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Best Buy Teaching Note


Teaching Note: Best Buy Co., Inc.: Sustainable Customer Centricity Model?
Synopsis of Case

This case conveys Best Buy’s deployment of a differentiation strategy focused upon its application of a customer-centric operating model. Primary points in the case include Best Buy’s superior service orientation, acquisition for growth, and constant review of the business model and competitive forces for sustainability. Beginning as an audio components retailer, the Best Buy superstore is now the largest U.S. consumer electronics retailer with a 4000 store market presence globally because of its approach to differentiation rather than operating as low price. Providing service to its more than 155,000 employees through bold compensation changes and greater investments in training resulted in greater service to customers. Customers now have more control over the purchasing process and help in meeting their specific needs. Best Buy’s mass marketing techniques, acquisitions, and expanded product lines have been successful in bringing the best in technology to a world of customers. However, in recent years, external factors, competitive forces, and societal trends have prompted Best Buy to incur increasing costs and to search for new ways of providing innovative products, top-notch employees, and superior customer service.
Teaching Objectives

The main teaching objectives of this case are:

1. To utilize the competitive forces model for analyzing competition and the industry environment.
2. To look at how macroenvironmental trends and internal factors shape strategic action. 
3. To discuss how functional level strategies drive competitive advantage.
4. To discuss how companies make competitive positioning decisions.
5. To discuss how companies can align their business models to meet different industry environments.
6. To explain how technological advances impact strategy.

7. To discuss appropriate global strategies in times of environmental change.
The case works best when positioned in the middle of a strategic management course. It is very useful for illustrating the necessity for examining and being attentive to the macroenvironment and the competitive forces model in determining appropriate strategies. The case also relates to topics such as competitive positioning, technological advances, and global concerns. The case works well when discussing how organizations align strategy to meet industry environmental changes.

Strategic Issues and Discussion Questions

1. Analyze Best Buy’s competition and industry environment using the competitive forces model. Include strengths and weaknesses of major competitors in the analysis.
Industry Environment


While Best Buy is currently the largest consumer electronics retailer, their competition has become even more challenging. Once known brick and mortar rivals have disappeared and new competition brings less costly business models to the industry. Mass merchant retailers (e.g. Walmart) are creating special store areas like consumer electronics departments and reducing costs through expert partnerships for a consumer electronics competitive advantage. Online retailers (e.g. Amazon and Netflix) are bringing their low cost structure and fit with societal trends to steal Best Buy’s market share. Best Buy, now, must find new strategies to compete with new kinds of competitors and take advantage of significant potentials in the global arena.

Understanding the industry using Porter’s five forces competitive model Best Buy will be better able to identify potential avenues for success and ultimately profitability.
· Potential Entrants As globalization spreads and use of the Internet grows, barriers to entering the consumer electronics industry are diminishing. The Internet has significantly reduced the capital requirements needed to enter the industry and parallel Internet purchasing has also negated another once strong barrier to entry—customer loyalty. Regardless of Best Buy’s economies of scale, cost advantages with suppliers, and massive marketing campaigns can be used to their advantage to deter new entrants, new competitors with new structures, business models, and low cost value chain sources of success are stealing market share and Best Buy’s competitive advantage.
· Substitute Products Substitutions for consumer electronics exist in all alternatives that satisfy a consumer’s need for entertainment. Consumer electronic devices such as televisions, stereos, blue ray players, gaming devices, and computers which are recognized individual units can, now, all be retrieved through mobile smartphone connectivity. Electronics with smaller footprints which are completely integrated and represent the utility of all individual devices are favored by today’s consumers. 
· Bargaining Power of Suppliers  Best Buy’s presence in the marketplace simultaneously provides suppliers with greater opportunities. With over 4000 stores and numerous subsidiaries globally, the company offers suppliers larger purchases and sales. However, changes in competition and competitive structure expand order cycle time for Best Buy due to distribution firms responsibilities to other providers of consumer electronics.

·  Bargaining Power of Buyers  Today’s more educated buyer behaviors shop online from start to finish and only visit brick and mortar stores for the physical sight and feel of the product. Consumers, first, gain information and determine choices online. Secondly, they visit stores to actually feel and see the product. Then, they go back to the Internet to find the lowest price and make the purchase for which they can do from an online retailer like Amazon. Price competition has increased forcing lower margins for all retailers.

· Rivalry Among Existing Firms  Due to increasing price competition, any provider of consumer electronics is subject to surge ahead in market share in the industry. Best Buy holds the position as the differentiator in the industry and with their end to end customer solutions but there still remains numerous competitors who can provide the necessary electronics to meet consumer needs, particularly in economic downturns. Different modalities and structures among rivals will only create greater intensities in competition. 
Competitor Environment 

The following table summarizes Best Buy’s major competitors.
	
	Amazon
	Netflix
	Walmart
	GameStop
	Radio Shack

	Strengths
	-largest online retailer

-low cost structure

-pass on customer savings through pricing, selection, and diversification

-positioned for strong market growth with online shopping trend
	-largest online video rental service

-website streaming which eliminates consumer wait time


	-world’s largest retailer

-diverse product mix

-low cost provider

-appealing to consumer looking for high quality and low price
	- leading video game retailer

-market presence with numerous locations

=

	-consumer preference for audio and video components
-one on one knowledgeable sales staff


	Weaknesses
	-no personal touch
no one on one sales approach with knowledgeable salespeople
	-lack of product selection
no one on one sales approach with knowledgeable salespeople
	-no personal touch
-no one on one sales approach with knowledgeable salespeople
	-higher price

-limited product selection regarding consumer electronics
	-limited product selection
-limited personnel

-perceived less quality


Second tier competitors are rapidly increasing as well. Wholesale shopping units are becoming more popular, and companies such as Costco and BJ’s have increased their piece of the consumer electronics pie over the past few years. Other mid-level electronics retailers like HH Gregg and Ultimate Electronics are scrambling for market share. Ultimate Electronics has plans to expand its operations by at least 20 stores in the near future.

Compared with competition, Best Buy has some distinguishing characteristics which still makes them a viable competitor but they must remain cost competitive by reducing final consumer pricing, cost of goods sold, increasing perceived value, and creating a greater presence in the online market. 
2. What macroenvironmental trends and internal factors should Best Buy consider in developing new strategies? What actions might Best Buy take as a result?
General Environment & Macroenvironmental Trends

Several conditions exist in the general environment that affect Best Buy’s business prospects. The impact of a slow recovery from global economic woes is chief among them. With less disposable income, consumers forgo purchases of the types of discretionary items that make up Best Buy’s product line. Tighter credit markets also restrain the growth of consumer electronics firms. Though sales for lower-end electronics might benefit from these conditions, stimulating sales for premium products and cutting-edge technologies requires lowering prices to attract customers (which, of course, weakens profits). The speed and extent of economic recovery will continue to influence Best Buy’s future growth opportunities. As personal income again rises, demand for high-end products may return. However, new patterns of financial prudence among consumers may delay this resurgence.


Demographic trends that impact Best Buy include the aging and increasing ethnic diversity of the US population. The rise in dual income families and women’s purchasing power also affect product and marketing decisions and diminish the importance of focusing on the “typical white male of a specific age” consumer category.


The pace of technological advancements also has a significant impact on the consumer electronics business. Prominent among technology trends is the emergence of new ways of conducting business and accessing customers and the consolidation of functions into single electronics devices. Although the frequent introduction of new products is exciting and creates consumer interest, the unprecedented pace of technological change begets additional risks and costs for Best Buy. The company runs the risk of investing in the wrong technologies or products to satisfy customer preferences. Best Buy incurs higher research costs associated with making sensible technology and product decisions as well as training costs to prepare for more frequent product introductions. As employees are continually required to learn about new products, the potential for misunderstandings and errors threatens the company’s touted service record. Also, shorter product life cycles can lead to market saturation, accelerate price declines, and result in lower margins and profit levels.


Primary among the political and legal considerations that are relevant to the consumer electronics industry is the controversial sales tax legislation for online retailers. Without physical distribution centers in every state, many online retailers gain a distinct advantage under today’s current sales tax laws. Best Buy maintains retail locations in the majority of domestic states and would be more competitive if the tax laws were modified to level the playing field.     


Socioculturally, the growing popularity of the online marketplace and the phenomenon of universal connectivity have important implications concerning Best Buy’s strategic direction. The growth of online shopping has brought new rivals (with lower cost structures, positioned perfectly to achieve strong market growth) into direct competition with Best Buy. The ready availability of product information online means that some customers can answer their technology and product questions without the expertise of Best Buy’s staff. Because people who seek this information are also motivated to seek out the lowest prices for products of interest, Best Buy’s strategy is compromised on two fronts. On the other hand, connectivity trends offer enormous opportunities for the company, especially as the complexity of functionality and the need for interaction between devices increases.  


As Best Buy’s domestic market exhibits signs of slow growth, the search for expansion opportunities in international markets becomes even more important. The cultural and institutional characteristics of global markets impact the company’s business decisions, with forays into Europe and China of greatest concern to Best Buy at this time. Potential benefits of an international expansion strategy include new opportunities to achieve greater economies of scale, to integrate backward into the supply chain with lower risk, and to move inventory into secondary markets. Additional considerations that influence the viability of potential foreign ventures include global inflation, international trade balances, and exchange rates. 

Internal Sources of Competitive Advantage

Resources

	Tangible
	Financial Resources
	Best Buy has experienced increased revenue going into the first quarter of 2010 relying on TV segments that represent 15% of industry sales and holding onto 19% of the consumer electronics retail market.


	
	Organizational Resources
	Best Buy’s organization is built upon a customer centricity operating model intended to offer extensive product offerings with distinctive brands for customer lifestyle groups such as affluent suburban families, trend-setting urban dwellers, and the closely knit families of Middle America.
Best Buy’s aligned strategies allow for territory and district structuring and global and domestic acquisitions and access to new market segments served with end to end consumer solutions.

With large marketing budgets for mass marketing and value added knowledge and service provided through exceptionally trained and ethical workforce, Best Buy serves its customers.

	
	Physical Resources
	With over 4,000 stores in the US, Canada, Mexico, China, and Turkey, subsidiaries that include Geek Squad, Magnolia Audio Video, Pacific Sales, Future Shop, Jiangsu Five Star Appliance Co., and Speakeasy, strategic alliances with Carphone Warehouse Group, mergers with Napster, and 50% stake in Best Buy Europe, Best Buy has exposure to various market segments. Private label credit cards allowing customers low interest financing also helps to expedite revenues

	
	Technological Resources
	Through acquisitions, Best Buy is able to offer technical installation, product repair, and on-going technical support for customers. A customer centricity model built around a significant database of customer information allows them to construct a diversified portfolio of product offerings that match customer needs

	Intangible
	Human Resources
	Best Buy has 155,000 employees who represent non-commission based salespeople and a knowledge and ethical salesforce

	
	Innovation Resources
	Best Buy’s global presence has provided insights in worldwide trends in consumer electronics and afforded access to newly developing markets. Best Buy uses this insight to test products in different markets in its constant effort to meet and anticipate customer needs.

	
	Reputational Resources
	Best Buy’s reputation is founded upon its ability for retaining talent and providing superior service.


Best Buy’s capabilities have also resulted in distinctive competencies/core competencies which include end to end consumer electronic solutions, marketing, and human capital.
3. Is the customer centric model used by Best Buy creating value?
The customer centric model offers a differentiation piece for Best Buy operations. This differentiation builds upon, the resources, distinctive competencies, and capabilities that Best Buy possesses and thus, helps to shape the strategy utilized by Best Buy to ultimately result in profitability and growth. Also, in examination of the value chain, the degree of customer service provided by Best Buy would contribute to a primary responsibility of the company’s value chain. However, if the customer centric model is focused upon supplying the consumer needs and identifying the market segments it intends to serve, this is quite different from providing after sales and support customer service necessary for providing value as indicated in the value chain. Allowing the consumer freedom to choose in the sales process supported by a non-commission based salesforce and providing a knowledgeable and trained salesforce would most likely be a part of the customer service value chain identified. At first glance, it appears that Best Buy has used the patch approach with the customer centric model to actually provide value to the customer. On the one hand, they have identified their segments and have a database for providing the consumers needs but this is merely the planning stage of their strategy. On another hand, non-pressure selling and knowledge in doing so is considered a part of the marketing and sales piece of the value chain. Perhaps, the customer centric model is only partially customer centered. Have they increased their value in the mind of the consumers and does the model create value? With this piecemeal approach, the answer is no. Brand positioning, advertising, and marketing can increase the value or utility that customers perceive in a firm’s products. Best Buy’s current advertising is focused upon its vast product assortment rather than company/product positioning. Identified segments, non-pressure selling, knowledgeable and ethical selling, and a database identifying products demanded by the customer, unless they are positioned in the mind of the consumer, are not considered value to the consumer when other competitors can provide the same products they desire, at lower prices, and without all the hype. When the customer perceives that they cannot receive the same products they need without knowledgeable and helpful salespeople and that they would be willing to pay a higher premium for greater satisfaction, then the customer centric model will provide value.
4. How should Best Buy position itself and what process should it use to react or reposition itself?
It is quite obvious that Best Buy should reposition itself in the market to counteract trends of low cost online and specialty retailers. Best Buy’s customer centric model does not fully differentiate them from competitors although they operate it as differentiation. Competitive positioning begins with first determining customer needs and what is to be satisfied for the customer. Secondly, a firm must determine customer groups to be satisfied. And, thirdly, a company must identify its distinctive competencies to satisfy the needs of the customer.  Best Buy, through its customer centric model, has laid this foundation. They look to segments regarding customer lifestyles as they should given macroenvironmental trends. They also know that their vast array of products offer entertainment satisfaction. However, they may not have taken a close enough look at their distinctive competencies and how they may serve the needs of their customers. Here’s what they have:
1. Unmarketed segments given their TV market share

2. End to End consumer solutions

3. Large marketing budget

4. Knowledgeable and ethical human capital

5. Convenient operations available to consumers domestically and globally

6. Reputation for retaining people and providing service

7. Acquisition capabilities

This information reveals that Best Buy has some strong distinctions from the competition. They must do the following:

1) Revamp their marketing campaign to reposition themselves as end to end solution providers, convenience, having technical expertise with a personal touch to both online and brick customers. Also, their campaign must set the Best Buy value apart from the online competition.
2) Integrate their technical and knowledgeable service with both brick and click purchases. e.g. The Geek Squad shouldn’t just stop in the stores.

3. Extend the end to end solution offerings from theatre to networking i.e. connectivity

4. Take advantage of customer demands in home technical services.

5. Make low cost acquisitions that will expand technical and on the road technical services to both brick and click purchasers.
5. What actions should Best Buy take to align a new strategy, if necessary, with the industry environment?
If Best Buy were to align a new strategy with an industry that is mature and one with online purchasing trends by educated, price conscious buyers who require more and more connectivity they would need to do the following based upon their current situation:

1) Expand resources to improve after sales services i.e. connectivity and end to end solutions.
2) Aim for low cost electronic suppliers by placing pressure on the supply chain.

3) Move toward product proliferation by attending to online customers just as their competitors do by offering products targeted at every segment in the market.

4) Solicit new to the world products and sell them for short term profits taking advantage of economies of scale and then aggressively cut prices for market share purposes.

5) Maintain price leadership with premium prices associated with value.
6) Market penetration with a new advertising campaign in existing markets then take the campaign into new market segments.

6. With technology advancing so rapidly and creating increased costs for Best Buy, what strategies should the company consider to remain competitive?
The rapid advancement of technology has placed training cost burdens upon Best Buy. Therefore, they should look to new strategies for retaining this distinction. With the status of their internal and external analysis, Best Buy is prepared to expand its offerings and handle the technology progressiveness. However, in order to remain competitive, Best Buy must use their end to end customer solutions as complements to drive profits and growth. Even though technology changes rapidly and training costs must coincide and be costly, costs can be overcome with revenues from supplemental services provided by the likes of the Geek Squad for example. Also, have such complementary services that, in turn, will lower switching costs by the consumer, will tie the consumer to the value provided by Best Buy—safe, secure, technology transition. In many ways, this will provided killer leverage for Best Buy because the security of end to end solutions will almost force consumers to remain with Best Buy offerings. On another note, Best Buy might consider entering into licensing arrangements that would transform them into the innovative and disruptive provider of consumer electronics.
7. Given your analysis of Best Buy through previous questions, what global strategies may be appropriate for the company?
Best Buy should build upon its strengths and further integrate the click side of their operations on a global scale thereby reducing costs associated with global expansions but doing so with a localization approach as well. The firm should also leverage it skills from foreign subsidiaries to other global opportunities. Best Buy should also take advantage of differences in customer needs, particularly, in underdeveloped countries. With Best Buy’s knowledgeable workforce, they could bring technological development to most often unrecognized countries—a localization strategy. Best Buy may also want to take advantage of technological needs in advancing the technically deprived infrastructure of underdeveloped countries-- a localization strategy.
Best Buy should seek other growing international markets such as India and Brazil in which to place its offerings but must do so by again matching the market needs segments with its products and core competencies.
