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DELL TECHNOLOGIES– STRATEGIC FORMULATION FRAMEWORK REPORT
Contemporary Themes in e-Business.



Report Aim:



Use the strategic formulation framework (SFF) alongside traditional strategic analysis tools to assess the business current situation and report the strategic direction using the SFF matrices.

Compare the business case previous and current strategic situation and conditions.  

Evaluate the SFF and determine its effectiveness as a strategic practical tool.

Critically review the current research literature and relate issues from theory to the selected business. 
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Executive Summary


The following paper applies Fred R. David’s Strategy Formulation Framework model to U.S. computer giant; Dell Technologies. Emphasis is given to appraise the value of the tool in the introduction. Secondary review of; books, journals and news articles combined with a previous case study for the same company allow for the comprehensive assessment of Dell’s current strategic position. Recommended forward strategies will be provided throughout.

Through the application of; financial ratio analysis, net worth analysis, SWOT, IFE, EFE, CPM, SPACE matrix, BCG matrix, IE matrix, grand strategy matrix and QSPM it has emerged that Dell should pursue a conservative and defensive strategy. Due to extensive record-breaking investment, Dell is strategically limited. A projected income statement is provided, following the recommended strategies which eventually returns a positive net income allowing for reduction of debts. 

A plethora of resources and strategic options coupled with a restrictive word count, limit the ability to comprehensively compare both 2013 and revised Dell strategic formulation frameworks. However, comparison is provided in the form of a strategic update in the conclusion and SWOT changes are mentioned throughout.
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1.0. [bookmark: _Toc4179446]SFF.

Porter (2008, p26) defines strategy as ‘developing a broad formula for a business to compete’, and Drucker (1986, p.93) suggests it is concerned with selecting, identifying and implementing a route to achieve competitive advantage. David’s strategic formulation framework (SFF) model assists strategists in; generation, evaluation and choice of alternative routes (Torlak and Sanal, 2007). The method involves ‘generating feasible alternative strategies by aligning key external and internal factors’ based upon objective prerequisite information and assessed using various matrices (David, 2007, p.190-191).

[image: ]
(Appendix A: David and David, 2017, p.6)

SFF is used to synchronically and ‘systematically assess…external and internal environments’ (David et al., 2009). Few multinational corporations including Turkish Airlines appraise its value in strategic decisions, however adversaries site; subjectively scored quantitative comparisons, inclusion of bias and cultural feasibility as key limitations (Ip and Koo, 2004). Hence, SFF is more commonly ‘used amongst strategic management professors and students’ and less accredited as a tool by ‘consultants and organizations’ (David et al., 2009). This paper applies SFF to Dell Technologies’ current position drawing comparisons from previous conditions. 

[bookmark: _Toc4179447]2.0. Dell – Company Abstract.

Headquartered in Round Rock, Texas, Dell Technologies is ‘the product of the largest technology merger in history’ acquiring EMC in 2016 (Dell Technologies, 2019a). The multinational computer company, founded by Michael Dell in 1984 now has over 140,000 employees (Dell, 2019a). Once the world’s largest private technology company, Dell became public again in December 2018 after making gains in cloud computing and gaming (Welch, 2018).

Dell’s predominant revenue streams now come from B2B and B2C sales of; laptops, PC’s, gaming, electronics and software (Dell, 2019b). The company has experienced financial difficulties following the $67bn EMC merger (de la Merced, 2018; Gara, 2018; Sutherland and Ovide, 2018) and is recognised for gaining competitive advantage through direct build-to-order sales model and operating with the industry’s lowest inventory level (Colt, 2019).

[image: ]
(Dell Technologies, 2019b).
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[bookmark: _Toc4179448]2.1. Mission Statement.
"Dell's mission is to be the most successful computer company in the world at delivering the best customer experience in markets we serve.”
(Farfan, 2019)



[bookmark: _Toc4179449]2.2. Vision Statement.
“To provide greater access to technology for people around the world. Dell Technologies is instrumental in changing the digital landscape the world over, fuelled by the desire to drive human progress through technology.”
(Dell Technologies, 2019c).
3.0 [bookmark: _Toc4179450]Input Stage.
[bookmark: _Toc4179451]3.1. Financial Ratio Analysis.
[image: ]


Trailing twelve-month financial performance is poor relative to industry averages. Dell’s ROE is substantially lower than competitors, even accounting for artificial inflation from Michael Dell’s share buybacks (Indap, 2018). Dell’s 5YA gross margin of 57.05% reflects previously low operating costs from low stock holdings and just-in-time production (Statista, 2019), however this has fallen below industry averages due to merger costs (Nichols, 2018). Dell also paid $14.4bn debts since 2014 and raised R&D expenditure to gain competitive advantage somewhat justifying weak figures (Booth, 2019).
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Dell’s recent net losses, largely attributed to significant investment, provides the lowest net value despite higher market capitalisation than HP. As expected, Lenovo’s market cap is more than double as it leads global PC sales and has significant smartphone infrastructure across Russia and Asia. 
















[bookmark: _Toc4179452]3.2. IFE.
	
	Strengths
	Weight
	Rating
	Weighted Score

	1
	Strong brand image (Nandan, 2005).
	0.07
	4
	0.28

	2
	Diversified product portfolio (Markides, 2018).
	0.06
	3
	0.18

	3
	Cost saving, direct B2C model (Adhikary, 2016).
	0.02
	2
	0.04

	4
	Backward integration. 
	0.02
	3
	0.06

	5
	Outsourced hardware manufacturing to OEM’s (original equipment manufacturer) such as Quanta, Compal and Wistron (Dell, 2017).
	0.04
	3
	0.12

	6
	Strengths in the growing PC gaming market through 2006 Alienware takeover (Colt, 2019).
	0.06
	4
	0.24

	7
	Largest company growth in industry (+22%) after EMC and VMware takeover (Haranas, 2018).
	0.08
	4
	0.32

	8
	Strong customer base and repeat custom (Frue, 2018).
	0.05
	2
	0.10

	9
	Successful B2G targeting with EU and $231 million U.S. Navy IT contract (Calvert, 2019).
	0.04
	4
	0.16

	10
	18.7% ($4.43bn) server and storage market share post-EMC merger (Haranas, 2019).
	0.09
	4
	0.36



	
	Weaknesses
	Weight
	Rating
	Weighted Score

	1
	Short-term financial position.
	0.03
	2
	0.06

	2
	Predominant revenue from declining markets with limited tablet presence.
	0.07
	1
	0.07

	3
	Poor retailer relationships through direct B2C sales model (Breeze, 2016).
	0.05
	2
	0.10

	4
	13.7% operating expense rise to $6.78bn since EMC acquisition (CNBC, 2019).
	0.08
	2
	0.16

	5
	Software updates ‘bricking’ (damage beyond repair) computers (Morris, 2019).
	0.01
	3
	0.03

	6
	Highly volatile stock price with -6.06% performance over last quarter (Market Watch, 2019).
	0.02
	2
	0.04

	7
	Inventory turnover: HP = 44.17, Lenovo = 33.69, Dell 20.73.
	0.05
	2
	0.10

	8
	$48.7bn gross debts (de la Merced, 2018).
	0.09
	3
	0.27

	9
	North America 0.8% PC sales decline and market share decrease to 25.9% (Alspach, 2018).
	0.03
	2
	0.06

	10
	Negative ROA and ROE. 
	0.04
	1
	0.04

	
	TOTALS
	1.00
	-
	2.79



Score Justification: Dell’s dominance in server and storage market (S10) is perhaps their greatest strength as it suggests the $67bn EMC merger has strengthened brand position. Brand image (S1) and strong growth (S7) are also crucial given Dell’s weak financial stance. Their direct sales model is scored lower (S3) as it has had an adverse impact upon retailer relations. Similarly, backwards integration and mergers (S4) are responsible for financial insecurity.

Dell’s $48.7bn debt (W8) is their greatest weakness, hindering financial flexibility surrounding strategic growth options. This, coupled with rising overheads (W4) and declining market segments (W2) could lead to financial turmoil including liquidation and divestiture. Given the recent expansive merger investment, this would be counterproductive to Dell’s mission. Hence, focus should be given to regain financial strength. This is obviously a greater scale of weakness than software glitches bugging few products (W5). For these reasons, conservative product development and software focus could ‘future-proof’ revenue streams.

[bookmark: _Toc4179453]3.3. EFE.

	
	Opportunities
	Weight
	Rating
	Weighted Score

	1
	New patents through acquisitions such as the 2-in-1 dual-screened laptop (Diaz, 2019).
	0.02
	3
	0.06

	2
	Abandonment of customization options (McCracken, 2013), allowing strengthening retailer relations for pre-configured models.
	0.08
	2
	0.16

	3
	Global software market expanding by 21% ($117 billion) annually (Market Watch, 2019). VMware provides a positive base to exploit market growth.
	0.09
	4
	0.36

	4
	Booming educational technology market (Braithwaite, 2018). Revised product lines, and 10% student discount could entice the previously neglected segment (Dell, 2019c).
	0.07
	2
	0.14

	5
	Increasing internet usage, reaching 3.65 billion in 2018 - 45% of the global population necessitating higher product demand (Statista, 2019a).
	0.02
	2
	0.04

	6
	9% market share in China, the largest computer gaming market in the world, unveiling new products to gain further share (Yiran, 2017).
	0.02
	4
	0.08

	7
	R&D expenditure up 477% since 2015 to meet external pressures (Statista, 2018).
	0.07
	4
	0.28

	8
	Portfolio expansion to meet rising tablet and smartphone industries.
	0.09
	3
	0.27

	9
	Lenovo recall of 78,000 flagship ‘ThinkPad X1’ in the U.S. due to fire hazard (Boston News 25, 2018).
	0.02
	2
	0.04

	10
	Contrary to global trends, European markets for 1) PC’s and 2) laptops and tablets are growing by 1) 0.6% and 2) 0.9% annually (Statista, 2019b).
	0.02
	1
	0.02





	
	Threats
	Weight
	Rating
	Weighted Score

	1
	1) Lenovo and 2) HP have overtaken Dell with 1) 24% and 2) 23% market share respectively. Dell has fallen to 17% showing significant losses against ‘like-for-like’ competitors (Su, 2018).
	0.06
	2
	0.12

	2
	Stagnated PC and laptop market following 30% sales decline since 2011 (Bhardwaj, 2018).
	0.06
	3
	0.18

	3
	Rising smartphone industry which Dell failed to enter in 2012 (Su, 2012).
	0.04
	1
	0.04

	4
	Tablet sales will overtake PC’s by 2022 due to versatility and interfacing options (Miller, 2018).
	0.05
	2
	0.10

	5
	Increasing market saturation in China means Dell is losing ground in their largest regional segment. 
	0.03
	1
	0.03

	6
	Increasing pace of innovation for technological companies and Dell does not pursue a ‘first-to-market’ strategy of innovation (Sandford, 2018).
	0.05
	1
	0.05

	7
	Apple: Aggressive B2B sales ploy (Kunert, 2018).
	0.02
	1
	0.02

	8
	Strengthening Chinese providers have further saturated the smartphone market causing higher barrier to potential entry despite the downfall of Apple/Samsung duopoly (van der Wielen, 2018).
	0.03
	1
	0.03

	9
	Dell’s R&D expenditure is just $4.38bn compared to Apple’s $14.4bn (Statista, 2019c).
	0.07
	3
	0.21

	10
	Since 2011, Dell has sourced components from China to ‘help profit margins’ (Forbes, 2012). The US-China trade war and Trump’s proposed importation tariffs could eliminate cost savings (BBC News, 2019).
	0.09
	2
	0.18

	
	TOTALS
	1.00
	-
	2.41



Score Justification: Dell’s greatest opportunities include; portfolio expansion into growing hardware subindustries (O8) and acquisitions providing a strong platform in the software market (O3). Strategically, these options provide greater opportunity than a slight dent to Lenovo’s reputation (O9).

The greatest threat is Trump’s proposed import tariffs (T10) which would have significant impacts on OEM goods, causing impact to supply chain and overheads. Of lesser importance is high market saturation in the smartphone industry (T8) as it does not directly or imminently impact Dell’s position unless the company makes a second move into the smartphone industry which it previously failed.




[bookmark: _Toc4179454][image: ]3.4. CPM.

Dell currently lags Lenovo and HP on CPM scores due to merger cost implications and competitor gains in pivotal industries.

[bookmark: _Toc4179455]4.0. Matching Stage.

[bookmark: _Toc4179456]4.1. SWOT.
[bookmark: _Toc4179457]4.1.1. SO Strategies.
1. Differentiation of hardware components and collaborate with preferred Android OS increasing prominence in rising tablet industry, providing a base for potential second smartphone venture (S1, S2, S5, O2, O4, O8).
2. ‘Trade-in’ loyalty offers for repeat custom in PC/Laptop gaming through Alienware (S1, S2, S3, S4, S6, S8, O5, O6).
3. Continue international geographical development targeting key economies such as China and India (S1, S5, S7, O2, O3, O5, O6).
4. Develop a cheaper range targeted at growing African market where competition focus is low (S1, S5, S7, O2).

[bookmark: _Toc4179458]4.1.2. WO Strategies.
1. Invest $25,000,000 building key European retailer relationships such as Curry’s PC World (W3, W7, O2, O10).
2. Invest $20,000,000 securing University supply contracts to provide a platform for edtech exploitation (W2, W3 W7, O4, O5, O9).
3. Run $15,000,000 advertising campaign targeted at edtech sales (W2, W3, W10, O1, O4, O5, O9).

[bookmark: _Toc4179459]4.1.3. ST strategies.
1. Invest 20% of PC profit to VMware who are well placed in rising software, storage and app development market, alleviating hardware revenue pressure (S1, S2, S5, S7, S10, T2, T3, T4, T9, T10).  
2. Differentiation of hardware components and collaborate with preferred Android OS increasing prominence in rising tablet industry, providing a base for potential second smartphone venture (S1, S2, S4, S5, S8, T2, T3, T4, T8).
3. Evaluate alternative OEM’s to eliminate political risk (S5, T10).

[bookmark: _Toc4179460]4.1.4. WT strategies.
1. Consolidate dominant share of declining markets and exploit growth technologies within (W2, W7, W8, T1, T2, T4, T5).
2. Close struggling Limerick, Ireland assembly plant to divert expenditure to Poland factory and fund sister German R&D facility, central to growing European market and closer to Asian suppliers (W1, W4, W7, W9, W10, T9, T10).
3. Conservative expenditure and borrowing reducing debt/equity ratio derivative from aggressive acquisition strategy (W1, W4, W6, W7, W8, W9, W10, T2, T4, T7).
4.2. [bookmark: _Toc4179461][image: ][image: ][image: ][image: ]SPACE Matrix.













Given poor financial stance, Dell should pursue defensive strategies including; concentric diversification of hardware products and retrenchment, whilst retaining acquired subsidiaries to strengthen strategic position moving forward.
[bookmark: _Toc4179462][image: ]4.3. BCG Matrix.
[image: ]

As mentioned, Dell’s predominant revenue stream is hardware solutions. Although trailing HP and Lenovo, Dell has a strong 17% market share in the sharply declining PC industry occurring, shortly after Apple turned tablets ‘mainstream’ with the iPad in 2010 (Fingas, 2018). Although providing lower revenue, Dell’s infrastructure and VMware sectors have a higher contribution with positions of relative strength in growing industries.
4.3. [bookmark: _Toc4179463]IE Matrix. 
[image: ]

3% of Dell’s revenue can’t be segmented. Both IE and BCG matrices share that ‘the size of each circle represents…percentage sales contribution….and pie slices reveal…profit contribution’. Similar to 2013 SFF, IFE and EFE scorings, leave Dell in cell V where market penetration, product development and related diversification are useful strategies for position conservation with restricted finances (Torlak and Sanal, 2007). 

[bookmark: _Toc4179464][image: ]4.5. Grand Strategy Matrix.

Dell’s predominant revenue streams come from declining markets with moderately strong, yet declining market share. Located between quadrant III and IV, Dell should follow extensive cost retrenchment and concentric diversification. This allows Dell to reduce debts, thus improving financial position and gaining revenue streams in growing industries.
[bookmark: _Toc4179465][image: ]4.6. Matrix Analysis. 

The matrix analysis has uncovered 3 most suitable strategies:
· Product development with new and existing components to benefit from growth markets.
· Related diversification to expand product portfolio and avoid revenues declining in line with the PC/Laptop market.
· Retrenchment of spending to regain financial stability after merger expenditure.







[bookmark: _Toc4179466]5.0. Decision Stage & Update.
[bookmark: _Toc4179467]5.1. QSPM.
[image: ]
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Both strategies score attractively on the QSPM. Related product development coupled with focus upon software subsidiaries moves revenue into profitable growth industries and away from inefficient hardware sales. This generates greater contribution which is beneficial when attempting to strengthen finances.


[bookmark: _Toc4179468]5.2. Strategy Implementation.
[bookmark: _Toc4179469]5.2.1. 3 Year Goal (Proposed).
Year 1:
Plateau existing R&D expenditure and re-allocate $1,151bn (25%) of hardware R&D into development of new standalone tablet device aimed at the wider market.
Year 2:
Reduce cost of hardware revenue by 1%, increasing inefficient contribution. This will cause slight decline in hardware revenue, but will eventually be replaced by new tablet device.
Year 3:
Maintain 10% annual marketing budget increase to attract edtech and gaming custom.


[bookmark: _Toc4179470]5.2.2. 2 Year Cost.

Year 1:
Regular expenditure inflation associated with increased revenue, however, no increase to R&D budget allowing for vast reduction in net losses.
Year 2:
Maintain flat R&D expenditure allowing new revenue streams from more efficient; software, new tablet device and services to provide positive net income.

[bookmark: _Toc4179471][image: ]5.2.3. Projected Income Statement.

Present financial misfortune occurs from inefficient hardware contribution (80% COGS), limited emphasis on more profitable service sales (37% COGS) and the radical but necessary $67bn EMC merger. To regain financial control and profitability; halting further R&D expenditure and shifting strategic focus to growth market revenue streams proves a way of escaping Dell’s hypothetical liquidation spiral of declining markets and growing debt. 


[bookmark: _Toc4179472]5.3. Update and Comparison. 

The conclusion provides a strategic update by comparing this SFF with one conducted in 2013. Analysis of Dell’s net worth shows a drop from $17.9bn to $5.8bn due to increased debts and a 48.8% lower net income. This renders previous IFE strength of ‘strong $13.9bn cash position’ redundant, due to the $67bn EMC merger. Dell also significantly lagged in R&D expenditure. Coupled with the emergence of commercially viable tablets in 2010 and the rise of smartphones, Dell’s customisable desktop PC sales model fell short of competition. 

In 2013, Michael Dell rebought the company he founded through Silver Lake for $24.8bn to alleviate shareholder pressures and regain strategic control of the struggling company (Arthur, 2013). The buyout resulted from internal disputes regarding the company’s future (Guglielmo, 2013). Despite industry downturn in 2011, which has followed a steady downward trend there since, Dell was a strong supporter of desktop PC’s, where shareholders pressured change. Dell’s complex privatised period ended in 2018 when the company relisted on the stock exchange. 

Not previously featured in CPM matrices; Chinese giant Lenovo, whom respond better to consumer demand, have been a major challenger to Dell’s position. A wider product portfolio and affordable pricing meant the company overtook Dell in global PC sales, Dell’s key revenue source in 2011 (Mogg, 2011). This loss is highlighted in the 2013 SFF with proposed SWOT strategies including ‘increasing marketing to regain market share’ and ‘Acquire or merge with another company to increase market share’

2013 SPACE matrix suggested conservative strategies which has changed to position defence due to market saturation and competitor strength. Providing the company can financially survive the next few years, Dell’s brand portfolio provides a solid base to return to aggressive and competitive quadrants appropriate to their mission.

Previously advocated QSPM strategies include:
· Acquisition of component manufacturer which has been overcome via the introduction of OEM’s, reducing overheads.
· Higher R&D expenditure, which has been achieved but must now plateau for 2 years to avoid liquidation.
· Higher marketing expenditure, which is restricted due to finances. Instead, strengthening retailer relations and greater market focus will drive sales due to strong branding.

Despite huge $67bn outlay, EMC provides Dell with a much better position to exploit storage and hyper-converged infrastructure systems. VMware provides a positive base for software and further storage capabilities and the successful Alienware product lines assist in gaming. All of which are growth industries.  This potential, combined with product development of hardware and regained financial stability, provides a positive position moving forwards.
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