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Generic Types of Corporate Strategies

The managerial function of corporate strategy is to establish a coherent direction and action plan for the entire enterprise. The core of corporate strategy rests with developing answers to three questions:


How should corporation ‘s diversified business portfolio be managed to improve long-term performance – what scope and mix of business units makes the most sense, which business should be divested, what new businesses should be added, and what courses to chart for continuing operations?


To what extent should the strategies of the firm’s individual business units be coordinated?


How should the available corporate resources be allocated across all of the company’s various activities in order to get maximum performance from the whole portfolio – which business units deserve what kind of resource and investment priority?
A. The initial strategic theme is nearly always “grow and build” with chief strategic thrusts aimed at increasing sales volume, improve market share, and cultivating customer loyalty.

Much attention is devoted to building a stronger competitive position in relation to rival firms. Price, quality, service, and promotion are fine-tuned to respond more precisely to detailed market need.

B. Opportunities for geographical market expansion customarily are pursued next. Usually the sequence of geographic expansion proceeds from local to regional to national to international markets, though the degree of penetration may be uneven from area to area because of varying profit potentials.
C.  When the opportunities for geographic expansion start to diminish, the third stage of corporate strategy may be directed toward opportunities for vertical integration – either backward to sources of supply, or forward to the ultimate consumer.


When a firm has reached the practical limits of geographical market expansion for its original product line and has also come to terms with the possibilities of forward and backward integration, there are several strategic options.

· the firm can either attempt a more intensive implementation of the current line-of-business strategy, or

· it can begin to focus on diversification opportunities and expanding the kind of businesses the company is in.

The foregoing sketch of the evolutionary thrusts in formulating corporate strategy highlights the basic approaches to tailoring  corporate wide strategic plan. Seven generic corporate strategy approaches stand out:

1. The single business corporate strategy

Concentration on the single line of business (whether it is total or with small dose of diversification) offers some impressive competitive strengths and advantages. To begin with, single-business concentration breeds directional clarity and unity of purpose up and down the whole organization – there is no confusion about “who we are and what we do”.
A number of key strategic tasks become more manageable :

The efforts of the total organization can be directed down the same business path rather than becoming fragmented into pursuit of several different business directions simultaneously;

The job of setting precise performance objectives for the company and for each department is less complex. There is less chance that senior management’s attention and limited organizational resources will be stretched thinly over too many diverse activities. All the firm’s managers, and especially those of top executive level, can maintain hands-on-contact with the core business and can be expected to have in-depth knowledge about operations.
There is an important sources of competitive advantage stemming from single business corporate strategy approach: concentration on a single business offers opportunities for a firm to:
· build a distinctive competence by utilizing the full force of organizational resources and managerial know-how in order to become proficient at doing one thing very well very efficiently;

· use the firm’s accumulated experience and distinctive expertise to pioneer fresh approaches in production technology and/in meeting customer needs and/or in product innovation and/or in other part of the overall activity/cost chain.

· Translate the firm’s distinctive competence and ability to innovate into a reputation for leadership and excellence.

Concentrating on a single line of business does pose the risk of putting all firm’s eggs in one industry basket. If industry stagnates, declines, or otherwise become unattractive, then the single-business enterprise’s future outlook dims
2. Vertical integration strategies

Vertical integration strategies extend a firm’s competitive scope within the same overall industry. They involve expanding the firm’s range of activities backward into sources of supply and/or forward toward end-users of the final product. Thus, if a manufacturer elects to build a new plant to make certain component parts rather than purchase them from outside suppliers, it remains essentially the same industry as before – all that has changed is has that business units in two stages of production in the industry’s total activity chain. Similarly, if a personal computer manufacturer elects to integrate forward by opening up 100 retail stores to market its brands directly to users, it remains in the personal computer business even though its competitive scope within the industry extends further forward in the industry chain.
Plainly, the generic corporate approaches to vertical integration can involve integrating backward or integrating forward or doing both.

Corporate strategy can aim at becoming fully integrated, participating in all stages of the process of getting products into the hands of final users.
The best reason for pursuing vertical integration is to strengthen a firm’s market position and/or to secure a competitive advantage. Integration backward into business of one’s suppliers can convert a cost center into a profit center – an attractive option when suppliers have sizable profit margins. Moreover, integrating backward spares a firm the uncertainty of being on suppliers of crucial raw material or support services, as well as lessening the firm’s vulnerability to powerful suppliers intent on jacking up the prices of important component materials at every opportunity.


For a raw material producer, integrating forward into manufacturing may help achieve greater product differentiation and allow to escape from price-oriented competition of a commodity business. Competition in the markets for commodities or commodity like products is usually fiercely price competitive, with shifting balance between supply and demand giving rise to volatile profits.
Forward integration is usually motivated by a desire to realize the profit potential (1) of a smoother, more economical production f… , (2) product differentiation, (3) having one’s own capability for accessing end-markets, and/or (4) a distribution cost advantage.
There are, however, some strategic disadvantages of vertical integration. The large capital requirements that sometimes accompany a strategy of full vertical integration may place a heavy strain on an organization’s financial resources. Second, integration introduces additional risks since the effect is to extend the enterprise’s scope of acting across the industry chain. Third, vertical integration can so increase a firm’s ve… in technology, production facilities, and ways of doing things that it becomes reluctant to abandon heavy fixed investments even though they are becoming obsolete. Because of this inflexibility, fully integrated firms are more vulnerable to new technologies and new products than are partially integrated or non-integrated firms. Fourth, vertical integration can pose problems of balancing capacity at each stage in the activity chain. The most efficient scale of operation at each step in the activity chain can be substantial variance. exact self-sufficiency at each interface is the exception, not the rule.
3. Related diversification strategies

there are two generic approaches to corporate diversification : related and unrelated. In related diversification a firm’s several lines of business, although distinct, still possess some kind of “fit”. The nature of the fit in related diversification can be based on any several factors: shared technology, common labor skills and requirements, common distribution channels, common suppliers and raw material sources, similar operating methods, similar kinds of managerial know-how, marketing distribution complementarity, or customer overlap -  virtually any aspect where significant links or sharing opportunities exist in the respective activity-cost chain.
Related diversification is a very attractive way to expand a firm’s field of business interests. it allows a firm to maintain a degree of unity in its business activities and gain any benefits of fit and cost sharing, while at the same time spreading the risk of enterprise over a broader base. But more importantly, perhaps, when a firm has been able to build a distinctive competence in its original business, related diversification offers a way to exploit what it does best and to transfer a distinctive-competence-based competitive advantage from one business to another.

Specific approaches to related diversification include:

· expanding via acquisition or internal start-up into products where sales forces. Advertising, and distribution activities can be shared;

· exploiting closely related technologies ( a maker of agricultural seeds and fertilizers diversifying into chemicals for insect and plant disease control);

· seeking to increase capacity utilization (an aluminum window manufacturer with  idle equipment and un used plant space deciding to add aluminum lawn furniture to its product line-up;
· increasing the utilization of existing natural resource and raw material holdings ( paper product firm electing to harvest more of its timberland and building a new plant to produce plywood;

· acquiring a firm where the buyer has a distinctive ability to improve the operations of the seller (a successful mass marketer of women’s cosmetics buying a distributor of woman’s jewelry and accessories);

· building upon the organization’ s brand name and goodwill (a successful milk producer diversifying into ice cream parlors and frozen yogurt shops).

· acquiring new business that uniquely help the firm’s position in its exiting businesses (a canned fruit juice firm diversifying into canned vegetables and frozen pies to give it more clout with food brokers and an expanded distribution system).

Unrelated  Diversification strategies
Possible ways to pursue unrelated diversification strategies include:

1. a cash rich, opportunity-poor company seeking to acquire a number of opportunity-rich, cash-poor enterprises;
2. a firm subject to strong seasonal and cyclical sale patterns diversifying into areas with a counter seasonal or countercyclical sales pattern;

3. a debt heavy firm seeking to acquire a debt-free firm in order to balance the capital structure of the former and increase its borrowing capacity;
4. building a diversified portfolio of three or four unrelated groups of businesses, striving for some degree of relatedness with each goup;

5. acquiring companies in any line of business, so long as the projected profit opportunities equal or exceed minimum criteria;

While there are circumstances where unrelated diversification is attractive, such a strategy has three big drawbacks. The Achilles’ heel of unrelated diversification is the big demand it places on corporate level management. The greater the number of diverse businesses that corporate managers must oversee and the more diverse these are, the harder it is for them  (1) to stay on the top of what is really going on in the divisions, (2) have in-depth familiarity with the strategic issues facing each business unit, and (3) probe deeply into the strategic actions and plans of business level managers.
Strategies for entering new business

Entry into a new business can take any of three forms:

Acquisition, internal start-up and joint-venture.

Acquisition of an  existing business is probably the most popular approach to corporate diversification. It has the advantage of quicker entry into the target market (while at the same time offering a way to hurdle such barriers to entry as patents, technological inexperience. Access to reliable sources of supplies, size needed to match rival firms in efficiency and unit costs, cost of introductory promotions to gain market visibility and brand recognition, and adequate distribution access.
Achieving diversification through internal development involves creating a new business entity in the desired industry and, starting from scratch, establishing new production capacity, developing sources of supply, building channels of distribution, developing customer base, and so on. Generally, internal entry is more attractive when (1) there is  ample time to launch the business from the ground up, (2) incumbent firms are likely to be slow or ineffective in responding to new entry, (3) the entrant has low entry costs than other potential entrants, (4) the entrant has a distinctive ability to compete effectively in the business, (5) the additional capacity will not adversely impact the supply-demand balance in the industry, and (6) the targeted industry is young, fragmented (populated with many relatively small firms), and has potential for rapid growth over long run.
Joint ventures are a useful way to gain access to a new business in at least three types of situations. First, a joint ventures is a good device for doing something that is uneconomical or risky for an organization to do alone. Second, joint ventures make sense when pooling the resources and competences of two or more independent organizations produces an organization with more skills needed to be strong competitor. In such cases, each partner brings to the deal special talents or resources which the other doesn’t have and which are important enough that they can spell the difference between success and near-success. Third, joint ventures with foreign partners are sometimes a good way to surmount import quotas, tariffs, nationalistic political interests, and cultural roadblocks.

Abandonment, divestiture, and liquidation strategies
When a line of business loses its appeal, the best solution is often abandonment.
Normally unattractive businesses should be divested as fast as is practical.

Divestiture can take either of two forms. In some cases, it works fine to divest a business by spinning it off as financially and managerially independent company, with the parent company retaining partial ownership or not. In other cases, divestiture is best accomplished by selling the unit outright, in which cases a buyer needs to be found.
Of all the strategic alternatives, liquidation is the most unpleasant and painful, especially for a single-business enterprise where it means terminating the organization’s existence.

Corporate turnaround, retrenchment and Portfolio restructuring Strategies

These strategies come into play when senior management undertakes restoration of an ailing corporate business portfolio to good health. Poor performance can be caused by large losses in one or more business units which pull overall performance down, having a disproportionate number of business in unattractive industries
How to attempt a turnaround necessarily depends on the roots of poor profitability and the urgency of any crisis. Depending on the causes, there are six action approaches that can be used singly or in combination to achieve a turnaround in a diversification:
· focus mainly on restoring profitability in the money-losing units;

· implement harvest/divest strategies in the poorly performing unit and allocate more resources to expansion of better-performing units;

· revamp the composition of the business portfolio by selling off weak businesses and replacing them with new acquisitions in more attractive industries;
· replace key management personnel at the corporate and business level;

· launch profit improvement programs in all business units;

Retrenchment differs from turnaround in that retrenchment is a temporary retire and trimming back in the face of adverse conditions; the strategic posture of retrenchment is one of “battening down the hatches and weathering out the storm”
Retrenchment is a common short-run defensive strategy for responding to conditions of general economic recession, tight money, periodic of economic uncertainty, a storm of pure criticism, and/or harsh regulation. 

Portfolio restructuring strategies involve radical surgery on the mix and percentage makeup of types of business in the portfolio. Restructuring can be prompted by any of several conditions: 

· when a strategy review reveals that long-term performance prospects for the corporation as a whole have become unattractive (because the portfolio contains too many slow-growth, declining, or competitively weak business units);
· when one or more of the firm’s key business units fall prey to hard times;

· when a new chief executive officer takes over the reins and decides that it is time to redirect where the company is headed;

· when “wave of the future” technologies or products emerge and make a series of foothold acquisitions an attractive way to get position in a potentially big new industry;

· when a unique opportunity presents itself to make an acquisition so big that several existing business units have to be sold off to rasie money to finance the new acquisition

Portfolio restructuring frequently involves both divestitures and new acquisitions.

Combination Strategies

Although each firm’s corporate strategy tends to be idiosyncratic and otherwise tailor-made to its own particular situation, there are several distinctive types of enterprises that emerge. The most common business portfolios created by corporate strategies are:

· a single business enterprise operating in only one stage of an industry’s activity cost-chain;

· a partially integrated, single-business enterprise operating in some of the stage of an industry’s activity-cost chain;

· a fully integrated, single-business enterprise operating in all stages of an industry’s activity-cost chain;

· a dominant-business enterprise with sales concentrated in one major core business but with a modestly diversified portfolio of either related or unrelated business (amounting to one third or less of total corporate wide sales);

· a narrowly diversified enterprise whose business portfolio includes a balanced mixture of few (3 to 10) related business units;
· a broadly diversified enterprise whose business portfolio includes a balanced mixture of many (most related) business units;

· a narrowly diversified enterprise whose business portfolio includes a balanced mixture of many (mostly unrelated) business units;

· a broadly diversified enterprise whose business portfolio includes  a balanced mixture of many (mostly unrelated) business units;

· a multibusiness enterprise which has deliberately diversified into several different and unrelated areas but which has a portfolio of related business within each area- thus giving it several unrelated groups of related business
QUESTIONS

     1.What is the most important advantage of the single business company?

· offers some impressive competitive strengths and advantages : directional clarity and unity of purpose up and down the whole organization
     2.What is the most important risk for a single business company?

· to put all firm’s resources in one direction (single basket); if the industry stagnates, declines, or otherwise unattractive, the outlook dims;
     3.Enumerate factors that favorites the vertical integration


· Taxes and regulations on market transactions
· Obstacles to the formulation and monitoring of contracts.
· Strategic similarity between the vertically-related activities.
· Sufficiently large production quantities so that the firm can benefit from economies of scale.
· Reluctance of other firms to make investments specific to the transaction.
4. What are the most common business portfolio created by corporate     

strategies?
- a single business enterprise operating in only one stage of an industry’s activity cost-chain;

- a partially integrated, single-business enterprise operating in some of the stage of an industry’s activity-cost chain;

 - a fully integrated, single-business enterprise operating in all stages of an industry’s activity-cost chain;

- a dominant-business enterprise with sales concentrated in one major core business but with a modestly diversified portfolio of either related or unrelated business (amounting to one third or less of total corporate wide sales);

- a narrowly diversified enterprise whose business portfolio includes a balanced mixture of few (3 to 10) related business units;

- a broadly diversified enterprise whose business portfolio includes a balanced mixture of many (most related) business units;

- a narrowly diversified enterprise whose business portfolio includes a balanced mixture of many (mostly unrelated) business units;

- a broadly diversified enterprise whose business portfolio includes  a balanced mixture of many (mostly unrelated) business units;

- a multibusiness enterprise which has deliberately diversified into several different and unrelated areas but which has a portfolio of related business within each area- thus giving it several unrelated groups of related business
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