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CHAPTER OBJECTIVES

After studying this chapter, you should be able to do the following:

	1.
	Discuss the value of establishing long-term objectives.

	2.
	Identify 16 types of business strategies.

	3.
	Identify numerous examples of organizations pursuing different types of strategies.

	4.
	Discuss guidelines when particular strategies are most appropriate to pursue.

	5.
	Discuss Porter’s five generic strategies.

	6.
	Describe strategic management in nonprofit, governmental, and small organizations.

	7.
	Discuss joint ventures as a way to enter the Russian market.

	8.
	Discuss the Balanced Scorecard.

	9.
	Compare and contrast financial with strategic objectives.

	10.
	Discuss the levels of strategies in large versus small firms.

	11.
	Explain the First Mover Advantages concept.

	12. 
	Discuss recent trends in outsourcing.

	13. 
	Discuss strategies for competing in turbulent, high velocity markets.


CHAPTER OVERVIEW

Hundreds of companies today have embraced strategic planning fully in their quest for higher revenues and profits.  Chapter 5 brings strategic management to life with many contemporary examples. Sixteen alternative types of strategies are defined and exemplified, including Michael Porter’s generic strategies. Guidelines are presented when different types of strategies are most appropriate to pursue. An overview of strategic management in nonprofit organizations, governmental agencies, and small firms is provided.

Doing Great in a Weak Economy – Volkswagen AG
While most automobile companies talk about bankruptcy, merger, collapse, and liquidation, Volkswagen AG is posting solid earnings.  Europe’s biggest automaker managed the global economic recession well by focusing on emerging markets such as China and Brazil and continually reducing costs.  VW is the leading auto firm in China, not Toyota or Nissan.    
EXTENDED CHAPTER OUTLINE WITH TEACHING TIPS

I.

LONG-TERM OBJECTIVES


Long-term objectives represent the results expected from pursuing certain strategies.  Strategies represent the actions to be taken to accomplish long-term objectives.  The timeframe for objectives and strategies should be consistent.

A.
The Nature of Long-Term Objectives
1. Objectives should be quantitative, measurable, realistic, understandable, challenging, hierarchical, obtainable, and congruent among organizational units. Each objective also should be associated with a time line.

a.
Objectives are commonly stated in terms such as growth in assets, growth in sales, profitability, market share, degree and nature of diversification, and so on.

b.  Long-term objectives are needed at the corporate, divisional, and functional levels in an organization.  They are an important measure of managerial performance.

2. A general framework for relating objectives to performance evaluation is provided in Table 5-1.  The desired characteristics of objectives are provided in Table 5-2.  The benefits of having clear objectives are provided in Table 5-3.  

B.
Financial versus Strategic Objectives

1. Financial objectives include ones associated with growth in revenues, growth in earnings, higher dividends, larger profit margins, greater return on investment, higher earnings per share, a rising stock price, improved cash flow, etc.

2. Strategic objectives include ones such as larger market share, quicker on-time delivery than rivals, quicker design-to-market times than rivals, lower costs than rivals, higher product quality than rivals, wider geographic coverage than rivals, etc. 

3. Oftentimes there is a tradeoff between financial and strategic objectives such that crucial decisions have to be made.  Ultimately, the best way to sustain competitive advantage over the long run is to relentlessly pursue objectives that strengthen a firm’s business position over rivals.  
VTN (Visit the Net): Business Week provides a short essay about the resurgence of strategic planning in companies (www.businessweek.com/1996/35/b34901.htm).
C.  Not Managing by Objectives

1.
Strategists should avoid the following alternative ways of “not managing by objectives.”

a.
Managing by extrapolation

b.
Managing by crisis

c.
Managing by subjectives

d.
Managing by hope

II. The Balanced Scorecard

1. The balanced scorecard is a strategy evaluation and control technique that derives its name from the perceived need of firms to “balance” financial measures, which are oftentimes used exclusively in strategy evaluation and control with non-financial measures such as product quality and customer service.

2. A balanced scorecard for a firm is simply a listing of all key objectives to work towards along with an associated time dimension of when each objective is to be accomplished, as well as a primary responsibility or contact person, department, or division for each objective.

III.

TYPES OF STRATEGIES

A. The model illustrated in Figure 5-1 provides a conceptual basis for applying strategic management. 

1. As illustrated in Table 5-4, alternative strategies that an enterprise could pursue can be categorized into 11 actions: forward integration, backward integration, horizontal integration, market penetration, market development, product development, related diversification, unrelated diversification, retrenchment, divestiture, and liquidation. 

a. Each alternative strategy has countless variations. For example, market penetration can include adding salespersons, increasing advertising expenditures, couponing, and using similar actions to increase market share in a given geographic area.

2. Many, if not most, organizations simultaneously pursue a combination of two or more strategies, but a combination strategy can be exceptionally risky if carried too far.  

B. Levels of Strategies
1. Figure 5-2 illustrates levels of strategies for large and small companies.  
a. In large firms, there are four levels of strategies: corporate, divisional, functional, and operational. 

b. In small firms, there are three levels: company, functional, and operational.
IV.

INTEGRATION STRATEGIES

Forward, backward, and horizontal integration are sometimes referred to as vertical integration strategies, which allow a firm to gain control over distributors, suppliers, and/or competitors.

A.
Forward Integration

1. Forward integration involves gaining ownership or increased control over distributors or retailers.  

2. Franchising is an effective means of implementing forward integration.  There is a growing trend for franchisees to buy out their part of the business from their franchiser. 
3. Six guidelines when forward integration may be an especially effective strategy:

a. When an organization’s present distributors are especially expensive or unreliable, or incapable of meeting firm’s distribution needs.

b. When the availability of quality distributors is so limited as to offer a competitive advantage to those firms that integrate forward.

c. When an organization competes in an industry that is growing and expected to continue to grow markedly.

d. When an organization has both the capital and human resources needed to manage the new business. 

e. When the advantages of stable production are particularly high.

f. When present distributors have high profit margins.

B.
Backward Integration

1. Backward integration is a strategy of seeking ownership or increased control of a firm’s suppliers.  This strategy can be especially appropriate when a firm’s current suppliers are unreliable, too costly, or cannot meet the firm’s needs.

2. Some industries in the United States (such as automotive and aluminum industries) are reducing their historic pursuit of backward integration.  Instead of owning their suppliers, companies negotiate with several outside suppliers.

a. De-integration makes sense in industries that have global sources of supply.

b. Global competition is also spurring firms to reduce their number of suppliers and to demand higher levels of service and quality from those they keep. 

3. There are seven guidelines for when backward integration may be especially effective:

a. When an organization’s present suppliers are especially expensive, or unreliable, or incapable of meeting the firm’s needs for parts, components, assemblies, or raw materials.

b. When the number of suppliers is small and the number of competitors is large.

c. When an organization competes in an industry that is growing rapidly.

d. When an organization has both capital and human resources to manage the new business of supplying its own raw materials.

e. When the advantages of stable prices are particularly important.

f. When present supplies have high profit margins.

g. When an organization needs to quickly acquire needed resources.

C.
Horizontal Integration

1.
Horizontal integration refers to a strategy of seeking ownership of or increased control over a firm’s competitors.  One of the most significant trends in strategic management today is the increased use of horizontal integration as a growth strategy. Mergers, acquisitions, and takeovers among competitors allow for increased economies of scale and enhanced transfer of resources and competencies.

2. There are five guidelines for when horizontal integration may be an especially effective strategy:

a. When an organization can gain monopolistic characteristics. 

b. When an organization competes in a growing industry.

c. When increased economies of scale provide major competitive advantages.

d. When an organization has both the capital and human talent needed to successfully manage an expanded organization.

e. When competitors are faltering due to lack of managerial expertise or a need for particular resources that an organization possesses. 

V.

INTENSIVE STRATEGIES

Market penetration, market development, and product development are sometimes referred to as intensive strategies because they require intensive efforts if a firm’s competitive position with existing products is to improve.

A.
Market Penetration

1.
A market-penetration strategy seeks to increase market share for present products or services in present markets through greater marketing efforts.  

2. Market penetration includes increasing the number of salespersons, advertising expenditures, and publicity efforts or offering extensive sales promotion items.

a. As indicated in Table 5-4, Coke in 2009-2010 spent millions on its new advertising slogan “Open Happiness” that replaced “The Coke Side of Life”.

3. Five guidelines for when market penetration is especially effective:

a. When current markets are not saturated.

b. When usage rate of current customers could be increased.

c. When market shares of major competitors have been declining while total industry sales have been increasing.

d. When the correlation between dollar sales and dollar marketing expenditures historically has been high.

e. When increased economies of scale provide major advantages.

B.
Market Development

1. Market development involves introducing present products or services into new geographic areas.  
2. For example, retailers are expanding further into China in 2009/2010 even in a world of slumping sales.  This comes while the Chinese economy is slowing and consumer confidence among Chinese consumers is faltering. 

3. Six guidelines for when market development may be an effective strategy:

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

b. When an organization is very successful at what it does.

c. When new untapped or unsaturated markets exist.

d. When an organization has the needed capital and human resources to manage expanded operations.

e. When an organization has excess production capacity.

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

C.
Product Development

1. Product development is a strategy that seeks increased sales by improving or modifying present products or services.  Product development usually entails large research and development expenditures.

2. Five guidelines for when to use product development:

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

b. When an organization competes in an industry that is characterized by rapid technological developments.

c. When major competitors offer better-quality products at comparable prices.

d. When an organization competes in a high-growth industry.

e. When an organization has especially strong research and development capabilities.

VI.

DIVERSIFICATION STRATEGIES


The two general types of diversification strategies are related and unrelated.  

1. Businesses are said be related when their value chains possess competitively valuable cross-business strategic fits.  

2. Businesses are said to be unrelated when their value chains are so dissimilar that no competitively valuable cross-business relationships exist.

3. Most companies favor related diversification strategies to capitalize on synergies as follows:   

a. Transferring competitively valuable expertise.

b. Combining the related activities of separate businesses into a single operation to achieve lower costs.

c. Exploiting common use of a well-known brand name.

d. Collaborating across businesses to create valuable resource strengths and capacities.

4. The greatest risk of being in a single industry is having all of the firm’s eggs in one basket.  However, diversification must do more than simply spread business risk across different industries.  It makes sense only when it adds to shareholder value.

A.
Related Diversification

1. Six guidelines for when related diversification may be effective are identified below:

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

b. When adding new, but related products would enhance sales of current products.

c. When new, but related products could be offered at competitive prices.

d. When new, but related products have seasonal sales levels that counterbalance existing peaks and valleys.

e. When an organization’s products are in the decline stage of the life cycle.

f. When an organization has a strong management team.

B.
Unrelated Diversification

1. An unrelated diversification strategy favors capitalizing upon a portfolio of businesses that are capable of delivering excellent financial performance in their respective industries.

2. Ten guidelines for when unrelated diversification may be effective are identified below:

a. When revenues derived from an organization’s current products or services would increase significantly by adding the new, unrelated products.

b. When an organization competes in a highly competitive and/or no-growth industry.

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

d. When the new products have countercyclical sales patterns compared to an organization’s present products.
e. When an organization’s basic industry is experiencing declining annual sales and profits.
f. When an organization has the capital and managerial talent needed to compete.
g. When an organization has the opportunity to purchase an unrelated business that is an attractive investment.

h. When financial synergy exists between the acquired and acquiring firms.
i. When existing markets for an organization’s present products are saturated.
j. When antitrust action could be charged against an organization that historically has concentrated on a single industry.

Teaching Tip: The Strategic Management Journal (SMJ) is the premier academic journal for strategic management.  The journal covers diversification extensively. The Strategic Management Society at http://www.smsweb.org/ sponsors SMJ.
Teaching Tip: Another strategic-management journal that may be of interest to your students is the Journal of Business Strategies.  

VII.    DEFENSIVE STRATEGIES

A.
Retrenchment

1. Retrenchment occurs when an organization regroups through cost and asset reduction to reverse declining sales and profits.  

2. Sometimes called a turnaround or reorganizational strategy, retrenchment is designed to fortify an organization’s basic distinctive competence.

3. Retrenchment can entail selling off land and buildings, pruning product lines, closing marginal businesses, closing obsolete factories, automating processes, reducing the number of employees, and instituting expense control systems.  

4. In some cases, bankruptcy can be an effective retrenchment strategy.

a. Chapter 7 bankruptcy is a liquidation procedure used only when a corporation sees no hope of being able to operate successfully or to obtain the necessary creditor agreements.

b. Chapter 9 bankruptcy applies to municipalities.

c. Chapter 11 bankruptcy allows organizations to reorganize and come back after filing.

d. Chapter 12 bankruptcy provides special relief to family farmers with debt equal to or less than $1.5 million.

e. Chapter 13 bankruptcy is similar to Chapter 11 but available only to small businesses owned by individuals with unsecured debts of less than $100,000 and secured debts of less than $350,000.

5. The year 2008 was especially tough, with a record number of firms declaring bankruptcy.  Table 5-5 describes some well-known firms that recently declared Chapter 11 bankruptcy. 
6. Five guidelines identify when retrenchment may be an especially effective strategy to pursue:

a. When an organization has a clearly distinctive competence but has failed to meet objectives consistently.

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

c. When an organization is plagued by inefficiency, low profitability, poor employee morale, and pressure from stockholders to improve performance.

d. When an organization has failed to capitalize on external opportunities, minimize external threats, take advantage of internal strengths, and overcome internal weaknesses over time.

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

B.
Divestiture

1. Selling a division or part of an organization is called divestiture.  Divestiture often is used to raise capital for further strategic acquisitions or investments.  

2. Divestiture can be used to rid an organization of businesses that are unprofitable, that require too much capital, or that do not fit well with the firm’s other activities.  
3. Divestiture has become a very popular strategy as firms try to focus on their core strengths, lessening their level of diversification.  A few divestitures consummated recently are given in Table 5-6.

4. Historically firms have divested their unwanted or poorly performing divisions, but the global recession has witnessed firms simply closing such operations.

5. Six guidelines for when to use divestiture:

a. When an organization has pursued a retrenchment strategy and it failed to accomplish needed improvement.

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

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

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

e. When a large amount of cash is needed quickly and cannot be obtained.

f. When government antitrust action threatens an organization.

C.
Liquidation

1. Selling all of a company’s assets, in parts, for their tangible worth is called liquidation.  Liquidation is recognition of defeat and consequently can be an emotionally difficult strategy.

2. Several notable companies officially completed their Chapter 7 liquidations in 2009, as illustrated in Table 5-7. 
3. Three guidelines of when to use liquidation:

a. When an organization has pursued both a retrenchment and a divestiture strategy and neither has been successful.

b. When an organization’s only alternative is bankruptcy.

c. When the stockholders of a firm can minimize their losses by selling assets.

VIII.
MICHAEL PORTER’S FIVE GENERIC STRATEGIES

According to Porter, strategies allow organizations to gain competitive advantage from three different bases: cost leadership, differentiation, and focus. 
1. Cost leadership emphasizes producing standardized products at a very low per-unit cost for consumers who are price-sensitive. There are two types of cost leadership strategies.

a. Type 1 is a low-cost strategy that offers products to a wide range of customers at the lowest price available on the market. 

b. Type 2 is a best-value strategy that offers products to a wide range of customers at the best price-value available on the market. 

2. Type 3 is differentiation, a strategy aimed at producing products and services considered unique industry-wide and directed at consumers who are relatively price-insensitive. 

3. Focus means producing products and services that fulfill the needs of small groups of consumers.  There are two alternative types of focus strategies.

a. Type 4 is a low-cost focus strategy that offers products or services to a small range (niche) of customers at the lowest price available on the market. 

b. Type 5 is a best-value focus strategy that offers products to a small range of customers at the best price-value available on the market. This is sometimes called focused differentiation.  

4. Porter’s five strategies imply different organizational arrangements, control procedures, and incentive systems. Porter’s five generic strategies are also illustrated in Figure 5-3. 
A.
Cost Leadership Strategies (Type 1 and 2)
1. A primary reason for pursuing forward, backward, and horizontal integration strategies is to gain low-cost or best-value cost leadership benefits.  

2. Striving to be the low-cost producer in an industry can be especially effective when the market is composed of many price-sensitive buyers, when there are few ways to achieve product differentiation, when buyers do not care much about differences from brand to brand, or when there are a large number of buyers with significant bargaining power.  
3. The basic idea behind a cost leadership strategy is to underprice competitors or offer a better value and thereby gain market share and sales, driving some competitors out of the market entirely.

4. To successfully employ a cost leadership strategy, firms must ensure that total costs across the value chain are lower than that of the competition. This can be accomplished by:

a. Performing value chain activities more efficiently than competition.

b. Eliminating some cost-producing activities in the value chain.
5. A Type 1 or Type 2 cost leadership strategy can be especially effective under the following conditions:

a. When price competition among rival sellers is especially vigorous.

b. When the products of rival sellers are essentially identical.

c. When there are few ways to achieve product differentiation.

d. When most buyers use the product in the same ways.

e. When buyers incur low costs in switching purchases from one seller to another.

f. When buyers are large and have significant power.

g. When industry newcomers use introductory low prices.

B.
Differentiation

1. Differentiation strategies offer different degrees of differentiation.  Successful differentiation can mean greater product flexibility, greater compatibility, lower costs, improved service, less maintenance, greater convenience, or more features.  
2. A differentiation strategy should only be pursued after careful study of buyers’ needs and preferences.  A risk of pursuing a differentiation strategy is that the unique product may not be valued highly enough by customers to justify the higher price.  
3. Common organizational requirements for a successful differentiation strategy include strong coordination among the R&D and marketing functions and substantial amenities to attract scientists and creative people.  

4. The most effective differentiation bases are those that are hard or expensive for rivals to duplicate.  

5. A Type 3 differentiation strategy can be especially effective under the following conditions:

a. When there are many ways to differentiate the product or service and many buyers perceive these differences as having value.

b. When buyer needs and uses are diverse.

c. When few rival firms are following a similar differentiation approach.

d. When technological change is fast paced and competition revolves around rapidly evolving product features.

C.
Focus Strategies (Type 4 and 5)
1. A 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.  

2. Focus strategies are most effective when consumers have distinctive preferences or requirements and when rival firms are not attempting to specialize in the same target segment.  
3. Risks of pursuing a focus strategy include the possibility that numerous competitors will recognize the successful focus strategy and copy it or that consumer preferences will drift toward the product attributes desired by the market as a whole. 

4. A low-cost (Type 4) or best-value (Type 5) focus strategy can be especially attractive under the following conditions:

a. When the target market niche is large, profitable, and growing.

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

c. When industry leaders consider it too costly or difficult to meet the specialized needs of the target market niche while focusing on mainstream customers.

d. When the industry has many different niches and segments.

e. When few, if any, other rivals are attempting to specialize.

D.  Strategies for Competing in Turbulent, High-Velocity Markets

1. Some industries change so fast that they are called turbulent, high-velocity markets. Examples include telecommunications, medical, biotechnology, pharmaceuticals, and computer hardware and software, and virtually all Internet-based industries.  

2. High-velocity has become the rule rather than the exception, even in such industries as toys, phones, banking, defense, publishing, and communication.

3. Meeting the challenge of high-velocity change presents the firm with a choice of whether to react, anticipate, or lead the market in terms of its own strategies. 

Teaching Tip: A bibliography of Michael Porter is available through the Harvard Business School website at http://drfd.hbs.edu/fit/public/facultyInfo.do?facInfo=bio&facEmId=mporter&loc=extn. 

IX.
MEANS FOR ACHIEVING STRATEGIES
A. Cooperation Among Competitors

1. For collaboration between competitors to succeed, both firms must contribute something distinctive, but a major risk is that unintended transfers of important skills or technology may occur.

2. Information not covered in the formal agreement often gets traded in day-to-day interactions, and firms give away too much information to rivals. 

3. Although the idea of joining forces is not easily accepted by Americans, multinational firms are becoming more globally cooperative, and increasing numbers of domestic firms are joining forces with competitive foreign firms to reap mutual benefits.

a. U.S. companies often enter alliances primarily to avoid investments.

b. Asian and European firms primarily enter into cooperative agreements to learn from the partner. 
B. Joint Venture/Partnering
1. Joint venture is a popular strategy that occurs when two or more companies form a temporary partnership or consortium for the purpose of capitalizing on some opportunity.

2. Other types of cooperative arrangements include R&D partnerships, cross-distribution agreements, cross-licensing agreements, cross-manufacturing agreements, and joint-bidding consortia.

3. Joint ventures and cooperative arrangements are being used increasingly because they allow companies to improve communications and networking, to globalize operations, and to minimize risk.

4. A major reason why firms are using partnering as a means to achieve strategies is globalization.  Technology also is a major reason behind the need to form strategic alliances, with the Internet linking widely dispersed partners. 

5. Joint ventures among once rival firms are commonly being sued to pursue strategies ranging from retrenchment to market development.  Although joint ventures are less risky for companies than mergers, many alliances fail.

6. A few common problems that cause joint ventures to fail are as follows:

a. Managers who must collaborate regularly are not involved in the venture.

b. The venture may benefit partnering companies but not the customers.

c. Both partners may not support the venture equally.

d. The venture competes more with one of the partners.

7. Joint ventures are especially effective when:

a. A privately owned organization forms one with a public organization.

b. A domestic organization works with a foreign company.

c. The distinct competencies of the firms complement each other especially well.

d. Some project is potentially profitable but requires overwhelming resources and risks.

e. Two or more smaller firms wish to compete against a larger firm.

f. There is a need to introduce a new technology quickly.



C.  Merger/Acquisition
Mergers and acquisitions are two commonly used ways to pursue strategies. 

1.  A merger occurs when two organizations of about equal size unite to form one enterprise.

2.  An acquisition occurs when a large organization purchases (acquires) a smaller firm or vice versa.
3. When a merger or acquisition is not desired by both parties, it can be called a takeover or hostile takeover. In contrast, an acquisition that is desired by both firms is termed a friendly merger.
4. For all of 2008, global merger and acquisition volume fell 29 percent to $3.06 trillion, which was on par with 2005.

5. White knight is a term that refers to a firm that agrees to acquire another firm when that other firm is facing a hostile takeover by some company.  

6. Research suggests that about 20 percent of all mergers and acquisitions are successful, 60 percent produce disappointing results, and the last 20 percent are clear failures.  Some key reasons why many mergers and acquisitions fail are provided in Table 5-8.   

7. Table 5-9 shows some mergers and acquisitions completed in 2009.  There are many reasons for mergers and acquisitions, as indicated in Table 5-10. 

8. A leveraged buyout (LBO) occurs when a corporation’s shareholders are bought out (hence buyout) by the company’s management and other private investors using borrowed funds (hence leveraged). 

a. Besides trying to avoid a hostile takeover, other reasons for the initiation of an LBO by senior management are that particular divisions do not fit into an overall corporate strategy, must be sold to raise cash, or receive an attractive offering price.  A LBO takes a corporation private.



D.  First Mover Advantages 

1.  First mover advantages refers to the benefits a firm may achieve by entering a new market or developing a new product or service prior to rival firms. 
2. 
As indicated in Table 5-11, some advantages of being a first mover include securing access to rare resources, gaining new knowledge of key factors and issues, gaining market share and position, establishing and securing long-term relationships, and gaining customer loyalty and commitments.   



E.  Outsourcing
1. Business-Process Outsourcing (BPO) is a rapidly growing new business that involves companies take over functional operations such as human resources, information systems, and marketing for other firms.
2. Reasons that companies are choosing to outsource include:

a. It is less expensive.

b. It allows a firm to focus on its core business.

c. It enables the firm to provide better services.

d. It allows the firm to align with “best-in-the-world” suppliers.

e. Provides flexibility.

f. Allows the firm to concentrate on other value chain activities.

3. Over the last decade, outsourcing for U.S. and European firms has involved manufacturing, tech support, and back-office work. An ever-growing number of firms today are outsourcing their product design and other research and development activities to Asian developers. 
X. 
STRATEGIC MANAGEMENT IN NONPROFIT AND GOVERNMENTAL ORGANIZATIONS


The nonprofit sector is by far America’s largest employer.

A.
Educational Institutions

1. Educational institutions are using strategic-management techniques and concepts more frequently.  

2. Online college degrees are becoming common and represent a threat to traditional colleges and universities.

Teaching Tip: For a list of college strategic plans, click on strategic-planning links found at the http://www.strategyclub.com website and scroll down through the academic sites.
B.
Medical Organizations

1. The U.S. hospital industry is experiencing declining margins, excess capacity, bureaucratic overburdening, poor strategies, soaring costs, reduced federal support, and high administration turnover.  

2. Hospitals—originally intended to be warehouses for people dying of tuberculosis, smallpox, cancer, pneumonia, and infectious diseases—are creating new strategies today as advances in the diagnosis and treatment of chronic diseases are undercutting that earlier mission.

3.
A successful hospital strategy for the future will require renewed and deepened collaboration with physicians, who are central to hospitals’ well-being, and a reallocation of resources from acute to chronic care in home and community settings.

4.
Current strategies being pursued by many hospitals include creating home health services, establishing nursing homes, and forming rehabilitation centers.

C.
Governmental Agencies and Departments

1. Federal, state, county, and municipal agencies and departments, such as police departments, chambers of commerce, forestry associations, and health departments are responsible for formulating, implementing, and evaluating strategies that use taxpayers’ dollars in the most cost-effective way to provide services and programs.
2. Strategic-management concepts are increasingly being used to enable governmental organizations to be more effective and efficient.

3. Strategists in governmental organizations operate with less strategic autonomy than their counterparts in private firms.

XII. STRATEGIC MANAGEMENT IN SMALL FIRMS

Entrepreneurs are America’s role models, and almost everyone wants to own a business.  

1. As hundreds of thousands of people have been laid off from work in the last two years, many of these individuals have started small businesses.  

2. The strategic management process is just as vital for small companies as it is for large firms. Numerous magazine and journal articles have focused on applying strategic management concepts to small businesses.  
VTN (Visit the Net): http://www.bplans.com/sp/index.cfm?a=bc provides several sample business plans for small businesses. 

Teaching Tip: For small businesses that are unsure of how to organize, the Service Corps of Retired Executives (SCORE) is an excellent resource to obtain management advice from.  SCORE maintains a website at http://www.score.org/.  The website provides information about SCORE and a toll free number (1-800-634-0245) that helps an individual locate the closest SCORE chapter to his or her business. 

Teaching Tip: You are invited to visit the text’s website at www.prenhall.com/david for this chapter’s WWW exercises.
ISSUES FOR REVIEW AND DISCUSSION

1. In order of importance, list six “characteristics of objectives”.

Answer: Objectives should be quantitative, measurable, realistic, understandable, challenging, hierarchical, obtainable, and congruent across departments. Responses as to the ranking of these objectives will vary among students.
2. In order of importance, list six “benefits of objectives”.

Answer: Benefits of objectives include the following: 1) Provide direction by revealing expectations. 2) Allow synergy.  3) Aid in evaluation by serving as standards. 4) Establish priorities.  5) Reduce uncertainty.  6) Minimize conflicts.  7) Stimulate exertion.  8) Aid in allocation of resources.  9) Aid in design of jobs.  10) Provide basis for consistent decision making. Responses as to the ranking of these benefits will vary among students.
3. Called de-integration, there appears to be a growing trend for firms to become less forward integrated.  Discuss why.

Answer:  De-integration makes sense in industries that have global sources of supply. Companies today shop around, play one seller against another, and go with the best deal.  Global competition is also spurring firms to reduce their number of suppliers and to demand higher levels of service and quality from those they keep.  
4. Called de-integration, there appears to be a growing trend for firms to become less backward integrated.  Discuss why.

Answer: De-integration makes sense in industries that have global sources of supply. Companies today shop around, play one seller against another, and go with the best deal.  Global competition is also spurring firms to reduce their number of suppliers and to demand higher levels of service and quality from those they keep.  American firms are now following the lead of Japanese firms, which have far fewer suppliers and closer, long-term relationships with those few.
5. If a company has $1 million to spend on a new strategy and is considering market development versus product development, what determining factors would be most important to consider?

Answer:  A market development strategy involves introducing present products or services into new geographic areas, whereas a product development strategy seeks increased sales by improving or modifying present products or services. 
Determining factors for market development include the following:

· 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 the needed capital and human resources to manage expanded operations.

· When an organization has excess production capacity.

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

Determining factors for product development include:

· When an organization has successful products that are in the maturity stage.

· When an organization competes in an industry that is 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 especially strong research and development capabilities. 

6. What conditions, externally and internally, would be desired/necessary for a firm to diversify?

Answer: The following are some conditions that are necessary for a firm to diversify.  First, diversification makes sense only to the extent the strategy adds more to shareholder value than what shareholders could accomplish acting individually.  Diversification is also an attractive strategy when a firm is competing in an unattractive industry.  
7. Discuss “nationalization versus bankruptcy” for large American icon firms such as General Motors, AIG, and Citigroup.  Which strategy is best for (1) the company and (2) the U.S. economy? Discuss.  

Answer: Answers will vary for each student.  Potential strategies that students will choose may include integrative, intensive, diversification, retrenchment, divestiture, or liquidation strategies.
8. Could a firm simultaneously pursue focus, differentiation, and cost leadership? Should firms do that? Discuss.

Answer: Although it is possible that a firm may try to pursue a focus, differentiation, and cost leadership strategy simultaneously, the result would likely not be very favorable.  Differentiation and focus strategies are likely to drive up costs, so although it may be possible to combine these two strategies, adding cost leadership would be very difficult.  To build appeal among the customer base, a distinct strategy should be implemented.
9. There is s growing trend of increased collaboration among competitors.  List the benefits and drawbacks of this practice.

Answer: Two benefits of increased collaboration among competitors are reducing costs and risks and acquiring new knowledge.  A drawback of increased cooperation among competitors is the risk of unintended transfers of important skills or technologies that can provide competitive advantage to the rival firm down the road.  
10. List four major benefits of forming a joint venture to achieve desired objectives.

Answer: Joint ventures and cooperative arrangements are being used increasingly because they allow companies to improve communications and networking, to globalize operations, and to minimize risk. Joint ventures are often used to pursue an opportunity that is too complex, uneconomical, or risky for a single firm to pursue alone.  They are also used when an industry requires a broader range of competencies and know-how than any one firm can marshal. 
11. List six major benefits of acquiring another firm to achieve desired objectives.

Answer: Benefits of acquiring another firm to achieve desired objectives include: 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. 7) To gain new technology.  8) To reduce tax obligations.
12. List five reasons why many merger/acquisitions historically have failed.

Answer: Reasons that many mergers and acquisitions fail include: 1) Integration difficulties. 2) Inadequate evaluation of target. 3) Large or extraordinary debt. 4) Inability to achieve synergy. 5) Too much diversification.  6) Managers overly focused on acquisitions.  7) Too large an acquisition.  8) Difficult to integrate different organizational cultures.  8) Reduced employee morale due to layoffs and relocations.
13. Can you think of any reasons why not-for-profit firms would benefit less from doing strategic planning than for-profit companies?

Answer: The non-profit sector is America’s largest employer, and many nonprofit and governmental organizations outperform private firms and corporations on innovativeness, motivation, productivity, and strategic management.  In addition, nonprofit and governmental organizations may be totally dependent on outside financing.  For these reasons, strategic planning is just as important for not-for-profit companies as it is for private companies.
14. Discuss how important it is for a college football or basketball team to have a good game plan for the big rival game this coming weekend.  How much time and effort do you feel the coaching staff puts into developing that game plan?  Why is such time and effort essential?

Answer: Planning for a big game is much like strategic management for a small firm.  Even if conducted informally or by a single owner/entrepreneur, the strategic management process can significantly enhance small organizations’ growth and prosperity.
15. Why are more than 60 percent of Fortune 500 firms headquartered in Wilmington, Delaware? 

Answer: Wilmington, Delaware has traditionally attracted top Fortune 500 companies because of corporate tax breaks and related incentives.  However, the city is now known as the “bankruptcy capital of the world”, with a significant portion of these firms declaring bankruptcy.
16. Define and give a hypothetical example of a “white knight” in the fast-food industry.
Answer: White knight is a term that refers to a firm that agrees to acquire a firm that is facing a hostile takeover by some company.  Examples will vary for each student.
17. How does strategy formulation differ for a small versus large organization?  For a for-profit versus a nonprofit organization?

Answer: Strategy formulation is conceptually the same for both small and large organizations. However, for large firms, there are more variables to include in both the external and internal audits. The process is usually more formal in a large firm.

18. Give recent examples of market penetration, market development, and product development.

Answer:  Market penetration means selling more products to existing markets. The class will likely think of several examples but some possibilities include the Coke “Open Happiness” advertising campaign of 2009/2010.  Market development means selling an existing product to a new market. YUM! Brands Inc. planned to open 500 new stores in China in 2009. Product development means selling a new product to an existing market. An example of this is Google’s new Chrome OS operating system, which is expected to overtake Microsoft Windows by 2015. 

19. Give recent examples of forward integration, backward integration, and horizontal integration.

Answer: Forward integration means purchasing or developing a distributor for a product. For instance, Microsoft is opening its own retail stores.  Backward integration means owning a supply source for production.  For example, Apple is working to produce its own internally developed chips for its iPhone and iPod Touch devices. Horizontal integration means acquiring like operations. For instance, a hospital group may purchase another hospital. 

20. Give recent examples of related and unrelated diversification.

Answer: Related diversification, also called concentric diversification, means adding new, but related products. When Under Armour began selling running shoes for the first time, this represented related diversification. Unrelated, or horizontal, diversification means adding new, unrelated products for customers. For instance, Qualcomm Inc. recently diversified beyond cell phones into desktop hardware. 

21. Give recent examples of joint venture, retrenchment, divestiture, and liquidation.

Answer:  Students will have a variety of answers, but here are some examples for each. A joint venture is a partnership between two companies.  As part of a joint venture, Nokia and Facebook are partnering to embed parts of the social network into some Nokia games. Retrenchment occurs when an organization regroups through cost and asset reduction to reverse declining sales.  Recently, Starbucks has launched a massive retrenchment strategy in efforts to save the company.  Divestiture is selling a division or part of a company.  In 2009, Lehman Brothers Holdings divested its venture-capital to raise cash and pay creditors. Liquidation is selling all of a company’s assets. Also in 2009, Goody’s Family clothing liquidated all of its 282 stores, resulting in the loss of jobs for all 10,000 of its employees.
22. Do you think hostile takeovers are unethical?  Why or why not?

Answer: It can best be argued that hostile takeovers are ethical. Usually, only weak companies face hostile takeovers, and, typically, shareholders and customers of the company benefit from the new organization. Most employees and managers benefit, too, but some employees and top managers usually lose their jobs when the takeover is consummated. From this angle, some students may argue that hostile takeovers are unethical.

23. What are the major advantages and disadvantages of diversification?

Answer: Several disadvantages of diversification are (1) it is risky, (2) it is costly, (3) it requires excellent management skills, and (4) it requires an elaborate control system. Some of the advantages of diversification are (1) it allows a firm to spread risks and resources in more than one area, (2) it allows a firm to pursue special opportunities in diverse areas, and (3) it allows a firm to balance counterseasonal sales yearly.

24. What are the major advantages and disadvantages of an integrative strategy?

Answer: One advantage of an integrative-type strategy is that it allows a firm to offer products and services at lower prices. A disadvantage of integrative-type strategies is that firms can be trapped if their basic industry falters.

25. How does strategic management differ in profit and nonprofit organizations?

Answer: The strategic-management process is conceptually the same for both profit and nonprofit organizations. However, compared to profit firms, nonprofit organizations often function in a monopolistic environment, produce a product or service that offers little or no performance measurability, and may be totally dependent on outside sources of financing. Thus, the types of variables examined will differ between profit and nonprofit organizations.

26. Why is it not advisable to pursue too many strategies at once?

Answer: Organizational resources are spread too thin when more than a few strategies are pursued at the same time. All organizations have limited resources. No organization can pursue all the strategies that may benefit the firm. Similarly, no individual can take on an unlimited amount of debt to obtain goods and services. No more than a few strategies can be financed, marketed, and managed effectively at the same time. Some practitioners say only a single strategy should be pursued at a given time by a single organization.

27. Consumers can purchase tennis shoes, food, cars, boats, and insurance on the Internet.  Are there any products today that cannot be purchased online?  What is the implication for traditional retailers?

Answer: There are very few, if any, products that cannot be purchased online.  Experts disagree on the implications of the online purchasing of products and services for traditional retailers.  Some experts point to the efficiencies associated with e-commerce and the Internet and believe that an increasing portion of the goods and services purchased each year will be done online.  Other experts disagree and believe that the Internet will not threaten traditional retailers in a substantive manner.  Ask your students to share their opinions regarding the future of e-commerce in the United States and abroad.

28. What are the pros and cons of a firm merging with a rival firm?

Answer: The following are some pros and cons of merging.

Pros:

· To provide improved capacity utilization.

· To make better use of an existing sales force.

· To reduce managerial staff.

· To gain economies of scale.

· To smooth out seasonal trends in sales.

· To gain access to new suppliers, distributors, customers, products, and creditors.

· To gain new technology.

· To reduce tax obligations.

Cons:

· It is difficult to place an accurate value on a company; as a result, there is a risk that the acquiring company will overpay for the acquired company.

· Firms lose flexibility as they get larger.

· The merged firm must effectively combine two previously separate firms, with separate cultures and organizational routines.

· Some high-performing employees may leave the merged firm as a result of uncertainties about their future.

29. Visit the CheckMATE( strategic planning software Web site at http://www.checkmateplan.com, and discuss the benefits offered.

Answer: CheckMATE is a strategic-planning software package. It offers several benefits including:

· Generate effective strategies using the most modern analytical tools.

· Facilitate discussion among managers. 

· Obtain commitment to company goals and strategies. 

· Provide a more systematic approach to planning. 

· Anticipate future problems and opportunities. 

· Increase managers' motivation through involvement. 

· Encourage forward thinking. 

· Create a favorable attitude towards change. 

· Develop tactics to implement strategies. 

· Obtain improved performance. 

· Ensure that strategic planning is a "people process." 

· Link the functional business areas. 

30. Compare and contrast financial objectives with strategic objectives. Which type is more important in your opinion? Why?

Answer:  Both types of objectives are common in organizations. However, financial objectives are those associated with growth in revenues, growth in earnings, higher dividends, larger profit margins, greater return on investment, higher earnings per share, a rising stock price, and improved cash flow. Strategic objectives include examples like achieving a larger market share, quicker on-time delivery than rivals, and lower cost than rivals. Both objectives are important, but financial objectives must sometimes be sacrificed for the long-term benefit of strategic objectives.

31. Diagram a two-divisional organizational chart that includes a CEO, COO, CIO, CSO, CFO, CMO, HRM, R&D, and two division presidents. Hint: Division presidents report to the COO.

Answer:
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32. How do the levels of strategy differ in a large firm versus a small firm?

Answer:  In large firms, the persons primarily responsible for having effective strategies at the various levels include the CEO at the corporate level, the president or executive vice president at the divisional level, the respective CFO, CIO, HRM, CMO, at the functional level and the plant manager, regional sales manager at the operational level. In small firms, the persons primarily responsible for having effective strategies at the various levels include the business owner or president at the company level and then the same range of persons at the lower two levels as with a large firm. 

33. List 11 types of strategies. Give a hypothetical example of each strategy listed.

Answer:

· Forward integration: Widgets, Inc. opens retail stores to sell its widgets. 

· Backward integration: Widgets, Inc. purchases a steel mill to control its supply of steel at a reasonable price.

· Horizontal integration: Widgets, Inc. purchases We R Widgets, a competing widget manufacturer.

· Market Penetration: Widgets, Inc. launches a widget loyalty program to reward heavy buyers of widgets.

· Market Development: Widgets, Inc. begins to offer widgets in India, a new geographic market area for the company.

· Product Development: Widgets, Inc. develops a special widgets drill.

· Related Diversification: Widgets, Inc. will now manufacture and sell fasteners.

· Unrelated Diversification: Widgets, Inc. will offer a credit card for its customers.

· Retrenchment: Widgets, Inc. is cutting jobs in 20 markets in the Southwest.

· Divestiture: Widgets, Inc. is selling off its plastics division.

· Liquidation: Widgets, Inc. is selling off the equipment previously used in its now defunct plastics division.

34. Discuss the nature as well as the pros and cons of a “friendly merger” versus “hostile takeover” in acquiring another firm. Give an example of each.

Answer: A merger occurs when two organizations of about equal size unite to form one enterprise. An acquisition occurs when a large organization purchases a smaller firm or vice versa. When both parties desire a merger or acquisition it is a friendly merger. However, if it is not desired by one party, it is a hostile takeover. First Union was the result of a merger. Comcast made an unwanted bid for Walt Disney. Had the bid been successful, it would have represented a hostile takeover. 

35. Define and explain “first mover advantages.”

Answer:  First mover advantages are the benefits a firm may achieve by entering a new market or developing a new product before any other firms. Examples of first mover advantages include securing access to rare resources, gaining new knowledge of key factors and issues, and carving out market share.

36. Define and explain “outsourcing.”

Answer: Outsourcing occurs when companies take over functional operations such as human resources, information systems, payroll, accounting, customer service, and marketing of other firms.
37. Discuss the business of offering a BBA or MBA degree online.

Answer:  Only 3.3% of AACSB accredited business schools offer a BBA or MBA online. Those that do are capturing market share. Many students are pursuing degrees online. While some feel that degrees earned online are not as respected as traditional degrees, these schools believe that online students interact as much or more as traditional students and are better at networking.

Online degrees can save schools money since expensive overhead is eliminated. Professors can also potentially teach more students online than in person.

38. What strategies are best for turbulent, high-velocity markets?

Answer: Firms in this type of market have a choice of whether to react, anticipate, or lead the market in terms of its own strategies. These choices are reflected in Figure 5-4. If a firm primarily responds to the turbulent market by responding to changes in the industry defensively. The react-to-change strategy would not be as effective as the anticipate change strategy, which entails devising and following through with plans for dealing with the expected changes. Ideally, a firm will strive to lead the market, by pioneering new and better technologies and products.
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