Strategic Management                                                     Debre Markos University, Bure Campus 

CHAPTER five

STRATEGIC ANALYSIS AND CHOICE 
TYPES OF STRATEGIES
1. INTEGRATION STRATEGIES
Forward integration, backward integration, and horizontal integration are sometimes collectively referred to as vertical integration strategies. Vertical integration strategies allow a firm to gain control over distributors, suppliers, and/or competitors. 

a. Forward integration strategy 

It refers to the transactions between the customers and firm. Forward integration strategy involves gaining ownership or increased control over distributors or retailers. Increasing numbers of manufacturers (suppliers) today are pursuing a forward integration strategy by establishing Web sites to directly sell products to consumers.
Guidelines for the use of integration strategies: 
When forward integration may be an especially effective strategy are:

· Present distributors are expensive, unreliable, or incapable of meeting firm’s needs

· Availability of quality distributors is limited 

· When firm competes in an industry that is expected to grow markedly

·  Organization has both capital and human resources needed to manage new business of distribution 

· Advantages of stable production are high 

· Present distributors have high profit margins 
b. Backward Integration  
Both manufacturers and retailers purchase needed materials from suppliers. Backward integration is a strategy of seeking ownership or increased control of a firm's suppliers. This strategy can be especially appropriate when a firm's current suppliers are unreliable, too costly, or cannot meet the firm's needs. 

Guidelines for Backward Integration: 
Guidelines when backward integration may be an especially effective strategy are: 

· When an organization's present suppliers are especially expensive, or unreliable, or incapable of meeting the firm's needs for parts, components, assemblies, or raw materials 

· When the number of suppliers is small and the number of competitors is large 

· When an organization competes in an industry that is growing rapidly; this is a factor because integrative-type strategies (forward, backward, and horizontal) reduce an organization's ability to diversify in a declining industry 

· When an organization has both capital and human resources to manage the new business of supplying its own raw materials 

· When the advantages of stable prices are particularly important; this is a factor because an organization can stabilize the cost of its raw materials and the associated price of its product through backward integration 

· When present supplies have high profit margins, which suggests that the business of supplying products or services in the given industry is a worthwhile venture 

·  When an organization needs to acquire a needed resource quickly 

c. Horizontal Integration
Horizontal integration refers to a strategy of seeking ownership of or increased control over a firm's competitors. One of the most significant trends in strategic management today is the increased use of horizontal integration as a growth strategy. Mergers, acquisitions, and takeovers among competitors allow for increased economies of scale and enhanced transfer of resources and competencies. 

Increased control over competitors means that you have to look for new opportunities either by the purchase of the new firm or hostile take over the other firm. One organization gains control of other which functioning within the same industry. It should be done that every firm wants to increase its area of influence, market share and business. 

Guidelines for Horizontal Integration: 
Four guidelines when horizontal integration may be an especially effective strategy are: 

· When an organization can gain monopolistic characteristics in a particular area or region without being challenged by the federal government for "tending substantially" to reduce competition 

· When an organization competes in a growing industry 

· When increased economies of scale provide major competitive advantages 

· When an organization has both the capital and human talent needed to successfully manage an expanded organization 

· When competitors are faltering due to a lack of managerial expertise or a need for particular resources that an organization possesses; note that horizontal integration would not be appropriate if competitors are doing poorly because overall industry sales are declining.

2. INTENSIVE STRATEGIES 

Market penetration, market development, and product development are sometimes referred to as intensive strategies because they require intensive efforts to improve a firm's competitive position with existing products. 

a. Market Penetration 
A market-penetration strategy seeks to increase market share for present products or services in present markets through greater marketing efforts. This strategy is widely used alone and in combination with other strategies. Market penetration includes increasing the number of salespersons, increasing advertising expenditures, offering extensive sales promotion items, or increasing publicity efforts. 

Guidelines for Market Penetration 
Four guidelines when market penetration may be an especially effective strategy are:

· Current markets not saturated 

· Usage rate of present customers can be increased significantly 

· Market shares of competitors declining while total industry sales increasing

· Increased economies of scale provide major competitive advantages 

There are two aspects of market penetration: Rapid market penetration: based on two assumptions, to lower the price and promotional activities can be increased. Slow market penetration: also based on two assumptions, to lower the price but promotional activities are not changed. 
b. Market Development 

Market development involves introducing present products or services into new geographic areas. The climate for international market development is becoming more favorable. In many industries, such as airlines, it is going to be hard to maintain a competitive edge by staying close to home. 

Guidelines for Market Development 
Six guidelines when market development may be an especially effective strategy are: 

· New channels of distribution that are reliable, inexpensive, and good quality

· Firm is very successful at what it does 

· Untapped or unsaturated markets 

· Capital and human resources necessary to manage expanded operations

· Excess production capacity 

· Basic industry rapidly becoming global 
c. Product Development 
Product development is a strategy that seeks increased sales by improving or modifying present products or services. Product development usually entails large research and development expenditures. The U.S. Postal Service now offers stamps and postage via the Internet, which represents a product development strategy. E-Stamp Corporation, Neopost, and Pitney Bowes, too, are actively pursuing product development by creating their own versions of digital stamps. 

Guidelines for Product Development 
Five guidelines when product development may be an especially effective strategy to pursue are: 

· Products in maturity stage of life cycle 

· Competes in industry characterized by rapid technological developments

·  Major competitors offer better-quality products at comparable prices

·  Compete in high-growth industry 

· Strong research and development capabilities 

3. DIVERSIFICATION STRATEGIES 
There are three general types of diversification strategies: concentric, horizontal, and conglomerate. Over all, diversification strategies are becoming less popular as organizations are finding it more difficult to manage diverse business activities. In the 1960s and 1970s, the trend was to diversify so as not to be dependent on any single industry, but the 1980s saw a general reversal of that thinking. Diversification is now on the retreat. 
a. Concentric Diversification 
Adding new, but related, products or services is widely called concentric diversification. An example of this strategy is AT&T recently spending $120 billion acquiring cable television companies in order to wire America with fast Internet service over cable rather than telephone lines. 

AT&T's concentric diversification strategy has led the firm into talks with America Online (AOL) about a possible joint venture or merger to provide AOL customers cable access to the Internet. 

Guidelines for Concentric Diversification 

Guidelines when concentric diversification may be an effective strategy are provided below: 

· Competes in no- or slow-growth industry 
· Adding new & related products increases sales of current products 
· new, related, products could be offered at highly competitive prices

· organization’s products are currently in the declining stage of the product’s life cycle
b. Conglomerate Diversification 
Adding new, unrelated products or services is called conglomerate diversification. Some firms pursue conglomerate diversification based in part on an expectation of profits from breaking up acquired firms and selling divisions piecemeal. 

Guidelines for Conglomerate Diversification 
Four guidelines when conglomerate diversification may be an effective strategy are provided below: 

· Declining annual sales and profits 

· Capital and managerial talent to compete successfully in a new industry

· Financial synergy between the acquired and acquiring firms 

· Exiting markets for present products are saturated 

c. Horizontal Diversification 
Adding new, unrelated products or services for present customers is called horizontal diversification. This strategy is not as risky as conglomerate diversification because a firm already should be familiar with its present customers. 

Guidelines for Horizontal Diversification 
Four guidelines when horizontal diversification may be an especially effective strategy are: 

· Revenues from current products/services would increase significantly by adding the new unrelated products

· Present distribution channels can be used to market new products to current customers 
· New products have counter cyclical sales patterns compared to existing products

· an organization has the opportunity to purchase an unrelated business that is an attractive investment opportunity
4. DEFENSIVE STRATEGIES 
In addition to integrative, intensive, and diversification strategies, organizations also could pursue retrenchment, divestiture, or liquidation. 

a. Retrenchment 
Retrenchment occurs when an organization regroups through cost and asset reduction to reverse declining sales and profits. Sometimes called a turnaround or reorganization strategy, retrenchment is designed to fortify an organization's basic distinctive competence. During retrenchment, strategists work with limited resources and face pressure from shareholders, employees, and the media. Retrenchment can entail selling off land and buildings to raise needed cash, pruning product lines, closing marginal businesses, closing obsolete factories, automating processes, reducing the number of employees, and instituting expense control systems. 

Guidelines for Retrenchment 
Five guidelines when retrenchment may be an especially effective strategy to pursue are as follows: 

· Firm has failed to meet its objectives and goals consistently over time but has distinctive competencies 

· Firm is one of the weaker competitors

·  Inefficiency, low profitability, poor employee morale and pressure from stockholders to improve performance. 

· When an organization’s strategic managers have failed to achieve objectives
· Very quick growth to large organization where a major internal reorganization is needed

· When an organization has grown so large so quickly that major internal reorganization is needed

b. Divestiture 
Selling a division or part of an organization is called divestiture. Divestiture often is used to raise capital for further strategic acquisitions or investments. Divestiture can be part of an overall retrenchment strategy to rid an organization of businesses that are unprofitable, that require too much capital, or that do not fit well with the firm's other activities. 

Guidelines for Divestiture 
Five guidelines when divestiture may be an especially effective strategy to pursue are listed below: 

· When firm has pursued retrenchment but failed to attain needed improvements 

· When a division needs more resources than the firm can provide 

· When a division is responsible for the firm’s overall poor performance 

· When a division is a misfit with the organization 

· When a large amount of cash is needed and cannot be obtained from other sources. 

Divestiture has become a very popular strategy as firms try to focus on their core strengths, lessening their level of diversification.
c. Liquidation 
Selling all of a company’s assets, in parts, for their tangible worth. Selling all of a company's assets, in parts, for their tangible worth is called liquidation. Liquidation is recognition of defeat and, consequently, can be an emotionally difficult strategy. However, it may be better to cease operating than to continue losing large sums of money. 

Guidelines for Liquidation 
Three guidelines when liquidation may be an especially effective strategy to pursue are:
· When both retrenchment and divestiture have been pursued unsuccessfully
· If the only alternative is bankruptcy, liquidation is an orderly alternative
· When stockholders can minimize their losses by selling the firm’s assets
d. Joint Venture 
Two or more companies form a temporary partnership or consortium for purpose of capitalizing on some opportunity. Joint venture is a popular strategy that occurs when two or more companies form a temporary partnership or consortium for the purpose of capitalizing on some opportunity. Often, the two or more sponsoring firms form a separate organization and have shared equity ownership in the new entity. Other types of cooperative arrangements include research and development partnerships, cross-distribution agreements, cross-licensing agreements, cross-manufacturing agreements, and joint-bidding consortia.

Guidelines for Joint Ventures 
Six guidelines when joint venture may be an especially effective strategy to purse are:

· Combination of privately held and publicly held can be synergistically combined

· Domestic firms joint venture with foreign firm, can obtain local management to reduce certain risks 

· Distinctive competencies of two or more firms are complementary 

· Overwhelming resources and risks where project is potentially very profitable (e.g., Alaska pipeline) 

· Two or more smaller firms have trouble competing with larger firm 

· A need exists to introduce a new technology quickly

MICHAEL PORTER'S GENERIC STRATEGIES;

Probably the three most widely read books on competitive analysis in the 1980s were Michael Porter's Competitive Strategy, Competitive Advantage and Competitive Advantage of Nations. According to Porter, strategies allow organizations to gain competitive advantage from three different bases: cost leadership, differentiation, and focus. Porter calls these bases generic strategies. Cost leadership emphasizes producing standardized products at very low per-unit cost for consumers who are price-sensitive. Differentiation is a strategy aimed at producing products and services considered unique industry wide and directed at consumers who are relatively price-insensitive. Focus means producing products and services that fulfill the needs of small groups of consumers. Porter's strategies imply different organizational arrangements, control procedures, and incentive systems. Larger firms with greater access to resources typically compete on a cost leadership and/or differentiation basis, whereas smaller firms often compete on a focus basis. Porter stresses the need for strategists to perform cost-benefit analyses to evaluate "sharing opportunities" among a firm's existing and potential business units. Sharing activities and resources enhances competitive advantage by lowering costs or raising differentiation. In addition to prompting sharing, Porter stresses the need for firms to "transfer" skills and expertise among autonomous business units effectively in order to gain competitive advantage. Depending upon factors such as type of industry, size of firm, and nature of competition, various strategies could yield advantages in cost leadership, differentiation, and focus. 

Cost Leadership Strategies; This strategy emphasizes efficiency. By producing high volumes of standardized products, the firm hopes to take advantage of economies of scale and experience curve effects. The product is often a basic no-frills product that is produced at a relatively low cost and made available to a very large customer base. Maintaining this strategy requires a continuous search for cost reductions in all aspects of the business. 

The associated distribution strategy is to obtain the most extensive distribution possible. Promotional strategy often involves trying to make a virtue out of low cost product features. To be successful, this strategy usually requires a considerable market share advantage or preferential access to raw materials, components, labour, or some other important input. Without one or more of these advantages, the strategy can easily be mimicked by competitors. Successful implementation also benefits from:

· Process engineering skills 

· Products designed for ease of manufacture 

· Sustained access to inexpensive capital 

· Close supervision of labour 

· Tight cost control 

· Incentives based on quantitative targets 

· Market of many price-sensitive buyers 

· Few ways of achieving product differentiation 

·  Buyers not sensitive to brand differences 

· Large number of buyers with bargaining power 

· Pursued in conjunction with differentiation 

· Economies or diseconomies of scale 

· Capacity utilization achieved 

· Linkages with suppliers and distributors 

A primary reason for pursuing forward, backward, and horizontal integration strategies is to gain cost leadership benefits. But cost leadership generally must be pursued in conjunction with differentiation. A number of cost elements affect the relative attractiveness of generic strategies, including economies or diseconomies of scale achieved, learning and experience curve effects, the percentage of capacity utilization achieved, and linkages with suppliers and distributors. Other cost elements to consider in choosing among alternative strategies include the potential for sharing costs and knowledge within the organization, R&D costs associated with new product development or modification of existing products, labor costs, tax rates, energy costs, and shipping costs. Striving to be the low-cost producer in an industry can be especially effective when the market is composed of many price-sensitive buyers, when there are few ways to achieve product differentiation, when buyers do not care much about differences from brand to brand, or when there are a large number of buyers with significant bargaining power. The basic idea is to under price competitors and thereby gains market share and sales, driving some competitors out of the market entirely. 

A successful cost leadership strategy usually permeates the entire firm, as evidenced by high efficiency, low overhead, limited perks, intolerance of waste, intensive screening of budget requests, wide spans of control, rewards linked to cost containment, and broad employee participation in cost control efforts. Some risks of pursuing cost leadership are that competitors may imitate the strategy, thus driving overall industry profits down; technological breakthroughs in the industry may make the strategy ineffective; or buyer interest may swing to other differentiating features besides price. Several example firms that are well known for their low-cost leadership strategies are Wal-Mart, BIC, McDonald's, Black and Decker, Lincoln Electric, and Briggs and Stratton. 

Low Cost Producer Advantages; The first point depends upon the condition of the price fluctuation in the market; this can also be understood with the help of elasticity of demand. In any market, the demand is sensitive to price this is called price sensitivity of demand. For example, if price of any commodity increases, the customer carry on to buy the things. It means these customers neither are price sensitive. Other is the case where customers move towards the alternates with an increase in demand. The second is the case where there are few ways of achieving product differentiation either by changing features, price, cost or quality of the product.
 87 
Where there are high end products, there are the customers who are brand sensitive, because, people want to express their choices or personality through that brand. In Bargaining power, low price products have more customers, more suppliers and more bargaining but high priced products there are low bargaining power due to the fewer customers. 

Differentiation Strategies: Differentiation involves creating a product that is perceived as unique. The unique features or benefits should provide superior value for the customer if this strategy is to be successful. Because customers see the product as unrivaled and unequaled, the price elasticity of demand tends to be reduced and customers tend to be more brands loyal. This can provide considerable insulation from competition. However there are usually additional costs associated with the differentiating product features and this could require a premium pricing strategy.

To maintain this strategy the firm should have: 

· Strong research and development skills 

· Strong product engineering skills 

· Strong creativity skills 

· Good cooperation with distribution channels 

·  Strong marketing skills 

· Incentives based largely on subjective measures 

· Be able to communicate the importance of the differentiating product characteristics 

·  Stress continuous improvement and innovation 

· Attract highly skilled, creative people 

· Greater product flexibility

·  Greater compatibility 

· Lower costs 

· Improved service

·  Greater convenience  

·  More features 

Differentiation strategies Allow firm to charge higher price gain customer loyalty. In the differentiation focus strategy, a business aims to differentiate within just one or a small number of target market segments. The special customer needs of the segment means that there are opportunities to provide products that are clearly different from competitors who may be targeting a broader group of customers. The important issue for any business adopting this strategy is to ensure that customers really do have different needs and wants - in other words that there is a valid basis for differentiation - and that existing competitor products are not meeting those needs and wants. 

Focus Strategy 
In this strategy the firm concentrates on a selected few target markets. It is also called a focus strategy or niche strategy. It is hoped that by focusing your marketing efforts on one or two narrow market segments and tailoring your marketing mix to these specialized markets, you can better meet the needs of that target market. 

The firm typically looks to gain a competitive advantage through effectiveness rather than efficiency. It is most suitable for relatively small firms but can be used by any company. As a focus strategy it may be used to select targets that are less vulnerable to substitutes or where a competition is weakest to earn above-average return on investments. 

· Industry segment of sufficient size 

· Good growth potential 

· Not crucial to success of major competitors 

·  Consumers have distinctive preferences 

·  Rival firms not attempting to specialize in the same target segment 

Here a business seeks a lower-cost advantage in just one or a small number of market segments. The product will be basic - perhaps a similar product to the higher-priced and featured market leader, but acceptable to sufficient consumers. Such products are often called "me-too's". 

Niche strategies 

Here the organization focuses its effort on one particular segment and becomes well known for providing products/services within the segment. They form a competitive advantage for this niche market and either succeeds by being a low cost producer or differentiator within that particular segment. 

Criticisms of generic strategies Several commentators have questioned the use of generic strategies claiming they lack specificity, lack flexibility, and are limiting. In many cases trying to apply generic strategies is like trying to fit a round peg into one of three square holes: You might get the peg into one of the holes, but it will not be a good fit. In particular, Millar (1992) questions the notion of being "caught in the middle". He claims that there is a viable middle ground between strategies. Many companies, for example, have entered a market as a niche player and gradually expanded. According to Baden-Fuller and Stop ford1992) the most successful companies are the ones that can resolve what they call "the dilemma of opposites".
Levels at Which Strategy Operates:

Businesses, especially conglomerates, are arranged in a hierarchical way. The business as a whole may be made up of a collection of smaller businesses. These may be grouped into divisions. These divisions may also be known as profit centers or strategic business units (SBUs). Each one of the SBUs has its own functional departments.

This ordering of business activity suggests a hierarchical ordering of strategy as illustrated in figure below:





Figure 1.1: Levels at which strategy operates

Corporate Strategy is regarded as encompassing the aims and objectives of the organization together with the means of how these are to be achieved. It is, by definition, holistic, i.e., it embraces all of the company’s different businesses and functions. Andrews defined corporate strategy as: ‘the pattern of major objectives, purposes or goals and essential policies or plans for achieving those goals, stated in such a way as to define what business the company is in or is to be in and the kind of company it is or is to be’. Chandler believed that it should also be concerned with ‘the allocation of resources necessary for carrying out these goals’.

In defining its corporate strategy, the firm has to satisfy the sometimes-contradictory expectations of several differing constituencies including, obviously, customers as well as suppliers, shareholders, and employees.

It is widely believed that corporate strategy should address the essentials of the organization, namely, the “what”, “why”, “how”, and “when”, of the organization. It is concerned with “what businesses is the company in or would like to be in?” Secondly, it embraces “why the company is in business?” i.e., the specific sales, profit, rate of return, and growth targets it has or should have. Thirdly, the company needs to define “how” it aims to achieve those targets, such as the technologies it will use, the markets it is or should be operating in, and the products it markets or should market in order to achieve those objectives. Finally, the company needs to decide “when” it aims to achieve those goals and the period over which it defines its strategy.

Business strategy or competitive strategy is empowered to make key decisions about current and future strategy within the framework of the overall corporate strategy. It seeks to determine how an organization should compete in each of its businesses. For a small organization in only one line of business or the large organization that has not diversified into different products or markets, the business-level strategy typically overlaps with the organizations corporate strategy.

 For organizations in multiple businesses, however, each division (SBUs) will have its own strategy that defines the products or services it will offer, the customers it wants to reach, and the like. For example, Pepsi Co. has different business-level strategies for its various business units – Soft drinks (Pepsi, Slice, Mountain Dew), Snacks (Frito-lay and Rold Gold pretzels), Other Beverages (Tropicana juices, Aquafina bottled water, All Sport sports drinks, and Lipton tea), and Quaker Oats. Each division has developed its own unique approach for competing.

The essence of business strategy is achieving sustainable competitive advantage. It has three aspects: (1) deciding what product/service attributes (lower costs and prices, a better product, a wider product line, superior customer service, emphasis on a particular market niche) offer the best chance to win a competitive edge; (2) developing skills, expertise, and competitive capabilities that set the company apart from rivals; and (3) trying to insulate the business as much as possible from the effects of competition.

On a broader internal front, business strategy must also aim at uniting strategic initiatives in the various functional areas of business (Finance, HR, Marketing, R&D, Customer service etc.). Strategic actions are needed in each functional area to support the company’s competitive approach and overall business strategy. Strategic unity and coordination across the various functional areas add power to the business strategy.

Functional Strategy seeks to determine how to support the business-level strategy. A firm needs a functional strategy for every competitively relevant business activity and organizational unit – for R&D, Production, Marketing, Customer service, Distribution, Finance, HR, IT, and so on. Functional strategies, while narrower in scope than business strategies, add relevant detail to the overall business game plan by setting forth the actions, approaches, and practices to be employed in managing a particular functional department or business process or key activity. They aim at establishing or strengthening specific competencies and competitive capabilities calculated to enhance the company’s market position and standing with its customers.

                      A comprehensive Strategy Formulation 

Corporate Portfolio Analysis

The corporate or business portfolio is the collection of businesses and products that make up the company. The best business portfolio is one that fits the company's strengths and helps exploit the most attractive opportunities.

The company must:

· Analyze its current business portfolio and decide which businesses should receive more or less investment, and

· Develop growth strategies for adding new products and businesses to the portfolio, whilst at the same time deciding when products and businesses should no longer be retained.

Methods of Portfolio Planning
The two best-known portfolio-planning methods are from the Boston Consulting Group and by General Electric/Shell. In each method, the first step is to identify the various Strategic Business Units ("SBU's") in a company portfolio. An SBU is a unit of the company that has a separate mission and objectives and that can be planned independently from the other businesses. An SBU can be a company division, a product line or even individual brands - it all depends on how the company is organized.

The Boston Consulting Group Matrix

Using the BCG Box (an example is illustrated above) a company classifies all its SBU's according to two dimensions:

On the horizontal axis: relative market share this serves as a measure of SBU strength in the market. On the vertical axis: market growth rate this provides a measure of market attractiveness

Figure 4.1:  The Boston Consulting Group Box ("BCG Box") 

By dividing the matrix into four areas, four types of SBU can be distinguished:

Stars

Stars are high growth businesses or products competing in markets where they are relatively strong compared with the competition. Often they need heavy investment to sustain their growth. Eventually their growth will slow and, assuming they maintain their relative market share, will become cash cows.

Cash Cows
 Cash cows are low-growth businesses or products with a relatively high market share. These are mature, successful businesses with relatively little need for investment. They need to be managed for continued profit - so that they continue to generate the strong cash flows that the company needs for its Stars.

Question marks
 Question marks are businesses or products with low market share but which operate in higher growth markets. This suggests that they have potential, but may require substantial investment in order to grow market share at the expense of more powerful competitors. Management have to think hard about "question marks" - which ones should they invest in? Which ones should they allow to fail or shrink?

Dogs
Unsurprisingly, the term "dogs" refers to businesses or products that have low relative share in unattractive, low-growth markets. Dogs may generate enough cash to break-even, but they are rarely, if ever, worth investing in.

Using the BCG Box to determine strategy

Once a company has classified its SBU's, it must decide what to do with them. In the diagram above, the company has one large cash cow (the size of the circle is proportional to the SBU's sales), a large dog and two, smaller stars and question marks.

Conventional strategic thinking suggests there are four possible strategies for each SBU:

· Build Share: here the company can invest to increase market share (for example turning a "question mark" into a star)
· Hold: here the company invests just enough to keep the SBU in its present position

· Harvest: here the company reduces the amount of investment in order to maximize the short-term cash flows and profits from the SBU. This may have the effect of turning Stars into Cash Cows.
· Divest: the company can divest the SBU by phasing it out or selling it - in order to use the resources elsewhere (e.g. investing in the more promising "question marks"). 
4.2.2.
The McKinsey / General Electric Matrix
The McKinsey/GE Matrix overcomes a number of the disadvantages of the BCG Box. Firstly, market attractiveness replaces market growth as the dimension of industry attractiveness, and includes a broader range of factors other than just the market growth rate. Secondly, competitive strength replaces market share as the dimension by which the competitive position of each SBU is assessed.

The diagram below illustrates some of the possible elements that determine market attractiveness and competitive strength by applying the McKinsey/GE Matrix to the UK retailing market.

Figure 4.2:  The Mckinsey Matrix
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Whilst any assessment of market attractiveness is necessarily subjective, there are several factors that can help determine attractiveness. These are listed below:

· Market Size

· Market growth 

· Market profitability 

· Pricing trends 

· Competitive intensity / rivalry 

· Overall risk of returns in the industry 

· Opportunity to differentiate products and services 

· Segmentation 

· Distribution structure (e.g. retail, direct, wholesale 
Factors that Affect Competitive Strength
Factors to consider include:

· Strength of assets and competencies

· Relative brand strength

· Market share

· Customer loyalty

· Relative cost position (cost structure compared with competitors)

· Distribution strength

· Record of technological or other innovation

Access to financial and other investment resources
McKinsey 7S Model

This model was developed in the 1980's by Robert Waterman, Tom Peters and Julien Philips whilst working for McKinsey and originally presented in their article “Structure is not Organization". To quote them:

"Intellectually all managers and consultants know that much more goes on in the process of organizing than the charts, boxes, dotted lines, position descriptions, and matrices can possibly depict. But all too often we behave as though we didn’t know it - if we want change we change the structure.

Diagnosing and solving organizational problems means looking not merely to structural reorganization for answers but to a framework that includes structure and several related factors."

The 7S Model which they developed and presented became extensively used by mangers and consultants and is one of the cornerstones of organizational analysis.
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Essentially the model says that any organization can be best described by the seven interrelated elements shown above:

Strategy

Plans for the allocation of a firm's scarce resources, over time, to reach identified goals. Environment, competition, customers.

Structure

The way the organization's units relate to each other: centralized, functional divisions (top-down); decentralized (the trend in larger organizations); matrix, network, holding, etc.

Systems

The procedures, processes and routines that characterize how important work is to be done: financial systems; hiring, promotion and performance appraisal systems; information systems.
Skills

Distinctive capabilities of personnel or of the organization as a whole.

Staff

Numbers and types of personnel within the organization.
Style

Cultural style of the organization and how key managers behave in achieving the organization’s goals.

Shared Value

The interconnecting centre of McKinsey's model is: Shared Values. What the organization stands for and what it believes in. Central beliefs and attitudes.
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