
Section II – Building the Business Plan: Beginning Considerations

Chapter 3

Strategic Management and The Entrepreneur (PPT 3.1, 3.2)

Part One:  Learning Objectives

1. Understand the importance of strategic management to a small business.

2. Explain why and how a small business must create a competitive advantage in the market.

3. Develop a strategic plan for a business using the nine steps in the strategic planning process.

4. Discuss the characteristics of three basic strategies: low cost, differentiation, and focus, and know when to employ them.

5. Understand the importance of controls such as the balanced scorecard in the planning process. 

Part Two:  Lesson Plan


I.
Building a Competitive Advantage (PPT 3.3 thru 3.5)



Developing a strategic plan allows a company to create a competitive advantage-- an aggregation of factors that sets a company apart from its competitors and gives it a unique position in the market.  No business can be everything to everyone.  Creating a strategic plan prevents a small business from failing to differentiate itself from its competitors.

Another avenue for a small business seeking a competitive advantage is customer intimacy, focusing on the goods and services that customer’s want and value. When it comes to developing a strategic plan, small companies have a variety of natural advantages over their larger competitors: fewer product lines, a better defined customer base, a specific geographical area, and closer customer contact.


No business can be everything to everyone. The goal of developing a strategic plan is to create a competitive advantage for the small business-- the aggregation of factors that sets the small business apart from its competitors and gives it a unique position in the market.


Strategic Management includes developing a game plan to guide a company as it strives to accomplish its vision, goals, and objectives and to keep it from straying off its course.


Strategic Planning should include:

· Both a short- and long-term planning horizon

· Company goals and objectives

· Complete industry and other relevant information

· Customer and employee input

· Customer focus


II.
The Strategic Management Process (PPT 3.6, 3.7)


Strategic planning is a continuous process that consists of nine steps:

· Step 1: Develop a clear vision and translate it into a meaningful mission statement (PPT 3.8 thru 3.10)

A vision is the entrepreneur’s dream of something that does not yet exist. It provides direction, a basis for decision-making and a source of motivation. A company’s vision statement incorporates the values of its owner and is about more than just making money. A clearly defined vision leads to a company’s mission statement that includes a description of the business, its products, its markets and customers, its competitive distinction and its effects on the community at large.

· Step 2: Assess the company’s strengths and weaknesses (PPT 3.11)
Strengths are positive internal factors that a company can use to accomplish its mission. Weaknesses are potentially negative factors that could inhibit those efforts. This on-paper analysis allows the entrepreneur to have a better perspective of the overall venture, to establish a foundation to build on (strengths) and to meet and remove the challenges and obstacles standing in the way of success (weaknesses).

· Step 3: Scan the environment for significant opportunities and threats facing the business (PPT 3.12, 3.13)

With the internal inventory complete, the firm now searches for external opportunities such as specific market niches that match up well with internal resources. The key to success is to take action and to stay a step ahead of the competition. External threats may come from competitors, government agencies, rising interest rates and so on. The firm must have a plan for shielding itself from those threats.

YOU BE THE CONSULTANT – Something New, Something Blue


While the airline industry has always been accustomed to change, the recent events of terrorism, war and recession have created the most challenging of times for executives who must have a solid strategic plan in place in order to succeed.


David Neeleman, a former Southwest Airlines executive, formed JetBlue in the year 2000. Neeleman devised a strategic plan somewhat similar to Southwest’s in that his planes fly only point-to-point as opposed to the traditional hub-and-spoke system used by its larger rivals. Neelman uses only one type of jet to minimize training and maintenance costs, flies longer than average routes, and has a non-union workforce that cooperates with one another, focuses on customer service and has a stake in the company through employee stock options. A number of other cost-cutting and revenue-enhancing features are built into the company’s operations that combine to distinguish the JetBlue brand from others.

          Neeleman and JetBlue face a number of longer-term challenges (labor, aircraft cost and maintenance and so on) that require never-ending attention to strategic management issues.

Q1. Go online to the JetBlue Website or to business magazine websites to learn more about JetBlue. Prepare an analysis of the company’s strengths, weaknesses, opportunities, and threats.

Q2. Identify the sources of JetBlue’s competitive advantages. Are these sources sustainable?

Q3. What strategic advice can you offer David Neeleman to ensure JetBlue’s future success?

A1 & A2 & A3. Students should connect the strategic management concept and steps presented in the text with the specific circumstances surrounding JetBlue.

· Step 4: Identify the Key Factors for Success in the Business (PPT 3.14, 3.15)

Every business has a certain degree of control over key variables such as production capabilities, market opportunities, its labor force, access to raw materials, inventory and so on. Success comes from the ability to recognize and to capitalize on those opportunities, and to maximize revenues and/or minimize costs accordingly.

· Step 5: Analyze the Competition (PPT 3.16 thru 3.20)

Analyzing all forms of competition must be a never-ending process for all companies. Markets and competitors come and go very quickly. Reaction time is often relatively slow, so the entrepreneur must have the ability to anticipate changes in the marketplace. There is an abundance of information available through many sources (public information, websites, market researchers). Knowledge management is the process of collecting information, analyzing it, and taking action in an effective manner.

YOU BE THE CONSULTANT – Snow and Soda: A Profitable Mix


There is an unlimited amount of useful knowledge and information to gain from any company in any industry. The Crowley family has proved that many times over by borrowing techniques used in their bottling plant (Polar Beverages), applying those to their ski area (Wachusett Mountain) and vice-versa.


A key factor for the success of both operations is filling unused capacity. An hour of unused or inefficient production time in the bottling plant has the same effect as an hour of unused or inefficient time on the ski slopes. The ski area was able to fill its idle capacity by targeting a number of diversified markets that use the slopes at different times of the day and week. The bottling plant was able to fill its idle capacity by reshaping the size of its bottles to better pack trucks.


On the surface, companies in different industries may appear to have little in common. The entrepreneur recognizes the opportunities of technology transfer-- applying the lessons learned in one business and applying those same principles to assorted others.

Q1. Explain the core competencies that Wachusett Mountain has built. What is the source of its core competencies?

Q2. Identify Wachusett Mountain’s strengths, weaknesses, opportunities, and threats.

Q3. Explain how Wachusett Mountain uses knowledge management to build a competitive advantage. What other steps would you suggest the company take in this area?

A1. Core competencies are primarily in the areas of production and marketing. The source is top management’s vision and ability to take actions that enhance revenues and cut costs.

A2. Students will generate a wide-ranging list in each category of their SWOT analysis.

A3. The process of knowledge management is a way of life for the mangers of both companies. Both have an active program of constantly gathering and assessing information that could be applied to either operation. Students will again generate many ways in which both companies can expand their base of knowledge.

· Step 6: Create company goals and objectives (PPT 3.21)

A company (or person for that matter) with no goals wanders aimlessly into the future. Setting goals provides focus and direction for a company and its people. Objectives are the specific targets of performance required to achieve goals, such as production, marketing, financing and profit standards. Goals and objectives should be measurable, reachable, and in writing.    

· Step 7: Formulate Strategic Options and Select the Appropriate Strategies (PPT 3.22 thru 3.26)
A strategy is a road map of the actions an entrepreneur draws up to a company’s mission, goals, and objectives. A strategy is the master plan that incorporates all of the parts (marketing, finance, personnel, operations) to make up the whole. 

· Step 8: Translate Strategic Plans into Action Plans (PPT 3.27)
Entrepreneurs must convert strategic plans into operating (tactical) plans that guide their companies on a daily basis. Involving and empowering employees throughout the entire process is often a key to successful outcomes. If an organizations people have a vision for the future direction and goals of a company, and if they are given a stake in the company, they are more likely to work in unison to achieve those goals.

YOU BE THE CONSULTANT – One-of-a-Kind Chip Maker


The story of entrepreneurs Mark and Stacey Andrus is similar to many others in that they started small (with a pushcart selling hot dogs, then pita-wrapped sandwiches), discovered a unique market niche (turning day old bread into pita chips), and finally established and grew their company from rags to riches.


Their major strategy for success is in the cost control area. Even as sales grew from $25,000 to $450,000, Mark and Stacey kept their operation simple, low cost and self-sufficient. Their inclination is always to find the cheapest and most practical way to produce and sell a high quality product with a strong market base.


The couple also recognized the need for outside capital in order to grow their company and implemented their strategy by preparing a sound and professional business plan that allowed them to secure financing and turn their dreams into reality.

Q1. Which of the three basic strategies described in this chapter are Mark and Stacy Andrus using? Explain. How effective is it?

Q2. When it comes to implementing their strategy, how do the Andruses use their size to their advantage? How would you rate the level of creativity they exhibit in managing their business?

Q3. What suggestions would you offer the Andruses to improve the company’s future?

A1. The Andruses implemented the cost leadership strategy by working to become the lowest cost producer within their industry. Their no-frills, do-it-yourself, second-hand/modified equipment strategies have worked well.

A2. Their relatively low-cost, high-volume production and sales techniques, along with their high level of creativity are key contributors to their success. 

 A3. Students will generate many good ideas for future growth.

· Step 9: Establish Accurate Controls (PPT 3.28 thru 3.31)

With a vision, mission statement, strategic and tactical plan now in place, managers must constantly measure and assess the actual production, sales, costs and other performances of their departments and people, and effect any changes necessary to stay on schedule and on budget.     

III. Conclusion

The strategic planning process is never-ending. It provides structure and discipline and requires the entrepreneur to pay close attention to the details of both the internal and external factors that determine success. 
 

Part Three:  Suggested Answers to Discussion Questions

1.   Why is strategic planning important to a small company?

Firms must continually strive for strategic and operational excellence. Failing to think strategically about a business is inviting disaster. Strategic planning creates a blueprint for business owners to follow to achieve specific objectives.

2. What is a competitive advantage? Why is it important for a small company to establish one?

A competitive advantage is an aggregation of factors that sets a company apart from its competitors and that gives it a unique position in the market.  No business can be everything to everyone.  Developing a strategic plan helps the small business differentiate itself from other companies -- a common pitfall for many small firms.  Smaller firms have an advantage over larger firms because they are well suited to concentrate on niche markets.  Developing a strategic plan allows the small company to meet the customers' needs today, while looking one step ahead to what they will need tomorrow.

3. What are the nine steps in the strategic management process?


Step 1.  Develop a clear vision and translate it into a meaningful mission statement.

Step 2.  Assess the company's strengths and weaknesses.


Step 3.  Scan the environment for significant opportunities and threats facing the business. 


Step 4. Identify the key factors for success in the business.


Step 5. Analyze the competition.


Step 6. Create company goals and objectives.


Step 7. Formulate strategic options and select the appropriate strategies. 


Step 8. Translate strategic plans into action plans.


Step 9. Establish accurate controls.

4. “Our customers don’t just like our ice cream,” write Ben Cohen and Jerry Greenfield, co-founders of Ben and Jerry’s Homemade Inc. “They like what our company stands for. They like how doing business with us makes them feel.” What do they mean?

Ben & Jerry’s mission statement expresses the firm’s character, identity and scope of operations. The organization and its employees live it each day and translate it each time they come into contact with their customers. It has become a true natural part of the organization, embodied in the minds, habits, attitudes and decisions of everyone in the company every day. 

5.  
What are strengths, weaknesses, opportunities and threats? Give an example of each.


Strengths:  positive internal factors that contribute to a company's ability to achieve its mission, goals, and objectives.  Examples include:  a committed workforce and quality products.


Weaknesses:  negative internal factors that inhibit a company's ability to achieve its mission, goals, and objectives.  Examples include:  high rates of employee turnover and poor customer service.


Opportunities:  positive external options that a business could exploit to accomplish its mission, goals, and objectives.  Examples include: expanding global markets and changes in customer tastes.


Threats:  negative external forces that inhibit a business' ability to accomplish its mission, goals, and objectives.  Examples include: expanding global markets and changes in customer tastes.

6.
Explain the characteristics of effective objectives. Why is setting objectives important?


Characteristics of effective objectives include:


They are specific:  quantifiable and precise.

They are measurable:  well-defined reference point from which to start and use as a measuring point.

They are attainable:  does not mean easy to accomplish, but difficult enough to require motivation to achieve.

They are realistic and challenging:  must be within the organization's reach.  The higher the objectives, the higher performance will be.

They are timely:  must specify not only what is to be accomplished, but when it is to be achieved as well.

They are written down:  makes objectives more concrete, less abstract.


Setting objectives is important because it gives the entire organization "specifics" on what target(s) it is moving toward. Objectives of a small business are the directions which guide the business to its destination.

7.
What are business strategies?


Business strategies are road maps of the tactics and actions an entrepreneur draws up to fulfill 


the firm's mission, goals, and objectives.  The firm's mission, goals, and objectives define the ends the company wants to achieve, and the strategy is the means for reaching them.

8.
Describe the three basic strategies available to small companies. Under what conditions is each successful?


Three strategies available to small companies include:


1.
Cost leadership:  strive to be the low-cost leader.  The most successful conditions are when buyers are sensitive to price changes, competing firms sell the same commodity products, and companies can benefit from economies of scale.  


2.
Differentiation:  seeks to build customer loyalty by positioning goods or services in a unique or different fashion.  Key concept is to be special at something important to the customer.


3.
Focus:  select one (or more) segments(s), identify customers' special needs, wants, and interests, and approach them with a product or service specifically designed to excel in meeting these needs, wants, and interests.  Key concept is to create the perception of value in the customer’s eyes.

9.
Explain how a company can gain a competitive advantage using each of the three strategies described in this chapter: cost leadership, differentiation, and focus. Give an example of a company that is using each strategy.

1. Cost leadership: by containing costs, lower prices will net sufficient profit margins. Example: Wal- Mart 


2. Differentiation: positioning one’s product or service apart from the competition builds loyal customers that are not easily pulled away by the competition. Example: Mercedes Benz, Cadillac. 


3. Focus: select one (or more) segments(s), identify customers' special needs, wants, and interests, and approach them with a good or service specifically designed to excel in meeting those needs, wants, and interests. Examples: Exercise equipment, tall men’s clothing, Television Networks such as (BET) Black Entertainment.

10.
How is the controlling process related to the planning process?


Most often, the actual results of a small business will deviate from the company's plan.  Thus, controlling procedures must be established to measure performance and make corrections as changes occur.

11. What is a balanced scorecard? What value does it offer entrepreneurs who are evaluating the success of their current strategies?


A set of measurements unique to a company that includes both financial and operational measures and gives a manager a quick yet comprehensive picture of the company’s total performance. Rather than sticking solely to the traditional financial measures of a company’s performance, the scorecard gives a manager a view from both a financial and operational perspective. The complexity of managing a business demands that an entrepreneur is able to see performance measures in several areas simultaneously.

Part Four: Lecture or Critical Thinking Case Studies-Not In Student Text

SEGMENT, CONCENTRATE, AND DOMINATE

SUCCESS IN THE LOW END OF THE MARKET

SEGMENT, CONCENTRATE AND DOMINATE


Tyson Foods, Inc. is the nation's leading poultry producer, processing 635,000 birds per hour and offering some two thousand chicken-based products.  CEO Don Tyson explains, "You just don't want to be number two.  I've tried both sides, and number one's the only place to be."  Tyson's father, John, founded the company to raise chickens during the Great Depression.  In the 1950s, he built the company's first processing plant and brought son Don into the business.  In 1963, Tyson Foods went public.


Don Tyson took over the company in 1967 after his father's death.  Tyson began pouring millions into expanding the company, primarily by making acquisitions.  Along the way, he learned a valuable lesson about selling chicken:  You can get higher prices by differentiating your products and adding value to them.  After watching the price of generic chicken bounce up and down for a decade, Tyson decided to try something different:  feeding a small whole chicken so that its meat is juicier and then selling it in an individual plastic bag.  The "Rock Cornish game hen," as Tyson called the product, caught on so well that the company could charge a higher price.  


Tyson knew a good thing when he saw it.  He began to create a flock of other specialty chicken products, differentiating them from the usual commodity chickens and adding value in a variety of ways—de-boning, skinning, breading, bite sizing, and so forth.  In 1976, Tyson's Ozark Fry became the first mass-marketed chicken breast patty.  In 1980, the company revolutionized the fast-food industry with the Chicken Mc Nugget, now a staple in McDonald's menu.  By the end of 1980, Tyson Foods was selling two dozen different chicken products while most of its competitors were still selling just one—old fashioned processed chickens.  The company's marketing theme became segment, concentrate, and dominate.


Not all of Tyson's differentiation ideas were high-flying successes.  A giblet burger made from surplus gizzards was a major flop several years ago.  Even the Arkansas prison system wouldn't buy giblet burgers for its inmates.  Tyson's entries into the turkey market haven't fared very well either.


But more often than not, Tyson's differentiated products have proved to be huge successes.  As Americans have quadrupled their consumption of chicken over the past decade, Tyson has continued to churn out new products--from precooked chickens to those ethnically prepared --to keep up with changing lifestyles and tastes.  The company has responded to the growing number of Americans leaving the kitchen and going out to eat, by diversifying into the foodservice segment--restaurants, hotels, schools, and hospitals.  Tyson sells chicken to eighty of the one hundred largest fast-food chains, and in poultry food service, Tyson commands 77 percent of the market.


Don Tyson, who graces Forbes’s list of the four hundred richest Americans, wears standard-issue khaki work clothes with "Don" embroidered on the breast pocket.  His dress is indicative of the company's laid-back corporate culture.  Employees own 20 percent of Tyson Foods stock through an employee stock ownership plan (ESOP).  Yet Don Tyson's plain appearance hides his business acumen.  "Don Tyson sees the bigger picture," says a long-time counselor.  "He's concerned with what happens five years from now, ten years from now."  That long-term view led Tyson to buy out rival Holly Farms Corporation in 1990.  It also gave him the vision to see the opportunities in differentiating what most people see as a commodity.

1. How has Tyson Foods differentiated its chicken products?

2. Has Tyson's strategy been successful?  Under what conditions does a differentiation strategy work best?

3.
What are the risks and rewards of pursuing such a strategy?

Source:  Adapted from Dick Anderson, "Don Tyson Rules the Roost," Southpoint, 

March 1990, pp. 16-20.

SUCCESS IN THE LOW END OF THE MARKET


Many business advisers claim that low-cost strategies are outdated.  Customers, they say, want more than just low prices; service, quality, and other sources of value are more important.  These days, price may be one of the least effective weapons in a company's competitive arsenal, but for some businesses, price competition is a way of life.  To compete successfully on price, companies must be smart, tough, and consistent.  The decision to be a low-price competitor must drive every other strategic decision the company makes. 


Jan Bell Marketing, Inc., a jewelry manufacturer and distributor, is one of the best players in the low-price game.  Low prices and cost control are essential to Jan Bell's success, given its primary customer base--most of the nation's wholesale clubs.  The company manages to sell gold chains and earrings, tennis bracelets, and rings to these wholesalers for about one third of what other manufacturers charge.


How does Jan Bell do it? There's no one big secret. Instead, at every step of the manufacturing and distribution process, the company does at least one little thing to keep costs down. For instance, when buying raw materials, Jan Bell purchases in bulk directly from the source. The company bypasses middle people to minimize the prices of gold, silver, diamonds, and other precious stones. In addition, Jan Bell always pays cash for its purchases. "If you don't ask your suppliers to be your banker, they will be willing to shave somewhere between 3 percent and 5 percent off the purchase price," says cofounder Isaac Arguetty.

     
Jan Bell also spreads its purchases throughout the year, unlike most jewelers, which concentrate their purchases in August or September in anticipation of the Christmas holiday season. We're probably able to save 10 percent or 15 percent by being in the market year round," says cofounder Alan H. Lipton.

     
The company also strives to minimize its inventory costs by manufacturing jewelry that will sell quickly and not just at Christmas. There are no one‑of‑a‑kind items sitting in inventory pumping up carrying costs. "We're going for tonnage," says Lipton. That decision rules out much of the jewelry market, so Jan Bell concentrates on high-volume consumers. Sam's Club, Pace Membership Warehouse, and other wholesale clubs make up 80 percent of the company's sales.

      
Jan Bell also strives to keep overhead costs low. The business contracts out about 92 percent of its assembly work. "By doing some of the work ourselves, we know what it costs to produce the product," says Arguerry. "This way we know exactly what outside contractors should be charging us." In addition, the company maintains no trucking fleets. Finished goods from contractors are logged in, inspected, and shipped out by Federal Express within forty‑eight hours of their arrival. Any raw materials that pile up are sold quickly to other jewelry makers at cost plus 15 percent.

      
Although a low‑cost strategy leaves little room for error, Jan Bell makes it work‑-extremely well. The six year‑old company has seen its sales and profits climb each year. By allowing price to govern every aspect of its strategy, Jan Bell has found success in the low end of the market.

1. What factors allow Jan Bell to keep its costs far below those of competitors?

2. Under what conditions does a low‑cost strategy work best?

3. What are the advantages of pursuing a successful low‑cost strategy? What are the disadvantages?

Source Adapted From Paul B. Brown, "How to Compete on Price," Inc., May 1990, pp.105‑107.

Part Five: Chapter 3 Exercise

COMPANY MISSION STATEMENT EXERCISE

This exercise may be used as an in-class group discussion exercise or as a take-home self-study handout with suggested examples. (Refer to Table 3.1)

1. Individual students or small groups should begin by selecting a particular business or industry type. For example: An individual or group could develop two different mission statements for firms in the infant and toddler day care industry. One would focus on an innovative day care center in an upscale neighborhood, while the other could focus on a community day care center in an inner city neighborhood. The idea is to search for the correct words that provide an image or vision, and make each business distinctly different. This could also be done for other industries such as lawn care & maintenance (one could use only environmentally friendly products), espresso stands (one on a college campus compared to one at the airport) or retail outlets etc…

2. Students should use words that convey a sustainable image or vision that accurately reflects the firm’s competitive advantage. Read aloud, without identifying the specific firm or industry, it should still provide a clear idea of what business the firm is in, who its customers are, and its purpose. 

3. Once the students have completed their mission statements read them out loud without mentioning the industry or company name. An accurate mission statement will provide a clear idea of the type of business and its purpose. It should not, however, be a complete business description.

SUGGESTED EXAMPLES AND COMMENTS

Correct Upscale Day Care Center Example

The mission of the Hollywood Day Care Center is to provide an innovative, creative, learning environment for infants and toddlers in a secured environment away from home. Our staff is highly qualified and focused on meeting your child’s every need.

Correct Inner City Day Care Example

The mission of the Neighborhood Daycare Center is to provide a friendly warm environment for infants and toddlers. Our multicultural staff prides itself on meeting the needs of the communities working parents while providing an affordable secure environment for the communities precious children.

Incorrect Upscale Day Care Center Example 1

The mission of the Hollywood day care center is to care for infants and toddlers in a very special environment with a choice of different language classes, artistic expressions and anything else you want to pay for. Our hours are from 5:30 AM to midnight Monday through Friday and from 6 to 9 PM on Saturday and Sunday. We also have a nurse and special sick rooms for those times when your child is ill. At any time, you can tune in to your child’s day by signing onto the Internet with your special parent’s password.

Incorrect Upscale Day Care Center Example 2

Our mission is to provide an innovative environment with a number of different choices to meet your every need. Our high tech computers will provide you with a sense of security when your loved ones are away from home. Your every need will be met.

Note: “To make a profit.” Although a mission statement of this type has worked for famous companies like Coca-Cola, because quality and attention to customer preferences are implied, it is not normally enough to provide vision and direction to most small business ventures.
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