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Tangible and Intangible Resources

TANGIBLE RESOURCES'

Cash

Financial resources

Short and long-term investments

Plant, equipment

Physical resources

Land, buildings

Distribution facilities

Mines {deposits), materials in stock

Human resources

Years of education and experience

Employee strength

Technical personnel as a percentage of total personnel

QOrganizational rescurces

Formal struciure, procedures, planning and control mecha-
nisms, coordinaiion mechanisms

INTANGIBLE RESOURCES

Technological resources

Patents

Irtellectual resources

Technical knowledge, skills, and stored information

. Positive wotk climate, employae loyaity

Organizational culiure

Brand narme, goodwill, company image

Reputation
Network resources

Strategic aliances, linkages, and partnerships

'
4

¥




Sirugn: Gipahiiy
el TRSOUICEG il
oy MHIeRGLE ol

grggaasalion needet fur
|1 fo suarvivee ik prospi

Tinghibe fesourses. ale

N physical assels ol an
wgranisation sueh o

Janl, lainmy and Tmantt
Tedangg ik Tosnrtes
no=Plysisa naseis sah
15 inSonmabion, repiation
i owladge:

Gompoenees e e
alellls ) ablfite: Ly
whish i cen pe
Uepioyl elleelively
Haeugh an organisalan s
aedwllien imel processes

Strategic capabifities and competitive arvantage

capabilities

,f Gapabilities for
L competftive

i advantage
j

Threshold ,

{ Reseulces Compelences
Threshold resources  Thresh old
competences

& Tangible
* & Intangible

Core competences

Unigue resources

| @ Tangible
w Intangible

Strategic capabiliiy: the tarminelogy

Term

Definition

Example (gthietics)

Equipmenl and athletic abillty suited to

Strategic capability

The ability to perform at the level required

1o survive and prosper. It is underpinned

by the respuices and competences of the

organisation

a chosen evenl

A haalthy body {lor individuals)

Threshold resources

The resources neeted 1o meel
clsiomers' minimum reguirements and
therelore 1o continue to evisl

Wietical 1acilfiies ancl practilioners
Training venues and equipment

Food supplements

{ndividual training regimes

Threshold compelences

Aclivities and rocesses needed 1o meet
cuslomers' minimum requirements and
1herelore to conlinue 1o exist

Physioiherapy/mjury managemert
Diel planning

Exceptional hearl and hngs

Unigue resotnces

Fiesources that underpin competitive
advantage and are difficul or
compelilors 10 imiiate o obtain

Height or weigh
World-class coach

# combination of dedicaiton, lenacily,

Core compelences

Agctivities thal underpin competiiive
agvaniage and are difficull lor
competilors 1o imilale or obtain

&

iime 1o train, demanding levels of
competiiion and 2 will ¢ win
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Value Chain

‘Research:and ] Materials - b" .Production.and P’ Marketing Distsibution
Praduct.Design. P' ‘Procurement -hssembly :and.Sales .and Service
B VALUE GREATION o

Source: From Siralegic Managernent: Concepls and Cases, 13th Edition by J. Thompson and J. Strickland, p. 130, Copyright @ 2003,
Reprinted by permission of The McGraw-Hiil Companies.
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Path Leading to Competitive Advantage: Resource-Based View

Tangible and
Intangibie
Resources

{Stock of inputs)
_

Capabiities
(What a firm does
and can do with
its resources)

s

Wonstrategic

Capabifity
Distinctive Competitive
Competency Advantage
Sustainable
Competitive
Advantage

Nonéustainable
Compeiifive
Advantage




How Business-Leve! Strategy Influences Pérformahce
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How Corporate-Level Sirategy Evolves for a Firm
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Greyhound Corporation in 1963

Carporate Level -
Focuses on what prodicts, Dusinesses,
and gperational activities the firm

should engage in

Eu'su'fess LTUEI, — ‘Bus'Manufacturing ‘Buslransportation - “Financialss - a
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How Corporate-Level Strategy Influences Performance
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THE DIFFERENCE BEY

B ASED COST ACCOU INRE IR

WEEN TEADITIONAL COST ACCOUNTING AND ACTIVITY.
LG A PURCHASING DEPARTMENT EXAMPLE

o
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Honda Moror Company: product development milestones

Honda
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Research !
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Porter’s value chain

FIRM INFRASTRUCTURE

HUMAN-RESOURCE-MANAGEMENT

\ SUPPORT
-, ACTMITIES

AN

TECHNOLOGY.DEVELOPMENT

PROCUREMENT

INBOUND
LOGISTICS

LOUTBCUND
LOGISTICS

OPERATIONS

MARKETING
AND SALES

A functiona! classification of organizational capabilities

Functional area

CORPORATE
FUNCTIONS

MANAGEMENT
INFORMATION

RESEARCH &

DEVELOPMENT

OPERATIONS

PRODUCT DESIGN
MARKETING

SALES AND*
DISTRIBUTION

ABDE FOR @ EOH 0@

Capability

® 2ee2ae

Financial control

Strategic management of multiple businesses

Strategic innovation
Muitidivisional coordination
Acquisition rmanagement
Internaticnal management

Cofnprehensive, ihtegrated MIS network
linked to managerial decision making

Y

Research }
innovative new product development

Fast-cycle new product development

Efficiency in volume manufacturing

. Continuous improvements in operations

Flexibility and speed of response
Design capability

Brand management
Promoting reputation for quality
Responsiveness to market trends

. Effective sales promotion and execution

Efficiency and speed of order processing
Speed of distribution

Quality and effectiveness of customer service

Exemplart

Esxxon Mobil, PepsiCo

General Electric, Procter & Gamble
BP. Google

Unilever, Shell

Cisco, Bank of America

Shell, Citigroup

Wal-Marl, Capital One, Dell Computer

IBM, Merck
3M, Apple
Canon, Inditex (Zara)

Briggs & Stratton, YKK
Toyota, Harley-Davidson
Four Seasons Hotels

Nokia, Apple Computer

PRG, Altria
Johnson & Johnson
MTV, 'Creal

PepsiCo, Pfizer

L. L. Bean, Delt Computer
Amazon.comn

Singapore Airlines, Caterpillar







VERTICAL INTEGRATION AND THE SCOPE OF THE FIRM

The value chain for steel cans

i

Canning of &
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VERTICAL INTEGRATION AND THE SCOPE OF THE FIRM

An American Apparel advertisement

American Apparel™  Made in Downtown LA
Vertlcally Integrated Manufacturing
www.americanapparel.net

The downtown LA vertically integrated
Paradigm by American Apparel.
Now invalving 5000 people.

b E
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I
4
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Wholesale Sales : in 10 Countries
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&, 2005 American Apparel Inc. ¢






4. Develop strategy implications:
(a) In relation to strengths
— How can these be exploited more
effectively and fuily?
{b) In relation to weaknesses
— Identify opportunities to outsource S
agtivities that can be better performed by &
other organizations
— How can weaknesses be corrected
through acquiring and developing
resaurces and capahilities?

POTENTIAL FOR &
SUSTAINABLE

3. Appraise the firm's resources and capabilities [
in terms of: A
3 © COMPETITIVE

»

(a) strategic importance

(b) relative strength ADVANTAGE [

CAPABILITIES

2. Explore the linkages between resources
and capabilities







Analysing resources

—_—————
—— e
r— —

 Industry key — . -

factors for -

AR -

Th | SUCCESS T
b

Vaiue chain
/

Value system

/ A
/ "'. E
/ ¢ Value added can contribute
[ i to SCA and vice versa
‘\ Concept of ‘:, _
\\ Route 2  economic k
rent ~- The
\ \ \ - seven
AN main
i “~ concepis
% ™~ of SCA
~
~
~
e
~ — — — - -

Hierarchy
of resources




~1

ldentifying the resources that deliver SCA

i ds

-T gbl__

« Humani
resource
'SCA

by )
. ]

%« Architecturs

'!;H. K

] 'A
lnnovatlv AR |
% | e Future,. .,

capab:llty L}

. Reputation y| Re&P

X . Buy-in
\ technology

-f’ " /# from outside

= Core
competenme

technology; \

i

¢ _ about

Define ~

firm's
SCA
now ....
but what

future‘?




Value chain

- A major tool for identifying °

" ways to create more customer
value.

*'DELIVERING GUSTOMER VALUE
AND SATISFACTION

mula for success. But what does it take to produce and deliver customer;
To answer this, we will examine the concepts of a value chain and a value

ery system.

VALUE CHAIN

Michael Porter proposed the value chain as the major tool for identifying 4
create more customer value (see Figure 18-2).° Every firm consists of a col
of activities performed to design, produce, market, deliver, and support
products. The value chain breaks the firm into nine value-creating activ
effort to understand the behavior of costs in the specific business and th
tial sources of competitive differentiation. The nine value-creating activities
five primary activities and four support activities.

The primary activities involve the sequence of bringing materials 1
business {inbound logistics), operating on them (operations), sending th

%Tu&?..ﬂ\;[n’r ¥ ARISTRONG  Gavy; @f&"ﬁﬁ(ﬁ’s ( Metg
InE | (earssn [Meratiae? 68 ook,



Support
activities

(outbound logistics), marketing them
(marketing and sales), and servicing
them (service). The support activities
occur within each of these primary
activities. For example, procurement
involves obtaining the various inputs
for each primary activity—only a
fraction of procurement is done by
the purchasing department. Tech-
nology development and human-
resource management also occur in

FIGURE 182 Tbhe

generic value chain
Source: Michael E, Porter, Com-
petitive Advamtage (New York:
Free Press, 1985), p. 37.

all departments. The firm’s infra-
structure covers the overhead of gen-
eral ‘management, planning, finance, accounting, and legal and government affairs
borne by all the primary and support activities.

Under the value-chain concept, the firm should examine its costs and per-
formance in each value-creating activity to look for improvements. It also should
estimate its competitors’ costs and pesformances as benchmarks. To the extent that
the firm can perform certain activities better than its competitors, it can achieve
a competitive advantage.

The firm’s success depends not only on how well each department petforms
its work, but also on how well the activities of various departments are coordi-
nated. Too often, individual departments maximize their own interests rather than
those of the total company and the customer. For example, a credit department
might attempt to reduce bad debts by raising credit standards; meanwhile, sales-
people get frustrated and customers must buy elsewhere. A distribution depart-
ment might decide to save money by shipping goods by rail; meanwhile, the cus-
comer waits. In each case, individual departments have erected walls that-impede
the delivery of quality customer service.

To overcome this problem, companies should place more emphasis on the
smooth management of core business pracesses, most of which involve inputs and
cooperation from many functional departments. Among other things, these core

business processes include the following:

& Product. development process: all the activities involved in identifying,
researching, and developing new products with speed, high quality, and rea-
sonable cost.

¢ Inventory management process: all the acrivities involved in developing and
managing the Tight inventory levels of raw materials, semifinished materi-
als, and finished goods so that adequate supplies are available while avoid-
ing the costs of high overstocks. .

& Order-to-payment process: all the activities involved in receiving orders,
approving them, shipping the goods on time, and collecting payment.

& Customer service pracess: all the activities involved in making it easy for
customers to reach the right parties within the company to obtain service,
answers, and resolutions of problems.

—
Primary activities

Successful companies develop superior capabilities in managing these and
other core processes. In turn, mastering core business processes gives these com-
panies a substantial competitive edge.’ For example, one of Wal-Mart’s great
strengths is its superiority in handling the inventory management and order flow
process. As individual Wal-Mart stores sell their goods, sales information flows
not only to Wal-Mart’s headquarters but to Wal-Mart’s suppliers, who ship
replacement goods to Wal-Mart stores almost as fast as the products move off the

shelf,

s




Value-delivery network
The neiwoark made up of the
company, suppliers,
distributors, and ulimately
customers who “partner” with
each other to improve the
performance of the entire
system.

W Toyota partners with its
suppliers and hetps them meet
its very high expectations.
Creating satisfied suppliers
helps Tayota produce lower-
cost, higher-quality cars,
which in turn results in more
satisfied customers.

tuned system delivers a high standard of what the company calls Q8CV—quali
cleanliness, and value. McDonald’s is effective only to the extent that it successful
with its franchisees, suppliers, and others to jointly deliver exceptionally high cust
More companies today are partnering with the other members of the supp.
improve the performance of the customer value-delivery network. For examy
knows the importance of building close relationships with its suppliers. In fe
includes the phrase “achiseve supplier satisfaction” in its mission statement.

Achieving satisfying supplier relationships has been a cornerstone of Toyota’
ning success. U.S. competitors often alienate their suppliers through self-s
heavy-handed dealings. “The [U.S. automakers] set annual cost-reduction taxg
the parts they buyl,” says one supplier. “To realize those targets, theay'll do am
[They've unleashed] & reign of terror, and it gets worse every year.” Says ar
“[Ford] seems to send its people to “hate school” so that they learn how to haf
pliers.” By contrast, in survey after survey, auto suppliers rate Toyota as thei
preferred customer. Rether than bullying suppliers, Toyota partners with the
helps them to mest its very high expectations. It learns about their businesse
ducts joint improvement activities, helps train their employees, gives daily )
mance feedback, and actively seeks out supplier concerns. Says one delighted *
supplier, “Toyota helped us dramatically improve our production systam. We
by making one component, and as we improved, [Toyota] rewarded us with
for more components. Toyota is our best customer.”

What Is ToyotaSupplier.com?

Toyotabuppiier.com {s en exiension of our cot
long-arm, mulually benedicial retationships Wi
Amerloan suppliers, Tayota Molor Manufactur

North Amarican aupptiers (o bulld our top quall
Now aument snd potenilal suppliecs can get Inf
our puichasing policies, newsworthy aiticles, 1
Intormation trough this bome paga, The logih
takea axisling suppiiers 10 sppilcations and da

¢ Tayota Terms and Conditi

)
» 7 thay pead to concuct business with Toyola oo
] M EFeuIEETeUTes) [ [EERAAY
Béat evieviwral Toyalw's Norh Toyais's purshasing prnticier, Teyolsispplar
Arvadican mansfaciuing supplisf dovelopment stiann, progrm which ¢
ppaitiions ikiding facitien, apd daskad praducls oyanizations
pmducle, emglymant, 4k communlies
W Ry R REws_
T TMMANS ity s0ppba Tayaln prove i
davelopmeart progmm and cuxtank av

2003 Toyulo Mator Manulachuing
Motth Asnaiicsy

Tarmn of Usa | Pdvitcy Policy -
@TOYOTA Enesaiss

Such high supplier satisfaction means that Toyota can rely on suppliers to 1
improve its own quality, reduce costs, and develop new products quickly. For.
ple, when Toyota recently launched a program to reduce prices by 30 percent a
parts that it would buy for its next generation of cars, suppliers didn’t com’
Instead, they pitched in, trusting that Toyota would help them achieve the ta
reductions, in turn making them more competitive and profitable in the future.
creating satisfied suppliers helps Toyota to produce lower-cost, higher-quality
which in turn results in more satisfied customers.™

Increasingly in today's marketplace, competition no longer takes place betwee:
ual competitors, Rather, it takes place between the entire value-delivery networks ¢
these competitors. Thus, Toyota’s performance against Ford depends on the ¢
Toyota's overall value-delivery network versus Ford’s. Even if Toyota makes the b
might lose in the marketplace if Ford’s dealer network provides more customer-
sales and service. '

Amerios (TMMNA) works side-by-side with hu .

¥y



aiue chain

~e series of deparimenis

at carry out vatue-creating
-fivities to design, produce,
arket, deliver, and support a
‘m's products.

=g Planning Marketing: Partnering to Build
Customer Relationships

'.I‘he company's sirategic plan establishes what kinds of businesses the company will operate
in and its objectives for each. Then, within each business unit, more detailed planning takes
placff. The major functional departments in each wnit—marketing, finance, accounting, pur-
chasing, operations, informetion systoms, human resources, and others—must work together
to accomplish strategic objectives. '

- Marketing plays a key role in the company’s strategic planning in several ways. First, mar-
keting provides a guiding philosophy—the marketing concept-—that suggests that company
strategy should revolve around building profitable relationships with important consumer

groups. Second, marketing provides inpuis to strategic planners by helping to jdentify attractive
market opportunities and by assessing the firm’s potential fo take advantage of them. Finally,
within individual business units, merketing designs strategies for reaching the unit's objectives.
Once the unit’s objectives are set, marketing’s task is fo help carry them ot profitably.

Customer vatue snd satisfaction are important ingredients in the marketer's formula for
success. However, as we noted in Chapter 1, marketers alone cannot produce superior valus
for customers. Although it plays a leading role, marketing can be only & partner in aitracting,
keeping, and growing customers. In addition to customer relationship management, mar-
keters must also practice pariner relationship management. They must work closely with
partners in other company departments to form an effactive value chain that serves the cus-
tomer. Morsover, they must partner effectively with other companies in the marketing system
to form a competitively superior value-delivery network, We now take a closer look at the con-
cepts of a company veluse chain and value-delivery network. :

Partnering with Other Company Departments

Each company depertment can be thought of as a link in the company’s, value chiain."* That is,
each department carries out valne-creating activities to design, producs, market, deliver, and
support the firm's products. The firm's success depends not only on how woll each department
performs its work but also on how well the activitias of various departments are coordinated.
For example, Wal-Mart’s goal is to create customer value and satisfaction by providing
shoppers with the products they want at the lowest possible prices, Marketers at'Wal-Mert play

an important rols. They learn what customers need and stock the stores’ shelves with the
desired products at unheatable low prices. Thsy

prepare advertising end merchandising programs
and assist shoppers with customer service.
. Through these and other activities, Wal-Mart's
marketers help deliver value to customers.
“However, the marketing department needs
help from the company's other departments.
Wal:Mart's ability to offer the right products at
low prices-depends on-the purchasing depart-
ment’sskill.in developing the needed suppliers
and 'buying from them at low cost. Wal-Mart's
information technology department must pro-
vide fast and accurate information about which
products are selling in each store. And its oper-
ations people must provide effective, low-cost
merchandise handling,
A company’s value chain is only as strong
R as its weakest link. Success depends on how
) ' W ) cach department performs its work of

1 The VEI.I._IE chain: Wal-Mart's ability to offer the right pTDdUCtS at fow pﬁCES addlng customer value and on how well the
epends on the contributions of people in all of the company's departments— activitles of various departments are coordi-
\arketing, purchasing, infermation systems, and operations. nated. At Wal-Mart, if purchasing can’t wring

the lowest prices from suppliers, or if opere-
't deliver on its

tions can't distribute merchandise at the lowest costs, then marketing can
promise of lowest prices. '




ros

ldeally, then, a company's different functions should work in harmony to produce velue
for consumers. But, in practice, departmental relations are full of conflicts and misunder-
standings, The marketing department tekes the conswmer's point of view. But when marketing
fries to develop customer satisfaction, it can cause othsr departments to do a poorer job in
their terms. Marketing department actions can increase purchesing costs, disrupt production
sohedules, increase inventories, and create budget headaches. Thus, the other departments
may resist the marketing department's efforts.

Yot marketers must find ways to get all departments to “think consumer” and to
develop a smoothly functioning value chain. Marketing managers need to work closely with
menagers of other functions to develop a system of functional plans under which the differ-
ent departments can work togsther to accomplish the company’s overall strategic objectives.
The idea is to “maximize the customer experience across the orgenization and its various
customer touch points,” says a marketing consultant, Jack Walch, GE's highly regarded for-
mer CEQ, told his employees: “Companies can't give job security. Only customers can!” He

emphasized that all GE people, regardless of their department, have an impact on customer
satisfaction and retention. His message: “If you are not thinking customer, you are not

thinking,"*

Camparison of conventional
distribution channel with
vertical marketing system

Conventional Vertical

marketing marketing
channel system

Y



VALUE DELIVERY SYSTEM

In its search for competitive advantage, the firm needs to look beyond its own
value chain and into the value chains of its suppliers and distributors, and ulti- -
mately, its customers, More companies today are “partnering” with the other
Customer value delivery members of the supply chain to improve the performance of the customer value
system delivery system. For example, Campbell Soup operates a qualified supplier pro-
Eﬁiﬁﬁ:ﬁsﬁﬁi:ﬂoﬁ;:; gram in which it sets high standards for suppliers and chooses only the few who
are willing to meet its demanding requirements for quality, on-time delivery, and

and its suppliers, distributors, v ! Nl .
and ultimately customers who ~continuous improvement. Campbell then assigns its own experts to work with sup-

work together to deliver pliers to constantly improve their joint performance. _
value to customers. Similarly, Honda has designed a program for working closely with its sup-
pliers to help them reduce their costs and improve guality. For example, when .
Honda chose Donnelly Corporation to supply all of the mirrors for its U.S.-made
cars, it sent engineers swarming over Donnelly’s plants, looking for ways to 3
improve its products and operations. This helped Donnelly reduce its costs by 2.7
percent in the first year. As a result of its improved performance, Donnelly’s sales i
to Honda have grown from $5 million annually to more than $60 million in less }%
than 10 years. In turn, Honda has gained an efficient, low-cost supplier of qual-3d
ity components. And as a result of Honda’s partnerships with Donnelly and other 3
suppliers, Honda customers benefit from lower cost, higher quality cars.”

An excellent value delivery system connects jeans maker Levi Strauss with its ;
suppliers and distributors (see Figure 18-3). One of Levi’s major retailers is Sears. &l
Every night, through electronic data interchange (EDI), Levi’s learns the sizes and &
styles of its blue jeans that sold through Sears and other major outlets. Levi’s then. &
electronically orders more fabric from the Milliken Company, its fabric supplier.
In turn, Milliken relays an order for more fiber to Du Pont, the fiber supplier. In
this way, the partners in the supply chain use the most current sales information. i3
to manufacture what is selling, rather than to manufacture based on potentially
inaccurate sales forecasts. This is known as a quick response system, in which
goods are pulled by demand, rather than pushed by supply.

As companies struggle to become more competitive, they are turning, ironi-
cally, to greater cooperation. Companies used to view their suppliers and distrib-
utors as cost centers, and in some cases, as adversaries. Today, however, they are
selecting partners carefully and working out mutnally profitable strategies. Increas-
ingly in today’s marketplace, competition no longer takes place between individ-;
ual competitors. Rather, it takes place between the value delivery systems created’
by these competitors. Thus, if Levi Strauss has built a more potent value delive
system than W¥angler or another competitor, it will win more market share an
profit.

Therefore, marketing can no longer be thought of as only a selling depart--
ment. That view of marketing would give it responsibility only for formulating a:
promotion-oriented marketing mix, without much say about product features, &
costs, and other important elements. Under the new view, marketing is responsi
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Customer value delivery
system: Campbell operates
a qualified supplier
program in which it
chooses only the few
suppliers who can meet ils
demanding quality
requirements. Campbell’s
experts then work with
suppliers to constantly
improve their joint perfor-
mance.

ble for designing and managing a superior value delivery system to reach target
customer segments. Today’s marketing managers must think not only about sell-
ing today’s products but also about how to stimulate the development of improved
products, how to work actively with other departments in managing core business
processes, and how to build better external partnerships.®
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Create value for customers and.

‘build customer relatlonships customers jn return -

Capture uélué .fr.om .

An expanded model of the marketing process




Value Chain Analysis (VCA)

According to Porter, the_buginess of a firm can besl be described ag a value chain, in
which lotal revenues minus Lolal costs of all activities undertaken to develop and market a
product or service yields value, All firms in & given indusiry have a similar value ehain,
which includes gclivili as obtaining raw materials, designing products, bailding
manufacturing facilities, developing copperative agreements, and providing cuslomer ser-
vice. A firm will be profitable as long as total revenues exceed the Tolal costs incurred in
cfeating and delivering the product or service. Firms should strive to understand not only
their own value chain operations but also their competitors’, soppliers’, and distributors’

~alue chains.
e v 3 H -
Value chain analvsis (VCA) refers to the process whereby a firm determines the costs

.associated with orpanizational activities from purchasing raw materials to manufacturing
product(s) to marketing those products. VCA aims to identify where low-cost advantages
or disadvantages exist anywhere along the value chain fropp faw material io customer ser-
vice activities. VCA can enable a firm tg better identify its own strengths and weaknesses,
especially as compared to competitors’ value chain analyses and their own data examined

over time. .
Substantial judgment may be reguired in performing a VCA because djfferent items

W@mwmw@wm 50 there exist com-
plex interrelationships. For example, exceptional customer service may -be especially
- Expensive yet may reduce the costs of returns and increase revenues. Cost and price differ-
ences among rival firms can have their origins in activities performed by suppliers, distrib-
utors, creditors, or even sharehglders. Despite the complexity of VCA, the initial step in
v iﬁﬁemcnnug this procedure is to divide a firm’s operations into specific activities or busi-
ness processes. Then the analyst attempts to attach a cost to each discrete activity, and the
Costs could be in terms of both time and m ney. Finally, the analyst converts the cost data
into information by ing for coimpetitive cost strepgths and weaknesses that may yield
competitive advantage or disadvantage. Conducting a VCA is supportive of the RBV’s
examination of a firm’s assets and capabilities as sources of distinctive competence.
When a major competitor or-new market entrant offers products or services at very
v lg_\ﬂnrices, this may be becanse that firm has substantially Tower valie CITall costs urper-
haps the rival firm is just waging a desperate attempt to gain sales or market share. Thus
value chain analygis can be critically important for a firy in moniloring wietherl 1ls prices
and costs are compelitive. An example value chain is illustrated in Figure 4-3. There can be
mmore than @ hondred particular value-crealing activities associated with the business of
producing and marketing a produet or service, and each one of the activities can represent
4 competitive advantage or disadvantage for the firm. The combined costs of al] the various
activities in a company's value chain define the firm’s cost of doing business. Fiuns shouid
& Jetermine where cost advantages and disadvantages in their value chain occur relative o
"4 the velue chain_of rival firms.
- Value chains differ immense]y across indostries and fioms. Whereas a paper products
company, such as Stone Container, would include on its value chain Umber farming. log-

ging, pulp mills, and papermaking. a computer company such as Hewleti-Packard would
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An Example Value Chain for a
Typical Manufacturing Firm

Supplier Costs
Raw miterials
Fuel
Energy
Transportation
‘Fruck drivers
Truck mainlenance
Component patls
Inspection
Storing
* Warehouse
Praduction Costs
Inventory system
Receiving
Plant layout
Maintenince
Plant location
Computer
R&D
Cost accounting
Distribution Costs
Loading
Shipping
Budgeting
Personnel
Internet
Trucking
Railroads
Fuel
Maintenance
Sales and Marketing Costs
Salespersons
Web site
Internel ;»
Publicity
Promotion
Advertising
Transportation
Food and lodging
Customer Service Costs
Postuge
Phone
Internet
Warranly
Management Cosls
Human resources
Administration
Employes benefits
Labor relations
Managers
Employees
Finance and legai
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Using the Value Chain to Analyze Costs

To analyze costs and make recommendations for building cost advantage, the com-
pany or even the business unit is too big a level for us to work at. As we saw in Clap-
ter 5, every business may be viewed as a chain of activities. In most value chains each
activity has a distinct cost structure determined by different cost drivers. Analyzing

costs requires disaggregating the firm’s value chain to identify:

@ The relative importance of each activity with respect to total cost.

® The cost drivers for each activity and the comparative efficiency with which
the firm performs each activity.

® How costs in one activity influence costs in another.

® Which activities should be undertaken within the firm and which acrivities

should be outsourced.

The Principal Stages of Value Chain Analysis
A valug chain analysis of a firm’s cost position comprises the following stages:

Y Disaggregate the firm into separate activities. Determining the appropriate

value chain activities is a matter of judgment. It requires understanding the
chain of processes involved in the transformation of inputs into outpur and
its delivery ro the customer. Very often, the firmn’s own divisional and
departmental structure is a useful guide. Key considerations are:

® the separateness of one activity from another;

@ the importance of an activity;

® the dissimilarity of activities in terms of cost drivers;

& the extent to which there are differences in the way competitors perform
the particular activity.

Establish the relative importance of different activities in the total cost of the

product. Our analysis needs to focus on the activities that are the major

sources of cost. In disaggregating costs, Michael Porter suggests the detailed

assignment of operating costs and assets to each value activity. Though the

adoption of activity-based costing has made such cost data more available,

detailed cost allocation can be a major exercise.r® Even without such detailed

cost data, it is usually possible to identify the critical activities, establish which

activities are performed relatively efficiently or inefficiently, identify cost

drivers, and offer recommendations. .

Compare costs by activity. To establish which activities the firm performs
relatively efficiently and which it does not, benchmark unit costs for each
activity against those of competitors.

Identify cost drivers. For each activity, what factors determine the leve] of
cost relative to other firms? For some activities, cost drivers are evident
simply from the nature of the activity and the composition of costs.

For capital-intensive activities such as the operation of a body press in an
auto plant, the principal factors are likely to be capital equipment costs,
weekly production volume, and downtime between changes of dies. For
labor-intensive assembly activities, critical issues are wage rates, speed of

work, and defect rates.

Identify linkages. The costs of one activity may be determined, in part, by the
" way in which other activities are performed. Xerox discovered that its high

service costs relative to competitors reflected the complexity of design of its

copiers, which required 30 different interrelated adjusrments.

Identify opportunities for reducing costs. By identifying areas of comparative

inefficiency and the cost drivers for each, opportunities for cost reducrion

become evident. For example:

& If scale economies are a key cost driver, can volume be increased? One
feature of Caterpillar’s cost-reduction strategy was to broaden its model
range and begin selling diesel engines to other vehicle manufacturers in

order to expand its sales base.
& Where wage costs are the issue, can wages be reduced either directly or by

relocating produnetion?
€ If a certain activity cannot be performed efficiently within the firm, can it

be outsourced?

/>



Figure ..+ shows how the application of the value chain to automobile manufac-
ture can yield suggestions for possible cost reductions.

Using the value chain in cost analysis: an automobile manufacturer

SEQUENCE OF ANALYS!S VALUE CHAIN COST DRIVERS
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Bringing It All Together: The Value Chain in
Differentiation Analysis

There is little point in identifying the producr attributes that customers value most
if the firm is incapable of supplying those attributes. Similarly, there is little purpose
in identifying a firm’s ability to supply certain elements of uniqueness if these are
not valued by customers. The key to successful differentiation is matching the
firm’s capacity for créaring differentiation to the attributes that customers value
most. For this purpose, the value chain provides a particularly useful framework,
Let’s begin with the case of a producer good, i.e., one that is supplied by one firm to

anocther.

Value Chain Analysis of Producer Goods
Using the value chain to identify opportunities for differentiation advantage involves
four principal stages:

1 Construct a value chain for the firm and the customer. It may be useful to
consider not just the immediate customer, but also firms further downstream
in the value chain. If the firm supplies different types of customers — for
example, a steel company may supply steel strip to automobile manufacturers
and white goods producers — draw separate value chains for each of the main

categories of customer.

R Identify the drivers of uniqueness in each activity. Assess the firm’s
potential for differentiating its product by examining each activity in the
firm’s valne chain and identifying the variables and actions through which
the firm can achieve uniqueness in relation to competitors’ offerings.
Figure 9.5 identifies sources of differentiation within Porter’s generic

value chain. o _
3 Select the most promising differentiation variables for the firm. Among the
numerous drivers of unigueness that we can identify within the firm, which
one should be selected as the primary basis for the firm’s differentiation
strategy? On the supply side, there are three important considerations.

® First, we must establish where the firm has greater potential for
differentiating from, or can differentiate at lower cost than, rivals. This
requires some analysis of the firm’s internal strengths in terms of resources

and capabilities.



Using the value chain to identify differentiation pozental on the
supply side
Uriique product-features. 8

- Fast.new product
‘development.

Training'to:support :-'=
customer service @
. “wexcellence

MIS.that:supports 1;
fast'response &
capabiiities -

* @ Second, to identify the most promising aspects of differentiation, we also
need to identify linkages among activities, since some differentiation
variables may involve interaction among several activities. Thus, product
reliability is likely to be the outcome of several linked activities: monitoring
purchases of inputs from suppliers, the skill and motivation of production

: workers, and quality control and product testing.
® Third, the ease with which different types ‘of uniqueness can be sustained
must be considered. The more differentiation is based on resources specific
to the firm or skills that involve the complex coordination of a large
number of individuals, the more difficult it will be for a competitor to
imitate the particular source of differentiation. Thus, offering business-class
passengers wider seats and more legroom is an easily imitated source of
differentiarion, Achieving-high levels of punctuality represents a more
sustainable source of differentiation..
4 Locate linkages between the value chain of the firm and that of the buyer.
The objective of differentiation is to yield a price premium for the firm. This
requires that the firm’s differentiation creates value for the customer. Creating
value for customers requires either that the firm lowers customers® costs, or
that customers’ own product differentiation is facilitated. Thus, by
reorganizing its product distribution around quick response technologies,
Procter & Gamble has radically reduced distribution time and increased
delivery reliability. This permits retailers to reduce costs of inventory while
simultaneously increasing their reliability to shoppers through lowering the
risk of stockouts. To identify the means by which a firm can create value for
its customers it must locate the linkages between differentiation of its own
activities and cost reduction and differentiation within the customer’s
activities. Analysis of these linkages can also evaluate the potential profitability
of differentiarion. The value differentiation creared for the customer
represents the maximum price premivm the customer will pay. If the
provision of just-in-time delivery by a component supplier costs an additional
$1,000 a month but saves an automobile company $6,000 a month in reduced
inventory, warehousing, and handling costs, then it should be possible for the
component manufacturer to obtain a price premium that easily exceeds the

costs of the differentiation. )
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Putting Resource and Capability Analysis to Work:
A Practical Guide

We have covered the principal concepts and frameworks for analyzing resources
and capabilities. How do we put this analysis into praci:ch:p Let me offer 2 simple,

step-by-step-approach to how a company can appraise its resources and capabzlmes .

and then use the appraisal to guide strategy formulation.

Step 1 Identify the Key Resources and Capabilities

To draw up a list of the firm’s resources and capabilities, we can begin from outside
or inside the firm. From an external focus, we begin with key success factors (see
Chapter 3). What factors determine why some firms in an industry are more success-
ful than others and on what resources and capabilities are these success factors based?
Suppose we are evaluating the resources and capabilities of Volkswagen AG, the
German-based automobile manufacturer. We can start with key success factors in the
world antomobile industry: low-cost production, attractively designed new models
embodying the latest technologies, and the financial strength to weather the cyclical-
ity and heavy investment requirements of the industry. What capabilities and resources
do these key success factors imply? They would include manufacturing capabilities,
new product development capability, effective supply chain management, global dis-
tribution, brand strength, scale-efficient plants with up-to-date capital equipment, a
strong balance sheet, and so on. To organize and categorize these various resources
and capabilities, it is helpful.to switch to the inside of VW and look at the company’s
value'chain, identifying the sequence of activities from new product development to
. purchasing, to supply chain management, to component, manufacture, assembly,
and right the way through to dealership support and after-sales service. We can then
look at the resources that underpin the capabilities at each stage of the value chain,

Table 5.4 lists VW’s principal resources and capabilities.

Step 2 Approising Resources and Capabilities

Resources and capabilities need to be appraised against two key criteria. First is their
importance: which resources and capabilities are most important in conferring sus-
tainable competitive advantage? Second, where are our strengths and weaknesses as

compared with competitors?



~ Assessing Importance The temptation in assessing which resources and cap-
abilities are most important is to concentrate on customer choice criteria. What we
must bear in mind, however, is that our nltimate objective is not to attract custorners,
but to make superior profit through establishing a sustainable competitive advantage,
For this purpose we need to look beyond customer choice to the underlying straregic
characteristics of resources and capabilities. To do this we need to look at the set
of appraisal criteria outlined in the previous section on “Appraising Resources and
Capabilities.” In the case of VW, many resources and capabilities are essential to com-
pete in the business, but several of them are not scarce (for example, total quality
management capability and technologically advanced assembly plants have become
widely diffused within the industry), while others (such as IT capability and design
capability) are outsourced to external providers ~ either way, they are “needed ro
play” but not “needed to win.” On the other hand, resources such as brand strength
and a global distribution network, and capabilities such as fast-cycle new product
development and global logistics capability, cannot be easily acquired or internally
developed — they are critical to establishing and sustaining advantage.

Assessing Relative Strengths Objectively appraising the comparative strengths
and weaknesses of a company’s resources and capabilities relative to competitors
is difficult. In assessing their own competencies, organizations frequently fall victim
to past glories, hopes for the future, and their own wishful thinking. The tendency
toward hubris among companies — and their senior managers ~ means that business
success often sows the seeds of its own destruction.” Among the failed industrial com-
panies in America and Europe are many whose former success blinded them to their
stagnating capabilities and declining competitiveness: examples include the cutlery
producers of Sheffield, England and the integrated steel giants of the United States.

To identify and appraise a company’s capabilities, managers must look both inside
and outside. Internal discussion can be valuable in sharing insights and evidence and
building consensus regarding the organization’s resource and capability profile. The
evidence of history can be particularly revealing in reviewing instances where the com-
pany has performed well and those where it has performed poorly: do any patterns
appear?

“Finally, to move the analysis from the subjective to the objective level, bench-
marking is a powerfil tool for quantitative assessment of performance relative to that
of competitors. Benchmarking is “the process of identifying, understanding, and
adapting outstanding practices from organizations anywhere in the world to help your
organization improve its performance.®* Benchmarking offers a systematic frame-
work and methodology for identifying particular functions and processes and then
for comparing their performance with other companies. Strategy Capsule 5.4 offers
some examples. As McKinsey & Co. has shown, performance difference between top-
performing and average-perfonming companies in most activities tends to be wide.

Ultimately, appraising resources and capabilities is rot about data, it’s about
insight and understanding. Every organization has some activity where it excels or
has the potential to excel. For Federal Express, it is a system that guarantees next-day
delivery-anywhere within the United States. For BMW it is the ability to integrate
world-class engineering with design excellence and highly effective marketing.
For McDonald's, it is the ability to supply millions of hamburgers from thousands of
outlets throughout the world, with remarkable uniformity of quality, customer service,
and hygiene. For General Electric, it is a system of corporate management that
reconciles coordination, innovation, flexibility, and financial discipline in one of the
world’s largest and most diversified corporations. All these companies are éxamples
of highly successful enterprises. One reason why they are successful is that they have
recognized whar they can do well and have based their strategies on their strengths.
For poor-performing companies, the problem is not necessarily an absence of dis-
tinctive capabilities, but a failure to recognize what they are and to deploy them

effectively.
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Examining the Value-Craating
Potential of Support Activities

Procurament

Activitias completed 1o purchase the in
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puts naeded to produce a-firm's

Technological Davaiopment
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0 manufacturs it. Technological develo
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product and the processes used
pment takas many forms, such
carch and product design, and servicing

Human Basourca Managament

Activities involved with recrufting, hiring, training, developing, and compens
sating all parsonnal. ’

Firm Infrastructurs

Hrm infrastructurs includes acivities such as general management, plan-
. ning, financs, accounting, legal support, and governmental ralations thart
. 3rg required 1o support the work of the entire value chain. Threugh its
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Each setivity should be examinad relative 1o compatitors’ abilities. Accord-
ingly, firms rate each activity as superior, equivalent, or inferior,
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Examining the Value-Creating
Potential of Primary Activitias

Inbaund Lagistics )
Activities, such as mararials handling, warghousing, and invantory control,
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Outbound Logistics

Activities involvad with collecting, storing,
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Marieting and Sales
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A value chain for Ugandan chilied fish fillet exports

Even small enterprises can be part of an international value chain. Analysing it can
provide strategic benefits.

community developed a strategy to improve their
capabilities, as indicated in the figure, until they
became a flourishing international business, The

A fish factery in Uganda barely made any profit. Fish
were caught from small motorboats owned by poor
fishermen from local villages. Just before they set
out they would collect ice and plastic fish boxes
from the agents who bought the catch on their
return. The hoxes were imported, along with tackle
and boat parts. All supplies had to be paid for in
cash in advance by the agents. Sometimes ice and
supplies were not available in time. Fish landed with
insufficient ice achieved half of the price of iced fish,
and sometimes could not be sold to the agents at
all. The fish factory had always processed the fillets

applied at www.justreturn.ch.

in the same way ~ disposing of the waste back into Questions
the lake. Once a week, some foreign traders would 1 Draw up a value chain for another businéss
come and buy the better fillets; they didn't say who in terms of the activities w1thrn its component
they sold them to, and sometimes they didn't buy parts.
very much, o Estimate the relative costs and/or assets

By mapping the value chaln it was clear that assoclated with these activities.
there were opportunities for capturing more value 3 What are the strategic implications of your
along the chain and reducing losses. Together with analysis?

outside specialists, the fish factory and the fishing

Lake Victoria Fish Company, with regular air-freight
exports around the world. You can see more of their
current opetations at hitp//www.uipea.co.ug/, and
find out more about the type of analytical process

(The approximate costs and prices given represent
the situation before improvements were implemented,)







Creatmg new pharmaceutlcals

w0 St T e Tendel smies s L s b -

Early research .
Idea w— and praclinical —m & Clinical

Y

ny
58
2_ ®a
i3 &6
o i ' i
LY i
Pre-Clinical ! Phase | | Phase |l | Phase i | Phase 1] .Phase IV
Phase of Chemical testing & 5 Clinical { Clinical | Clinical ; Clinical (Postmarketing,
development § synthesis| pharmacology : (Safety) | {Efficacy){(L/T AEs &* (Cont.) Ciin. Education
¢ Efficacy} | atc)
5,000 ! SREY
# Gompounds & 10000 | Toxicology 10 6 5 3 1-2
cegp 1
Time b vl o) e -
reculired 5.8 e 4.9 e 1-1"5"' Total = 11.8 years
Pharmacologlc screening.  Chronle toxiclty ,
MNon-clinical Pharmacodynamice i Carcinogeniclty :
pharmacology Pharmacokinstics ! Reproductive toxiclty :
and Toxlcokinetics \  Additional genotoxicity H
toxi Acute toxicity +  Special toxicity i
OX CO,IDQV Subchronle toxicity H . .
studies Genotoxiclty : :
O
- $313+ million o

Sourca: Adapted from Tufjs CSDD.

;-‘r'x-‘lmt-;.,m I

1997 2002
Company ' ’ Total . -Company Total Share Sales
sales sales within growth
($bm)* {$bn)* global {2001 to
_ . retail 2002}
Glaxo Wellcome' (UK) 116 Prizer® (US) 29.5 7.3% . 114%
Merck (US) 11.4 GlaxoSmithKline® {UK) 27.9 7.0% 7.0%
Novartis? (CH) 11.0 Merck {US) : 20.0 5.0% 6.6%
Bristol-Myers Squlbb (1JS) 9.3 Johnson & Johnson (US) 18.6 4.6% 16.1%
Johnson & Johnson (US) 8.7 AstraZeneca’ {UK/Swe) 18.1 45% ~ 8.6%
American Home Products (US) 8.4 Novartls (CH) 16.6 41% 12.8%
Pfizer {US) 84 - Aventis® (Ger/Fra) 14.3 3.6% 10.0%
Roche (CH) 8.0 Bristol-Myers Squibb (US) 14.3 3.6% -7.4%
SmithKline Beecham (UK) 7.4 Roche (CH) 12.5 3.1% 6.5%
Hoechst (Ger) 7.4 Pharmasta (US)’ 2.2 3.0% 8.1%
Notes:
Number Created Originating comparies
1 1995 Glaxo (UK} Wellcome (UK)
2 1996 Sandoz (CH) Giba-Geigy (CH)
3 1898 Hoescht (Ger) Rhone-Poulenc {Fra)
4 1868 Astra (Swe) Zeneca (UK}
5 2000 Warner-Lambert (US) Pfizer {US)
6 ' 2000 Glaxo Wellcome (UK) SmithKline Beecham (UK}
7 2000 Monsanto (US) Pharmacia {US)

* $US1 = approx. €0.83, ‘
Sources: The Economist, 21 November 1998; Financial Times, 6 April 2000, and own estimates.
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I.' Evaluating Firm Strengths and Weaknesses

fie Gvigiic Valia Chzin Deivelogieil by Mokinsey & Bompan

— ~ N\ \ |
Technology "\ Procluct N Manufacturing > Marketing Distribution N Service
develo design 4 . /

pment

Soulrce Function. Integration Prices Channels . Warranty
Sophistication Physical Raw materials  Advertising/ integration Speed
Patents characleristics Capacity promotion inveniory - Captive/
Product/process Aesthetics Location Sales.force Warehousing independent
choices Quality Procurement  Package Transporil Prices
Parts production Brand - :
Assembly
g‘ —
j Infrastructure activifies: planning, finance, MIS, legal services ' \
. Suppor [
Activities { Technology: Aesearch, development, design
Human resouice managemeni and development
Purchasing Production | Warehousing | .~ Sales Dealer support
o dnveniory and and and
) pe .
Primary holding distribution marketing customer
Aclivities g : (
lMalerials service <
handfi S : .
i / Margif

Soierce: Reprinted with permission of The Free Press, animprint of Simon and Schuster, from Competitive
Adhaniage by Michael B, Porter. Copyrigh! @ 1985 by The Free Press. '
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Supplies of L
computer Holding
supply Purchasing

hardware |,
and | inventoty
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Just-in-time purchasing:
Valugble and rare —
temporary competitive
advantage
continuously improving

Assgmbly

Dell Computers
__A

N

Distribution goods
. | inventory

\

Finished Computer
applications

]

sophisticated assembly
perations: Valuable,
are, and costly 1o
nilale —- sustained
ompetitive advantage

Elecironic support:
Vajuable and rare —>

temporary competitive

advantage
; ]

Telephone and Internet-
hased sales: Valuabie

and rare — temporary
compeiitive advaniage ‘
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Eynlunbinp n Dusiness’s Differenlintion (Jppu;'lunilics

Bousee: Based on Idichiael burier, On Compelllion, 1925, Harvard iluainr.u Seheal i'ess,

" Strong capabililfes in basic, resedrch“

A. Skills and Resources THat Foster Differentation

Strong markeling abllifies.
Prodisel engineering. |
Crealive 1alent and Hair.

————..
———

Corporate reputation for qualily of lechmcal leadershlp
Long tiadition in an industry or unique-combination ol skills drawn frsm other busmesses

Strong cooperation fram channels,
Strong cooperatmn from suppliers of major components of the produd or service,

B. Ofganizational Requirements to Support and Sustain Differentlation Activities

Strog coordination- among functions jn R&D, product development, and marketing.

subjeciive measurement and incentives instead of quantitative measures. '
amentties to attract highly skilled labor, scientisis, and creaiive people. ’

Tradillon of closeness.to key customers,
Some personne{ “skilled in'sales @nd operations—technizal and marketing.

C Exampies of Ways. Buslnes.s_es. Achieve Competitive Advantage vig Differentiation

Technology | Culling-adfgg production teshnology and produsl (saluies’ +
Devalopmeni [ 1o-malitaina "disfinc!” image and aclual product. .
iy L - . N H
gggﬂ: - Programs lo, snsure lechnical compelence ol.sales _ -
Managemant ‘sigff and-a marka(lng oriertialion of service personnel. .
Comprehensive, parsonahzed databasge lo-build -knawledge‘ol groups of

General
. customers and individual bisyers io'be usedin-“custornizing” how products
.Admlnlstn.ailan- l ara sold; .sarvlcéd. and replaced,

p | Qualﬂy controkpresence at key supplar Iacil]lieS'
FOCUFBMEN. | work with suppliens new product devdlopmenl aclivilles

Purchase ' Caralul JIT .Expsnswe. || Allewing .. __
- [ sipaser nspedlior—foourdination  [Tilomalive | senvice
i { quatity, . [ ofproducis | wilh buyers; [ adverilsing | personne!

.  wall-known | 8l sach uss of own and considerable
coémpenenis, F slep’in o capiive prometien’le | disorelion
raising the | Presclion  {yranspofiation | bulld brand . | 16 credit
quallty and- | 10 Impr{we service lo [ image.  cusiomers
image of 3 | Progue ensuire lor repairs. -
final . | PeriofmANGe |ynqinens

| -1 and-iowet

 products. defeci rate.
Inbound -Operalions Outhound Markeling Service
logis lms ippistics and Sules
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Bpoah-Opporiunilis

o T Rapiddiesponit &

]r;{gnhm_[in;:
A, Skills and Hesottress That Foster Speed

process engineering skilis
Eycellent inbound and-out
echnical peopl in syles and cus
High favels of anto matian, _
Corporate rejutalion 1o gual
Flible manulactifing capabilies. &ger-:
Sirong downsiream paninett,
sirong cooperatier: 1rori Spplie

Lsouncdogislics. -
lomer seice.,

Iy, or tpchinical lendership..
. PSS e

product or service,

% of major components of the

B. Grynnizaﬁonql-Requ]r:_g:_ﬁeigj'_c 1o SUPROY,
St:eng_s'r':idl'dinal'toh_ar'r{mi‘g funclionsin A&, product deveiopmant, and marketiny.
wtajor emphaasis on customey satisfaction in iricentive programs.

stiong dafegaiion to operdting personnel. o

Tradition of dloseniess o key cystomérs. - .

Some petsannel sljligel in sales and ;gﬁemtiony—iegtlngql and marleling.
. Empowered cusiomer sarvice persaniel.

c. Examples of Ways Businesies

Athieve Com petitive Advaniage via Spesd

Laant Sustain-Rapid-esponse Activitie

5

de technolapy shedng ‘aolvilies ‘and avidnomous

“Tedhnology | Lsel compamywlr 3 3

Devslopmentk " pmdunl.dsvefup_msm 1éams o spaed fiBw protiuct developm enL AN

gg;.‘l‘)%':w | ‘Davgiop s'_e!l-i'ﬁgﬁag'ad work teams h:ﬂ_cl-tfe;n'lslc}'ﬁ maling- ’ \

Managemenl atike lp}\f.ssl'lavsis io incraase re‘spon_s]ﬂgness: K . B

Gensial Hiﬁfi,lj':éutom'aleﬂ and inlagrstest information pracessing

Admirsiralion [ s_yslem. Incltide major buyers n-ihe *gyslerh” on's teg-iime basls.

Procuremenl Preapproved, oﬁlins-éuﬁpliers lnlapra‘lptk]nio prodi:cn'un. . P
; . L . . T ) Lo e L l
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hclude dnei |:and . - Wilh ekpress (10 opéraiions | jaciillios (hal are
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Tvaluntlng n Bushess's Casl Leadersuip Oppartunities

Snurce: Hn:d on Ml:imr.l Porter, G Compelliion, 1488, Harvaid Wosiness Sehoul Press.

. A Skiliis and ‘Resoutrces That Forter Casl Leadership

Susta:ned capltzil invesiment and agcess 1o cupltai
Process engineering Stdlis.

IFE!]..E.SUPFMSID.DQHMDLCDM{WGJl-@peﬁh‘e
Produtls or Services designed for ease of manufactun: ordelivery.
Low-cost distribution system.

[. Drganizational Reqmraments to Support and Su

Tight cost control, -
Frequent, tletailed oon‘trol reporis.
Contiriuous improvernent angt benchmarking’ snentatmn

Structured organization and. nesponslbllitie.s
Iricentives -based-an meeting strict, usually quantttattve fargets,”
nesses Achieve competitlve Advan‘age via ‘Cost

istain Costleadership Activities

Leaﬂersh:p

C..Examples of Ways Bust
Technslogy Bronés;.mnr.n\;él]ﬁﬁls that Prédurgl-f'sdaéign-in reduce the T
Devalopment lowerprodumion oosts, nurnber of componente. . : R
Eg"::?r?é . Saiaty iramlngiur a1lemplnyaes : - ' . -
Maﬂag‘e:'sanl rsducas ahsantaaism, downﬂme. End aeclden’ts . T,

Ganarsl Haducad levals ol manngamenl Gumpuleﬂzed Intagraled uﬂormal]on.syslem '
Administration:|. culs cnrpﬁrals ovbrliagd. reduoes griers amd admlnlslraﬂve cosls, ° A.
. Favorab!a longAterm’ contrauls na_pﬂ\.'e suppllars i -
Procyrement | or key custdmar jor auppl:er_ . o
: @loba, -:Ecnnum_)r of ‘Dempularlzad ‘Cooperdlive “.S'ubcpntréﬁled-
onlihe scal# In,plant rnullng lowersy. adverlising _,.service
suppllers | reduoes Jranspbriailmn‘ [ with ) teohnigians
provide eqilipmen! BXpENSE. gistributors ~ | rapalr product’
"atjomallc |, | cosls and LI [ oreales Jocal | correctly Ihe:
restacking o, ﬂaprsclallan ...... tepd . | fitstdime or”
ordars hasad advaniage  [“hey bear
-| on.our aale:. .7 Inbuying 7] &ll costs.
metlia space
X ] end lime.
mbound  Opergtions  ©ulpound " Markdling  Service
logisiics logistics und Sales
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VALUE CHAIN - PLANTATION
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VALUE CHAIN OF ACTIVITIES (SIMPLIFIED)
OIL - BASE REFINED PRODUCTS

EXPLORING % DRIELING M PUMBIHE % SHIEPNG Y ° GUMHG M REFIMING % SEWDMNG v SHiPPG ]  sELime v

CRUDE o oRupE A CRUBE o GRUBE 4 ORUBE CRUBE 1 REFIREZD REFINE 7|  mEFINE

-t | —

CA-
Ue



Honda’s Competitive AGUaniages

first blush anyone looking at Honda’s lineup of prod-

jawn mowers, power generators,
outboard motors, spowmabiles, enowblowers, and garden
illers—might conclude that Fonda has pursned unrelated
diversification, But underlying the obvipus product diver-
sity is a common cOTE: Honda's expertise in the technology
of grsoline engines,

Honda's stratsgy involves transferring the coropany’s
expertise in gasoline engine technology to additional prod-
vets, exploiting its capabilities in low-cost/high-quality man-
ufactring, using the widely knows and respected Honda
brand name on all the products, and promoting several

At
nctg—oars, motorcycles,

Honda's Competitive Advantage

ame ad. One Honda ad teased consumers
with the question “How do you put six Hondas in a two-car
garage?" and then showed a garage containing a Honda car,
a2 Honda motoreycle,-a Honda snowmobile, 2 Honda lawn
mower, a Honda power generator, and a Honda outboard

products in the &

motor.
The relatedness in the value chains for the products in

Honda's business lineup prodnces competitive advantage
for Honda in the form of economies of scope, beneficial

" opportunities to transfer technology and capabilities from -
one business to another, and economical use of a common

brand name,

THE

TECHNDOLOGY
DF ENGINES

¥

Outboard
Molors

Power.
Ger)eraturs

Source: Adzpled from C. X. Prahalad and Yves L. Doz,

The Multinational Mission (New York: Free Press, 1987), p. 62.
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Lusiness Frocess vaiue Lhain )
BUSINESS PROCESS VALUE CHAIN

T CUSTOMER
- Clasgoul W)
| Work - - R

| Prepare

cusTomER (RSN SN
NEED - Hdentify " peitorm |

iDENTIFIED IR

STRATEGIC |Marketing* | |Sales* Engineeting®| |Operations*| (Administration®

ACTIVITIES
Operations | |Contracts Operations | [Engineering | |Operations

Qua!lty Operations | |Logistics Logistics Engineering
Engineering | |Engineeting | |Commetcial | |Suppllers Marketing
Suppliers Sales

*earling stralegic activity

" Example of Key Success Factors:

The abiiity to deliver superior vaiue through products and services. Increase customer

penetration. '

» Theability 1o carry out competilive manufaciuring and commarcial process reviews,
Aﬁ"rlacﬁng superior taleni—the abilify to aftract employees with crltical expertise.and

skills. '

The abliity to grow the business through competitive pricing and markseting image.

The ability to egtab‘]is’ﬁ fong-term relationships with satisfied cusiomers,

The abiiily to establish long-term rejationshjps with-parties in the distribution channels,

The ability-to Implement efficient administrative routines that cut-costly red tape

procetiures to'a niifiaum. o L e e T .

. .T:lj}‘ie:gbﬂ'ity'to create:an I'T;s'yéfgan]-ééb‘a:ﬁfe of _'sﬂbjaprti_rjg operations.

o The abilty 1 Smpgpsaldionahg compeignliempbycesis. it

A R

KSFs must be identified within the context of the firm’s indunstry. The environ-
s00m in on those KSFs that describe the

mental analysis method can help firms to
aying field. The choice of key suc-

firm’s current, and ultimately, future competitive pl
cess factors should reflect a clear understanding of the firm's changing competitive

environment.
It is helpful to think about current and future developments in the industry’s time

. frame and scope, stakeholder profile and general trends and uncertainties in the macro

environment when selecting key success factors:

1, Time frame and scope:
¢ What is the firm’s time frame measured against the pace of relevant technolog-

ical development?
& What are its competitors” time frames?
¢ What is the investment intensity of the industry?
e Is there a relevant political time? If so what is it?
o What is the scope of the industry—is it global or domestic?

2. Stakeholder profile:
¢ ‘Who are the firm’s and the induostry’s stakeholders?

3. Trends and uncertainties:
o What are the key-economic, political, societal, and technological drivers?

& What is the potential impact (positive, pentral, negative) of each of these on the
firm’s and the industry’s competitiveness?
The objective of this stage of the rethodology is to compile a list of key success
factors Televant to the core business process selected '




Strategic Positioning of the Firm’s Capabilitiés
~4—————  ‘Core Competencies’ ——————pm

KEY or CORE
CAPABILITIES

SUPPORTING ENABLING

CAPABILITIES

CAPABILITIES .

- STRATEGIC MFPACT

Low HIGH
Add value to key Are necessary but arg in Constitule sustainable
capabllities but can be themselves not sufficient compeltitive advantage for the
imitated ) to distingufsh the firm flrm; they are built up over time
competitively and cannot be gasily imitated

Classification of Capability According to Competitive Impact

Compeatitive Ciasslfication Competitive :lmpact of Capability _

- 1, EMERGING o e Has not ym demonstraied potsntial for changing the
"basls of competltlon.
2, PACING  ‘Eas demonstrated-lis potential for changing the
“basis-of- compeition.
3. KEYor CORE . Is embedded ln, and enables, prnductsfprocesses

. = Has major impadt on value-atided stream {cost,
T peﬁarmance quglity)—and enables propnetary
) S SR poslhan . .
4, ENABLINGOrBASE ' ™': = Necessary (enabling) but confers only miinot impact
e Ll onfvalue «afitled streams; .common o all competitors;..
. comrnodlty stafus (base)

T fu [ "o

T.v‘.i' \."




Internal Environmental -Analysis Process

 Stage ¥
surveying

Generate long-
“list of strengths
and weaknesses
from primary and

supportactivities |

of the firm’s
value chain

" papahilities and

Stage 2:
Categorizing

Heconceptualize ||

long-list in
terms of
resources-and

‘complete deeper :

inspection with the::

application of

|
I
1:
I
1
|
i
.
{
H
H
|
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‘Stage 3
: 'Im.restigating

Determine where, |

" along thefirm’s
value chain,
‘potential
_competitive
advantage Nes.
Look at each

. competitively
yelevant resource
‘ and
capability relative

Btage 4t

" Evaluating

Choose the
appraptiate

generic strategy

for the firm—
gost leadetship
©oor.

" differentiation

key questions

: (See Figure 3}
{See Figure 4)

‘unigueness driver
- {SeeTable 1)

l Strengths and Weaknesses Related to Primary and Support Value Activities in
Porter’s Modified Value Chain )

- Glrenglh, 5 Capacily io Davelop Finansial Resources E
Strength, s Recognized and Hespacled']’rademarks and Service Marks
Weakness, & Narrow Margins and Downward Trend in Margln :

Woakness; 5 Risks Associated with Association with Ingram Alllance

Strangthy 5 Large Supply and Highly Trained Associates
Strength; 5 Relsvant Operations Experiance of Executlve Team
Waakness, 6 Risks Assoclaled with Maintenance of Executive Team
Strength, 5 Industry Leaderin information Resources
Strengthg s Proprietary Information Systems
Weakness, 5 Risks Associated with Downlime of Information System

Strengthy 5 Ability io Offer
Customers &
“Seamiess” System

Strength, & Abllily to Offer
Promolional Programs

and Creatlve Financing

1 supplier Value Figura 4
i Chain {inputs) —

Strenglh, & Experlise in Final
Assembly, Technlcal
Education Programs,
and Technical Support

Strenglhy, s Joint Ventures and Alllances with Partners Throughout ihe World
Wankness; 5 Geographically Diversified Global Markets

i Strengthyy 5 Joknt Ventures and Alllances with Suppliers
Wenkness, 5 Reliance ona Faw Poweriul Suppliers



|

Input of Sirangths
and Waakneeses
from stages in the
Modlflad Value
Chain In Figure 3
e

Heﬁroupfng Intc Resources,

Assessment of Internal Factors for Strategic Advantage (ASSIST)

Powar of the Strength Or Weakness

W, 5 Geographicelly Diversified Markets

Compatencies, and Capablilties
Steengths Resources . " Value Ravenogs Imitabliity Sustainabifily
5, ———————p~ S, 5 Financial Resource Davelopment . Compeillive Distinctive Potentlal Palentlat
8, ——— S, 6 [nformation Rasources Competitive Disiinctive Compatilive Compatitive
8y — S, s Spaec(al Promelions and Incentlves  Campetitive Potantlal Potential Polenltal
. ——m 8, & Trademarks and Service Marks Competliive Compatltive Competitive Potentlal
s:n S s Highiy Trained Assaclates Distinctive Distinctive Competlive  Compelliive
Sy 5 Proprletary inforimation Systems Distinctive Distinctive Competitive  Competltlve
Wenlnessas 8, sExperlisa in Final Assembly, stc. Caompoetitive Potential Patanilal Potentlal
W, Sg 5 Experlance of Managament Team Distinctive Distinctive Competlilve  Compatitive
w, W; 5 Narrow Margins Uncompetitiva Uncompetitive Uncompetitive Uncompstitive
W, W, 5 Abllity to Maintain Management Tesm Unatiractive  Unaftractlve  Inadequate Unatiraclive
W, s Risk of info System Downtime Unattractive  Unattractive  Inmdequale Inadequale
. Capabllities )
W, S, & Seamloss System . Campatitive Competitive  Competiliva  Compatliive
\ 'Sws Joint Venturas with Suppilers Compatitive Compastitive CD'I.'I'IPBHH.VB Competltiva
Sy, 5 Jolnt Ventures with Global Partners  Competitive  Competitive  Competilive  Competltive
W, & Rellance of Few Suppllers Unattractive  Unaftractive  Unattractive  Inadéquate

Uncompetitive Uncompstitive Uncompetitive Uncompelitive




Strengths and Weaknesses as Potential Sources of Competitive Advantage
and Disadvantage

Potentlal Source
of Competitive Locatlon.on

Advantagef Modifled
Disadvantage Value Chain

StrengthWeakness  Description

8, Resauree Capacliy to rapidly develop financial resources with " Uniqueness Driver Organizational
growth rates of more than 40 percent and almest Infrastructure -
30 percent i net sales and net income respectively,

8, Resource Indusiry leader relative to investments In information Cost Drivar Orgenizaticnal
resourcas, warshousing systems, and adminlstrative Infrastructure
infrastructure. In the past five years, Ingram has reduced
its general and administrative expenses by more than a
percent thiaugh the Use of Ieading-edga Information
iachnologles.

5, Resource . Abil!ty to oﬁer speoial promolions and lncenlwes Mot Competitively Organizational

. Relevant (See Figure 4) infrastructure-

S, Fesoikce - Company possesses a number of trademarks and Uniqueness.Driver. Organizational

L .. service rnarks that are visthle and respacted throughout Infrastruuture

ol it

" the wurld i R
nghly tramed assoclatas ihat recalv@tralnlng through
th companys extensive«in-hnusa train[ g '_ystern o

Unlqueness Driver . - ', " -'Human Ftesources

{z" iR & R

ol sgemaritiea SXpeT
. %vam%&s\rraa;f"-?e\vant A

ﬁ‘- o .%%‘. "lfl’iﬁ’ﬁ’iféqisuﬁét;ﬁi I;lﬁtpr ﬁtion

\:‘-?E Xk 9

i ﬂ% R ﬁ ref % ag*z E"’"
Al}%’:"’ i 1 2 ;
4 Eb“ M E@iﬁ A

arrow: margins accentuated Y- downward trend.
.Gmss:margm’has ‘dedlined:tiom & Hlitile "ovBT sighit.
percentnto about’6:8 psrcant oY/ rtha past thrae years.‘ o S
“Dependentan campanys abillty to'relaln and: mo!wate ‘Uniqueness BDriver

_..C)'ostiafivér. Lo -}@;gaﬁizaliona’l e
T . - ', "l irastrqcl“:lrhe. .:'_,=.

e

‘Orgahizational

Wa.H'esmuré.é. :
L -7 -current axecutive.team. . "+ ‘infrastructure
W, Resource ~ - .Dependenca-cn mfarmation‘syslam.an'd risk of ‘Not Competitively Technological
' -downtime. X Relevant.(See.Figure 4]  Development
W, Capatiliity . ‘Ovar reliance on a few supplisrs. ot Competitivaly . inbound Loglstics
Relevant {See:Figure 4)
W, Capability Geographical diversity of operations and markets Uniguenaess Driver inbound and
Quthound Logistics

makes effeciive coordination a challenge even in light
of state-of-he arl information system.




Strategic Implications and Competitive Advantage

- S-tr'ategic'Streﬁgthl‘.'l.féakness Strategik: Implicatian

Strengths- o . : _
- Ingram Mloro,'s ab:lily to. generate ﬂnanclal resourcss in an mduslry

8 Flesource—-Uniqueness Drlver—- -
_G) janizational Infrastructure.

. W‘ Capablll

lnb unt andO I
. AT could,erode the oppe unity for compaﬂtlve advantage through service.

e ;.dlfferentlatwn. T
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Opporf.uniiles L, ,"_ Pbtanhal e
Build Value orshanng Cqmpeu’cive Advan'ta_;e j

kmpedlments io Achlewng
Enhanced Value

FA

- Shared advert;smg and' ppomo‘tlonal

¢.ommon distribution channels.

Markei-vRelaied Oppor’cum t|e5

"hared gales iorce activilies or
shared-sales office, or bolh:

" Lower selling costs.
‘Betigf market coverage.

* “stronger-technical adviee 19 buyers
Enhanced convenience for buyers.
(can:buy- from single spurce). ©
Improved access. to buyers (have more

C 'prodUCL, io 5eil)

Lower senncung rosts. i
‘Better utilization-of serwf:e personne[

) .‘ (legs idle time).”
' : o FastarSemclng oi custorneT cails

SF_\ared after-sale service ar:lc'l répatr
work.

Shared biand name:
o . " fepuitation. . :
Increased buyer ¢onf |dence in the

brand

-

Lower costs .
achwtlms Greater dlout inv purchasmg ads

Lower d:stnbutlon costs:
Enhanced bargaining power with

" distributors and retailers to gain shelf
space, shelf posttioning; stronger
push and more dealer attention, and
betier pm’ﬁt miargins.

.t

Leower order processing costs,
One-stop- shqppin g forf buyer -
_emharices. serviee and, thus,
differentlation. .

Shared order processing.

Stronger brand:lmage arrd cornpany .

. Buyerc have dlﬁerem purchastng
habits.ioward the prOGJuc‘L,
«“Different. salespersons, are more
effective.in representing the
prmducL -
+ Some products getf more-
attentien than others. ~

» Buyers prefer to inultiple- soLrce.

ratherthan. ngierswlce their -
_purchased '

-

. Dlﬂerent equipmem or different

-{abor skills, or both, are needed W
“handle repaits. .

L BL:yers may de some |n-house

" repairs

2

Company reputa‘uon Is hurt it
qualll;y D‘I dlie prmduct Is: Iower -

Apprtaprlate forms of'] mnssage,
_ are different.

. Appropriate timing of promotions

I8 differefit.

"' Dealers resist being dorninated. by

2 $ingle supplier and.turn to-
rnulfiple sources and lines,”

+ Heavy use of the shared channel
erodes willingness. of other
(;hanneis*to carry or push the
firen's products.

. Ditferencesin orderirig cycles.-
disrupt ordet processing
econormies.




" geyelspmetit or oth.

. L rantipned
e ——— e

opporl unities 10-

nuild value or Sharing -

operating Oppo riipities:
Joinl procurement of purchased
inputs. : :

Shared rhanulaciuning amd assembly

{acilities.

pehinbound or outbourid "

“Shiar
erials handiing.

‘shipping and mat

. Stjared produci.énd proCESS
tethnologies of technology

Shared adn%inistrati(xé support . .
" activities. -

8

Wranagement C)ppo'rtur'ii‘l_:igs:'
Shared management kn
pperating skills, and-proprielary.

information.

ovi-how,

Jmproved inf

- -design-tim

- Wioie imnovative abilly;
seale of effertand ath

" More

pertential -

cormpetlitive Advantage | .

Lowil input cosls.
dinput quality.
improved sewice-Tromsuppliers.

il acLur&ngiés;emb]y‘G'p,sts-.,
acity, utllizall on.-because

d for one product’

h valley démand for

Lowey md
Betier cap
péak deman
correlates Wit
gther. .
Bigger scale’®
access 1o.better.

 pperation mproves
techriology and

 resulits:in betler qu'r:rlity; ’

Lower freight 2nd, handling costs:
Retier elively reliabiity. - -
Khote requent Heliveries: such-that
inventory costs are reduted.

Lower produict of process design '
cosis, oF both, begause of shorier -
asand-transters-of

rorn area 10 2rea.,

owing 1o -
raction.of bettér

Hnowledge !

RRD peisonnel:

Lower administrative and operating

" overhead:costs.

Efficient transier of @ distinclive
compelence—¢an £reae cos! 5avings
or enhince differentiation.- '
eflective managament as

y {ormulation,

tation, and
55 Jaclos,

concers Siraleg
sirptegy implemen
wnderstanding of key succe

.« inpul sourees

", + :Needs Tor frequen

Impedime pis 1o Achieving
Enhanged Value '

—_—

-

Inpun needs are dif feres] In 1erms
ol guality 1 other specifications.
jputs dre needed al different
plaril lazations, and centralized
purchasirigis riot responsive 1p
saparate nieeds of egach plant.

[

+

"Highef changgover Costs in-
shifting-from- ene preduct te.

. anothers o
High-cost special 160ling o

1

pquipment ts- required 1o
accopnmodatle_'QUaﬁty ditterences
- c;:r-.clesign differéhces. ’ '

~

. Input 50 or plait loca‘:i‘gns,_
sor both, aré in different - '
. .gengraphic areas. '

-1 o and-reliability’
"~ of inboundie utbound delivery )
difter among the business units. -

- Terhnologies. are the same, but:-
" the-applications in differerd
; :bugimeaswiits‘-aFe--diﬁemmi
- enough 1o prevent much sharing
‘of real value. : )

-+ Support sctivities are.11et 3 large-
propi;rtion.o-'f Cosl, and sharing
“has fittle cost impacl, (and virtually

aodifieréntiation impact).

"\ agtualtransfel of Knovs=kow
costly.or stretches the ey sKill
rsonnel oo thinly, of both.

per
+. Increased risks that proprietary

information vilt leak oul.
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Appraising VW’s resources and capabilities

RESOURCES
R1. Finance

R2. Technology

R3. Plant and
equiprnent
R4. Location

R5. Distribution
(dealership
network)

R6. Brands

CAPABILITIES
C1. Product
development

C2. Purchasing

(3. Engineering
C4. Manufacturing

C5. Financial
management

C6. R&D

C7. Marketing
and sales

C8. Government
relations

9. Strategic
management

Importance’

VW's
relative
strength

Comments

A— credit rating is above average for the industry, but free
cash flow remains negative

Despite technical strengths, VW is not a leader in automotive
technology

Has invested heavily in upgrading plants

Plants in key low-cost, growth markets (China, Mexico,
Brazil), but German manufacturing base is very high cost

Geographically extensive distribution with special strength in
emerging markets. Historically weak position within the US

VW, Audi, Bentley, and Bugatti are strong brands, but
together with Skoda and Seat, VW's brand portfolio lacks
coherence and clear market positioning

Traditionally weak at VW, with few big hits: Beetle
{introduced 1938), Golf (1974), Passat (1974), Vanagon
(1979). Despite major upgrading, product development stili
weak compared to industry leaders

Traditionally weak — strengthened by senior hires from Opel
and elsewhere

The core technical strength of VW

VW is a high-cost producer with below average quality

Has traditionally lacked a strong financial orientation

Despite several technical strengths, VW is not a leader in
automotive innovation

Despite traditional weakness in recognizing and meeting
customer needs in different national markets, VW has
increased its sensitivity to the market, improved brand
management, and managed its advertising and promotion
with increasing dexterity

Important in emerging markets

Effective restructuring and cost cutting, but lack of
consistency and consensus at top management level

1 Both scales range from 1 to 10 (1 = very fow, 10 = very high).
7 VW's respurces and capabilities are compared against those of GM, Ford, Toyota, DaimlerChrysler, Nissan, Honda, Fiat,

and PSA, where 5 represents parity. The ratings are based on the author's subjective judgment.



Appraising VW’s resources and capabilities (hypothetical)

10

Superfluous Strengths

Relative Strength
Ul

1 Zone of Irrelevance

Key Strengths

< o

Key Weaknesses

5
Strategic Importance

10




Using the value chain in cost analysis: an automobile manufacturer

SEQUENCE OF ANALYSIS

1. IDENTIFY ACTIVITIES

Establish the basic framework of the value
chain by identifying the principal activities
of the firm.

2. ALLOCATE TOTAL COSTS

For a first-stage analysis, a rough estimate  §
of the breakdown of total cost by aciivity is
sufficient to indicate which activities offer
the greatest scope for cost reductions.

3. IDENTIEY COST DRIVERS
(See diagram)

- 4. IDENTIFY LINKAGES .
Examples include:
1. Consolidating purchase orders to
increase discounts increases inventories.
2. High-quality parts and materials reduce
costs of defects at later stages.
3. Reducing manufacturing defects cuts
warranty costs.
4, Designing different models around
common components and platforms
reduces manufacturing costs,

5. MAKE RECOMMENDATICNS FOR
COST REDUCTION

For example:

Purchasing: Concentrate purchases on
fewer suppiiers to maximize purchasing
econornies. Institute just-in-time
camponent supply to reduce inventories.

R&DfDesigni/Engineering: Reduce
frequency of model changes. Reduce
number of different models (e.g., single
range of global madels). Design for
commeonality of components and platforms. §

Component manufacture: Exploit
economies of scale through concentrating
production of each component on fewer
plants. Qutsource wherever scale of
production or run lengths are suboptimal
ar where outside suppliers have technology
advantages. For labor-intensive
components (e.g., seats, dashboards,
trim), relocate production in low-wage
countries. Improve capacity utilization
through plant rationalization or supplying
components to other manufacturers.

T G S S S P TTRTRe-

VALUE CHAIN COST DRIVERS
Prices of brought-in
SUPPLIES OF components depend upon:
COMPONENTS Order sizes
AND Total value of purchases
MATERIALS over time per supplier
Location of suppliers
Relative bargaining power i
PURCHASING Extent of cooperation K
AR L P e
Size of R&D commitment
INVENTORY Productivity of R&D/design
HOLDING Nurber and frequency of

new models
Sales per model

bieG o AT A

R&D/DESIGN/

ENGINEERING Scale of plant for each
type of component
Vintage of the process
COMPONENT technology used
MANUFACTURE Location of plants
Run length per component
Level of capacity utilization
ASSEMBLY
Scale of plants
Number of models per plant
Degree of automation
TESTING/ Level of wages
QUALITY Employee commitment
CONTROL and flexibility
INVENTORIES
OF FINAL Level of quality targets
GOODS Frequency of defacts
T A AT b e e A S TR
SALES AND Cyclicality and unpredictability §
MARKETING of sales E
Flexibility and responsiveness
of production
Customers' willingness to wait
DISTRIBUTION T eyt
Number of dealers
Sales per dealer
DEALER AND & Desired level of dealer support
CUSTOMER b= Frequency and seriousness
SUPPORT E of defects requiring
warranty repairs or racalls

P Tt e e U b



The drivers of cost advantage

® Technical input—output relatibnships
o-Indivisibilities I
% Specialization

iy DR e T TS S EPPT Y

OF SCALE

RIS [ G e A S

& Increased individual skills )
® Improved organizational routines

B gl Lot 2 R s

] ® Process innovation
PRODUCTION TECHNIQUES L————-——)— ® Re
" = Standardization of designs and components .
PRODUCT DESIGN Er—— . :
R @ Design for manufacture
@ Location advantages ]
INPUT COSTS 3 ) @ Ownership of low-cost inputs 3
i « Nonunion labor
@ Bargaining power

CAPACITY UTILIZATION I & Ratio of fixed to variable costs
y SE— ] & Fast and flexible capacity adjustment
T R el LA A
‘ & Qrganizational slack/X-inefficiency
RESIDUAL EFFICIENCY fr—-———b- @ Motivation and organizational cuiture
i i L L ' & Managerial effectiveness
uaineal bR Ll s : AT EETS




Strengths, weaknesses

y @

opportunities and thregts :
(SWOT) analysis E
By Tony Jacobs, Jill Shepherd and Gerry Johnson %H

Editors’ introductiori

Strengths, -Weaknesses, Opportunities and Threats (Swor) analysi
become a popular analytical tool uséd by managers and students. It hT
metrits of being straightforward to employ. However, there are_probler
sociated with it, not least in its subjectivity and in drawing out any i1y
tions from the exercise. In Exploring Corporate Strategy the technique i
at the end of Chapter 4 to show how the impact of issues identified.in Che
3.and 4 can he considered together and in terms of thieir impact on each |
This is the departure point forthis chapter which goes on to show how ¢
“analysis can be used more specifically both for the analysis of strategic i
and the evaluation of strategies./The chapter argues that'SWOT analysi
be undertaken more rigorously and provide more direct links to applicati
employing scoring mechanisms which, while often subjectively based, re
managers to- discuss and debate the grounds for such scoring. The ch
uses a worked example from the pharmaceutical industry to show the 3
cation of the techniques it develops and, this respect, can usefully be re;

conjunction with the case study on the pharmaceutical industry in Explc
Corporate Strategy.

8.1 Introduction

SWOT analysis is a popular tool used‘,by manager

$ 88 .an organis
framework for intuitive mformation and ag 4 means of summaris

and integrating' more formal analyses about the external -operat
environment. and an organisation’s current resources and
However, care has.fo.ba take

i sereralnatentialipitfallaeo

of WHIEH CA I e A pp et ther frameworks and tools of inaly

il st
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A SWOT analysis can result in long lists of observations which provide
little overall insight or clarity about required action. This chapter sug-
gests ways of avoiding this.

There are no formal mechanisms to ensure that managers- challenge
their own frames of reference or their organisation’s paradigm; indeed
SWOT can be used by managers to ‘ride their own hobby-horses’.
However, if such a challenge can be achieved, this is where useful analy-
sis fests, and this chapter suggests waysin which this-can be done.

A further danger-is that managers might conceive of strengths and
weaknesses in terms of the strategy they aim to implement rather
than that which currently exists. In this sense it is important that the
strengths and weaknesses are considered in terms of current realised
strategy rather than just future intended strategy.

There is also evidence that there is a tendency for managers to see
environmental changes ag threats rather than opportunities. Such.
negative perceptions of change may hinder-the identification of oppor-

- tunities. Again this chapter suggests ways of overcoming this.

. SWOT stands for strengths, weaknesses, opportunities and
threats; the ‘strengths and weaknesses are statements of the internal
capabilities .of an organisation. A strength, therefore, would be an
internal resource which would enable an organisation to deal effec-
tively with its business environment — for example, close and good
links with customers. An internal weakness would leave opportunities
poorly accounted for, or not addressed at-all, For example, a weak dis-
tribution system might hinder sales of a popular and fast-moving

Opportunities and threats exist outside of the organisation in
many different areas; examples might include competitor moves, gov-
ernment legislation, technological advances and changing customer
needs. Typically the environmental opportunities and threats pre-
sented in a market are the same for all competitors; the issue that will
vary will be their ability to capitalise on them.

The aim of SWOT analysis is to match likely external environ-
mental changes with internal capabilities, to test these out and chal-
lenge how an organisation éan capitalise on new opportunities, or
defend itself against future threats, The- exércise, therefore, seeks to
challenge the robustness of an organisation’s’ current strategy and

highlight' areas that might need to change in order. to sug];gj{;_'_g;mﬂ;,_,;ﬁm,
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224 Analysis:and evaluation in strategic ‘m&nayement

8.2 Steps in SWOT analysis

8.2.1

B T e

" sources and mix of activities, The tdols available for

Co- PR L 5 3 v » e s Sl Ui el ke ek,
Weaknosses dre rolated to.fhe -available resourcesHhE ot pats

ok

There is no one ‘right way’ of undertaking SWOT analyg
approach taken. here is to apply the idea of identifying s

weaknesses, opportunities and threats to contribute to s’trateg}
sis and strategy evaluation. The chapter uses worked exa

Corporate Strategy (4th edition). It is not the role of this chy
repeat these techniques, but their relevance and applicatio
steps which follow can be illustrated with reference to a pharmi
cal company., : :

Opportunities and threats

A pharmaceutical company employing frameworks such as PR 3
Five Forceg analysis in the late 19908 would be likely to idens
number of key changes in its environment:

Increasing globalisation of the industry

Entrance of new technologies such ags biotechnology and genetic
Healthcare rationing as governments find themselves unable t
increasing costs of healtheare .

A more complex and sophisticated customer base. In the ,
example, regional health authorities (RHAs) are now custome
well ag general practitioners (GPs). Additionally, GPs are now akb (=
manage their own funds and can retain up to 50 per cent of mo]
saved from their annual budgets

Threat of new diseases and antibiotic-resistant strains of illnesses..

TN,

Strengths and Weaknesses

Simﬂaﬂy, the.A:r"esc.)urce profile and competences — the st_rategig: :

bility — of an. or_gaﬁisé.tion can be assessed. 'The internal strengt.

A R iR 2 bl o rpn -
€ organisation in undertaking its activities and the

balance of itgg
this are detai
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-rent strengths will reniain as strengths -as the environment 'éﬁ'gh'éesj oo
‘but thisiig not.necessarily so. For example, inanagers might viéw their

in Chapter 4 of Exploring Corporate Strategy (4th edition) and notably
in Figure 4.1 of that chapter.

Again, using the pharmaceutica] industry as an example, analy-
ses of the current capabilities of Company A, an established player -
predominantly of the European market, identified the following
strengths and weaknesses:

Strengths

large and effective salesforce targeted at GPs
leading edge-research facilities .
global recognition of Company A’s leading product
good current and historic profit margins.

Weaknesses

no current competences in biotechnology/genetics
no imminent product launches

lack of global coordination of research activities
over-reliance onleading product. '

While SWOT analysis itself will not identify such key factors, it does
require that they be identified. In this way it can promote thoughtful
analytical questioning and the integration of findings which emerge
from this,

. Y
Challenging managers’ mindsets
Of course, the labelling of strengths, weaknesses, opportunities and

- threats can, itself, give rise fo problems. For example, typically man-

agers tend to view environmental changes as threats. SWOT can be a -
useful tool to challenge managers’ mindsets in this regard by switch-
ing the labelling of environmental influences from threats to oppor-
tunities; in a sense, this is just being able to see external change from
different angles.

In our example from the pharmaceutical industry, healthcare
rationing was labelled as a threat. However, the development of an
innovative new drug, perhaps through the use of biotechnology — the
advent of which was also labelled as a threat — could create an oppor-
tunity if it decreased overall healthcare expense by reducing the
number of costly operations-performed or the time patients spent in
intensive care hospital wards. ' '

Similarly, managers might assume that-their organisation’s cur- -

organisation’s brand name as a strength. However, if the organisation
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is trying to increase sales from 6utside its fraditional «
the image conjured up by the brand may be a weakne
from the new market segment.

}I ' 8.3 A basic SWOT analysis

Asséssing the impact of environmental changes on' ¥ ‘.
] strengths and weaknesses of an- organisation can help
understand the changing énvironment in such g way t
them to identify opportunities, or to recognise threa
especially important — the key issues. This is how SWOY
uséd at the end of Chapter 4 in Exploring Corporate 8
; edition). It is used here as a basis of showing how such a
can be further extended both for analytic and evaluative P
The identified strengths, weaknesses, opportunities- g
are collated into a matrix. A scoring mechanism ig also ustd
to provide clarity to the analysis and as a means of gettin
to assess:

the environmental changes that are most critical
¢ the internal strengths that will remain as strengths or beco

nesses in the changing environment ;
* the internal element that is most influenced by each extern

In our example of the pharmaceutical industry, it might ag
shown in Table 8.1. The scoring system employed is very s
forward: ) ‘-
* A positive (+) score denotes-that a strength that a company pos
would help it take advantage of, or counteract, a problem arisin
an environmentdl change or a weakness that would be offset
environmental change C
* A negative (—) score denotes that a strength would be reduced b3
environmental change or a weakness would prevent the organi
from overcoming the problems associated with an environma
change or be accentuated by the change §
* A zero (0) score indicates that current strength or weakness would's

be affected by an environmental change,

Scoring can be a lengthy process, because any matrix of average

will not only generate a large number of impacts to be considered,

will also highlight differences ini opinions between managers. .

.Using "our pharmaceutical company (and Table 8.1) as

example, analysis of the company’s existing. strengths shows that, 4

s .. 'majority’have rémained as strengths and will help.the cqmpany reg
b b it 5 bhe dnvironmieltal ¢ aﬁgeswﬂcﬁtve%er%h%ﬁ‘g“r’éesa e o

. viental chal oW e, currently
' targeted at the GPs; is likely to lose its effectiveness as.regional healti
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Table 8.1

13

Impact analysis for Company A

ntal change increasing Entrance of Health RHAS now Newd'isgases and + -

globalisation new care , customersas resistance

ofindustry  technology rationing wellasGPs  to antibiotics

nd effective GP
sforce 0 +1 +1 —3 0 +2 -3
g edge research :
+1 +2 —1 0 +2 +5 —1
il recognition of
ding product +2 +1 +1 - 41 0 +5 0
S0d profit margins 0 +1 +1 +1 +1 +4 o
Neaknesses
{o current competences
* in biotechnology or
. genetics -1 -3 -1 o -2 0 ~7
lo imminent product _
launches -2 ~2 —1 -1 —1 0 ~7
lo global coordination
of-research activities -2 —2 o 0 -2 0 ~6
iver-reliance on leading
product 0 ~1 -1 0 0 0 —2
nviranmental impact )
scores +3 +5 +3 4o ' +3

-5 -8 . -y —4 =5

authorities begin to influence healthcare spending. Fundholding
status for GPs will also have the effect of making them more cost con-
seious and, more importantly, less brand loyal. Thus, what had been a
major strength historically can now be seen as less of a strength, even
inappropriate, to the changed environment.

Company A’s weaknesses have remained as weaknesses, In par-
ticular, Table 8.1 suggests that not only is the company’s R&D
department not ‘coming up with the goods’ in terms of new products,
but the company is not taking advantage of the global brand recog-
nition of their leading product by capitalising on this to generate sales
of their other products.

An overall indication of the company’s position, given- the

'chan-ges it faces, is shown by the ‘environmental impact score’ at the

foot of the table, in these terms the future does not look very good, with

-an‘aggregated negative scoreragainst each of the likely envirorimental,

- changes. This suggests that existing strengths dre likelj'to be offset by

existing weaknesses unless action is taken.
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0 8.4 Competitor analysis '
i Assessing the impact of environmental change ofi: g}
ég i strengths and weaknesses can be augmented by ansl
ii ‘ , environmental changes might affect its competitors. ';
Iég This assessment can in practice be difficult, not. only
E’j g ‘Table 8.2 Impact analysis for Company A and major competitors
't' 4 - o ™ - - - . . -
f\lf' _increasing Entrance of Health RHAs now- New diseasss!
W globalisation  riew technology  care customersas  and resistaygl
;: of industry ~ rationing wellas GPs to antiblotfcg
Wi — A %
- CompanyA  —2 -3 -1 -2 —2
. No global No current Little Salesforce Cutrent
: : coordination  competencesin  experience  still research
\ of research this field in USA intetfacing directed
: but leading. where only with GPs  towards
I product has rationing is traditional
i global alréady in diseases
£ recognition place
' Competitor W —2 +5 -4 —4 +5 '
No Leading No No All research
commercial competences experience expeatience; in new
products; and intellectual  in sales; would need to therapeutic
; currently-a property drugs in be able to areas
?'i.g research development justify high
v Institution likely tobe  pricesto
, ' costly practitioners
1 Competitor X +2 +3 . +2 4+3 +1
i Very large Established Strong Experience Promising
; American- network of health with products in
: owned global alliances with economics purchasing development
company biotech department  organisations but yet to
companies in US taunch any
Competitor Y ~—5 -3 +2 -1 +2
European firm Poor research Experience  Qwn market Promising
with small facilities with gained still GP based: drug in co-
percentage of no investment through no experience  development
sales outside  in emerging facing tough with dealing  with multi-
home market technologies; cost- with RHAs or  national
no financial confainment  equivalent 5
ability to redress  measures in &
‘ this own country 4
CompetitorZ  +1 -2 1 . +2 o +3 - +5
- - Company hias  All current  Marketing Salesforce | Reputation
over-the- . research using = OTC _ work as team, - for investing -
counter (OTC}  fraditional , ~ products—a. interfacing.. indifficult- . .
line with technélogies .. useful . With decision- . to-treat

{paed AR

5

b

(o elobalione - sifsheret
randing -

ompetence sismaking uhitssstharapelitie- i
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the difficulties of obtaining enough jriformation to make reasoned
judgements, but also because the boundaries of an industry can be un-
clear and are not likely to provide any precise delineation of competi-
tion especially if, as in the case of the pharmaceutical industry,.the
industry is becoming increasingly global. However, despite the diffi-
culties, attempting to understand how the competition maybe affected
by environmental change, and how they might be able to capitalise on
their own strengths or be restrained by their weaknesses, can be
useful to an erganisation in developing and pursuing its own strategy.

In our example of the pharmaceutical industry, analysis of
Company A’s competitors might appear as shown in Table 8.2.
Company A’s scores, taken from Table 8.1, have been aggregated to
allow a comparison with its competitors.

This ahalysis suggests that Company A, with an overall impact
score of —10, is in a poor position, when compared to its major com-
petitors, to take advantage of the changing environment. Competitor
X is'well positioned with: positive scores against all the envirohmental
changes and ‘an overall score of +11. Competitor Z, with its score of
+5, is in a relatively good position but its only negative score (~2) is

against the environmental change identified as having the greatest .

impact: the entrance of new technologies, Competitor Y is in a weak
position (—5); scoring badly in terms of the predicted globalisation of
the industry and new technology and Competitor W's overall position
is neutral (0); its weaknesses prevent it from capitalising on its
strengths in biotechnology and new disease research.

Suitability analysis |

So far this chapter has shown how SWOT analysis can be used to con-
tribute to sirategic analysis. However, it can be taken further to help
inform the evaluation of strategies by providing a basis for screening
options rather like the ranking technique described in Section 8.2.2 of
Exploring €orporate Strategy, This is now explained and again illus-
trated with reference to the pharmaceutical company.

The analyses shown in Sections 8.3 and 8.4 above should help
managers to generate some strategic options which match organis-
ational capabilities with likely environmental changes; and address
competitive strengths and weaknesses. For example, strategies might
include moving into new product areas or new markets, vertical inte-
gration, company acquisition and so on; these, and other options, are

* detailed in Chapter 7 of Exploring Corporate Strategy (4th edition).

"A matrix can be constructed to show the strategic options set

against, in this case; both environmental changes.and:strengths and -
' weaknégses, Systematically managers should discuss the likelyimpact

o N v . : <oy ofaEa] 3y Ty sk, H .
of each environmental change’ 'oxi thé alternative strategies, scoring
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Table 8.3 .5 uitability of Strategic options for Company A

Weaknesses

Extérhal changes ' Streﬁgth's

Strategle Increasfhg Entrance of Health ~ RHAs - Hew *  largeand Leading Global  Good  Ng current No. Noglobal Oyerr
optlons  globailsatlon new care-  fow diseases” effeciive edge  recognltion profit  competances immlnenit co. relfance o

oflndust_(y technology ratloning ciistomers and GP sales tesearch of leading marging Jn hlo- roduct  ordination leading

aswellas. resistance force  facllitis product technalogy or raunchgs of research praduct
+ GPs to genetles actlvitles
antiblotlcs

Strategy
A* +1 +3 +1 o +1 0 41 +1 0 +2 —1 =3 41
Strategy ) .
BY +3- +1 +1 o +1 0 1 42 3y —1 +1 =3 41
Strategy ’
ct’ 0 +3 +1 0 - +2 0 +2 0 +1 -2 +3 -1 42
Strategy
D§ 0 -1 +3 +3 -3 o +1 +1 2 ] o a —1

* Strategy A: l-'_cifm.allla:i'ces' with bfotééh_nulégy companles (to broaden product base)
T Strategy B: Enhants glabal coordination of-research activities -
% Strgtegy C: Develep ovin biutechnn[ggy capability :

§ Stratégy'b':'Cnnsqlidate_ﬂmprove on past strengths and redyce costs

the positive and negative impacts, By aggregating the scoreg '
organisation will be able to see:

strengths and overcome weaknesses and which will not; e
* which strategy, in relation to others, is therefore likely to offer the 5il}
way forward.,

- In the example of the pharmaceutical industry, Company A might p
duce the matrix shown in Table 838.

Strategy D, one of consolidation argund past strengths, m
appear attractive, as it requires no great change in terms of strats
or organisatiomal culture, It does go some way towards helping 1]
company address a more cost-conscious environment byt does nothir

short term it app_ear"s to be a strategy which could be helpful; in f:h‘_ :
long term it is unlikely to be especially beneficial, i
Strategies A and B give similar overal] scores. Alliances Would_

possibly give rapid access to new technologies and new products to:
help re-supply the company’s product pipeline, If managed well, that

ok&&aggm‘ggp;ﬁm&pcbmmessdfiscalé"-ﬂ_‘
: _

.. .. turing Of‘l.‘eﬁé'al’lchfiﬁf?‘{%gﬁ id 4
. L el L e Bt g ey 2 A 3 2 ; :
..“-ﬁés}-m;ww ARt IV estra et AR LT BG Y AT be realised in terms of - - . ;‘"ﬂ
i
i

Ry o tages, there also appear to be some problems..Strategy B, the résﬁ_'_ué.,
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coordinatirig access and use of expensive high-tech equipment (e.g.

robotics) which must be applied across research areas to be economi-

cally viable

* increasing the sharing of knowledge and capital across the research -
function and between research and other functions

* ensuring that contacts with academia and opinion leaders are better

managed across the world,

Moreover, it does appear to address some of the key external changes
taking place in the industry, The problem is, of course, that the
company has no track record in biotechnology or global coordination of
research. '

Strategy C could conceivably combine the benefits of A and B.
a7 New blood, and therefore new skills and experience, would need to be
brought into the company to enhance internal resources. In time the
salesforce would be presented with innovative products that might -
themselves reduce spending on certain diseases. In addition, current
strengths would be built on to some extent; though again there is a
question mark over the company’s past capabilities in this field.
However, this appears to be the most attractive strategy.

8.5.2 Weighted suitability analysis
The susceptibility of each strategy to environmental change can also
be tested by questioning the relative importance of each environmen-
tal change or the matrix and weighting them accordingly. The aggre-
gate scores from this process may very well change the attractiveness
or appropriateness of the alternative strategies. For example, if the
managers felt that incréasing globalisation was the most significant
external change likely to face the industry in the next few years, then,
arguably, it would affect at least three of the columns in the suitabil-
ity analysis. This is reflected in Table 8.4, where the scores for these
three columns have been given additional weightings, thus affecting
the aggregate scores. There is little effect on the evaluation of strategy
D but the effects on strategy A, and to some extent B, are clear.
Strategy A and particularly B address the globalisation issue and,
arguably, might build on the existing global reputation of the leading
product, but the concern is whether the organisation has the experi-
ence and capabilities to manage on a global scale,
Of course, in fact, the real benefit of this approach is to facilitate
management debate in the evaluation. Managers have to discuss what
is most important and ‘what is not; and what the effects could. be. In
the case of this company it would, for example, be likely to focus dis- ,
_ cussion on the. capacity of the organisation to manage on a ‘global.« - - -
C U™ Basis, T might dlso fai{s{é-qggggiénlg about reliance 6na single gtrategy. . -
s s Pérhaps'the pursuit of both strategies B and C might make sense. '
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Table 8.4 Suitabflig‘y_ of strategic bptions' for Company A - weighted analysis -

External changes Strengths Weaknesses
ateglc  Increasing  Entranceof Health RHAS." New  large and Leading Global ~ Good Nocurrent  No  No global Gve
Tons  globallsation new care ROW diseases effactive edgs recagnition proflt  competences imminent ¢o- el
ofIndustry  technology rationing customers and GPsales research af leading margins i blo- roduct  ordination lead}it- -
aswellas reslstance force  facllitfes praduct technology or Eaunches of research produgt:~
‘GPs i genaties activitles
antiblatfcs ’
X3 X2 . X3
ategy
+3 +3 +1 0 +1 o +1 +2 o +2 -1 -9
ategy
+g +1 +1 o +1 0 +1 +4 +1 -1 +1 -9
ategy .
0 +3 +1 o +2 o +2 0 +1 -2 +3 ~3
itegy o
o ~1 +3  +3 -3 0 41 +2 42 o 0 )

tratagy A: Form alliances with bfotechﬁdlugy companles (to broaden product base) '
trategy B: Enhance global coordination of research agtivities
trategy C: Davelop owh blotechnology capability

trategy D: Consolidate/improve on past strengths and reduce costs

8.6 Sensitivity analysis

In some circumstances environmental change might be relatively
dictable. Other environmental changes are more difficult to predid
be confident about and, as suggested in Section 8.3.1 of Explow
Corporate Strategy, it can therefore be useful to test-and challerige
assumptions underlying an organisation’s strategic alternati £
through sensitivity testing. The results of this miight affect the accd
ability of the various strategic options. g
In the pharmag_eutical_,industry Company A had placed a gt
deal of emphasis on the likely development of new technologies gi
rise to new treatments, especially through the advent of biotechnolo;

Other industry observers have suggested that this expectation may-by
misplaced. Let us assume that it was. This can be tested by removiit
all the factors specifically concerned. At its most extreme, this migh
suggest taking two of the strategies (A and C) and at least two of thi
factors (entrance of new technology and competences in biotechnology:

management) out of the evaluation. Table 8.5 show the resulting
evaluation.

.Here the evaluation of strategies B and D show that there ig little
to choose between them in terms of scores. It does nevertlieless show
‘that, in making their choice, the managers might need to consider ver§i
seriously . whether the real issue is increasing globalisation (which
_ would suggest-the:choice of strategy B) or fhe_re'strqcﬁurin%‘q.pd_f_ i
T consciousriess of,_,;tigg;;iggi-gsﬁryg(whit:hafvvbulau-ﬁ%&&%ﬁ"ﬂ%-'"]f)_,)‘f“‘*
s R %‘%%%”éﬁ'?s can of course bé repeated for the othér environmen-
tal changes, For example, Company A identified that the industry in
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Table 8.5  Suitability of alternative strategies for Company A

- Environmental change Aggregale
scores
Health RHAs ilew large and leading +Global Good No Noglobal Over
globalisation care now diseases effective  edge recognltion profit  imminent co- rellance on

rationing customers and GPsales  research ofleadiig margins Fmduct ordination leadlng

aswellas resistance force facilitles product- aunches ofresearch product

GPs to . activitles

antibiotics
+ —

+1 o +1 0 +1 +2 +1 +1 -3 +1 +11 —3
+3 +3 -3 0 +1 +1 +2 o 0 -1 +10 —4

# Sttategy-B: Enhance global caordinatlon of research activities
it str%tegy D: Consolidate/tmprove en past strengths and reduce costs

which it operates was becoming increasingly global: how sensitive ére
the various strategic options to this? What would the effect be if glob- -
alisation did not occur or came ahout over a much longer timescale
than was initially envisaged? : :

Summary

SWOT analysis is a popular and well-known framework which is best
used by managers with an understanding and knowledge of the day-
to-day aspects of an organisation. It can be used either as an organis-
ing framework for intuitive information or.as part of a more formal
process of analysis. ’ ' ‘

This chapter concentrates on the latter — the more formal process
of analysis — and challenges readers to use the SWOT framework in &
more constructive and effective way than is often the case, by utilising
the basic idea of SWOT analysis in conjunction with other approaches
to strategic analysis and strategy evaluation intreduced and discussed
in Exploring Corporate Strategy (4th edition). This approach enhances
the benefits of the framework, in particular by:

thinking through when future changes might occur and the resultant
opportunity or threat

challenging managers’ mindsets about when an environmental change
18 an opportunity or a threat

matching external changes with internal repercussions, and attempt-
ing to gauge the size of the internal impact and identify key priorities
for strategic attention - _
‘providing a format for thinking about competitive ‘positioning - by
comparing the impact of ¢hanges on the-organisation with that ‘on |
MC,UmP,eFitOrS.- opthlkE o :Fl}ﬂ?.ar;-' ..ﬂ'l'.' ' .d'.ﬂt'l'rﬁif?i‘ﬂ.?f'-z'"'ﬂﬁi’fff;.- .-'-*3’“.';"
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Any other related sites emphasizing your industry base.
a) Compare the VC for Industry and Your Company.
b) Establish V€ ﬁ:ndgrﬁentals: HORIZONTAL and VERTICAL.

c) Establish the network/system: International-National-local.




