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Corporate Level strategy

5 sections

1. Role of diversification

2. Reviews the most common forms of diversification

3. means by which firms diversify

4. evaluates the various ways in which diversification benefits stockholders

5. How managerial behavior can limit these benefits.

Q. Combinations of means and forms of diversification


Means 





Forms

Acquisition

             

Vertical
Horizontal
Global.

Strategic Alliances


            Do

  Do

  Do

Internal development


Do

  Do

  Do

Q. When to integrate vertically?

1. Are our existing suppliers or customers meeting the final consumer’s needs?

2. How volatile is the competitive situation?

3. Is it possible to own a business without actually buying it? Motorola

4. Will vertical integration enhance the structural position of the business? Bose, Dell

Q. Evaluating Reasons to Diversify


Least power to create Value




Most power to create Value


Reducing risk  
 maintaining growth
  Balancing cash flows
sharing infrastructure 


Increasing market power
capitalizing on core competencies


Not recommended as a reason to diversify

Recommended as a reason to diversify


1. Vertical Integration:

Logics:

· Less transaction cost.

· Improved coordination

· Tapered or hybrid strategy (Fully or partly integrated)

Limitations:

· Minimum efficient level of production

· Firms may reduce their flexibility e.g., outdated and noncompetitive.

· Susceptible to strike

· Difficulties in integrating different specializations (Engineers-Caste systems) 

1. Horizontal diversification:

Challenge: financial performance related = more profitable.

Overcapacity, market expansion.

· Anti Conglomerates:

· Conglomerates discount (P/E ratio) (negative synergy=sum of the pieces worth more than the whole.)

· Deal flow of 1980s. Corporate raiders.

· Takeover premiums 

2. Global diversification:

Why ? 3 main reasons:1. Sales and profits, 2. Competitive Advantages, 3. Secure raw materials sources.

The means of Diversification:

1. Acquisition: 

i. Pre acquisition management:

· Financial aspects

· HR aspects

Go Slow to go fast.

ii. Post acquisition management:

For what?

* To increase the competitiveness

4. Strategic Alliances and joint venture:

* Cooperative partnership. 

* No one owns no one.

* Combining strengths and weaknesses

* No investment for making new venture

* Easy finance attraction for two joint cos. (Group of smaller firms vs. big firm= capital / market = e.g. biotech)

 Q. Need the following points for a successful joint venture:

· Clear understanding between partners regarding objectives, market, products, obligations, dissolves etc.

· Do not depend upon contracts to work

· No greed.

3. Diversification through Internal Development or corporate entrepreneurship:

4 types of programs:

i. Venture capitalists (Risk capital) e.g. Exxon

ii. New venture incubator (Kodak)

iii. Idea generation and transfer (Raytheon)

iv. Intrapreneurship (3M)

(8 years to develop new business and BEP, next 4 years to profitability) 

Q. Divestment = Neglected side of Diversification?

Why? (Greyhound sells terminals)

· Finance the buying other businesses

· Invest acquisition

· On going operation finance

Objectives: Minimizing risk maximizing profits.

Q. Reasons for diversifying business.

1. Competency

· Core competency = competitive advantage: e.g. Black & Decker.

· Enough similar business to benefit from competency. E.g. Coke and shirt 

· Bundle of competencies = difficult to Imitate. E.g. Canon-technology.  

2. Increasing market power

e.g. P&G.  and its any single product.

3. Sharing infrastructure

e.g. P&G.

4. Balancing financial resources: Portfolio analysis.

e.g., BCG matrix, The Market lifecycle-competitive strength matrix (Arthur D. Little), The Industry attractiveness-Business position matrix.

Q. Benefits and limits of Portfolio management:

* Maintaining growth 

Typical trade off between corporate growth rate and profitability.

* Reducing risks.

Q. Why do you need merging or acquisitioning?

4 reasons:

i. Capability

ii. New industry

iii. Assets, cash, borrowing capacity (Financing)

v. Defensive tool.

Q. How could you consider whether an industry is attractive or Not?

· Market size and growth potential

· Competitive conditions

· Competitive forces stronger or weaker

· Driving forces are favorable or not

· New entry / Exit potential

· Demand situation

· Severity of problems

· Degree of risks.

The Portfolio approach / analysis of Diversification:

1) BCG Growth-share matrix

Cash Generation (Market share)


* Star


? Problem Child

$ Cash Cow


X Dog

2) The Industry attractiveness – Business Strength Matrix

(Acknowledge: McKinsey & Company and GE)


High



Medium


Low

Invest


Selective Growth
Grow or let go

Selective growth
Grow or let go
Harvest



Grow or let go
Harvest
Divest



3) The Life cycle – Competitive Strength Matrix

(Acknowledge: Arthur D Little & Charles W. Hofer)

Stage of Market Life Cycle

        Introduction
        Growth
     Maturity

Decline       
























4) BCG’s strategic Environments Matrix

    Size of Advantage

Small 



Big

Fragmented

Apparel, house building, jewellery, sawmills 
Specialization

Pharama, Luxury cars, chocolate 



Stalemate

Basic chemicals, wholesale banking
Volume

Jet engine, supermarkets, motorbikes



5. Charles W Hofer’s ‘Product /Market Evolution performance matrix’.

Competitive Position

Strong


Average


Weak
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H








M








L











Business Strength





Industry Attractiveness








H








M








L





Competitive Strength





Danger: Harvest





Caution: Invest Selectively





Push: Invest Aggressively





Many














Few





Development





Growth





Shake out





Mature/ Saturation





Decline





Product Stage 





And





Market 


Evolution








