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This presentation is based upon the ongoing research of my co-authors Dr. Michael Olsen and
Dr. Eliza Tse with me as we begin the third revision of our book Strategic Management in the
Hospitality Industry. 1 have benefited greatly from our long collaboration.

Introduction

The foodservice industry in the United States is a pervasive and major economic force.
According to the U.S. Department of Commerce and the National Restaurant Association, 46.4%
of the consumer’s food dollar is spent in a restaurant. In addition, the nation’s 878,000 restaurants

employ 12 million people which constitutes 9% of the workforce.

Restaurant sales are expected to exceed $440.1 billion in 2004; and, have averaged 7.1% annual
growth since 1970. While these growth statistics may appear attractive, publicly traded
table-service restaurant companies consistently are challenged by investors to outperform these
everages. For example, The Cheesecake Factory has averaged a sales growth of 20.9% over the
rast five years while Outback Steakhouse has averaged a sales growth of 13% over that same
tme. Darden Restaurants(Olive Garden, Red Lobster, etc) averaged 7.3%, while Brinker
International(Chili’s, Macaroni Grill, etc) averaged 14.8%. In the quick service segment, Wendy's
averaged 10.3% while McDonald's averaged 6.0% and Yum(KFC, Taco Bell, etc) only greﬁv at
2.8%. As can be seen, all but McDonald’s and Yum exceeded the average growth of the industry,
y7hich means that their growth came at the expense of their competition. In 2004, sales in full
service restaurant sector are expected to grow by 4.6%, while the quick service sector expects
3.9% growth. As may be seen, there is growth in the industry but it is not sufficient to sustain

tie goals of aggressive competitors without the loss of market share by the weaker companies.

In addition to competing for additional sales growth, restaurant companies are expected to

deliver on the bottom line. Analysts predictions of future earnings growth drive the stock price
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of publicly held companies. This requires managers to choose among various strategies for those
which provide the best return on investment and have the greatest impact on earnings per share.
Over the next five years analysts expect the following growth in earnings: Cheesecake 22.6%;
Outback 14.2%; Brinker 14.0%, Darden 12.3%; Wendy's 12.4%; Yum! 11.5%; and, McDonald’s
8.4%. 1t is readily apparent that to succeed corporate leaders must have a model to guide their

decisions.

The Co-Alignment Principle

The goal of the strategic management process is to enable the organizational leader to achieve
maximum effectiveness from their assets. As we are now more clearly understanding, it is
difficult if not impossible to predict the future from the past. The environment is dynamic and
discontinuous. Trends begin and end quickly. Tastes change daily. Today’s leader must create
a match between the forces driving change in the environment and the organization’s methods
in allocating resources and achieving its goals.

According to the Co-Alignment Principle, events in the firm's environment exert influences
upon the firm. Major forces drive change in both the remote and task environment of the firm.
These forces, often referred to as trends, create opportunities and pose threats to the firm. They
shape and force change in both predictable and unpredictable patterns. Health concerns, food
safety issues, the national and local economy are examples of forces that foodservice managers

are forced to address.

It is incumbent upon the leader’s of the firm to understand these forces and develop strategies
in response to these forces. They must chose the competitive methods used by the firm to take
advantage of the opportunities and counter threats in the business environment. It is important
to understand that these methods should provide the firm with sustainable competitive
advantage.

In order to achieve a sustainable competitive advantage the manager must develop the
organizational structure necessary to implement the chosen strategies. There must be effective
and efficient allocation of the firm's resources to the successful execution of the firm's
competitive methods. This requires an understanding of the firm's core competencies. The
leadership of the firm must match the selected competitive methods with the firm's core

competencies and then support the effort with the appropriate allocation of resources. If
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operational excellence is selected as a competitive method, then sufficient resources must be
allocated to recruiting and training employees. Successful restaurant companies such as Outback
and Houston's are examples of firms which successfully support chosen strategies.

Finally, managers must develop financial measures which accurately report the firm’s
2erformance. Performance measures must track the competitive methods chosen.

These measures must be diverse. They must report the overall financial performance of the
Jirm such as earnings per share, cash flow per share, sales per seat, net profit, etc. However,
“here are other important factors which must be monitored. For example, the return on
investment of the various competitive methods utilized. Managers must understand the economic
results of all the strategic decisions they make. When it became apparent to McDonald's
executives in 2003 that their non-McDonald’s brands were not performing as desired, they took
action. By the end of the year they had sold Donato’s Pizza and discontinued development of
other brands outside of the United States. These actions enabled McDonald’s to exceed analyst's
expectations in the first quarter of 2004. The measures chosen to monitor depend upon the firm's
strategic choice and would probably include other non-financial measures such as customer

satisfaction, market share, etc.

$trategic Management Model Competing for the Future

It is important to understand the Co-alignment Principle and how it can assist firm managers
to develop sustainable competitive measures. It is also important to propose a model which will
enable managers to compete for the future. In our strategic management model the relationships
ceveloped in the Co-alignment Principle are clearly defined and their relationships which each
other demonstrated.

Events in the firm’s environment provide the stimulus for the selection of competitive methods.
""he selection of these competitive methods are guided by the Mission and Domain Definition of
tae firm. Strength and weakness analysis provides the basis for the development of the core
competencies necessary to support the competitive methods selected. Short term and long term
chjectives are developed to measure the performance of the firm. Performance is evaluated by the
leaders of the firm and form the feedback necessary to continue to support strategic efforts or

tegin the necessary action to modify the strategy.

I would like to briefly discuss the most important aspects of our strategic management model:
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I._Environmental Scanning

Environmental scanning is one of the most important activities that managers should perform.
In my research on restaurant performance I have found that those firms whose top management
actively scanned the environment performed at higher levels regardless of the strategy chosen
than those who did not.

Changes in the environment create uncertainty. Are sales declining because of a slowdown in
the local economy or are customers being lost to other competitors who are providing better
perceived value? Is the low carbohydrate diet a fad or something that will influence customer
choices for a long time? Environmental change is discontinuous it is impossible to predict. In
addition, the environment is increasingly complex and unforgiving as more competitors enter and
offer consumers more choices.

Because the environment is changing in ways almost impossible to predict, managers must
stop thinking about the past and compete for the future. The past is no longer a predictor of the
future. Some of the most innovative restaurant firms of the past are now no longer the major
forces in the industry. Today’s foodservice manager must possess creative thinking ability which
enables them to respond to the unique opportunities available in the environment. Outback,
McDonald’s, and The Cheesecake Factory are examples where the founders responded to
environmental opportunities that were not understood by their competitors. In scanning the
environment, managers must be able to understand the forces driving the market which lead to
both opportunities and threats. If managers are unable to identify the forces driving the market,
the firm may keep reacting inappropriately until it ceases to exist. If the forces are identified and
understood, managers are able to develop plans and strategies to either protect against the
negative impact or take advantage of the opportunities presented. The Parable of the Boiling
Frog is illusive. The story goes that if you place a frog in a pot of boiling water they will jump
out immediately. However, if you place them in comfortable water and slowly raise the
temperature, they will adapt until it becomes too hot and they die. They don’t understand that
while the environment is changing slowly, the force that is driving the change will eventually
destroy them. This occurs in the restaurant industry. All we must do is look at the restaurant
firms which keep re-inventing themselves as the environment changes and those that failed to

do so and are no longer in existence.
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{I. Domain Definition

The domain chosen by the firm’s managers also plays an important role in the success of their
efforts. The domain explains the context within which the firm chooses to exist and function. It
establishes various parameters: geographic market, industry segment, target customer, and
primary competitors to cite a few. It establishes the patterns of relationships that must be
maintained and monitored for change. It provides input into the selection of competitive methods

to be developed.

It is important to identify the firm’s primary competition. Frequently, foodservice manager’s fail
to understand against whom they are competing. Competition is defined by the target market.
The target market establishes the subset of competition based upon what is important at the
moment. McDonald’s understands this. Their research has revealed that their customers make
the purchasing decision within 5 minutes of the purchase and that convenience is an important
choice driver. McDonald's understands that their competition is any restaurant within

those parameters and responds by placing stores in venues which provide them with the

greatest potential to capture sales.

{ll. Competitive Methods

Competitive methods in the foodservice industry are defined as a portfolio of products and
services that generate a positive cash flow over a useful economic life. These competitive
methods can range from almost totally intangible to almost totally tangible. It is the nature of
the foodservice industry that our competitive methods are frequently a mix of the intangible and

the tangible.

Intangible dominate competitive methods include:
a) service attitudes
a. friendly
b. formal
b) ambiance
a. comfortable, informal
b. formal
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Tangible dominate competitive methods include:
a) signature dishes
b) speed of service
c) delivery

d) site selection

It is important to understand which competitive methods provide the firm with a competitive
advantage. Equally important is the ability to successfully implement the selected competitive
methods while generating positive cash flow. Competitive methods must exceed an internal rate
of return (hurdle rate) which generates a return on investment which is greater than the firm's
cost of capital. Offerings which fail to do so must be discontinued. To continue to invest in a
competitive method which does not meet its hurdle rate is a recipe for failure. As an example,
the executives of Outback have established a first year cash flow model for site selection. They
will not deviate from the model they do not pay premiums for sites, they search for alternative

sites rather than invest in a site which will not meet their ROI requirements.

Competitive methods must be supported by the core competencies of the firm. If managers of
the firm selective competitive methods which are difficult for them to execute, they are setting
themselves up for failure. How do managers discover what the core competencies of their
organization are? The most common method is to conduct a Strengths and Weaknesses
Analysis.

lV. Strengths and Weakness Analysis

In developing competitive methods to support chosen strategies, managers must understand the
competencies required for successful implementation. This requires an honest assessment of the
firm's capabilities. Areas to be examined include:

a) Functional analysis which functions are important to the strategies and how well can
the firm's employees perform? Is the firm strong in marketing? Are the operational
personnel capable of delivering the promised service and product to the customer
consistently? McDonald's marketing strengths exceeded their operational strengths
which resulted in declining sales and the replacement of their CEO;

b) Financial position does the firm possess the financial strength to develop and deliver
the chosen strategies? Is cash flow adequate? Some firms choose much different

financial strategies. Outback Restaurants are totally debt adverse with a debt to
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equity ratio of 0.01; while Yum! is debt heavy at 1.12 debt to equity. The strategy
on the use of debt obviously impacts the ability to fund strategic iniatives;

¢) Labor force does the firm possess a sufficient of trained employees to implement their
strategy? The restaurant industry is labor intensive. It requires 16 full time
equivalents (FTE's) to generate $1,000,000 in sales in the restaurant and only 4
FTE's in the retail industry. One of the greatest challenges facing the industry is the
recruiting and retention of well trained employees;

d) Competitiveness what is the firm's competitive position in the marketplace? What is
its market share? Does it possess the ability to quickly match strategic moves of the

competition? Is it a well-known and respected brand?

These examples of core competencies must be continually developed and renewed. If managers
don’t aggressively support them, they will quickly deteriorate in today’'s difficult operating

environment.

Summary

The restaurant industry in the United States can serve as a model to executives in other
countries. Over the past fifty years it has developed from a fragmented industry dominated by
srnall firms operating locally to a huge, mature industry dominated by national and international
frms. I anticipate that this scenario will be carried throughout the globe as nations expand their
economic growth and local consumers become more affluent and sophisticated. The restaurant
companies able to develop superior strategies while taking advantage of the opportunities in the
kusiness environment will succeed while less sophisticated firms will be hampered by their

inability to understand the strategic issues of the marketplace.



The First International Foodservice Management and Culinary Symposium

Strategic Management in the Foodservice Industry
92kl o] A 7o

Joseph J. West, Ph.D.
Dean, School of Hospitality and Tourism Management,

Florida International University
HEolthstn, SHAHMAG st W)

0

HI_.{%! I %_Oi <M

= - =2

ok

2 2¥e 299 #d 4 A Aozt AXY 3UA AFRES 7o g FFU

=

m2e oAede AL F2¥ RES AXeT J&UTh v] 42T H2EL W) o5
2| A7} AR SEE A BE RS R 464%7F AE AT Qokn ok 3 879 8
Ao BBl vjx AAHY 9%E x| she A2ty HYe 18D s

2004350 HEEY B gL 4349 gejE ol AoZ oAfsta dFyth o] 22
B2 19708 olHZE BE @ 71%S 4FEE 7153 AFUT o 2
Hog EYAA A H2EF JAEL oY T A YFES HolMES Z}Z}“"ﬂ oja)A 7
Fflol 87 AFYT dlE £ Cheesecake Factorys 5d B¢ ¥

312 ¥HA Outback Steak Housew 2 717Hget Hi 13%2] AAute 312 Z8<&Uth Darden
H2ER 52 H 7.3% A4S § ¥4, Brinker International & 3 13.8% AAE &Y
tt. QSREoIME 27t HE 103% AR uhd, dedes 3 9} Yum3Ahs HT
2.8%/47%] ETPEUTH o83 AL AAAAY AF-S wjcto} A% ’3}—“:— A& ongioh 2004
AE ol full service restaurant 9] 8L 46%<2 WA QSR 39%JEU. ol9h e AAEL
AL e AAR g AL A1 &4 glo] A At BERE AYsrlde FEEA
Be 2AYUE BT oz HAEFH JAEL FYE FIHNE &L 7)ol EUT |
o] FFrhgol e EA7MEY ddRle ALY Frlo) 4ES FA4) Utk A9AE
2 a9 FAFAEL ATse /A AFE dHM FAF Lol FHH g & F
AEE =93tn AFHTE 24715 do 2 535y 7[dedeS g o] 433 s
Ut} Cheesecake Factory- 22.6%; Outback 14.296; Brinker 14.0%; Darden 12.8%; Wendy's 12.4%;
Yum! 11.5%; and, McDonald's 84% Ut} o|gid A #% AFAA 44 a7t =71 AsiA

= AT A 2SS AT Zdo] jlojof e AYPYHh

At



50  IFMCS 2004 SRRIFMHEE

Ed AAe o ey

AE Xiof SIX

X2t 210 Doy Ojayx/stx] Ziz
I 873 &4

I g¢ 474

m B4 9
IV. 2% o3 4

113

i

U= dAEY dAe B =7HEY Hu AGAEY] 2dY £ dFUTh v[=Y H2EF gA
© Ald 50od Bt F2 AGY &RE $gGste HatelA A HAIE FRE FAZ LAY
T EG R, A /de g ded Aged dAdsyn

F74Eel BA A4E AR 4 A anAEe] S AEA o T Avelee HAAH
22 {4 9 5 Ada g3stn dgyh e ik A dEH d4g o8 A 23
@2 AA He dbd vy 874 713§ o83 S8 AFE AL T & e W2EF A
£9 glol 43 AdYrh

fr i



Strategic Management in the Foodservice Industry(2l & Atede| HMary HY)

Strategic Management
inthe
Foodservice Industry

Joseph J. West, Ph.D.

Florida International
University

Historic Annual Sales Growth

m 5 Year sales growth average 1999-2003
- Cheesccake Factory 20.9%
Brinker [nternational 14.8%
— Qutback Restaurants 3%
- Wendy's Restaurants 10.3%
— Darden Restaurants 7.3%,
— McDonald's Restaurants 0.0%
— Yum! Restaurants 2.8%

The Co-Alignment
Principal

& The goal of every organizational leader is
to achicve maximum effectiveness

m To accomplish this, the leader must create
a match between the forces driving change
in the environment and the organization’s
methods in allocating resources and
achieving its goalys

U. S. Restaurant Industry
2004

m $440.1 Billion in sales

m 878,000 Restaurants

= 12,000,000 People currently employed
m7.1% Annual sales growth 1970-2004

w46 4% Of food dollar spent in
restaurants

Projected Earnings Growth

= Next 5 years analyst’s predictions
~ Cheesecake 2
— Qutback
— Brinker
— Darden
— Wendy's
- Yum!
-~ McDonald's

Competing for the Future
A new paradigm
The Co-alignment Principle
Environment
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=
=

Strategy
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Strategic Management
A new paradigm
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Strategic Management
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rategic Management
A new paradigm

The Co-alignment Principle
Environment

Events
RN
s

Strategy
Choice

The choice of competitive

methods used by the firm
to take advantage of the

threats and opportunities

in the business
environment These

methods should provide
the firm with sustainable
competitive advantage.

Strategic Management
A new paradigm

The Co-alignment Principle

Environment
Events \

Vaiue added -
aggregate value of
competitive

methods
EPS, Cash fiow per
share, customer
service measures

Strategy
Choice

Firm

Performuance

Environmental Scanning

8 One of the most
important managerial

Environmental activities

Events N .
e w Change in the

Remote environment:

Task . .
— Creates uncertainty

Functional . .
— Is discontinuons

Firm — Iucreasingly complex
and unforgiving
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Environmental Assessment
Conceptual Tools

Why Scan the Environment?

n Companies must stop thinking about = If unable to identify
. p ey [.'.' .,~,"
the past and compete for the future Jorces driving marke 3
: ' the firm may keep ‘The Parable @gof the Boiling Frog

» Managers must: reacting until it Z
Possess creative thinking ability coases 1o exist
» [f forces known able

to develop plans
- Identifv forces driving the market that which ensure success

lead to opportunities and threats

Scan the environment

Competing for the Future

Strategic Management Model Domain Definition

omain Definition

Geographic market area
Segment
Primary competition

Domain

Definition u The context within

which the
organization chooses
to exist and function

Geographic
market area

Environmentai

Evants
[ — Segment = Patterns of
TaSK Primary relationships that
Functionai , competition must be maintained
i i "*i i Target as well as monitored

Market Jor change

AN
\(Evaluation

Competing for the Future
Strategic Management Model Defining Competitive Methods

Dinmis Dufintion
g - ’) 3 I. - 1 ’
- ~ 4] (s Wy
B . ... SO ‘ ) \ w Portfolio of products

Competitive Methods and/or services that
‘ generate a positive cash
Endronmental

Events ‘ Q e _ — i ) Product Slow over a useful
[T == economic life
j.E ——— ‘ ) - Pl ~ Intangible service

Service . :
Functional - [ - Frieadly service

i . : Tungible product

» Nignature dish
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Stratesic Management Model: .
> > Core Competencies

Core Competencies

® Processes, skills and assets which provide

Strengths am!l Long erm otjectvgs
weakrness analysis - . .
the firm with competitive advantage

Environmental | Functional analysis SN t ® Must be continually developed and

Events Financial position g renewed

Remote  smmadie- Structusal analysis ) . ST
Tast | chysicar assess | w There must be a match between the firm's

v core competencies and the competitive
meethods it chooses to implement ity

strategy

Labor fosce
I Risk Short term

! objectives
Competitiveness

Functional

Firm :




