STRATEGIC
ANALYSIS
ANDACTION




Strategic Analysis
and Action

2nd Edition

Joseph N. Fry
J. Peter Kzllmg

THE UNIVERSITY OF WESTERN ONTARIO

Prentice-Hall Canada Inc., Scarborough, Ontario



Canadian Cataloguing in Publication Data

Fry, Joseph N., 1936-
Strategic analysis and action

2nd ed.
Bibliography: p.
Includes index.
ISBN 0-13-850496-2

1. Corporate planning. 2. Strategic planning.
L. Killing, J. Peter. II. Title.

HD31.F78 1989 658.4°012 C88-094669-5

© 1989 Prentice-Hall Canada Inc., Scarborough, Ontario
ALL RIGHTS RESERVED

No part of this book may be reproduced in any form
without permission in writing from the publisher.

Prentice-Hall, Inc., Englewood Cliffs, New Jersey
Prentice-Hall International, Inc., London
Prentice-Hall of Australia, Pty., Ltd., Sydney
Prentice-Hall of India Pvt., Ltd., New Delhi
Prentice-Hall of Japan, Inc., Tokyo

Prentice-Hall of Southeast Asia (Pte.) Ltd., Singapore
Editora Prentice-Hall do Brasil Ltda., Rio de Janeiro
Prentice-Hall Hispanoamericana, 5.A., Mexico

ISBN 0-13-850496-2

Production Editor: Maurice Esses

Copy Editor: Chelsea Donaldson

Cover Designer: Lisa Young

Production Coordinator: Sandra Paige
Typesetting: CompuScreen Typesetting Ltd.

3 4 5 1G 93 92 91
Printed and bound in Canada by Gagné Printing Ltd.
Every reasonable effort has been made to find copyright

holders. The publishers would be pleased to have any
errors or omissions brought to their attention.



Preface

This book was written to complement case analysis in university and
company business-policy courses. It takes the point of view of the general
manager and presents a consistent, operational approach to analyzing and
acting on strategic problems.

General managers run businesses. Although their assignments may vary
widely, from that of chief executive to profit center head, managers carry a
common responsibility: they should provide the leadership for guiding their
business units to success in a competitive environment. The aim of this
book is to develop the basic general management skills of understanding a
business, sensing the opportunities and problems that it faces, dealing
effectively with strategic decisions, and setting in place the people and
operations to implement those decisions.

In preparing the text materials, we have concentrated on analytic con-
cepts that contribute to practical understanding and action for the resolu-
tion of specific strategic issues. Further, we have linked these issues into
broader frameworks of strategic thinking. These conceptual frameworks
serve to organize the lessons, in which we analyze challenging problems.

We have made two assumptions about our readers. First, we have as-
sumed that they are engaged in trying to solve strategic problems—as
students doing case analyses or field projects, or as managers on the job.
Application and practice are the prime vehicles for understanding the
power and limitations of the concepts in this text, and more importantly,
for developing general management skills. Second, we have assumed that
our readers possess a basic understanding of the background disciplines and
functional areas of business, such as provided by the early courses in
university business programs.

This is a textbook. Its contribution lies in the originality of its purpose
and presentation. As we prepared the materials, we drew on the work of
specialized researchers and writers in business policy and associated fields.
Specific contributions are cited, but we would also like to acknowledge our
general debt to those who have been part of building a better understand-
ing of general management practice.

We have been fortunate to work for many years in an institution that
values good teaching and professional relevance. These cultural attributes
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have been developed and reinforced by many people. It is fitting to high-
light the roles of Deans ].J. Wettlaufer (1963-1978) and C.B. Johnston (1978
to the present). They have been instrumental in marshalling the spirit and
resources of the School of Business Administration, The University of
Western Ontario. They have set the tone for our work.

The first edition of this book was published in 1986. In revising it for this
second edition, we have relied on our subsequent teaching experience to
sharpen important points and to explain procedures more effectively. We
have completely rewritten some parts of the book, particularly in the
section on strategy and organization. Throughout we have attempted to
increase the relevance of the materials for solving case problems. The
entire text is closely aligned with a new companion casebook Business Policy:
A Canadian Casebook (2nd edition).

For both editions we have benefited from the ideas and the support of
our colleagues. We would particularly like to acknowledge the role of the
“business policy teaching group” at The University of Western Ontario,
which over the years has consisted of Professors Paul Beamish, Harold
Crookell, Michael Geringer, Gerald Higgins, Tom Poynter, Don Thain, and
Rod White.

As we worked through the revisions, we were helped by many practical
hands. Chelsea Donaldson did a wonderful editing job. Karen Belch and Sue
LeMoine, as always, provided superb secretarial assistance.

London, Ontario JOSEPH N. FRY
March 1989 J. PETER KILLING
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Introduction

This introduction is your owner’s manual. It explains the approach and
organization of the book and suggests how you can best use it.

APPROACH

The book was prepared as a practical guide for strategic analysis and action.
We have designed it for readers who are working on applied strategic
problems, either through case studies or through on-the-job assignments.
It provides an organized set of concepts and procedures to help readers
identify strategic issues, make choices, and implement decisions.

The point of view taken on strategic issues is that of a general manager.
We assume that you are willing to share this perspective—to see yourself
responsible for the overall direction and success of a business unit. This
approach has two important consequences. First, you must think in com-
prehensive terms of the total problem you are dealing with, taking into
account the full breadth of its meaning and consequences for the business.
Partial analyses, from a specialist or functional perspective, may be helpful,
but they do not meet the general manager’s need for the best overall
approach to a situation. Second, in addition to broad issues of direction, you
must worry about the specific steps of implementation—about closing the
gaps between strategic choice and practical action. Again, it may be helpful
to offer recommendations as a consultant or staff specialist, but this advice
will usually address only the directional aspects of a general manager’s
concerns for achieving change. In short, we have asked you to step into a
particularly challenging position in which you must think of problems in
terms of a total business and then plan for tangible, practical action.

The choice and presentation of material in the book have been guided by
practical utility. Our aim has been to provide useful tools organized into
one consistent and comprehensive framework. We have drawn heavily on
the available literature in developing this approach, but we have deliber-
ately avoided reviews and discussions of alternative definitions, concepts,
and procedures. These alternatives, it seems to us, are best left for another
occasion since they would deflect attention from our prime aim of prag-
matic problem solving. Additional readings are suggested for those who
wish to explore the subject matter further.
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Finally, throughout the book we have used examples frequently to make
the connection between the concepts—which have to be somewhat general
for flexibility and breadth of application—and specific strategic issues. You
might find it useful as you read to think of examples in your own experi-
ence and test the applicability of the concepts to them.

ORGANIZATION

The book is organized according to a general pattern: problem identification
to decision to implementation. This is a natural, logical sequence and is
effective for the cumulative presentation of concepts. But it should not be
taken to imply that strategic problems in practice can be dealt with in such a
neat, serial fashion. On the contrary, most strategic problems require an
iterative approach in which the analysis moves back and forth between
choice and action. This point will become evident as you read through the
book. Its immediate implication, however, is that you should not expect to
find problems that neatly conform to the flow of the text.

The book is divided into five parts. Part I lays the foundation with a
discussion of the concept of strategy and the presentation of an overall
framework for strategic analysis. Part II focuses on strategic analysis in
relation to environmental opportunities and problems. Part III shifts atten-
tion to internal analysis and deals with the relationships of strategic choice
to business resources and management preferences. Part IV discusses the
linkage of strategy and organization. Part V turns to the management of
strategic change, of leading a business through transitions in strategy and
organization.

SUGGESTIONS FOR USE

The following steps will help to correlate the concepts of the book with
your work on applied problems.

At the outset we suggest that you read Part I thoroughly. This will
provide a perspective for your thinking and a basic framework for analysis.
Skim the rest of the book so that you know where to turn as specific
circumstances arise.

As you deal with problems, use the book selectively. Try to work back and
forth between the problem you are addressing and the relevant parts of the
book. Use the concepts to check out your analysis and, as necessary, to
expand it. Common sense is very important here. Don't try to force the
concepts and procedures on a problem; instead, use them to enrich the
analysis.
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Study the book systematically after you have spent some time working on
strategic problems. At that point you will more readily appreciate the
general analytical approach and see the applicability of particular concepts.
From then on, the building of skills in strategic analysis and action is a
matter of practice, and more practice. Remember, you are dealing with the
most complex problems in business. Good luck!
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oxem Identifying Strategy

Strategy is the guiding idea of a business. It is an expression of how a
business intends to operate in a competitive environment. It sets priorities
and boundaries for action. Consider the case of the McDonald’s Corpora-
tion, the world’s largest purveyor of hamburgers. For over thirty years
McDonald’s has operated with a singular dedication to simplicity, quality,
service, and cleanliness. The company has been enormously successful.
Nevertheless, over the years, McDonald’s has been criticized for not diver-
sifying into more elaborate menu offerings, different restaurant concepts,
even new businesses, as a hedge against “inevitable” market saturation. But
management have stuck to their guns. They see no limits to growth as yet
and are deeply concerned that the company should continue to do what it
does do with excellence. As one manager explained, with tongue in cheek:
“We have over 16 000 washrooms; when they are all clean we will consider
diversifying.” Whether we agree or disagree with McDonald’s manage-
ment, one thing is for sure: they know how they want to run their
business.

In the following chapters of this book we are going to discuss how to
develop an effective business strategy and how to put it to work. First,
though, we need to make sure that we have a clear and a common under-
standing of what we mean by strategy. Our aim in this chapter is to present
a practical definition that will help us to identify the strategy of a business
and to describe it in terms that are useful for analysis and action.

A WORKING DEFINITION OF STRATEGY

It is useful to visualize strategy in the form of three related components:
goals, product market strategy, and competitive strategy. Roughly drawn, these
components represent the answers to the following questions:



