Write summary of possible contents of ‘sustainable competitive advantage’ discussion .required for july 31   

Set up, try out video recorder

Put basic model on board

I. Plan

a. Marketing  

b. Need for more notes 

i. Pass out notes on ‘sustainable competitive advantage’  
c. Questions  


II. What we’ve covered so far 


III. ‘How to make things happen’ – ‘Execution’ and ‘Strategic intent’  


IV. Replacements 


V. Global Strategy basics


VI. Porter video    

290-6 – Execution  /  Global 1
I. I’m struggling with the question of how to encourage the ideas in this course to stick with you.  Lecture notes on web site. 


II. Plans  
a. I’m aware that I haven’t provided as much written detail as would be ideal on the nature of each of the interim assignments on the plan  Sustainable competitive advantage paper.  

i. Discuss writing the paper on Monday?  

b. systematic lack of marketing resources in the plans.  

i. I’m glad I asked who was an engineer.  

1. it’s kind of notorious.  Engineers don’t think enough of marketing.  

2. Engineers are often the best business people. 

a. but only if they learn to take seriously non-engineering.  

3. But because marketing can’t be fully planned, they neglect it.   

ii. Need to think systematically about how you will get the specific potential customers you’ve identified to know your product exists and want to buy it.  Then you have to identify what kind of people (and other resources) you need to make that happen. 

1. James now has 
a. one kind of marketing people to think about how to get the kids who are the primary internet users in China to use his service (they’re young kids) and 

b. another kind to work on business advertisers.  


c. questions on the competitor/ industry analyses (due Monday).  

d. questions on the plans.  

e. Please if you haven’t done so set up meeting with me between now and July 31.  
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III. What we’ll do today 


IV. What we’ve done so far.  

a. goals 

i. sustained competitive advantage 

ii. profits 

iii. these are usually very important for any others  

b. Basic model

c. Evolution over time

d. Technology management 

i. We have to fit into a generally slow process that requires managing for creativity. 

ii. A technology standard is 

1. potentially very durable

2. established through network effects

3. can produce huge profits if and only if you get other people to build businesses on top of your product and pay you a premium for the privilege.  
iii. different kinds of innovation are necessary at different points in the industry life cycle.  


e. All this is:  What a company has to do to achieve these goals
V. But how do you get a company to do what you want it to do? 
This is strategy execution  


a. Lots of classes will have taught you things relevant to strategy execution.  Ch. 5 is Walker’s attempt to tell what strategic management scholars add.  I told you that you could skim it.  

Strategy scholars do have some important contributions to make as we think about how to get the company to do what you want it to do, but the chapter is wordy.


b. Capabilities – The core point is that you can’t get people to do the things that have to be done just by telling them to do them.  You have to build capabilities.  


i. Moreover, the value to you of any resource or business you might buy depends on the capabilities you have to use it – 
resource complementarity. 


c. How do you analyze businesses and options so you’ll manage strategy creation and execution well?  

i. value chain – p. 130.  Toyota.  


From 1985 – firms were more integrated then than they are now and manufacturing was a larger share of GDP.  

1. can draw for eBay.  But not too meaningful.  

ii. Porter seems to have grown less persuaded about the adequacy of the value chain for analyzing strategies, because in an article about eight years ago he started talking about companies as 
activity systems.  And everybody said they didn’t understand what he meant.  

1. One of his former students, Nicholaj Siggelkow, who teaches at the Wharton School in Pennsylvania, decided to figure out what it really meant, and to do that he had to look closely at a real business where he could get a lot of data.  He chose the Vanguard Group, a big mutual fund firm, which at the time of his study had been run by one guy, John Bogle, for more than 20 years.  

a. Siggelkow didn’t say this, but a lot of people feel Vanguard is one of those firms that don’t frustrate people too much.  

i. It doesn’t pay as much as some other financial services companies, but employees rarely leave. 

ii. Always wins customer satisfaction surveys, it keeps growing. 

1. It’s a mutual company.  
b. Siggelkow set out to map out the activity system and how it changed over time 
i. Looking for what was core in the sense that they affect a lot of the other elements in the organization and they have a lot of influence on whether any new elements are likely to be adopted.  

ii. Result is on p.132.  






iii. I’m inclined to think that this is more powerful than the value chain.  It’s based on a real analysis of a real organization that’s been very successful for a long time.  

1. Siggelkow chose Vanguard because it developed over years and Bogle wrote everything down and made speeches.  

2. The core elements are in the big grey circles.  Is anything striking about the core elements?  

a. Complementary and consistent with each other – have ‘internal fit’ 

b. Concerned with customers 

c. Policies more than systems

i. 2 systems

5 policies – guides to action, intended to influence decisions.  

iv. When we teach MBA’s, we teach them

1. The right way to run teams

2. The right way to create a management system for operations

3. How to deal with global relations

4. But there’s a lot of stuff going on in a real business.  It’s really hard to get even half the things that ought to happen to happen.    

v. Thinking everything through as an activity system seems the best approach we’ve got to making things happen.  


d. Complementarity / Consistency – in the activity system 
i. Complementarity – produce a more effective outcome together than separate
ii. Consistent – supports the demands of the firm’s market position.  

1. Complementarity = internal consistency. 

iii. High degree of internal consistency makes it very difficult for others to copy you.  

1. Everything reinforces everything else, at SouthWest or Vanguard everybody is so focused on becoming efficient that everyone helps everybody else learn. 

a. When others figure out that that’s a market-leading position, it’s really hard for people to copy.  

iv. Are there any drawbacks to a high degree of consistency?

1. Suppose the market changes?  

This page OPTIONAL
e. Has anyone ever been part of an organization that didn’t frustrate them very much?  
An organization they felt was really pretty good at executing its strategy?    

f. Incentives – 

i. Goal 

1. define & measure the task outcomes that will improve performance

2. set appropriate targets
3. reward people for achieving those targets.  


ii. Why is that difficult?  

iii. 3 types of problem 

1. controllability – If you define something you’d like to see happen and it does or doesn’t happen, how much is it due to luck?  

2. alignment – You usually can’t measure lots of things that are crucial.  So you measure a few things that are measurable.  Then everybody focuses on the things you’re measuring.  

3. interdependency – performance depends on the efforts of a big team. How do you reward people?  

iv. What can we do?  
1. Reward on some big overall measure – profitability of the firm or the stock price.  

2. Vary people’s rewards only over time.

3. Occasionally we get into a big boom like the late 1990s, and that’s an excuse to say we’re “paying for performance,” and some people who are said to have fantastic performance get fantastic bonuses.     
a. Enron
b. It doesn’t work.  

4. The things John Bogle was doing work better – 
a. Promote a culture.  People take for granted that they do these things.  
b. Sometimes that means, especially in early years, that you lose good people.  But not many.  You have to let them go.  
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II. Strategic intent.  I asked you to spend more time.  
a. What is strategic intent? 
   an obsession with winning at all levels of the organization, 
      sustained over a 10 to 20 year quest.  

b. This is not the easiest article to summarize. So let’s take some examples.

Hamel & Prahalad’s article came out in 1989.  What had been happening in business in the 1970s and the 1980s?
    U.S. firms had been beaten by the Japanese.  
          So how does Hamel say this happened?  


i. Komatsu is 35% of Caterpillar. It says, “Encircle Caterpillar” 

ii. NEC is a small-time electronics company, it says, “Computers & Communication” 

Is there an American example in Hamel & Prahalad’s article?  

iii. Coca-Cola – “within arm’s reach”  

c. What are the characteristics that Hamel & Prahalad would expect to find in a company that has powerful strategic intent?  

i. “ambitions all out of proportion to their resources” 

ii. management process that focuses on winning.
iii. Stable, big objective   
1. Profits?

iv. A target that seems worth working for to the people of the organization

v. Focus on building big competencies that you can leverage over many products, rather than planning.  
an obsession with something at all levels of the organization, 
      sustained over a long quest.  

vi. Is this an answer for a top manager who is trying to get millions of actions taken toward his goals?  Maybe. 
1. How does it relate to ‘activity system’
d. Is strategic intent part of strategy execution?  
e.      Has anyone ever been in or close to an organization with strategic intent?


f. Do you think strategic intent is always a good idea? 
i.     Has anyone ever been in an organization that didn’t have strategic intent and was still a pretty good organization?  Corner car repair shop, caterer.  
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VIII. Replacements Ltd.  
  

a. My fork 
b. Why does Replacements succeed?  
i. What would you say are the core competences?  


c. Let’s briefly summarize the history.  
i. Founded mid 1970s – Bob Page going to flea markets.

ii. 1981 – quit state job

iii. 1985 – 50 employees, 40,000 sq ft.

iv. 1989 – buys 87 acres

v. 1997 – 500 employees, 1500 dealers, $60 mil sales


d. What is Replacements’ ‘business model?’  
Buy old china efficiently & find customers who will pay high prices for it. 
i. Does Replacements have core competences?  
Yes – each of these are firm-specific strengths.  


e. Why is this implemented well?  

i. Does Replacements have strategic intent?  


f. On the first day of class, we said there were 2 ways that strategies could come into existence:  deliberate strategy and emergent strategy.  Which is more important here? 
emergent strategy.  
i. Bob Page is unusual in being so clear about the fact that he doesn’t plan much.  But there are many successful companies where strategy is just as emergent as it is here.  

ii. there’s also a good deal of planning in the functional units of Replacements.  

1. And many successful processes in firms that do a lot of strategic planning that are just as emergent as Bob Page’s.  

iii. Why do you think it succeeds?  










In Replacements we see a company where there is no strategy planned at the top, just focus on customers and on this unmet customer need that Bob Page stumbled on.  Real core competencies have emerged.  The company has powerful  value and cost drivers. 

Two things are interesting.  

How much can happen through emergent strategy 

Bob Page gets the benefit that companies get through obsessive strategic intent without being obsessive.  











optional
g. Underlying the distinctive competencies are a bunch of simpler skills that we call capabilities.  They reside in the functional units.  And the second major point I want to look at is how these units each have to have their own strategies which together add up to the competence that lets the company do very very well.  
Draw functions chart


h. Sourcing strategy 

i. Buy from independent contractors

ii. Try to concentrate on the big contractors

iii. Make marginal cost of being a contractor at least equal the marginal benefits Replacements gets from each contractor.  

iv. Price they’re willing to pay

1. CEO does a lot of the pricing actions

2. “We need to systemize our pricing to reduce the amount of fine-tuning and tweaking” 


v. Is this a good strategy? Why does it work? 



vi. Bob Page and the people who work for him have been solving problems for customers since 1975 or so, and every time a new problem comes up, they just instinctively do what will keep the system operating for customers.   
A case where inertia works to the good. 


vii. On-site retail and promotion strategy 

1. 12,000 sq feet

2. tours 8 am to 8:30 pm all year  


i. Marketing strategy – CFO is in charge

i. Target market – anyone who has china.

ii. “Director of Marketing” is in charge of graphic arts, buying space.  

iii. Buy space ads

1. Carefully track performance of each publication  
Could he do better if he hired a fancy consultant? 

2. Include pictures from inventory in the ad; give operators the pictures with names of patterns.  

iv. Try to get into a VISA ad
v. Track other best sources of customers 

vi. Send out quotes 

vii. ‘Bob encourages us to try anything’ 

j. Operations strategy

i. 56 phone salespeople and 61 purchasing employees handle most calls. 

1. Jack Whitney, director of sales and customer service, thinks company needs to add 4 to 14 more people on phones.  

ii. Know what’s coming in only when you get it

iii. Enter everything that comes in in the computer

iv. Assign each piece a place in one of 59,000 bins. 

v. Nearly 100,000 skus and still adding more!

k. Telephone strategy 

i. Hire people with telephone experience 

ii. Give them a month’s training
iii. When initial call comes

1. Establish rapport

2. Capture the name, where came from, and patterns owned. 

3. Capture a particular piece request.  

4. Do you have any other china, crystal, silver, flatware, glassware, everyday stoneware, etc. needs?  

iv. Have system so others, including CEO, can take calls when bank is busy. 

1. CEO took 69 calls one day. 
l. IT strategy 

i. Dir of marketing says they take data indicating they’ll call when a piece comes in; VP operations says they have no system to correlate this.  

ii. IT history 

1. DG mini

2. COBOL system

3. 1993 – DG system expanded w LANs, PCs 

4. Later 1993 – struggle between DG Unix, HP.  

a. Translation to Oracle more difficult than expected

b. Only one computer available, can only run one operating system.  

c. Immediate conversion in 1995, July 4, 1995.  

d. Takes internal programmers a year to repair system.  

5. 1995 – do 6 month search for CIO.  

a. Proposes another big change after 5 mo. 

b. Many changes made, not much discussion of them.  


m. Each of these units has a strategy 

i. Some have some planning, 

ii. Some are almost completely emergent.  


n. They have to fit together; 

i. Because they do fit together, there’s are distinctive competences.  

BREAK
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IX. Monday’s reading 
ii. China Internet and Search – 40 min

iii. Ch 6 Vertical Integration and Outsourcing – 40 min

iv. Ch 7 Partnering – 20 min 

v. Flextronics – 50 min 

vi. Eliminate the Middleman – 10   Think about it in the car driving over here.  

1. (total 2 hrs 40 min)  


X. Now we have all the basics of Strategic Thinking 

a. We’re going to study some special cases and demanding challenges that are really important.  
b. They’re really huge special cases, so they’re really worthwhile 



XI. Global strategy  
a. Incredible change in business in last 30 years – globalization.  More of it happened on this very spot than almost anywhere else.  

b. It turns out that there are some very distinctive things that you should know about global business to make strategic decisions.  








XII. Obviously some industries are concentrated in certain places.  For me, one of the most striking facts about international trade is that if you tell me what product you’ve just bought, 70-80% of the time I can tell you what country or what part of the world it came from, or maybe I can say that it came from one of 2 parts of the world.  I can’t tell you what company made it, but I can tell you where that company was.
  
a. Part of that is labor costs.  So if I tell you that I bought a toy or a pair of sneakers, you know it was made somewhere in Asia because that’s where labor is cheapest.  

i. But even among cheap labor countries, there’s specialization. 

ii. So there’s a good chance sneakers were assembled in certain parts of Indonesia.  

iii. Specific parts of China do 

1. keyboards

2. other parts do jewelry 

b. When we think about more expensive things, we see similar situations.  

i. I bought a TV 

1. Japan or Korea  (now China if it was cheap) 

ii. My mother bought a high fashion leather bag
1. France, Italy

iii. I bought a personal computer 

1. designed in US, pieces made in Asia 

iv. Software for the pc 

1. US

v. Cheap but good looking furniture
1. It could have been manufactured in a lot of places, but it was probably designed in Scandinavia.  


vi. If I were outside the US and I bought dairy products, where would they come from? – Denmark.  



c. Regulations and the very existence of reliable laws varies hugely from one country to the next.  

i. Cultures are so different that getting a translator is often only a minor step toward understanding.  






d. To deal with this, companies have to make decisions about how they will operate.  To think about the problem, it’s important to understand at least two, maybe 3 or 4 alternatives.  
i. Global  - Intel, AMD  



ii. Multidomestic    -  Frito-Lay  



iii. Trends favor global – 

1. price competition

2. lower trade barriers.  


3. Toyota is global mostly because it only got seriously started in international trade in the 70s


4. GM and Ford were once multi-domestic, and they still have a lot of elements of that.  


iv. The one other approach in the book is transnational – you try to hire the best resources from everywhere and communicate all their good ideas throughout the system of the company.   
 

A lot of failure.  (Ford)

Citibank, Caterpillar seem to have pulled it off.  
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XIII. Those are sort of basic principles.  But to understand the complexity of the global economy, we want to understand the nature of the many clusters of often very profitable, very different firms.  
i. The traditional answer in economics is “factor costs”

1. labor in China

2. trees in Scandinavia 


3. This is another theory from Michael Porter, who gave us the five forces and generic strategies.  He says – 
specialized factors that people create are today the most important factor conditions.  

others - 

ii. Demand conditions.  For the first 20 years of the cell phone industry, they were made in one of 2 places.  US, Scandinavia. Why Scandinavia?   

1. Vast arctic spaces.  A big program in the 1980s to figure out how to communicate in the arctic.  People wanted cell phones early.  

iii. Supporting industries. Although China has recently passed them because the labor cost there is so much cheaper, Italy a big exporter of good quality clothes.  In a few Italian cities there are large numbers of makers of textile machines and high-quality fabrics.  You can’t find those in China and you can’t find them in many places in the U.S.  So the Italians are very successful in clothes. 

iv. Rivalry. Michael Porter says countries are successful in industries where there is lots of competition. Does that make sense?   

Text has a good story of Nokia.  Several Scandinavian companies participated in the big wireless effort in the 1980s.  But there were differences.  Sweden, like most countries, had a big telephone monopoly.  Ericsson was very good in selling to it.  But if it knew how to sell to the guys at the phone company, it didn’t have to worry very much. 
Finland had a bunch of little tiny local government phone companies. People elected the guys who would set prices.  Which kept them low.  And they would buy outside Finland.  So Nokia had to compete like crazy.  It understood how to compete.  




Similarly Porter talks about construction equipment.  For many years the dominant world supplier of construction equipment was Caterpillar.  But in the 1980s Komatsu, which is a Japanese company, challenged them.  
Komatsu came out of a market in Japan where there were 
35 companies that made earth-moving equipment.  It had really learned how to compete.   


The result is you have clusters of firms in certain countries in particular industries, and clusters of related industries like that in Italy, or like the cluster of high-tech industries in California.  

video does a good job of showing it.  



We’ll continue with global strategy on Monday.  
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