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Introduction

A useful distinction can be made between the content of strategy
and the process of strategy. By strategy content we mean what the
strategy is about: for example, is it corporate-level strategy, or a
business unit strategy, or functional or operational strategy (e.g. a

marketing strategy)? The process of strategy is concerned with the
means by which strategy is developed.

1.1 Levels of strategy

There are three distinct levels of strategy as shown in Fxgure 1.1

Corporate strategy is the concern of organizations which are a
collection of relatively independent businesses, sometimes called
Strategic Business Units (SBUs). Corporate strategy is fundamentally
concerned with the logic or rationale of the corporation. Put simply,
corporate strategies address the questions ‘Which businesses should
we be in? and ‘How should we run them?. There are various
arguments put forward to justify the multi-SBU corporation:

¢ The portfolio argument: by grouping together separate
businesses they can be more effectively managed, particularly
with regard to the management of finance. For example, the
cash generated by one maturing business unit can be ‘used to
fund the development of another unit which is in a phase of
rapid growth. ‘ '
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Figure 1.1 The three levels of strategy

¢ The synergy argument: here the rationale for the corporation
rests on there being important similarities between SBUs. This
permits the sharing of resources between SBUs which helps
individual businesses either to lower costs or to compete more
effectively in their markets.

® The core competences argument: if the corporation has de-
veloped ‘a particular capability, this may be ‘leveraged’ across
other business units to gain competitive advantage. For example,
Honda's expertise in small four-stroke petrol engines enabled
them to move into cars, lawn-mowers and outboard ‘motors.

Competitive strategy is the essential concern of this book, although
there are several references in the book to links between competitive
and corporate strategy. Competitive strategy, also known as
business-level or SBU strategy, is essentially concerned with the
competition of products and services in the marketplace. There are
three fundamental questions which must be addressed at this level
of strategy:

1. Where should we compete? (Which markets, and which seg-
ments within those markets should we concentrate on?)

2. What products should we compete with?

3. How will we gain sustainable competitive advantage in these
chosen markets?



Introduction 3

If the management team does not have answers to these questions,
then the business does not have a clear, thought through and
understood competitive strategy.

Functional strategy is concerned with interpreting the role of the
function or department in delivering the competitive strategy. In
this sense, functional strategy is driven by competitive strategy.
Thus every competitive strategy can be translated into congruent
marketing strategies, financial strategies, personnel strategies and so
forth at the functional level.

1.2 The strategy process

The process of strategy refers to the way in which the strategy
comes about in the organization. Strategies can be deliberately
established (through analysis, leading to a plan or a mission for the
business) or they can emerge through a series of seemingly
unconnected operational-level decisions. In practice few competitive
strategies are determined purely by a planned process or a purely
emergent process: these are best viewed as two ends of a con-
tinuum. ~

‘As the rest of the book focuses on the content of competitive
strategy, in this chapter we will address some of the more significant
issues concerning the process of strategy.

Unfortunately, it appears that even when a team of managers
plans the future direction for the firm, these well-intentioned plans
often fail to be realized. The process by which the strategy comes
about seems to affect the chances of the strategy being im-
plemented. For example, if the strategy has been drawn up by
outside consultants, the members of the executive team may not be
particularly committed to implementing the plan (because they were
not sufficiently involved in the process). The plan may have been
produced in response to a corporate-level (HQ) demand. In this case
the strategy may have been written to satisfy corporate require-
ments, but it might not be adopted wholeheartedly by the business-
level (SBU) team. Genuine ownership of the strategy by those
responsible for implementing it is vital to its success.

Even where the team itself has agreed the strategy, there may be
significant problems in implementation. The tendency towards
maintaining the existing ways of doing things, and the resistance to
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change can be overwhelming. (This is explored further in Chapter
8.)

The ‘Mission Statement’ as a way of changing or setting the
strategic direction of the business has, unfortunately, been devalued
to some extent. This has happened where the Mission Statement is
seen as a fashion item (‘we must have one’), and where it consists of
‘motherhood’ statements* which no-one really believes can be acted
upon.

Attempts deliberately to shape the strategy of the business may
have foundered in the past either through weaknesses in the
planning process itself, or through cynicism and a lack of ownership
of the strategy amongst members of the top management team.
Clearly, there is little point in drawing up a perfect competitive
strategy if there is no chance of it being implemented.

Therefore, the process of determining the strategy needs to be one
which generates the required levels of top team commitment. This
usually means that the team itself should be responsible for coming
up with the strategy, as involvement in the process usually
generates commitment to the outcome. However, there is an
additional process issue that must be recognized, where the top team
is involved in the strategy process: the problem stems from the
shared and common experiences of the team.

If the managers in the team all have similar experiences (perhaps
they have worked in the same organization or the same industry for
many years) then the way each manager sees the world, is likely to
be quite similar. They are likely to share the same assumptions
about, for example, the firm’s strengths, about customers and their
needs and about competitors. The problems stem from the fact that
these shared assumptions are implicit. They are rarely made explicit,
and hence are rarely debated or discussed. So, when the team
discusses strategy, unless these assumptions are revealed and
challenged in some way, they will inevitably influence the emerging
strategy. These assumptions underpin the strategy debate.

The techniques and frameworks that are introduced in this book
are there to help a team explore and challenge some of these implicit
assumptions. The techniques we introduce should be used to
broaden and deepen the strategy debate within the firm. In order to
use some of these frameworks, new information will need to be

* A "motherhood statement’ implies a statement with which every reasonable person
may be cted to agree. The state of motherhood is a virtuous one: hence ‘we
must put the customer first’ is something of a motherhood statement.
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generated, and issues that are not routinely discussed in manage-
ment meetings will need to be addressed.

This book does not attempt to set out a foolproof process, or a set
of checklists for strategy development. The ideas presented here
need to be incorporated into an ongoing strategy process, and in
this way the quality of the discussions should be enhanced.

The establishment of a competitive strategy should not be viewed
as a yearly event, a ritual that has little impact on the reality of the
organization. The strategy debate should be continuous - it should
inform the agenda of top team meetings. Establishing a competitive
strategy is the most important role of the top team at business unit
level. This requires the intelligent management of the tensions
between more routine operational issues, which may be urgent and
important, but are essentially short term, and the longer-term
development of sustainable competitive advantage.

These two aspects of top management activity must be integrated,
because it is only through the transformation of routine operational
activities that true competitive advantage is built. Competitive
strategy can only be implemented through changes at the routine,
operational level, so these two agendas, the short-term and the
longer-term need to be creatively managed if competitive strategy is
to be implemented.

1.3 Plan of the book

Delivering value to the customer is the cornerstone of competitive
strategy. We therefore begin with an exploration of the Customer
Matrix (Chapter 2). This simple device allows us to examine the
basic strategy options that might be pursued by a firm with a given
product in a selected market segment. It emphasizes that to gain
sustainable competitive advantage the firm must deliver ever higher
levels of Perceived Use Value (PUV) to customers at lowest
Perceived Price.

In order to assess the relative effectiveness and efficiency of the
firm, that is, its underlying core competences compared with those
“of its competitors, we employ the Producer Matrix (Chapter 3). The
two matrices are designed to enable us to gain a depth of
understanding about the following:

® The dimensions of perceived use value.
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Need-based segments of demand.

The competitive positions of the firm’s current products/services.
The competences required to compete successfully.

The relative cost positions of competitors.

Chapter 4 then considers how to assess the attractiveness of the
competitive environment, and in particular to assess the relative
individual strengths of competitors. Chapter 5 takes the analysis
into the future, and into the realms of the real world of uncertain
outcomes, building a model for the development of possible
alternative scenarios. It enables us to ask questions such as: How
might needs change? Will new firms be attracted into the market?
Will demand in a segment increase or decrease? What broader
environmental trends are likely to have an impact on the market,
and how will they affect competition? Thus a picture emerges of the
evolving competitive arena, which can then be used to help
formulate a strategy.

Chapter 6 sets out a range of strategy options if acceptable
performance cannot be predicted from continuing with the same
product and market strategy. A simple system for evaluating
alternative strategies is then described and applied.

To deliver the chosen strategy the firm has three alternatives:

® Joint development.
®  Acquisition.
¢ Internal development.

Chapter 7 discusses some of the issues involved in the two
higher-risk implementational strategies of finding an alliance partner
for joint development, and acquiring a company in order to increase
the firm’s core competences.

‘Chapter 8 discusses some of the implications of n'nplementmg by
internal development. In particular it concentrates on the issue of
identifying blockages to change, and overcoming them by attemp-
ting to change some of the characteristics of the firm’s culture to
make it more closely aligned with the needs of the new strategy.
Chapter 9 then provides the book with a brief synoptic conclusion,
re-emphasizing the complementary roles of the Customer Matrix

and the Producer Matrix in the process of competitive strategy
development.
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The Customer Matrix

Firms compete for customers, and competitive strategy is essentially
about meeting the needs of customers more effectively than your
competitors are able to meet them. In this chapter we introduce a
simple device, the ‘Customer Matrix’ to explore issues in competi-
tive strategy.

The vertical axis of Figure 2.1 (‘Perceived Use Value’) refers to the
satisfaction experienced by the buyer in purchasing and using the
product or the service. Perceived Use Value and Perceived Price
represent the two components of ‘value for money’. The Customer
Matrix separates these out to assist us in analyzing competitive
strategy. Perceived Price refers to the elements price that the
customer is concerned with: for example, in purchasing a heating
system for a house, the customer may not only be concerned with
the initial cost of the installation (the price of the boiler, radiators,
fittings, etc.) but may also be interested in the running costs of the
system over the years (fuel costs, maintenance, etc.).

If a firm’s product is positioned at point A in the chart, and the
products of other firms perceived by the consumer to be alternative
suppliers are positioned around point A (represented by the Xs in
Figure 2.1), then as far as this consumer is concerned all the firms
are offering equivalent products, and are charging very similar
prices. This situation can be found in many industries, not just those
that are supplying ‘commodity’ products, like coal or potatoes. In
any circumstance where consumers perceive the products or ser-
vices on offer to be more or less the same, the industry approxi-
mates to the circumstances depicted in Figure 2.1. This could be the

case in, for example, the personal computer market, or in the choice
of estate agencies.
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PUV
High
X X X
X A X
X X X
Low et
Low High
Perceived Price

Figure 2.1 The Customer Matrix

If firm A is facing the situation depicted in Figure 2.1, what are
the options available for improving its competitive position? As
things now stand in the industry it is likely that all the firms will
have a similar share of the market. So how can firm A improve its
share? There are various moves that could be made in the chart that
could improve the firm’s competitive position: for example, the firm
could cut price, or raise the PUV of the products or services it offers.

These two basic strategic options will now be explored (see Figure
2.2).

2.1 Cutting price

Here the firm moves west in the Customer Matrix, offering the same
Perceived Use Value as the competition, but at a lower price. Such a
move should lead to firm A gaining share. However, this may
depend on the type of products or services being offered. In some
markets buyers perceive lower prices to mean lower Perceived Use
Value. In other words, price is being used as an indirect way of
measuring use value, where the customer reasons that ‘If it's
cheaper it can’t be as good as the others.’ If this was the situation
facing firm A then a cut in price would move the firm to the
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PUV
High
A
X X X
Ae— X X
X x X
B
Low
Low High
Perceived Price

Figure 2.2 Basic competitive moves on the Customer Matrix

south-west, to a position offering lower Perceived Use Value at
lower prices (position B in Figure 2.2). Managers need to be alert to
this possibility. It often occurs when customers are unfamiliar with
the purchase situation and they seek to reduce the riskiness of the
purchase by using price as a proxy for value (e.g. when buying hi-fi
equipment, dishwashers, perfume).

Let us assume that consumers are not using price as a proxy
measure of Perceived Use Value, in which case the price cut moves
firm A due west on the chart. This move should increase sales for
firm A (and maybe in the industry as a whole if new customers are
attracted into the market by the new lower prices). However, other
firms are likely to respond to the move by cutting prices to match
firm A’s. The net result of the competitors’ moving west with firm A
is to reduce the average price and profitability of the industry.

Competitors can, then, imitate firm A’s price-cutting strategy very
rapidly. How, then, can firm A hope to gain sustainable competitive
advantage from competing on price? Firm A must be able continual-
ly to drive down prices and sustain lower prices for a longer period
than its competitors. This can only be achieved if firm A has either
the lowest costs in the industry, or if the firm is able to sustain
losses for extended periods, through subsidies from another part of
the firm, or from the government.

If a firm is not the lowest-cost producer then the competitor with
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lower costs can always cut prices further, or sustain low prices for
longer than firm A. To ensure that the firm is the lowest-cost
producer it is necessary to be aware of the cost levels of competitors.
Without cost information on competitors the management cannot be
. confident of achieving the lowest cost position, and this information
is usually very difficult to obtain.

So if a firm chooses to compete on price it needs to have lower
costs than its competitors. This involves exploiting all sources of cost
reduction that do not affect Perceived Use Value (e.g. economies of
scale, learning from experience, ‘right first time’ quality, just-in-time
manufacturing). To be confident of achieving the lowest cost
position the firm needs to have a clear picture of its own costs, and
the costs of competitors. If a firm is able to achieve the lowest cost
position it could choose to drive out competitors by sustaining very
low prices. If, in the course of pursuing this strategy the firm is able
to establish barriers to prevent other firms entering or re-entering
the industry it could then opt to raise prices and hence profits,
confident of its ability to defeat any potential entrants.

The risks of competing on price include the following;:

® The firm may not be able to achieve the lowest costs in the
industry. By definition only one firm can be in this position.

® The first firm to compete by cutting prices is likely to provoke its
competitors into matching its lower price position as a defensive
measure to protect market share. This could lead to a price war,

with margins for all but the lowest cost players being cut to the
bone.

® The emphasis on cost cutting encourages the management to
focus inwards onto the internal operations of the firm. This may
mean that little attention is focused on changing trends, tastes
and competitive behaviour in the marketplace.

The last point can lead to a vicious circle for the firm. The inward
orientation results in the firm lagging behind changing trends in the
marketplace, -and the firm’s products are likely to. become less
competitive (they have lower Perceived Use Value than the competi-
tion). This forces the firm into competing on price, which reinforces
the inward, cost-cutting orientation.

When markets are in decline (either temporarily due to recession,
or permanently due to changing customer needs) firms may find
themselves having to compete on price. But, as we have seen,
unless a firm has low costs (preferably the lowest costs) it will



