
Week 5: Strategy 
 

 
 

• Strategy 
o Definitions: 

§ Strategy is the direction and scope of an organisation over the long 
term, which achieves advantage in a changing environment through its 
arrangement of resources and capabilities with the aim of fulfilling 
stakeholder expectations. 

§ Strategy is an integrated, overarching concept of how the business will 
achieve its objectives. 

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

o Components: 
§ Complexity 
§ Uncertainty 
§ Operational decisions 
§ Integration 
§ Relationships and networks 
§ Change 

o Levels: 
§ Corporate-level strategy: Concerned with overall scope of an 

organisation (as a whole) and how value will be added to the different 
parts (business units) of the organisation 

§ Business-level strategy: About how to compete successfully in 
particular markets 

§ Operational strategies: Concerned with how the component parts of an 
organisation deliver effectively the corporate- and business-level 
strategies in terms of resources, processes and people 

o Strategic Management Process: 



 
 

• Porter’s Generic Strategies 
o Draws on 5 forces 
o Porter (1980) argued that there are 3 internally consistent generic strategies 

that allow an organisation to outperform competitors in the long-run 
§ Overall cost leadership 
§ Differentiation 
§ Focus 

 

 
 

o Cost leadership strategy 
§ Aim: A firm which finds and exploits all sources of cost advantage 

and aims at a sustainable cost leadership strategy. 
§ Preconditions: 

• Customer’s price sensitivity 
• Identification of ‘optimal’ economy of scale 
• Preferential access to technology, raw materials, distribution 

channels 
§ Risks: 

• Technological changes that outdate model 
• Risk of imitation by new entrants 
• Excessive concern on cost minimisation leads to lowering 

customer value creation 
• Vulnerable to predictable and unpredictable macro-level focus 



 
o Differentiation strategy 

§ Aim: A firm seeking to be unique in its industry along with some 
dimensions of its product or service that are widely valued by 
customers 

§ Preconditions: 
• Customer’s price indifference 
• Possible to distinguish based on quality, reliability and service 

§ Risks: 
• Maturity of industry/market 
• Paid cost is more than unseen cost (inconvenience, uncertainty, 

and potential unpleasantness associated with the purchase 
process) 

• Easy to lag behind competitors 
 

o Focus strategy 
§ Aim: A firm seeks a narrow competitive scope, selects a segment or a 

group of segments in the industry and tailors its strategy to serving 
them to the exclusion of others 

• Cost focus 
• Differentiation focus 

§ Preconditions: 
• Heterogenous (diverse) customer need 
• Lack of synergies (interactions/cooperation) between the value 

chains associated with the product offering 
§ Risks: 

• Highly vulnerable to changes and moves of players at every 
single level 

 
o Critiques and limitations of Generic Strategies 

§ Porter suggested that organisations must select one strategy or be 
‘stuck in the middle’ 

• Many scholars have found that successful organisations often 
employ ‘Hybrid Strategies’ where they combine generic 
strategies 

• Porter himself accepted that Hybrid Strategies could exist 
§ Doesn’t talk about implementation 

 
• Hambrick and Frederickson’s (2001) Strategic Diamond 

Strategic diamond solves the missing connection between framework and outcome. 
o Businesses must have a single, unified strategy, consisting of parts/elements 

which are Arenas, Vehicles, Differentiators, Staging and Economic Logic. 
 



 
 

o Arenas 
§ Where will we be active? 

• Which product categories? 
• Which market segments? 
• Which geographical areas? 
• Which core technologies? 
• Which value-adding stages (e.g. product design, 

manufacturing, selling, servicing, distribution)? 
§ Example: Biotechnology company 

The company intended to use T-cell receptor technology to develop 
both diagnostic and therapeutic products for battling a certain class of 
cancers; it chose to keep control of all research and product 
development activity, but to outsource manufacturing and a major part 
of the clinical testing required for regulatory approvals. The company 
targeted the U.S. and major European markets as its geographical 
scope. 

§ It is important to be as specific as possible. In choosing arenas, the 
strategist needs to indicate not only where the business will be active, 
but also how much emphasis will be placed on each (e.g. some market 
segments might be identified as centrally important, while others are 
deemed secondary) 

 
o Vehicles  

§ How will we get there? – The means for attaining the needed presence 
in a particular category, market segment, geographical area, or value-
creation stage 

• Organic, internal product development 
• Licensing/franchising 
• Alliances 
• Joint ventures 



• Acquisitions 
§ Example: Biotechnology company 

The executives of the company noted earlier decided to rely on joint 
ventures to achieve their new presence in Europe, while committing to 
a series of tactical acquisitions for adding certain therapeutic products 
to complement their existing line of diagnostic products. 

§ It is necessary to explicitly consider and articulate the intended 
expansion vehicles. 

 
o Differentiators 

§ How will we win in the market-place? – How it will get customers to 
come its way 

• Image 
• Customisation 
• Price 
• Styling 
• Product reliability 
• After-sale services 

§ Example: Gillette 
Gillette uses its proprietary product and process technology to develop 
superior razor products, which the company further differentiates 
through a distinctive, aggressively advertised brand image. 

§ Strategists need to make up-front, careful and deliberate choices about 
which products will be assembled and sold to beat competitors in the 
fight for customers, revenues and profits. 

 
o Staging 

§ What will be our speed and sequence of moves? – Taken in order to 
heighten the likelihood of success 

• Speed of expansion 
• Sequence of initiatives 

§ Example: Printing equipment company (Product-line breadth) 
The company is committed to broadening its product line and 
expanding internationally, hence the executives decided that the new 
products should be added first, in stage one, because the elite sales 
agents they planned to use for international expansion would not be 
able or willing to represent a narrow product line effectively. 
Example: Regional title insurance company (Brand power) 
The executives were committed to becoming national in scope through 
a series of acquisitions. For their differentiators, they planned to 
establish a prestigious brand backed by aggressive advertising and 
superb customer service. But, they couldn’t make the acquisitions on 
favourable terms without the brand image in place; but with only their 
current limited geographic scope, they couldn’t afford the quantity or 
quality of advertising needed to establish the brand. They decided on a 
3-stage plan. 1) Make selected acquisitions in adjacent regions, hence 
becoming a super-regional in size and scale; 2) Invest moderately 
heavily in advertising and brand-building; 3) Make acquisitions in 
additional regions on more favourable terms (because of the enhanced 
brand, a record of growth, and, they hoped, an appreciated stock price) 
while simultaneously continuing to push further in building the brand. 



§ Decisions about staging can be driven by a number of factors, 
including resources, urgency, the achievement of credibility and the 
pursuit of early wins. 

 
o Economic Logic 

§ How will we obtain our returns? – Clear idea of how profits (above the 
firm’s cost of capital) will be generated 

• Lowest cost through scale advantages 
• Lowest cost through scope and replication advantages 
• Premium price due to unmatchable service 
• Premium price due to proprietary product features 

§ It is not enough to vaguely count on having revenues that are above 
costs, and it’s not enough to generate a long list of reasons why 
customers will be eager to pay high prices for your products, along 
with a long list of reasons why your costs will be lower than your 
competitors. 

§ Examples: 
-The New York Times is able to charge readers a very high price 
because of its exceptional journalistic quality. 
-The Times is able to charge advertisers high prices because it delivers 
a large number of dedicated, affluent readers. 
-ARAMARK, the highly profitable international food-service 
company, is able to obtain premium prices from corporate and 
institutional clients by offering a level of customised service and 
responsiveness that competitors cannot match. The company seeks out 
only clients that want superior food service and are willing to pay for 
it. For example, once domestic airlines became less interested in 
distinguishing themselves through their in-flight meals, ARAMARK 
dropped that segment. ARAMARK also uses its huge scale of 
operations and presence in multiple market segments (business, 
educational, healthcare, and correctional-system food service) to 
achieve a sizeable cost advantage in food purchases. 

§ In these examples, economic logics are rooted in the firms’ 
fundamental and relatively enduring capabilities. ARAMARK and the 
New York Times charge premium prices because in the eyes of their 
targeted customers, customers highly value that superiority, and 
competitors can’t readily imitate the offerings. 

 
o The importance of strategic comprehensiveness (dealing with all elements) 

§ All elements are essential 
§ All elements require preparation and investment 
§ All elements align with and support each other 
§ Implementation of the strategy requires understanding of all elements 

o Testing the quality of your strategy 
§ Does your strategy fit with what’s going on in the environment? 
§ Does your strategy exploit your key resources? 
§ Will your envisioned differentiators be sustainable? 

• Will competitors have difficulty matching you? 
§ Are the elements of your strategy internally consistent? 

• Do all your elements fit and mutually reinforce each other? 
§ Do you have enough resources to pursue the strategy? 



§ Is your strategy implementable? 
o Limitations and critiques of the Strategic Diamond 

§ Correct usage of the strategic diamond demands correct use of each 
and every other analysis 

§ Like every other framework, it only produces a snapshot 
• The only constant is change 
• Strategy must evolve and be dynamic 

§ Can lead to excessive rigidity (unable to change or adapt) 
§ Conflict in validity of the strategy 
§ Industry dependent 
§ Feedback loops and revision not embedded in the model 

o Example of Strategic Diamond: IKEA 
 

 
 

 
 


