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 Strategies for Shaping the Wedge
 Value
 Price
 High
 Low
 Cost-to-ServiceHighLow
 Industry Pressures
 Strategic Moves
 Value Added Strategy Sony
 Segmentation Strategy Mercedes Charles Schwab
 Service Innovation DELL
 Coca Cola
 Process Innovation
 Wal-mart
 Source: Adapted from “Beating the Commodity Magnet” V. Kasturi Rangan and George Bowman. Harvard Business School Note 1994
 Strategic Moves
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 Dimensions of Differentiation
 Product ServiceValue
 Added
 Price
 Radical InnovationProduct
 Features
 Differentiation on Technology
 and Product Features
 Differentiation on Service or
 Brand Features
 Product
 Service
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FIRST MOVER ADVANTAGE AT WAL-MART
 Industry Walmart Change to Opr. Inc.
 Sales 100% 100%
 License Fees 1.1 0.8 (.3)
 COGS 71.9 73.8 (1.9)
 Op. Sell, G&A 23.3 18.5 4.8
 Oper. Income 5.9 8.5 2.6
 ROE 15-16% 33%
 Operating, Selling, G&A Breakout
 Industry Walmart Change to Opr. Inc.
 -Rental 2.2 1.8 .4
 -Advertising 2.3 1.1 1.2
 -Payroll 11.2 10.1 1.1
 -Misc. (Ohd.) 7.6 5.5 2.1
 Op, Sell, G&A 23.3% 18.5% 4.8%
 How Does Wal-Mart Do It?
 (Wal-Mart Cost Structure vs Industry in 1985)
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FIRST MOVER ADVANTAGE AT WALMART
 Industry Walmart Change to Opr. Inc.
 Sales 100% 100%
 License Fees 1.3 0.7 (.6)
 COGS 72.8 75.1 (2.3)
 Op. Sell, G&A 24.6 18.1 6.5
 Oper. Income 3.9 7.5 3.6
 ROE 15-16% 31%
 Operating, Selling, G&A Breakout
 Industry Walmart Change to Opr. Inc.
 -Rental 3.3 3.0 .3
 -Advertising 2.1 1.5 .6
 -Payroll 11.2 10.1 1.1
 -Misc. (Ohd.) 8.0 3.5 4.5
 Op, Sell, G&A 24.6% 18.1% 6.5%
 How Does Wal-Mart Do It?
 (Wal-Mart Cost Structure vs Industry in 1993)
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How Wal-Mart’s First Mover Advantage Pays Off
 Wal-Mart is first to locate discount stores in cities with less than 50,000 population. Wal-Mart targets greater than 25 percent of all retail purchases in those cities.
 In 1987, 33% of Wal-Mart’s stores are in “single store” towns with no direct competitors compared to 12% for the industry. In 1993, W-Mart has 22% of stores without competition from either K-Mart or Target; K-Mart & Target do not compete with W-Mart in only 18% and 15% of markets, respectively.
 Wal-Mart’s store prices are 6 percent higher in “no competition” markets than in markets with direct competitors (for every 10
 percent more stores without competition, W-M makes .06% higher overall profits, or .10 x .06) In 1987, 1.3% of W-Mart’s higher
 profits [.21x.06] are due to no competition.
 Wal-Mart incurs lower advertising costs, wages, and rents by locating in small town markets.
 1
 2
 3
 4
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 Why Wal-Mart’s Advantage is Sustainable
 Competitors rationally refuse to enter Wal-Mart towns because:• Wal-Mart is first in the small town with a minimum
 efficient scale (MES) store• There is no feasible way to increase local demand
 (relatively fixed demand)• If the second mover builds a store (makes a MES
 investment, which is necessary to compete successfully) it will create substantial overcapacity; neither firm will make money.
 Wal-Mart’s advantage is sustainable due to a natural geographic monopoly. This has more to do with strategy and positioning than operational efficiency.
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MULTIPLE LEVELS OF STRATEGIC ANALYSIS
 CorporateCorporateStrategyStrategy
 Business UnitBusiness UnitStrategyStrategy
 R&DStrategy
 Operations/Manufact.Strategy
 Sales/MarketingStrategy
 HumanResourceStrategy
 Strategies and tactics of the functional units shouldalign with and support the overall business unit strategy.
 • Indentifies what business we are, and should be, in.• Provides guidance for managing and allocating resources to distinct business units.
 • Indentifies the key sources of competitive advantage in the areas of cost or differentiation• Provides a “theory of successtheory of success” and a plan which guides functional strategies
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 Currently
 Wal-mart Today
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 10 Year Stock Performance
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12
 June Sales NumbersComparative growth came predominantly from increased traffic and a continuation of seasonal item, food and hardline sales. Basic commodities also continued to be strong.
 Our projections for June comparative sales are 5 to 7 percent for the Wal-Mart division and in the 3 to 4 percent range for SAM'S CLUBS. SAM'S sales are tracking near the low end of the projected range while the Wal-Mart division sales are on track to achieve around the upper end of our monthly objectives.
 Geographically, the Midwest had the best sales for the week, followed by the West and Mid-Atlantic regions. The best comparative growth in the Wal-Mart stores came from fabrics and crafts, bedding, electronics, wireless, intimate apparel, pets, paint and accessories, meat, dairy and frozen food.
 SAM'S best sales increases came in the bread and pastry, produce, baby care, electronics, wireless, toys, horticulture and pharmacy.
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 Data Sheet May 2002Wal-Mart Stores
 1,614
 Wal-Mart Supercenters
 1,133
 SAM'S Clubs
 509 clubs
 Wal-Mart Neighborhood Markets
 33 stores
 Wal-Mart International
 1,196 units
 Wal-Mart serves more than 100 million customers weekly in 50 states, Puerto Rico, Canada, China, Mexico, Brazil, Germany, United Kingdom, Argentina and South Korea.
 Total Associates
 United States -- more than 1 million
 Internationally --more than 300,000
 Total Associates--more than 1.3 million worldwide
 Distribution Centers
 77 locations
 Sales
 FYE 1/31/02: $217.7 billion
 For the month of May $18.3 billion – 11.5% increase over the same period last year; same store sales were 6.2% for March
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14
 Fortune 500 Top 10
 Rank/CompanyRank/Company Revenues ($ millions)Revenues ($ millions)
 1. Wal-Mart Stores 219,812.0
 2. Exxon Mobil 191,581.0
 3. General Motors 177,260.0
 4. Ford Motor 162,412.0
 5. Enron 138,718.0
 6. General Electric 125,913.0
 7. Citigroup 112,022.0
 8. ChevronTexaco 99,699.0
 9. Intl. Business Machines 85,866.0
 10. Philip Morris 72,944.0
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 Differentiation When Price Becomes the Main Driver
 Price
 Importance of Price
 Segmenting customers allow for selling on more than just price
 Customer SegmentsFew Many
 Growth Consolidation Maturity Decline
 Low
 High
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 Differentiation Thru Value Added Services
 Product Convergence
 Importance for the Firm
 Positioning
 Sales and Service
 Value Added Programs
 Value Added
 Services
 Productivity Enhancement
 Supplemental Service
 Financing or delivery options
 Extended Warranty
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17
 Examples of Value Added ServicesButterball Turkey’s 24 hour hotline. Turkey Talk-
 Line is open in November and December to answer all questions on turkey preparation and
 cooking. Call 1-800-BUTTERBALL
 Remote Diagnostics
 Easier Payment Options
 Flight Initiation
 Pilots observes a compressor problem
 on engine #2
 GE “Field Link” receives the same
 signal
 Maintenance Control receives the information
 Repair Plan Prepared
 Destination Maintenance
 Contacted
 Replacement Parts Readied
 Flight Lands
 Problem Confirmed and Fixed
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 Differentiation Thru Product-Service Models
 Services Products
 Service as Stand Alone Offering Service and Product are Integrated
 ServicesProduct
 s
 Service is used to Stimulate Product Demand
 Product Service
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19
 IBM Complexity Drives ServicesComplexity Drives Services
 Gerstner become
 CEO
 Services and Software earn more revenue than Hardware
 IBM bets on open system
 software JAVA and
 Linux.
 IBM does not ignore
 technology with $5 billion R&D budget. 3,411
 patent applications in
 2001. 9th year in a row as the top
 patent filer.
 “Much of what requires a complex IT service market becomes more
 open and easier to do. So you don’t need IBM to do it for you.” Steven
 Milunovich Merrill Lynch as quoted in
 Business2.0
 1993
 1997 Future
 2001
 Gerstner Steps Down
 2000
 2001
 “…we decided we were embracing the Internet, and that our job was to help our customers integrate all their business processes and help them connect to all their employees, customers, and partners…”IBM technology strategist Irvin Wladawsky-Berger Business2.0 May 2002
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20
 Xerox
 Xerox manages the company’s extensive inventory of engineering drawings and
 legacy files for finance support, accounts payable, and contract management.
 The Old Xerox The New Xerox
 The leading retailer turned to Xerox to study its business processes, analyze
 costs, and develop a blueprint for change.
 More than 500,000 people are trained at Oracle or company training sites each
 year. Training kits are now distributed and printed at a Xerox site close to the training
 room, and Oracle can depend on up-to-date information, no waste, and reduced
 costs.
 A photocopy sales and service
 organization
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 Factors Limiting Firms Ability to Capture Created Value
 Bulk Discount Mentality
 Price is Not Flexible
 Difficulty Demonstrating the
 Value
 Others are Offering Similar Value Creation at Price
 Parity
 1 2
 34
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22
 Jones Lang LaSalle
 Jones Lang LaSalle’s Idea… 2+2+5
 Their Customer’s Idea … 2+2=3
 Willingness to Pay
 Supplier opportunity cost
 Cost
 Price
 Value Captured by Customer
 Value Captured by Firm
 Value Captured by Supplier
 Willingness to Pay
 Supplier opportunity cost
 Cost
 Price
 Value Captured by Customer
 Value Captured by Firm
 Value Captured by Supplier
 Incremental Revenue
 The Bulk Discount Mentality1
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23
 Why should I upgrade to Office XP? It offers a smarter way to work that simplifies your productivity, enables effective collaboration, and extends your experience beyond the desktop. Experience it
 for yourself:Watch an interactive demo.
 Get the fast facts. Compare it with the version you have. Download a detailed product guide.
 Demonstrating Value
 26 pages of product improvements made in Office XP over previous
 Office Products
 Case Study:2
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24
 Value of a Frequent Flyer Program - Parity
 Price Remains Static
 Equipment
 Charges
 Fuel and maintenance
 Employee Costs
 Frequent Flier Program
 Costs Increase Delta Value Map
 6%
 8%
 13%
 13%10%
 5%
 4%
 12%
 13% 16%
 Ticketing, Sales andPromotionG&A
 Cockpit Crew
 Fuel and Oil
 Equipment
 Maintenance
 Landing Charges
 En-route Charges
 Ground Costs
 Cabin Crew
 Cost to Serve
 Price
 High
 Low
 Low High
 Airlines under Gov. Regulation
 Current Status Keen competition
 and high fixed costs
 Source: International Air Transportation Association, 1997
 3
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25
 Price Inflexibility
 Patient Visits Cardiologist
 and determines a
 Device is needed.
 Physician with help of Guidant Sales Rep.
 Install Device.
 Guidant Sales Rep. under the direction of
 the Dr. programs device
 Guidant receives all revenue from
 product sales. All additional services
 are a cost.
 Prices are closely monitored by HMO and
 other Insurance Groups. As more people get the
 device and live longer the need for more service
 increases.
 Guidant Sales Rep. supports physician at all subsequent
 appointments
 4
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