CRIC Course on Business Strategy

An introduction and lecture 1
Welcome to the course. Before we start the formal lecture structure it is worth just thinking about some of the basics of business strategy.  What follows will give you some awareness of what will be covered in the course and it will allow you the opportunity to begin research into various businesses.
The course will be given over a twelve week period. You will receive nine lectures and two of the weeks will be used to help you consolidate your understanding. The final week will be used an examination practice session.

So, let’s get started on thinking about what is meant by Business Strategy
Some initial information

All business operates within a market – so what is a market?
What is a market?
A market is where buyers and sellers:

· meet to exchange goods and services

· usually in exchange for money

The market may be in one specific place or not exist physically at all

An invisible market

Markets can exist:

·  over telephone lines

·  online

·  in emails


As long as what happens involves   buyers and sellers in a business transaction

Consumer Markets

You should be familiar with these:

· consumers interact with sellers 
to buy goods and services

· sellers can be retailers using high street shops or out-of-town stores 

· sellers can use other sales media

New ways of selling to the consumer

Alternatives to conventional retailing:

· Mail order (including catalogue shopping)

· Online, Web-based selling 
(‘e-tailing’)

· Direct producer-to-consumer selling

Industrial Markets

The business world’s equivalent of consumer markets:

· business organisations sell to other businesses

· not to a final consumer

· these other businesses use what they’ve bought to make new products

Commodity Markets

Goods traded on commodity markets include:

· coffee

· cocoa

· oil

· precious metals

· diamonds

Rich of poor – in business we make trade-offs and have to think about winners and losers, or the impact of our decisions and structures on the rich and the poor of a world that as becoming more integrated and inter-dependent.
Commodity markets often have their centres in developed countries (UK, USA, and Netherlands)

The commodities themselves often originate in the developing world (Latin America, sub-Saharan Africa)

Impact on the rich or poor?

Commodity market prices can fluctuate wildly:

· rising prices for oil causes inflation in developed countries which need oil for energy

· falling prices for coffee, cocoa, copper and so on cause poverty 
for many in developing world

Capital Markets

Businesses need capital in order to operate:

· small firms may borrow or sell shares to family and friends

· larger companies use the stock market to sell shares

· this is known as ‘equity’ capital

Corporate Culture
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· The beliefs and values shared by people who work in an organisation

· How people behave with each other

· How people behave with customers/clients

· How people view their relationship with stakeholders

· People’s responses to energy use, community involvement, absence, work ethic, etc.

· How the organisation behaves to its employees – training, professional development, etc.

· May be driven by:

Vision – where the organisation wants to go in the future

· Mission Statement – summary 
of the beliefs of the organisation and where it is now

· May be reflected in:

· Attitude and behaviour of the leadership

· Attitude to the role of individuals in the workplace – open plan offices, team based working, etc.

· Logo of the organisation 

· The image it presents to the outside world

· Its attitude to change
Let’s put a more practical dimension to all of this
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What corporate culture do you think the following businesses have managed to develop?

Nike

McDonalds

Virgin Group

Strategic Planning

· First Stage of Strategic Planning may involve:

· Futures Thinking

· Thinking about what the business might need to do 10–20 years ahead

· Strategic Intents

· Thinking about key strategic themes 
that will inform 
decision making

· “The thicker the planning document, the more useless 
it will be”

· (Brent Davies: 1999)

· The Vision

· Communicating to all staff where the organisation is going and where
it intends to be in the future

· Allows the firm to set goals

· Aims and Objectives:

· Aims – long term target

· Objectives – the way in which you are going to achieve the aim

· Example:

· Aim may be for a chocolate manufacturer to break into 
a new overseas market

· Objectives:

· Develop relationships with overseas suppliers

· Identify network of retail outlets

· Conduct market research to identify consumer needs

· Find location for overseas sales team HQ

· Once the direction is identified:

· Analyse position

· Develop and introduce strategy

· Evaluate:

· Evaluation is constant and the results of the evaluation feed back 
into the vision

SWOT

· Strengths – identifying existing organisational strengths

· Weaknesses – identifying existing organisational weaknesses

· Opportunities – what market opportunities might there be 
for the organisation to exploit?

· Threats – where might the threats to the future success come from?

PESTLE

· Political: local, national and international political developments – how will they affect the organisation and in what way/s?

· Economic: what are the main economic issues – both nationally and internationally – that might affect the organisation?

· Social: what are the developing social trends that may impact on how the organisation operates and what will they mean for future planning?

· Technological: changing technology can impact on competitive advantage very quickly!

· Legal – laws change and alter corporate strategy

· Environmental -  attitudes change and public opinion is becoming more important

· Ethical – how will others view you? Pressure Groups and media?

· Examples:

· Growth of China and India as manufacturing centres

· Concern over treatment of workers and the environment in less developed countries who may be suppliers

· The future direction of the interest rate, consumer spending, etc.

· The changing age structure of the population

· The popularity of ‘fads’ like the Atkins Diet

· The move towards greater political regulation of business

· The effect of more bureaucracy in the labour market

· Greater internationalisation of health, safety, conditions and environmental laws

· The continued destruction of rain forests

· Using labour in developing economies

Five Forces

· Developed by Michael Porter: forces that shape and influence the industry or market the organisation operates in.

· Strength of Barriers to Entry - how easy is it 
for new rivals to enter the industry?

· Extent of rivalry between firms – how competitive
 is the existing market?

· Supplier power – the greater the power, the less control the organisation has on the supply of its inputs.

· Buyer power – how much power do customers 
in the industry have?

· Threat from substitutes – what alternative products 
and services are there and what is the extent 
of the threat they pose?

Required Information

· Changing strategy will impact on the resources needed to carry out the strategy:

· Specifically the impact on:

· Land – opportunities for acquiring land for development – green belt, brownfield sites, planning regulations, etc.

· Labour – ease of obtaining the skilled and unskilled labour required

· Capital – the type of capital and the cost of the capital needed to fulfil the strategy

Evaluation

· Data from sales, profit, etc. used to evaluate the progress and success of the strategy and to inform of changes to the strategy in the light of that data

Types of Strategy

· Competitive Advantage – something which gives the organisation some advantage over its rivals

· Cost advantage – A strategy to seek out and secure a cost advantage 
of some kind - lower average costs, lower labour costs, etc.

· Market Dominance:

· Achieved through:

· Internal growth

· Acquisitions – mergers and takeovers 

· New product development: to keep ahead of rivals and set the pace

· Contraction/Expansion – focus on what you are good at (core competencies) or seek to expand into a range of markets?

· Price Leadership – through dominating the industry – others follow your price lead

· Global – seeking to expand 
global operations

· Re-engineering – thinking outside the box – looking at new ways of doing things 

Internal

· Downsizing – selling off unwanted parts of the business – similar 
to contraction

· De-layering – flattening the management structure, removing bureaucracy, speed up decision making

· Restructuring – complete re-think 
of the way the business is organised
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Lecture 1

Introduction
A brief introduction to some of the main parts of the course

What is business strategy?

· A definition from Harrison (2003: 4)

  “Strategic management is a process through which organizations analyse and learn from their internal and external environments, establish strategic direction, create strategies that are intended to move the organization in that direction, and implement those strategies, all in an effort to satisfy key stakeholders”
Some basic questions we need to ask:

Why are some companies more successful than others?

Perspectives and Approaches

    Traditional 

    Resource-Based

    Stakeholder

Key Concepts 

    Competitive Advantage

    Environmental Analysis

    Strategic Thinking/Strategic Management Process

Strategic Management Process

    
Situation Analysis    



Direction

    
Formulation

    
Implementation 
The importance of competitive advantage in business strategy




Porter’s Theory

Michael Porter has described a category scheme consisting of three general types of strategies that are commonly used by businesses. These three generic strategies are defined along two dimensions: strategic scope and strategic strength. Strategic scope is a demand-side dimension (Porter was originally an engineer, then an economist before he specialized in strategy) and looks at the size and composition of the market you intend to target. Strategic strength is a supply-side dimension and looks at the strength or core competency of the firm. In particular he identified two competencies that he felt were most important: product differentiation and product cost (efficiency).

He originally ranked each of the three dimensions (level of differentiation, relative product cost, and scope of target market) as either low, medium, or high, and juxtaposed them in a three dimensional matrix. That is, the category scheme was displayed as a 3 by 3 by 3 cube. But most of the 27 combinations were not viable.

Porter's Generic Strategies

In his 1980 classic Competitive Strategy: Techniques for Analysing Industries and Competitors, Porter simplifies the scheme by reducing it down to the three best strategies. They are cost leadership, differentiation, and market segmentation (or focus). Market segmentation is narrow in scope while both cost leadership and differentiation are relatively broad in market scope.

Empirical research on the profit impact of marketing strategy indicated that firms with a high market share were often quite profitable, but so were many firms with low market share. The least profitable firms were those with moderate market share. This was sometimes referred to as the hole in the middle problem. Porter’s explanation of this is that firms with high market share were successful because they pursued a cost leadership strategy and firms with low market share were successful because they used market segmentation to focus on a small but profitable market niche. Firms in the middle were less profitable because they did not have a viable generic strategy.

Combining multiple strategies is successful in only one case. Combining a market segmentation strategy with a product differentiation strategy is an effective way of matching your firm’s product strategy (supply side) to the characteristics of your target market segments (demand side). But combinations like cost leadership with product differentiation are hard (but not impossible) to implement due to the potential for conflict between cost minimization and the additional cost of value-added differentiation.

Since that time, some commentators have made a distinction between cost leadership, that is, low cost strategies, and best cost strategies. They claim that a low cost strategy is rarely able to provide a sustainable competitive advantage. In most cases firms end up in price wars. Instead, they claim a best cost strategy is preferred. This involves providing the best value for a relatively low price.

Cost Leadership Strategy
This strategy emphasizes efficiency. By producing high volumes of standardized products, the firm hopes to take advantage of economies of scale and experience curve effects. The product is often a basic no-frills product that is produced at a relatively low cost and made available to a very large customer base. Maintaining this strategy requires a continuous search for cost reductions in all aspects of the business. The associated distribution strategy is to obtain the most extensive distribution possible. Promotional strategy often involves trying to make a virtue out of low cost product features.

To be successful, this strategy usually requires a considerable market share advantage or preferential access to raw materials, components, labour, or some other important input. Without one or more of these advantages, the strategy can easily be mimicked by competitors. Successful implementation also benefits from:

· process engineering skills 

· products designed for ease of manufacture 

· sustained access to inexpensive capital 

· close supervision of labour 

· tight cost control 

· incentives based on quantitative targets. 

always ensure that the costs are kept at the minimum possible level.

Competitive Advantage

· Also called a ‘differential advantage’

· Please do not use this terminology in Business Strategy

· The ‘marketing strategist’ thinks of a differential advantage as a selling point

· The business strategist needs to consider 

· the firm’s cost structure, mission and culture 


as well as 

· the value which customers see in its product or service offerings
Beyond Competitive Advantage

· “Strategic management is a process 

· through which organizations analyse and learn 

· from their internal and external environments, 

· establish strategic direction, 

· create strategies that are intended to move the organization in that direction, and 

· implement those strategies, 

· all in an effort to satisfy key stakeholders”
Strategies can change

· Mintzberg (1987; 1998) sees strategy as a living thing

· What strategists do depends on where they are and with whom

· Strategy can be many things

· Plan – as in warfare: intended

· Ploy – as in the game of chess: a clever move

· Pattern – a set of consistent actions

· Position – a set of choices, different from rivals

· Perspective – a way of thinking, a vision shared
The world is changing too

· Johnson, Scholes and Whittington (2005:21)     use the ideas of complexity theorists like our own Professor Ralph Stacey (2003), and accept change as a fact of life

· Businesses need to avoid complacency and resistance to change: the risk of strategic drift 

· Junior managers with fresh ideas can stop chief executives getting set in their ways

· Learning is key to success, and often comes from staff directly involved in operations and sales

· Emergent strategy, well directed, can turn the leader’s vision into reality
Who should be involved with strategic thinking?

· Everyone: engage in the process, don’t leave it to the planners

· Strategy unites the various functions

· Learning can happen at all levels

· Stakeholders can help

Harrison (2003: 11-15) identifies many groups: 

· Employees 

· Customers

· Suppliers

· Government

· Campaigners …. The list continues

Learning about strategy

· Develops analytical skills 

· Involves research

· Builds on team working skills

· Develops understanding of debate

Prepare yourselves for

· Complex problems

· Range of tools

· No one ‘right’ answer

We will use analytical tools to identify issues, generate and evaluate options 
Other ideas on strategy

Differentiation Strategy
Differentiation involves creating a product that is perceived as unique. The unique features or benefits should provide superior value for the customer if this strategy is to be successful. Because customers see the product as unrivaled and unequaled, the price elasticity of demand tends to be reduced and customers tend to be more brand loyal. This can provide considerable insulation from competition. However there are usually additional costs associated with the differentiating product features and this could require a premium pricing strategy.

To maintain this strategy the firm should ;
strong research and development skills 

strong product engineering skills 

strong creativity skills 

good cooperation with distribution channels 

strong marketing skills 

incentives based on subjective measures 

be able to communicate the importance of the differentiating product characteristics 

stress continuous improvement and innovation 

attract highly skilled, creative people 

Focus Strategy
In this strategy the firm concentrates on a select few target markets. It is also called a focus strategy or niche strategy. It is hoped that by focusing your marketing efforts on one or two narrow market segments and tailoring your marketing mix to these specialized markets, you can better meet the needs of that target market. The firm typically looks to gain a competitive advantage through effectiveness rather than efficiency. It is most suitable for relatively small firms but can be used by any company. As a focus strategy it may be used to select targets that are less vulnerable to substitutes or where a competition is weakest to earn above-average return on.
The 'Strategy Clock' is based upon the work of Cliff Bowman (see C. Bowman and D. Faulkner 'Competitve and Corporate Strategy - Irwin - 1996). It's another suitable way to analyze a company's competitive position in comparison to the offerings of competitors. As with Porter's Generic Strategies, Bowman considers competitive advantage in relation to cost advantage or differentiation advantage. There are six core strategic options:
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Option one - low price/low added value.likely to be segment specific. 

Option two - low price.risk of price war and low margins/need to be a 'cost leader'. 

Option three - Hybrid.low cost base and reinvestment in low price and differentiation. 

Option four - Differentiation.

(a)without a price premium:perceived added value by user, yielding market share benefits. 

(b)with a price premium:perceived added value sufficient to to bear price premium. 

Option five - focussed differentiation.perceived added value to a 'particular segment' warranting a premium price. 

Option six - increased price/standard.higher margins if competitors do not value follow/risk of losing market share. 

Option seven - increased price/low values.only feasible in a monopoly situation. 

Option eight - low value/standard price.loss of market share.

Is strategy neat or messy?

· Porter (1996 and 1998) 

· Neat and far-sighted

· Plan thoroughly and take up a position

· Make trade-offs, resolve dilemmas

· Compete and win

· Stacey (2003)

· Messy and chaotic

· Unpredictable outcomes

· Hold the paradox, spark creativity

· Engage in conversation, learn and grow

To gain the most from the course you should

· Read ‘Essential Readings’ before each lecture/tutorial

· Prepare answers to discussion questions before the class

· Speak your mind in class: join in!

· Apply theory to practice

· Explain how case (‘evidence’) and/or theory supports your own opinion

· Criticise ideas and weigh up evidence
Some tasks

1. Look at the above and explain WHY Porter thought competitive advantage to be important.
2. Explain what is meant by the term ‘niche market’ and note a couple of examples.
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