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Executive Summary

A strategic analysis of Conn’s involves looking at Conn’s external environment and internal environment to develop strategies to ensure Conn’s success in the future. Significant findings of this analysis are:

External Environment


Society has recently become more interconnected as shown through an increase in consumers utilizing online shopping and Internet users moving to high-speed Internet connections from dial-up services. Additionally, interconnectedness has contributed to the development of a more security conscious society.


Conn’s industry has been identified as the “The Retail Chain Home Technology Industry” (RCHT) with members including Best Buy, Circuit City, Lowe’s, Sears, Target, and Wal-Mart. Threats within this industry, include high entry barriers, powerful suppliers, and intense rivalry. However, opportunities are created by buyer’s lack of power and a marginal threat of substitutes.

Internal Environment 


Conn’s organizational culture supports Conn’s ability to attain economic rent in this industry. Sales force management promotes sales by setting quotas for the members and holding sales meetings every morning. Initial training helps them to develop strong relationships with customers while promoting the in-house credit program. 

Conn’s current financial situation indicates a financially sound institution. Income from operations is significantly higher than industry competitors, signifying highly efficient operations. Conn’s also benefits from a healthy debt ratio, while experiencing annual increases in sales revenue. 

Conn’s utilizes its in-house credit department and customer relationship marketing to ultimately generate economic rent.  Conn’s creates synergy between these two aspects of the value chain along with Conn’s employee training program and online credit applications to set Conn’s apart from the competition and generate economic rent.

Conn’s in-house credit department is a resource that Conn’s competitors currently do not posses nor can they recreate in the near future. This resource allows Conn’s to exploit the low, poor, or no credit market in South Texas and Louisiana. The relationship between Conn’s credit options and in-house credit department enable Conn’s to develop a strong regional brand name with individuals in this poor credit market.

Formulation and Recommendation

Conn’s has been successful in exploiting the Hispanic market with poor credit in its service region.  Conn’s could continue this success by expanding into Mexico. Probable issues are: (1) economic stability (2) human resource management, and (3) compatibility with Mexico’s established credit structure.
Introduction

Conn’s is a specialty retailer of home appliances and consumer electronics operating 50 stores in southern Texas and Louisiana. Originally founded as a small heating and plumbing company in 1890, Conn’s opened its first appliance store in Beaumont, Texas in 1937. Conn’s continued adding stores and was recognized as a chain in 1983 (Conn’s: Company Overview 2005). The realignment of Conn’s management team in 1994 enhanced infrastructure and refined the operating strategy contributing to a period of growth. Conn’s continued to grow by moving into the Dallas/Fort Worth area in 2003. Conn’s issued an initial public offering, recognizing them as a publicly traded company in 2003 (Conn’s: Company Overview 2005).


External Environment Analysis
Political/Legal Factors

Software Piracy



Forty percent of software products are illegally pirated. Four out of 10 software products are illegally pirated worldwide. A small decrease in overall software piracy could mean $400 billion in economic growth and the creation of 1.5 million jobs (Dean, 2005).

Identity Theft




Identity theft increased by 80 percent from 2002-2003 in comparison to an only 11-20 percent in 2001-2002. Individuals “do not feel they know how to adequately protect themselves from this crime” (Pletcher, 2005, p.1).  Many companies and consumers are investing in security protection to prevent identity theft (Pletcher, 2005). 

Technology Factors

High Speed Internet



Consumers are moving to high-speed Internet from dial-up, in the U.S. and also around the world. The U.S. is eighth overall in DSL usage per 100 people. Korea, is the leader with 23.17 users per 100 people (Organization, 2005). Projected high-speed users will comprise 90 percent of Internet users by October 2006. See figure 1. (Organization, 2005). Five percent of Internet users utilized high-speed connections in 2000, increasing to 55 percent by the end of 2004 (Broadband, 2005). 
Global Factors

European Union Growth 

The European Union continues to grow in size and power. Members pull together, exerting power as one unit rather than divided subsets. The European Union was comprised of 15 members in 2004, and added ten members later in the year with an additional three to four more countries to be added in the near future (European, 2005, Enlargement). The development of the EU looks to tear down trade barriers between members, unify currency throughout Europe, and develop consistent policies across boarders (European, 2005). 

China 




Donald Straszheim, an economist specializing in China, stated that a hypothetical survey of all CEO’s of America’s listed companies would yield a consensus that China is the leading factor to change the world (Hutzler, 2005). China has surpassed the US in consumption of practically every good and service excluding oil. China is one of the world’s largest economies, second only to the U.S. 

Economic Factors

E-commerce


Shopping and purchasing methods have begun to change. Consumers are now utilizing the Internet to research and purchase products.  Almost two-thirds of Internet users in a November 2004 survey claimed that they “use the Web to research and compare features of different brands (Santa, 2004, para 6).  

 Retail e-commerce sales in Q1 2004 were almost triple Q1 2000. Retail e-commerce is experiencing a 25% quarterly growth compared with previous year’s quarters. (Census, 2004, Table 3). European e-commerce is projected to grow 33 percent and the United States growth is projected at half that rate (Tedeschi, 2005).
Personal Savings Rate



Personal savings rate is a valid indicator of an economy because it “affects the ability to invest and accumulate capital” (Personal, 2005, Analysis of Indicator). The personal savings rate peaked in 2000 at almost ten percent of disposable income but plummeted to four percent at the end 2004 (Personal, 2005). 

Trade Deficit

The decreasing value of the US currency since 2004 brought the US economy under scrutiny from other countries. US exports hit a record $100 billion in December 2004, and the US trade deficit reached $617.7 billion. Foreign investor confidence tends to decrease when the US borrows funds to finance the deficit. (Dunham, 2005).

Demographic Factors

Labor Force
“The civilian labor force is projected to increase by 17 million over the 2000-2010 period” (Fullerton, 2001, pg. 21). The labor force for Asian, Hispanic, and the 55-64 age group are projected to increase by about three to four percent annually. This annual increase is two to four times the annual growth of other segments. The female labor force is projected to grow annually 50 percent faster than the male labor force (Fullerton, 2001).

Socio/Cultural Factors
Security



American society is becoming more security conscious with the threat of terrorist attacks and growing threats of identity theft on the Internet. A survey conducted in November 2004 showed that 66 percent of IT and security professionals surveyed recognize that complying with governmental regulations made their networks more secure. Also, 62 percent of professionals spend more time complying with regulations (Government Regulations, 2004).     


Security issues were emphasized in the 2004 presidential election than economic issues for the first time since 1972 reflecting American society’s growing concern with safety and terrorism. Independent Pew Research Center polled Americans in July asking questions about the government and security. Nine in 10 people polled in the July 2004 survey believed protecting the U.S. from terrorist attack should be a top priority. Five in 10 people polled were concerned that the government has not taken enough measures to protect the U.S. (Knowlton, 2004).

Big Deltas 
Interconnectedness

The advent of the Internet has spurred the world and society to become more connected. Information can be transferred and sent quickly and efficiently. This need 

for information is shown through the growth in demand for high speed Internet access across the globe. Additionally, commerce is crossing traditional borders through the continuous growth of e-commerce. Users are able to research, view, and purchase products from the convenience of their computer, rather than traveling to the store.

Interconnectedness is reflected through people being connected all across the world.  The events of 9/11 touched individuals on a global level despite occurring in New York. Also, the once divided continent of Europe has been brought together through the European Union to conduct business and politics more efficiently. 

Security Conscious Society

Security has become a high concern for society in the past five years. IT professionals are complying with government regulations to make computer networks more secure for society and to protect personal information due to the growth of identity theft. National security has become the top issue of voters in the recent presidential election for the first time in decades

Industry Analysis
Industry – Retail Chain Home Technology


The Retail Chain Home Technology Industry (RCHT) is identified as retailers concentrating in multiple product lines that include at least two of following: major home appliances, consumer electronics, and lawn and garden. Major companies in the industry are Best Buy, Circuit City, Conn’s, Lowe’s, Sears, Target, and Wal-Mart.

Porter’s Five Forces
Entry Barriers – Moderate to High


Capital requirements are the main aspect challenging prospective firms’ entrance into the Retail Chain Home Technology Industry. Capital required to construct a building for a typical store in the RCHT industry is about $1,000,000 to $7,000,000 (Remodels, 2003) (Circuit City, 2005) (Sam’s Club, 2005). Also, many of the prime locations for this industry have already been established. New entrants would have to battle with entrenched firms. However, entry barriers are somewhat loosened because products in this industry are relatively undifferentiated.

Power of Suppliers


Suppliers of the RCHT industry divided into four supplier groups: major home appliances, consumer electronics, lawn and garden, and other. Power of suppliers in each category except “other” is strengthened by the RCHT industry’s dependency on the suppliers’ products.

Major Home Appliances – High


There are relatively few powerful players in the Home Appliance market compared to the number of sellers of products. The major suppliers in this industry are GE, AB Electrolux, Sanyo, and Whirlpool.  These four firms combined have over half of the market concentration for the home appliances industry (Yahoo! Finance, 2005, Top Appliance Manufacturers Table). 

Consumer Electronics – High

Two firms, Sony Corporation and Matsushita dominate the consumer electronics industry (Yahoo! Finance, 2005). This concentration of few suppliers increases the power for suppliers over the sellers. The power of consumer electronics is also strengthened by the lack of satisfactory substitutes for electronics.

Lawn and Garden – High

Few firms dominate the suppliers for lawn and garden care: Electrolux AB, John Deere, and Black and Decker (Yahoo! Finance, 2005). This small concentration gives the suppliers power over the buying industry.  

Other – Low


The powers of suppliers selling small items through the stores in this industry and at the point of sale have very little power. Reasons being are a lack of significance to the RCHT industry’s success, availability of viable substitutes, and numerous products.

Power of Buyers - Moderate


Consumers of the RCHT industry have strong buying power because of the sheer number of consumers. However, these consumers on an individual basis have limited power (David, 2005). Power of buyers is strengthened by the low switching costs across product lines, and products in this industry are undifferentiated. Buyers’ power is weakened because buyers significantly outnumber producers, and pose little threat of backward integration.

Threat of Substitutes – Moderate


The moderate switching costs that consumer’s face when evaluating alternatives strengthens the threat of substitutes.  Attractiveness and suitability of substitutes in the RCHT industry is reasonably moderate.  Viable substitutes available to consumers when compared to industry products include vacationing for costs comparable to purchasing a television, choosing to have their lawn serviced instead of purchasing a lawn mover, and using a commercial laundry service instead of baring the expense of purchasing laundry equipment. Table 1.1 below illustrates the various options and price differences that consumers could consider.

	Industry Products
	Viable Substitutes

	· 30” HD TV, $800 
     (Best Buy, February 2005, 30”-39”)
	· Four Night Trip to London $791 
(Expedia, February 2005)

	· Craftsman 5.5 hp Propelled Rear Bag Mower, $550
    (Sears, February 2005, Rear Bag Mowers)
	· Freedom Lawn Service $28 per week
(Freedom Lawn, February 2005,Weekly Maintenance)

	· Frigidaire 27-Inch Electric Laundry Center, $697
 °°°   (Lowe’s, February 2005, 27-Inch Electric     Laundry Center)
	· Waterford Apartments,$1.25 per wash and dry
 (C. Browning, personal communication, February 18, 2005)


Rivalry Amongst Competitors - High

Rivalry for the RCHT industry is intensified by the existence of seven to ten large competitors vying for market share.  Rivalry also increases because the products in this 

Industry is relatively undifferentiated.  Low switching costs also exists in the RCHT industry allowing customers to easily move from one seller to another.  High fixed costs associated with leasing of buildings, payroll, and utilities also magnify rivalry throughout the industry.  However, rivalry amongst competitors is lessened by the lack of exit barriers with the exception of possible leasing contracts encountered when attempting to leave this industry.  Therefore, rivalry amongst competitors overall in this market is high.

Organizational Culture

An aggressive sales focus is the central theme of Conn’s organizational culture. The foundation of this driven sales focus originates with Conn’s employees. Initially, potential employees experience an intensive three-week classroom-training program at corporate headquarters and an additional week of field training (Conn’s: 2005 10K). Training focuses on superior customer service and creating close relationships with customers. For example, follow-ups with prospective and existing customers are required of sales associates (PC, Conn’s sales associate, March 31, 2005).

Sales associates face some variables that affect the performance. The commission-based sales staff must reach a minimum quota in sales or face reprimands. Employees feel closely monitored by the supervisor who observes individual sales performance. (PC, Conn’s sales associate, March 31, 2005). Conn’s has created a team-like atmosphere to combat tensions in the workplace (Liebowitz). Conn’s emphasizes teamwork by holding morning meetings to inform employees regarding daily sales goals, and role-playing to meet these goals (PC, Conn’s sales associate, March 31, 2005). 
Organizational culture adds value by allowing employees to cater to individual customer needs. Strong relationships developed between sales staff and customers promote repeat purchases. Well-trained; sales driven employees add value by making the customer feel important, building customer friendly relationships and trust. Synergy is achieved by using sales staff, in-house credit, and in-store credit payment together creating opportunity for repeat sales. 

Current Financial Situation



Table 1.2

	
	Current Ratio
	Operating Profit Margin%

	Year
	2004
	2004

	Conn’s
	3.29
	8.4

	Sears
	1.36
	2.2

	Best Buy
	0.69
	5.3

	Circuit City
	1.19
	*


Source: Hoovers Online

* Circuit City reported negative income from operations (32.3), resulting in a negative operating profit margin.

	
	Return on Equity%
	Price-to- Earnings%

	Year
	2004
	2004

	Conn’s
	14.5
	8.4

	Sears
	6.1
	2.2

	Best Buy
	20.6
	5.3

	Circuit City
	(4.0)
	*


Table 1.3

Source: Hoovers Online

** Net profit margin is not reported on income statement because Circuit City reported a negative (89.3) total net income.
Liquidity 

Current Ratio: 3.29 

Conn’s current ratio is greater than 2.0; possibly indicating excessive current assets, either inventory or underemployed capital. However, Conn’s possess a 3:1 ratio when it comes to generating cash to meet short-term debt obligations is significantly higher than competitors.

Profitability 

Return on Equity: 14.5%
Encompassed in this ratio are Conn’s profitability, asset management, and financial leverage. Management’s decision making is influences these factors. Conn’s management ability to get the job done, when compared to competitors, is average to above average. 

P/E Ratio: 14.8
Compared to competitors, Conn’s seemingly low P/E is because they are relatively new (November 2003) as a publicly traded company. 

Metrics and Histories
Metrics

Table 1.4

	
	2002
	2003
	2004
	2005

	Net Profit Margin*
	5.1%
	4.6%
	4.9%
	6.1%

	Revenues (Millions)**
	378.5
	445.9
	499.3
	567.1

	Store Locations***
	36
	42
	45
	50


*Source (Hoovers Online)

**Source (Conn’s Company Overview 2005)

***Source (Conn’s Company Overview, Slide 27)

Net Profit Margin


Conn’s currently outperforms their competitors in net profit margin. Conn’s must continuously generate a net profit margin positively correlated to their industry competitors in order to sustain this advantage successfully.

Revenues

If Conn’s is able to operate efficiently and increase revenues annually; store expansion will be supported, expenses will continue to be met, and Conn’s will position themselves to maintain positive profitability ratios.

Value Chain Analysis

(Figure 1.1) Green denotes an addition of significant value in the Value Chain.

Comparative set utilized in this analysis: Sears, Best Buy, and Circuit City.

Operations

Conn’s in-house credit program significantly adds value by catering to individuals with poor or no credit history allowing Conn’s to exploit a once unsatisfied market segment (Conn’s, 2004 10K). Customers unable to obtain credit at large chains such as Circuit City, Sears, or Best Buy, can establish credit with Conn’s, allowing them to make a purchase. In some cases, “Best Buy sends individuals who cannot obtain credit at their store, to Conn’s.” (PC, Conn’s sales associate, March 31, 2005). 

Conn’s in-house credit program is a critical factor that enhances Conn’s ability to sell products. Historically, 56% of Conn’s retail sales have been financed through this program (Business Wire, 2004). Also, 59% of repeat customers in fiscal year 2004 were credit sales (Business Week, 2005). Finance and interest charges from the company-owned credit department contributed 12.7% to Conn’s revenue in fiscal year 2004 (2005). 

Marketing and Sales – Customer Relationship Marketing

Unlike competitors, Conn’s utilizes a customer relationship marketing approach to sell its products (PC, Conn’s sales associate, March 31, 2005). Conn’s exploits a customer follow-up program to develop and maintain strong customer relationships. Maintaining customer relationships fosters repeat purchases from loyal customers.

Technological Development

Best Buy, Circuit City, and Sears all have a state-of-the art, user-friendly online storefront that is utilized to generate sales. Conn’s website does provide an opportunity to purchase products; however, its usability and appearance is significantly sub-par. Conn’s website provides value through online credit applications, in spite of not adding value through online sales. Conn’s website generated 67,000 credit applications that produced $31.9 million in in-store sales in 2004 (Conn’s Annual Report 2004). 

Firm Infrastructure


Conn’s culture encourages employees to work hard to complete the sale, as does its competitors. However, a mandatory sales quota for sales associates exists raises an area of concern. Other competitors, Best Buy and Sears, also have sales quotas or goals, but failing to reach those goals does not result in reprimands (PE, Zachary Hall). The demand to meet quotas coupled with employees constantly being monitored creates tension and stress in the workplace (PC, Conn’s sales associate, March 31, 2005).

Value Chain Synergy 


Conn’s ultimately generates economic rent from synergy created through human resource management, technological development, operations, and marketing and sales. Initially, Conn’s trains employees to push their in-house credit options and the 

importance of strong relationships with current and prospective customers. Conn’s utilizes its website to generate credit applications and product familiarity. Credit options are used to foster sales and bring in prospective customers. Conn’s relationship marketing approach creates sales revenue from repeat customers while continuing to promote Conn’s various credit options. 

VRIO Analysis

Table 1.5

	
	Valuable
	Rare
	Costly to Imitate
	Exploited by Organization
	Competitive Consequences
	Performance Implications

	Online Storefront
	Yes
	No
	---
	No
	Competitive Disadvantage
	Below Average Returns

	Online Credit Application
	Yes
	No
	---
	Yes
	Competitive Parity
	Average Returns

	In-House Credit   Department
	Yes
	Yes
	Yes
	Yes
	Sustainable Competitive Advantage
	Above Average Returns

	Strong Regional Brand Name in Poor Credit Market Segment
	Yes
	Yes
	Yes
	Yes
	Sustainable Competitive Advantage
	Above Average Returns


Online Storefront


Although Conn’s has an online storefront to sell its products, the website’s purpose is for gathering information on future purchases and applying for credit. While other competitors are using online storefronts to directly generate sales, Conn’s wants the customer to actually visit the store to purchase products (PC, Conn’s sales associate, March 31, 2005).

Online Credit Application

A company website permits a firm to reach a wider customer base. While a company website is not rare, Conn’s efficiently utilizes its website to generate online credit applications and product familiarity rather than the sale of goods. Conn’s received 67,000 credit applications through its company website in fiscal year 2004 (Conn’s: 2004 10K), with 78,000 credit applications in fiscal year 2005 (Conn’s: 2005 10K). These applications accounted for $31.9 million and $34.2 million respectively.

In-House Credit Department 

Conn’s has leveraged its in house credit department to finance over 56 percent of its retail sales (Business Wire, 2004). “Conn’s Special Time Payment” option permits Conn’s to target buyers with low-income, poor credit, or no credit; whose current financial needs are unsatisfied by competitors. (Conn’s: Credit Info).  Customer receivables are substantially financed by asset-backed securitization. Servicing fees and interest income are received and then transferred to a third party subordinate security. This process reduces Conn’s overall risk (Conn’s: Press Release). The in-house credit department is difficult to imitate.  The competitors have high switching costs for competing firms to move from its current credit options to owning and operating its own credit department while generating an effective return. 

Strong Regional Brand Name in Poor Credit Market Segment
Conn’s has built a strong regional brand name through its various credit options. Consumers with poor credit ratings are denied credit with its competitors and therefore cannot purchase products (Conn’s: 2005 10K). Conn’s presents itself as the only alternative to establishing credit that primarily contributes to the building of a strong regional brand name (PC, Conn’s sales associate, March 31, 2005).

S.W.O.T. Analysis
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(Figure 1.2)

The driving force behind Conn’s success begins with its in-house credit program and credit options not offered by competitors. Conn’s leverages this strength and resource through its superior relationship-marketing program. Its company website enhances operations by providing online credit applications and information for future purchases. Under Conn’s current strategy, the website is a strength; however, Conn’s website is functioning as an online storefront, is a weakness, since it’s not very user-friendly and operates more as an information site rather than an e-commerce site. This weakness is further emphasized by the transition of competitor’s business models from brick and mortar to virtual stores. The importance of interconnectedness and e-commerce is steadily increasing from year to year. From the year 2000 to 2005 the number of Internet users increased by 146.2% (Internet World Stats). Many companies now have interactive sites with sales representatives responding to consumers via online chat. E-Commerce sales, in the US, were estimated at $69.2 billion in 2004, 23.5 percent increase over the previous year (Census Bureau). An opportunity Conn’s has yet to capitalize on is preparing for the transition to e-commerce.  

Strategy Formulation

Vision, Mission, Goals


In the absence of a written mission and vision statement, we present the following market analysis and recommendations.
Market Demands

After reviewing the internal and external analysis elasticity is determined to be relatively elastic due to the products being homogeneous within the industry.  Market breadth is focused low cost because Conn’s targets a niche market in Texas and Louisiana of high-risk credit customers. 

Business Strategy

Three recommendations are (1) develop e-commerce website in order to boost online sales, (2) expand into Mexico to further tap into niche market, and (3) implement a rewards program similar to Best Buy to encourage repeat sales. 

Recommendations


Strategy chosen to implement is expansion into Mexico.  Building stores in large Mexican cities could allow Conn’s to increase customer base in its target market and capitalize on a customer similar to that in South Texas and Louisiana. 
Strategy Implementation Issues

Three implementation issues for Conn’s are: economy, human resource management, and the established credit structure in Mexico.  First, is the economy stable enough to generate economic rent?  Second, how will Conn’s recruit, train, and compensate employees and top management expatriates in the Mexican culture?  An analysis of the Mexican culture is needed in order to address the second issue. An in-depth documentation of Mexico’s pre-existing credit structure is necessary to analyze the third issue.

Culture

Based on Hofstede’s Model of National Culture the Mexican culture has high power distance of 92, uncertainty avoidance of 68, individualism of 42, and masculinity of 92 (Cullen, Parboteeach, 2005). High power distance is managed by not allowing employees to be ambiguous; instead management should set goals and tasks to be reached. Uncertainty avoidance is moderate to high and therefore laws and codes of conduct are important for employees to follow. Management should set group goals and rewards because of the collective aspect of the culture. Gender roles are clearly defined by of the high masculinity rating of 92; therefore  males will be assertive and dominant. 

Employees

Human resource management decisions are made based on the culture information above.  Recruiting takes place in a group atmosphere with postings in public gatherings instead of newspapers. Selection decisions are based on employees that have preference for family, and value trustworthiness, reliability and loyalty over a performance-related background. Work can be divided into groups, and an employee handbook enforced. Training can also be done in a group setting to allow employees insight of the company culture and also decreases worker uncertainty. Compensation is based on group achievement not individual achievements (Cullen, Parboteeach, 2005).

Expatriates


Top management chosen to start up the store in Mexico face cultural issues addressed in human resource management. How are expatriates chosen, trained, and compensated?  An expatriate should have a high tolerance for ambiguity in order to adapt to the culture, and be motivated for the assignment.   Expatriates should learn about the culture and how to adapt to and manage in the culture.owHOeH

 Highly rigorous training lasting over a month includes experiential learning, and extensive language training is the best option for to prepare expatriates for assignments (Cullen, Parboteeach, 2005). 


Another human resource management issue is how to compensate expatriates. The balance sheet approach provides a compensation package that sets allowances for cost of living, housing, food, recreation, personal care, clothing, education, home furnishing, transportation, and medical care. Additions, such as family leave and relocation can be made also. This allows the host country to compensate the expatriate for differences in living and hardships. The compensation package must be enticing enough for the expatriate to accept the position and be motivated to perform the assignment (Cullen, Parboteeach, 2005).  

Foreign Credit Structure


Conn’s primarily uses its credit options to cater to its target market. An in-depth analysis of the pre-existing credit structure of Mexico is necessary to determine whether or not Conn’s current business model would thrive in a foreign market. 
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