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Executive Summary

Circuit City History

The year is 1966 and Wards, a television and appliance company established in 1949, is hot.  As the one and only giant of television, the company enjoys a growth rate of 2200% since 1958 and its sales continue to skyrocket. The company continues to expand itself by offering innovative products like audio equipment and diversifies by entering markets including automotive supplies, gasoline, clothing, and even children’s toys.  In 1968 the company goes public while continuing to expand and focus on innovation and differentiation, grasping each opportunity gain a hold of untapped markets.  In 1977 the company renames itself Circuit City and continues to prosper as the market leader in consumer electronics.  Its almost 50-year reign over other companies unfortunately lasts only until the late 1990’s due to a highly saturated market with slow growth.  The consumer electronics retailing industry, in the late 1990’s, becomes essentially a “zero-sum game: each percentage sales gain for one store is a loss for another” (Sack, page 7).

Best Buy’s Winning Strategies

With changing times, emerging competitors, and shifts in customer needs, Circuit City slips into second place as Best Buy moves into first, becoming today’s market leader in consumer electronics.  With an aggressive demeanor to gain market share, Best Buy in 1995 began mimicking Circuit City’s expansion through the of opening new superstore chains.  Being younger and with fast expansion, Best Buy now benefits from having more modern-looking stores located in more key areas that allow for both exposure and convenience.  What has mainly contributed to Best Buy’s success, however, is having a strong strategic focus on efficiency.  Operating with a non-commissioned sales force and placing a strong emphasis on having a low-cost structure was definitely the golden way for Best Buy.  Financial comparison between Best Buy and Circuit City is illustrated in Table 1 & 2. 

Table 1:  Circuit City Financial Data

*source: Circuit City 2002 Annual Report

	Circuit City


	2002


	2001


	2000


	1999


	1998


	1997


	1996


	1995


	1994


	1993



	Revenue in Billions $
	12.8
	12.9
	12.6
	10.8
	8.87
	7.66
	7.03
	5.58
	4.13


	3.27

	Yearly Growth Rate %


	-(.7)


	2.4
	16.7
	21.8
	15.8
	9
	26
	35
	26.3
	

	Return on Equity %


	8.6


	7.9
	6.9
	16.9
	8.5
	7.1
	18.5
	21.1
	20.6
	21.5

	5 Yr. annual growth rate


	6%


	
	
	
	
	
	
	
	
	

	Number of Stores


	624


	
	
	
	
	
	
	
	
	

	Market position


	2


	
	
	
	
	
	
	
	
	


Table 2:  Best Buy Financial Data

*source: Best Buy 2002 Annual Report

	Best Buy


	2002


	2001


	2000


	1999


	1998


	1997


	1996


	1995


	1994


	1993



	Revenue in Billions $
	19.6
	15.3
	12.5
	10.1
	8.34
	7.76
	7.22
	5.08
	3


	1.62

	Yearly Growth Rate %


	28


	22.6
	24
	20.7
	7.5
	7.5
	42
	70
	85
	

	Return on Equity %


	22.6


	26.2
	27.1
	32.6
	27.2
	19.0
	10.7
	15.4
	13.2
	10.1

	5 Yr. annual growth rate


	20.3


	
	
	
	
	
	
	
	
	

	Number of Stores

Approximate number
	500


	
	
	
	
	
	
	
	
	

	Market position


	1


	
	
	
	
	
	
	
	
	


Circuit City Today 

Circuit City today has over 600 stores, owns 40 CarMax auto superstores in 10 states, and also owns First North American National Bank, located in Richmond, VA and Atlanta, GA. The company long ago abandoned clothing and children’s toys, but continues to focus on innovation through its modern inventory and diversifies in the automotive and financial industries.  All of this has contributed to Circuit City’s success, yet the once market leader now lacks a sustained competitive advantage with its pursuit of differentiation through innovation and customer service.  

In the early 1990’s, Circuit City added a strong strategic emphasis on state of the art service with a ringing slogan heard in multiple advertising campaigns, “Circuit City – Where Service is State of the Art.”  This became a distinctive competence for the company and Circuit City became known as a search engine – a place people went to first to find information about electronic products.  All Circuit City sales representatives were (and currently are) trained to focus on excellent customer service while being knowledgeable to the smallest detail.  After years of dominating the market, however, Circuit City began to lose focus in its core business and directed its attention towards other businesses.  One costly venture was through the investment of DIVX, the technology that would rival DVD.  The failure of this technology cost Circuit City nearly $250 million or equivalent to two year’s profits.  By losing focus of its core business, consumer electronics, Circuit City allowed other retailers like Best Buy to expand and capture market share.  A layout of Circuit City’s merchandise sales by category can be seen in Figure 1.
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In 2001, Circuit City re-branded itself with a new logo and renewed commitment to customers, stating, “We’re With You” and continued to differentiate itself through customer service and an all-knowing commission-based sales force.  This differentiation has become the company’s distinctive competence, yet this also brought about its current battle to be number one.  While some customers thoroughly enjoy the top-notch service provided by Circuit City’s sales staff, others simply view it as “sales pressure” and usually leave Circuit City stores with an uncomfortable experience and memory later causing them to patronize competing stores.  Another drawback is that Circuit City’s commission-based sales representatives often times overlook or do not provide as good of service to customers seeking smaller, less profitable items which usually results lost customer loyalty because of poor service.  With customers additionally becoming more price-sensitive especially now due to the national recession and high unemployment rate, Circuit City has failed to satisfy the customer’s want for low-cost.  

Circuit City has learned that losing focus on its core business was a huge mistake and that that it needs to change its strategies.  The company is now trying to recapture lost market shares by adopting some of Best Buy’s cost-leadership strategies, especially those focusing on efficiency.  The migration of all sales training to an interactive, web-based system, for example, is one project Circuit city has undertaken to make their training processes more efficient, convenient, and cost-effective.  Circuit City has also gone through a remodeling phase to redesign stores with a more open warehouse style floor plan with more products stocked on the floor and installed checkout lanes.  This type of design, similar to that of Best Buys, caters to customers who want to grab and go.

Prognosis and The Future

Circuit City’s senior management has probably realized that the company is “stuck in the middle,” being a differentiator throughout its history, but now trying to adopt a cost-leadership strategy.  Although Circuit City’s differentiation and innovative strategies may have worked for them in the past, it has become obvious that change is needed.  Circuit City can reposition itself and take action in several ways in addition to those they have already undertaken to begin recovery and fuel for recapturing lost market share.  First, Circuit City should continue investing and building on their distinctive competence of a knowledgeable sales force and excellent customer service while instantaneously portraying to customers that these competencies actually make Circuit City superior to its competitors.  Through commercials that depict friendly, knowledgeable sales staff, instead of product offerings, customers can be convinced to feel more comfortable and confident about shopping at Circuit City stores, which will add more traffic and increase sales.  

Second, top management should emphasize this “friendliness,” seen on TV commercials, in equilibrium with being technically competent and knowledgeable in their sales training program.  Sales counselors, in one instance, should be well trained on how to sense when a customer begins to feel like he or she is a victim of “sales pressure.”  This will decrease the chances of the company losing business to competitors that do not have commissioned-based sales representatives, and allow Circuit City to build on and enhance its distinctive competence.  Circuit City sales counselors should be known not only for their excellence in product knowledge, but in geniality as well.  

Third, top management – without trailing away from customer focus – might also want to consider reducing the number of sales counselors on the sales floor to decrease costs, increase efficiency, and tone down the naturally competitive environment between sales counselors, often times viewed as annoying by a customers during their shopping experience.  

Last, Circuit City senior management needs to assess which Circuit City stores are profitable and close those down that add no real value or those that are located in poor strategic areas and possibly reopen them elsewhere.  All of these suggestions, in addition to the cost-effective and efficient initiatives that Circuit City has already begun to carry out, are essential steps that the company needs to take in order to fuel whatever successes they hope to attain in the near and distant future.

One other suggestion that lies on the wayside for Circuit City, but should nonetheless be considered, is a strategy based on market segmentation. Because the company does customer service so well, and because customers are becoming more price-sensitive, Circuit City could consider segmenting their market into three different categories with stores catering to each segment under different names. One store would target high-end customers seeking only the best and most expensive products and offer top-notch customer service, while another store would target customers seeking less expensive, low-end products without the service frills.  The third store, possibly operating under the name Circuit City, could then serve everyone in-between, or the “average” customer in terms of income and wants while still providing above-average customer service.  This strategy, although time consuming and requiring high initial investments in restructuring and planning, would allow Circuit City to strongly focus their distinctive competence of customer service at the market segment that would more likely be responsive and affected by the frills of their service, without giving up coverage in the other areas of the market.  If Circuit City would like to keep both its current Differentiation and Cost-Leadership business-level strategies, this approach is one that Circuit City should definitely keep in mind.

With intense competition and high unemployment rates reducing the amount of disposable income, retailers can only expect to be in a fierce battle for consumers in order to gain market share.  Circuit City, even with its glittering past and established ground, can only choose to alter their strategies to address current dilemmas; and whatever actions its senior management chooses to undertake will determine whether the company is game enough for the current times. 
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Chapter 1

External Analysis 

1.  At what stage in the industry life cycle is the industry in which your company is based?  What are the implications of this for the intensity of competition, both now and in the future?

The company that we chose to analyze is Circuit City Stores, Inc.  Circuit City Electronics Retailer seems to be based in the “Mature Stage” of the industry life cycle.   This specialty retailer is operating in a “highly saturated market with low to zero growth.  Any percentage gain from one store is a loss to another.  As a result, retailers tend not to raise prices due to the fear of losing market shares” (Sack, page 7).  This implies that both current and future competition in this industry will always be significantly intense among established firms because the market is so saturated and retailers have very limited pricing flexibility.  Any price wars could drive the inefficient company bankrupt.  Established competitors include not only the incumbents such as Best Buy, Good Guys, Radio Shack, and CompUSA but also online businesses as well. 

2.  How dynamic is the industry in which your company is based?


The electronics industry is very dynamic. With new innovation and advances in technology, retailers find that the current product mix they carry could become obsolete quite rapidly and therefore they must continually stack their shelves with new products that appeal to the customers.  There is strong evidence that the nature of competition will intensify further due to advances in high definition and digital technology.  In the past, products like DVDs, satellites, and digital cameras have re-shaped competition by pushing the entertainment standards to a new level.  The current technology such as high definition, plasma, and digital technology are expected to do the same.

3.  Apply the five forces model to the industry.  Overall, what conclusion does it lead you to draw about competition?

The five forces that we will be assessing in terms of the specialty retailing industry are the following:

1. Risk of new entry by potential competitors
The barriers to entry are very high.  One of the reasons that there is a high entry barrier is the high fixed cost associated with establishing a business nationwide.  Another reason would be the absolute cost advantage for the existing companies because of large volumes and economies of scale.  

2. Extent of rivalry between established firms
The extent of rivalry among established firms, in this industry, is very high because it is such a saturated market and current demand is so low that retailers are trying to maintain their market share by lowering prices.  There are also many competitors of equivalent size and power in this industry making rivalry even more intense.

3. Bargaining power of buyers
The end consumers have medium to low bargaining power when shopping at the retail stores.  The main reason end consumers don’t have very much bargaining power is because the average consumer will not spend more than a few thousand dollars in merchandise when shopping inside the stores.  The end consumer simply doesn’t buy in large volume allowing for any bargaining.  However, they may have a little bargaining power when buying high margin or expensive products such as a big screen TV. 

Occasionally, customers of CC (Circuit City) stores are able to reduce the ticketed item by a few hundred dollars with the purchase of extended warranty.   Additionally, consumer has some bargaining power due to the standardization of products and fierce competition in the electronic retail business.  With competition all over the place selling identical or comparable products, it is very easy for customers to go somewhere else to buy the merchandise.

4. Bargaining power of suppliers

With the exception of a few selective, highly demanded brands like Sony XBR and Hitachi products, that are only available at selective retailers, the bargaining power of suppliers is generally very minimal.   

5. Threat of substitute products

The threat of substitute products is high.  Electronic retailers face fierce competition from online stores, catalogs, department stores’ private brands, and discount stores.  With the advent of the Internet, consumers are finding it easier to shop online and compare prices.  This increases the rivalry in this industry.

Overall, this leads us to conclude that competition among established companies is very high and will continue to be fierce in this highly saturated market, but competition among potential entrants in the same industry is relatively low.

4.  Are there changes in the macroenvironment that seem likely to have an impact (positive or negative) on the industry in which your company is based?  If so, what are these changes and how will they affect the industry?


There are several changes in the macroenvironment that impact the industry either positively or negatively.  The macroenvironment factors include: 

1. Technological changes

There are continuous advances in technology that constantly affect the industry positively by creating a higher demand for new technology.  For example, the movement from analog to digital and high definition technology.

2. Demographic changes

Income, Education, and change in population all affect the industry.  For example, the modern woman tends to focus more on her career and less on establishing a family.  Therefore, birthrate is decreasing and the future consumer base is diminishing.

3. Economic changes

US economy will impact consumer spending either positively or negatively depending on how the US recovers from its current economic decline.  This leads consumers to become more price sensitive rather than being loyal to a brand.

4. Political and Legal changes 

The only political change that is affecting the consumer electronics industry is the threat of the war.  War affects all aspects of the economy which in turn affects industries and it is not limited to just the retailing industry.    

5.  Is the competition in your industry global?  Or do companies compete mostly within a single country or region?  Is there evidence that competition is becoming more global?


The competition in the electronics industry is currently focused in the United States for several reasons.  One major reason is the costs associated with entering a foreign market.  Entering a foreign market is not an easy task.  The company would need to conduct a comprehensive analysis on the country, in order to understand the culture and behavior of consumers.  The company would also need to study the current competitions, establish distribution channels, setup stores at strategic locations, and hire a group of native staffs that can establish and deliver the same company mission in the new territory.  The bottom line is that many electronic retailers are struggling in the U.S. market and to enter a foreign market would require a very large amount of capital that is currently limited.   Besides the costs, there are also regulatory issues that the company would need to meet and incompatibility between electrical systems that it would have to overcome.   All these constraints add to the time and effort that will be required by the company and executives in order to execute.  Currently with competition so intense nationally, top management just don’t have the time or energy to focus somewhere else.  But for now, competition is highly concentrated in the U.S., not globally, but we do see competitors such as Best Buy entering the Canadian and Puerto Rican markets. 

Chapter 2

Basic Internal Analysis
1.  Identify whether your company has a competitive advantage in its primary industry.  (The primary industry is the one in which it has the most sales.)

According to Hill’s definition of competitive advantage, which is achieved when a company’s profit rate is higher than the industry’s average, we conclude that Circuit City does not have a competitive advantage in its primary industry.  Its primary industry is electronics retailing and it has been performing below the industry’s average for the past 5 years.  Circuit City’s return on equity (ROE) is estimated at an average of about 8% for the last 5 years compared to the industry’s return on equity (ROE) of 12% and Best Buy’s return on equity of above 25% (Sack, page 32).

2.  Evaluate your company against the four generic buildings blocks of competitive advantage: efficiency, quality, innovation, and customer responsiveness.  On which building blocks is it strong? On which is it weak?  What lessons can you draw from this to understand the performance of your company relative to its competitors?
The following is an assessment of Circuit City’s four generic building blocks of competitive advantage.

1. Efficiency 

· Knowledgeable sales force that is very customer focused as they work on a commission basis.   

· Information technology system infrastructure helps operations run efficiently and effectively.  

· Centralized Delivery - large products are stored at a large warehouse, which enables the company to save on storage costs, and leave more room for carryout items.

2. Quality

· Circuit City carries prestigious brands that are well known for having superior quality.  Examples of such quality brands are Sony, Hitachi, Toshiba, etc.  Hitachi is currently the number one brand of projection TV and there is high demand for this product.  High mark-ups additionally add to higher revenues resulting in handsome profits.

· Quality of Service – sales force is required to take weekly quizzes to make sure the employees understand their products inside and out.

3. Innovation

· Customer Relation Management – the company is there to help customers make the purchase and they’re also there for the customers after the purchase when a problem or question arises.  They’re not just nice to you with you’re making the purchase and forget about you when you leave.  They’re with you “all the way.”

· Stock Availability – when you come into the store and an item is not in stock, they can ship the item the next day from the warehouse or from another store.

· Inter-connected nationwide network – all computer terminals are linked nationwide.  If a customer from California decides to buy a T.V. for a friend living in Oregon, his friend can pickup the product at a store closest to him.

· Internet store – Circuit City was the first electronic retailer to come out with an online store

4. Customer Responsiveness

· Customer Immediate Response – customer problems can be taken care of either at the store by a sales rep, or at home with an 800 number or online support.  On site service, no matter where you live, is available for bigger products.  

· Circuit City, additionally, continues to respond to customers by stocking their shelves with new, innovative products.

Of these, customer responsiveness is the strongest building block. How well this business does depends on how well the company interacts and responds to their customers in order to keep them satisfied, and that is something that Circuit City does relatively well.  Circuit City’s sale counselors are armed with the knowledge of every product it sells, down to the tiniest detail.  For this reason, some customers view the knowledgeable sales counselors as a search engine for product information.   

The weakest of these building blocks, ironically, is customer responsiveness as well.  Some customers can see the company’s compensation program, which involves commission-based compensation that rewards sales counselors for assisting the customer, as sales pressure.  Because Circuit City’s pay structure is based solely on commission, employee rivalry tends to be quite high.  This rivalry may create an unpleasant experience for the average customer.  For example, when a customer comes into a Circuit City store, he/she may be approached several times by different counselors offering help.  This could tend to get annoying, especially if the person had repetitively stated that he/she is just browsing.

From this, we can assess that Circuit City is at a disadvantage to its competitors in that some customers view Circuit City’s customer focused approach as sales pressure and an unpleasant experience today can lose the customer’s loyalty tomorrow.  Circuit City might need to reduce the amount of sales counselors on the floor to avoid the repetitiveness that a customer can experience.  

3.  Are there any aspects of your company’s strengths and weaknesses that are not captured in the four generic building blocks?  What are they?  Do they represent additional building blocks of competitive advantage in your company’s industry?  How does your company perform in these areas?

At this time, we do not feel that there are any aspects of Circuit City’s strengths and weaknesses that aren’t already captured in the four generic building blocks. 

4.  What are the distinctive competencies of your company?

Circuit City has one distinctive competence.  It has the ability to create a knowledgeable sales force that is able to answer any potential questions a customer may have on any product of interest.  Because of the weekly quizzes and training, sales representatives always have up-to-date information about all products sold at the stores.  For example, when a new product comes to the store, the sales person must pass a quiz by learning all information about the product before selling the product to the customer.  In doing so, the sales counselors know the product specifications in and out, its uses, and its advantages and disadvantages over competing brands.  This is a distinctive competence because it requires investment in training, and changes in the way of doing business (Faizi, 30 Sept 2002).

5.  How have strategies your firm has pursued in the past contributed to the distinctive competencies it has today?  How has luck contributed?

A strong customer focus has led to customer loyalty, which has contributed to the continual success of Circuit City over the past decades.  The frequent mandating of training also resulted in a more competent, experienced, and sharp sales team.  The implementation of a computer infrastructure has also contributed to more ease in operation and increased efficiency. 

Luck probably did not have much to do with Circuit City’s success as the company was established in the 1960’s when the electronics industry was quite small.  Electronics were a big novelty and customers were naturally drawn to its technology. 

6.  Do the strategies currently pursued by your company build on its distinctive competencies?  Do they involve attempting to build new competencies?

One current strategy that Circuit City is pursuing does build on its distinctive competence while helping to reduce costs.  This strategy involves moving “all sales training to a highly interactive Web-based program that quickly and cost-effectively delivers custom courses to sales counselors” (CC 2002 Annual Report, page 3).  

Other strategies include “adopting a sales counselor certification program to measure core competencies in product knowledge and customer service skills and establish minimum proficiency levels. It is also focusing on raising the skill level of its store management team” (CC 2002 Annual Report, page 3).

Circuit City is also trying to “reduce sales counselors turnover, which will reduce costs and help ensure that [it will] have long-term, well-trained counselors available for [its] customers (CC 2002 Annual Report, page 3).

These current strategies pursued build on Circuit City’s ability to create a knowledgeable sales force that is able to answer any potential questions a customer may have on any product of interest.  It does not attempt to build new competencies. 

7.  What are the barriers to imitating the distinctive competencies of your company?

The barrier to imitating the distinctive competence of Circuit City is fairly complicated to duplicate. Changing the culture of a company is extremely difficult; because many people are resistant to change, as they are comfortable with the way their company currently runs.  It would, therefore, be a big challenge for competitors to enforce weekly training to sales representatives.  Having a highly knowledgeable sales force can also be costly.  There are high costs associated with the implementation of a company-wide training program.   

Chapter 3

Functional Analysis
1. Is your company carrying out efficiency-enhancing or quality-enhancing practices that might impact on its competitiveness?


Circuit City currently carries out several efficiency-enhancing and quality-enhancing practices that impacts it competitiveness.  Such practices are discussed in detail below.

1. Customer Service:



Circuit City is very focused on having superior customer service that improves efficiency.  They have sales representatives who are very knowledgeable and trained to provide the customers with very specific and detailed information on any product of interest.  This improves efficiency, as customers are more likely to be satisfied with their purchases, reducing the number of returns, complaints, and other concerns.  For example, a customer comes into the store to buy a camcorder.  A Circuit City sales counselor will first build a good rapport with the customer by asking qualifying questions that will enable the sales counselor to better understand the customer and pinpoint his/her needs.  By doing this, the sales counselor will sell the customer the “right” product the first time, reducing the rate of return and saving Circuit City potential money lost from discounting open-box items (CC 2002 Annual Report, page 9).   

2. Training:



A Circuit City sales counselor is the most critical ingredient in the customer service formula.  The company is committed to providing customers with the industry’s most knowledgeable and helpful sales counselors.  To achieve this objective, Circuit City has developed a superior training program.  “Circuit City’s Internet-based sales training programs quickly deliver information on changing products and dramatically cuts training time and cost.  Training terminals are provided in every store not only to provide “Just in Time” training, but also to provide skill development by integrating online lessons with in-store try it exercises” (CC 2002 Annual Report, page 9).  Furthermore, for Fiscal year 2003, Circuit City will be employing a certification program that will institute  “minimum proficiency levels and measure individual sales counselor product knowledge and customer service skills” (CC 2002 Annual Report, page 9).
3. Compensation programs:



Circuit City’s “compensation program is designed to attract and retain those sales counselors who deliver exceptional customer service” (CC 2002 Annual Report, page 9).  It involves a fixed commission- based compensation that rewards sales counselors for assisting the customer.  This impacts efficiency as commission-based compensation motivates higher productivity by selling better, high quality products.  By doing so, both the sales counselor and Circuit City can have greater earnings.  The commission-based program motivates sales representatives to pay more attention to customers by answering all issues they might have, thus closing more sales and reducing opportunity loss.  However from the customer’s point of view, sometimes this may not be viewed as quality enhancing.  Some customers may feel that they are being pushed to buy expensive products or something they don’t need.  But at retail stores where staffs are not on commission pay, customers may be neglected and not offered the same type of service because the staffs are getting paid whether or not they close the sell.  Commission-based employees have the tendency to pay closer attention to customer’s needs to establish a long-term relationship with their customers.     

4. Information Systems:



Circuit City’s sophisticated information system allows staff to have up-to-date inventory information, and quick sales transactions.  This will enable Circuit City to be more efficient in helping its customer and in keeping track of transaction records. 

2. Is your company pursuing any innovation-enhancing practices that might impact its competitiveness?



Circuit City is currently pursuing large-scale innovations such as remodeling of many CC stores and implementing a nationwide network.  Circuit City is currently remodeling many of its stores, “providing better visual displays with flexible fixture to efficiently accommodate future display changes” (CC 2002 Annual Report, page 9). Additionally, more small products will be stocked on the floor convenience.  This will not only enable Circuit City to be less transaction oriented, but will also save money by reducing its warehouse workforce.  Another thing that Circuit City is currently working on is an interconnected nationwide system, not only between its stores but also with its suppliers.  This initiative will help Circuit City improve on time and direct delivery replenishment programs as well as productivity.  The replenishment system is designed to inform the supplier when inventory is below a certain level so that the supplier can automatically replenish the inventory.



In addition to the large-scale innovation, there are smaller innovative practices that are impacting its competitiveness.  One of the most important are the weekly quizzes that are given to sales counselors to test their current knowledge about products they sell.  This innovative practice helps CC to sustain its distinctive competence because it’s the driver creating a knowledgeable sales force.  Other innovative practices include monthly store meetings to keep sales counselors informed about current conditions and to recognize top performers.

3. Is your company pursuing any practices designed to enhance customer-responsiveness that might impact its competitiveness?



All the initiatives mentioned above are used to enhance customer responsiveness.  For instance, the superior training programs are designed to create a very knowledgeable sales force that will be able to respond to customers needs.  Commission based programs will motivate sales counselors to be more customer focused by selling the right products.  Thirdly, by remodeling the stores for better visual displays and placing more of the smaller products on the floor, Circuit City will be able to provide faster and better service.  This initiative will help customers experience a one-stop-shop store saving the customer valuable time.  For example, a customer coming into a store to buy a phone doesn’t have to go through a tedious process of coming in, picking out the product, paying at the register, going to the pickup counter, and waiting for the warehouse to release the product to him/her. The customer would basically come in, grab the product of interest, pay at the register, and leave the store.  Finally, the interconnected network mentioned above, will make the company more customer responsive by being able to have real-time inventory information to serve customers better.

4. Can you identify any other functional strategies pursued by your company that might impact its competitiveness?



In recent years, Circuit City has benefited from the industry’s strong digital product cycle, which drove higher profits in big screen televisions, especially digital TVs, digital imaging products, digital satellite system, and wireless phones.  The higher profit comes from high markup of digital products, which gives the company a competitive edge among its competitors who’s not yet adapted to the digital technology.  



Secondly, the new marketing strategies pursued by Circuit City emphasize the convenience of shopping at the stores with no hassle returns and low price guarantees.  The no hassle returns create a comfortable environment for those customers who had poor past experiences at other electronic retailers.  This aspect of Circuit City’s marketing will not only help the company attract more customers, but will also help maintain its existing customers, thus building customer loyalty.  Furthermore, the low price guarantee will make customers feel confident about their purchases, bringing more traffic to Circuit City.  

5. Evaluate the competitive position of your company in light of your answers to questions 1-4.  Explain what, if anything, the company needs to do to improve its competitive position.



With all of the strategies that Circuit City is implementing, it is evident that Circuit City has a better competitive position over other electronic specialty retailers being second only to Best Buy.  One of the reasons we believe that Circuit City is second to Best Buy is because Circuit City focuses more on customer service, which causes them to have a higher cost structure.  In contrast, Best Buy focuses on efficiency, which allows them to have a lower cost structure.  



Another reason Circuit City is second to Best Buy is because of its withdrawal from the appliance industry, which cost Circuit City many of its loyal customers.  For example, a former customer of Circuit City, who is looking to purchase a washer and a television, is more likely to buy both products at Best Buy due to convenience rather than going to two different places to make separate purchases.  



Currently, Circuit City is trying to regain strength and efficiency due to the new strategies that have been implemented in January of 2002.  Such strategies include visual display, remodeling its stores, continuous improvement of sales training, and a more aggressive marketing campaign that focuses on customer service and low price guarantees.  These strategies are derived from top management (Alan McCollough, CEO) and handed down the hierarchy.



Circuit City can also try to regain market share by reducing the number of sales counselors on the floor.  Currently there are 25 sales counselors in one department and this can create a very competitive environment among Circuit City employees (Faizi, 30 September 2002).  This competitiveness can lead to aggressive techniques that some customers find annoying.  Another thing that CC executives should consider is the possibility of expansion into foreign markets.  Circuit City’s number one competitor, Best Buy, currently compete in foreign markets such as Canada and Puerto Rico.  Because the US market is highly saturated, entering into foreign markets hold huge potential growth opportunities.  Lastly, Circuit City might possibly want to restructure their compensation program to include hourly plus bonus for employees that show outstanding customer service.  The outstanding service can be measured by surveys sent to customers who recently purchased goods.  Questions such as who provided help and how would you rate the level of help received are just some suggestions that could be used as a measuring technique to determine bonuses. 

Chapter 4

Business-Level Strategy
1. How many different businesses need to be analyzed to give a good picture of the overall success of your company?  (Usually if you analyze business units representing 70%-80% of the firm’s total sales and profits, you can get a good idea) If one business unit is dominant in your company, answer the following questions for that business unit.  If more than one is important, pick two business units and answer the question for each of them.


Analyzing two business units is needed in order to get a good picture of the overall success of Circuit City.  According to an article from the Knight-Ridder Tribune Business News, Circuit City’s financial operations by its subsidiary, First North American National Bank, produced 51.4% of its profits in the year 2001, showing how important its finance operations has become (Gilligan, page 1). In the same article however, Michael Foss, portfolio manager for J.P. Morgan, states “Circuit City’s bank operations generated a greater percentage of the overall operating profit in the past two years only because stores have produced weak results” (Gilligan, page 1).  Current analysis on Circuit City’s First North American Bank reflects how unsuccessful Circuit City’s consumer electronic business is doing yet this does not mean that the unit should be overlooked.  As Foss mentioned, Circuit City’s core operations – consumer electronics – has been responsible for generating the majority of Circuit City’s profits during the company’s prior history. Hence, Circuit City’s financial operations with First North American National Bank as well as its core business, consumer electronics, should both be analyzed to get a good picture of the overall success of the company.
2.  How differentiated are the products/services of this business?  To the extent that they are differentiated (that is, to the extent that customers see them as superior to competitors’), what is the basis of their differentiated appeal?

Circuit City’s products are not differentiated as their inventory is a product mix that includes audio, video, cell phones, etc., that are offered by all retailers within the same industry.  Circuit City’s services, however, is differentiated, in terms of customer service. Circuit City is “committed to providing the best possible shopping experience for consumer electronics, including exceptional levels of product information” (CC 2002 Annual Report, page 9) through a knowledgeable sales force.  Some customers may perceive this as a service as something superior to competitors in this industry, however other customers may view it simply as sales person pressure.

3.  What is the business’ strategy toward market segmentation?  If it segments it market, on what basis does it do so.

Circuit City does not segment its market.  Its products are made for and target any consumer, ranging from high-end to low-end and everyone in between.  Circuit City has a “wide variety of product selection and multiple price points, from entry level items [to] the newest, most complex, life-enhancing technologies” (2002 CC Annual Report, page 11).  

4.  What distinctive competencies do you now believe the business has?  (It is OK to repeat the distinctive competencies you listed in Module 2, but based on the research you have done since then and especially on the findings of Module 3, consider whether the competencies you listed still make sense.)

Circuit City’s biggest distinctive competence is its ability to create a knowledgeable sales force capable of answering any potential question a customer may have on a product of interest.  Because of the company’s strong training program that includes weekly quizzes and training, sales counselors are continually up-to-date with information on all products sold in their stores.  Over time, Circuit City has earned a reputation for being a search engine for information on electronic products and features. 
5. What functional units seem the main driving forces in your company?

The functional units that seem to be the main driving force for Circuit City are its finance and sales units.  Circuit City’s financial unit, as mentioned in Question 1, has and continues to strongly contribute to the success and survival of the company.  Circuit City’s sales department encapsulates the company’s distinctive competence.  Commissioned-based sales representatives are trained well to provide excellent customer service while they passive-aggressively sell items on the floor. Unfortunately, this distinctive competence has also put Circuit City at a disadvantage as some customers feel the service is more  “sales pressure” rather than genuine customer service.   
6.  Based on these facts, what generic business-level strategy is your company pursuing?

For years, Circuit City has been trying to pursue a Differentiation strategy through its customer service, however with changing times, emerging competitors and customers becoming price-sensitive, Circuit City has become “stuck in the middle” after recently initiating pursuit of a Cost- Leadership strategy.  This mix of strategies is extremely dangerous for the company (please see below for more information).

7.  What are the advantages and disadvantages of the chosen business-level strategies? NOTE:  If you say a business is pursuing both differentiation and cost leadership. Indicate to what extent you think the company is or is in danger of being “stuck in the middle.”

As mentioned in the previous question, Circuit City is pursuing a mix of both Differentiation and Cost-Leadership business-level strategies.  This clearly puts Circuit City at a disadvantage due to the high costs involved with pursuing a Differentiation strategy conflicting with the company attempting to be cost-efficient.  For Circuit City, it is extremely crucial to get themselves out of being “stuck in the middle,” since Best Buy, the industry’s current number one retailer, has already successfully pursued a Cost-Leadership based infrastructure, and is enjoying high returns from being the industry’s cost-leader. Circuit City will continue to lose market share, especially from customers who prefer price over service, unless it chooses to solely concentrate on one strategy soon. 

8.  Based on all the information you have gathered so far, do you now believe your company has a sustainable competitive advantage?  If not, what might it do to create a sustainable competitive advantage?  Could you improve the business-level strategies you have discussed?

Based on the information that we have gathered, we believe that our company does not have a sustainable competitive advantage because it have been performing below the industry’s average with ROE of about 8% in the last six years compared to the Industry’s ROE of 12% and Best Buy’s ROE of above 25% (Sack, page 32).  



As discussed in the previous chapter, our suggestion to CC to help create a sustainable competitive advantage is to reduce the number of sales counselors on the floor.  Currently there are 25 sales counselors in one department and this can create a very competitive environment among Circuit City employees.  This competitiveness can lead to aggressive techniques that some customers find annoying.  Another thing that CC executives should consider is the possibility of expansion into foreign markets.  Circuit City’s number one competitor, Best Buy, currently compete in foreign markets such as Canada and Puerto Rico.  Because the US market is highly saturated, entering into foreign markets hold huge potential growth opportunities.  Lastly, Circuit City might possibly want to restructure their compensation program to include hourly plus bonus for employees that show outstanding customer service.  The outstanding service can be measured by surveys sent to customers who recently purchased goods.  Questions such as who provided help and how would you rate the level of help received are just some suggestions that could be used as a measuring technique to determine bonuses. 

Chapter 5

Corporate-Level Strategy
1. How vertically integrated is your company?  If your company does have vertically integrated operations is it I pursuing a strategy of taper or full integration?

Circuit City is vertically integrated by its in-house servicing/repairing of products, products delivery to its customers, marketing and advertising, and by the financing of credit to all of its customers through First North American National Bank (FNANB), one of Circuit City’s subsidiaries.  

The servicing/repairing of larger merchandise is a tapered strategy pursued by Circuit City, headquartered at its centralized service center. Smaller items in need of service are simply brought to a local Circuit City store where it is shipped to the centralized service center for repairs.  Circuit City technicians handle larger items, however, some areas lack coverage by direct Circuit City staff and repairs are then taken care of by an external source (Homewood, 30 Sept. 2002). Service that is handled by Circuit City in-house is an after-sale service representing vertical integration, however Circuit City also has outside companies that take care of this service, therefore making it a tapered integration strategy.

Tapered vertical integration is also used by Circuit City through the delivering of its products.  Items are usually delivered to customers by Circuit City, however outside companies are also contracted to deliver in areas outside coverage and often times during peak seasons, like the holidays.

Marketing and advertising is yet another use of tapered vertical integration. Marketing and designing advertisements and commercials are created in-house, however Circuit City also hires an external source to provide models needed in ads and in producing television commercials (Who is FNANB?, page 1).
The financing of credit through FNANB is a full integration strategy pursued by Circuit City.  As one of its subsidiaries, Circuit City offers its customer in-house financing through a selection of cards ranging from the Circuit City Credit Card, which can only be used at nationwide Circuit City locations and CircuitCity.com, to a FNANB Visa Platinum card, which is universally accepted.  The Circuit City Credit Card offers this service of alternative payment methods through vertically integrating with FNANB.  FNANB is also a diversification strategy pursued by Circuit City.  For more information, please refer to question #2 (Who is FNANB?, page 1 and Circuit City Visa, page 1).

2. How diversified is your company?  If your company is already diversified, is it pursuing a related diversification strategy, an unrelated diversification strategy, or some mix of the two?

Circuit City is not very diversified, but they own a used-car retailer and their own bank.  In the early 1990’s, the company pursued a related diversification strategy when they entered the used-car retailing market.  Circuit City’s core focus is to provide customers with the absolute best shopping experience to buying electronics or computer merchandise through the best sales assistance and merchandise selection.  The same differentiated approach was applied in the CarMax business to help customers purchase new and primarily used cars without the sales pressure and negotiation.    

In the early 1990s, the company started investing money to pioneer the used-car superstore concept.  According to the 2002 CC Annual Report, “they wanted to create an automobile retailer with a friendly offer that delivers low, no-haggle prices, a broad selection, high quality, and customer-friendly service.”  By September 1993, the first CarMax location opened in Henrico County.  The CarMax business had been losing money for several years until fiscal year 2000.  Today, it is the nation’s largest used car retailer with 40 superstores producing over $3.5 billion in annual sales and over $100 million in net income.  Another thing worth mentioning is that on October 1, 2002; CarMax separated from Circuit City Store Inc. to become an independent publicly traded company.  However, Circuit City still has 64% ownership of CarMax, according to a recent article from Knight Rider Tribune, some of CarMax’s corporate functions such as payroll, employee-benefit administration, and television advertising will be provided by Circuit City.  Also, Circuit City executives will continue to provide advice and counseling to CarMax (Gilligan, page 1).

Circuit City also own First North American National Bank with operations in Richmond and Atlanta.  FNANB is really a part of the company’s vertical integration because its primarily business is to provide finance options for customers at the Circuit City stores.  However, we feel that this is part of a diversification strategy since non-Circuit City customers also generate the bank’s revenue.  According to FNANB website, they are one of the top 30 issuers of bankcards and one of the longest running issuers of private label credit cards (Who is FNANB?, page 1).


3. Is your company currently involved in any long-term cooperative relationship with suppliers or buyers?  If so, how are these relationship structured?  Do you think that these relationships add value to the company? Why?

Circuit City is involved in several cooperative relationships with suppliers such as Sony, Hitachi, Visa, Amazon.com, and Sharper Image. 

Circuit City’s cooperative relationship with Sony involves a long-term contract that allows Circuit City to be the only national retailer of Sony XBR televisions nationwide with the exception of few small local retailers.  Sony XBR television models, which include high definition tubes and LCD projection TVs is the number one, most popular, and highly demanded televisions worldwide for durability and picture quality.  Furthermore, the world’s single largest tube that is 40” large is the Sony XBR tube. No other brand currently has a 40” tube television. 

Through this cooperative relationship with Sony, Circuit City has been able to generate a great portion of its television revenue by keeping Best Buy and other major national competitions at Bay. In addition, this contract has given Circuit City buyer power due to bulk purchases and, therefore, a cost advantage and a high mark up over those local competitions that carry Sony XBR models. Furthermore, the popularity of the XBR models, their high demand, and their exclusive nationwide availability through Circuit City stores help Circuit City generate additional traffic to its stores for other products that Circuit City sells (Homewood, 30 September 2002).

Circuit City’s cooperative relationship with Hitachi involves a long-term cooperative relationship that is very similar to Sony’s contract of XBR models. Hitachi has also allowed Circuit City to be its number one retailer of big screen televisions nationwide. The only other major competition that sells Hitachi is Sears. All other competitions such as Best Buy and Good Guys cannot carry Hitachi. Similar to Sony’s XBR, Hitachi’s big screen projection televisions are the world’s best TVs for durability, picture, and viewing angle quality. Hitachi not only makes its own televisions, but it also provides 70% of television manufacture industry with its analog lenses. Hitachi, however, does not sell its patented color lenses and guns, which gives Hitachi’s projection TVs its best picture quality and its best viewing angle over its competitions. 

Circuit City’s cooperative relationship with Hitachi gives Circuit City a competitive advantage in big screen television market. This contract has enabled Circuit City to have even higher mark up on Hitachi TVs than Sony XBR models due to Circuit City’s bulk purchase power. Furthermore, Hitachi also offers Circuit City even lower price than Sears in exchange for Circuit City’s special attention to Hitachi TVs. Therefore, Hitachi’s position of leadership in projection televisions market has made Hitachi projection televisions highly demanded. And because Circuit City is the number one retailer of Hitachi projection TVs nationwide it is able to generate huge revenues from big screen sales with handsome profits (Homewood, 30 Sept 2002).

Circuit City cooperative relationship with Visa includes long-term co-branding relationship with Circuit City’s First North American National Bank’s credit card services (CC to Launch Co-Branded Visa Credit Card, page 1). This relationship has allowed Circuit City to issue its credit cards, with Visa and Circuit City logo on its face, which is accepted not only at Circuit City but also at more than 21 million locations worldwide. This relationship gives Circuit City a competitive edge by earning additional revenue from locations where Visa is accepted. In addition, the Visa credit card issued with the Circuit City logo is also a form of advertising and promotion. It is an advertisement because credit card holders are exposed to the Circuit City logo every time they use their credit cards. Furthermore, it is also a form of promotion because it provides no interest financing on most purchases purchased at Circuit City. Hence, it will generate more traffic into Circuit City stores and create repeat buyers (CC to Launch Co-Branded Visa…page 1).

Circuit city’s cooperative relationship with Amazon.com involves a relationship that lets Amazon.com sell Circuit City products on line in exchange for a percentage of revenue for Circuit City products sold on Amazon’s website (www.amazon.com). This relationship with Amazon will enable Circuit City to generate additional revenue and increase its market share through vast numbers of Amazon’s customers (Amazon Inks Deal with CC, page 1).
Circuit City’s latest cooperative relationship involves teaming up with Sharper Image brand (CC Superstores to Feature Sharper Image Brand Products, page 1). Sharper Image is a specialty retailer that is nationally and internationally known for its innovative and high quality products. Sharper image products are exclusively sold through catalogues and its 100 stores. Circuit City’s recent cooperative relationship with Sharper Image gives exclusive rights to Circuit City to sell Sharper Image product only at Circuit City. At current time, this contract has only been considered a short-term relationship. However, adding Sharper Image to Circuit City’s already existing brands will not only enable Circuit City to differentiate itself from its competitions, but will also enable it to draw more traffic into the store for the holidays (CC Superstores to Feature Sharper Image Brand Products, page 1).

Chapter 6

Strategy Implementation
1. How large is the company as measured by the number of its employees? How many levels in the hierarchy does it have from the top to the bottom?


Circuit City Stores, Inc., which includes only Circuit City stores, has a total of 623 stores nationwide. CarMax has recently been separated from Circuit City and its separation makes CarMax an independent company that operates by its own chain of management. Circuit Stores, Inc., has a total of 47,838 employees.  Circuit City stores are divided into three divisions such as Eastern division, Western division, and Central division. Each division is broken further into regions. Furthermore, each region is broken into separate districts (Investor relations, page 2). 


The management hierarchy at Circuit City is made of seven layers. The management hierarchy includes a department manager, a store manager, a district manger, a regional manager, a division manager, an executive vice president at the corporate level, and a chief executive officer, who is also the president at the very top of the hierarchy (Gilmore, 1 Nov. 2002). 

Levels of management hierarchy

	President and CEO

	Executive Vice President

	Division manager

	Regional Manager

	District Manager

	Store manager

	Department supervisor


2. Based on these two measures and any other information you may have, would you say your company operates with a relatively tall or flat structure? What effects does this have on people’s behavior? 


Research suggests that the average number of hierarchical levels for a company employing 3,000 persons is seven. An organization having nine levels would be called tall, and one having four would be called flat (Hill and Jones, pp 387). If we divide the 30,000 total number of Circuit City store employees by four divisions, we’d get 7,500 employees for each division. This analysis concludes that Circuit City management hierarchy of seven layers is neither a tall structure, nor a flat structure. It is somewhere in between. 


Its current management hierarchy of seven layers though not considered tall structure still seems to be somewhat too many hierarchical levels. We believe a reduction of one level at “district level” would be beneficial to Circuit City. Currently the communication between the division manager and regional managers takes longer due to existence of district management position. Furthermore, information passed through the chain of command may also get distorted either accidentally or purposely because of competitions between the district mangers to suit their own interest by passing to division mangers that information that improves his or her standing.   Moreover, another disadvantage to having district manager for Circuit City is its bureaucratic cost. These managers are expensive and earn at least $100,000 per year. Therefore, considering all of the factors above, we believe that removing the district management layer would not only smoothen the communication between the store manager and the regional manager, but will also prevent conflicts of interest and bureaucratic cost. 

3. Does your company have a centralized or a decentralized approach to decision making? How do you know? 


Circuit City stores though broken into four divisions still uses centralized decision-making at their corporate office in Richmond, Virginia. All of the strategies implemented by Circuit City have been established at the corporate level and passed down to each division. The division then passes information to regional and regional passes information to district, which finally is passed to the stores. No one of these layers has its own autonomy of making its own strategy and decision made must be consistent with corporate strategy. All Circuit City policies, stores’ visual layouts, and products lines have been planned and designed by corporate office. Policies, visual layouts, and product sold or displayed at each store must be consistent with the corporate plan. However, there are a small number of autonomies given to the store levels for solving daily operations. An example would include a one on one price competition depending on the store. For example, a Circuit City store surrounded by too many competitors in an area may lower its prices to react to a competitor’s sale without getting approval from the corporate office. Christie Gilmore who is the store manager at the Almaden location provided information about centralized decision-making. 

4. With the information at your disposal, list the main kinds of control systems used by your organization to solve these problems.  Specifically, what use does your company make of (a) financial controls, (b) output controls, (c) behavior controls, and (d) organizational culture?

Strategy:


Circuit City’s main strategy is differentiation by focusing on customer service through knowledgeable sales force and excellent shopping experience.  However, lately the company has been forced with intense low cost competitions to pursue a cost-leadership strategy in addition to its differentiation. The strategic planning involves both senior management and the board of directors. The strategy is developed for a three-year plan. The strategy is approved by the board of directors and passed to the senior mangers for transmission down the hierarchy layers (Investor Relations, page 2).

Strategic Control:


The major kinds of control system that allows Circuit City to monitor, measure, control, and get feed back on its strategy through the four types of control system (financial control, output control, behavior control, and organizational control) includes the followings:

· Financial Control

Sales growth is one of Circuit City’s controls to measure its performance against the competitors. Each quarter Circuit city assesses the performance of its sales growth against the competitors and evaluates its position in the market. On the second quarter of 2002, Circuit City sales grew by 2%, and for the first time in 5 years it outpaced Best Buy (CC Q2 same-store sales up 10 pct, page 1).
In addition to sales growth, Circuit city also uses its stock price against competition for strategic control. However, since its withdrawal from the appliance business, Circuit City’s stocks have been performing very poorly. The sudden withdrawal from the appliance business caused panic among investors dumping Circuit City stocks and weakening its position among the competitors. Circuit has been trying to bring confidence back into the market to investors to improve its stock price, but it has not yet been very successful due to a weak economy and poor earnings.

ROE is another measurement of strategic performance that Circuit City uses. However, since its implementation of its new strategy in 2000, the ROE has stayed somewhat neutral at 8% showing no sign of improvement from the implementation of the new 3-year strategy (Investor Relations, page 3).  ROK and ROE at lower levels such as store levels are not used. Each store, however, is given a volume goal each day, each month, and each year to reach. 

· Output Control, Behavioral Control & Organization Culture


Output control at Circuit City includes goals for everyone from divisional level to the store level. All individuals, which include, division manager, regional manager, district manager, store manager, department manager, and even sales associates have goals set by the corporate office to achieve. Setting goals involve a daily, a monthly, and a yearly sales volume and a contribution margin to reach. In return Circuit City provides its employees with a performance related compensation plan that rewards goal-oriented individuals. All sales employees are paid with a performance-based plan that not only include commission, but also monthly and yearly bonuses depending on their performance. Store managers are paid base salary plus a bonus at the end of the year depending on the performance of his or her store. Respectively district, regional, and division managers are paid the same way with a base salary plus bonuses at the end of the year depending on their performance of their district, region, and division. Top executive are paid base salary plus a percentage of the net income to stockholder’s equity. Circuit City believes that this compensation plan not only rewards individuals for their performance, but also helps Circuit City achieve its differentiation strategy by motivating store employees to be customer focus through approaching and helping everyone. 


Another thing that Circuit City does to make sure that actions taken are consistent with the strategy is the continuous improvement in training Circuit City associates. Circuit City has signed a long-term cooperative relationship with Digital Think, an online leading provider of e-learning business solution (Mark, page 1) By educating its employees with product knowledge, Circuit City believes that it provides its employees with exactly the information they need, when they need it, driving sales and improving customer satisfaction. 


As mentioned above Circuit City corporate culture values those employees that are customer focused. To ensure employees not only meet their sales goal, but also help customer have an excellent shopping experience at the store, Circuit City has provided customers with an online survey address at the bottom of their purchase receipt about their shopping experience at Circuit City.  Customers can fill out the survey form both at the store at the time of the purchase or at home on their computer by expressing their experience at Circuit City. If the result of the survey comes satisfactory, Circuit City will reward the surveyed employee with “employee of the month” recognition award plus a monetary prize. Furthermore, Circuit City also sends mystery shoppers to the stores acting as normal customers evaluating employees’ helpfulness and knowledge. Those that were evaluated as poor will be coached, corrected, and after three corrections may eventually get terminated. By doing so, Circuit city believes that it can ensure that their employees’ actions are consistent with Circuit City’s customer focus strategy. 


Another thing that Circuit City has been doing recently is the emphasis of customer focus, hassle free return, and knowledgeable sales force in their TV, radio, and published ads. All Circuit city ads end with a slogan “We are with you” emphasizing the importance of customer and their needs. This is another way of making sure that Circuit City’s message is carried to the customers in consistent with Circuit City differentiated strategy (customer focus).


To ensure further that actions taken at the stores are consistent with corporate strategy, regional and district managers periodically visit the stores. Managers evaluate the stores and measure performance by making sure that stores achieve their goals. The reports are than passed to the division managers, and from there it’s transmitted to CEO (Homewood, 30 Sept.2002).


Recently Circuit City has been forced to pursue cost-leadership strategy due to a weak economy and fierce competitions. To respond to this new problem, Circuit City has been trying hard to be priced competitively. The new strategy involves the local Circuit City stores to shop its competitions routinely and match their price.  Local employees and managers shop competitions once or twice a week and react to competitor’s price without getting approval from Circuit City corporate.  
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		Circuit City Percent of Merchandise Sales By Category

				2002		2001		2000		1999		1998

		Video		39		35		32		31		31

		Audio		15		16		16		17		18

		Information Technology		34		35		33		32		30

		Entertainment		12		7		5		5		6

		Appliances		N/A		7		14		15		15

		Table 1: Comparative Consumer Electronic Specialty Retailer

						Return on Revenues (%)												Return on Equity (5)

		Company		Yr. End		2001		2000		1999		1998		1997				2001		2000		1999		1998		1997

		Best Buy		Feb		2.9		2.6		2.8		2.1		1.1				26.2		27.1		32.6		27.2		19

		Circuit City		Feb		2		1.4		3.1		1.6		1.4				7.9		6.9		16.9		8.5		7.1

		Radio Shack		Dec		3.5		7.7		7.2		1.3		3.5				21		45.3		37.5		6.3		16.4
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