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WELCOME TO'
FUNDAMENTALS OF STRATEGY

Strategy is a crucial subject. It's about the overall direction 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 of tomorrow, you will be involved in shaping, implementing or communicating these strategies.

Our aim in writing Fundamentals of Strategy is to give you a clear understanding of the fundamental issues
and techniques of strategy, and to help you get a great final result in your course. Here's how you might make
the most of the text:

e Focus your time and attention on the fundamental areas of strategy in just 10 carefully selected chapters.

e Read the illustrations and the case examples to clarify your understanding of how the concepts of strategy
translate into an easily recognisable, real-world context.

e Follow up on the recommended key readings at the end of each chapter. They're specially selected as
accessible and valuable sources that will enhance your learning and give you an extra edge in your course
work.

Fundamentals of Strategy is available with MyStrategylLah, and you can register at www.mystrategylab.com’ to
find essential student learning material including:

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

e Video resources, including author videos on key concepts and case studies that put a spotlight on strategy
in practice.

Also available is:

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 performance. Choose wisely!

We want Fundamentals of Strategy to give you what you need: a clear and concise view of the subject, an
ambition to put that into practice, and — of course — success in your studies. We hope that you'll be just as
intrigued 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

*P.S. In order toilog in to the website, you’ll need to reglster with the access code mcluded in the access card or
you can purchase access online at www. myslrategylab com. x:

-
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Gerry Johnson, BA, PhD, is Emeritus Professor of Strategic Management at Lancaster University School of
Management. He has also taught at Strathclyde Business School, Cranfield School of Management,
Manchester Business School and Aston University. He is the author of numerous books and his research
has been published in many of the world’s foremost management journals. He is also a partner in the
consultancy partnership Strategy Explorers (see www.strategyexplorers.com), where he works on issues of
strategy development and strategic change.

Richard Whittington, MA, MBA, PhD, is Professor of Strategic Management at the Said Business School,
University of Oxford. He is author or co-author of nine books and is Associate Editor of the Strategic Management
Journal. He has had full or visiting positions at the Harvard Business School, HEC Paris, Imperial College
London, the University of Toulouse and the University of Warwick. He is a partner in Strategy Explorers
and active in executive education and consulting. His current research focuses on strategy practice.

Kevan Scholes, MA, PhD, DMS, CIMgt, FRSA, is Principal Partner of Scholes Associates, specialising in stra-
tegic management. He is also Emeritus Professor of Strategic Management and formerly Director of the
Sheffield Business School. He has extensive experience of teaching strategy internationally as well as
working in the private and public sector. He is a Companion of The Chartered Management Institute.

Duncan Angwin, MA, MPhil, MBA, PhD, is Professor of Strategy at Oxford Brookes University. He is author of
six books and over 40 journal articles and serves on several editorial boards. He sits on the advisory board
of the M&A research centre, Cass Business School, London and on the Academic Council of ENPC Paris.
He is active internationally in executive education and consulting, His current research focuses on mergers
and acquisitions, strategy practice and international management.

Patrick Regnér, BSc, MSc, PhD, is Professor of Strategic Management at Stockholm School of Economics.
He has published numerous articles in leading academic journals in the US and Europe and he serves on
several editorial boards. He has extensive experience of teaching strategy internationally on all academic
levels. He is a Senior Advisor at a strategy advisory firm and conducts executive training and consulting
with leading organisations worldwide. His research interests are in strategy creation and change and inter-
national management.

Follow the authors’ latest comments on the strategy issues of this book at https:/twitter.com/ExploreStrategy.
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FUNDAMENTALS OF STRATEGY ONLINE

A wide range of supporting resources are available at:

MyStrategylLab

Register to create your own personal account using the access code supplied with your copy
of the book,” and access the following teaching and learning resources:

Resources for students
e A dynamic eText of the book that you can search, bookmark, annotate and highlight as
you please

o Self-assessment questions that identify your strengths before recommending a personalised
study plan that points you to the resources which can help you achieve a better grade

e Author videos explaining key concepts in the book

e Video cases that show managers talking about strategic issues in their own organisations
e Revision flashcards to help you prepare for your exams

e A multi-lingual online glossary to help explain key concepts

e Guidance on how to analyse a case study

e Links to relevant sites on the web so you can explore more about the organisations
featured in the case studies

e Classic cases — over 30 case studies from previous editions of the book

Resources for instructors

e Instructor’'s manual, including extensive teaching notes for cases and suggested teaching
plans

o PowerPoint slides, containing key information and figures from the book

e Secure testbank, containing over 600 questions

For more information, please contact your local Pearson Education sales representative or
visit www.mystrategylabh.com

*If you don’t have an access code, you can still access the resources by purchasing access online.
Visit www.mystrategylah.com for details. A sample selection of these resources is also available at
www.pearsoned.co.uk/fos2
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ABOUT FUNDAMENTALS
. OF STRATEGY
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Based on the tenth edition of the market-leading Exploring Strategy, this book concentrates
on the fundamental issues and techniques of strategy. The book will particularly suit those on
short courses in strategy focused on strategy analysis, or studying strategy as part of a wider
degree, perhaps in the sciences or engineering. Students can be sure that they have the essential
materials in this book, while knowing that they can easily go deeper into particular topics by
referring to the complete Exploring Strategy. There they will find extended treatments of the
issues covered here, as well as greater attention to issues of strategy development and change
and the role of the strategist. Exploring Strategy also offers more cases and deeper exploration
of issues through ‘key debates’, ‘strategy lenses’ and ‘commentaries’. (A brief contents of
Exploring Strategy can be found on pp. xiv and xv.’

Teachers familiar with Exploring Strategy will find that the definitions, concepts and the
content of Fundamentals of Strategy are entirely consistent, making it easy to teach courses
using the different books in parallel.

Fundamentals of Strategy has ten chapters, with the emphasis on what Exploring Strategy
terms the ‘strategic position’ and ‘strategic choices’ facing organisations. Under ‘strategic
position’, Fundamentals introduces environmental analysis, strategic capability and strategic
purpose (which includes a discussion of culture and strategy). Under ‘strategic choices’, the
book addresses business-level strategy, corporate-level strategy, international strategy, strat-
egy innovation and mergers and acquisitions. The final tenth chapter, ‘Strategy in action’,
raises implementation issues such as organisational structure, management processes and
strategic change. There is also an appendix providing the bases of strategy evaluation.

We believe that Fundamentals of Strategy brings the proven benefits of Exploring Strategy
to the growing number of students on shorter courses. We hope that you will enjoy using it too.

A guide to getting the most from all the features and learning materials of Fundamentals
of Strategy follows this preface.

Gerry Johnson
Richard Whittington
Kevan Scholes
Duncan Angwin
Patrick Regnér

April 2014
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. GETTING THE MOST FROM
FUNDAMENTALS OF STRATEGY

Fundamentals of Strategy builds on the established strengths of Exploring Strategy, proven
over ten best-selling editions. A range of in-text features and supplementary resources have
been developed to enable you and your students to gain maximum added value to the teach-
ing and learning of strategy.

e Outstanding pedagogical features. Each chapter has clear learning outcomes, definitions
of key concepts in the margins, practical questions associated with real-life Illustrations,
and concise end-of-chapter case examples through which students can easily apply what
they have learnt.

e Up-to-date materials. Fundamentals of Strategy is based on the latest 10th edition of
Exploring Strategy. Our references are up to date, so that you can easily access the latest
research. Cases and examples are fresh and engage with student interests and day-to-day
experience.

e Range of examples. This edition maintains the wide range of examples used in the text,
Tllustrations and cases. We draw from all over the world, with no bias to North America,
and use examples from the public and voluntary sectors as well as the private.

Fundamentals of Strategy does not include any longer cases. If you wish to supplement
the book with any of the case studies included in Exploring Strategy, please consult your
local Pearson Education representative to find out what their Custom Publishing pro-
gramme can do for you.

e Attractive text layout and design. We make careful use of colour and photography to
improve clarity and ease of ‘navigation’ through the text. Reading the text should be an
enjoyable and straightforward process.

e Teaching and learning support. If you are using MyStrategyLab you and your students
can access a wealth of resources at www.mystrategylah.com, including the following:

Resources for students

o A dynamics eText

o Self-assessment questions

o Author video discussions

o Video cases and author videos
o Revision flashcards

o A multi-lingual glossary

« Links to relevant websites

o Classic cases



GETTING THE MOST FROM FUNDAMENTALS OF STRATEGY

Xiv

Resources for lecturers

« Instructor’s manual
« PowerPoint slides
o A testbank of assessment questions

This book is available with an access card for MyStrategyLab, but if your book did not come
with an access card you can purchase access online at www.mystrategylab.com. There is also
a companion website available at www.pearsoned.co.uk/fos2 which contains a sample selection
of these materials.

e Video resources are available on line. These have been specially created for in-class use
and contains briefings on key concepts by the authors, and material to support video
assignments identified at the end of each chapter of Fundamentals of Strategy.

1 Author videos include:
Introducing Strategy, The Environment, Strategic Capabilities, Organization Culture,
Competitive Strategy, Corporate Strategy, International Strategy, Innovation Strategy,
Mergers, Acquisitions and Alliances, Strategic Change, Integration and Case Studies.
2 Video case studies include:
British Heart Foundation, Nationwide and Pearson, CISCO, South Western Ambulance
Trust and Love Da Pop.

You can order and find out more about these resources from your local Pearson Education
representative (WwWw.pearsoned.co.uk/replocator).

e 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/strategyworkshop.

e Complementary textbooks. Exploring Strategy provides deeper and more extensive cover-
age of the theory and practice of strategy. A brief table of contents from the tenth edition
is listed below:

1 Introducing strategy
Part | THE STRATEGIC POSITION

2 The environment

3 Strategic capabilities

4 Strategic purpose

5 Culture and strategy
Commentary The strategy lenses

Part Il STRATEGIC CHOICES

6 Business strategy
7 Corporate strategy and diversification
8 International strategy
9 Innovation and entrepreneurship
10 Mergers, acquisitions and alliances
Commentary on Part II Strategic choices



GETTING THE MOST FROM FUNDAMENTALS OF STRATEGY

Part Il STRATEGY IN ACTION

11 Evaluating strategies
12 Strategy development processes
13 Organising for success
14 Leading strategic change
15 The practice of strategy
Commentary on Part III Strategy in action

XV
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Setting the scene

Learning outcomes enable
you to check that you have ¥
understood all the major areas
by the end of the chapter.

_—

*INTRODUCING

- STRATEGY

Learning outcomes

Ater reading this chapter you should be able to

Exploring Strategy model.

Key terms

business-level strategy p. 6

strategy p. 2

operational strategies p. 7 e
strategic choices p. 11

gy

« Summarise the strategy of an organisation in a 'strategy statement
« Distinguish between corporate, business and operational strategies.
« Identify key issues for an organisation’s strategy according to the.

stategic position p. 10

p.7
orizons framework p. 3

‘Strategy in the real world

CHAPTER S BUSINESS STRATEGY.

ILLUSTRATION 5.1

easyCouncils: a not so easy low-cost strategy

‘The London Borough of Barnet has chosen a budget airline model for its services, on the
lines of easylet.

00 EI38 O F B

There is  real danger of problems in the local con.-
munity and that vlnerable people willose out. People
‘Who are dependent on care services may fnd that they
aren't there at the same quality as before.

None the fess, the new low-cost strategy was launched

London it ppiaion of oot 500,000 o f Unfortunately, the costs of retaining staf,

the pioneers.

“The Consenative borough council was led at the time.
by a former PuC management consultant, Mike Freer.
2 context of fallng cental gosernment subsides, and
vantin o s ol e, he council vas kgt
aut a year

1 2008, e counc faunched a onstatin e

ailines al ers to pay exta or priorty board-  son s eentioes e for ff

ut a relentless drive for effciency, so it i absurd
in, n future householdrs il be abe to pay e 114 % (S0 N STAOn 9 8 St
1o ump the quee in order to get faser fesponses CL 1 A TP e e

extensions. Similrly, as aifline passengers can choose.

ot (and pay accordingy),

users of adult sacial care will be allowed to choose

their own options. Freer explained to the Guardiar:
“Inthe past we would dothings fo our residents rather ['ve 10 doubt this wil gve us the most efficent pro-
than leting them choose for themselves. We would tell cess and the greatest long-term savings.

rese. Guardan, 27 hugust 2005, Guardan, 26 Octoter 2010,

o ot 33 S 015

car ey et s e ot and e emte | Questons
bl I they sy, “Frankly, 4 e 2 weekend in
Sashoune (s hldey resrl hey san b

1 What e the acvantages and disadvantages of
this approach 1o low-cost council services?

Oppositon Labour leader Alson Moore Warned i1 the | 3. 1y gt sense do borough courcils compete”
Guardian:
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The case example
at the end of each
chapter allows
exploration of
topics covered in
the chapter.

—— lllustrations

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

Rovio Entertainment:

isney of the smart phone age?
1 hapm, Moo Busivss S

Da
Richard Whittinglon, Said Business School

Introduction

Rovio Entertainment Ltd is most famous for its Angry

of 2012, Peter Vesterbacka told Wired magazine that
e e
T A T T

The team

Rovio was founded in 2003 by Nikias Hed and two class-
mates at Helsinki Universiy of Technology ater they won

game-development compettion sponsore by Nokia and
Hewlett Packard. The company initialy dd wellin work-
for-hire jobs, developing games for Electonic Arts, Nokia
and Real Networks. Niklas's cousin Mikael Hed, with an
MBAfrom Tulane Uriverity inthe USA, soon oined. Mikel's
father, Kaj e, had been  successful software entrepreneu,
e i (o
Kaj Hed inve

Souce otr ParkAFP Gety Images.

pany afer a owwith hisfather, Kaj, whom he accused of
being over-contrlling. By 2008, Rovio had had to siash
employment from 50 to just 12. But in 2009, Mikael
carme back, making peace with his father and sensing an
opportunity with the new Apple iPhane and its App Store.
The combination of the sirking Angry Birds characters
with the success of the Apple Phone finaly created
winning formule

Rovio used Chillingo, a well.connected Britsh games,
publisher, o negotiate a deal with Apple and push Angry
Birds o world markets. In February 2010, Chillingo
peruadd Ayl o fstur hrgy Bcs s te game of
the week on

Catan o sl ouns 70 pr ot oo gy b

the company's ambition was o create a major game suc-
cess of ts own. Niklas Hed thought it would take about
15 tres to create a world-beater, but Angry Birds turned

but Angry Birc
out to be Rovio's 52nd attempt. Meanwhile, there were
clashes over strategy. In 2005 Mikael Hed Ieft the com-

204

kv ' s Wiy o o
it was 109 of the US charts as el Chilingo was bought
by Electronic Ats during 2010, and Rovio declared that
it would no fonger use any publishing intermediaries. In
October, 2010, Rovio launched the free Android Angry
Birds, winning two million downloads in three days. By
2011, Angry Birds and it various branded spin-ofs had
eamed €50 m, on the back of a game which originally
cost only €100,000 to develop.

In March 2011 Mikael Hed was cautiously excited,

that we are walking. We should be runing




‘Checking your understanding

CHAPTER 2 THE ENVIRONMENT

['summary )

« Environmental influences can be thought of as layers around an organisation, with the

ts discussed in this chapter please visit
d clck on ‘Author strategic management'.

['vineo TS )

Ifyouare tuseful Pearson
case study for Chapter 2

1 Using the PES

shape at the Nationwide Building Society.

2 Howis the nature ompeitors likely to change with the evolving nature of the
B

P
what eritical likely to p

( KEY READINGS )

Chapter summaries
—— recap and reinforce
the key points to
take away from the

chapter.

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

Video cases enable you to engage with and learn

GUIDED TOUR

’
-

L
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I |
'STRATEGIC
' CAPABILLITIES

Learning outcomes

After reading this chapter you should be able to
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CHAPTER 1 INTRODUCING STRATEGY

1.1 INTRODUCTION

Strategy is about key issues for the future of organisations. For example, how should Apple,
primarily 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 much more widely. Middle managers 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 organisational strategy to their staff. Anybody look-
ing 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 opportunities in strategy, for example
as a strategy consultant or as an in-house strategic planner, often key roles for fast-track
young managers. Investors too need to understand strategy if they are to evaluate the viability
of the businesses they invest in. Bankers need to understand the strategies of the businesses
they lend to.

This book addresses the fundamental strategic issues important to managers, employees,
consultants, investors and bankers. It takes a broad approach to strategy, looking at both
the economics of strategy and the people side of managing strategy in practice. Fundamentals
of Strategy is 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.

1.2 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



1.2 WHAT IS 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

S )
p
‘a pattern in a stream ‘the long-term direction of
of decisions’ an organisation’
Henry Mintzberg Exploring Strategy
=

Figure 1.1 Definitions of strategy

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.

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,
difference 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 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 advantages.
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 recognise 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
Illustration 1.1):

e 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
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ILLUSTRATION 1.1 Vice pays

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, lifestyle
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, includ-
ing 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 countries 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 publish-
ing experience, Suroosh Alvi, Gavin McInnes and Shane
Smith. The magazine had originally been The Voice
of Montreal, a newspaper for the local community. 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 magazine'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 MclInness, 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 audience
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)7

2 What seems to account for Vice Media's
success and is it sustainable?
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——

Horizon 3 > create viable options
Profit

—

Horizon 2 > build emerging businesses

—
Horizon 1 > extend and defend core business

Time (years)

Figure 1.2 Three horizons for strategy

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.

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 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.

e Strategic direction. Over the years, strategies follow some kind of long-term direction or
trajectory. The strategic direction of Vice Media is from the original print magazine to
diversified 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 objec-
tive 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 some-
times sacrifice the maximisation of profits for family objectives, for example passing down
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the management of the business to the next generation. The objectives behind strategic
direction always need close scrutiny.

e 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 organisa-
tion 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 co-founders had clashed over corporate partnerships, leading to the departure of
Gavin McInness. In strategy, therefore, it is always important to look inside organisations
and to consider the people involved and their different interests and views. Externally,
organisations 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 organisation’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 sub-
ject 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):

e 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, publish-
ing and video are corporate-level strategies. Being clear about corporate-level strategy is
important: determining the range of businesses to include is the basis of other strategic
decisions, such as acquisitions and alliances.

e 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
entrepreneurial 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.
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o 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 activities 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
integrating levels define an important characteristic of strategy: strategy is typically complex,
requiring careful and sensitive management. Strategy is rarely simple.

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
statement’. 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. Goals
are discussed further in Chapter 4, but meanwhile these three strategy statement themes are
explained as follows, with examples in Illustration 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
business 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?

e 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?’

e 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).

e 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
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ILLUSTRATION 1.2

Strategy statements

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 superior
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’ commitment 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 bn
in revenue and becoming one of the world’s top five
brands by 2020. To this end, Samsung has also estab-
lished 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

e Utrecht University will manage to retain third place in
the top six of [Dutch] general research universities

with the highest number of Bachelor’'s programmes
rated good/excellent.

e 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 projected total
of 80 per cent in 2016.

e 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.

e The percentage of students enrolled in entrepreneur-
ship 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

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

e |nnovative educational developments that are adopted
by institutions around the country.

® A broad range of instruments for the professionalisa-
tion and assessment of teaching staff.

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

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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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 state-
ment 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 are not always fulfilled. Circumstances may change in unexpected
ways. In the meantime, however, they can provide a useful guide both to managers in their
decision making and to employees and others who need to understand the direction in
which the organisation is going. The ability to give a clear strategy statement is a good test of
managerial competence in an organisation.

As such, strategy statements are relevant to a wide range of organisations. For example, a
small entrepreneurial start-up can use a strategy statement to persuade investors and lenders
of its viability. Public-sector organisations need strategy statements not only for themselves, but
also to reassure clients, funders and regulators that their priorities are the right ones.
Voluntary organisations need persuasive strategy statements in order to inspire volunteers
and donors. Thus, organisations of all kinds frequently publish materials relevant to such
strategy statements on their websites or annual reports. Illustration 1.2 provides published
materials on the strategies of two very different organisations: the technology giant Samsung
from the private sector and the Dutch University of Utrecht from the public sector.

1.3 THE EXPLORING STRATEGY MODEL

This book draws on a three-part model of strategy that emphasises the interconnected nature
of strategic issues. The Exploring Strategy Model includes understanding the strategic position
of an organisation; assessing strategic choices for the future; and managing strategy in action.
Figure 1.3 shows these elements and defines the broad coverage of this book. However,
this book concentrates on the fundamental strategic issues involved in strategic position and
strategic choices, treating strategy in action more briefly (our related book Exploring Strategy
explores this third set of issues in detail). The following sections of this chapter introduce the
strategic issues that arise under each of these elements of the Exploring Strategy Model.
Figure 1.3 could show the model’s three elements in a linear sequence - first understanding
the strategic position, then making strategic choices and finally turning strategy into action.
Indeed, this logical sequence is implicit in the definition of strategy given by Alfred Chandler
(Figure 1.1) and many other textbooks on strategy. However, as Henry Mintzberg recognises,



