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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.

What are the themes of Corporate Level Strategy / role of Diversification?
Corporate Management core tasks: 

1. Investment

2. Divestment

What the core focus of corporate activities?

Stakeholders’ interests fulfillment: i.e., 

· Shareholders 

· Top, Mid and upper Mid level management

Management is believed to be appointed by the Shareholders to safeguard their interests and increase the profitability of their investment. 

In fact whose interests are being served?

Why invest / diversify?
Management must ensure:

· Increase the value of investment or Value addition to the money invested.

· Increase the competency / competitiveness

· Core process development

· Structural development

For diversification shareholders don’t need management help to invest, they know where to invest. So, why rely on management?
The diversification by management must bring > greater fruits than the shareholders own portfolio selection, or any one of the points above must be served, at least, which is not possible for a shareholder to perform.

The Diversification and Business Cycle/Strategic role of diversification:


Diversification



Non diversification


1960

1970

1980

1990

2000

Q. Describe the Generic strategic Approaches at the Corporate level Strategy.
3 Generic Approaches


1. Cooperative


2. Offensive

3. Defensive

Tools/Ways:

	1. Strategic alliances
	1. Low Cost
	1. Fortify Present position

	2. Collaborative Partnerships
	2. Differentiation
	2. Sustain competitive advantages

	3.Merger and acquisition
	3. Quick Response
	3. Lessen risk of being attacked

	4. Vertical integration (Backward and forward)
	4. Escalating market
	4. Blunt the attacks

	5. Unbundling & outsourcing 
	5. New Distribution
	5. Divert the attacks.

	
	6. Direct Sale
	


Q. Why do you need merging or acquisitioning?

4 reasons:

i. Capability
ii. New industry

iii. Assets, cash, borrowing capacity (Financing)
iv. Defensive tool.
Q. Combinations of means and forms of diversification

Means 





Forms

..\Acquisition merger + antitakeover.doc
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

New Emerging Strategy in Bangladesh:

Product line development + Importing new products 

To avoid or compensate the weaknesses in the R&D due to cost or technology, a new trend in the Corporate Strategy developed in Bangladesh.

The following points are important to analyze the reasoning:
1. The companies realize the need for product development and market potentiality. 

2. Expanding product line where the Quality and price is controlled efficiently; it could be either vertical or horizontal. 

3. New threats are deemed from the importers in the same market.

4. To create an entry barrier low cost import items could play an important role in this regard. To work as a fighter brand. Or, the imported items could be a Premium product or high end product, which can provide better ROI. 

5. To survive or for Premium price the importing is emphasized.

6. It also plays a role in the Portfolio diversification when companies have huge amount of liquidity at hand. 

7. Danger is if the importing is turned out to be successful in revenue return, the companies might feel uninterested to run the manufacturing.

8. Another danger is miscalculating the short term and long term prospects of importing. 
1. Vertical Integration:
Logics:

· Less transaction cost.

· Improved coordination

· Tapered or hybrid strategy (Fully or partly integrated)

Limitations:

· Minimum efficient level of production e.g. tv tube
· Firms may reduce their flexibility e.g., outdated and noncompetitive.

· Susceptible to strike. Auto assembly (dilemma- JIT) 
· Difficulties in integrating different specializations (Engineers-Caste systems) 

2. 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 

1. 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. And winning the Game or strengthening new business.
Competitive edges = Diversification = Sharing (Tangible + Intangible resources)

1. Competency (Focusing VCA)
e.g., Philip Morris + Miller Brewing = Marketing expertise the Miller Brewing from 7th to 2nd.

Exploit = skills, knowledge, technology across business units. (Intangible) + Infrastructure (Tangible)
· 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 (Focusing Structure)
e.g. P&G.  and its any single product.

May tag acquisition for diversification.
Selling new drinks – Wallmart.

Watchout: Govt. overseeing anticompetitive practices. E.g., Microsoft’s online.
3. Sharing infrastructure

Tangible resources = 

Production facilities, marketing programs, purchasing procedures, and delivery routes.

e.g. P&G.= Common delivery system = 2 features needed
-the businesses have similar needs (Same market / retail outlet)

-delivery cost is a significant element of VCA. 
4. Balancing financial resources: Portfolio analysis.
Different business = Different Generation of cash = Different risks = Portfolio.

Case: GE. $ 600 million to Financial subsidiary and take back in 1993.

One is Producing More cash than necessary to continue, the other is –

Needing more cash than it produce. = Balancing required.
Siblings = portfolio of investment

= The processing and system is called Portfolio Management.
Became popular first in 1970 (Thru’ GE)
3 Popular variations of Portfolio Management:

1. Growth-Share matrix (BCG matrix) 
2. The Market lifecycle-competitive strength matrix (Arthur D. Little)
3. 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.

I. Summary information of overall corporate plans and individual business units

ii. Allow comparative analysis and help illustrate the rationale behind corporate plans and investment

iii. Simple and useful guidelines for checking consistency between a request for fund and opportunity to grow.

iv. Suggest Reasonable performance level (e.g., from Star or from Dog etc.)
v. Maintaining Growth

Diversification = Continued growth.

Case: BASF 1980s. 36% per year. 

Growth always desirable?

Focusing: Stockholders, (Moderate growth = best options)
Excessive growth = Profitability risky.

Trade-off = Corporate profit and Corporate Growth rate. Pmax =Hgrowth rate
vi. Reducing Risks

Diversification = Reducing risks (Justifying issue) 

Cases: 

a. Different business responds differently to particular economic cycles:

Demand of luxury cruise = declines at recession but 
Demand of bus journey = increase. These type of businesses called Counter Cyclical.

So, what should the corporate planning do? (Keeping investors safe)

What if the risks are diversified by shareholders?
*Q. What are the types of Managerial behavior that limits the benefits of diversification?

Agency theory: (Market participation and supervision cost)
Who is benefited? Managers vs. stockholders.
When the firm is sold out = stockholders enjoy high profit. Managers lose jobs. So, antitakeover tactics apply = reduce shareholders value. 

i. Capitalizing on core competencies:

Managers oppose transferring skills to new firm.

e.g., Philip Morris and Miller Brewing acquisition. 
ii. Increasing market power:

P&G + acquisition of a candy co. Market enhance mean what to smaller one, who’s getting what? Sales person’s interests???
iii. Sharing infrastructure:

One set of managers responsible with different roles. The others left over managers resist.
iv. Balancing Financial Resources:

Portfolio conflicts, managers not sacrifice their interest for other portfolios.

v. Maintaining growth:

10% Corporate growth = 2% Top management’s growth. Shareholders= nominal.
Perks?
So, why should small firm’s manager give efforts?
Q. What are the hind sides of Portfolio Management?
- The Portfolio Management should not be considered as sole or primary basis for formulating corporate level strategy.  It’s a tool for initiating a strategy planning.  
- Limiting the thinking process

- Difficulties in separating portfolios. E.g., 
Coffee and Tea are separate or not, in a Beverage business.
- After 3 decades of use simple models of Portfolio management found to be not very accurate.

e.g., BCG matrix’s = cash users but actually are cash providers.
Q. How could you apply antitakeover tactics?

- Scorched earth: Selling jewel in the crown

- White knight: 3rd firm contacted (White Knight). Offered stocks at discounted price, if accepted a portion it is known as White Squire.
- Greenmail: Buy back at a premium price the Shark already purchased, with guarantee from shark that it will not try again. Offered to selected stockholders.

- Golden parachute: High pay package, to make the management ‘leave en masse’.

- Poison pill: Shark repellent. A clause the shark has to pay a huge dividend upon acquisition. 

- Pac-Man: Bid and counter bid. The higher bidder wins and overburdened with debt. 
Q. How could you determine Business Position?

· Level of differentiation (Advertisement effectiveness, product quality, image, patented products, Brand)

· Cost position (Economies of scale, manufacturing cost, overhead, waste, experience effect, labor rates)

· Response Time (Manufacturing flexibility, new product timing, delivery time, organizational flexibility)
· Financial strength (Solvency, liquidity, BEP, Cash flows, Profitability, Growth in revenues)

· Human Resources (Turnover, skill level, relative wages/salary, morale, managerial commitment, unionization)
· Public approval (Goodwill, reputation, Image)

The Portfolio approach / analysis of Diversification:

1) BCG Growth-share matrix

Cash Generation (Market share)





H



L
	* Star


	? Problem Child

	$ Cash Cow


	X Dog


Elements:
i. Fast growing market vs. slow growing or declining market = 
Cash need vs. cash in hand.
ii. Large market share = economies of scale + Experience curve
iii. Higher market share = higher cash flow

iv. Cash cows = huge cash overflow

v. Dog = unlikely cash solvent (Harvest)

vi. Problem child= Potential opportunity, likely cash cows
vii. Stars = future hope, nurturing them and wait for market growth to slow. Now invest to be cash cow.
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




Elements:

a. It could get anywhere, if -  M-M, H-L or L-H (Growing or destroying)
b. It must be worthless if – L-L (Discard)
c. It is worthy if – H-H (Invest)

d. It is not bad to be L-M, or M-L (Harvest)

e. It is a bottleneck if – M-H or H-M (Selective growth)
Q. How could you consider whether an industry is attractive or Not?

· Porter’s 5 forces must be in favor    + 

· Economic factors (Sales volatility, demand cycle, market growth, capital intensity)

· Financial norms (Profitability, Typical leverage, Credit practices, risk factors)

· Socio-politico consideration (Regulations, Community support, Ethical standards)

3) The Life cycle – Competitive Strength Matrix

(Acknowledge: Arthur D Little & Charles W. Hofer)
Stage of Market Life Cycle

        Introduction
            Growth
           Maturity

Decline       
	

	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


4) Charles W Hofer’s ‘Product /Market Evolution performance matrix’.
Competitive Position

Strong


Average


Weak

	

	
	

	

	
	

	

	
	

	

	
	

	

	
	


Evaluating and choosing to diversify to build Value
Book ref. J.Pearce II

a. Grand Strategy Selection Matrix

Overcome Weakness






Maximize Strengths
Model of Grand Strategy Clusters







 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




Extracted from office pc

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.

Q. Why do you go for outsourcing strategically?

Ref. J.Pearce Page-220.

Top five reasons are:

· Improve business focus

· Access to world-class capabilities

· Accelerated reengineering benefits

· Shared risks

· Free resources for other purposes: e.g., redirect its resources from non-core activities toward activities that have the greater return in serving the customer. 

Q. Consortia, keiretsus, and chaebols? Ref. Pearce, page 221
Same.

Consortia: Large interlocking relationships between businesses of an industry. E.g., in Europe, the EUREKA project involves several EU countries to coordinate research projects in the field of R&D.

Keiretsu: 50 different companies joined around a large company or bank and are coordinated through interlocking directories and stock exchanges. Merits: minimize risks of competition, in part through cost sharing and increased economies of scale. E.g., Mitsubishi, Mitsui, Sanwa, Sumitomo. It can be global, or international.

Chaebols: similar but the Korean keiretsu is typically financed by govt. banking groups and largely are run by professional managers trained by participating firms expressly for the job. 

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

	

	
	

	

	
	

	

	
	

	

	
	

	

	
	


Evaluating and choosing to diversify to build Value
Book ref. J.Pearce II

b. Grand Strategy Selection Matrix

Overcome Weakness






Maximize Strengths
Model of Grand Strategy Clusters







Market Requirements and Product Characteristics Model

Ref. Page: 133 John A PearceII


(Global strategy)

Source : Lawrence H. Wortzel, 1989 International Business Resource Book   

The Model









Product Examples





Case:

A) Make a Vertical diversification using the means of acquisition, strategic alliance, and internal development 

Sony Entertainment, 

Cetus (a leading biotech firm), 

ACP (A health care giant), 

Time –Warner communication, 

Metus (A globally operated larger biotech industry)

XCV insurance, national hospital.  

Case:

B) Make a Horizontal diversification using the means of acquisition, strategic alliance, and internal development 

AKG, 

Aristo chemical

Kodak

upper ten drinks, tiger drinks,  

PHP Glass

R&D

Case:

C) Make a Global diversification using the means of acquisition, strategic alliance, and internal development 

BASF,  

Fuji

Anheuser-Busch

Inmont USA chemicals

Xerox inc.

Budweiser
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Industry Attractiveness
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Competitive Strength





Danger: Harvest





Caution: Invest Selectively





Push: Invest Aggressively





Buyers





Development





Growth





Shake out





Mature/ Saturation





Decline





Product Stage 





And





Market 


Evolution
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Why diversify? – Stockholders’ value, competitiveness, core process development








1960=Unrelated diversification (Blind growth)


1970=Cash flow focused


1980=Shrink (Narrow range) Restructuring.


1990=Related diversification


2000=Shrink (Restructuring) e.g., Airlines, Banks.
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Push: Invest Aggressively





Caution: Invest Selectively





Danger: Harvest





Many














Few





Sources of Advantages





Development





Product Stage 





And





Market 


Evolution





Growth





Shake out





Mature/ Saturation





Decline





-Vertical Integration


-Conglomerate diversification





-Turnaround or retrenchment


-Divesture


-Liquidation





External (Acquisition or merger for resource capability)





Internal


(Redirected resources within the firm)





-Horizontal integration


-Concentric diversification


-Joint venture





-Concentrated growth


-Market development


-Product development


-Innovation





Rapid Market Growth





-Reformulation of Concentrated growth


-Horizontal integration


-Divesture


-Liquidation





-Concentrated Growth


-Vertical Integration


-Concentric Diversification





Weak competitive Position





Strong Competitive Position





-Turnaround or retrenchment


-Concentric diversification


-Conglomerate diversification


-Divesture


-Liquidation 





-Concentric Diversification


-Conglomerate diversification


-Joint Venture





Slow Market Growth





Rate of Change of Product (Fast)





Operate an ever-changing ‘global warehouse’





Maintain Differentiation





Standardized in all Markets





Customized Market-by-market





Practice opportunistic niche exploration





Minimized Delivered cost





Rate of Change of Product (Slow)





Consumer electronics, automobiles, trucks, watch cases, dolls, Toothpastes, Shampoo, Industrial machinery





Computer Chips, automotive electronics, color film, pharmaceutical chemicals, telecommunications, network equipment





Steel, petrochemicals (Polythylene), cola beverages, fabric for men’s shirts





Toilets, Chocolate bars.





-Vertical Integration


-Conglomerate diversification





-Turnaround or retrenchment


-Divesture


-Liquidation





External (Acquisition or merger for resource capability)





Internal


(Redirected resources within the firm)





-Horizontal integration


-Concentric diversification


-Joint venture





-Concentrated growth


-Market development


-Product development


-Innovation





Rapid Market Growth





-Reformulation of Concentrated growth


-Horizontal integration


-Divesture


-Liquidation





-Concentrated Growth


-Vertical Integration


-Concentric Diversification





Weak competitive Position





Strong Competitive Position





-Turnaround or retrenchment


-Concentric diversification


-Conglomerate diversification


-Divesture


-Liquidation 





-Concentric Diversification


-Conglomerate diversification


-Joint Venture





Slow Market Growth








