Chapter 05 - Competitive Advantage and Firm Performance

C H A P T E R 5
Competitive Advantage

and Firm Performance

Overview of the Chapter

In this chapter, we take a closer look at gaining and sustaining competitive advantage. To explain and predict differences in firm performance, we must think hard about how to best measure it. We devote this chapter to studying how to measure performance. In particular, we introduce different frameworks and a diverse set of measures to capture the multifaceted nature of competitive advantage. 
Learning Objectives 
LO 5-1 Describe and evaluate economic value creation when measuring competitive advantage.

LO 5-2 Describe and evaluate accounting profitability when measuring competitive advantage.

LO 5-3 Describe and evaluate shareholder value creation when measuring competitive advantage.

LO 5-4 Describe and evaluate the balanced-scorecard approach for assessing competitive advantage.

LO 5-5 Describe and evaluate the triple-bottom-line approach when assessing competitive advantage.

LO 5-6 Compare and contrast different approaches to measuring competitive advantage, and derive managerial implications.

Chapter Outline

1. CHAPTERCASE 5 Google vs. Microsoft
2. Measuring Competitive Advantage
3. Economic Value Creation (LO 5-1)
4. Accounting Profitability (LO 5-2)
5. Shareholder Value Creation (LO 5-3)
6. Gaining & Sustaining Competitive Advantage Google vs. Microsoft, Continued
7. The Balanced Scorecard (LO 5-4)
a. Advantages of the Balanced Scorecard

b. Disadvantages of the Balanced Scorecard

8. The Triple Bottom Line (LO 5-5)
9. Strategy Highlight 5.1 Interface: The World’s First Sustainable Company

10. Implications for the Strategist (LO 5-6)
11. CHAPTERCASE 5 / Consider This…
12. Discussion Questions


Lecture Suggested Outline
I

 seq NLA \r 0 \h .
Overview
A

 seq NL1 \r 0 \h .
We start by introducing three standard dimensions used to study firm performance: (1) economic, (2) accounting, and (3) shareholder. We apply them to competitive advantage in this chapter and compare and contrast when it may be best to use each type of measure.
B

 seq NL1 \r 0 \h .
We then discuss two more holistic frameworks that may be useful: (1) balanced scorecard and (2) triple bottom line. Finally, we will close with some discussion of the comparisons of these methods and their implications for strategic management. 
II

 seq NLA \r 0 \h .
ChapterCase 5 – Google vs. Microsoft
This brief case is designed to engage students in considering the different ways of comparing the performance of two firms in the same industry. 

Show PowerPoint Slide 5.4 and 5.5

Key Points of Case
 Teaching Tips
You can remind the students that in Chapter 1 we explored the business models and some key differences between Microsoft and Google. Here, we take that comparison to its logical conclusion and bring in performance metrics to study which firm is performing best. 
On Slide 5.5, the top measures would indicate Microsoft has superior performance. However, the measures on a per employee basis at the bottom indicate that Google is outperforming Microsoft. 


III

 seq NLA \r 0 \h .
Measuring Competitive Advantage
 seq NL1 \r 0 \h 
Competitive advantage must always be considered relative to some benchmark. The actual measures to use are the subject of much debate in both academia and the business environment. 
Show PowerPoint Slide 5.6 

Measuring Competitive Advantage

IV. 
Economic Value Creation
A. The first of the three perspectives we explore is economic value. We sometimes refer to these as the “VPCs” to highlight the key components in a way to help students remember the material. 

B. In Slide 5.11, we also note some drawbacks of this approach. For each of the three approaches, we will include drawbacks since there is currently no agreed “best” way to measure competitive advantage. Students need to be aware of the positive and negative contexts of each. 
Show PowerPoint Slides 5.7 – 5.11
Economic Value Creation
 Teaching Tips
The pizza example in the text seems to resonate well with students. We use some of the class time to highlight the differences between consumer surplus and producer surplus. Also, in a foreshadowing of Chapter 6 (business-level strategies), we note firms have the ability to adjust the price within the economic value created space (V-C).

Additionally, a McGraw-Hill Connect online interactive exercise is available that covers the economic value creation strategies in more detail. You may wish to assign this as an auto-graded homework assignment for the students. It covers Learning Objective 5-1. 

V. 
Accounting Profitability
A.   Accounting measures are commonly used to compare firms, particularly public companies, since the government reporting requirements assures a fair amount of standardized information is available for analysis. 
B. 
As in the chapter opener, we use exhibits of total profits and return on revenue (%[profit/revenue]) to demonstrate that measured performance varies greatly depending on the selected measure. 
Show PowerPoint Slides 5.13 – 5.20
Accounting Profitability 
 Teaching Tips
Slide 5.16 shows Exhibits 5.3 and 5.4 together. One of the main points of this slide is so students can see that not a single firm is in the top 10 list of BOTH measures. 
Slide 5.18 shows that these measures can be used to show time-varying results and don’t have to be just a one-time snapshot picture of the firm’s performance. 
Slide 5.19 shows the drawbacks for the accounting measures method.

Toward the end of the textbook, a section called “How to Conduct a Case Analysis” includes a table with a complete presentation of accounting measures (profitability, activity, leverage, liquidity, and market measures), how they are calculated, and their benefits and shortcomings. These will be useful for you when working through your strategy term project or analyzing different case studies and business situations. (You may want to bookmark the table.) This section is also separated out in the online content delivered for instructors adopting this textbook. 

Additionally, a McGraw-Hill Connect online interactive series of exercises is available that covers many of the basic finance and accounting measures used in strategic management. This “financial remediation” section is within Connect for this textbook. It provides several activities for the students to brush up on their financial mastery.  

VI. 
Shareholder Value Creation
A. 
The final perspective is often the easiest for students to grasp. Coverage of the drawbacks of this perspective is useful to help students understand when this approach may be appropriate and when it may NOT be. 

 Show PowerPoint Slide 5.22 – 5.24
Shareholder Value Creation
 Teaching Tips
We find that students are most comfortable with this perspective of measuring competitive advantage. Whether they have invested their own money or not, they are largely familiar with buying and selling publicly traded stocks. We try to point out the highly volatile and short-term nature of stock prices, whereas generally we think about competitive advantage lasting more than one quarter or one year. 

Slide 5.24 has an embedded 20 minutes of a speech by Professor Dan Ariely, the author of The New York Times bestseller Predictably Irrational and also a newer book The Upside of Irrationality. The video is too long for most class presentations, but we ask for student volunteers to view the video before class and let them select a two- or three-minute section to show to the class. The video link is: http://www.youtube.com/watch?v=JhjUJTw2i1M. 

VII. Gaining & Sustaining Competitive Advantage Google vs. Microsoft, Continued
A. Here, we continue the study of the comparative performance of Google and Microsoft. The accounting measures in Exhibit 5.8 give the edge to Microsoft. However, the shareholder value measures in Exhibit 5.9 show Google with a wide advantage over Microsoft. 
Show PowerPoint Slides 5.25 – 5.27
Google vs. Microsoft
VIII.
The Balanced Scorecard
A. Now we move to the first of two frameworks that strive for a more complete picture of firm performance and thus competitive advantage. 

B. The balanced scorecard brings together internal and external measures in attempts to balance financial and strategic goals. We devote substantial space to the benefits and drawbacks of this approach since it is widely used, at least in part, in many business settings. 
Show PowerPoint Slides 5.29 – 5.32
The Balanced Scorecard
 Teaching Tips
Slide 5.32 is ADDITIONAL material to complement the text. It is an example taken from industry of the components that large organizations tend to use in a balanced scorecard. This template can be used as part of a manager’s performance appraisal system. It is often tied to bonus payouts to ensure a regular review of the goals and incentives for managers and senior leaders to work on common goals for the organization. 


IX. The Triple Bottom Line
A. The second integrative framework is the triple bottom line. This approach does not have the widespread appeal of the balanced scorecard, but there are signs that organizations are increasingly asked to address these “triple concerns.” 

B. Strategy Highlight 5.1 Interface: The World’s First Sustainable Company

This highlight discusses how a business-to-business firm in the carpet industry has made dramatic changes in the way it approaches the consumption of petroleum-based materials and energy.  
Show PowerPoint Slides 5.33 and 5.34
The Triple Bottom Line
 Teaching Tips
Students will often have strong views for or against a triple-bottom-line approach. Some will think the firm should stick to the financials, while others will want the firms to push for more progress in the social and ecological areas. 
One comment we hear from students a fair amount is that firms are only moving to consider social and ecological matters due to consumer pressures. While it is undeniable that some firms will have major press announcements around relatively small accomplishments in this area, other firms are really dramatically changing their business practices. We selected Interface, Inc. as the firm to highlight here for several reasons. One was that, as a business-to-business firm (that most students have never heard of), it is not incentivized to produce big corporate events to build an ecologically sound reputation in the mind of the consumer. The former CEO, Ray Anderson, spoke passionately about the synergies he found in building products better for the environment and also creating more financial profits for his firm. An example of his speeches can be found at the TED conference in 2009, which can be accessed using the following link. Mr. Anderson passed away in the summer of 2011, but his books live on… http://www.ted.com/talks/ray_anderson_on_the_business_logic_of_sustainability.html 

Additionally, a McGraw-Hill Connect online video interactive exercise is available that covers the triple-bottom-line framework in more detail. The video is an interview with the CEO of one of the world’s largest 
mining firms and how they are managing water and other resources. You may wish to assign this as an auto-graded homework for the students. It covers Learning Objective 5-5. 

X. Implications for the Strategist 
At the end of the day, the best way to study competitive advantage is to consider both quantitative and qualitative performance dimensions. 
Show PowerPoint Slides 5.36 – 5.37
Implications for the Strategist
XI. 
 CHAPTERCASE 5 / Consider This…
A.  We revisit the opening case with extended information focusing on the competition between Google and Microsoft most recently in the operating systems for mobile devices. Suggested thoughts/answers to the case questions are provided next. 
Show PowerPoint Slide 5.38
Google & Microsoft Consider This…
XII.  Take-Away Concepts
A.  Here we list the take-aways for a student review of key points from the chapter.  
XIII.  Key Terms
A.  Here we show the key items from the chapter for a review and test of understanding.

END OF CHAPTER ANSWER GUIDE

 Teaching Tips
A variety of case, discussion, ethics, and explicit small group questions are provided at the end of every chapter. Instructors may find it useful to assign some for homework and some for general class discussion. Many concepts in strategy do not yield hard and fast answers and if the students have a chance to interact some early in the course it helps stimulate better discussions on issues of nuance or context that are internalized best through discussion or intensive written assignments. 
We have found that having a brief small group activity early in the class period helps generate better discussions for the entire class period. There are at least three reasons for this. First, it gets students out of the “sit back and absorb” mode since they need to contribute ideas to the team. Second, it allows the students to speak up in class discussion about what the group thought. This is a more comfortable method for many rather than stating only their own viewpoint for the class to critique. Finally, having the small group discussion permits the students to verify some of their own thoughts and strengthen the logic of their points before expressing them to the whole class. 

CHAPTERCASE 5 / Consider This…
It would seem that Google and Microsoft will be competing in a variety of areas for many years to come. Though (as discussed in Chapter 1) they have approached the market from different directions, they are now key competitors in areas such as Internet search, computer applications, and computer operating systems. One particularly interesting area of competition may be in the mobile device operating system. A November 2010 article in The New York Times showed the following smartphone shipments for the third quarter of 2010. 

	U.S. Smartphone Market Shipments by Operating System

	3rd Quarter 2010
	
	 

	OS Vendor
	Units
	% share

	 
	
	 

	Android (Google open system)
	9.1
	43.6%

	Apple (iPhone)
	5.5
	26.2%

	RIM (BlackBerry)
	5.1
	24.2%

	Microsoft
	0.6
	3.0%

	Others
	0.6
	3.0%

	Total
	20.9
	100.0%

	 
	
	 

	Source: Canalys estimates, Canalys 2010
	 


It is clear that Google’s operating system had a strong lead for this time period. However, in November of 2010 Microsoft started shipping its Windows Phone 7 operating system. Just 10 weeks later, Microsoft announced it had reached 2 million units. For comparison, when Apple launched the first iPhone in 2007, it sold 1 million units in the first 10 weeks. The Android operating system took six months to reach one million units.
 
1. The chapter discusses three perspectives of competitive advantage. If Microsoft is successful in claiming a significant share of the burgeoning smartphone market, will the economic, accounting, or stakeholder perspective be impacted first? Which firm’s competitive advantage would be the most impacted by this type of market shift? 

· The economic and shareholder values (return on stock price plus dividends) will be the first indications of competitive advantage. A firm will have a competitive advantage if its economic value created (V-C) is greater than a competitor’s. The cost (C) of the Windows 7 phone and perceived value (V) can both be measured when the phone hits the market. Additionally, the total return to shareholders is an external performance metric, which captures all the available information about a firm’s past, current, and future performance. Using the efficient-market hypothesis, Microsoft’s share price should provide the most objective performance indicator. 
· Given Apple’s extremely loyal customer base and the iPhone’s unique features, it is reasonable to assume that both Google’s Android and RIM’s BlackBerry would be impacted the most by this market shift. For Android users and nonbusiness users of the BlackBerry, the Windows 7 phone is more closely viewed as a substitute than the iPhone.

2. What qualitative elements are important for these firms? How would you rate Google and Microsoft on these aspects?

· Many of the qualitative elements that are important to these two firms are intangible assets (brand image, intellectual property, innovation, quality, and customer service, and so on). Exhibit 5.6 in the text illustrates the growing importance of this off-balance sheet item. Students will have varying opinions on the performance of Google and Microsoft, but for the most part the two companies are doing quite well on these aspects. For example, Google is synonymous with Internet searching, and the term PC is synonymous with Microsoft Operating Systems. 
· Brand image and the intellectual property needed to build this recognition are quite strong. Both firms are routinely in the top 10 most valuable brands in the world. Google’s size and market dominance has recently gained it some of the scrutiny of government regulators that used to be reserved for Microsoft. 
Discussion Questions
1. Domino’s Pizza was 50 years old in 2010. Visit the company’s business-related website (www.dominosbiz.com) and read the company profile under the “Investors” tab. Does the firm focus on the economic, accounting, or shareholder perspective in describing its competitive advantage in the profile?

· On the Domino’s Pizza company profile page, most of the focus is on economic value creation for the company and its customers. The site talks about all the products the company offers— from thin crust, deep dish, hand-tossed pizzas to bread sticks, cheesy bread, buffalo wings, sandwiches, pasta, and boneless chicken. The website mentions the 2009 reconfiguration of its hand-tossed pizza, which now has new sauce, cheese, and garlic-seasoned crust. This reinvention combined with the extensive menu drives the creation of economic value: profit for Domino’s and consumer surplus for the customer. Moreover, the company profile discusses the ways in which it has innovated within the pizza business: the heatwave hot bag, a better box, the spoodle, and pizza tracking and building tools through its online ordering. Domino’s is the only company that allows the customers to monitor their order through the Pizza Tracker. This tool is another example of Domino’s effort to increase its competitive advantage through the creation of economic value.
2. Shareholder perspective is perhaps the most widely employed measure of competitive advantage for publicly traded firms. What are some of the disadvantages of using shareholder value as the sole point of view for defining competitive advantage?

· Using solely shareholder value to measure a company’s competitive advantage has several limitations. The most recent recession made painfully clear some of these shortfalls. First, a firm’s short-term performance is difficult to determine because stock prices are highly volatile. Because of this variability, total return to shareholders is a better measure for long-term performance. Second, the stock market is affected by macroeconomic factors, making it difficult to measure whether the stock price is influenced more by these factors or the firm’s strategy. Lastly, in the short-term the stock market reflects the general mood of investors and might not represent firm performance accurately. For instance, during the recent recession many investors’ “irrational gloom” further contributed to the downfall of the stock market.
3. Interface Inc. is discussed in Strategy Highlight 5.1. It may seem unusual for a business-to-business (B2B) carpet company to be using a triple-bottom-line approach for their strategy. What other industries do you think could productively use this approach? How would it change their customer perceptions if they did? 
· Students will undoubtedly come up with a variety of industries that could effectively use the triple-bottom-line approach. The fashion and shoe industries are two such examples. Customers in both of these industries are extremely concerned with the ever-changing trends and the push toward social responsibility. Many of the companies in these industries manufacture in third-world countries, employing work standards and wages that are below those in the U.S. 
· Garnering the “Made in USA” logo (like the shoe company New Balance) has significantly changed customer perception, creating many loyal customers. Similarly, the shoe company Toms donates a pair of shoes to a child in need for every full-priced shoe purchased. This case of social responsibility has increased the brand’s awareness among consumers, driving further firm growth. 
· Two other industries that could productively employ the triple bottom line are the automotive and airline industries. Given the American public’s desire to cut its oil dependency, improvements by manufacturers in using alternative fuels will not only cut company costs but also appeal to the customer’s ideals for ecological responsibility.

Ethical/Social Issues
Ethical/Social Issues

1. You work as a supervisor in a manufacturing firm. The company has implemented a balanced-scorecard performance-appraisal system and a financial bonus for exceeding goals. A major customer order for 1,000 units needs to ship to a destination across the country by the end of the quarter, which is two days away from its close. This shipment, if it goes well, will have a major impact on both your customer-satisfaction goals and your financial goals. 
With 990 units built, a machine breaks down. It will take two days to get the parts and repair the machine. You realize there is an opportunity to load the finished units on a truck tomorrow with paperwork for the completed order of 1,000 units. You can have an employee fly out with the 10 remaining parts and meet the truck at the destination city once the machinery has been repaired. The 10 units can be added to the pallet and delivered as a complete shipment of 1,000 pieces, matching the customer’s order and your paperwork. What do you do?

· Students will certainly take different approaches on this issue, but the important aspect is that everyone understands the issues on both sides. One approach is discussed next. 
· As a supervisor it would be your responsibility to update the customer on the situation. In this instance, a phone call is appropriate to discuss the plan and assure the customer of your confidence in order fulfillment. The manufacturer could even go as far as guaranteeing the arrival of the 10 units with the other 990. If this does not happen, then the company could provide the last 10 free of charge or provide a discount to the customer for its next purchase. Ensuring customer satisfaction is key in the balanced-scorecard approach. Thus, providing as much information as soon as possible and a contingency plan (purchasing 10 units from a competitor if it is a commodity) should mitigate the potential risk of an upset customer. 
· Similarly, the company’s financial performance must be considered. Ideally, fulfilling the order from in-house units and on time is ideal for both short- and long-term performance. However, if the 10 units are projected to arrive late, the manufacturer might be able to sacrifice some of the expected profits by purchasing, at a premium, the 10 units from a competitor. This would ensure complete customer order fulfillment while still realizing the firm’s lofty goals.
2. The chapter mentions that accounting data do not consider off–balance sheet items. A retailer that owns its stores will list the value of that property as an asset, for example, while a firm that leases its stores will not. What are some of the accounting and shareholder advantages of leasing compared to owning retail locations? 
· As mentioned, the leasing of a facility is considered an off-balance sheet item. Therefore, when comparing such accounting ratios as return on assets (net income / total assets) a firm that leases will have a higher ROA than a firm who owns its own facilities. Similarly, a leasing firm will have better activity ratios when compared to one that owns, all else being equal. Another benefit is that leasing does not carry the same opportunity costs. For instance, if a company that owns a facility requires store expansion or renovation then this will come from either company equity or another mortgage. A leasing company could instead use this money to expand operations further, which would increase shareholder value by producing greater returns than the necessary real estate improvements.
3. How does this issue play out when comparing brick-and-mortar stores to online businesses (for example, Best Buy versus Amazon; Barnes & Noble versus Amazon; Blockbuster versus Netflix)? What conclusions do you draw?

· Online stores have a big advantage over brick-and-mortar stores in the accounting of assets. For instance, most online companies keep their inventories in a handful of large distribution centers and ship products out from the most cost-effective location with the item in stock. Also, by having fewer locations, they reduce their overall assets. Thus, the online stores have lower inventories and fewer physical assets to carry. This improves their financial ratios and also improves the perspective of shareholder values. 
Small Group Exercise 1
As discussed in the chapter, a balanced scorecard views the performance of an organization through four lenses: customer, innovation and learning, internal business, and financial. According to surveys from Bain & Company (a consulting firm), in recent years about 60 percent of firms in both public and private sectors have used a balanced scorecard for performance measures. (See http://www.thepalladiumgroup.com for examples.) 


With your group, create a balanced scorecard for the business school at your university. You might start by looking at your school’s web page for a mission or vision statement. Then divide up the four perspectives among the team members to develop some key elements for each one. It may be helpful to remember the four key balanced-scorecard questions from the chapter: 

For this exercise, I will use Georgia Tech, the school where I teach as the example.

1. How do customers view us? 

· Customers (students and employers) view GT highly. The college attracts high-quality undergraduate and graduate students who fuel superior school rankings and employment numbers.

· GT is consistently rated one of America’s top ten public universities

· MBA program consistently rated top 30 by several publications
· 23rd by BusinessWeek, 28th by U.S. News & World Report
· Employers view the MBA graduates favorably

· #1 employment record among top 50 b-schools

· Second in the nation and #1 public school for MBA job placement
2. How do we create value? 

· The GT business school produces “MBA graduates with a strong work ethic, excellent analytical proficiency, and a demonstrated ability to lead.”iii This value is created through hiring exceptional faculty, employing an interactive MBA experience, and fostering a collegial environment through a close-knit student body, among others.

3. What core competence do we need? 

· The GT business school focuses on providing an innovative, truly first-rate education. Students are viewed as being well educated in business technology and operations management. The business school has strong ties to the corporate community, especially in the southeast and Atlanta. Additionally, outside the business school, the college is known for its superior engineering curriculum.

4. How do shareholders view us? (For public universities, the shareholders are the taxpayers who invest their taxes into the university.) 

· Again, the shareholders view the GT business school and entire college favorably. The college has increased its year-over-year operating revenue, net assets, and cash on hand in each of the last three years.

Small Group Exercise 2 

In the electronics retail industry, Circuit City filed for bankruptcy in the spring of 2009, but Best Buy continues on. (See ChapterCase 4.) Financial data for Best Buy and Circuit City are provided in the table that follows. Using the financial ratios presented in Table 5.1 (at the end of the chapter):

1. Calculate some of the key profitability, activity, leverage, liquidity, and market ratios for Best Buy and Circuit City. 

Can you find signs of performance differentials between these two firms that may have indicated problems at Circuit City in 2007. 
· A quite detailed analysis of this spreadsheet is available through the McGraw-Hill Connect online system. It is designed as an exercise to help students use the ratios in Table 1 of “How to do a case analysis.” The main two numbers that were noticeably bad for Circuit City in 2007 compared to Best Buy were the higher inventory and lower cash position that Circuit City was in relative to Best Buy.  
Strategy Term Project

Project Overview

The goal of the strategy term project is to give the student practical experience with the elements of strategic management. We will briefly discuss the project module questions. We will also offer some guidance for the modules at the end of each chapter
Module 5: Competitive Advantage Perspectives

1. Based on information in the annual reports or that published on the firm’s website, summarize what the firm views as the reasons for its successes (either past or expected in the future). Search for both quantitative and qualitative success factors provided in the report.

· The Domino’s pizza example earlier (discussion question 1) is a good model to use in evaluating the content your focal firm is producing. Students will likely find widely varying approaches across different firms and industries. 
2. Does the firm seem most focused on the economic, accounting, or shareholder perspective of its competitive advantage? Give quotes or information from these sources to support your view. 

· This should be pretty clear for the students by this point. Use actual cited metrics or measurements and find which category they belong in. 
3. Many firms are now including annual corporate social responsibility (CSR) reports on their websites. See whether your firm does so. If not, are there other indications of a triple-bottom-line approach, including social and ecological elements in the firm’s strategies? 

· This information is readily available (if it exists) on the homepage website of most medium and large firms. 
myStrategy5: How Much is an MBA Worth to You?
In Chapter 2, the myStrategy box asked how much you would be willing to pay for the job you want—for a job that reflects your values. Here, we look at a different issue relating to worth: How much is an MBA worth over the course of your career. You’ve narrowed your options to either (1) a two-year full-time MBA program or (2) an executive MBA program at the same institution that is 18 months long with classes every other weekend. Let’s also assume the price for tuition, books, and fees is $30,000 for the full-time program and $90,000 for the Executive MBA. Which MBA program should you chose? Consider the value, price, and cost concepts we have discussed in your analysis.
· It’s a no-brainer, right? You go for the full-time MBA program, because it’s cheaper by $60,000. Think again…

The concepts of economic value (V), price (P), and cost (C) can help you to make a much more informed decision. Let’s begin with C, in this case the total an MBA program would cost you, not just the sticker price. C also includes your opportunity cost, which captures the cost of the second-best alternative you forgo based on your decision to get an MBA. Assume you are currently employed, and your annual salary is $50,000. Quitting your job to go to a full-time MBA program means forgoing two years’ salary, or $100,000 in opportunity cost (assuming the day program is 24 months long). Add this to the program’s price (P) of $30,000, and your total cost for the full-time MBA option is $130,000.
· Let’s compare that to the executive MBA option. Its tuition is $90,000, and you don’t have to leave your job, so you are making another $75,000 during the 18 months you go to school every other weekend. The net cost of the executive MBA program is suddenly down to $15,000 versus $130,000 for the day program. Now the executive option looks much more attractive, by $115,000. Business school administrators know this too, which is why executive MBA programs cost much more than full-day programs. 
Based on total cost considerations alone, it would be better to choose the executive MBA option, assuming you value it more than $90,000. This seems to be an easy hurdle to cross, because salaries frequently double after completing an MBA. If your salary was to double from $50,000 to $100,000, it would take you less than two years to break even (in regard to total out-of-pocket outlays).
· You would choose the day MBA option over the executive MBA program only if you valued the differences in the day program by more than $115,000. These differences include more in-class time, two years to concentrate on your studies, and time spent networking with fellow MBA students. Given the significant opportunity costs for students to attend two-year full-time MBA programs, top students receive scholarships and thus are incentivized to attend day programs. Attracting top students to day-MBA programs in turn helps these business schools to rise in annual rankings published by U.S. News and World Report and BusinessWeek. The reputation benefits of a highly ranked day MBA program spill over to the executive MBA programs, attracting more paying customers.

· So, the valuation of the MBA program is up to you—the schools you have in mind, your personal circumstances (employment opportunities, scholarships, and so on), and how you value two more years of school versus two additional years in the job market. The answer truly is your strategy.
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