TYPES OF STRATEGIES

TO GAIN SUSTAINED COMPETITIVE
ADVANTAGES

HOW TO GAIN SUSTAINED COMPETITIVE ADVANTAGES

Establish A Clear
Vision & Missiol

n
Evaluate & Monitor Formulate Strategies:
Results: Gain & Sustain Collect, Analyze, &
Take Corrective Competitive Prioritize Data Using
Actions; Adapt

Advantages Matrices; Establish A
To Change Clear Strategic Plan

\ Implement Strategies: /

Establish Structure;
Allocate Resources;
Motivate & Reward;
Attract Customers;
Manage Finances

FIGURE 4-4

How to Gain and Sustain Competitive Advantages
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OBJECTIVES

1. Define and discuss secondary buyouts and dividend
recapitalizations.

2. Identify the benefits and drawbacks of merging with
another firm.

3. Discuss the value of establishing long-term objectives.

4. Identify 16 types of business strategies.

5. ldentify numerous examples of organizations pursuing
different types of strategies.

6. Discuss guidelines when particular strategies are most
appropriate to pursue.

4-4
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OBJECTIVES

7.
8.

9.

10.
11.
12.
13.

Discuss Porter’ s five generic strategies.

Describe strategic management in nonprofit,
governmental, and small organizations.

Discuss the nature and role of joint ventures in strategic
planning.

Compare and contrast financial with strategic objectives.
Discuss the levels of strategies in large versus small firms.
Explain the First Mover Advantages concept.

Discuss recent trends in outsourcing and reshoring.

45

THE NATURE OF LONG-TERM OBJECTIVES

» Objectives should be:

» quantitative, measurable, realistic,
understandable, challenging,
hierarchical, obtainable, and
congruent among organizational units

4-6
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THE NATURE OF LONG-TERM OBJECTIVES

» Objectives
» provide direction
» allow synergy
» aid in evaluation
» establish priorities
» reduce uncertainty
» minimize conflicts

» aid in both the allocation of resources and the
design of jobs

47

VARYING PERFORMANCE MEASURES BY
ORGANIZATIONAL LEVEL

TABLE 4-1 Varying Performance Measures by Organizational Level

Organizational Level Basis for Annual Bonus or Merit Pay

Corporate 75% based on long-term objectives
250 based on annual objectives

Division 30% based on long-term objectives
50% based on annual objectives

Function 250% based on long-term objectives
730% based on annual objectives
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LEVELS OF STRATEGIES WITH PERSONS
MOST RESPONSIBLE

Operational Level—plant managers, sales managers, Operational Level—plant managers, sales
production and department managers ers, production and department managers

Large Company Small Company
FIGURE 4-2
Levels of Strategies With Persons Most Responsible

THE DESIRED CHARACTERISTICS OF OBJECTIVES

TABLE 4-2 The Desired Characteristics of Objectives

1. Quantitative

2. Measurable

3. Realistic

4. Understandable
5. Challenging

6. Hierarchical

7. Obtainable

8. Congruent across departments
jee————r e =]
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TEN BENEFITS OF HAVING CLEAR OBJECTIVES

TABLE 4-3 Ten Benefits of Having Clear Objectives

. Provide direction by revealing expectations

. Allow synergy

. Assist in evaluation by serving as standards
. Establish priorities

. Reduce uncertainty

Minimize conflicts

Stimulate exertion

Aid in allocation of resources

Aid in design of jobs

Provide basis for consistent decision making

[—
=
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NOT MANAGING BY OBJECTIVES

| Managing by Extrapolation

Managing by Crisis
Managing by Subjectives

Managing by Hope

R

I
RN
N
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A COMPREHENSIVE STRATEGIC-MANAGEMENT MODEL

( Chapter 3: Ethics/Soclal Responsibllity/Sustainabllity )

| gy | |
I Formulation I Implementation I Evaluation
FIGURE 3-1

A Comprehensive Strategic-Management Model
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TYPES OF STRATEGIES

» Most organizations simultaneously pursue a
combination of two or more strategies, but a
combination strategy can be exceptionally risky
if carried too far.

» No organization can afford to pursue all the
strategies that might benefit the firm.

» Difficult decisions must be made and priorities
must be established.

4-14
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ALTERNATIVE STRATEGIES DEFINED AND EXEMPLIFIED

TABLE 4-4 Alternative Strategies Defined and Exemplified

Development

Product
Development

services into new geographic area

Seeking increased sales by
improving present products or
services or developing new ones

Strategy Definition Examples
Forward Gaining ownership or increased Forward Integration—PayPal is pushing
Integration control over distributors or retailers its service off the Web and into stores via
an agreement with Discover card.
Backward Seeking ownership or increased Backward Integration—Fancy Motels Inc.
Integration control of a firm’s suppliers acquiring a furniture manufacturer.
Horizontal Seeking ownership or increased Horizontal Integration—Britain’s
Integration control over competitors GlaxoSmithKline PLC acquired Human
Genome Sciences Inc. for $3 billion.
Market Seeking increased market share Market Penetration—PepsiCo is heavily
Penetration for present products or services in advertising its new Diet Pepsi special-
present markets through greater edition silver cans featuring the blue-
marketing efforts and-red Pepsi logo in a heart shape.
Market Introducing present products or Market Development—China

Petrochemical purchased three Canadian
oil companies, Daylight Energy,
Tanganyika Oil, and Syncrude Canada.
Product Development—General Electric
is building new composite material jet
engines, whereas rival Pratt & Whitney is
developing newly designed jet engines.

15

ALTERNATIVE STRATEGIES DEFINED AND EXEMPLIFIED
TABLE 4-4 Alternative Strategies Defined and Exemplified

parts, for their tangible worth

Strategy Definition Examples
Related Adding new but related products or Related Diversification—The toy retailer,
Diversification services Toys 'R* Us developed a new Wi-Fi tablet
computer for children (the Tabeo for
$149.99).
Unrelated Adding new, unrelated products or Unrelated Diversification—Retailer IKEA
Diversification services is opening a chain of motels in Europe.
Retrenchment Regrouping through cost and asset Retrenchment—Callaway Golf cut
reduction to reverse declining sales 12 percent of its workforce; Deutsche
and profit Bank AG cut 1,000 jobs from its invest-
ment bank segment.
Divestiture Selling a division or part of an Divestiture—Dean Foods sold off its
organization WhiteWave-Alpro organic dairy business.
Liquidation Selling all of a company’s assets, in ~ Liquidation—Big Sky Farms, one of

Canada’s biggest hog-producing firms,
liquidated.

16
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INTEGRATION STRATEGIES

» Forward integration

» involves gaining ownership or increased control
over distributors or retailers

» Backward integration

» strategy of seeking ownership or increased control
of a firm’ s suppliers

» Horizontal integration

» a strategy of seeking ownership of or increased
control over a firm’ s competitors

4-17
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FORWARD INTEGRATION GUIDELINES

» When an organization’ s present distributors are
especially expensive

» When the availability of quality distributors is so
limited as to offer a competitive advantage

» When an organization competes in an industry that
is growing

» When the advantages of stable production are
particularly high

» When present distributors or retailers have high
profit margins

4-18
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BACKWARD INTEGRATION GUIDELINES

» When an organization’ s present suppliers are
especially expensive or unreliable

» When the number of suppliers is small and the
number of competitors is large

» When an organization has both capital and human
resources

» When the advantages of stable prices are
particularly important

» When an organization needs to quickly acquire a
needed resource

4-19
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HORIZONTAL INTEGRATION GUIDELINES

» When an organization can gain monopolistic
characteristics in a particular area or region without
being challenged by the federal government

» When an organization competes in a growing
industry

» When increased economies of scale provide major
competitive advantages

» When competitors are faltering due to a lack of
managerial expertise

4-20

20
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INTENSIVE STRATEGIES

» Market penetration strategy

» seeks to increase market share for present
products or services in present markets through
greater marketing efforts

» Market development

» involves introducing present products or services
into new geographic areas

» Product development strategy

» seeks increased sales by improving or modifying
present products or services

4-21
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MARKET PENETRATION GUIDELINES

» When current markets are not saturated with a
particular product or service

» When the usage rate of present customers could
be increased significantly

» When the market shares of major competitors have
been declining while total industry sales have been
increasing

» When increased economies of scale provide major
competitive advantages

4-22
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MARKET DEVELOPMENT GUIDELINES

» When new channels of distribution are available
that are reliable, inexpensive, and of good quality

» When an organization is very successful at what it
does

» When new untapped or unsaturated markets exist
» When an organization has excess production
capacity

» When an organization’ s basic industry is rapidly
becoming global in scope

4-23
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PRODUCT DEVELOPMENT GUIDELINES

» When an organization has successful products that
are in the maturity stage of the product life cycle

» When an organization competes in an industry
characterized by rapid technological developments

» When major competitors offer better-quality
products at comparable prices

» When an organization competes in a high-growth
industry

» When an organization has strong research and
development capabilities

4-24

24
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DIVERSIFICATION STRATEGIES

» Related diversification

» value chains possess competitively valuable
cross-business strategic fits

» Unrelated diversification

» value chains are so dissimilar that no
competitively valuable cross-business
relationships exist

4-25
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SYNERGIES OF RELATED DIVERSIFICATION

» Transferring competitively valuable expertise,
technological know-how, or other capabilities
from one business to another

» Combining the related activities of separate

businesses into a single operation to achieve
lower costs

» Exploiting common use of a known brand name

» Using cross-business collaboration to create
strengths

4-26

26
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RELATED DIVERSIFICATION GUIDELINES

» When an organization competes in a no-growth
or a slow-growth industry

» When adding new, but related, products would
significantly enhance the sales of current
products

» When new, but related, products could be
offered at highly competitive prices

» When an organization has a strong
management team

4-27
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UNRELATED DIVERSIFICATION
GUIDELINES

» When revenues derived from an organization’ s
current products would increase significantly by
adding the new, unrelated products

» When an organization’ s present channels of
distribution can be used to market the new products
to current customers

» When the new products have countercyclical sales
patterns compared to present products

» When an organization’ s basic industry is
experiencing declining annual sales and profits

4-28

28
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UNRELATED DIVERSIFICATION
GUIDELINES (CONT.)

» When there exists financial synergy

» When an organization has the opportunity to
purchase an unrelated business that is an
attractive investment opportunity

» When existing markets for an organization’ s
present products are saturated

» When antitrust action could be charged against
an organization that historically has
concentrated on a single industry

4-29
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DEFENSIVE STRATEGIES

» Retrenchment

» occurs when an organization regroups through
cost and asset reduction to reverse declining
sales and profits

» also called a turnaround or reorganizational
strategy

» designed to fortify an organization’ s basic
distinctive competence

4-30
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RETRENCHMENT GUIDELINES

» When an organization has a distinctive competence
but has failed consistently to meet its goals

» When an organization is one of the weaker
competitors in a given industry

» When an organization is plagued by inefficiency,
low profitability, and poor employee morale

» When an organization fails to capitalize on external
opportunities and minimize external threats

» When an organization has grown so large so
quickly that major internal reorganization is needed

4-31
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DEFENSIVE STRATEGIES

» Divestiture
» Selling a division or part of an organization

» often used to raise capital for further
strategic acquisitions or investments

4-32

32
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DIVESTITURE GUIDELINES

When an organization has pursued a retrenchment
strategy and failed to accomplish improvements

When a division needs more resources to be
competitive than the company can provide

When a division is responsible for an
organization’ s overall poor performance

When a division is a misfit with the rest of an
organization

When government antitrust action threatens a firm

4-33
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DEFENSIVE STRATEGIES

Liquidation

selling all of a company’ s assets, in
parts, for their tangible worth

can be an emotionally difficult strategy

4-34

34
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LIQUIDATION GUIDELINES

» When an organization has pursued both a

retrenchment strategy and a divestiture strategy,

and neither has been successful
» When an organization’ s only alternative is

bankruptcy

» When the stockholders of a firm can minimize

their losses by selling the organization’ s assets

4-35
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y . . .
Porter’s Five Generic Strategies
Type 1: Cost Leadership—Low Cost
Type 2: Cost Leadership—Best Value
Type 3: Differentiation
Type 4: Focus—Low Cost
Type 5: Focus—Best Value GENERIC STRATEGIES
Cost Leadership Differentiation Focus
y
Type 1
Large Type 3 -
5 Type 2
=
=
=
5
< Small — Type 3 %g: ‘;
-
FIGURE 4-3
Porter’s Five Generic Strategies
36
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Michael Porter’s Five
Generic Strategies

» Cost leadership

» emphasizes producing standardized
products at a very low per-unit cost
for consumers who are price-
sensitive

4-37
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Michael Porter’s Five
Generic Strategies

» Type 1
» low-cost strategy that offers products or
services to a wide range of customers at the
lowest price available on the market
» Type 2

» best-value strategy that offers products or
services to a wide range of customers at the

best price-value available on the market

4-38

38
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Michael Porter’s Five
Generic Strategies

» Type 3
» Differentiation
» strategy aimed at producing
products and services considered
unique industry-wide and directed
at consumers who are relatively
price-insensitive

4-39
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Michael Porter’s Five
Generic Strategies

» Type 4
» low-cost focus strategy that offers products or
services to a niche group of customers at the
lowest price available on the market

» Type 5
» best-value focus strategy that offers products or
services to a small range of customers at the
best price-value available on the market

4-40
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COST LEADERSHIP STRATEGIES

To employ a cost leadership strategy
successfully, a firm must ensure that its

total costs across its overall value chain
are lower than competitors’ total costs

4-41
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COST LEADERSHIP STRATEGIES

Two ways:

1. Perform value chain activities more

efficiently than rivals and control the factors
that drive the costs of value chain activities

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

4-42

42
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COST LEADERSHIP GUIDELINES

» When price competition among rival sellers is
especially vigorous

» When there are few ways to achieve product
differentiation that have value to buyers

» When most buyers use the product in the same
ways

» When buyers incur low costs in switching their
purchases from one seller to another

» When large buyers can bargain down prices.

4-43
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DIFFERENTIATION STRATEGIES

» Differentiation strategy should be pursued
only after a careful study of buyers’ needs
and preferences to determine the feasibility
of incorporating one or more differentiating
features into a unique product that features
the desired attributes

4-44

44
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DIFFERENTIATION

» When there are many ways to differentiate
the product

» When buyer needs and uses are diverse

» When few rival firms are following a similar
differentiation approach

» When technological change is fast paced

4-45
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FOCUS STRATEGIES

» Successful focus strategy depends on an
industry segment that is of sufficient size, has
good growth potential, and is not crucial to
the success of other major competitors

» Most effective when consumers have
distinctive preferences

4-46

46
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FOCUS STRATEGY GUIDELINES

» When the target market niche is large, profitable,
and growing

» When industry leaders do not consider the niche to
be crucial to their own success

» When industry leaders consider it too costly or
difficult to meet the specialized needs of the niche

» When the industry has many different niches

» When few, if any, other rivals are attempting to
specialize in the same target segment

4-47
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MEANS FOR ACHIEVING STRATEGIES

» Cooperation Among Competitors
» Joint Venture/Partnering

» Merger/Acquisition

» Private-Equity Acquisitions

» First Mover Advantages

» Outsourcing/Reshoring

4-48
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KEY REASONS WHY MANY MERGERS AND
ACQUISITIONS FAIL

TABLE 4-5 Key Reasons Why Many Mergers and Acquisitions Fail

o Integration difficulties

¢ Inadequate evaluation of target

o Large or extraordinary debt

¢ Inability to achieve synergy

o Too much diversification

o Managers overly focused on acquisitions

o Too large an acquisition

o Difficult to integrate different organizational cultures

¢ Reduced employee morale due to layoffs and relocations

49

KEY REASONS WHY MANY MERGERS AND ACQUISITIONS FAIL

TABLE 4-6 Eleven Potential Benefits of Merging with or Acquiring Another Firm

1. To provide improved capacity utilization
2. To make better use of the existing sales force
3. To reduce managerial staff
4. To gain economies of scale
5. To smooth out seasonal trends in sales
6. To gain access to new suppliers, distributors, customers, products, and creditors
1. To gain new technology
§. To gain market share
9. To enter global markets
10. To gain pricing power
1. To reduce tax obligations

50
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BENEFITS OF AFIRM BEING THE FIRST MOVER

TABLE 4-7 Benefits of a Firm Being the First Mover

-
. Secureaccess and commiments fo rare resoures
2, Gaim e Knowledge ofcrtical suooess fators and issues
3, Gain merket share and posiion nthe best locations
4, Establish and secure ong-term rlatonships with customers, suppliers, distbutors, and investor

3. Gain customer loyalty and commilments

51

POTENTIAL BENEFITS OF OUTSOURCING
TABLE 4-8 Thirteen Potential Benefits of Outsourcing

1. Cost savings: Access lower wages in foreign countries.
2. Focus on core business: Focus resources on developing the core business rather than being
distracted by other functions.
3. Cost restructuring: Outsourcing changes the balance of fixed costs to variable costs by
moving the firm more to variable costs. Outsourcing also makes variable costs more
predictable.
. Improve quality: Improve quality by contracting out various business functions to specialists.
. Knowledge: Gain access to intellectual property and wider experience and knowledge.
. Contract: Gain access to services within a legally binding contract with financial penalties and
legal redress. This is not the case with services performed internally.
. Operational expertise: Gain access to operational best practice that would be too difficult or time
consuming to develop in-house.
8. Access to talent: Gain access to a larger talent pool and a sustainable source of skills, especially
science and engineering.
9. Catalyst for change: Use an outsourcing agreement as a catalyst for major change that cannot be
achieved alone.
10. Enhance capacity for innovation: Use external knowledge to supplement limited in-house capac-
ity for product innovation.
11. Reduce time to market: Accelerate development or production of a product through additional
capability brought by the supplier.
12. Risk management: Manage risk by partnering with an outside firm.
13. Tax benefit: Capitalize on tax incentives to locate manufacturing plants to avoid high taxes in
various countries.

N W

-
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BENEFITS OF RESHORING BACK INTO THE US:

L, table wages
1, Reduced gasand electrcity coss

3, Excellen scurty to protect desgns from overseas copycats

4, Enable losertabs on qualty control and supply chins

5. Excellentcconomy with consumers purchasing more

0. Lessshipment coss with consuumers nearby

7. Excellent human righs,education, lega,and polical sysems thatpromote freedom and
opportunityfo itzens

4-53
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