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ASSIGNMENT 1

Form groups for assighment 1 and assignment 2 and group project
Select firm of your choice for assignment 1 and 2 and group project

Assignment 1 -7%

1-2 page report (not more than 5 pages) distributed to all
15 minutes presentation

Task: Discuss and evaluate the current strategy of your firm
Due Monday December 16 / 23, 2019



ASSIGNMENT 2

Assighment 2 — 8%
1-2 page report (not more than 5 pages) distributed to all
15 minutes presentation

Task: Given the current strategy of your firm from Assignment 1,
discuss and evaluate SMA control and decision making tools that
your firm is using

Due Monday February 10, 2020



GROUP PROIJECT

Final group project report (15%) and presentation (10%)
Report not more than 10 pages
20 minutes presentation

Task: Extending from Assignment 1 and 2, several future strategies
are determined for your firm. Discuss and evaluate SMA and other
tools that should be implemented

Due Monday March 2, 2020



WHAT IS SMA



WHAT IS MANAGEMENT ACCOUNTING

L H[CIC{QA ) FA," 1)

. Users

. Time focus

. Verifiability
versus relevance

. Precision versus
timeliness
. Subject

. GAAP

. Requirement

\\ R . -
Financial Accountlng/

Managerial Accounting_

_~ External persons who
make financial decisions

Managers who plan for
and control an organization

“Historical perspective

Future emphasis

Emphasis on
Wyerifiability”

Emphasis on relevance
for' planning and control”

Emphasis on
' precision” M

Emphasis on
- - )]
“ timeliness

Primary focus is on
\ - -
the whole organization’

Focuses on segments

—

of an organization

Ao UGhOAS

Must follow GAAP
and prescribed formats

(0*'Need not follow GAAP
or any prescribed format

Mandatory for

external reports

Not
Mandatory




WHAT IS STRATEGIC'MANAGEMENT
e} ACCOUNTING A\

pmtint=

e Management accounting can be expanded to be used in:

> Operational management (day-to-day short term, control and implementation
— ™ e

\
of strategy) bosts i ondned_ pishis,
* Strategic management (input forE)ng term strategic decisigns) S’ﬁf%

. C
e Operational management

— Control of day-to-day costing, reporting, and other operational matters
— Performance measurement and evaluatione— (ndnel ) /k(/\zf:;/tmé‘(l/\c}—«
— Control of implementation of strategy ren andk

« : : .
—' Budgets, costing systems, variance analysis .....

. Strategic management "’ (v‘{omm WL T+ Ldewauf

(
— Inputs to strategic decision making through the generating and evaluation of
strategic choices / options and the selection of the strategies

— Plus CVP, target costing, life cycle costing .....




NATURE OF SMA INFORMATION

\ Susco! Supermprer  FooD @ o,

TOsTING (N (SLE
" Naturé of SMA information

~ $ -
e Financial (main focus of tools so far) ¢ CH1A @ZWD
 Non-financial (need more focus and development) *K

+H
Characteristics of SMA/i\nformation U(Mf@agw : % Spwes

MQ%d
Specific (measurement problem if non-financial and / or qualitative

—~—
/vllke. What to measure? How to measure? How to know good or
bad? Better measurement alternatives?)

P

° Future-orienteoL(future outcome unknown so how to determine
suitable risk and reliability level or range and probabilities)

e Timely (trade off between usefulness and timeliness)

m———

Ao
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\\ 1)
HOW CAN SMA CREATE VALUE

/\_/\_/\
W,ﬁ,\,‘\ana—/
* Providing information that captures financial and non-financial
information from the internal and EXTERNAL environments to
assist management with EFFECTIVE RESOURCE ALLOCATION

e Support the formation, selection, implementation, and evaluation
of organizational strategy by management

e VALUE CREATION'(through existing operation and future strategic
directions)
o Sustainability"(not only for firm but also for environment and CSR)




MAJOR RECENT CHANGES

; ,(_[\Ml\ M/(,U“
T — S H
Globaleconomyﬂevei—of'glvbaﬁﬁtlon ec nomlc structur
change) ¢ Oukcihus— posphe Colobel. meprete-

Technology (machines replacing human)

Internal structures of firms (to reflect adjustment to changi
external environment)

( "
i poww* = kg



INCLUDING

Y
e Conflicting perspectives between societe’s and environmental view

of goals and value

e Stakeholder approach
— Perspective of stakeholders’ value

e Environmental management accounting system (EMAS) ¢—
-jNon-profit entities

Public sector organizations

\/ Non-government organizations (NGOs) \5 SAM ﬁ‘;\

harities

Qlobok Loz

CO,



RISK MANAGEMENT SYSTEM

habee
Steps to manage risks: npv

eRisk identification

u
— Management accounting system (MASf/shouId be able to identify and
provide risk information

— BUT mEht have other risks that are outside the accounting system (polltlcal

earthquake, meteorite w unknown risks kst /f‘mwk
T

«Risk classification based on severity (S or qualitative) and probablllty

eMeasure nat Ao & 5,\»0”\[0;/0«/\"(” busy MW
eManagement risk: évoid,‘reduce transfer, acceptance

o \ \/
e Monitor ~——




SHORTCOMINGS OF MANAGEMENT

Timing
Controllability
Different assets

Customers
Cost reporting

Overhead cost
allocation

Standard costing

ACCOUNTING SYSTEM’

st o SHB

Management accountants focus on the production stage, not the design
stage when the key decisions are made.

Focus is on direct costs, rather than overheads, when overheads are
more difficult to control. MAS information does not address/solve problems.

Systems have difficulty measuring non-tangible assets and how they
affect resource allocation and strategic value.

Systems fail to analyse how customers drive costs.

Reporting reflects functional structure rather than processes that drive /
costs and cut across functions.

Allocations based on labour hours are inappropriate for many modern
non-labour intensive processes. Activity-based costing may be a better
method. Cost of waste should not be allocated.

Inappropriate where flexibility/customisation/service are important.



SHORTCOMINGS OF MANAGEMENT
ACCOUNTING SYSTEM

Short-term financial measures Take too long to produce/too narrow.

CUSt accgunting method S Emphasis on quantifiable financial benefits at expense of non-quantifiable
or non-financial benefits.

Variances Can produce inappropriate responses (excess inventory).
|nvestment appraisa| Fail to consider financial constraints/strategic issues.
' Transfer pricing Problems resolving conflict between economic price and inappropriate

behaviour.

Balanced scorecard Range of measures, links with strategy, but difficult to understand/gain
overall impression.

Environmenta| reporting Full cost accounting including hidden costs, contingent liabilities,
rectification costs, emissions cost, waste cost, consumption of raw

/ materials, value-added analysis, and total cost of ownership.



HOW TO CREATE “VALUE"



BOUNDARIES ?

e Ethics
e Corporate social responsibility (CSR) &3)( L

—_—

e Sustainability — triple bottom line d{

— Economic prosperity \/“’u{ M J @ —

— Environmental quality

K Social eqwty‘ (not equality \Qﬁ& .
wﬁ o

RIS ﬁﬁgs% » a@W \ kA




VALUE DRIVERS

> M .
How can value be created? Tk
W ) , a
X Collaboration'— 7 Coopmate o otheeo o TV
A Innovation — 4 ~huaed 56
Efficiency.— gt /3%71)@}40»—
L ,, MOKW
arket'aware s\s | = i .
Vomance. ccle o 12 o o sty ( urtowsr= vate

e Which driver(s) c?o SMA focuses on?

Fdone MAS




'KEY FACTORS THAT CREATE VALUE

e Strategy «——— fooa(
e Collaboration .

o Satisfaction
L odby
Quality Y S
* Innovation.~ Ll O
“Time — @aw eawe
2% a 9y
S it a0
ffros* Ao
\_A ~ y\,(u_/“c



ROLE ')OF MA IN VALUE CREATION

What does MA / SMA provide within the value creation process?
e 7 ~ —

[d Y ,’ [
o ‘ Identify and measure value drivers

e Measure inputs and outputs of value-creating activities

e Plan for, control, and maximize value creation (through innovation)

e Eliminate non-value adding activities

L e

_ Q%‘M%_@
— amd /0‘)[“‘9



ALUE CHAIN APPROACH

(M
“ GV\L(SL\VW\ ) e . O Mcck
. Organlzatlonal alue chain => industry value chain system

L
i FIRM INFRASTRUCTURE \_ .

,
suprorr)| HUMAN RESOURCE MANAGEMENT )\%};\

| >
acTviTES/I AN TECHNOLOGY DEVELOPMENT &~ \ %\
PROCUREMENT buey:#) \ %
/]

! %// | ch|ains

INBgﬁj OPERATIONS OUTBOUND | MARKETING
I I&'S LOGISTICS | & SALES

0S| e o |
_» :Wm:‘:, o’ / & éjlﬂlsver value 0(6('(" - N
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%LUE CHAIN APPROAC&(I:IQ
o)™ -2 s ca%/- volis

. Organlzatlon value chain — firms can secure competitive advantage
in several ways:
T A J:\Yrv\
— Invent new or better ways to'do actl ties WAY= b y,
— Combine activities in new or better ways K ) L)fj d’/ﬂQ 6/.

. . . O
— Manage the linkages in its own value chain

— Manage the Imkages in the value system

o At industr value cham Ievel can
y | cucfpes ga?g MUJ 2 U someols—
— Direct method vertical or horlzontal gration) "““5/”"“{’/‘-‘4 M»m

— Indirect method (bargaining power, co-ordination, relatlonshlps alliances,
joint ventures)

e More effective to manage industry value chain than each member
maximizing their own efficiency in isolation BUT TRUST and'GAME
THEORY and Social political elements must be considered “




STRATEGIES



WHAT IS STRATEGY?

e Strategy is the direction and scope of an organization over the long
term, which achieves advantage in a changing environment
through its configuration of resources and competences with the
aim of fulfilling stakeholder expectations. Strategic decisions are
made under conditions of complexity and uncertainty, they have
wide impact on the organization and often lead to major change.

e How to be a successful firm ?
e Successful =? Huawes

@7'/11) ancl &/ﬂé ﬁ.)

oy
k!

Tedso. Chuine—



BUSINESS PARTMERING

VISION, MISSION
AND OBJECTIVES

INFORMATION GATHERING AND ANALYSIS

EXTERMNAL ENVIRONMENT

STRATEGIC
CHOICE £ DECISIONS

PRICIMNG

BUSIMESS
DEVELOPMENT

MERGERS AND
ACQUISITIONS

'

INVESTMENT APPRAISAL

CORPORATE
APPRAISAL

OPTIONS GENERATION

BENCHMARKING

FEEDBACK

INTERMAL ENVIROMNMENT

MOMITORIMNG
AND REPORTING

BUDGET f
FORECASTIMNG

CUSTOMER PROFTABILITY




/
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_ External analysis

§ and threats

= PEST =
e )

,/*'\/g

Analysis

m  SWOT analysis

Strategic planning

Mission
= Purpose ®  Products
®  Policies " \alues

Competences = Culture

Internal analysis

" Strengths and weaknesses
= Resources, competences
= Value analysis

®  Porifolio analysis

Vision and strategic
Intent

Note that for most
organisations the
environment will be
unpredictable.

e

®  Stakeholder expectations

Objectives

®  Quantified measures

Where the organisation wants to be

F—

SYIZ

MA) &

e
Strategic choice
Generating options ® Value chain
m  Generic strategies Feedback
»  Acquisition/growth to strategic
Evaluating options = Acceptability - stakeholders I ¢g
= Suitability - mission, strategic intent byl
»  Feasibility - resources
Selecting strategy T
' ' Evaluation,
Strategy |mplgmentat|nn | rtormance
= Resource planning measurement
m  QOperations plans
m  Structure T
= Culture
= Change ACTUAL
= Functional strategies [ > PERFORMANCE




TOOLS
/Q/ff'MV\c/L %&

e Macro / global environment analysis

- ‘ ot 7). &
— Global trends U(, g«ﬁﬁe L

— Global demographic / country / industry trends | = "° 0° an “Fk‘t—
— Full environment analysis =k PESTEL&

m&%nalysis F '
- — ibfeds O\A% 215'% A
— Porter]s five forcg\é@ \L,ﬁf ol ffet U;w:.w:t@m“ﬁ‘/«
— /i NALst
e Company analysis ——— ! e
~ el T ——

alue chain analysis (firm and industry value chain)

Product life cycle = from macro industry to micro product levels
BCG matrix = manage multi-product firms

—\ Ansoff matrix = how to achieve growth

e Company strategy
— Porter’s cost leadership vs differentiation



MACRO ANALYSIS PESTEL

In addition to the five industry forces identified by Porter (1985), other opportunities and threats must be
analysed. The PEST framework is based upon six factors: political, economic, socio-cultural, technological,
environmental protection and legal.

al/legal factors @nnmic factors

overnments oversee the framework in which business These operate in both a national and international
operates eg physical, social and market infrastructure. context. Relevant factors include:
Many aspects of business activity are subject to legal m |nflation rates = Growth/fall of GDP
regulation: = Employment rates Savings levels

|
Interest rates = Exchange rates
Tax levels m |nternational trade
The business cycle = Capital markets

= (Contracts = Employment
= Health and safety = Tax

Other aspects are regulated by supervisory bodies.

Government policy

Political change and political = Fiscal policy (taxes, borrowing, spending).

risl?s_ E:IHECT the plannir_‘lg Monetary policy (interest rates, exchange rates).
activities of many businesses. = Size and scope of the public sector.




MACRO ANALYSIS PESTEL

@cial/enwirnnmental factors g}eﬁnological factors

Demographic changes have clear implications for any strategies are based on exploiting technological

patterns of demand. They also affect availability of change (e.g. the Internet and e-commerce). Others are

labour. Can also affect recruitment policies. defences against such change (e.g. emphasising service
or quality when a competitor introduces a major technical
development).

Technological developments affect all aspects of
business (especially IT developments).

= New products and services become available.
New methods of production and service provision.
New ways of selling (e-commerce).
= |mproved handling of information in sales and finance.
= New organisation structures to exploit technology.
= New media for communication with customers and

within the business (e.q. the Internet and email)
facilitates business becoming global.

Culture in society provides a framework for
understanding beliefs and values, and creates patterns
of human activity. It influences tastes and lifestyles.



MACRO ANALYSIS PESTEL

@Jironmenteﬂ protection

Pressure coming from many quarters:

Green pressure groups m |egislation

gk

Employees m  Environmental risk screening

Corporate Social Responsibility m  Shareholders

Possible green issues for businesses to consider:

Consumer demand for environmentally friendly
products.

Greater regulation by governments and
international bodies.

Businesses may be charged for the external cost
of their activities.

Scarcity of non-renewable resources.
Sustainability of operations.

Opportunities to develop new environmentally
friendly products and technologies (gain
competitive advantage).



Example

* Huawei - 5G and infrastructure, phones PW\VﬂﬁZ
P — trade war, China support to be main standard vs US
E — huge growth and upside potential as many application but if locked out?

S — many social factors dependent on 5G connections, political support for
own country? - B

- . “ o . )
T < the main driver to become international standards for future

B

E — not too much
L — US system vs China system




Example

e ByteDance — news and TikTok

— P —trade, financial, and data security war (,Jyxf (94\/(/

E 5 growth potential but short lived, WeWork repeat? No profit yet,
' y YWETVOTR
recurring success?

ol . . . . .
~slL huge potential growth in social media but need the right software, back
slash from data security and privacy issues? ot e

— T-5G development leads to next type of technologies?
—=<_E—not too much _
"~ — L-where is the data stored and access rights

—




Example

e Telsa China — electric cars PV“’L*(/L’
— P -—trade wa?: tariff protectior{:kexchange of benefits
—f_I_E_— China market extremely saturated] cut throat competitioﬁ'within China
— S — environmental friendly but Chinese willing to pay the premium?
—T— Chinese electric cars have better value, hydrogen powered cars
—@ is electric cars really environmental friendly?
— L -—exposed to high legal risk as operating in China

=




INDUSTRY ANALYSIS
PORTER'’S FIVE FORCES MODEL

Porter says that five forces together determine the long-term profit potential of an industry.

4 Bargaining power of 1 Threat of new entrants 3 Bargaining power of
suppliers This is limited by barriers to entry CUStomers
Depends on: = Economies of scale ™ Product differentiation Depends on:
= Number of suppliers = Switching costs ® Access to distribution  m  Volume bought
" ;Zrl?;l; to suppliers = Patent rlQ[:I[S B Access to reslources o 006 for subsiitution
= Number of customers in ‘ o ) Rivalry among current compefitors m  Switching costs
industry Depends on: | |
= Scope for substitution = Market growth ™ Buyers’ ease of switching ™. Furchasing skills
= Switching costs m Spare capacity ™ Exit barriers = Importance of quality
= Selling skills m Uncertainty about competitors’ strategy
9 Threat fugfiShisttute products

A substitute is produced by a different

Suppliers seek higher prices industry but satisfies the same needs

Customers seek lower prices



(

Example pob

- = A
[ yoad (bt il vclmw%

e Huawei - 5G and infrastructure, phones W

New entrants — high as need penetration and technical expertise
Substitute products — high as now other alternative except if standard based
on US 4‘Sj - Sotllles

Customer power - low if do not want Huawei system but will be behind

Supplier power ~ high)as moving towards using self made parts instead of
relying on foreign suppliers for parts

Internal rivalry — extremely low as US government sees it as a way to control

e

I d

future onlinahiess M
< \~
o WR



Example

sr\“v”dwt

e ByteDance — news and TikTok Q-
— New entrants — low as easy to program

—

= Substitute products — low as facebook, Instagram and others have similar
offerings

( Cﬁomer pow?r -@Qs almost no switching cost

— Supplier power — not applicable
= Internal rivalry -@w Eut customer hard to read and entice




Example

Tels@ electric cars

— New entrantsue to high capital investments required, government

and funding availability? 30/7
— Substitute products - low as many cheaper alternatives non-electric cars,
high speed rail, DiDi MUudel nY  dud

— Customer power—(— I% many cheaper choices in both electric and gas cars

— Supplier power Fmedium Ps many parts self made, other input parts, labor,
land, electricity

—\ Internal rivalry — hi@but reducing as other imported prestigous brands have
electric offerings




COMPANY ANALYSIS SWOT ANALYSIS

(also known as corporate appraisal) is a review of;

INTERNAL

_Strengths
ﬂe_aknesses

EXTERNAL

Opportunities
Threats

and how they can be related.

Useful tools supporting SWOT analysis
‘= Product life cycle analysis.
= BCG matrix.

= PEST anali.fsis,

The results can be combined in guiding strategy formation.

Internal | Strengths Weaknesses

Opportunities Threats

External

SO strategy - employ strengths to seize
opportunities

WT strategy — defensive, avoid threats and impact of
weaknesses

Note the varying
resource implications of
these strategies.

Conversion applies in
two ways - remedying
weaknesses and
managing threats so as
to reveal opportunities.



Example

e Huawei - 5G and infrastructure, phones

— Strengths — technology developed
— Weaknesses — reliance on non-China parts suppller reliance on foreign

e
—_—

government approval of use of technology
— Opportunities — controlling the 5G technology standards as 5G not like 4G

— Threats — political reason not to be accepted and used by countries

—




Example

e ByteDance — news and TikTok
— Strengths — existing users, growth, and popularity

(1

— . R
— Weaknesses — many similar offerings current and potential, user peaked
s further content exchange Vv bascd Aok=

mser taste change gnd move to other type of apps




Example

e Telsa China — electric cars

— Strengths —\(premium”brald name, more establish and more reliable
— WeaTmessesparts availability, charging station availability
— Opportunities — electric plckups and trucstsoIar panels\)

— Threats — other China made electric cars that are cheaper hydrogen
powered carg, political reasons




COMPANY ANALYSIS PRODUCT LIFE CYCLE

(V) Produc1 fe cycle

/i/

A

d

\ Sales (cash inflow)

-
-
-
-

15 o (oo

\— < Introd un:hnnb

A

_______,:’_____,.f:i__________

< Grawth 1 @

Sen |I|1j,' Profits

AL &
)&N} Introduction: development, marketing and prnduchnn costs high;
sales volume low; loss maker; negative cash flow.

Growth: sales volumes accelerate, profits rise, but cash flow likely

to remain negative; competitors enter the market. High advertising
costs. Add additional features to product.

Maturity: longest period; no market growth but profits good, and

cash flow positive; reminder promotions only.

Decline: product superseded; sales fall, over-capacity in industry;
some players leave market. Those that remain try to find niches.



arketing StratequOver the Product Life Cycle

1)

INTRODUCTION GROWTH MATURITY

Marketing strategy Market development Increase market Defend market

Luiz Afo

Sakes, cost, and cash flow

emphasis share share
Pricing High price, unigue Lower price Price at or below
strategy product/ cover over time competition
production costs
Promotion Mount sales Appeal to Emphasize
Strategy promotion for mass market brand differences,
product awareness benefits & loyalty
Place strategy Distribute through Build intensive  Enlarge
_— selective outlets network of distribution
outlets network
Cost of development and manufacture Sales revenue

Net revenue (profit)

DECLINE

Maintain efficiency in
exploiting product

Set price to remain

profitable or reduce
to liquidate

Reinforce loyal

customers; reduce
promotion costs

Be selective in
distribution, trim
unprofitable outlets

Introduction | Growth Maturity Decline




Characteristics
Low sales Rapidly rising sales Peak sales Declining sales
High cost per customer Average cost per Low cost per customer Low cost per customer
customer
Negative Rising profits High profits Declining profits
Innovators Early adopters Middle majority Laggards
Few Growing number Stable number beginning Declining number
to decline

‘" Strategies //

Offer a basic product Offer product Diversify brand and models Phase out weak items
extensions, service,
warranty
Use cost-plus Price to penetrate Price to match or beat Cut price
market competitors
Build selective Build intensive Build more intensive Go selective: phase out
distribution distribution distribution unprofitable outlets
Build product awareness Build awareness and Stress brand differences  Reduce to level needed
among early adopters interest in the mass and benefits to retain most loyal
and innovators market customers
Use heavy sales Reduce to take Increase to encourage Reduce to minimal
promotion to entice trial advantage of heavy brand switching level

consumer demand



Example

e Huawei - 5G and infrastructure, phones

— Introduction

— Growth . W
— Maturity ,HIAW‘” — [ W/W?

— Decline Svm Lo




Example

e ByteDance — news and TikTok
— Introduction
— Growth
— Maturity
— Decline



Example

e Telsa China — electric cars
— Introduction
— Growth
— Maturity
— Decline



COMPANY ANALYSIS BCG MATRIX

Portfolio analysis is applicable to products, market segments and Strategic Business Units (SBUs). There are four basic \"(\(c,

strategies:

" The BCG Matrix)

High Low
g ;dm High Starv | Quesjion mark
L Low Cashcow | - Doge

‘Q\fodp+ Relative market share

\
N Stars - build
"'pCash cows — hold or harvest

N\ )N‘- tion marks — build or harvest
IJ' - divest or hold

Prublems with the BCG matrix

Simplistic.

®  Strong brand may give competitive strength despite
relatively low market share.

®  |gnores innovation. —

= Dogs and question marks may be needed 10 complete a
range.

= High market growth assumed to be attractive. But will
require significant investment which may not be available.

= |gnores competitors other than market leader.

®  Does not indicate overall best mix or fow to build stars and
question marks

Importance of having a balanced portfolio:
» stars to assure the future

» cash cows to supply funds to support future
growth

» question marks to be converted into stars.

Parallels with product life cycle:

» stars — growth phase
) cash cow — mature phase.




Example

e Huawei - 5G and infrastructure, phones
— Star
— Cash cow
— Question mark
— Dog



Example

e ByteDance — news and TikTok
— Star
— Cash cow
— Question mark
— Dog



Example

Telsa China — electric cars
— Star
— Cash cow
— Question mark
— Dog



COMPANY ANALYSIS
ANSOFF YSIS (ORGANIC GROWTH)
Xﬂ,\/ . %1 \Q) @'} B —657)’3(’

Market development (A%"’ Diversificatio

+ geographic expansion quu(,[ +Inew products and services for new (\/\oo‘\]oom{'b'
+ new distribution channels —

market segmentation b

V\Nﬂ'rj b
+ new target groups - e VA V‘ﬂp bone—

Market penetration | Product development

“advertising W\,o/&- W + new flankers wu ¢ ,(W
+ promotions + SKU diversification

+ acquisitions * incomoration of new features in

+ sales force development existing products

\ —

M/ o4
R
Products and services



Example

Huawei — 5G and infrastructure, phones
— Market penetration

— Market development

— Product development

— Diversification



Example

e ByteDance — news and TikTok
— Market penetration
— Market development
— Product development
— Diversification



Example

e Telsa China — electric cars
— Market penetration
— Market development
— Product development
— Diversification



COMPANY ANALYSIS
GROWTH VIA ACQUISITION

Types of merger _ po® M,,(f M

Y
Forward(vertica "4 -
integrati WW _ (ocl“’.'?(
&1 ukmﬁrﬂfn El_lrlltglclm;rate 5"‘\0‘5;:/
pubr chain integration
eq uh

a clothes firm

Firm (Horizontal), |- (onpetar
- n

e.g. Brewery e takeover of
anoiher brewsery

; . A

T 3 eq. takeover of

v
_ . \,\'l'
Backward ertica ) SWPTML\/ 1\ A
ntegration

.. takeover of a
hop farm




Example

e Huawei - 5G and infrastructure, phones
— Vertical integration opportunities
— Horizontal integration opportunities



Example

e ByteDance — news and TikTok
— Vertical integration opportunities
— Horizontal integration opportunities



Example

e Telsa China — electric cars
— Vertical integration opportunities
— Horizontal integration opportunities



COMPANY STRATEGY
COST LEADERSHIP VS DIFFERENTIATION
eay (Porter, 1980

Ueveloping a business stratec %l
st Wz* *

aims 1o be the lowesT cost producer in ﬂ&ﬂ gims to explod a product perceived as unque within the

Lra

Industry as a whole. industry as a whole.
Aspects of cost leadership Aspects of differentiation
R EI“:':'”'I:'miE'E of scake I ® Breakthrough products = radical performancs advantage
m o tha la O lachnd '
E' : ?E.I_ Ies.r r:_m'j_J'.:l' BEANGIOZY (el = |mproved products — supencr perfarmance at a competiive
vestor) or cheap labour rice
- Pr_“#l%“'r“"_"!" Improvement » Competitive producis = unique combinations of features:
" Minimisation of overheads. ~ Brand image
s Favourable access to mpuls, . Gnnkalieahis
. - Unique combination of value activities.
sehlbis . NAA phrts ]

STty is restricted to a particular segment cof the market. Either a cost leadership or differentiation strategy is then
pursued. Such concentrated effort can be more effective, but the segment may be attacked by a larger firm.



COMPANY STRATEGY
COST LEADERSHIP VS DIFFERENTIATION

e Cost leadership
— Economies of scale
— Economies of scope
— Economies of learning
— Efficient production
— Simplier product design
— Better sourcing
— Lower input costs
— Efficient organizational process

e Above average profit at same price as competitors
e Force competitors to cut price and lower return or exit the industry



COMPANY STRATEGY
COST LEADERSHIP VS DIFFERENTIATION

e Differentiation
— ldentify attributes that customers value
— Position to meet these attributes in a unique manner
— At a cost lower than the additional price customer willing to pay

e |ntrinsic value
— Product quality
— Product variety
— Bundled services
— Delivery timing
e Signal of value = brand image, product appearance, reputation
— Investment in R&D
— Engineering skills
— Marketing capabilities




SUSTAINING COMPETITIVE ADVANTAGE

e Sustaining difficult to do
— Copy by competitors

o Explicit barriers = patents or other legal protections

e Implicit barriers = switching costs or first mover advantage _

— Change in environment = market, technology, customer, legal
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STRATEGIC POSITIONING W

Completed generic strategy map
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