Critical Success Factors/ Diamond E-Framework /PEST/Five Forces
Critical Success Factors
· Achieving Financial Performance
· Relative to investment (percentage)

· Relative to other firms (competition)

· You can make a profit and still go bankrupt (NEED CASH!)

· Income statement DOES NOT = Cash Flow

· Meeting Customer Needs (preferably exceed)
· CRITICAL

· NO GUESSES - KNOW your customer (research, surveys)

· Must be done before/during/after (selling product)

· Customer service IS IMPORTANT

· Consider the entire experience 

· Building Quality Products and Services 

· VALUE - Quality and price customers are willing to pay

· Entire experience - not simply the product

· Encouraging innovation and Creativity 

· To be competitive

· To satisfy ever-changing customer needs

· Gaining Employee Commitment 
· Foundation (to be operating at the best possible production level)

· Achieve their goals as they achieve yours

· Commitment/loyalty is necessary for Innovation/creativity --> building quality --> meet customer needs --> financial performance 

· Creating a distinct competitive advantage
· Competing at every level (investment dollars/performance/employees/products/etc.)

· Must be different to be successful (but different in a way that matters to the customer)  

· Different in ways that customers value

· In any/all factors 

 

Diamond-E Framework
Financial, Capital and Human

Preferences, perspective, biases --> huge impact on strategy

 

ALWAYS take into account who the decision maker is 

WANT to do

NEED to do

CAN do

· Structure

· Leadership

· Culture 

· Capabilities

 

Importance of Strategy 
 

The critical linking variable in the model tells you what opportunities in the environment the business is pursuing (CHOOSING to pursue) 

 

· Determines 

· Resources

· Organizational capabilities

· Management preferences 

· Any variable can either drive of constrain strategy 

 

Diamond-E Framework
 

Principal logic - consistency of alignment 

 

· Consistency internally leads to performance 
· Each variable impacts and is impacted by the rest 
· Alignment externally ensures strategy right for the given environment 
· Warning: Environment is ALWAYS changing 
· External: is strategy in alignment with environment?
· Internal: is strategy consistent with internal variables? 
 

Environmental risk (misalignment)

-ex. Canon (taking risk for digital photography) and Kodak (waiting too long to jump in the market)

-could cause serious short-term/long-term financial repercussions 
 

External Analysis
 

· Process of scanning and evaluating the external environment 

· How managers determine:

· opportunities (positive external trends or changes)

· threats (negative external trends or changes)

· Firms face multiple environments: 

· General environment; affects all businesses

· Specific environment; affects industry participants  

 

How to do an external analysis
 

· General environment 
· PEST model 
· Considers:
· Political
· Environmental
· Social/demographic
· Technological factors
· Identifies general trends/changes
· Specific Environment 
· Porter's Five Forces 
· Analyze five important sources of competitive pressure and intensity ; predicts profitability of industry  
 

Political-Legal environment
 

· Government and business relationship
· May provide incentives (ex. Renewable energy)
· May constrain businesses (ex. Pollution laws)
· Laws and regulations 
· Property rights laws
· Bankruptcy laws
· Deregulations 
· Product liability laws 
· Consumer protection (product labeling)
· Competition act (to make sure that we are encouraging competition)
· Protects customer by:
· More variety
· Lower prices 
· Tort laws (common law jurisdictions)
· Taxes
· Property taxes
· Excise taxes
· Fuel (transportation)
· Income taxes 
· Dividend taxed differently than income/ taxed differently than bonds 
· Incentives and incentives 
· Note: 
· Stock: buying a piece of the company (no interest)
· Bonds: loaning money to the company (with interest) 
· Trade agreements of conditions 
· Tariffs/quotas/protectionism
· Political System
· Ex. Canada is a mixed system 
· Communism/Market system 
· The more market-based the system, the more favorable it will be to businesses 
· Political stability 
· In some countries, they have fear of nationalization 
 

· Government can create incentives, constraints, or support/bail out when needed 

· To the essential, big companies (biggest taxpayers, and biggest part of the economy)

· Ex. Airlines, banks, manufacturing companies 

· Affects uncertainty, risk, and costs faced by firm  

 

Economic environment
 

· Elements: 
· Economic growth- aggregate output, standard of living and GDP 
· Will affect the type of product (ex. No luxury goods in a suffering economy)
· Trade- Importing vs. Exporting
· You want a trade surplus (if anything, not a deficit) because you want money to stay in the country and fuel your business
· National debt- government borrowing 
· Economic stability 
· Inflation 
· Lowers purchasing power for consumer 
· Raises prices for you as a business 
· Costs go up and revenue goes down 
· Unemployment (Cycle)
· Less labour --> Companies in competition for labor
· Upward pressure on wages (so they rise)
· Translates into higher prices --> people buy less
· Businesses lower costs/cut wages --> unemployment 
· Interest rates - time value of money 

· Affect the value of money over time 

· Exchange rates

· Affects selling/buying goods from other countries

 

Socio-Cultural Environment 
 

· Customs, values, attitudes, and demographic characteristics of a society 
· Women in the workplace
· Fast food (women would have cooked)
· Baby boom demographic 
· Retirement
· Greatly affects the labor force
· Diversity in the workplace
· Green Movement  
· Influences customer preferences 
· Influences worker attitudes and behaviors 
· Influences standards of business conduct 
· Ethics, social responsibility, stakeholder management
· Consider if you are doing business internationally, what the regulations are there 
· Affects how we live, work, consume, and produce 
 

Technological Environment 
 

· Internet affects buying, selling, communication  
· Social media 
· Internet companies are able to gain information about you (purchase suggestions, etc)
· Information technologies affects information access, inter-firm cooperation, cycle times, and how we work 
· Companies can connect with each other over the internet to operate as one company (ex. Auto supply by connecting with the suppliers)
· Makes quick and seamless organization 
· We can use virtual technologies to design 
· Easily access databases, employees, don’t have to come into work, etc.
· Computer technologies have changed our products and services, and how we design and build 
· Ex. ATM machine 
· Robotics -industrialization 
· Ability to mass produce customized products 
· Feed information from consumer into the machinery that is flexible enough to adjust and change the way a product is designed as it comes down 
· Not limited to computers and information  
· TECHINOLGY IS ANYTHING THAT ADDS VALUE  (R + D)
· Anything new, different, innovative, new approach to something 
· Ex. Swiffer (moves from ordinary mop to Swiffer)
· Affects what we produce/what it can do, how we produce, how we sell, and how we work
· Disadvantage: 
· Things become obsolete fast because someone used technology to make something better 
 

The most important issues facing Canadian Businesses today:
 

· Value of the canadian dollar
· Skilled labour shortage (retirement, US)
· The natural/physical environment (green movement)
 

Porter's Five Forces 
 

· Predicts industry profitability/attractiveness
· Helps determine whether a firm should enter into a particular industry
· Helps determine whether and/or how a firm can carve out an attractive position in that industry 
 


 

 

Competitive Rivalry 

 

Causes/Factors:

· Many competitors of equal price/capability

· Growth rate of industry (customers vs. companies)

· Low switching costs and loyalty

· Products are commodities or are perishable (so must sell fast)

· High exit barriers (costs of leaving market)

 

Result: 

· Price competition/increased costs (i.e. marketing expenses)

 

Solution

·  

 

Bargaining Power of Suppliers 

 

Causes/Factors:

· Fewer suppliers

· High switching costs

· Low attractiveness of substitute suppliers 

· High threat of forward integration (i.e. suppliers decide to do what you do)

· e.g. Tomato-paste-can makers decide to produce cans AND (now) also fill them with tomato paste

Result: 

· Increases bargaining power of suppliers = increased costs of input 

 

Solution : control the supply

· Strategic alliance/controlling interest (control/buy the suppliers)

· Internal supply (backward integration, supply for yourself)

 

 

Bargaining Power of Buyers

 

Causes/Factors:

· Few or concentrated (i.e. a lot of buyers, but they group together and neggotiate) buyers

· Standerdized products/substitues (no unique difference)

· Low switching costs

· Discretionary purchase (does not matter if/when they buy)

 

Result: 

· Reduces price that you can demand 

 

Solution : Strategic alliance

· Strong marketing

· Differentiation 

 

Threat of Potential Entrants

 

Ease of entry = more intense competition

 

Causes/Factors:

· Time and cost of entry

· Proprietary knowledge (do you need information which is hard to attain/kept secret in the industry)

· Technology protection (i.e. patents)

· Cost advantages

· Economies of scale (the bigger you are , the lower the cost… if this is necessary in the industry it is difficult for entrants to get in)

· Barriers to entry (i.e. licenses/regulations/etc.) 

 

Result: 

· Reduces your market share/customers

· Ease of entry= More intense competition

· Can cause big changes (change rules of the game) (i.e. new technology, new business model) 

 

Solution : create/re use barriers

· technology

· Know-how/who (protect intellectual property/relationships)

· Brand loyalty

· First-mover advantage

· Access to distribution (also relationships) 

 

Threat of Substitutes 

 

(something different which can replace your product/service)

 

Causes/Factors:

· Many (viable, quality) substitutes (=increased competition)

Result: 

· Reduces your market share/customers

· Increased competition

· Puts ceiling on price 

· Pressure increases as price of substitutes and switching costs decline 

 

Solution : 

· convince buyers you are unique 

· Lock them in 

 

Benefits of External Analysis 
 

· Makes managers proactive

· Provides information used in planning

· Helps organization get needed resource

· Helps organization cope with uncertainty 

· Improves consistency and performance 

 

Challenge of External Analysis 
 

· Forecasts and trend analyses imperfect

· Time consuming

· Rapidly changing environment hard to keep up 

 

New Venture - recently formed commercial organization that sells goods/services

 

Entrepreneurship- process of identifying an opportunity and accessing resources to capitalize on it

 

Small business- owner- managed , not dominant in market, <100 employees 
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· Interest, knowledge, experience, background 

 

 

How does technology impact Critical Success Factors?

 

	Factor
	Opportunity
	Threat

	Achieving financial performance
	Improve efficiency/reduce costs
	Must invest in R &D to keep up

	Meeting customer needs
	Understanding needs, better products, delivery times

· Cycle time is shorter (idea --> customer)
· Ex. Mass customization 
	Difficult to communicate with increased "noise" 

· Difficult to distinguish ourselves

	Building quality products and services
	Improve performance, quality, reliability, defect rate goes down
	Increased complexity - problems are tougher to fix 

	Encouraging innovation and creativity
	New products, reduce development time, more productive innovation
	Pressure to innocate, costly and uncertain

	Gaining employee commitment 
	Access to info (know where they fit) , flexibility (where and when they work) and connection (they can always stay connected)
	Impact on culture, directing and monitoring (make sure they stay productive)

	Distinctive competitive advantage
	Create barriers, tough for competition to catch up (create a barrier to entry) 
	Though to get into markets

 


 

Technology standards 

 

· Standards wars

· Battles for market dominance between incompatible technologies

· Can determine survival of companies involved

· Not limited to information technology 

· Historical examples:

· DC vs. AC electrical current systems (Edison vs. Westinghouse)

· Electronic vs. mechanical color TVSs

· CD vs. Blu-ray (Betamax vs. VHS)

· Important Technology Concepts

· Installed base - # of users of a standard

· Bigger = greater influence, regardless of performance

· Lock-in - size of investment 

· Larger = greater resistance to switch 

· Switching costs - cost of moving (financial or learning curve)

· Entry barrier; makes lock-in worse 

· Complementary goods - needed for value; creates vicious and virtuous cycle

·  Network effects - value enhanced by number of users 

 

LINKS TO PORTER'S FIVE FORCES 
 

 

Key Assets and Strategies

 

· Control over installed base of users

· Preemption- build base quickly- first mover advantage

· Expectations management -announce upcoming innovations 

· Offer customers a migration path - free upgrade

· Intellectual property rights

· Slows imitation or requires cooperation (HARD TO DO)

· Ability to innovate - stay on your guard 

· Be flexible and incorporate feedback, and develop products that represent a leap for installed base 

· Strength in complements- use alliances 

