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STRA 6226 - 724
Developing Business Unit Strategy in a Competitive Environment

Fall (Module B), 2010
353 Maguire – 6:30-9:20 Mondays
Instructor:  Rick Margerison
Office Phone:   214-763-4173 


E-Mail:
rmargerison@vpcco.com


Office:
Off Campus    



Office Hours:  Class evenings 6:10-6:25 and 



9:20-9:35 and by appointment

Course Overview

Course Pre-Requisite      STRA 6201
STRA 6226 focuses on decision making at the strategic business unit level by top managers.  The course is designed to allow students to utilize all skills learned thus far in the program and apply them to a broad array of business policy problems.  The student will be asked to place herself or himself in the position of decision maker to set corporate strategy in specific situations.  Emphasis will be placed on understanding the competitive dynamics of a business problem and recommending strategy considering the resources at the organization’s disposal. Various competitive tactics will be examined in order to establish a sustained advantage over the competition.

Cases will be used from different sectors including manufacturing, services, and Internet-based organizations.  Some will be from the old economy and some from the new.  While the majority of the cases are set in the 1990’s and later, some are from the 1980’s when the material to be covered is best illustrated by less recent situations. The goal in each case will be to identify problems inherent in the case situation and generate sound strategic policy to solve those problems.

Expected Student Learning Outcomes and Objectives

1. Each week, students will be taught techniques to analyze the dynamics of competitive situations in case studies from the standpoint of the subject firm and one, two, or three competitors.  Cases will involve a multi-faceted marketing, financial, and/or operating problem that will have strategic implications for the subject firm’s success.   

2. Students will be asked in class and in written assignments to take the analysis from point 1 above and make a recommendation on the strategic decision presented.  For class discussion cases, that recommendation will be recorded at the beginning of class for each student and defended through open class discussion.
3. Each week, students will be encouraged to analyze possible and probable competitive reactions to moves that are being considered.  A tenant of the class is that making a move without considering the likely competitive reaction can be a very expensive mistake.
4. In weeks 2 through 7, the instructor will emphasize a thorough understanding of fixed and variable costs and how they affect contribution margin through a range of sales levels.
5. In weeks 5 through 7, an emphasis will be added on the analysis of the relative costs of a product line compared to a competitor’s cost for the same product line and how those costs will react through a range of sales levels.

Course Format

STRA 6226 uses the case method exclusively.  Each session will require the preparation of one to two cases occasionally accompanied by a related textual reading.  In a few instances, follow-on cases will be distributed during class or at the end of class that will take the same situation one or more steps further in time. 

The case method of study puts a high demand on each student to prepare and participate.  The system does not work unless every student is willing to prepare the case, think about the issues, and come ready to interact with the rest of the class.  The course will consist of very little lecturing in the traditional sense.  A minimum of two hours of preparation per case is usually required to be properly prepared for class.  On certain cases, I will require you to take the side of one competitor or another to help facilitate class discussion.  If you know of other students in the class that you wish to be paired with, please email your preferences to me after the first class and I will assign you to the same side in these cases.  

The course will have a take home final exam.  The exam will be a case analysis and will be open book and open notes but must be performed individually.  Each student will be required to sign an honor code pledge as follows, “I did not consult any other student or person nor any research sources in preparing this exam paper.”   The pledge is to assure a level playing field among all students in the class. 

Class attendance is mandatory.  However, I recognize the life realities of essential business travel, having babies and other unpostponable circumstances.  If you must miss all or part of a class, I would appreciate being notified before class with the reason that you must miss.  If it is last minute and you can not notify me in advance, please do so as soon after class as you can.  With good reason, a student can make up one missed class (all of the class or part of the class) without penalty by writing a 500 word paper covering the case(s) missed.  If two cases are missed, two 500 word papers will be required.  The best outline for your paper will be the assignment questions for the evening and your conclusions thereon.   In this instance, the written paper will count as part of your class participation grade.  Failure to submit written cases after a missed class will result in a 3.5 point deduction from the final average.  I would appreciate having papers prior to the missed class if possible.  If it is impossible to submit the paper prior to class, please specify that you did not consult other students after the class in question when preparing your paper.  I am not looking for a report on what happened in class, I am looking for your thinking on the problem.

If a student misses all or part of additional classes, he or she will receive an automatic deduction of 3.5 points from the final average for each class missed, if written work is submitted for the case or cases missed.  If a student misses additional classes without submitting written cases, the deduction will be 7 points from the final average for each class missed.

In light of the fact that required written assignments in the course are minimal, class attendance and participation are extremely important.  Without the active participation of each member of the class, the learning experience of all is diminished.  Please come prepared to participate and be willing to challenge the assumptions and conclusions of the other students and the instructor each evening.

Where to Buy Cases

Case materials for STRA 6226 are available at www.study.net.  If you have not registered at this site previously, you must register and provide a means of payment.  You may then select STRA 6226 from the SMU list of courses and buy the materials.  You have the choice of gaining access to the cases via the net and downloading or printing the materials yourself or having printed materials mailed to you from Study.Net.

All cases used in the class are protected by copyright and, therefore, printing the cases more than once or copying the cases to share with another student is strictly prohibited.  Study.Net sends the instructor a list of students who purchase the cases.  Any student not purchasing the cases from Study.Net will be required to tell the instructor where he or she obtained his cases.  Violation of the copyright laws will put you afoul of both the laws of the United States and the SMU Honor Code.  I don’t know which is worse, but let’s not find out.

Analytical Assignments

Each student will be required to complete two (2) analytical assignments during the module as assigned in the syllabus.  Students may work in study groups of three or less or may work individually as they choose.  You may change groups from assignment to assignment as you wish or stay with the same group for both.  Please look below for more information on Analytical Assignments.

Grading

Your grade will be determined by:


Class participation


40 %


Final exam



30 %


Analytical Assignment 1

10 %


Analytical Assignment 2

10 %

Discretionary



10 %
Grades for each evaluated item above will be assigned as A+, A, A-, A/B, B+, B, B-, B/C, etc.  

A+ = 98          
A = 95          A- = 92          A/B = 90
B+ = 88
B = 85          B- = 82           B/C = 80          Etc.

When averaging for the semester grade, decimals will be rounded to the closest whole number.  Then A = 93 and above.  A- = 90 - 92.  B+ = 87 - 89.  B = 83 - 86.  B- = 80 - 82.  Etc.

Additional Resources

Accompanying this syllabus on the web page you will find:


Hints on the Dell Case


How to Prepare a Case – Corey, et al

Instructor Biography
* Disability Accommodations: Students needing academic accommodations for a disability must first contact Ms. Rebecca Marin, Coordinator, Services for Students with Disabilities (214-768-4557) to verify the disability and establish eligibility for accommodations. These students should then schedule an appointment with the professor to make appropriate arrangements. (See University Policy No. 2.4.)

* Religious Observance: Religiously observant students wishing to be absent on holidays that require missing class should notify their professors in writing at the beginning of the semester, and should discuss with them, in advance, acceptable ways of making up any work missed because of the absence. (See University Policy No. 1.9.)

* Excused Absences for University Extracurricular Activities: Students participating in an officially sanctioned, scheduled University extracurricular activity should be given the opportunity to make up class assignments or other graded assignments missed as a result of their participation. It is the responsibility of the student to make arrangements with the instructor prior to any missed scheduled examination or other missed assignment for making up the work.

LIST OF ASSIGNMENTS

Analytical Assignments
Each class member will be responsible for two (2) analytical assignments that must be submitted via email to the instructor by 6 AM on the Monday that we discuss the case.  These analytical assignments are case write-ups but have a requirement of including an Excel spreadsheet covering the numerical analysis of the case.  The case write up should be approximately 1000 words in addition to the spreadsheet.  It may be necessary to make certain assumptions from the case and pick an approach based on your assumptions.  If you do so, please list your assumptions. 

Students MAY use the Internet or any other outside references in completing the analytical assignments, and they may work in study groups of up to three (3) students if they choose.  Certain non-written assignments will be made as the semester goes along.  When you are in a study group, I will give your whole group the same assignment so that you can prepare together if you choose.  

The written Analytical Assignment that is emailed to the instructor needs to contain enough data and analysis that someone who has read and understood the case can understand your analysis and conclusions.  Please do not feel compelled to repeat case facts.  Treat these assignments like a presentation to top management.  Top managers know the basic facts about the company; tell them something they don’t know or may not have figured out. 
Use an Excel format for your numerical analysis and prepare it such that it can be used in class as an exhibit. Please have your finished Excel spreadsheet in a printable 8 ½ X 11 format so that I can print the material without having to reformat your work.  One easy way to accomplish this requirement is to click on Print Preview.  If the worksheet is going to spill over the edges and make more than one sheet, first try to change to Landscape and adjust the margins wider and see if that solves the problem.  If not, click “fit to 1 wide by 1 tall and 1 wide” to see if it will be readable on one sheet. If all else fails, you may have to use more than 1 sheet.  Multiple worksheets in the same workbook are OK provided that all are easily printed.  
The analytical assignments are not an excuse to do only that case for the upcoming class session.  On most evenings, there are two (2) cases for discussion and you must prepare both.
INTRODUCTION TO COMPETITIVE TACTICS

Week 1 – Friday, October 22, 2010
Reading:
Creating Competitive Advantage (9-798-062)

Case #1:
Steinway & Sons

Questions:
Please assume that you are Peter Perez.  As the new president of Steinway & 


Sons,

1. Describe Steinway’s overall strategy and whether it is correct in your estimation?  If not, what do you plan to change?

2. Should Steinway introduce the Model K vertical piano?  What factors and analysis led to your decision?

3. Is Steinway a good fit with CBS?
Mini Lecture:
Breakeven Analysis
Note for Week 3 case:

In week 3, we will be discussing Harlequin Enterprises, the publisher of the famous Harlequin Romance Novels.  If you wish to receive an extra boost to your class participation grade, read approximately four (4) chapters of a Harlequin series book.  Be prepared to describe to the class your impressions of the writing style, literary value, and consumer appeal of the passages you have read.  I will issue the series books to interested students during the first class.

ESTABLISHING AND SUSTAINING

COMPETITIVE ADVANTAGE

Week 2 – Monday, October 25, 2010
Case #1:
Salem Telephone Company

1. Which costs of Salem Data Services are fixed and which are variable?  Make a list of each.

2. For each expense that is variable with respect to revenue hours, calculate the cost per revenue hour.

3. Compute a contribution margin per hour of revenue using 205 hours of intra-company usage plus commercial usage at the March level.  Based on this analysis, how many commercial hours does Salem Data need to sell in order to finally break even?
4. On page 3 of the case, look at question 5 and compute the effect on income of each of the options that Flores is suggesting to Wu as possible strategic alternatives.

5. Is Salem Data Services really a problem to Flores and Salem Telephone Company?  Should Flores insist on any of the suggested options or just be more patient for Salem Data Services to get into the black?

Case #2:
 eBay, Inc.

1. What were the best strategic moves that eBay made in establishing itself as the online auction leader?  Why were those moves smart?

2. What were the key threats to eBay’s existence early on and did they make key strategic decisions to counter these threats or just get lucky to emerge as the dominant market force in auctions?

3. In 2000, eBay was estimated to earn $37.9 million of income from operations on sales of $185 million.  If eBay had been able to generate revenue of $200 million in 2000, what do you estimate that income from operations would have been?  (This is a very short exercise in the same type of breakeven analysis that was illustrated in Salem Telephone above.)
4. At the time of the case, how real do you think the Amazon threat was to eBay?  Why?  

Week 3 – Monday, November 1, 2010
NOTE:  On one case each evening beginning with the Harlequin case, we will begin a series of cases in successive weeks where the instructor will ask at the beginning of the case for a recommendation from each student as to the course of action that student recommends for one of the companies in the case.  Please be ready at the beginning of this class to give your answer to the underlined italicized question below.  A study group can all have the same answer, but each member of the group must be prepared to defend that recommendation.

Case #1:
Harlequin Enterprises:  The MIRA Decision
Put yourself in the position of Donna Hayes and be prepared to give a recommendation to the Torstar board regarding the MIRA decision.  Do you want to go ahead or do you want to scrap the idea.  If you recommend entering the market, please also state the method of entering which can be either the signing of previous Harlequin authors, the signing of best seller authors, the “back-list” option, or an alternate method of entering which you propose.  You may be assured that the board will wish to see a breakeven analysis (as we did in Salem Telephone) on the method of entering that you recommend.  If you choose to recommend NOT entering the market, then you need to prepare a breakeven analysis of at least one of the proposed entry methods to show why that option is not feasible in your opinion.

Class Discussion:  Breakeven Analysis Tips
Case 2:
Toyota Motor Corporation:  Launching Prius

1. Why is Toyota pursuing the Prius project?  What factors are important to make this project a success?

2. Should Okuda push for an acceleration of the Prius launch?  How important is first mover advantage in the introduction of this model?

3. One of the key questions faced by Toyota in their decision to invest more than a billion dollars in the hybrid power train was whether this investment would pay back.  In your opinion, will the hybrid project turn out to be a smart project for Toyota?

In the final few minutes of class, we will have a discussion on anticipating competitive reactions.   When preparing the analytical assignment for next week, it will be important to analyze Ryanair’s entrance strategy and the likely competitive reaction they can expect.  Most strategic and tactical moves bring a reaction from competitors and the smart manager tries to anticipate those reactions BEFORE he makes a move.

Week 4 – Monday, November 8, 2010 
Analytical Assignment 1 – 
 
Please prepare a case analysis for the Ryanair case.  You will want to have an Excel spreadsheet with your analysis of Question 1 and Question 3 below in addition to your written analysis.

To be turned in to the instructor via email by 6 AM on the morning of class.
Also for the Ryanair case, please be ready at the beginning of class to give your prediction of whether British Airways and Aer Lingus will retaliate by matching the price cut of Ryanair or if the two majors will ignore the new route by Ryanair and keep their current pricing structure.  In addition, be ready to say whether you think the Ryans will succeed with its strategy or fail.
Case #1:
Dogfight over Europe: Ryanair (A)
1. Can the Ryan brothers make money at the I₤98 fare they propose?  Please prepare a breakeven analysis to prove your point.  NOTE:  Landing fees are fees that airports charge to airlines as part of the airport’s revenue base.  A specified landing fee such as X dollars or X Irish pounds is charged to the airline for every passenger that lands or takes off on a given flight.  The more passengers, the more the landing fee for that flight.

2. How do you expect Aer Lingus and British Airways to respond to the Ryanair entry into the Dublin/London market?  Why?  If you were Aer Lingus, what would you do in response to Ryanair’s proposed new route?  Would you retaliate by lowering fares?  To what level?
3. How costly would it be for Aer Lingus and British Airways to retaliate against Ryanair's launch rather than allow it?  You need to have a cost to the combination of British Airways and Aer Lingus in Irish pounds of accommodating the Ryanair entry (not cutting their fares) and a cost of retaliating against that entry with some sort of price change.

4. What is your overall assessment of Ryanair's launch strategy?  Is it going to work?
Case #2:
Nintendo’s Disruptive Strategy

1. Nintendo has created a disruptive strategy with the Wii.  What are the main features of the Wii strategy that have made Nintendo the market leader once again and allowed it to overtake the big lead that Sony had established in the game console market since 1994?

2. Do the pricing differences of the Wii, Xbox, and PS3 affect sales volumes significantly?  Since Wii is considerably cheaper than both PS3 and Xbox, how do you explain the operating profit differences in the chart below since 2006?

	
	Competitor
	Console
	Consoles sold since 2006
	Video Games Operating Profit 2006-07

	
	Nintendo
	 Wii 
	 35,596 
	$ 6.8 Billion

	
	Sony
	 PS3 
	 15,981 
	($ 3.2 Billion)

	
	Microsoft
	 Xbox 
	 18,498 
	($ 3.4 Billion)


NOTE:  iSupply reported in November 2006, many months after launch of the PS3 by Sony, that Sony was still losing over $300 per console.  These losses were caused by the complexity of the hardware and the fact that Sony adopted a strategy of custom producing 40% of the highly specialized components (like chips) in house.  Xbox’s losses were estimated at about $125 per console at this time.  While Microsoft reportedly had a gross margin of about $75 per console eighteen months later, its “red screen of death” problem still caused the company to lose almost $2 billion in 2007.  For 2008, Microsoft reported that it made $426 million in its gaming division.

3. Sony was the market leader by a landslide from 1994-2005.  Now Nintendo 


      has stolen that spot.  Microsoft is arguably even in worse shape than Sony.  

      What are the strategies and options available to Sony and Microsoft to meet 

      Nintendo’s challenge or do they need to do anything different? 

MARKET ENTRANTS & UNDERDOGS 

VERSUS

ESTABLISHED COMPETITORS

Week 5 – Monday, November 15, 2010


Reading:
Analyzing Relative Costs (9-708-462)

Read and understand the methodology of analyzing relative costs, then apply your learning to question 3 of the Dell case for tonight.  
Case #1:
Matching Dell

1. Why has Dell been so successful?

2. In 1998 how big was Dell’s relative cost advantage?  Specifically, calculate Dell’s cost advantage over the team of a Compaq/Reseller in serving a corporate customer.  (If the student wants some help with this question, please refer to the course website under the document labeled DELL HINTS.)

3. At the end of 1998, how effective had the competitors been in responding to the challenge posed by Dell’s advantage?  How big is Dell’s remaining advantage at the end of 1998?  (You can do this one with estimates; you don’t have to do all of the numbers again.)

4. What should each of Dell's rivals (IBM, Compaq, HP, and Gateway) do now?

Case #2: 
 Apple Inc. in 2010
1. Why has Apple been particularly successful in the last few years after having rather dreadful results in the early part of the decade?
2. Analyze Apple’s position in the personal computer industry.  Is their position defensible and how large can they grow their market share with their current strategy?

3. With Apple’s current four pronged approach to the market of PCs, MP3 players, smartphones, and now iPads, how do you like their competitive position going forward.  What do they need to do to maintain their current growth rate of over 30% for the years 2006-2009?

Week 6 – Monday, November 22, 2010
Analytical Assignment 1 – 

 
Please prepare a case analysis for the Airborne case.  You will want to have an Excel spreadsheet with your analysis of Question 2 below in addition to your written analysis.

To be turned in to the instructor via email by 6 AM on the morning of class.

Also for the Airborne case, please be ready at the beginning of class to give your answer to question 4 below.  Would you recommend Airborne as an investment or not?
Case #1:
Airborne Express (A)
1.   How has Airborne survived, and recently prospered, in its industry?
2. Analyze Airborne’s relative cost position on an overnight letter versus FedEx.  Your answer needs to contain a standard relative cost analysis analyzing Airborne’s cost position relative to Fed Ex.  Specifically, compare the costs of an overnight letter shipped by Airborne to one shipped by FedEx.  The FedEx costs are defined in Exhibit 3.  You will have to make estimates of Airborne’s costs on each item, but you should be able to do so from case facts. 
3. Based on Airborne’s service offering, should customers be willing to pay Airborne’s asking price for its products relative to FedEx?

4. Assume that you are the chief strategy analyst for a private equity firm.  Do you think that Airborne would be a good private equity investment with a holding period of ten years?  What is your opinion of Airborne’s strategy for the long term?  Do you believe that they will remain a viable competitor to FedEx and UPS in the future or be squashed by these two industry gorillas?  Please support your answer.
NOTE:  For the Asahi case this week, the instructor will ask at the beginning of the case for a recommendation from each student as to the course of action that student recommends for Asahi.  Please be ready at the beginning of class to give your answer to the underlined italicized questions below.  

Case #2:
Asahi Breweries, Ltd.

Assignment:  

Assume that you are a member of the board of directors of Asahi when the proposal to add           1220 KL of capacity at a cost of ¥230 billion ($1.8 billion) is brought before you.  Would you vote for the investment described in the case and why?  If you are not prepared to vote for the proposal as is, how much capacity increase, if any, would you recommend instead? Good choices might be (1) build no new capacity, (2) build about 2/3 of the recommendation, (3) build the entire recommendation. The instructor will send pro forma numbers one week before the class to aid in your analysis.

One important number to ascertain is what will happen to Asahi’s profit picture if they build the entire capacity and cannot increase share or if they build it and can only sell a portion of the new output.  The first tab of the Excel spreadsheet that you will receive by email gives you assumptions on the fixed and variable costs of the new operation to aid in your analysis.  

Week 7 – Monday, November 29, 2010
Case # 1:
Nucor at a Crossroads

The second decision for this week is the underlined portion of Question 3 below.  If you were Ken Iverson, would you take on the Thin-Slab casting project or not?  A study group can all have the same answer, but each member of the group must be prepared to defend that recommendation.

Questions:
Assume that you are Ken Iverson, 

1. How do you explain why Nucor has performed so well in the past?

2. Does Nucor have the financial muscle to pull this off without breaking the debt limit of 30% of total capital and without issuing new equity?  

3. How attractive do the economics of thin-slab casting look?  Using the numbers provided by email prior to the case by the instructor and your analysis of the case facts, decide whether Nucor should build the thin-slab mill?  
4. How should Nucor think about the uncertainties surrounding thin-slab casting?  How risky is this project?  Would it help you to know that approximately 40% of steel capacity was modernized in 1986?  Why would this help?

5. Do you believe that thin-slab casting is likely to afford Nucor a sustainable competitive advantage in flat-rolled products?  Why?

Case # 2:
Bitter competition:  The Holland Sweetener Company versus NutraSweet (A)

NOTE:  For this class, the students will be divided into two (2) groups.  Group B will take the position of the NutraSweet Company and Group A will take the position of the Holland Sweetener Company.  In this class you are asked not to be the CEO of your company but to be a recommender and later a critic of your CEO’s actions.  Essentially, you are the staff employees standing around the water cooler exalting or condemning the boss’s actions.   

Question for the Holland Sweetener Company (HSC) group: (Group A)

How should Vermijs expect NutraSweet to respond to the Holland Sweetener Company’s entry into the European and Canadian aspartame markets?  Specifically, how should Vermijs assess the relative likelihood of the two scenarios—price war and normal competition?

Question for the NutraSweet Company group: (Group B)

What are your operating, gross, and contribution margins on aspartame and how can you best compete when the patents expire?  If you choose to reduce price, by how much do you cut it, when do you cut it, how and when do you announce the cut?  If you choose not to reduce price, what do you do instead, if anything?

In order to properly prepare this case, you will need to analyze both your and your competitor’s operating, gross, and contribution margins on aspartame in order to know both companies’ fixed, variable, and S G & A costs for the product.  

FINAL EXAM – Due at midnight on Thursday, December 9, 2010
Due date for submission of the take-home final exam is midnight on Thursday, December 9, via email to the instructor.  Final exams will be a case analysis and will be open book and open notes but must be performed individually.  Each student will be required to sign an honor code pledge as follows, “I did not consult any other student or person nor any research sources in preparing this exam paper.”   The pledge is to assure a level playing field among all students in the class.  
