Chapter 1 – Strategic Management and Strategic Competitiveness

-Strategic Competitiveness: Achieved when a firm successfully formulates and implements a value-creating strategy
-Strategy: An integrated and coordinated set of commitments and actions designed to exploit core competencies and gain a competitive advantage
	-Indicates what a firm will or will not do
-Competitive Advantage: A firm has a competitive advantage when it implements a strategy that creates superior value for customers and competitors are unable to duplicate or find too costly to try to imitate
-An organization can be confident that its strategy has resulted in one or more useful competitive advantages only after competitors’ efforts to duplicate its strategy have ceased or failed 
-Not permanent 
-The speed at which competitors acquire the skills needed to duplicate the benefits of a firm’s value-creating strategy determine how long the competitive advantage will last 
-Above Average Returns: Returns in excess of what an investor expects to earn from other investments with a similar amount of risk
	-Earned by firms that exploit competitive advantages
-Risk: An investor’s uncertainty about the economic gains or losses that will result from a particular investment
-Effectively managing risk reduces investors’ uncertainty about the economic gains or losses that will result from a particular investment
-Average Returns: Returns equal to those an investor expects to earn from other investments with a similar amount of risk
	-Earned by firms without a competitive advantage or tat are not competing in an attractive industry
-The Strategic Management Process: The full set of commitment decisions, and actions required for a firm to achieve strategic competitiveness and earn above-average returns 
	-Steps:
-Analyze its external environment and internal organization to determine its resources, capabilities and core competencies – the sources of its strategic inputs
-Develop a vision and mission and formulate one or more strategies
-Implement strategies by taking actions towards achieving strategic competitiveness and above-average returns

The Competitive Landscape
	-Characteristics of the competitive landscape
		-Financial capital continues to be scarce
		-Markets are volatile
		-Pace of change is increasing
		-Determining the boundaries of an industry is challenging
-Conventional sources of competitive advantages such as economies of scale and huge advertising budgets are not as effective as they once were in terms of helping firms earn above average returns 
-Traditional managerial mindset ineffective, managers must adopt a mindset that values flexibility, speed, innovation integration and the challenges that evolve from constantly changing conditions
-Hypercompetition
	-Market instability and change
-Results from the dynamics of strategic maneuvering among global and innovative combatants
-Rapidly escalating competition based on price-quality positioning, competition to create new know-how and establish first mover advantage and competition to protect or invade established product or geographic markets
-Stem from the global economy and technological change
The Global Economy
-Global Economy: is one in which goods, services, people, skills and ideas move freely across geographic borders
	-Relatively unfettered by artificial constraints such as tariffs
	-Allowed EU to become one of the world’s largest markets (700 million potential customers)
-Chinese market has become extremely competitive (second largest economy in the world, surpassing Japan)  
	-India (largest democracy and fourth largest economy)
	-Firms from these economies are moving into international markets and becoming MNCs
	-The March of Globalization
-Globalization: the increasing economic interdependence among countries and their organizations as reflected in the flow of goods and services, financial capital and knowledge across county borders 
-Product of a large number of firms competing against one another in an increasing number of global economies
-Increases the range of opportunities for companies competing in the current competitive landscape
-Financial capital can be obtained in one country to buy materials in another
-Machinery bought from a third national market can then be used to produce products that are sold in yet a fourth market
-Firms must make culturally sensitive decisions and must anticipate ever-increasing complexity in their operations as goods, services and people move freely across geographic borders
-Has led to higher performance standards in terms of quality, cost, productivity, product introduction time and operational efficiency
-Liability of foreignness: the risks of participating outside of a firm’s domestic country in the global economy
	-Risks of entering foreign markets include:
-Amount of time required for firms to learn how to compete in new markets
-Firm’s performance may suffer with substantial amounts of globalization due to overly diversifying internationally beyond their ability to manage these extended operations
Technology and Technological Change
	-Technology Diffusion and Disruptive Technologies 
-The rate of technology diffusionSpeed at which new technologies become available and are used
			-Increased substantially over the past 15-20 years
-It took the telephone 35 years to get into 25 percent of all homes in the US. It took TV 26 years. It took radio 22 years. It took PC 16 years and the Internet 7 years
-Perpetual Innovation: Describes how rapidly and consistently new, information-intensive technologies replace older ones
-Shorter PLC place a competitive premium on being able to quickly introduce new, innovative goods and services into the marketplace  
-In order to diffuse new technology, additional firms need to be innovative in their use of the new technology and build it into their products
-Rate of technological diffusion has reduced the competitive benefits of patents
-Disruptive (or radical) Technologies: technologies that destroy the value of an existing technology and create new markets
	-Surface frequently today
	-Companies need to adapt 
	-The Information Age
-Emergence of personal computers, cell phones, artificial intelligence, virtual reality, massive databases and social networking 
-Ability to effectively and efficiently access and use information has become an important source of competitive advantage
-IT advances have given small firms more flexibility in competing with large firms, if that technology can be efficiently used
-Pace of change in IT and its diffusion will continue to increase
	-Declining cost and increasing accessibility
-Internet contributes to Hypercompetition
-Provides an infrastructure that allows the delivery of information to computers in any location
-Changes to Internet service providers’ pricing could affect the growth rate of internet-based applications
	-Increasing Knowledge Intensity 
		-Knowledge – Information, intelligence and expertise
-Critical organizational resource and increasingly valuable source of competitive advantage
-Gained through experience, observation and inference 
-Helps foster innovation
-Firms continue to learn because knowledge spillovers to competitors are common
	-Occur if competitors hire professional staff and managers
			-Starting in 1980, the basis of competition shifted from hard assets to intangible resources
-Walmart- proprietary approach to SCM and information rich relationships with customers and suppliers (intangible)
				-Intangible resources contribute 85% of shareholder value
-Firms need to capture intelligence, transform it into knowledge and diffuse it throughout the company 
-They must develop and acquire knowledge through training program and by hiring experienced and educated individuals, integrate it into the organization to create capabilities and then apply it to gain a competitive advantage
-Firms must move quickly to use knowledge productively and build routines that facilitate its diffusion. They need to have strategic flexibility
-Strategic Flexibility: A set of capabilities used to respond to various demands and opportunities existing in a dynamic and uncertain competitive environment 

The Industrial Organization (I/O) Model of Above-Average Returns

	1. Study the external environment, especially the industry environment
	The External Environment
· The general environment
· The industry environment
· The competitor environment 
	-Dominant influence of external environment on a firm’s strategic actions
-Industry or segment of an industry in which a company chooses to compete has a stronger influence on performance than do the choices managers make inside their organizations
-Firm’s performance determined primarily by a range of industry properties, including economies of scale, barriers to market entry, diversification, product differentiation and the degree of concentration of the firms in the industry
-Four underlying assumptions
-External environment imposes pressures and constraints that determine the strategies that would result in above-average returns
-Most firms competing within an industry or segment are assumed to control similar strategically relevant resources and to pursue similar strategies in light of them
-Resources used to implement strategies are assumed to be highly mobile across firms so any resource differences that might develop between firms will be short-lived
-Organizational decision makers are assumed to be rational and committed to acting in the firm’s best interests (profit maximization)
-Because most firms are assumed to have similar valuable resources that are mobile across companies, their performance generally can be increased only when they operate in the industry with the highest profit potential and learn how to use their resources to implement the strategy required by the industry’s structural characteristics 
-Five forces model of competition help firms find the industry that is most attractive to them
-Suggests that an industry’s profitability is a function of interactions among five forces: suppliers, buyers, competitive rivalry among firms in the industry, product substitutes and potential entrants
-Firms can earn above-average returns by producing either standardized goods or services at costs below those of competitors (cost leadership) or by producing differentiated goods or services for which customers are willing to pay a premium (differentiation strategy)
-Returns are determined primarily by external characteristics rather than by the firm’s unique internal resources and capabilities (approximates 20% profitability depends on the firm’s industry but 36% can be attributed to the firm’s attributes and actions

	
	

	

	2. Locate an industry with high potential for above-average returns 
	An Attractive Industry
· An industry whose structural characteristics suggest above average returns 
	

	
	

	

	3. Identify the strategy called for by the attractive industry to earn above-average returns
	Strategy Formulation
· Selection of a strategy linked with above-average returns in a particular industry
	

	
	

	

	4. Develop or acquire assets and skills needed to implement the strategy
	Assets and Skills
· Assets and skills required to implement a chosen strategy
	

	
	

	

	5. Use the firm’s strengths (its developed or acquired assets and skills to implement the strategy
	Strategy Implementation
· Selection of strategic actions linked with effective implementation of the chosen strategy
	

	
	

	

	
	Superior Returns
· Earnings of above-average Returns
	

	
	
	



The Resource-Based Model of Above-Average Returns

	1. Identify the firm’s resources. Study its strengths and weaknesses compared with those of competitors 
	Resources
· Inputs into a firm’s production process 
	-Resources: Inputs into a firm’s production process, such as capital equipment, the skills of individual employees, patents, finances, and talented managers
-Capability: The capacity for a set of resources to perform a task or an activity in an integrative manner
-Core Competencies: Capabilities that serve as a source of competitive for a firm over its rivals 
-Uniqueness of its resources and capabilities rather than the industry’s structural characteristics is the basis of a firm’s strategy and its ability to earn above average returns
-Assumes:
-Firms acquire different resources and develop unique capabilities based on how they combine and use the resources
-Resources and capabilities are not highly mobile across firms
-The differences in resources and capabilities are the basis of competitive advantage
-Through continued use, capabilities become stronger and more difficult for competitors to understand and imitate
-Resources and capabilities form the foundation for a competitive advantage when they are valuable, rare and costly to imitate and nonsubstitutable
-Resources are:
 -Valuable when they allow a firm to take advantage of opportunities or neutralize threats in its external environment
-Rare when possessed by few, if any, current and potential competitors 
-Costly to imitate when other firms either cannot obtain them or are at a cost disadvantage in obtaining them compared with the firm that already possesses them
-Nonsubstitutable when they have no structural equivalents 

	
	

	

	2. Determine the firm’s capabilities. What do the capabilities allow the firm to do better than its competitors? 
	Capability
· Capacity of an integrated set of resources to integratively perform a task or activity 
	

	
	

	

	3. Determine the potential of the firm’s resources and capabilities in terms of a competitive advantage
	Competitive advantage
· Ability of a firm to outperform its rivals
	

	
	

	

	4. Locate an attractive industry
	An Attractive industry
· An industry with opportunities that can be exploited by the firm’s resources and capabilities
	

	
	

	

	5. Select a strategy that best allows the firm to utilize its resources and capabilities relative to opportunities in the external environment
	Strategy formulation and Implementation
· Strategic actions taken to earn above-average returns
	

	
	

	

	
	Superior Returns
· Earnings of above-average Returns
	



Vision and Mission
	Vision 
-Vision: Picture of what the firm wants to be and, in broad terms, what it wants to ultimately achieve
-Enduring
-CEO (Strategic Leader) works with others to form the firm’s vision
-Foundation for the firm’s mission
-Vision statement: articulates the ideal description of an organization and gives shape to its intended future. 
	-Short, concise and easily remembered
	-Clearly tied to firm’s external environment and internal organization
	-Most effective vision statement comes when the CEO involves stakeholders to develop it
-Decisions and actions of those involved with developing the vision, especially the CEO and top-level managers should be consistent with the vision
	Mission
-Mission: Specifies the businesses in which the film intends to compete and the customers it intends to serve
	-Changes with environment conditions
	-More concrete than the vision
-Should establish a firm’s individuality and should be inspiring and relevant to all stakeholders 
-Probability of forming an effective mission increases when employees have a strong sense of the ethical standards that guide their behaviors as they work to help the firm reach its vision
-Along with the vision, the mission provides the foundation that the firm needs to choose and implement one or more strategies 

Stakeholders	
	Classifications of Stakeholders 
-Stakeholders: Individuals, groups, and organizations that can affect the firm’s vision and mission, are affected by the strategic outcomes achieved and have enforceable claims on the firm’s performance
-Claims on a firm’s performance are enforced through the stakeholder’s ability to withhold participation essential to the organization’s survival, competitiveness and profitability 
-Stakeholders continue to support an organization when its performance meets or exceeds their expectations.
-Stakeholder relationships can be managed to be a source of competitive advantage 
-Not every stakeholder has the same level of influence
-Managers must find ways to accommodate or insulate the organization from the demands of stakeholders controlling critical resources
-Capital Market Stakeholders
	-Shareholders and the major suppliers of a firm’s capital (e.g. Banks)
	-Expect the firm to preserve and enhance the wealth they have entrusted to it
-Returns expected are commensurate with the degree of risk accepted with those investments
-Dissatisfied lenders may impose strict covenants on subsequent borrowing of capital and shareholders may sell their stock or pressure top managers to improve governance oversight by the board of directors
-Large “blockbuster” shareholders are influential in determining the capital structure of the firm and prefer equity over debt due to the riskiness and cost of debt and the possibility that debt holders have the first call on the firms assets in the case of default.
-Product Market Stakeholders
-The firm’s primary customers, suppliers, host communities and unions representing the workforce
-All four groups benefit if the firm engages in competitive battles
-May result in lower product prices charged to customers and higher prices paid to suppliers 
				-Customers demand reliable products at the lowest possible prices 
-Suppliers seek loyal customers who are willing to pay the highest sustainable prices for the goods and services they receive
-Host communities want companies willing to be long-term employers and providers of tax revenue without placing excessive demands on public support services
-Union officials are interested in secure jobs and highly desirable working condition for the employees 
-Organizational Stakeholders	
-All of the firm’s employees, including both non-managerial and managerial personnel
-Expect the firm to provide a dynamic, stimulating and rewarding work environment
-Workers who learn how to use new knowledge productively are critical to organizational success
-Skilled workers can be a competitive advantage
-The objectives of the different stakeholders often differ from one another and each group expects managers to look out for their own best interests
-When a firm earns above average returns, it can more easily satisfy multiple stakeholders simultaneously
-When a firm earns average returns, it is unable to maximize the interest of all stakeholders and must at least minimally satisfy each stakeholder
Strategic Leaders 
-Strategic Leaders: People located in different areas and levels of the firm using the strategic management process to select strategic actions that help the firm achieve its vision and fulfill its mission 
-Decisive, committed to nurturing those around them and committed to helping the firm create value for all stakeholder groups
-Organizational Culture: The complex set of ideologies, symbols, and core values that are shared throughout the firm and that influence how the firm conducts business 
-Drives or fails to drive the organization
-Shaped by the decisions of strategic leaders
-The relationship between organizational culture and strategic leaders’ work is reciprocal in that the culture shapes the outcomes of their leadership while their leadership helps shape an ever-evolving organizational culture
	The Work of Effective Strategic Leaders
		-Strategic leaders must be:
			-Hard working
			-Analytical
			-Honest
			-Tenacious 
-They must also have a strong strategic orientation while embracing change in the dynamic competitive landscape
-In order to be able to deal with change effectively, strategic leaders must be innovative thinkers and promote innovation in their organization through a diverse top management team representing different types of expertise and leveraging relationships with external parties
-Strategic managers must simultaneously promote exploratory learning of new and unique forms of knowledge and exploitative learning that adds incremental knowledge to existing knowledge bases to better understand and use their existing products
-Ambicultural approach to management: global mindset
	Predicting Outcomes of Strategic Decisions: Profit Pools
		-Strategic leaders attempt to predict the outcomes of their decisions before implementing them
-Mapping an industry’s profit pool helps managers anticipate the possible outcomes of different decisions and to focus on growth in profits rather than strictly growth in revenue
-Profit Pools: Entails the total profits earned in an industry at all points along the value chain 
-Analyzing the profit pool in the industry may help a firm see something others are unable to see and to understand the primary sources of profits in an industry
-Four steps to identifying profit pools:
	(1) Define the pool’s boundaries 
	(2) Estimate the pool’s overall size
	(3) Estimate the size of the value-chain activity in the pool
(4) Reconcile the calculation
Chapter 2 – The External Environment: Opportunities, Threats, Industry Competition and Competitor Analysis

The General, Industry, and Competitor Environments
-General Environment: Composed of dimensions in the broader society that influence an industry and the firms within it 
	-Demographic Segment
	-Economic Segment
	-Political/Legal Segment
	-Sociocultural Segment
	-Technological Segment
	-Global Segment
	-Physical Environment Segment
-Industry Environment: The set of factors that directly influences a firm and its competitive actions and competitive responses: 
-The threat of new entrants, 
-The power of suppliers, 
-The power of buyers, 
-The threat of product substitutes 
-The intensity of rivalry among competitors 
-Analysis of the general environment is focused on environmental trends while an analysis of the industry environment is focused on the factors and conditions influencing an industry’s profitability potential and an analysis of competitors is focused on predicting competitors’ actions, responses and intentions
-In combination these three analyses influence the firm’s vision, mission and strategic actions

	The General Environment: Segments and Elements 

	Demographic Segment
	· Population size
· Age structure
· Geographic distribution
	· Ethnic mix
· Income distribution

	Economic Segment
	· Inflation rates
· Interest rates
· Trade deficits or surpluses
· Budget deficits or surpluses
	· Personal savings rate
· Business savings rates
· Gross domestic product

	Political/Legal Segment
	· Antitrust laws
· Taxation laws
· Deregulation philosophies
	· Labor training laws 
· Educational philosophies and policies

	Sociocultural Segment
	· Women in the workforce
· Workforce diversity
· Attitudes about the quality of work life
	· Shifts in work and career preferences shifts in preferences regarding product and service characteristics

	Technological Segment
	· Product innovations 
· Applications of knowledge
	· Focus of private and government-supported R&D expenditures
· New communication technologies

	Global Segment
	· Important political events
· Critical global markets
	· Newly industrialized countries
· Different cultural and institutional attributes

	Physical environment segment
	· Energy consumption
· Practices used to develop energy sources
· Renewable energy efforts
· Minimizing a firm’s environmental footprint
	· Availability of water as a resource
· Producing environmentally friendly products 
· Reacting to natural or man-made disasters



External Environmental Analysis
-Opportunity: A condition in the general environment that id exploited effectively, helps a company achieve strategic competitiveness
	-Threat: A condition in the general environment that may hinder a company’s efforts to achieve strategic competitiveness 
	
		Components of the External Environment Analysis	

	Scanning
	· Identifying early signals of environmental changes and trends

	Monitoring
	· Detecting meaning through ongoing observations of environmental changes and trends

	Forecasting 
	· Developing projections of anticipated outcomes based on monitored changes and trends

	Assessing
	· Determining the timing and importance of environmental changes and trends for firms’ strategies and their management 



	-Scanning
		-The study of all segments in the general environment 
	-The firm identifies early signals of potential changes in the general environment and detects changes that are already underway
	-Scanning often reveals ambiguous, incomplete or unconnected data and information
	-Challenging but critically important especially for firms competing in highly volatile environments
	-Scanning activities must be aligned with the organizational context (scanning systems designed for volatile environments are inappropriate for stable environments) 
	-Monitoring
-Analysts observe environmental changes to see if an important trend is emerging from among those spotted through scanning 
-Firms need to be able to detect meaning in environmental events and trends 
-Effective monitoring requires the firm to identify important stakeholders and understand its reputation among these stakeholders as the foundation for serving their unique needs 
-Scanning and monitoring can provide the firm with information and serve as a means of importing knowledge about markets and about how to successfully commercialize new technologies the firm has developed 
	-Forecasting
-Analysts develop feasible projections of what might happen and how quickly, as a result of the changes and trends detected through scanning and monitoring
-Forecasting may include:
	-The time that will be required for a new technology to reach the market
-Time before different corporate training procedures are required to deal with anticipated changes in the composition of the workforce
-Time that will elapse before changes in governmental taxation policies affect consumers’ purchasing patterns
		-Forecasting for products with shorter life cycles is more difficult
		-Forecasting during an economic downturn is more difficult and more important
	-Assessing
-The objective of assessing is to determine the timing and significance of the effects of environmental changes and trends that have been identified
-Without assessment, the firm is left with data that may be interesting but of unknown competitive relevance 

Segments of the General Environment
-The challenge to each firm is to scan, monitor, forecast and assess the elements in each segment to determine their effects on the firm
	-Doing so effectively is vital to the firm’s efforts to recognize and evaluate opportunities and threats
	-The Demographic Segment
-Demographic Segment: Concerned with a population’s size, age structure, geographic distribution, ethnic mix, and income distribution
-Analyzed on a global basis because of their potential effects across countries’ borders and because many firms compete in global markets
-Population Size
-Firms seeking to find growing markets in which to sell their goods and services want to recognize the market potential that may exist for them in nations that have growing populations
-While observing the populations of different nations and regions of the world, firms also want to study changes occurring within different populations to assess their strategic implications
	-Different age groups 
	-Birthrates 
		-Age Structure
-The world’s population is rapidly aging and millions of baby boomers are approaching retirement
			-Birth rates have been declining sharply
-Due to declines in retirement assets, many baby boomers are postponing retirement.
-Delayed retirements by baby boomers with value creating skills may facilitate firms’ efforts to successfully implement their strategies
-Delayed retirements may also allow companies to think of creative ways for skilled, long-time employees to impart their accumulated knowledge to younger employees as they work a bit longer than originally anticipated
	-Geographic Distribution
		-Firms should consider the effects of shifts in where populations are moving
-Companies providing goods and services targeted to certain demographics should pay attention to the groups geographic preference 
-The trend of relocating from metropolitan to nonmetropolitan areas is also increasing in the US
-These trends are changing local and stat governments’ tax bases and firm’s decisions regarding location are influenced by the degree of support that different taxing agencies offer as well as the rates at which these agencies tax businesses 
-Geographic distribution patterns are not identical throughout the world
-Larger cities are expected to generate more growth in GDP per person than smaller cities and also attract more human capital (people with talent to produce economic growth)
	-Ethnic Mix
		-The ethnic mix of countries’ populations continues to change
-Firms might want to assess the degree to which their goods or services could be adapted to serve the unique needs of certain ethnic groups
-This is particularly important for companies competing in consumer sectors such as grocery stores, movie studios, financial services and clothing stores
				-Changes in the ethnic mix might also affect a workforce’ composition
-When immigration policies are tightened certain industries may face labour shortages
	-Income Distribution
-Understanding how income is distributed within and across populations informs firms of different groups’ purchasing power and discretionary income
-Firms are interested in the average incomes of households and individuals
			-The Economic Segment
-Economic Environment: The nature and direction of the economy in which a firm competes or may compete
-Firms seek to compete in relatively stable economies with strong growth potential
-Because nations are interconnected firms must scan, monitor, forecast and assess the health of their host nation and the health of the economies outside their host nation
-The world’s economic environment is uncertain
-Businesspeople are beginning to question the abilities of economists to provide valid and reliable predictions about trends to anticipate in the world’s economic environment
-Decentralization and government deregulation is creating opportunities in developing countries
-Challenges in certain countries present opportunities as they can serve as a barrier to entry 
	-The Political/Legal Segment
-Political/Legal Segment: Arena in which organizations an interest groups compete for attention, resources, and a voice in overseeing the body of laws and regulations guiding interactions among nations as well as between firms and various local governmental agencies
-How an organization tries to influence governments and how they try to understand the influences of those governments on their strategic actions
-When new regulations are formed in response to new legislation, they often influence a firm’s strategic actions
-Less restrictive regulations on firms’ actions are a product of the recent global trend toward privatization of government-owned firms
-Firms must carefully analyze a new political administration’s nosiness-related policies and philosophies
-Firms develop a political strategy to influence governmental policies that might affect them
	-The Sociocultural Segment
		-Sociocultural Segment: Concerned with a society’s attitudes and cultural values
-Because attitudes and values form the cornerstone of a society, they often drive demographic, economic, political/legal, and technological conditions and changes
-Continuing changes to the nature of heath care policies can have a significant effect on business firms so they must carefully examine trends regarding health care in order to anticipate the effects on their operations
-Labor forces have become more diverse
-The growing gender, ethnic and cultural diversity in the workforce creates challenges and opportunities. Workforce diversity must be managed 
-Significant growth in part-time, temporary and contract workers
-Nepotism and personal relationships in business may be important some places but not in others
	-The Technological Segment
-Technological Segment: Includes the institutions and activities involved with creating new knowledge and translating that knowledge into new outputs, products, processes and materials 
-
	-The Global Segment
-Global Segment: Includes relevant new global markets, existing markets that are changing, important international political events, and critical cultural and institutional characteristics of global markets
	-The Physical Environment Segment
-Physical environment segment: refers to potential and actual changes in the physical environment and business practices that are intended to positively respond to and deal with those changes
Industry Environment Analysis
	-Industry: group of firms producing products that are close substitutes
	-Threat of New Entrants
		-Barriers to Entry
			-Economies of Scale
			-Product Differentiation
			-Capital Requirements
			-Switching Costs
			-Access to Distribution Channels
			-Cost Disadvantages Independent of Scale
			-Government Policy
		-Expected Retaliation
	-Bargaining Power of Suppliers
	-Bargaining Power of Buyers
	-Threat of Substitute Products
	-Intensity of Rivalry among Competing Firms
		-Numerous of Equally Balanced Competitors
		-Slow Industry Growth
[bookmark: _GoBack]		-High Fixed Costs or High Storage Costs
-When fixed costs account for a large part of total costs, companies try to maximize the use of their productive capacity
	-Firms can spread costs across a larger volume of output
-When many firms attempt to maximize their productive capacity, excess capacity is created on an industry-wide basis and to reduce this, companies typically cut their prices and offer rebates, which in turn intensifies competition
-As inventories of perishable products increase, similar pricing strategies are adopted 
		-Lack of Differentiation or Low Switching Costs 
-When buyers find a differentiated product that satisfies their needs, they frequently purchase the product loyally over time
-Industries with many companies that have successfully differentiated their products have less rivalry resulting in lower competition for individual firms
-Firms that develop and sustain a differentiated product that can’t be easily imitated by competitors often earn higher returns
-When buyers view products as commodities, rivalry intensifies and buyers’ purchasing decisions are based primarily on price and, to a lesser degree, service
		-High Strategic Stakes
-Competitive rivalry is likely to be high when it is important for several of the competitors to perform well in the market
-High strategic stakes can also exist in terms of geographic locations 
		-High Exit Barriers
-Sometimes companies continue competing in an industry even though the returns on their invested capital are low or negative
-Exit barriers, which include economic, strategic, and emotional factors causing them to remain in an industry when the profitability of doing so is questionable
-Exit barriers include:
	-Specialized assets
		-Assets linked to a particular business or location
	-Fixed costs of exit
		-Labor agreements
	-Strategic interrelationships
		-Relationships of mutual dependence 
	-Emotional barriers
		-Loyalty to employees, one’s own career, etc.
	-Government and social restrictions
		-Government concerns for job losses and regional economic effects 
Interpreting Industry Analyses 
-Analysis of the five forces in the industry allows the firm to determine the industry’s attractiveness in terms of the potential to earn adequate or superior returns
-The stronger the competitive forces are, the lower the profit potential
-An unattractive industry has low entry barriers, suppliers and buyers with strong bargaining positions, strong competitive threats from product substitutes and intense rivalry among competitors 
-Attractive industries have high entry barriers, suppliers and buyers with little bargaining power, few competitive threats from substitute products and relatively moderate rivalry
Strategic Groups
	-Strategic Group: Set of firms that emphasize similar strategic dimensions and use a similar strategy
-The competition between firms within a strategic group is greater than the competition between a member of a strategic group and companies outside that strategic group
		-More heterogeneity is evident in the performance of firms within strategic groups than across them
-Strategic leaders are able to follow strategies similar to those of other firms in the group and yet maintain strategic distinctiveness to gain and sustain a competitive advantage 
-Dimensions that firms in strategic groups may treat similarly:
	-Extent of technological leadership
	-Product quality
	-Pricing policies
	-Distribution channels
	-Customer service
-Membership in a strategic group defines the essential characteristics of the firm’s strategy
-Strategic groups can be useful for analyzing an industry’s competitive structure and can help diagnose competition, positioning and profitability of firms within an industry
-High mobility barriers, high rivalry and low resources among the firms within an industry limit the formation of strategic groups 
-Once formed, their membership remains stable
-Implications:
-Because firms within a group offer similar products to the same customers the competitive rivalry among them can be intense. More intense rivalry=greater threat to profitability
	-Strengths of the five industry forces differ across strategic groups 
-The closer the strategic groups are in terms of their strategies, the greater the likelihood of rivalry between the groups
Competitor Analyses
	-Competitor analysis focuses on each company against which a firm directly competes
-Competitors are keenly interested in understanding each other’s objectives, strategies, assumptions and capabilities 
-In a competitor analysis, firms seek to understand:
	-Future objectives: what drives the competitor
	-Current strategy: what the competitor is doing and can do
	-Assumptions: what the competitor believes about the industry
	-Strengths and Weaknesses: what the competitors’ capabilities are
-Information about these four dimensions helps the firm prepare a anticipated response profile for each competitor and helps them to understand, interpret and predict competitors’ actions and responses
-Competitor Intelligence:  the set of data and information the firm gathers to better understand and better anticipate competitors’ objectives, strategies, assumptions and capabilities
-In competitor analysis, the firm gathers intelligence not only about competitors but also regarding public policies in countries around the world (information on foreign competitors)
-Firms must also pay attention to complementors because when a complementor’s goods or service adds value to the sale of the focal firm’s good or service, it creates value for the focal firm
-Complementors: Companies or networks of companies that sell complementary goods or services that are compatible with the focal firm’s good or service

	Future Objectives:
· How do our Goals compare with our competitors’ goals?
· Where will emphasis be placed in the future?
· What is the attitude toward risk?
	
	

	
	
	

	
	
	Response:
· What will our competitors do in the future?
· Where do we hold an advantage over our competitors?
· How will this change our relationship with our competitors?

	
	
	

	Current Strategy:
· How are we currently competing?
· Does their strategy support change in the competitive structure?
	
	

	
	
	

	
	
	

	Assumptions:
· Do we assume the future will be volatile?
· Are we operating under a status quo?
· What assumptions do our competitors hold about the industry and themselves?
	
	

	
	
	

	
	
	

	
	
	

	Capabilities:
· What are our strengths and weaknesses?
· How do we rate compared to our competitors
	
	

	
	
	



Ethical Considerations
-Firms must follow relevant laws and regulations as well as carefully articulated ethical guidelines when gathering competitor intelligence 
		-Practices that firms can adopt include
			-Obtaining publicly available information
-Attending trade fairs and shows to obtain competitors’ brochures, view their exhibits and listen to discussions about their products 
		-Certain practices are unethical and sometimes illegal
			-Blackmail
			-Trespassing
			-Eavesdropping
			-Stealing drawings, samples or documents 
	-Some practices may be legal but it is up to the firm to decide on the image they wish to portray
Chapter 3 – The Internal Organization: Resources, Capabilities, Core Competencies and Competitive Advantage

Analyzing the Internal Organization
	-The Context of Internal Analysis
		-Global Mindset: the ability to analyze, understand and manage an internal organization in ways that are not dependent on the assumptions of a single country, culture or context
	-Creating Value
-Value: measured by a product’s performance characteristics and by its attributes for which customers are willing to pay
	-The Challenge of Analyzing the Internal Organization 

	Conditions Affecting Managerial Decisions About Resources, Capabilities And Core Competencies

	Conditions
	Uncertainty
	Uncertainty exists about the characteristics of the firm’s general and industry environments and customers’ needs

	
	Complexity
	Complexity results from the interrelationships among conditions shaping a firm

	
	Intraorganizational Conflicts
	Intraorganizational conflicts may exist among managers making decisions as well as among those affected by the decisions



Resources, Capabilities and Core Competencies
	-Resources 
		-Tangible Resources: assets that can be observed and quantified

			Tangible Resources

	Financial Resources
	· The firm’s capacity to borrow
· The firm’s ability to generate funds through internal operations

	Organizational Resources
	· Formal reporting structures

	Physical Resources
	· The sophistication of a firm’s plant and equipment and the attractiveness of its location
· Distribution facilities
· Product inventory

	Technological Resources
	· Availability of technology-related resources such as copyrights, patents, trademarks and trade secrets 



-Intangible Resources: include assets that are rooted deeply in the firm’s history, accumulate over time, and are relatively difficult for competitors to analyze and imitate

	Intangible Resources

	Human Resources
	· Knowledge
· Trust
· Skills
· Abilities to collaborate with others

	Innovation Resources
	· Ideas
· Scientific capabilities
· Capacity to innovate

	Reputational Resources
	· Brand name
· Perceptions of product quality, durability, and reliability
· Positive reputation with stakeholders such as suppliers and customers



	-Capabilities

	Examples of Firms’ Capabilities

	Functional Areas
	Capabilities
	Examples of Firms

	Distribution
	· Effective use of logistics management techniques
	· Walmart

	Human Resources
	· Motivating, empowering and retaining employees
	· Microsoft

	MIS
	· Effective and efficient control of inventories through point-of-purchase data collection methods
	· Walmart 

	Marketing
	· Effective promotion of brand-name products
· Effective customer service
· Innovative merchandising
	· Procter & Gamble
· Ralph Lauren Corp.
· McKinsey & Co.
· Nordstrom Inc.
· Crate & Barrel

	Management
	· Ability to envision the future of clothing
	· Hugo Boss
· Zara

	Manufacturing
	· Design and production skills yielding reliable products
· Product and design quality
· Miniaturization of components and products
	· Komatsu
· Witt Gas Technology
· Sony

	R&D
	· Innovative technology
· Development of sophisticated elevator control solutions
· Rapid transformation of technology into new products and processes
· Digital technology 
	· Caterpillar
· Otis Elevator Co. 
· Chaparral Steel
· Thomson Consumer Electronics



	-Core Competencies

Building Core Competencies
	-The Four Criteria of Sustainable Competitive Advantage

	The Four Criteria of Sustainable Competitive Advantage

	Valuable Capabilities
	· Help a firm neutralize threats or exploit opportunities

	Rare Capabilities
	· Are not possessed by many others

	Costly-to-imitate Capabilities
	· Historical: a unique and a valuable organizational culture or brand name
· Ambiguous cause: the causes and uses of a competence are unclear
· Social complexity: interpersonal relationships, trust, and friendship among managers, suppliers and customers

	Nonsubstitutable Capabilities
	· No strategic equivalent



		-Valuable
-Valuable Capabilities: allow the firm to exploit opportunities or neutralize threats in its external environment
		-Rare
			-Rare Capabilities: capabilities that few, if any, competitors possess
		-Costly to Imitate
			-Costly to Imitate Capabilities: capabilities that other firms cannot easily develop
		-Nonsubstitutable	
			-Nonsubstitutable Capabilities: capabilities that do not have strategic equivalents

	Outcomes from Combinations of the Criteria for Sustainable Competitive Advantage

	Is the Capability Valuable?
	Is the Capability Rare?
	Is the Capability Costly to Imitate?
	Is the Capability Nonsubstitutable?
	Competitive Consequence
	Performance Implications

	No
	No
	No
	No
	· Competitive disadvantage
	· Below-average returns

	Yes
	No
	No
	Yes/No
	· Competitive parity
	· Average returns

	Yes
	Yes
	No
	Yes/No
	· Temporary competitive advantage
	· Average returns to above-average returns

	Yes
	Yes
	Yes
	Yes/No
	· Sustainable competitive advantage
	· Above-average returns



	-Value Chain Analysis 
-Value chain Activities: Activities or tasks the firm completes in order to produce products and then sell, distribute, and service those products in ways that create value for customers
-Support Functions: Include the activities or tasks the firm completes in order to support the work being done to produce, sell, distribute, and service the products the firm is producing




Outsourcing 
-Outsourcing: Purchase of a value-creating activity or a support function activity from an external supplier

Competencies, Strengths, Weaknesses, and Strategic Decisions 

Customer Value Through Support Functions


Human Resources: Activities associated with managing the firm's human capital. Selecting, training, retaining and compensating human resources in ways that create a capability and hopefully a core competence are specific examples of these activities


Management Information Systems: Activities taken to obtain and manage information and knowledge throughout the firm. Identifying and utilizing sophisticated technologies, determining optimal ways to collect and distribute knowledge, and linking relevant information and knowledge to organizational functions are activities associated with this support function.


Finance: Activities associated with effectively acquiring and managing financial resources. Securing adequate financial capital, investing in organizational functions in ways that will support the firm's efforts to produce and distribute its products in the short and long ter, and managing relationships with those providing financial capital to the firm are specific examples of these activities














Customer Value Through Value Chain Activities


Supply-Chain Management: Activities including: sourcing, pocurement, conversion and logistics management that are necessary for the firm to recieve raw materials and convert them into final products


Follow-up Service: Activities taken to increase a product's value for customers. Surveys to receive feedback about the customer's satisfaction , offering technical support after the sale, and fully complying with a product's warranty are examples of these activities


Operations: Activities necessary to effectively change raw materialas into finished products. Developing employees' work schedules, designing production processes and physical layout of the operations' facilities,determining production capacity needs, and selecting and maintaining production equipment are examples of specific operations activities


Distribution: Activities related to getting the final product to the customer. Efficiently handling cusomers' orders, choosing the optimal delivery channel and working with the finance support function to arrange for customers' payments for delivered goods are examples of these activities


Marketing (including Sales): Activities taken for the purpose of segmenting target customers on the basis of their unique needs, satisfying customers' needs, retaining customers, and locating additional customers. Advertising campaigns, developing and managing product brands, determining appropriate pricing strategies, and training and supporting a sales force are specific examples of these activities




















T



