





	2




	Strategic Management


Jamie Wilson
1803758


	MBA – General Management

15th December 2019



[image: ][image: logo-placeholder]

[image: ]

[bookmark: _Toc25330778]Executive Summary

This report presents an assessment of strategic management within Sensata technologies. The markets in which Sensata operates are analysed using a PESTEL framework and the internal environment is presented in a SWOT format. The strategic response to these internal and external factors is discussed, highlighting the impact of these key strategic decisions to the organisation. 

Recommendations to consider as part of Sensata’s strategic planning are proposed, namely:
1. Diversification into adjacent markets to leverage growth opportunities and reduce market risk. 

2. Implement transformational cost efficiency initiative to remain competitive in core automotive sensing. 

3. Develop subscription-based model for sensing systems in the truck and trailer market to win early market share.

From the analysis within this report, it is understood that Sensata have taken appropriate measures to counter headwinds and set a clear strategy to grow in existing as well as emerging markets.
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Headquartered in Attleboro, USA, Sensata Technologies are a multinational industrial technology business with a FY18 revenue of £3.5bn (Sensata Technologies, 2019). Sensata designs and manufactures sensing solutions across all major industrial sectors, focussing on high-value segments. 

Sensata’s value proposition is its ability to use its engineering expertise to develop innovative and customised solutions for customers. Its current primary products include tyre pressure monitoring systems, exhaust gas sensors, circuit breakers, actuators, motor position sensors, pressure sensors, temperature sensors and controls. 

Sensata’s vision is to be “A world leader and early innovator in mission-critical sensor-rich solutions and electrical protection & first choice for our customers, employees, investors and neighbors” (Sensata Technologies, 2019). Its purpose is to “help our customers safely deliver a cleaner, more efficient, electrified and connected world” (Sensata Technologies, 2019). 

Sensata’s end markets have and are continuing to experience significant disruption due to political instability (Winton, 2019), global economic trade-tensions (Gerryn, 2019), emerging technologies (McKinsey & Company, 2017) and sociocultural evolution (Cooper, et al., 2017). Sensata has responded to these challenges by evolving its strategic intent through a series of continuous strategic management processes. 

The intent of this report is to analyse the application of strategic management principals within Sensata and provide recommendations where appropriate. 

[bookmark: _Toc25330780]External Environmental Factors

An analysis of the macro-economic factors affecting the strategic management of Sensata Technologies is presented below using a PESTEL framework. 
Political
UK relationship with European Union: There is a high level of uncertainty over the state of trade agreements between the UK and the European Union once the UK transitions out of the Union in the coming years (The Economist, 2018). Sensata has significant operations in the UK involving research, development and production. Export of finished goods may have impacted timescales and additional costs and a complex supply chain risks delays due to customs import issues (Marshall, 2019). To de-risk significant delays and subsequent financial penalties from customers, Sensata must consider methods such as stock-piling components while trying to maintain a Lean production environment. Additionally, many of the production staff in Sensata’s UK based facilities are not UK citizens – risking a depletion of labour. EU grants currently subsidise R&D activities in the UK, if these grants are not re-funded by another source the financial feasibility of UK operations will need to be reviewed.  

Trade protectionism and incentivisation: A number of global economies are shifting from free-trade agreements to a protectionist sentiment (The Economist, 2018). This creates trade barriers which directly affect the global nature of Sensata by impacting the cost and complexity of imports/exports (European Central Bank, 2018). By shifting away from free-trade, there is a likely impact to the diffusion of knowledge through a globalised economy (International Monetary Fund, 2018). The IMF’s report identifies that international free-trade facilitates the sharing of knowledge and technology through the international use of patents. This suggests that free-trade enhances knowledge of advanced technologies within participating countries and therefore accelerates innovation (Wilson, 2019).

Economic
· Exchange rate variability: High volatility in exchange rate impacts uncertainty of investors and requires an organisational strategy that hedges exchange rate risk (Suranovic, 2012). Currency of supply chain and payment terms should be considered in purchasing strategy as well as sales contracts. 

· Oil price instability: The impact of oil price fluctuations on fuel can be correlated to consumer behaviours. Consumers are more likely to invest in more fuel efficient or alternative powertrain vehicles if fuel prices rise significantly. Conversely, if fuel prices are low the consumer will have less of a financial incentive to invest in a newer vehicle (Lis, et al., 2012). The organisational strategy must reflect consumer demand not just Sensata’s customers direct demand.

Commodity Risk: Fluctuations in commodity prices (such as Gold, Silver and Aluminium) can directly affect the cost of producing products. The risk associated with each commodity needs to be factored into financial planning as well as strategy if the risk is deemed excessive. Arrangements such as hedging can be used to reduce the risk of cost increases. 

· Softening automotive markets: Reduced car sales have resulted in several automotive OEMs reducing production volumes to match demand (Eisenstein, 2019). Subsequently, the demand for automotive sensors is proportionally reduced. The reduction in vehicle sales drives auto OEMs to demand cost savings of their supply base to maintain profits. Sensata must also maintain profit whilst satisfying customer price reductions and countering sales reductions. This can also be an opportunity for Sensata if the appropriately developed technology can reduce overall costs for customers such as lowering installation time or reducing component count. R&D of such technology must be considered during strategic planning. 
Social
· Diesel powertrain reduction: Diesel powered vehicles have seen a reduction in demand since 2012 (see Figure 1). The rise of alternative options and a drop in consumer confidence due to political environmental lobbying and a number of diesel related scandals are major contributors (Jones, 2018). Sensata’s product strategy must consider this reducing market and evaluate potential options. 

[bookmark: _Ref24394442]Figure 1 Western Europe Diesel Car Sales
Source: (European Automobile Manufacturers Association, 2018)
· Acceptance of autonomous vehicles: Autonomous vehicles require highly accurate and reliable sensing systems and are a significant opportunity for Sensata. Although some level of automation is now common in new premium vehicles, the public’s perception of the technology is varied (Parkhurst, 2016). Opportunities for early entry to market through partnering and innovation alliances must be developed through a coherent strategy. 

· Demand for alternative ownership models: Ride sharing platforms have grown significantly over recent years (see Figure 2) signifying a potential shift in market. A key enabler for shared vehicle market growth is the development of autonomous and connected technology. This potential change in vehicle ownership model and growing market should be reviewed for strategic opportunities. 

[bookmark: _Ref24395580]Figure 2 - Number of Ridesharing Users
Source: (Statistica, 2017)

· Skills demand: Sensata relies on a highly skilled workforce to innovate and implement products. A report by Hays Recruitment (2018) identifies a number of global skills shortages that must be considered in Sensata’s Corporate Strategy. 
Technological
· Diesel uncertainty: A large part of Sensata’s current product portfolio is tailored for diesel internal combustion engines that have a decreasing sales trend. The impact of this decline and potential alternative directions must be included in Sensata’s corporate strategy.

· EV Development: Electric vehicle development is accelerating rapidly and significantly impacting the automotive industry and Sensata’s core business (IEA, 2019). New market opportunities exist for Sensata but require additional skills and resources which must be factored into the corporate Strategy. 

· Autonomous vehicles: The additional sensing requirements of autonomous vehicles should be considered as a potential opportunity for Sensata. The feasibility of serving this market must be analysed and reflected in Sensata’s strategy. 

· Connected world: Rapid developments in consumer technology are being transferred into the automotive industry through connected vehicles (Connexion, 2019). These developments are changing how consumers interact with vehicles but also produce data that could be valuable to third parties. 
Environmental
· Carbon emission reduction targets: Government regulation of emissions, including fuel economy standards such as the National Highway Traffic Safety Administration's Corporate Average Fuel Economy requirements in the U.S. and emissions requirements such as "Euro 6d" in Europe and "China National 6" in China lead to sensor-rich applications in-line with Sensata’s core products (Sensata Technologies, 2018). 

· Global sustainability targets: Sustainable Development Goals (United Nations, 2018) are designed to address the global challenges faced by society. These 17 goals act as guidelines and should be incorporated into corporate strategy where relevant to work towards an ethical organisation. 
Legal
· Environmental legislation: Environmental regulations for emissions, material usage, building efficiency, recyclability all have a potential impact to Sensata’s supply chain, manufacturing and distribution. Additionally, the tightening of environmental legislation is a key driver for change in the automotive market (Investopedia, 2019). 

· Data Ownership: As the number of sensors increases as does the amount of data produced. This data can provide valuable insights for consumers and third parties. As the data is captured and stored, the owner of the data must be considered, and it must be stored in accordance will relevant legislation (e.g. GDPR) (Zhang, 2018). Sensata are in a strong position to grow in the data market but uncertainty as to the owner of the generated data must be clarified. 

· EU recognition of UK product conformity: When the UK leaves the European Union, UK produced products will no longer be able to be CE marked – a requirement for many customers. Products will undergo the same testing and can be marked with “UKCA Mark” (Conformance, 2019). However, there is a risk that this may not be recognised by the EU thereby preventing the sale of many products within the EU.
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A SWOT (Strengths, Weaknesses, Opportunities and Threats) analysis is presented below to provide an overview of Sensata’s position and to allow for evaluation of appropriate strategic next steps. 

	Strengths
· Global Footprint
· Expert knowledge of sensors
· Highly automated production
· Scale of production
· Existing market share
	Weaknesses
· High overhead costs (highly skilled workforce, rent)
· Complex organisational structure (lack of integration)
· Slow development timescales
· Warranty Actions
· Brand recognition

	Opportunities
· Electric Vehicles
· Emerging Technologies (ACES)
· Emerging Markets
· Data analytics market
· Horizontal integration
	Threats
· Trade Tariffs
· UK Relationship with EU
· Low cost competition
· Diesel Powertrain Demand
· Environmental Regulations
· Exchange Rate Fluctuations
· Automotive market decline
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The internal and external factors presented above have shaped the strategic direction of Sensata. The challenging landscape has required Sensata to invest in the development of new technologies to increase content on vehicles and offer higher value sensors. This has allowed Sensata to continue to grow by 6% in 2018, outperforming the market (Sensata Technologies, 2019).  

Despite continued growth, significant measures were required to reach targets. In 2018, weaker than expected sales in China, trade tariffs and Brexit uncertainty contributed to reduced revenue (Sensata Technologies, 2019). Negotiations with customers resulted in sharing some unexpected tariff costs but a blanket price increase was not implemented as it was believed this could have negative longer-term impacts on the organisation (Wreden, 2002). To maintain profit with declining revenue, a cost-reduction strategy was implemented. 

Initial efforts to reduce costs were knee-jerk reactions to less-than-expected revenue. Restrictions on equipment spend, travel spend, training courses cancelled, company events cancelled, employee pay increases frozen were all the result from a persistent focus on the bottom line. This style of short-term cost focus is common in industry and often required in times of economic crisis (McArthur, et al., 2009).

A transformational cost reduction program can offer sustained and substantial savings although typically takes longer than 12 months and requires considerable investment to initiate (Deloitte, 2016). To benefit from the most effective cost reduction strategy that fits with the organisation’s context, strategic risk and situational factors must be understood and appropriate frameworks put in place to counter scenarios if they turn to reality (Bekefi, et al., 2008).  

Once strategic risks are understood, a longer-term view of cost reduction can be adopted. Tools such as Porters Value Chain (Porter, 1985) can be used to identify cost drivers within each area of the organisation and subsequently identify opportunities for reducing costs. The purpose of using a tool such as Porters Value Chain is to identify where the most value for the customer is created within the organisation and where costs can be reduced while maintaining or increasing this value. The value chain analysis can be complimented by using a VRIO (Valuable, Rare, Inimitable, Organised) framework to identify internal characteristics of the organisation that add sustainable competitive advantage.  

The efficiency and cost reduction techniques employed by Sensata made a significant impact to the financial stability of the company. However, these short-term savings have longer term impacts. Some of the savings were not direct savings, rather delayed spending. Equipment purchases were pushed out which had the effect of delaying R&D efforts. Additionally, headcount was effectively reduced through reallocation of resources and a freeze on recruitment. During a time when the organisation is trying to diversify its product portfolio and gain early market share in growth technologies this is likely to have negatively affected Sensata’s innovative position; however, a quantitative analysis has not been completed. 

The cost reduction initiatives had a significant impact to employees throughout the organisation. The most notable direct effect was a freeze on salary increases. Increasing pressure to deliver with less resources compounded an already low morale and resulted in increased employee turnover. Employee engagement dropped with an associated drop in performance as widely experienced with this type of cost reduction strategy (Bususu, 2014). Methods to engage employees whilst realising cost savings such as incentivisation could have helped maintain performance (Personnel Today, 2011).

The strategy used to enable revenue growth has been to increase sensor content on vehicles by offering higher value systems and capitalising on disruptive technologies within the automotive market (ACES). 

From an assessment of the automotive industry using Porters Five Forces (Porter, 1985) there is typically a low threat of new entrants due to high barriers of entry. There are also typically high switching costs for customers which leads to a competitively beneficial position for incumbent market leaders. This has led Sensata to push for early market dominance in emerging economies and in growth automotive technology sectors. 

China has been a significant growth market until 2018 when passenger vehicle sales fell by 4.08% from 2017 (International Trade Administration, 2019). Sensata has had a presence in China for more than 20 years and expect sensor content per vehicle to grow as the vehicle fleet modernises to comparable levels seen in developed markets (Sensata Technologies, 2018). 

Areas of disruption as identified in the PESTEL analysis include electrification, autonomous vehicles and connected vehicles. Using an Ansoff Matrix (Corporate Finance Institute, 2018), Sensata’s growth strategy can be categorised as Diversification (Figure 3), as new products are developed to enter new market sectors. 
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[bookmark: _Ref24735969]Figure 3 - Ansoff Matrix
Source: (Corporate Finance Institute, 2018)


Urbany and Davis’ three circle model (Urbany & Davis, 2007) can be used to demonstrate the markets Sensata intends to diversify into. Much of the autonomous vehicle sector remains in ‘E- White Space’ as technology is still in development to satisfy customers’ needs. Research and development investment is being made in this space to win early market share. Sensata targets diversified products and therefore area A of the Three Circle Model for much of the automotive industry. Competitors are producing point solutions, whereas Sensata is providing system solutions which offer higher value to the customer and higher revenue potential to the organisation. 

[image: ]
Figure 4 - Three Circle Model
Source: (Urbany & Davis, 2007)

To maintain a differentiated product portfolio and diversify into growth sectors, Sensata looks to complement its capability through mergers and acquisitions. In 2018 Sensata acquired Gigavac (Sensata Technologies, 2018) which increased content on electric vehicles by offering high voltage contactors. This horizontal integration allowed Sensata to offer a more complete battery management system and therefore a higher value solution to the customer. 

Gigavac had an existing customer base but were relatively new to the automotive market. Sensata have brought auto market experience and a far wider customer base which has allowed growth of Gigavac product sales. Gigavac are still in an integration phase with Sensata where additional efficiencies through synergies are expected to grow (Baker McKenzie, 2017).

In 2019, Sensata acquired Cynergy3 (Sensata Technologies, 2019) to vertically integrate its electrical connectors business. This has allowed Sensata to grow expertise in an area of rapid technology development and have more control of R&D direction (Sraders, 2018). 

These recent acquisitions as well as some strategic partnerships have allowed Sensata to build a product portfolio that has been further developed into a system tailored for customers. By providing a complete system rather than point solutions more value can be sought for the customer thereby creating a competitive advantage leading to higher revenue. A key industry opportunity as identified in the SWOT analysis is data analytics. By delivering on a system solution, Sensata have access to a vast amount of vehicle data that can be analysed and turned into an additional value stream. 

The term Internet of Things (IoT) is used to describe the connectivity of devices and the resulting data. It is generally accepted that the value produced at each level increases towards the top of the IoT stack (Mullaghan, 2014). Sensata are climbing the stack by diversifying their sensor offerings and creating a sensor infrastructure. 

[image: ]
Figure 5 - IoT Stack
Source: (Mullaghan, 2014)
[bookmark: _GoBack]Despite high potential earnings in developing technology areas, there is still a strong demand for core sensing applications with almost half of new cars in 2030 predicted to have combustion engine powertrains (IEA, 2019). It is therefore important to ensure Sensata’s core sensors remain competitive in performance and price. Sensata have a growth strategy for the Global Power Train (GPT) business which includes continuing R&D to reduce cost of sensors and offer higher performance. A key factor is to ensure incremental developments complement the entire product portfolio where possible. For example, almost all new vehicles will require sensors to enable regenerative braking to meet emissions targets (Choi, et al., 2015), the solutions need to be able to serve customers that want connected solutions (technology leaders) and stand-alone sensors (cost leaders). 

Sensata acquired Schrader Bridgeport as part of the wider deal for Schrader Electronics in 2014. Schrader Bridgeport produces pneumatics valves which did not align with the strategic goals of Sensata and were therefore sold in 2018.  
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Through an analysis of Sensata’s strategy to date there is clear alignment with a differentiation strategy (Porter, 1985). This allows Sensata to create competitive advantage by offering differentiated solutions to customers across industries. In 2018, 75% of Sensata’s revenue was from the automotive industry (Sensata Technologies, 2019). As identified in the PESTEL analysis, there are multiple factors that can affect the growth of the auto market and therefore Sensata. 

To de-risk these factors it is recommended that Sensata diversify into adjacent markets. An analysis of adjacent markets would suggest there are several growth opportunities aligning with Sensata’s product portfolio. For example, the industrial sensing market, specifically power generation balancing is a growing segment with strong alignment to Sensata’s automotive battery management system technology (Deloitte, 2018).  

The global automotive market is cyclical; meaning it is highly sensitive to economic effects (Carlin, 2016). This can create risks for the organisations serving the market and can make investors more restrained (Kwan, 2019). A more stable market such as power generation can de-risk market effects and increase investment potential (D'Aprile, et al., 2016).  

Market analysts are predicting continued softening of the automotive market in the coming years (Ultima Media, 2019). It is recommended that Sensata continue to look for efficiency improvements and implement a larger scale, transformational strategy. An in-depth analysis of the organisation is required to identify opportunities such as improving knowledge management to leverage expertise and data already existing within the organisation. The specialist skills and experience required to develop a strategy such as this may need the support of an external management consultancy (Kakabadse, et al., 2006). 

Rapid technology developments are enabling data driven insights to guide fleet management, improve safety and security, increase efficiency and increase reliability within the truck and trailer market (Roland Berger, 2018). The cost to fit an entire fleet with connected technology could be prohibitive to many organisations, despite a well understood return on investment. It is recommended that Sensata investigate a subscription model for the truck and trailer market.

Offering solutions at reduced initial cost could win early market share in this growing segment. Sensata’s existing technology strategy is to provide expandable system solutions – a subscription model could enable a cost-effective method to increase sensor content per vehicle as new sensor capability is released. This approach could de-risk economic instability and improve cash-flow by providing a more predicable revenue stream (Business Model Toolbox, 2019). 

[bookmark: _Implement_AI_assisted][bookmark: _Toc25330784]Conclusion

Sensata have faced challenging economic conditions and significant disruption in their prime markets over recent years. They have conducted extensive market analyses and the leadership team have identified the strategic direction they believe to offer sustainable growth with manageable levels of risk. 

In the third quarter of 2019 Sensata reported a revenue decrease of 2.7% compared to the third quarter of 2018 (Sensata Technologies, 2019). Adjusted earnings per share exceeded guidance and growth out-paced the end market. Despite reduced revenue, Sensata continued to fund key growth initiatives to ensure future competitiveness. This has been reflected in a strong share price. 

From the analysis within this report, it is understood that Sensata have taken appropriate measures to counter headwinds and set a clear strategy to grow in existing as well as emerging markets. Recommendations in Section 5 should be considered during strategic planning to improve sustainable growth.
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