Strategic Management Assignment, SBMA7103D, Submitted on 29.07.2019

Strategic Management

SBMA7103D
The strategic management challenges of a hotel chain

Assignment 

Gizella Tubuly

Student Number: 1706867

In the following analysis it will be presented the application of the strategic management of the Red Carnation hotel chain, called from here on RCH and more closely the ones taken by one of its hotels, the Duke of Richmond Hotel, called from here on DOR. It will be discussed what have been and are the main strategic issues that the company is facing. It will be identified and evaluated all the directions taken to develop and sustain its competitive positioning among its competitors. Finally it will be discussed all the implications of current strategy and the incorporation of the new strategy to which recommendations will be made. 
Strategy is the long term direction and scope of an organisation by which it achieves competitive advantage in an environment that is continuously changing by configuring its competences and resources to be able to fulfil the expectation of the stakeholder (Johnson et al, 2008).
According to the same writers the following strategic decisions are faced by a company:

· What is the long term direction of an organisation: RCH is a hotel chain where customers are at the centre of attention. This view is reflected all over its business.  Due to being part of a corporation it is lead by a team of directors who set the direction of the group in accordance with the views of the owners. DOR is one of the hotels situated on the island of Guernsey.

· What is the scope of an organisation’s activities: RCH concentrates on hospitality as its business and it is making profits from this activity
·  What is the advantage: RCH is a small chain of boutique hotels that prides itself with delivering exceptional service and prides with the location of its hotels (Africa, Europe & UK, USA), considering this an advantage over competition.
· What is the strategic fit with the business environment: The product RCH sells is its hotels and its services that are closely knit together
· What are the organisation’s resources and its competences: Its resources are people, hotels and locations
· What are the values and expectations: Everything is being controlled by a top management team lead by the owners. It is part of a large corporation that creates good marketing advantage for RCH. The organisations views reflect those of the owners. RCH is expanding continuously, next year it will open its 18th hotel.

The implication of these strategic decisions could be:

· Complexity is an important feature of strategy as RCH is a multinational organization being part of a multinational corporation. The organisation is facing the complexity of a fast-moving market environment and that of a not very well organized hotel business.

· Uncertainty is essential in strategy, as future cannot be predicted with certainty. For RCH the constant change in the customer expectations and also the future of its UK business (Brexit challenges) remains a big uncertainty. These two things are exceptionally important for DOR as it has a special location, being on Guernsey.
· Operational decisions can be associated to strategy: RCH’s strategy has to be in line with those of its operating businesses, the hotels in the chain. If these are not in line than the strategy will not be successful.

· Integration is required: So that the RCH strategies to function correctly the managers have to cross some boundaries and deal with strategic problems and come to agreement with other managers that can have different priorities and interests.
· Relationships and networks are important for strategy such as suppliers, distributors and customers. These are varied and different throughout RCH as all of its hotels operate in different areas of UK or the world. This means that each have to deal with different suppliers and distributors.
· Change is important part of strategy. It could be hard due to the inherited resources and the organisational culture.
Levels in strategy 

· Corporate level strategy is looking at the overall scope of an organisation and how value can be added to different parts of the organisation. For RCH being part of the corporation means that it has to breathe and live this strategy.
· Business level strategy is making sure that the whole of the businesses included in the corporate strategy are competing in their own market. This strategy is being developed at the central office of RCH where the company’s major directors are developing the strategy that integrates all of the hotels part of this chain.
· Operational strategy lies in the operating end of the organisation. The components of the organisation need to deliver the corporate and business strategy effectively. At this level of strategy is where the hotels in the chain are located, so is DOR. Their performance needs to deliver the strategy.
The strategic position of the organisation shows how the environment, the organisation’s resources and competences and the stakeholders’ influence and expectations impact the strategy.

According to Johnson et al (2008) in understanding strategic capability it is important to see what is the market segment that an organisation belongs to. Managers need to see the issues arising from market segmentation, such as:
· Varying customer needs or segmentation by buyer behaviour or purchase value (DOR is aiming customers that are interested in boutique hotels and willing to pay more in order to get great service)
· The share in relation to competitors , the relative market share (comparing DOR to its competitors on Guernsey, based on the Trip Advisor site comments the hotel is the 3rd best on the island, meaning their market share is large, but still can improve on.)
· Identification and servicing of market segments [RCH had enhanced their sales by identifying their market through a marketing company called 80 days, using Google as platform to target their customers through banners of their properties. This lead to an increase in sales (80 days, 2017)]
Identifying the strategic gap and taking advantage on it is a good way to manage threats and opportunities. Kim & Mauborgne related that the environment will be tough and threatening if organisations are competing head to head with their rival and this leads to competitive convergence (Kim & Mauborgne, 2005), calling this the ‘red ocean’ strategies. They proposed that ‘blue ocean’ strategies to be used, where they would search for or create wide open spaces, without competition. Blue oceans are the strategic gaps in markets, the real opportunities that the competitors have not yet taken advantage of. Johnson et al (2008) identifies six types of important opportunities: 
· Opportunities in substitute industries
· Opportunities in other strategic groups or spaces

· Opportunities in targeting buyers

· Opportunities for complementary products and services 

· Opportunities in new market segments

· Opportunities over time
The RCH and within it the DOR is taking advantage in targeting buyers and offering different complementary products and services. This seems to be their “blue ocean” strategy.
Strategic capability is the resources and competences of an organisation that enable it to survive and prosper. This is what makes the difference between competitors within the same market. Resources of an organisation can be divided into: physical resources, financial resources, human resources and intellectual capital. Competences are the skills and abilities by which resources are effectively used through the organisation’s activities and processes. Threshold capabilities are those needed so that an organisation can meet the minimum requirements that will enable it to compete on a given market (Johnson et al, 2008).
In obtaining and creating the competitive advantage the unique resources and core competences are the most important as these are hard to imitate by competitors (Hamel & Prahalad, 1990). The core competences of a company can be difficult to imitate due to their complexity. There are two reasons for this: internal linkages and external interconnectedness. These competences can become embedded in the culture of the organisation. Causal ambiguity can also be one of the reasons why competences are so hard to imitate. The risk for organisations is that they can be substituted, by product or service substitution or by competence substitution.
Priem & Butler (2001) on the other hand argue that these resources and competences are embedded in the organisational culture in such way that competitors will not be able to imitate them, but it will be hard for the managers to manage them in the same time. 

Strategic capability also depends largely on the people that work for the organisations. The trainings and development of the people needs to be targeted to make them aware of the strategy of the organisation. Staffing policies could be put in place to develop particular competences. Central organisational learning could be integrated in the strategy. People awareness needs to be developed as well to make them realize the worth of their work (Johnson et al, 2008).
SWOT is the analysis of strengths, weaknesses, opportunities and threats. It summarises the key issues from the environment of the business and the organisations strategic capability that will impact its strategy development (Jacobs et al, 1998).
SWOT analysis is a tool to inspect the industry and its environment. It is the first stage of planning and shows the key issues. It specifies the information that will help the organisation to achieve its goals and also it shows what needs to be done in order to improve performance.
Table 1. SWOT ANALYSIS FOR RED CARNATION HOTEL CHAIN
	STRENGTHS
	WEAKNESS
	OPPORTUNITIES
	THREATS

	Established in 1984, the collection grows fast, now there are 18 hotels
	Complete ownership (owners closely overlooking business)
	Filling luxury segment in certain locations 


	International business environments changing/ Brexit

	Conde Nast ranked 9th by readers choice
	Losing emotional appeal
	Strong increase in internet & phone usage
	Unskilled employees put quality at risk

	Placing guest needs at the centre of their strategy
	Human resources
Low skill levels

Low status employer sector
	Higher demand on quality
	Political unrest and terrorism in some locations

	High brand image in the hospitality sector
	High seasonality in certain locations
	Low costs of labour in certain locations
	Competition

	Tourist attraction locations around the world
	Supplier chain in some locations
	Discounted packages / night stays
	Local conditions

	Increasing popularity of the chain (Trip Advisor)
	Cost / service standards
	
	

	Special training schemes provided to train employees
	
	
	


The SWOT analysis presented in Table 1 above has been done for RCH/DOR. Below a detailed explanation is given.
 Each hotel in the chain has different resources but their competences are similar. The hotels are either four or five stars, with the customer’s need at the centre of their attention. The chain has got good reputation on review sites such as Trip Advisor. It has also a well built brand image as boutique hotels set in beautiful tourist locations in different parts of the world. Due to being on the island its advantage can be its beautiful setting and the excellent customer service it offers in comparison to competition. The hotel chain’s environment is changing from country to country where the hotels are situated. This has a huge impact on how strategy needs to be developed in the first place. But because the corporation is multinational, their corporate strategy will give guidance in diversification to the business strategy of RCH and in turn to the DOR. The chain also prides with excellent training programmes recognized in the UK.

The resources of DOR are slightly limited by its location on an island, which makes it more difficult to find well-known suppliers. This can be considered one of its weaknesses. The hotel has to rely upon local suppliers that sometimes can be unreliable, late in delivering goods or delivering low quality.

The stakeholders have a huge influence over the running of the hotel chain. The owner/fonder is closely involved in all of the business decisions so managers have their hands tied in certain ways. Another issue to be looked at is the management system at DOR. All HOD’s are responsible for their department and directly report to the GM and the deputy GM. The two senior managers are reporting to the Head Office in London. All decisions have to be discussed and agreed with Head Office and it seems that DOR has no authority over these. The problem seems to be that Head Office is not located on the island and has no direct view on the political restrictions and bases the decisions on their current location (UK). They are sending senior managers/directors to the island to overview/report current situations there but this does not seem to be effective.
The overall strategy seems to have lost its emotional appeal over employees. Morale and motivation at DOR is low. It is mainly due to the fact that too much overtime is needed because of bad staffing levels. This leads to overworked employees with low morale. There have been rewards put in place to lift staff morale. One of these is the Catch a star system that rewards employees who go over and above their duties. Another reward is the employee of the month, which entitles the holder to cash reward. None the less these rewards don’t seem to be effective as new staff is not actually receiving it.

The recruitment of new staff turns out to be quite difficult for DOR. As it is located on an island the recruiting process is slow. Staff retention is another area that is problematic. The rate of turnover is rising continuously. This turns out to be challenging for the hotel as it involves continuous training of new staff that leaves within 3 months to 6 month/ one year and involves extra costs to the budget. This could be related to the seasonality of the hotel that closes in January for approximately 6 weeks. Staff accommodation is another issue that needs to be looked at. This is due to the legal issues of the island that require a permit (requested and paid by the employer) to reside there. It has to be requested for a year. Adding the bad staff retention rate and permit costs together this makes a really bad investment for DOR and it needs to be looked at. There have been discussions on how to change this situation but no real progression has been made.


The luxury hotel industry is a growing global force and it is expected to grow in the future according to BrandonGaille (2018). This is a huge potential for RCH. The hotels in the chain provide luxury service in luxurious locations round the world. With the growth of the luxury industry customers are looking for higher quality as well (furnishing of bedrooms, quality of food/drinks and quality of service). This could be the “blue ocean” RCH and DOR is looking for.

As all the other sectors the hospitality sector as well has seen the rise of internet and phone usage. People are more actively booking online over their devices. This means that there is an increase need to develop websites, online offers and advertisements over the internet. RCH has done a step towards this by using the 80 Days marketing company and advertise its hotels over Google. It has also developed a well organized marketing and sales team to look after their online offerings of products and discounted stays.

Discounted packages or night stays are now being expected due to the high competition and the easiness of booking throughout the multitude of online booking sites. This could be a great opportunity for DOR to grab, as it is well located on an island that does not lack business travelers. According to BrandonGaille website 41% of travelers are businessmen. They generate almost double revenue than a person on vacation (BrandonGaille, 2018). 

The biggest threat to RCH and DOR is the lack of skilled workers. Many attempts have been made to overcome this (apprentice programs, internships). Some locations are really unsuccessful in this, DOR is being one of them. Overall staff turnover is extremely high. Only more senior managers tend to stay longer than a year. The other threat to DOR is the competition. Even though is one of the few luxury boutique hotels on the island there are many cheaper hotels for holidaymakers to go to. Due to some of its hotels being located in Africa there could be a threat of terrorism or political unrest involved.

International business environments pose a threat to RCH and also for DOR. The hotel chain has to find ways to meet local government needs and foreign laws. Another concern for the organization could be the future changes of Brexit when UK will no longer be part of the European Union. 

The Ansoff Matrix (Ansoff, 1957) provides 4 basic directions for strategic development: penetrating the market and consolidating it, developing new products, developing a new market or diversification (Table 2)
Table 2 Ansoff Matrix
	
	PRODUCTS

	MARKETS
	
	EXISTING
	NEW

	
	EXISTING
	Market penetration

Consolidation
	Product development

	
	NEW
	Market development
	Diversification


Penetrating the market for DOR is a good opportunity as it has already got a good customer base, does not need to venture into new territories. DOR can also consolidate its market without making any effort to grow. How to sell more of the existing product/service? 
Developing the market means to offer existing products to new markets. RCH has to search for new markets for its products (rooms, restaurants, hotels). This is an opportunity that has already been looked at when the marketing tool was launched by 80 days. How to enter new markets?
Developing a new product or modifying it to suit the needs of different consumers would be difficult for RCH/DOR due to having set locations and furnished rooms. How and what product/service to develop?

Diversification would be a highly unlikely method to follow for RCH/DOR as its products/services cannot be diversified in an extent to be able to reach competitive advantage. 
Looking through the possibilities for development for the DOR the most likely growth opportunities would be the market penetration or the market development. These do not pose a huge risk, but could bring in revenue for the hotel. Another possible option could be product development, but this would involve a more in dept research on the financial capability of the company and also on the new market available for this.
According to my observations RCH and DOR runs an organic development of strategies. Johnson et al (2008) call this the internal development where strategies will be developed by using the organization’s own capabilities. RCH is developing its knowledge and capability by having reorganized its marketing and sales team. These team members posses the skills needed to achieve competitive advantage. 
RCH is also spreading its investments over time, having purchased several hotels over the last decade. After having refurbished these they became fully running parts of the collection and started to earn revenue. 

RCH has ventured into developing a new product with its last acquisition in Botswana, Africa. This property is located in the middle of a nature reserve and was built from top to bottom from recyclable/movable items so that it will not damage the environment in any way. This hotel will also be a safari park, where people will come for adventures not only for relaxation. This property will open in 2020 and it is hoped to be one of the best running piece in the collection. 

For DOR in special there would be no such opportunity to create a new product but it could possibly create a new service in its restaurant. There have been propositions to create an iglu-style restaurant for the winter period on the terrace of the hotel. This will be an innovation and also a different service that will be advertised for the winter season. This involves the creation of a new drinks and food menu for this special restaurant to attract customers looking for luxurious dining places.
In order for DOR to create this product they have looked at the market segmentation and realized that there is a need for something innovative. They have also looked at the positioning of competitors to make sure that they have not targeted the same market. The position of competitors has been defined by Kotler (1997) as a distinct and meaningful image or offer that is taking a competitive position in the mind of the customers. 

Developing a new market is a great possibility for RCH/DOR that they have already started by searching for a new market segment with the help of their new marketing strategy. This involved the use of sites like Google, where banners of the hotels would come up when consumers where searching for similar location. 
The people capability of RCH / DOR needs to be improved. There have been efforts to make this work, by the means of organizing constant trainings for managers and staff. During these trainings the strategy of RCH is being targeted and highlighted, also the main issues of staffing are being constantly reviewed. 

The recommendations for RCH are as follows.

The reorganization of the central HR department: to be divided into a training department to oversee all trainings and staffing/recruitment department to reorganize all staffing needs and oversee advertisement methods for positions.


In my opinion RCH has developed a well built strategy based on its capabilities. It only needs to review its people capabilities as this is starting to show as a serious problem. 
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