measures 

Cash flow 

Net profitability ratio 

Sales revenue 

Growth in sales revenue 

Cost reduction 

ROCE 

Share price 

Return on shareholder funds 

More on the customer perspective

How do customers perceive the firm?

This focuses on the analysis of different types of customers, their degree of satisfaction and the processes used to deliver products and services to customers.

Particular areas of focus would include:

Customer service 

New products 

New markets 

Customer retention 

Customer satisfaction 

What does the organisation need to do to remain that customer’s valued supplier? 

Potential goals for the customer perspective could include:

Customer satisfaction 

New customer acquisition 

Customer retention 

Customer loyalty 

Fast response 

Responsiveness 

Efficiency 

Reliability 

Image 

The following metrics could be used to measure success in relation to the customer perspective:

Customer satisfaction index 

Repeat purchases 

Market share 

On time deliveries 

Number of complaints 

Average time to process orders 

Returned orders 

Response time 

Reliability 

New customer acquisitions 

Perceived value for money 

More on the internal perspective

This seeks to identify:

How well the business is performing. 

Whether the products and services offered meet customer expectations. 

The critical processes for satisfying both customers and shareholders. 

Activities in which the firm excels?  

And in what must it excel in the future? 

The internal processes that the company must be improved if it is to achieve its objectives. 

This perspective is concerned with assessing the quality of people and processes.

Potential goals for the internal perspective include:

Improve core competencies 

Improvements in technology 

Streamline processes 

Manufacturing excellence 

Quality performance 

Inventory management 

Quality 

Motivated workforce 

The following metrics could be used to measure success in relation to the internal perspective:

Efficiency improvements 

Reduction in unit costs 

Reduced waste 

Improvements in morale 

Increase in capacity utilisation 

Increased productivity 

% defective output 

Amount of recycled waste 

Amount of reworking 

More on the innovation and learning perspective

This perspective is concerned with issues such as:         

Can we continue to improve and create value? 

In which areas must the organisation improve? 

How can the company continue to improve and create value in the future? 

What should it be doing to make this happen? 

Potential goals for the innovation and learning perspective include:

New product development 

Continuous improvement 

Technological leadership 

HR development 

Product diversification 

The following metrics could be used to measure success in relation to the innovation and learning perspective:

Number of new products 

% sales from new products 

Amount of training 

Number of strategic skills learned. 

Value of new product in sales 

R&D as % of sales 

Number of employee suggestions. 

Extent of employee empowerment

Task

As a young executive recently appointed to a global business why would you propose to your colleagues that they give serious consideration to introducing the ’balanced scorecard’ approach to their strategic thinking?

