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The Essence of
Strategy

Warm UR

Levels of Strategy

By Stephen P. Robbins & Mary Coulter

If an organization produced a single product or service, managers could
develop a single strategic plan that covered everything it did. But many orga-
nizations are in diverse lines of business. Moreover, these multi-business
companies also have diverse functional departments such as finance and
marketing that support each of their businesses. As a result, we need to dif-
ferentiate between corporate-level, business-level, and functional-level strate-
gy.

Corporate-level strategy: This strategy seeks to answer the question:
What business or businesses should we be in? Corporate-level strategy de-
termines the roles that each business unit in the organization will play. At a
company like PepsiCo, top management’s corporate-level strategy integrates

the strategies of its Pepsi, T-Up International, Taco Bell, Pizza Hut, KFC, and
Frito-Lay divisions.

Business-level strategy: This strategy seeks to answer the question: How
should we compete in each of our businesses? When an organization is in a
number of different businesses, planning can be facilitated by creating
strategic business units. A strategic business unit (SBU) represents a single
business or grouping of related businesses. Each SBU will have its own
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unique mission, competitors, and strategy. This distinguishes an SBU from °
the other businesses of the parent organization. The SBU concept of planning
separates business units based on the following principles:

(1) The organization is managed as a “portfolio” of businesses, each
business unit serving a clearly defined product and market segment with a
clearly defined strategy.

(2) Each business unit in the portfolio develops a strategy tailored to its
capabilities and competitive needs but consistent with overall organization’s
capabilities and needs.

(3) The total portfolio is managed to serve the interests of the organiza-
tion as a whole — to achieve balanced growth in sales, earnings, and asset
mix at an acceptable and controlled level of risk. ‘

Functional-level strategy: This strategy seeks to answer the question:
How do we support the business-level strategy? For organizations that have
traditional functional departments such as manufacturing, marketing, hu-
man resources, research and development, and finance, these strategies
need to support the business-level strategy. For instance, when PepsiCo’s
Taco Bell unit decided to open a new chain of full-service, Mexican-style
restaurants, its marketing department developed a promotional strategy for
the new concept, the research and development department created new
product selections for the restaurants, and the human resources department

developed new training programs for the management teams that would staff
the new facilities.

From: Managemenrt (5" edition) by Prentice Hall
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By Tom Brown
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It felt like I was reliving a scene from a grade-B
movie. There I was, during last December’s holiday
crunch, standing amid a dozen or more seething par-
ents all clamoring to get just one Nintendo 64 game for
their kids. Attempts to grasp or clutch a new shipment
of this winning toy were futile for many of us: There
were none available.

After a couple of years hinting that it would start
selling a successor to its super-successful basic Nin-
tendo units (which sold 40 million units in the 1980s),
Nintendo started shipping its “N64” units toward the
end of summer. But during the first weeks of Decem-
ber, the quality of Nitendo’s strategic planning had to
be in serious doubt, even if its new product was a
blowout success.

In my local stores, all “N64” shelves were bare of
products: Neither the interactive computer toy nor any
of its accompanying games or accessories were avail-
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able—for weeks! One Toys “R” Us customer-service
clerk told me that he had more than 300 deposits
from customers waiting for the interactive computer
starter set to arrive. A Kmart salesperson told me that
a shipment of 30 games received one Thursday
evening was reduced to one game by noon the next
day. An e-mail message sent to a major video-game
store in the Southeastern United States yielded a quick
“regrets” in return. “Sorry that we couldn’t be more
help to you, but those darn 64 games are flying off the
shelves faster than anyone can keep up,” zapped the
salesman in reply. I sensed he was shaking his head in
disbelief as he wrote the words. He must have been
thinking, “Can’t sell a product [ don’t have!”

Ultimately, my 12-year-old was the lucky recipient
of relentless searching by her weary parents; it turned
out to be an “N64” holiday for her, after all. But the
strategic question remains for the rest of us to think
about: How did consumer demand and manufacturer’s
supply get so out of whack', especially during such a
critical buying-and-selling season?

If the management at Nintendo is like that at a lot
of other corporations, it may be because the concept of
“strategic planning” is fraught with misunderstanding.
Strategic thinking is, for all its glamour, still a mystic
art in most companies I visit. Too often, the strategic
plan that a company follows comes down to one senior
executive’s hunch? about what to produce, how to sell
it and how much to ship. Business schools have been
teaching the subject for years, and with dense text-
books and numerous articles and journals dedicated to
the subject, now is as good a time as any to ask a sim-
ple question: Why is strategic planning so darn hard to

To be sure, there are a few oft-quoted reasons that
strategic planning seems to be clumsy and ineffective,
especially inside the large corporation. Executives have
complained that much of the strategic planning schol-

1. out of whack:
if a system, ma-
chine, etc, is out of
whack, the parts are
not working togeth-
er correctly %48 #l,
BENLS TIERE

A,

[

2. hunch:
[hantf] n.
ideas based on intu-
ition or instinct and
not on evidence % F
R AR TR

3. pull of:
to succeed in doing
sth difficult #f5% 3t
H
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4. cumbersome:
['kambasam ] adj.
slow and inefficient
IR 2R iR = R 1Y

5. ponderous:
['pondaras] adj.
slow and awkward
because of great
weight 7 & 1)

6.It’s as ... embrace.

— ) ] B KRR 1% it
TEMNENFGRRAR
HH—BEE6 A=
STRBITE TR A %
TR,
7. guru:

['guru:] n.

respected and influ-
ential teacher or au-
thority (2 & #  H
SN 77 B9 )BT B A L

8. inextricably:
[in'ekstrikabli] adv.
so closely linked that
separation is impos-

sible 7% 4> FFHb

BRIEFCASE

Despite many misstarts, large companies have just
- not gotten a handle on strategic planning. What
| most companies try to pass off as strategic plan-

ning are amateurish attempts that end in too much

paper. They don’t realize the power that can be

leveraged by diagramming the right direction to

proceed. :

arship to date is aimed at “ground zero” companies:
startups playing in an open field that don’t need to re-
gard the intricacies of the corporate world. Others have
said that too many people are involved in their compa-
ny’s strategic planning process; others argue that not
enough people are. I’ve lost track of how many man-
agers have said that the strategic planning process in-
side their companies is too cumbersome®, too ponder-
ous’, to be effective. It’s as if the goal of some corpo-
rate strategic planning processes is only to produce a
plan requiring six 3-inch binders to embrace®. An im-
pressive set of documents? Yes. Such planning muscle
answers the question of “Where’s the sheaf?” But the
“beef” has too often been lost before the real competi-
tive game has started.

Even Michael Porter, the Harvard-based guru’
whose fame is inextricably® linked to the word “strate-
gy” (He’s the one who wrote three books on the sub-
ject, totaling more than 1200 pages.), felt compelled to
write in the November-December 1996 issue of Har-
vard Business Review an article titled, simply, “What
Is Strategy? ”

The reason such a starting point question needs
to be asked now seems to be Professor Porter’s
lament that companies are failing to “distinguish be-
tween operational effectiveness and strategy.” He
claims that management tools, such as total quality
management, benchmarking and time-based competi-
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tion have supplanted genuine strategic thinking. Quite
true—but then Porter goes on to lay out a convoluted®
blueprint diagramming strategic analysis in infinite de-
tail.

The essence of strategy, however, seems to me
much simpler. It can be represented, at heart, by the
formula “O/C”: opportunity divided by capacity. Each
and every time I have personally witnessed a strategic
misstep or blowout, it has invariably come down to
managerial leaders not fully discussing and under-
standing the basic factors most affecting either oppor-
tunity or capacity.’° They often don’t accurately read
the most elementary strategic compass.

What’s Your Opportunity—Really?

Having sat in meetings with managers blathering
about the “incredible strategic window” that was about
to open in the market place, I can attest to the reality
of organizational hypnosis. As flipcharts and overheads
flash, with pie charts invariably showing the manager’s
company capturing huge market share with staggering
profit margins, it is disturbing to watch senior execu-
tives and junior managers alike grow starry-eyed at the
sheer prospect of a strategic thunderbolt emanating
from their factories and warehouses.

Opportunity analysis is simply the thinking
through of how a company will obtain return for mov-
ing in a strategic direction.

One business financier, Victor Palmieri, made an
astute!’ observation about this somewhat routine cor-
porate event: “Strategies are okayed in boardrooms
that even a child would say are bound to fail.” Said
Palmieri, “ The problem is, there is never a child in the
boardroom.” What this financier was driving at was the
failure of management to ask five penetrating ques-
tions that everyone signing off on a new strategic
thrust should be able to answer identically.

9. convoluted:
['konvalu:tid ] adj.
complicated and dif-
ficult to follow & #¥
HI, e

10. Each ... capacity.
BREERERE -1
X B 75 T B IR B
ERIR, EBELE—F
ShR[HE A R~ BT
S TERHAINSS
HRELEHITIEM
FRIR RIS ML B
EFREIINEEREF
MiER A

11. astute:
[9'stju:t] adj.
clever and quick at
seeing how to gain
an advantage % A
B, ML, IRVERY
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(1) Is this a new product/service or a product/ser-
vice enhancement?

A company must be sure how to position a new
strategic initiative in the minds of those who will be
buying it. For a new product, a customer asks, “Why
should I want it?” For an enhancement, a customer
needs to know, “What does this new product/service
provide that I don’t already have?”

(2) Are we seeking new, expanded or leveraged
customers?

A company must be able to discern its “customer
target,” whether it is seeking people who have never
done business with the company before, whether it is
trying to get more customers just like the ones it al-
ready has, or whether it is trying to take its existing
customer base and balloon the amount of business it
already does with this population.

(3) Is it our design to create a new corporate image
—or are we trying to advance our existing image?

Every company of any size at all has an image in
the marketplace, whether it strives to compete on size,
quality, price, speed or other special traits. Any pro-
posed strategic launch must clearly establish a new
face to the market, or support the image of the compa-
ny that customers already have.

(4) Does this strategy support an existing prod-
uct/service line—or is this an attempt to manage value
migration?

Countless companies have been stung by coming
out with a better manual typewriter just as the world
was migrating to computers. Managers must be pre-
cise whether their existing lines of business are being
supported, expanded or abandoned by a new initiative.

(5) Where and when will the market potential of
this new product/service be realized?
A product destined to make “millions” is still a



