A2 BS  - Unit 6 ( 6.4 )
Developing, implementing and evaluating our strategies

Some stimulus material

Fortum , the Finnish energy group, on Wednesday said it would sell its Norwegian exploration and production assets for $1.1bn to Eni (the Italian oil group, as part of its strategy of focusing on its core power business and fuel refining operations. 

Last year Fortum took full control of Birka Energi, one of Sweden's biggest power groups, after buying the 50 per cent of the group, which it did not already own for $1.4bn in cash. 

The sale of its Norwegian assets will cut debt to €5.1bn and gearing will fall from 84 per cent to 71 per cent. 

Shares in ENI were down 1.05% at €14.1 in mid morning trading on the news

The theory

We now need to address the ways in which we could develop and implement strategies. We will also need to look at ways of evaluating our success/failure of achieving such goals.

Many of the strategic decisions made within a business are focused on improving efficiency. They will involve:

· human resources

· marketing

· production

· research

· product development

To maximise their effect we need to make certain that everyone affected by them is made aware of their existence. Examples of such decisions might be:

· reducing costs and gaining advantages of economies of scale

· developing lean production techniques, so reducing waste, storage costs and the risks of stock-outs

· Improving quality and its monitoring, which again will reduce our cost base.

· De-ciphering exactly what consumers want and matching our product range to these

· Improving staff morale and motivation, say by encouraging empowerment

· Spending more on targeted training

· Producing more products via our own research and development

· Re-cycling, reducing waste and other environment-based ideas

· Developing our corporate and social responsibility profiles

Whatever mix of the above we concentrate on we are aiming to improve our COMPETITIVE ADVANTAGE. This means that we are focusing on three Generic strands of strategic thinking. These are:

· Cost Leadership

· Differentiation and 

· Focus

Let’s look at each in turn.

1. Cost Leadership – we are now firmly focused on costs and reducing them. This could help make us more attractive to both current and prospective buyers. Our prices could become more competitive and all of the above strategic areas will be centred on cost control. We will need to think about our marketing mix and especially how and where we position ourselves in the market. 

2. Differentiation – now we are thinking unique selling points and how customers perceive our products. If they like what they see then our pricing policy might reflect this. 

3. Focus – which segment/segments will we operate in and what are we good at? Will we use price or differentiation, or a mixture of both to earn profits for our core interests?

Topic of the Week 

A deeper look at Strategies

When striving to develop strategies that will deliver the best outcomes most businesses will look closely at:

· Their customer base and what it is they want. The findings of such focused market research will be fed into the operations and production sections of the business, so as we are producing the quality and range of goods/services at the prices consumers feel are value based. In reality we will be consolidating on what we are good at and developing these to the best of our abilities. Unilver have recently passed through a period of looking at their brands and deciding which are there most successful. On conclusion of the exercise they sold-off some brands and concentrated on developing the brand equities of the remainder. 

· How is the market moving? An awareness of this normally allows us to decide on possible reactions, such as withdrawing, or in some cases a re-trenchment exercise. This will result in the business moving out of some or parts of markets and focusing on other parts of its product portfolio. 

· New markets and their possibilities.  Most business is looking for new opportunities and they usually move into where a space appears to be. This may be as a result of a gap or niche being perceived to exist an a market or in response to a rival leaving a market 

· Establishing the trust that comes with experience. Most of us buy partly on trust and a previous experience.  So, if we can develop this and encourage customer loyalty then our sales should be as safe as we can make them. In modern marketing the use of a ‘theme’ which embodies the product’s qualities is popular. e.g. Mars-pleasure you cannot measure. I doubt if any of us are really sure what it means but rivals know that it could decide purchaser decisions.

· Tracking the quality and performance of our rivals. Decisions here will be based on where we see a perceived advantage over a competitor. Has their image slipped and if so why? Could we move in and steal some of their territory? If so, how do we do it?

· Is our image good enough to let us enter new markets? Do consumers trust us and if so would they buy another product from us?

· Are we making our size count? If we control a sizeable proportion of a market do we get the best terms or should we be looking at our supply chains and demanding discounts? Efficiency in production and delivering what is wanted when it is wanted is central to business success.

· How are the ‘backroom’ people getting on? Are some new ideas coming through and if so could they be a money earner for us?

· Should we diversify and spread our risks? Shall we go for related diversification, or take the plunge and go for something new?

· Do we have a competitive cost base?  If so why and if not what can we do about it? Will it involve redundancies and how will we manage these? 

All of these strategic areas for decision-making will have to fit into our Corporate Strategy, or long-term plans for the business. Most companies plan to be ‘bigger’ in the future and this can be achieved via a number of routes. The most common are:

· Via internal development, which means re-investing part of yearly profits and growing revenues by increased sales. This is often considered a ‘safer’ way of getting bigger as it involves staying within your known environment. Obviously, the corporate culture and organisational structure will have to adapt employees and production techniques will have to be brought ‘on board’ as well. 

· Take-over, mergers and acquisitions, which involve joining or acquiring others. Such moves normally mean buying another business that will complement yours, though some conglomerate development does not follow this route. 

· Joining with others but staying independent – this normally involves joint ventures, consortiums, hook-ups, associations, networks, licences or franchises.

Next week we will look for the first time at the problems posed by the drive to Global business and markets

Some questions

1. How might a company such as The Body Shop have built its competitive advantage?

2. Why is Fortrum selling its exploration and production business?

3. Despite reducing its gearing ratio the Fortrum groups shares fell – why?

4. Have ‘hook-ups’ helped Macdonald’s’ in the UK as it tried to develop its market share?

Suggested Answers

1.The Body Shop group started in Brighton as a niche business serving a type of client that was thought to exist in the seaside town. They seldom concentrated on being the cheapest but did aim to give good value for money with a certain difference within their product range. Ingredients were ‘natural’ and no cruelty was involved in product testing. So, customers could buy with a clear conscience. They differentiated by the ingredients, the decor of shops, the methods of presentation and purchase e.g. re-fills and often attracted young people with similar ethical values to by assistants in their shops. They found a segment of the toiletries market and carefully exploited and developed it.  If being copied is a good sign that others think you have got something right, then The Body Shop must have been rather successful. Just look at the product ranges of Boots and Superdrug!

2. Fortrum is selling its exploration and production business in order to concentrate on its core sectors. These appear to be the power business and fuel refining. It knows what it is good at, or as some would say it is ‘sticking to its knitting.’ By doing this it can build value into what it is good at and let others worry about what were at best peripherals. It has already expanded in its core areas and now has to earn profits to reduce its gearing (debt) ratio. It could do this by waiting for revenue streams to improve but realises that this could be a slow business. So, it’s cutting debt by selling assets. One assumes that the assets being sold are not required for any future expansion and are attracting a price, which allows the cash to re-directed within the business.

3.The shares might have fallen as prospective buyers felt that they wanted to see more stability in the business before putting money into it. The strategy of the business has altered and it will take time to see if it has been successful. By focusing on their core activities the group should generate more revenue and post higher profits but again this will take time. Some current shareholders might have ‘bailed out’, as they feared a period of re-trenchment, job cuts and general poor PR as the group settles to the tasks of (a) reducing debt and (b) building sales. As such they thought that now was the time to sell and invest elsewhere.

4. Macdonald’s have used hook-ups quite a lot in the UK during their market building strategic period. They ‘appeared’ in cinema foyers, car parks, university cafes and other places where they could be exposed to potential buyers. They felt that such areas complemented both their product range and that of the company from whom they rented space. To the property owner Mac’s meant people and in ever-increasing numbers. Many would be from the youth market and they have money and buy fashion. Shops within the area or precinct would also gain, as customers will have been drawn by the presence of the big Mac providers. So, Macdonald’s would be able to build the business with all the associated economies of scale without some of the risks and costs associated with acquiring their own, independent properties. Those whom let them space the traffic that came with them would have swelled numbers and brought in rent.

