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Lecture 5 — Selecting Business-Level
Strategies

1. How is the SWOT framework used for determining strategic issues
and strategies?

2. What is a strategic issue and how is it identified and expressed?

3. How to evaluate and develop the ability to identify strategic issues
and design appropriate courses of action.

4. Why is an examination of generic strategies valuable?
5. What are the four main generic strategies?

6. What is a best-cost strategy?
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* The previous three sessions have dealt with assessing organizational
performance, external analysis of the industry, and competitive
environments of a firm, and analyzing the internal environment of
an organization.

 What happens to all information that is obtained as a result of all
these evaluations?

 The SWOT framework helps to pull the most important information
into a format that can then be used in strategic management to
determine the strategic issue the firm needs to address and resolve
by consolidating a summary of the other analyses into one
framework.

 The SWOT framework is also helpful in the next phase of strategic
management, setting strategies.



Undergraduate Diploma in
Business Administration

e A strategic issue is the primary matter faced by an organization that must be
addressed for the organization to survive, excel, or achieve a major strategic
initiative.

* The strategic issue defines what the organization needs to address and resolve to
move the organization forward toward success by analyzing the data and

information from the internal and external assessments as presented in the
SWOT.

* Once the strategic issue is defined, strategies can be developed that address and

resolve the strategic issue and propel the organization toward accomplishing its
vision.

* This session discusses how basic business level strategies are developed.



Undergraduate Diploma in
Business Administration

SWOT Framework

Crflless master Bruce Pandolfini has noted the similarities between business and
chess.

In both arenas, you must understand your own abilities as well as your flaws. You
must also know your opponents, try to anticipate their moves, and deal with
considerable uncertainty.

A very popular management tool that incorporates the idea of understanding the
elements internal and external to the firm is SWOT (strengths, weaknesses,
opportunities, and threats) analysis.

Strengths and weaknesses are assessed by examining the firm, while opportunities
and threats refer to external events and trends. These ideas can be applied to
individuals too.

Here are examples of each element of SWOT analysis for organizations and for
individuals who are seeking employment.
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SWOT point - Strengths

* Organizational Examples

* Having high levels of cash flow gives firms discretion to purchase new
equipment if they wish to.

* Individual Examples

e Strong technical and language skills, as well as previous work
experience, can help individuals rise above the competition.
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SWOT point - Weaknesses

* Organizational Examples

* Dubious leadership and CEO scandals have plagued some
corporations in recent years.

* Individual Examples

* Poor communication skills keep many job seekers from being hired
into sales and supervisory positions.
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SWOT point - Opportunities

* Organizational Examples

* The high cost of gasoline creates opportunities for substitute products
based on alternative energy sources.

* Individual Examples

* In various countries it is increasingly services based, suggesting that
individuals can enjoy more opportunities in service firms.
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SWOT point — Threats

* Organizational Examples

* Concerns about worldwide pollution are a threat to petroleum-based
products.

* Individual Examples

* A tight job market poses challenges to new graduates.
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* Porter’s Five Forces analysis examines the situation faced by the
competitors in an industry.

* Strategic groups analysis narrows the focus by centering on subsets of
these competitors whose strategies are similar.

 SWOT analysis takes an even narrower focus by centering on an individual
firm.

 Specifically, SWOT analysis is a tool that considers a firm’s strengths and
weaknesses along with the opportunities and threats that exist in the firgags
environment

v.adwestian
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Executives using SWOT analysis compare these internal and external factors
to generate ideas about how their firm might become more successful.

In general, it is wise to focus on ideas that allow a firm to leverage its
strengths, steer clear of or resolve its weaknesses, capitalize on
opportunities, and protect itself against threats.

For example, untapped overseas markets have presented potentially
lucrative opportunities to Subway and other restaurant chains such as
McDonald’s and KFC.

Meanwhile, Subway’s strengths include a well-established brand name and
a simple business format that can easily be adapted to other cultures.

In considering the opportunities offered by overseas markets and Subway’s
strengths, it is not surprising that entering and expanding in different
countries has been a key element of Subway’s strategy in recent years.
Indeed, Subway in 2020 had operations in 111 nations.
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* The SWOT framework is developed by synthesizing the information
developed from the external, competitive, and internal assessments.

* The most important information from these assessments is pulled
into the SWOT framework.

* Once complete, the SWOT is helpful in determining the strategic issue
facing the organization.

 SWOT is also beneficial in developing the strategies for the firm.
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 SWOT analysis is helpful to executives, and it is used within most usiness administration

organizations.

* Important cautions need to be offered about SWOT analysis, however.

* First, in laying out each of the four elements of SWOT, internal and external
factors should not be confused with each other.

* |tis important not to list strengths as opportunities, for example, if
executives are to succeed at matching internal and external concerns during
the idea generation process.

* Internal environment assessment tools such as VRIO and Value Chain
Analysis can lead to organizational strengths and weaknesses.

* Using external environment analysis tools like PESTEL and Porter’s Five
Forces help to determine opportunities and threats. Second, opportunities
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* In the case of Subway, it would be a mistake to list “entering new
countries” as an opportunity.

* Instead, untapped markets are the opportunity presented to Subway, and
entering those markets is a way for Subway to exploit the opportunity.

* Finally, and perhaps most important, the results of SWOT analysis should
not be overemphasized.

 SWOT analysis is a relatively simple tool for understanding a firm’s
situation.
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* As a result, SWOT is best viewed as a brainstorming technique for
generating creative ideas, not as a rigorous method for selecting strategies.

* Thus the ideas produced by SWOT analysis offer a starting point for
executives’ efforts to craft strategies for their organization, not an ending
point.

 The SWOT framework is also very helpful in determining the strategic issue
facing the firm that will need to be addressed and resolved through
strategies that are developed.
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SWOT Analysis for Subway in 2020

e Strengths
Healthy menu options ¢ Economical pricing e Simple business format

* Opportunities
* Untapped international markets ¢ Movement to more healthy eating

 \Weaknesses

. fLimited menu items ¢ High employee turnover ¢ No hamburgers or french
ries

* Threats
* Competitors offering more options ¢ Long-term economic slow-down
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Section Video - Business strategy

 SWOT analysis [03:08]
* The video for this lesson discusses SWOT analysis.
* You can view this video here:



https://youtu.be/9-NWhwskTO4
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Key Takeaway

e Executives using SWOT analysis compare internal strengths and
weaknesses with external opportunities and threats to generate ideas
about how their firm might become more successful.

* |deas that allow a firm to leverage its strengths, mitigate or resolve its
weaknesses, capitalize on opportunities, and protect itself against
threats are particularly helpful.
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Exercise

* In addition to organizations, individuals can benefit from applying
SWOT analysis to their personal situation.

* What are your key strengths, and how might you build your own
personal strategies for success around them?
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Zara Case Study | SWOT and PESTLE
Analysis



https://www.youtube.com/watch?v=TtBTvg_QyCY
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Strategic Issue Identification

* So, what happens in strategic management once all the external and
internal analysis is done and the SWOT framework is complete?

* |s it time to start developing strategies? No, not yet.

* One more thing needs to happen: defining the strategic issue or
issues the firm needs to be sure to address.
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What is a strategic issue?

 First, it is an issue, something that needs to be addressed and
resolved.

e Second, it is strategic. It is a long-term issue whose resolution will
help move the organization toward its vision.

* Resolving the strategic issue will have a major impact on the direction
and success of the firm.

* The strategic issue is derived from the facts and data provided by the
Fxternal alr<\d internal analysis and its synthesis through the SWOT
ramework.

* The business decision makers do not define the strategic issue(s) at
the beginning of the strategic management process, through a hunch
or guess, but after the analysis is completed
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» Once defined, the strategic issue helps drive the strategies that the

organization develops and pursues.

e A strategic issue, when identified correctly and used effectively,
becomes the strategic focus of the organization.

* |n this process, more than one strategic issue may surface.

* Generally, decision makers will condense these into a single
statement, or deal with less important strategic issues when
establishing strategies or lower order goals.

* The word “issue” often connotes a negative situation that a firm may
be facing. For example, Southwest Airlines was faced with much
lower passenger volumes as a result of the COVID-19 pandemic that
started in 2020.
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* |deally, the strategic issue is reduced to one concise sentence, so that it is
easily captured and understood.

 Amplifying information may be provided to further explain the situation and
justify the choice of the strategic issue.

e Often, the strategic issue starts with the word how.

* In the Southwest Airlines example, the strategic issue could be: “How does
Southwest Airlines adjust to long-term, lower passenger volumes and remain
the preferred, low-cost leader in the industry?”

* For Subway, it may have been “How does Subway enter untapped
international markets? ”

* Once defined, these companies would develop strategies that move their
organization towards its vision, while addressing the strategic issue.
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The strategic issue will change over time, as the external, competitive and ~ Business Administration
internal dynamics change.

For organizations working through the strategic management process, defining
the strategic issue may not be simple.

The planning team members may interpret data differently or through the lens
of their own perspective.

The Chief Financial Officer (CFO?< may see the strategic issue in financial terms,
the marketing director as a marketing issue, and the human resources director
as an issue with manpower and training.

One process organizations can use to determine the strategic issue is for
planning team members to study the data from the analysis and each draft and
share their idea of the strategic issue.

The team then has a process to prioritize these, dropping some, combining
some, until they arrive at a consensus on the wording of the strategic issue.
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 Section Video Strategic Issues [01:57]

* The video for this lesson discusses Strategic Issues.

* You can view this video here:



https://youtu.be/Zj_dxbJpCqo

Undergraduate Diploma in
Business Administration

Key Takeaway

* It is important to define the strategic issue of an organization using
the information and data from the external and internal analysis and
the SWOT framework.

* The strategic issue sets the strategic focus for the development of
strategies.

* The strategies will address and attempt to resolve the strategic issue
and move the organization toward accomplishing its vision.
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Conclusion

In the analysis stage of the strategic management process, the final phase is to apply
the SWOT tramework to consolidate a “snapshot” of the internal and external
analysis conducted and identify the key strategic issue(s).

The SWOT pulls together the important information from the external and internal
analysis and the organizational performance assessment and displays it in an
organized framework.

The strengths and weaknesses are internal to the organization, and the
opportunities and threats are external to the firm. The information and data from
the assessments and SWOT are then used to formulate the strategic issue(s).

What needs to be addressed and resolved to move the organization forward toward
success and its vision?

Strategies are then developed that address the resolution of the strategic issue and
advance the organization, as discussed in the next section.
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Selecting Business-Level Strategies

1. Why is an examination of generic strategies valuable?
2. What are the four main generic strategies?
3. What is a best-cost strategy?

4. What does it mean to be “stuck in the middle”?
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* Within the strategic management framework, an organization must define
and continue to improve its generic, business-level strategy.

* A generic, business-level strategy is also called its generic competitive
strategy, because it defines how a firm competes head-to-head against
similar products and services in the marketplace.

* According to Michael Porter, a firm may pursue one of five
generic/competitive business-level strategies.

* These are broad cost leadership, broad differentiation, focused cost
leadership, focused differentiation, and best cost strategies.
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* An important point of distinction is that business level strategies are
viewed from the perspective of which consumer(s) are being
targeted.

* It may be tempting to view business-level strategies in terms of the
product lines, but the key point is to evaluate the business-level
based on to whom the strategy appeals.

* In this way, a firm can target a broad audience with a single or a few
products.



Undergraduate Diploma in
Business Administration

* There are two primary decisions in a generic business strategy.

* Will the intent of the strategy be on a broad or focused target
audience, and simultaneously, does the firm organize around a cost
or differentiation approach?

* If selecting a broad cost leadership or broad differentiation strategy,
the target market for the product or service is broad, meaning most
people who buy within that industry.

* A strategy of broad cost leadership offers the lowest price in the
market for that product or service. It appeals particularly to price
sensitive customers.

* |f the strat%Fy is focused, that target market is narrow, a niche
market, and not meant for most people in the industry.




Undergraduate Diploma in

Firms pursuing a broad differentiation strategy offer something unique that N el

differentiates their product or service from otY1ers.

Typically this uniqueness adds cost and value to the product or service, allowing
the company to charge more.

If the strategy is focused cost leadership, then the firm attempts to provide the
lowest cost to a narrow, niche target market.

Focused differentiation provides unique or differentiated products or services to
a narrow, niche target market.

Another business-level strategy is called best cost, where the firm attempts to
offer a hybrid of both lower cost and differentiated products or services,
combining the two basic strategies.

A firm pursuing this strategy must be careful to perform both strategies well, or
risk not performing either well, and therefore becoming “stuck in the middle,”
and losing customers to the competition.
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* Once a firm establishes its overall generic business-level strategy, the
strategic management process helps the firm to continuously improve
upon that strategy.

* The organizational performance, external, and internal assessments,
and the development of the strategic issue(s) through the SWOT
analysis are then used to plot strategies for the firm to achieve its
vision through its business-level strategy.
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Case study — =T
The Competition Takes Aim at Targh |

. -

* On January 13, 2011, Target Corporation announced its intentions to
operate clothing stores outside the United States for the first time.

* The plan called for Target to enter Canada by purchasing existing
leases from a Canadian retailer and then opening 100 to 150 stores
in 2013 and 2014 (Target, 2011).

* The chain already included more than 1,700 stores in forty-nine
states.

e Given the close physical and cultural ties between the United States
and Canada entering the Canadian market was a logical move for
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In addition to making its initial move beyond the United States, Target had several otherBusmess Seniptigtion

sources of pride.

The company claimed that 96% of American consumers recognized its signature logo,
surpassing the percentages enjoyed by famous brands such as Apple and Nike.

In 2020, Fortune magazine ranked Target twenty-second on its list of the “World’s Most
Admired Companies.”

But not all had been well with Target (Fortune, 2020). They pulled out of Canada in 2015
after just two years and S2 billion in losses. Concern also surrounded Target’s possible
vulnerability to competition within the retail industry (Peterson, 2015).

Since its creation in the early 1960s, Target executives had carved out a lucrative position for
the firm. Target offers relatively low prices on brand name consumer staples such as cleaning
supplies and paper products, but it also offers chic clothing and household goods.

This unique combination helps Target to appeal to fairly affluent customers. Perhaps the mos
tangible reflection of Target’s upscale position among large retailers is the tendency of some
customers to jokingly pronounce its name as if it were a French boutique: “Tar-zhay.”
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e Target’s lucrative position was far from guaranteed, however. Indeed, a variety of
competitors seemed to be taking aim at Target.

 Retail chains such as Kohl’s and Old Navy offered fashionable clothing at prices
similar to Target’s.

* Discounters like T.J. Maxx, Marshalls, and Ross offered designer clothing and chic
household goods for prices that often were lower than Target’s.

* Closeout stores such as Big Lots offered a limited selection of electronics,
apparel, and household goods but at deeply discounted prices.

* All these stores threatened to steal business from Target.
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e Walmart was perhaps Target S most worrisome competltor.

e After some struggles in the 2000s, the mammoth retailer’s
performance was strong enough that it ranked consistently above
Target on Fortune’s list of the “World’s Most Admired Companies”
(eighteenth vs. twenty-second in 2020). Walmart also was much
bigger than Target.

* The resulting economies of scale meant that Walmart could undercut
Target’s prices anytime it desired. Just such a scenario had unfolded
before.

e A few years ago, Walmart’s victory in a price war over Kmart led the
latter into bankruptcy
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* One important difference between Kmart and Target is that Target is
viewed by consumers as offering relatively high-quality goods. But
this difference might not protect Target.

e Although Walmart’s products tended to lack the chic appeal of
Target’s, Walmart had begun offering better products during the
recession of the late 2000s in an effort to expand its customer base.

* |f Walmart executives chose to match Target’s quality while charging
lower prices, Target could find itself without a unique appeal for
customers.

e As 2020 continued, a big question loomed: could Target maintain its
unigue appeal to customers or would the competitive arrows
launched by Walmart and others force Target’s executives to quiver?
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 Why Examine Generic Strategies?

* Business-level strategy addresses the question of how a firm will
compete in a particular industry.

* This seems to be a simple question on the surface, but it is
actually quite complex. The reason is that there are a great many
possible answers to the question. Consider, for example, the
restaurants in your town or city.

e Restaurants compete using a business model that is at least
somewhat unique. When an executive in the restaurant industry
analyzes her comﬁany and her rivals, she needs to avoid getting
distracted by all the nuances of different firm’s business-level
strategies and losing sight of the big picture.
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* The solution is to think about business-level strategy in terms of
generic strategies.

* A generic business level strategy is a general way of positioning a
firm within an industry.

* Focusing on generic strategies allows executives to concentrate on
the core elements of firms’ business-level strategies.

* The most popular set of generic strategies is based on the work of
Professor Michael Porter of the Harvard Business School and
subsequent researchers that have built on Porter’s initial ideas.




Undergraduate Diploma in
Business Administration

* Firms compete on two general dimensions - the source of competitive
advantage (cost or differentiation) and the scope of operations (broad
or narrow).

* Four possible generic business-level strategies emerge from these
decisions.

* An example of each generic business-level strategy from the retail
industry is illustrated.
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Business-Level Strategies

* Competitive Advantage: Cost

* Broad Target Market: Walmart’s cost leadership strategy depends on
attracting a large customer base and keeping prices low by buying
massive quantities of goods from suppliers.

* Narrow Target Market: In using a focused cost leadership, Dollar
General does not offer a full array of consumer goods, but those thg
it does offer are priced to move.
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* Competitive Advantage: Differentiation

* Broad Target Market:

* Nordstrom builds its differentiation strategy around offering designer
merchandise and providing exceptional service.

* Narrow Target Market:

* Anthropologie follows a focused differentiation strategy by selling unique
(and pricey) women’s apparel, accessories, and home furnishings.
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According to Porter, two competitive dimensions are the keys to business-leve

strategy.

The first dimension is a firm’s source of competitive advantage. This dimension
involves whether a firm tries to gain an edge on rivals by keeping costs down or by
offering something unique in the market.

The second dimension is a firms’ scope of operations.

This dimension involves whether a firm tries to target customers in general or
whether it seeks to attract just a narrow segment of customers.

Four generic business-level strategies emerge from these decisions: (1) broad cost
Ide?fdership, (2) broad differentiation, (3) focused cost leadership, and (4) focused
ifferentiation.

In rare cases, firms are able to offer both low prices and unique features that
customers find desirable. These firms are following a best-cost strategy. Firms tha
are not able to offer low prices or appealing unique features are referred to as
“stuck in the middle.”

v.adwestian
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Understanding the differences that underlie generic
strategies is important because different generic strategies
offer different value propositions to customers.

A tfirm focusing on cost leadership will have a different
value chain configuration than a firm whose strategy
focuses on differentiation.

For example, marketing and sales for a differentiation
strategy often requires extensive effort while some firms
that follow cost leadership such as Waffle House are
successful with limited marketing efforts.
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Limitations of Generic Strategies

Examining business-level strategy in terms of generic strategies has limitations.
Firms that follow a particular generic strategy tend to share certain features.

For example, one way that cost leaders generally keep costs low is by not spending
much on advertising.

Not every cost leader, however, follows this path. While cost leaders such as

Waffle House spend very little on advertising, Walmart spends considerable

money on print and television advertising despite following a cost leadership
strategy.

Thus a firm may not match every characteristic that its generic strategy entails.
Indeed, depending on the nature of a firm’s industry, tweaking the recipe of a
generic strategy may be essential to cooking up success.
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e Section Video

* Five Competitive Strategies [02:50]

* The video for this lesson explains the five generic strategies and why
some work better in some industries or conditions than others. You
can view this video here:



https://www.youtube.com/watch?v=xUW6_Nbe8d0&feature=emb_logo
https://www.youtube.com/watch?v=xUW6_Nbe8d0&feature=emb_logo

Undergraduate Diploma in
Business Administration

Key Takeaway

* Business-level strategies examine how firms compete in a given
industry.

* Firms derive such strategies by executives making decisions about
whether their source of competitive advantage is based on price or
differentiation and whether their scope of operations targets a broad
or narrow market.
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Cost Leadership

* Firms that compete based on price and target a broad target
market are following a broad cost leadership strategy. Several
examples of firms pursuing a broad cost leadership strategy are
illustrated.

* Despite its name, Dunkin’ Donuts makes more money selling
inexpensive coffee than it does from selling donuts. The coffee
is often advertised as costing under a dollar, making Dunkin’
Donuts a low-priced alternative to Starbucks.

e Supercuts’s website makes clear their longstanding cost
leadership strategy by noting, “A Supercut is a haircut that has
kept people looking their best, while keeping money in their
pockets, since 1975.”
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The Nature of the Cost Leadership Strategy

* |t is tempting to think of cost leaders as companies that sell inferior,
poor-quality goods and services for rockbottom prices.

* This is not necessarily true, but some companies get this reputation.

* K-Mart, for example, had been a successful discount department store
with a cost leadership strategy. As Walmart competed head to head
with K-Mart, however, and offered higher quality products at the same
or lower prices than its rivals, KMart was doomed. Its reputation for
cheap, inferior products and its inability to win a price war with
Walmart pushed K-Mart into bankruptcy.
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* In contrast to firms such as K-Mart, cost leaders can be very
successful.

* A firm following a cost leadership strategy offers products or services
with acceptable quality and features to a broad set of customers at a
low price.

e Super Shoes, for example, sells name-brand shoes at inexpensive
prices
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Perhaps the most famous cost leader is Walmart, which has used a cost leadership
strategy to become the largest company in the world.

The firm’s advertising slogans such as “Always Low Prices” and “Save Money. Live
Better” communicate Walmart’s emphasis on price slashing to potential customers.

Meanwhile, Walmart has the broadest customer base of any firm in the United
States.

Approximately one hundred million Americans visit a Walmart in a typical week.

Incredibly, this means that roughly one-third of Americans are frequent Walmart
customers. This huge customer base includes people from all demographic and
social groups within society.
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* Cost leaders tend to share some important characteristics.

* The ability to charge low prices and still make a profit is
challenging.

* Cost leaders manage to do so by emphasizing efficiency. At
Waffle House restaurants, for example, customers are served
cheap eats quickly to keep booths available for later customers.

* As part of the effort to be efficient, most cost leaders spend
little on advertising, market research, or research and
development.

» Waffle House, for example, limits its advertising to billboards
along hlghways Meanwhile, the simplicity of Waffle House’s
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Many cost leaders rely on economies of scale to achieve efficiency.

Economies of scale are created when the costs of offering goods and services
decreases as a firm is able to sell more items.

This occurs because expenses are distributed across a greater number of items.

Walmart spent approximately $3.5 billion on advertising in 2019 (Guttmann,
2019). This is a huge number, but Walmart is so large that its advertising expenses
equal just a tiny fraction of its sales.

Also, cost leaders are often large companies, which allows them to demand price
concessions from their suppliers.

Walmart is notorious for squeezing suppliers such as Procter & Gamble to sell
goods to Walmart for lower and lower prices over time. The firm passes some of
these savings to customers in the form of reduced prices in its stores.
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https://www.youtube.com/watch?v=c5_s2v8NZwM
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Advantages and Disadvantages of Cost Leadership

* Each generic strategy offers advantages that firms can potentially leverage
to enhance their success as well as disadvantages that may undermine
their success.

* |[n the case of cost leadership, one advantage is that cost leaders’ emphasis
on efficiency makes them well positioned to withstand price competition
from rivals.

 Kmart’s ill-fated attempt to engage Walmart in a price war ended