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WELCOME TO

EXPLORING STRATEGY

Strategy is a crucial subject. It's about the development, success and failure of all kinds of
organisations, from multinationals to entrepreneurial start-ups, from charities to government
agencies, and many more. Strategy raises the big questions about these organisations — how
they grow, how they innovate and how they change. As a manager of today or tomorrow,
you will be involved in shaping, implementing or communicating these strategies.

Our primary aim with Exploring Strategy is to give you a comprehensive understanding of
the issues and techniques of strategy. We can also help you get a great final result in your
course. You can make the most of the text by:

e Exploring hot topics in cutting-edge issues such as competition, corporate governance,
innovation and entrepreneurship and strategy in practice.

e Engaging with the ‘Key Debates’ and the different strategy ‘lenses’ to get new perspec-
tives and set you on your way to better grades in your assignments and exams.

e Pursuing some of the recommended readings at the end of each chapter. They're spe-
cially selected as accessible and valuable sources that will enhance your learning and
give you an extra edge in your course work.

After you've registered with the access code (either in the back of this book or available
separately online), visit Exploring Strategy at www.mystrategylab.com to find essential student
learning material including:

e The Strategy Experience simulation, which gives you practical hands-on experience of
strategic decision making in organisations. As a Director of the Board, you must deal
with opportunities as they arise, and your decisions will affect the company’s perfor-
mance. Choose wisely!

e A personalised study plan based on feedback that identifies your strengths and weak-
nesses, then recommends a tailored set of resources that will help to develop your
understanding of strategy.

o Video case studies on organisations including Eurostar, Sony Pictures and the British
Heart Foundation that put a spotlight on strategy in practice.

We want Exploring Strategy to give you what you need: a comprehensive view of the sub-
ject, an ambition to put that into practice, and — of course — success in your studies. We
hope that you'll be as excited by the key issues of strategy as we are!

So, read on and good luck!

Gerry Johnson
Richard Whittington
Kevan Scholes
Duncan Angwin
Patrick Regnér
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PREFAGE

As a newly enlarged team of authors, we are delighted to offer this tenth edition of Exploring

Strategy. With sales of previous editions now over one million, we believe we have a well-tried

product. Yet the strategy field is constantly changing. For this edition, therefore, we have thor-

oughly refreshed each chapter, with new concepts, new cases and new examples throughout.

Here we would like to highlight five particular changes, while recalling some of the classic

features of the book.

The tenth edition’s principal changes are:

An increased focus on ownership: reflecting the growing importance of family, entrepre-
neurial and state-owned businesses around the world, this edition addresses the implica-
tions of different ownership models for strategy.

A new treatment of performance: given that business is so diverse today, this edition also
introduces a substantial discussion of how to assess the success of strategies.

An enhanced analysis of the non-market aspects of the environment: with politics and
regulations so important to business nowadays, we now give more space to analysing these
complex but vital elements of the environment.

More discussion of entrepreneurial strategies: with so many undergraduate and graduate
students interested in entrepreneurial careers, we have extended our discussion of entrepre-
neurship, with more focus on actual strategies.

Recognition of the need for organisational ambidexterity: in a world in which both effi-
ciency and innovation are so important, we stress now the need to exploit current capabili-
ties with one hand, while exploring for new capabilities with the other.

At the same time, Exploring Strategy retains its longstanding commitment to a comprehensive

and real-world view of strategy. In particular, this entails a deep concern for:

Process: we believe that the human processes of strategy, not only the economics of particu-
lar strategies, are central to achieving long-term organisational success. Throughout the
book, we underline the importance of human processes, but in particular we devote Part IIT
to processes of strategy formation, implementation and change.

Practice: we conclude the book with a chapter on the practice of strategy (Chapter 15), focused
on the practicalities of managing strategy. Throughout the book, we introduce concepts and
techniques through practical illustrations and applications, rather than abstract descriptions.
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PREFACE

The Strategy Experience simulation gives students a chance to apply the frameworks of the
book to a dynamic, realistic simulation of strategy in the advertising industry.

Many people have helped us with the development of this new edition. Steve Pyle has taken
leadership in coordinating the case collection. We have consulted carefully with our Advisory
Board, made up of experienced adopters of the book. Many other adopters of the book provide
more informal advice and suggestions — many of whom we have had the pleasure of meeting
at our annual teachers’ workshops. This kind of feedback is invaluable and we hope you will
keep the comments flowing. Also, our students and clients at Lancaster University, Oxford
University, Oxford Brookes, Stockholm School of Economics, Sheffield Hallam and the many
other places where we teach are a constant source of ideas and stimulus. We also gain from our
links across the world, particularly in Ireland, the Netherlands, Denmark, Sweden, France,
Canada, Australia, New Zealand, Hong Kong, Singapore and the USA. Many contribute
directly by providing case studies and illustrations and these are acknowledged in the text.

Finally, we thank those organisations that have been generous enough to be written up as
case studies. We hope that those using the book will respect the wishes of the case study organ-
isations and not contact them directly for further information.

Gerry Johnson (gerry.johnson@lancaster.ac.uk
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)
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EXPLORING
STRATEGY

This tenth edition of Exploring Strategy builds on the established strengths of this best-selling

textbook. A range of in-text features and supplementary features have been developed to

enable you and your students to gain maximum added value from the teaching and learning

of strategy.

Outstanding pedagogical features. Each chapter has clear learning outcomes, practical
questions associated with real-life illustrations and examples which students can easily
apply to what they have learnt.

Flexibility of use. You can choose to use either the Text and Cases version of the book, or — if
you don’t use longer cases (or have your own) — the Text-only version. The provision of Key
Debates, Commentaries and Strategy ‘Lenses’ allow you to dig deeper into the tensions and
complexity of strategy.

The two versions are complemented by a concise version of the text, Fundamentals of Strategy,

and instructors also have the option of further customising the text. Visit www.pearsoned.co.uk/
CustomPublishing for more details.

Up-to-date materials. As well as a new chapter on mergers, acquisitions and alliances, we
have fully revised the other chapters, incorporating new research and updating references
so that you can easily access the latest research.

Encouraging critical thinking. As well as the Strategy Lenses, we encourage critical think-
ing by ending each chapter with a ‘Key debate’, introducing students to research evidence
and theory on key issues of the chapter and encouraging them to take a view.

Our ‘three-circles’ model — depicting the overlapping issues of strategic position, strategic choices

and strategy in action — also challenges a simple linear, sequential view of the strategy process.

Case and examples. A wide range of Tllustrations, Case examples and (in the Text and Cases
version) longer Case studies are fresh and engage with student interests and day-to-day
experience. The majority of these are entirely new to this edition; we have extensively
revised the remainder. Finally, we draw these examples from all over the world and use
examples from the public and voluntary sectors as well as the private.

Teaching and learning support. You and your students can access a wealth of resources at
www.mystrategylab.com, including the following:
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EXPLORING STRATEGY

For students

The Strategy Experience simulation, which puts the students in the driving seat and
allows them to experience the real world of strategic decision making.

A personalised study plan that helps students focus their attention and efforts on the
areas where they're needed the most.

Flashcards and a multilingual glossary.

For instructors

An Instructor’s Manual which provides a comprehensive set of teaching support, includ-
ing guidance on the use of case studies and assignments, and advice on how to plan a
programme using the text.

PowerPoint slides.
A test-bank of assessment questions.

Classic cases from previous editions of the book.

In addition to the website, a printed copy of the Instructor’s Manual is also available.

® Teachers’ workshop. We run an annual workshop to facilitate discussion of key challenges
and solutions in the teaching of strategic management. Details of forthcoming workshops
can be found at www.pearsoned.co.uk/events.
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- Setting the scene

The ‘three-circles’ navigational
diagram shows where you are in

the three-part structure that
underpins the book.

Strategic

oy | RS

Key terms are identified at the —
beginning of each chapter.

Key terms
competences p. 70

dynamic capabilities p. 71
inimitable capabilites p. 77
organisational knowledge p. 80

strategic capabilities p. 71
swor p. o1

threshold capabilities p. 73
value p. 76

value chain p. 83

3

STRATEGIC CAPABILITIES

Learning outcomes

Afte reading this chapter you should be able to

ety tatccoabilis s of rgsonl esurces
and competences and how these relte to th strategies of
organisations <«

o Analyse how strategic capabilties might provide sustainable
‘competitive advantage on the basis of their Value, Rarity,
Iimitability and Organisational support (VRIO)

o Disgnose strategic capability by means of VRIO analysis,
benchmarking, value chain analysis, activity mapping and
SWOT analysis.

o Consider how managers can develop stategic capabiltes for
their organisations

MyStrategylab

MyStrategyLab s designed to help you make the most of your studies.
Visit www.pearsoned.co.ukimystrategylab to discover a wide range of
esources, including:

help you
* udio s video st pt the spolght n sty i the el

. Dmm glossaries and flashcards that provide helplul reminders when
| you're lookin fr some quick revision.

understood al
by the end of

-> Strategy in the real world

| ILLUSTRATION 1.2
Strategy statements

Samsung Electronics
At Samsung, we follow a simple business philosophy:
to devote our talent and technology to creating super-
for products and services that contribute to a better
global society.

Every day, our people bring this philosophy 1o life.
Our leaders search for the brightest talent from
around the world, and give them the resources they
need to be the best at what they do. The result i that
all of our products — from memory chips that help
businesses store vital knowledge to mobile phones.
that connect people across continents — have the
power to enrich lives. And that's what making a better
global society is all about.

As stated in its new motto, Samsung Electronics'
vision i, ‘Inspire the World, Create the Future'
This new vision reflects Samsung Electronics' com.
mitment to_inspiring its communities by leveraging.
Samsungs tiree key strengths: “New Technology,

Both Samsung Electronics, the Korean telecommunications, computing
and TV giant, and the Universi
publish a good deal about their strategies.

WHAT IS STRATEGY? 9

ity of Utrecht, a leading Dutch university,

Education targets

‘® Utrecht University will manage to retain third place
in the top six of [Dutch] general research
sities with the highest number of Bachelor's pro-
grammes rated good/excellent.

® The percentage of (permanent) lecturers with a
basic teaching qualification will grow from 20 per
cent in 1999 via 60 per cent in 2010 10 a pro-
jected total of 80 per cent in 2016

® By 2016, the number of scheduled contact hours
and other structural education-related hours in
full-time Bachelor's programmes will total 12
18 hours per weel

» The percentage of students enrolled in entrepren-
eurship courses will increase from 1 per cent in
2006, via 3 per cent in 2010 to a projected total
of 5 per cent in 2016.

Stuengths

7, and . As part
of this vision, Samsung has mapped out  specific
plan of reaching $400 billon n revenue and becoming.
one of the world's top five brands by 2020. To this
end, Samsung has also established three strategic
SNBSS T Y T
and Talent

T previous accomplishments, we
) b Gt iy (il
health, medicine, and  biotechnology. Samsung s
committed to being a creative leader in new markets
and becoming a trly No. 1 business going forward,

Utrecht Universi

, Strategic Plan 201216
The University's core mission is o: educate young
people; ran new generatons o researchers; produce
acadenics who have both specilist knowledge and
professiona skl conduct groundbreaking research:
and address social issues and work towards soling
them

A range of instruments.
for the professionalisaion
and assessment of teaching
saft,

R
model and a broadly
supported educational
cultre,

Inovative educational
developments that are
soped by st

un the country.

Thelargest Summer School
n Europe, sening as a centre
fo ntanatonaliation

‘Sources: it exocts o s com and the Unversty
o Ui Sstepc P, 3015-16, s

Questions.

1 Construct short strategy statements coverng the
goals, scope and advantage of Samsung and the
University o Utrecht. How much do the diferent
private-and public-sectr contexts matter?

2 Constructa srategy statement fo your own
organisaion (universty sports club o employer)
Wnat implications might this statement have for
your partcular course or department?

lllustrations showcase the application of
specific strategic issues in the real world so
you can identify and relate theory to practice.

— Learning outcomes enable
you to check that you have
| the major areas
the chapter.

Glastonbury: from hi

CAgE
EXAMPLE

Following on from Woodstock in 1969, many have been
inspired to create their own music festival. While some
of these events have come and gone, the longevity
and location of Fuji Rock Festival in Japan, Roskilde
in Denmark, Coachella in the USA, Rock al Parque in
Columbia illustrate the established international nature
of this market (see Table 1). One of the longest estab-
lished is Glastonbury Festival where, in 2013, the
Rolling Stones were added to the long lst of acts (from
Paul McCartney to Oasis) that have appeared there. It
started in 1970 when 1,500 hippy revllers paid £1
(€1.2; $1.5) for their ticket and gathered on a farm near
Glastonbury Tor to be plied with free milk and entertain-
ment from a makeshift stage. Now, Glastonbury s a
major international festival that attracts over 150,000
attendses. Without any information about the performers,
the 2013 festival tickets  priced at over £200 —

out within a few hours,

In those early days, the vision was developed by local
farmer, Michael Eavis, whose passion for music and
social principles led to a weekend of music as 2 means
of raising funds for good causes. It was a social mission
rooted in the hippy counter-culture of the 1960s and
events such as the Woodstock Festival. Today, the
Glastonbury Festival attendee finds that those early days

Table 1 International music festivals

ippy weekend to international festival

Steve Henderson, Leeds Metropolitan University

of hippy idealism are a long way off. The scale of the
organisation demands strong management to support the
achievement of the festival’s social aims

t fist, the statutory requirements for an event

A
held on private land were minimal. Jovial policemen
looked over hedges while recreational drugs were sold
from tables near the festival entrance as if this was
just a slightly unusual village féte. Needless to say, the
festival began to attract the attention of a number of
different groups, especially as legislation around the
running of events tightened. Eavis struggled vith local

Festival County Started Estimated capacity' 2013 pricing
Woodstock usa 1359 400,000 Priceffee
Giastontuny UK 1870 130,000 £205 (weckend)
ReadinglLeeds Festval UK 197171999 162,000 197.50
(weckend)
Roskilde Denmark 197 03,000 £195 (three days)
Rock am Ring/Rock im Park Germany 19851993 150,000 £150 (weekend)
Rock a Pargue Colombia 1995 88,000 Free
Benicassim Spain 1295 55,000 150 (fou cays)
V Festival - Weston Pariylands Park UK 1996 160,000 £185 (weekend)
Fuil Rock Japan 1297 More than 100,000 £305 (three days)
Coachella Usa 1399 75000 £220 (ivee days)
Peace & Love Sweden 1399 22000 £170 (v days)

Based o dally capacty
* Bl fom 1961 o 8 oz Festal

Source:Neil Lupins/Redarrs

The Case example at the end of each
chapter allows exploration of topics

covered in the chapt

er.
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-> Critical thinking and further study

60 CHAPTER 2 THE ENVIRONMENT

KEY DEBATE
How much does industry matter?

compete in.

4 good stat in sirategy must be to choose a profitabl industy to ===t

But does simply being in the right industry matter more

than having the right kinds of skills and resources?

This chapter has focused on the ole of the environment

tions or aggressive ing. Managers favouri
internal approach concenrate their attention inside the
organisation, fostering the skils of thir people or nurtur-
ing technologies, for eample. Because managerial time
is limited, there s a real rade-of to be made between
external and internal approaches.

chief advocate of the external approach is
Michae Porter, Professor at Harvard Business School and
founder of the Monitor Consulting Group. An influential
scepic of this approach s Richard Rumelt,  student at
Hanvard Business School but nawat Universty of Calfornia
Los Angeles. Porter, Rumelt and others have done a series
of empirical studies examining the relative importance of
industries ¢ performance.

Por cont of variance in prafiabity due o
1

& Ot
B cfects
s " B sy

30 W Fim

Rumelt Porter
& McGahan

The implication from this work s that firm-specific

found in Porter and McGahan's study of b
facturing and senvices suggests that industr’s impor-

Typically, these studies take a large sample of firms
and compare the extent to which variance in profitaily is

matter mare in some industries than others
Sores 1P o

as siz). I firms within the same industry tend to bunch

as manufacturing, they found a larger industry effect
(19 per cend)

Stategic

i 12, 0. 2 (1991, pp. 167-85; M.

Pt st AN, e hin “How mach ds ndusty mater ey
R

£ Prter and A, HcGanan, T

o et Sotge Ogaten . 1.

112003, pp. 75-108

Questions
1 Why might some industries have a larger
influence on their members’ profitability

than others?

2 What other factors might accaunt for
business unit profitability?

Work and Video assignments at the end
of each chapter provide stimulating
questions which encourage you to
explore key concepts and applications.

Commentaries at the
end of each part of the
book present a view of
strategy through four
‘lenses’ to help you see
strategic issues in
different ways.

The Key debate at the end of each chapter invites

you to reflect on topical and contentious questions

of strategy.

22 CHAPTER 1 INTRODUCING STRATEGY

SUMMARY

O Gty e e e W e e
organisation, the
i o thers gl s
‘@ Corporate-level strategy is concerned with an organisation’s overall scope; business-level strategy is con-
e with how to compete: and operational strutegy is concerned with how corporate- and business-
level strategies are actually delivered.
 The Exploring StrategyModel has three major elements: understanding the strategic position, making
g for the jana

o Strategy Pl
strategy consultans.

‘ Research on strategy context, content and process shows how the analy

cal perspectives of economics.

T e e e Sl ity vais by e i
cxample small husmcm ‘multinational or public sect

ategic issues are best rmm.uanmorpu;pmm

drxlgn it ity and o,

s exemplied by the four strategy lenses of

VIDEO ASSIGNMENTS Wip,

ssini

St s e et e o oty ot 1| SIS

1 Refer to section 1.2.3 and Illustration 1.2 as a guide and use the video to help you write
e e s o

B
B e e e o e

WORK ASSIGNMENTS

| Yo
Z:WGNMENT_;
* Denotes more advanced work assignmen
* Refers o a case study i the Text and Cases editon -
11 Drawing on lustation 1.2 as 2 gide, writ a srategy statement for an organisation o your choice
(e.2. the Glastonbury chapter case, or your university), drawing on strategy materials n th
organistion's annual report or website.

12 Using the Exploring Strategy Model of Figure 1.3, map key issues relating to strategic position,
strategic choices and strategy into action for the Lego case, Glastonbury, or an organisation with
which you are familiar (e.g. your university).

1.3 Go'to the website of one of the major strategy consultants such as Bain, the Boston Consulting

Group or McKinsey & Co. (se reference 5 below). What does the website tell you about the nature
of strategy consulting work? Would you enjoy that work?
L4% Using Figure 1.3 as a guide, show how the elements of strategic management differ in
(@) A small or family business (e.g. Adnams*, Feed Henry”, Leax" or Hotel du Vin'*)
(b) A large multinational business (e.g. Vodafone*, SABMiller, Unilever-).
(©) A non-profit organisation (e.g. AIDS Aliance*, GMB" or Queensiand Rail®)

COMMENTARY ON PART II

Part 1l

“strategy lenses”

atthe end of Part 1) cach propos

same four lenses to the issues raised in Part I focused on strategic choices. The four lenses

how
terin the success of various opions.

fore recommends you to

such as the Ansof

should be done again
differences: in

‘@ Consider all options: strategy choices should be made between

organisation and its member

se questions about

rganisations, and whatis likely to mat-

The design lens places high value on extensive information search and analysis for
generating sirategic options. Logical, optimal choices are important, The design lens there-

In this view, strategy develops incrementally based on the past history and culture of the
S0 the set of strategic options to choose f
be comprehensive and cultural factors can generate behaviours different from might be
expected on a simplistically rational point of view. You should therefore:

rom is unlikely to

@ Challenge standard responses: for example, just because a particular diversification option (Chapter
7) or international entry mode (Chapter 8) has always worked before, does not mean that the same

speed of competitors’ moves or mak

hapter 10), cooperating with aliance partners

(Chapter 10) or going international (Chapter 8), the experience lens suggests t s very important to

take account of the other organisation's history and culture, 25 well 2s more objective factors.
Adjust competitor analyss: if experience shapes strategy, simple analyses of compefitor interaction, as
S EEAGEE O IR e e i

the rationality por

a large initial range, with techniques

‘growth matrix (section 7.2) used to generate options.

‘@ Ensure fit between choice and purposes preferred options should be checked carefully for consistency
with the purpose, goals and objectives of the organisation (Chapter 4).

Maximise returns: the optimal chaice is one that maximises the returns on investment, whether that

is investment of capital or effort (Chapter 1)

STRATEGIC CHOICES

This C Partll Note that:
one lens, in order t0 get of view
‘@ For a deeper understanding of this Commentary. you might want 10 review the Part I Commentary, followin
Chapter 5, plusan

‘The emphasis here is on the variety and spontaneity of strategic options and their possible
origins in the organisational periphery. The variety lens is orientated towards innovation.
Thus the variety lens encourages you to
@ Lok beyond top management. from  variety lens point of view, the strategies generated by tog
M I vl S S el 5 i e
options, for instance by using ‘open innovation’ or ‘market pull' approaches (section 9.2
‘ Learn from acquisitions and partners: f the top has no monopoly of wisdom, exploring acquired
units or alliance partners (Chapter 10) for underappreciated initatives or capabilities might uncover
new strategic options going far beyond what was planned in the original acuisition or alliance
@ Expect surprises: in an environment liable to spontaneous innovation, you should be sensitive to the
potential for sudden ‘disruptive innovations' and consider holding a strong portfolio of 'real options’
(section 9.4).

DiSCOUSE ) pccording to ths lens, the strategic options tha rise to the surface will ypically be shaped
by the of and the of various
managers. The discourse lens recognises the power of language. S0 you should:

® Watch your language: attend to discursive framing of your strategic options, recognising the
emotional resonance of labels such as ‘star' and 'dog’,or *heartland' and ‘alien’, in portolio

nalyses for instance (Chapter 7) and the different meanings such labels might have in various
national cultures (Chapter 9).

Distrust others' language: sirategic options that draw heavily on apparently legitimate or fashionable.

discourses siich as synergy (Chapter 7), innovation and entrepreneurship (Chapter 9) or partnership.

TG A D e el G

self-interested m

o Look out /vrmanag!rm! interests: the discourse with which strategic options are framed may hide
cially in regard to sra h lated Nor

Sressve sauistions Chater 10) ettt pefo. by o Sarenodrs
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-> Check your understanding with (MyStrategyLab)

All key terms are included in the
Glossary, found in MyStrategyLab.
(The Glossary is also translated into
Chinese, Dutch, French, Norwegian
and Swedish.) You can also test your
understanding of these key terms
using Flashcards.

PEARSON

AIBICIDIEIEIGIHITINEILIMINIQIBIQIBISITIVININIZIXIZ
A

Acceptance agreging with and becoming committed to an influencing requast both atteudinally and bahaviourally, (Chapter 22}

gation of 3 o report back on thair discharge of the duties for which thiry are responsible. (Chapter 15)

Action team 3 team that executes brief performances that are repeated undér new conditions. 1ts membarns are techrically speciakzed, and need to
coordinate their mdivdudl contributions with each cther. (Chapter 13}

Activities in Homany's theory, tha physical and varbal and

angaged n by group membars. (Chagter 10)
Adaptive decisions decisions that require human judgement based on clanfied criteria and are mads using basi: quantitative decision tools. (Chapter 20}
Additive task & task whose sccomplishment depends on the sum of all group members” efforts. (Chapter 10}

a d by to provide tha latter with infermation for its own dacison-making. (Chapter 13
Aggregate 3 collaction of urrelated Deoph who happen to be in dose physical proxmity for 3 short panicd of tene. (Chapter 10}
Alienation feeings of powerlessness, meannglessness, nolation. and seff- work and

design. (Chapter 21

Need a little extra help? ——> |,

Self-assessment tests will help .
you to identify the areas where "
you need to improve.. . . "
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INTRODUCING STRATEGY

Learning outcomes
After reading this chapter you should be able to:

e Summarise the strategy of an organisation in a ‘strategy
statement’'.

e Distinguish between corporate, business and operational
strategies.

e ldentify key issues for an organisation’s strategy according to the
Exploring Strategy model.

e Understand different people’s roles in strategy work.

e Appreciate the importance of different organisational contexts,
academic disciplines and theoretical lenses to practical strategy
analysis.

[ MyStrategylLab ]

MyStrategyLab is designed to help you make the most of your studies.
Visit www.pearsoned.co.uk/mystrategylab to discover a wide range of
resources, including:

e A personalised Study plan that will help you understand core concepts

e Audio and video clips that put the spotlight on strategy in the real
world

e Online glossaries and flashcards that provide helpful reminders when
you're looking for some quick revision.




WHAT IS STRATEGY?

@ INTRODUCTION

trategy is about key issues for the future of organisations. For example, how should Apple,
Sprimarily a devices company, compete in the computer and tablet market with Google,
primarily a search company? Should universities concentrate their resources on research
excellence or teaching quality or try to combine both? How should a small video games pro-
ducer relate to dominant console providers such as Microsoft and Sony? What should an arts
group do to secure revenues in the face of declining government subsidies?

All these are strategy questions, vital to the future survival of the organisations involved.
Naturally such questions concern entrepreneurs and senior managers at the top of their
organisations. But these questions matter more widely. Middle managers also have to under-
stand the strategic direction of their organisations, both to know how to get top management
support for their initiatives and to explain their organisation’s strategy to the people they are
responsible for. Anybody looking for a management-track job needs to be ready to discuss
strategy with their potential employer. Indeed, anybody taking a job should first be confident
that their new employer’s strategy is actually viable. There are even specialist career opportu-
nities in strategy, for example as a strategy consultant or as an in-house strategic planner,
often key roles for fast-track young managers.

This book takes a broad approach to strategy, looking at both the economics of strategy and
the people side of managing strategy in practice. It is a book about ‘Exploring’, because the real
world of strategy rarely offers obvious answers. In strategy, it is typically important to explore
several options, probing each one carefully before making choices. The book is also relevant to
any kind of organisation responsible for its own direction into the future. Thus the book refers
to large private-sector multinationals and small entrepreneurial start-ups; to public-sector
organisations such as schools and hospitals; and to not-for-profits such as charities or sports
clubs. Strategy matters to almost all organisations, and to everybody working in them.

@ WHAT IS STRATEGY?*

In this book, strategy is the long-term direction of an organisation. Thus the long-term direc-
tion of Amazon is from book retailing to internet services in general. The long-term direction
of Disney is from cartoons to diversified entertainment. This section examines the practical
implication of this definition of strategy; distinguishes between different levels of strategy; and
explains how to summarise an organisation’s strategy in a ‘strategy statement’.

1.2.1 Defining strategy

Defining strategy as the long-term direction of an organisation implies a more comprehensive
view than some influential definitions. Figure 1.1 shows the strategy definitions of three lead-
ing strategy theorists: Alfred Chandler and Michael Porter, both from the Harvard Business
School, and Henry Mintzberg, from McGill University, Canada. Each points to important but
distinct elements of strategy. Chandler emphasises a logical flow from the determination of
goals and objectives to the allocation of resources. Porter focuses on deliberate choices, differ-
ence and competition. On the other hand, Mintzberg uses the word ‘pattern’ to allow for the
fact that strategies do not always follow a deliberately chosen and logical plan, but can emerge

3



4 CHAPTER 1 INTRODUCING STRATEGY

Figure 1.1 Definitions of strategy

‘the determination of the long-run goals and objectives of an
enterprise and the adoption of courses of action and the allocation of resource
necessary for carrying out these goals’

Alfred D. Chandler

‘Competitive strategy is about being different. It means deliberately choosing a
different set of activities to deliver a unique mix of value’

Michael Porter

? /e
‘a pattern in a stream of g ‘the long-term direction of an '
decisions’ g organisation’ ‘
|
Henry Mintzberg ' Exploring Strategy ’
WU U o e e

Sources: A.D. Chandler, Strategy and Structure: Chapters in the History of American Enterprise, MIT Press, 1963,
p. 13; M.E. Porter, What is Strategy?, Harvard Business Review, 1996, November-December, p. 60; H. Mintzberg,
Tracking Strategies: Towards a General Theory, Oxford University Press, 2007, p. 3.

in more ad hoc ways. Sometimes strategies reflect a series of incremental decisions that only
cohere into a recognisable pattern — or ‘strategy’ — after some time.

All of these strategy definitions incorporate important elements of strategy. However, this
book’s definition of strategy as ‘the long-term direction of an organisation’ has two advan-
tages. First, the long-term direction of an organisation can include both deliberate, logical
strategy and more incremental, emergent patterns of strategy. Second, long-term direction can
include both strategies that emphasise difference and competition, and strategies that recog-
nise the roles of cooperation and even imitation.

The three elements of this strategy definition — the long term, direction and organisation —
can each be explored further. The strategy of Vice Media illustrates important points (see
Mlustration 1.1):

® The long term. Strategies are typically measured over years, for some organisations a
decade or more. The importance of a long-term perspective on strategy is emphasised by the
‘three-horizons’ framework in Figure 1.2 (below). The three-horizons framework suggests
organisations should think of themselves as comprising three types of business or activity,
defined by their ‘horizons’ in terms of years. Horizon 1 businesses are basically the current
core activities. In the case of Vice Media, Horizon 1 includes the original Vice magazine.
Horizon 1 businesses need defending and extending but the expectation is that in the long
term they will likely be flat or declining in terms of profits (or whatever else the organisation
values). Horizon 2 businesses are emerging activities that should provide new sources of
profit. For Vice, that might include the new China business. Finally, there are Horizon 3
possibilities, for which nothing is sure. These are typically risky research and development



ILLUSTRATION 1.1
Vice pays

WHAT IS STRATEGY?

Beginning in 1994 as a government subsidised free ‘zine’ in Montreal, Vice

Media now pursues an ambitious strategy of diversification and globalisation.

Vice Media is a global business, with a declared
ambition to be the largest online media company in
the world. But at its heart is still the original print
magazine, Vice, specialising in fashion, music, life-
style and current affairs. With a good deal of nudity,
satire and violence, the magazine is regarded as edgy
by some, puerile by others. An early spin-off book,
The Vice Guide to Sex, Drugs and Rock and Roll,
gives an idea of its market position. Vice magazine is
paid for by advertising and distributed free via style-
conscious clothing retailers.

However, since the late 1990s, the company has
steadily diversified into a number of businesses,
including clothing retail, web video, a record label,
book publishing, live events, an advertising agency,
television and film production, and even a London
pub. By 2012, Vice Media was operating in 34 coun-
tries around the world. Revenues were approaching
$200 m, with an estimated company value of around
$1 bn (€750 m; £600 m).

The magazine had been started as a government
work-creation scheme by three friends with no
publishing experience, Suroosh Alvi, Gavin Mclnnes
and Shane Smith. The magazine had originally been
The Voice of Montreal, a newspaper for the local com-
munity. It soon drifted from its mission, and the three
founders each borrowed $5,000 Canadian (€4,000;
£3,000) to buy it out. It was said that the magazine
got its title ‘Vice’ because the Village Voice magazine
of New York threatened to sue them over its name.
True or not, Vice was a very good fit with the maga-
zine's provocative content and style.

Outside investors were soon attracted to the
magazine's strong connection with its youth audience.
The first investor was the Normal Network, which in
1998 bought one quarter of the group for $1 m (US),
implying a total value of $4 m. This injection of
capital allowed Vice to move its base to New York
and helped its diversification into clothing retail.
When Normal Network went bust in 2000, another
investor, Barrontech, stumped up more capital. In

2007, the media giant Viacom helped Vice into video.
This partnership was said to have provoked the
departure of co-founder Gavin Mclnness, distrustful
of corporate constraints on creative freedom. In 2011,
a consortium of external investors that included the
world’s largest advertising agency, WPP, injected a
sum rumoured at between $50 and $100 m. These
new funds helped launch Vice in China and India.
New ventures were also envisaged in gaming and
sports.

Co-founder Suroosh Alvi explained to the Financial
Times the advantages to advertising partners of Vice
Media’s wide range of businesses and territories:
‘Diversification of our media and pushing quality con-
tent through it on a global level has played massively
for us. It's created a deep engagement with our audi-
ence and made a compelling story for brand partners
as well, who are signing up platform-wide and doing
international buy-ins. It's a bit better than publishing
a magazine in a single territory.’

Vice's approach is informal, however. Another co-
founder, Shane Smith, recalled the early days: ‘We
didn’t have a business plan or any idea of what we
were doing. We just loved magazines and loved
making the magazine. And we didn’t have anything
else to do, so we kept doing it.” As for Vice today:
‘It's a totally insane working environment. It's like an
incestuous family. It's a weird culture and we love it.
Keeping that culture is one of our big challenges
going forward.’

Sources: National Post, 19 July 2000; Financial Times, 19 November
2009; Forbes, 1 January 2012.

Questions

1 How does Vice Media’s strategy fit with the
various strategy definitions of Alfred
Chandler, Michael Porter and Henry
Mintzberg (see Figure 1.1)?

2 What seems to account for Vice Media’s
success and is it sustainable?
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Figure 1.2 Three horizons for strategy

—

Horizon 3 > create viable options
Profit

—

Horizon 2 > build emerging businesses

—

Horizon 1 > extend and defend core business

Time (years)

Note: ‘profit’ on the vertical axis can be replaced by non-profit objectives; ‘business’ can refer to any set of
activities; ‘time’ can refer to a varying number of years.

Source: M. Baghai, S. Coley and D. White, The Alchemy of Growth, Texere Publishers, 2000. Figure 1.1, p. 5.

projects, start-up ventures, test-market pilots or similar: at Vice Media, these might be the
gaming and sports initiatives. For a fast-moving organisation like Vice Media, Horizon 3
might generate profits only a couple of years from the present time. In a pharmaceutical
company, where the R&D and regulatory processes for a new drug take many years, Horizon 3
might be a decade ahead. While timescales might differ, the basic point about the ‘three-
horizons’ framework is that managers need to avoid focusing on the short-term issues of
their existing activities. Strategy involves pushing out Horizon 1 as far as possible, at the
same time as looking to Horizons 2 and 3.

@ Strategic direction. Over the years, strategies follow some kind of long-term direction or tra-
jectory. The strategic direction of Vice Media is from the original print magazine to diversi-
fied youth media services. Sometimes a strategic direction only emerges as a coherent
pattern over time. Typically, however, managers and entrepreneurs try to set the direction
of their strategy according to long-term objectives. In private-sector businesses, the objective
guiding strategic direction is usually maximising profits for shareholders. However, profits
do not always set strategic direction. First, public-sector and charity organisations may set
their strategic direction according to other objectives: for example, a sports club’s objective
may be to move up from one league to a higher one. Second, even in the private sector profit
is not always the sole criterion for strategy. Thus family businesses may sometimes sacrifice
the maximisation of profits for family objectives, for example passing down the manage-
ment of the business to the next generation. The objectives behind strategic direction
always need close scrutiny.

® Organisation. In this book, organisations are not treated as discrete, unified entities.
Organisations involve complex relationships, both internally and externally. This is because
organisations typically have many internal and external stakeholders, in other words people
and groups that depend on the organisation and upon which the organisation itself
depends. Internally, organisations are filled with people, typically with diverse, competing
and more or less reasonable views of what should be done. At Vice Media, the three
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co-founders had clashed over corporate partnerships, leading to the departure of Gavin
Mclnness. In strategy, therefore, it is always important to look inside organisations and to
consider the people involved and their different interests and views. Externally, organisa-
tions are surrounded by important relationships, for example with suppliers, customers,
alliance partners, regulators and investors. For Vice Media, relationships with investors and
advertisers were crucial. Strategy therefore is also crucially concerned with an organisa-
tion’s external boundaries: in other words, questions about what to include within the
organisation and how to manage important relationships with what is kept outside.

Because strategy typically involves managing people, relationships and resources, the subject
is sometimes called ‘strategic management’. This book takes the view that managing is always
important in strategy. Good strategy is about the practicalities of managing as well as the
analysis of strategising.

1.2.2 Levels of strategy

Inside an organisation, strategies can exist at three main levels. Again they can be illustrated
by reference to Vice Media (Illustration 1.1):

o Corporate-level strategy is concerned with the overall scope of an organisation and how
value is added to the constituent businesses of the organisational whole. Corporate-level
strategy issues include geographical scope, diversity of products or services, acquisitions of
new businesses, and how resources are allocated between the different elements of the
organisation. For Vice Media, diversifying from the original magazine into retail, publishing
and video are corporate-level strategies. Being clear about corporate-level strategy is import-
ant: determining the range of businesses to include is the basis of other strategic decisions,
such as acquisitions and alliances.

o Business-level strategy is about how the individual businesses should compete in their
particular markets (for this reason, business-level strategy is often called ‘competitive
strategy’). These individual businesses might be standalone businesses, for instance entre-
preneurial start-ups, or ‘business units’ within a larger corporation (as the magazine is
within Vice Media). Business-level strategy typically concerns issues such as innovation,
appropriate scale and response to competitors’ moves. In the public sector, the equivalent
of business-level strategy is decisions about how units (such as individual hospitals or
schools) should provide best-value services. Where the businesses are units within a larger
organisation, business-level strategies should clearly fit with corporate-level strategy.

e Operational strategies are concerned with how the components of an organisation deliver
effectively the corporate- and business-level strategies in terms of resources, processes and
people. For example, Vice Media had to keep raising external finance to fund its rapid growth:
its operational strategy is partly geared to meeting investment needs. In most businesses,
successful business strategies depend to a large extent on decisions that are taken, or activ-
ities that occur, at the operational level. Operational decisions need therefore to be closely
linked to business-level strategy. They are vital to successful strategy implementation.

This need to link the corporate, business and operational levels underlines the importance of
integration in strategy. Each level needs to be aligned with the others. The demands of integrat-
ing levels define an important characteristic of strategy: strategy is typically complex, requiring
careful and sensitive management. Strategy is rarely simple.

7
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1.2.3 Strategy statements

David Collis and Michael Rukstad?” at the Harvard Business School argue that all entrepreneurs
and managers should be able to summarise their organisation’s strategy with a ‘strategy state-
ment’. Strategy statements should have three main themes: the fundamental goals (mission,
vision or objectives) that the organisation seeks; the scope or domain of the organisation’s
activities; and the particular advantages or capabilities it has to deliver all of these. These
various contributing elements of a strategy statement are explained as follows, with examples
in Mlustration 1.2:

e Mission. This relates to goals, and refers to the overriding purpose of the organisation. It is
sometimes described in terms of the apparently simple but challenging question: ‘what busi-
ness are we in?’. The mission statement helps keep managers focused on what is central to
their strategy.

e Vision. This too relates to goals, and refers to the desired future state of the organisation.
It is an aspiration which can help mobilise the energy and passion of organisational
members. The vision statement, therefore, should answer the question: ‘what do we want
to achieve?’.

® Objectives. These are more precise and ideally quantifiable statements of the organisation’s
goals over some period of time. Objectives might refer to profitability or market share targets
for a private company, or to examination results in a school. Objectives introduce discipline
to strategy. The question here is: ‘what do we have to achieve in the coming period?’.

® Scope. An organisation’s scope or domain refers to three dimensions: customers or clients;
geographical location; and extent of internal activities (‘vertical integration’). For a univer-
sity, scope questions are twofold: first, which academic departments to have (a business
school, an engineering department and so on); second, which activities to do internally
themselves (vertically integrate) and which to externalise to subcontractors (e.g. whether
to manage campus restaurants in-house or to subcontract them).

® Advantage. This part of a strategy statement describes how the organisation will achieve
the objectives it has set for itself in its chosen domain. In competitive environments, this
refers to the competitive advantage: for example, how a particular company or sports club
will achieve goals in the face of competition from other companies or clubs. In order to
achieve a particular goal, the organisation needs to be better than others seeking the same
goal. In the public sector, advantage might refer simply to the organisation’s capability in
general. But even public-sector organisations frequently need to show that their capabilities
are not only adequate, but superior to other rival departments or perhaps to private-sector
contractors.

Collis and Rukstad suggest that strategy statements covering goals, scope and advantage should
be no more than 35 words long. Brevity keeps such statements focused on the essentials and
makes them easy to remember and communicate. Thus for Vice Media, a strategy statement
might be: ‘to build the world’s largest online media group, focused on youth and with competitive
advantages in terms of the diversity and international range of our businesses and the strength
of our relationships with key partners’. The strategy statement of American financial advisory
firm Edward Jones is more specific: ‘to grow to 17,000 financial advisers by 2012 by offering
trusted and convenient face-to-face financial advice to conservative individual investors
through a national network of one-financial adviser offices’. Of course, such strategy statements



ILLUSTRATION 1.2
Strategy statements

WHAT IS STRATEGY?

Both Samsung Electronics, the Korean telecommunications, computing

and TV giant, and the University of Utrecht, a leading Dutch university,
publish a good deal about their strategies.

Samsung Electronics

At Samsung, we follow a simple business philosophy:
to devote our talent and technology to creating super-
ior products and services that contribute to a better
global society.

Every day, our people bring this philosophy to life.
Our leaders search for the brightest talent from
around the world, and give them the resources they
need to be the best at what they do. The result is that
all of our products — from memory chips that help
businesses store vital knowledge to mobile phones
that connect people across continents — have the
power to enrich lives. And that's what making a better
global society is all about.

As stated in its new motto, Samsung Electronics’
vision . . . is, ‘Inspire the World, Create the Future’.
This new vision reflects Samsung Electronics’ com-
mitment to inspiring its communities by leveraging
Samsung’s three key strengths: ‘New Technology’,
‘Innovative Products’, and ‘Creative Solutions’. As part
of this vision, Samsung has mapped out a specific
plan of reaching $400 billion in revenue and becoming
one of the world’s top five brands by 2020. To this
end, Samsung has also established three strategic
approaches in its management: ‘Creativity’, ‘Partnership’,
and ‘Talent’.

As we build on our previous accomplishments, we
look forward to exploring new territories, including
health, medicine, and biotechnology. Samsung is
committed to being a creative leader in new markets
and becoming a truly No. 1 business going forward.

Utrecht University, Strategic Plan 2012-16

The University’s core mission is to: educate young
people; train new generations of researchers; produce
academics who have both specialist knowledge and
professional skills; conduct groundbreaking research;
and address social issues and work towards solving
them.

Education targets

@ Utrecht University will manage to retain third place
in the top six of [Dutch] general research univer-
sities with the highest number of Bachelor’s pro-
grammes rated good/excellent.

® The percentage of (permanent) lecturers with a
basic teaching qualification will grow from 20 per
cent in 1999 via 60 per cent in 2010 to a pro-
jected total of 80 per cent in 2016.

® By 2016, the number of scheduled contact hours
and other structural education-related hours in . ..
full-time Bachelor's programmes will total 12-
18 hours per week.

@ The percentage of students enrolled in entrepren-
eurship courses will increase from 1 per cent in
2006, via 3 per cent in 2010 to a projected total
of 5 per cent in 2016.

Strengths

A university-wide education
model and a broadly
supported educational
culture.

A broad range of instruments
for the professionalisation
and assessment of teaching
staff.

The largest Summer School
in Europe, serving as a centre
for internationalisation.

Innovative educational
developments that are
adopted by institutions
around the country.

Sources: Edited extracts from www.samsung.com and the University
of Utrecht Strategic Plan, 2012-16, www.uu.nl.

Questions

1 Construct short strategy statements covering the
goals, scope and advantage of Samsung and the
University of Utrecht. How much do the different
private- and public-sector contexts matter?

2 Construct a strategy statement for your own
organisation (university, sports club or employer).
What implications might this statement have for
your particular course or department?
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