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Are You Sure You Have a Strategy?
Donald C. Hambrick and James W. Fredrickson

Executive Overview

After mope than 30 years of havd thinking abont sirategy, consui-
tttts and seholars have provided an abundance of frame works
for amdlyzing strategle situations, Missing, fowever, has been

-ny guidance as o what the pr odtect of thiese tools should be—or

what actuetly constitutes a strategy: Strategy has becomte a catch-
all termt uzed to mean whatever ohe wants it o sean. Exec um'es
now talk abont their %ervice strategys” thelr “lranding s!mlag),
théir Saequisition strategy” or whatever kind of strategy that is
it Hheeir ininned at a pasticular mosent, Bul stiafy, yslsun!uf!m
they are CEOs of established firms, df\'lswu prosidents, or
putreprenstirs—nmst have o strategys an jmegrated, overarehing
poncept of how the bisittess wilt achiege # objectives. If a s
atess st have a single, nnified strtegy, thon it pinst necessarily
have parts. What are those partst We present @ franework for
strittegy desigs, drgulng that a stiategy Jas five vlements, provid-
ing.auswers to five qms’!:‘om—-ﬂrﬂm};: whtere will we be active?
vehicles: how will we get there? differentintors: ow witl e win in
the marketplace? staging: what will be our speed and sequence of
ntoves? econontis logic: howy will we ofitain our roturis? Our arli-
ele develops, m:d Hifistrates these domaing of chaice, particalarly
'mp!msrzhgimw 'ssmfml it f3 tht Heey  forant a unified whote.
Consider these statements of strategy drawn from actual
dog.nmemsa d :;_nuncemcnls of several companies:

Our stmtegy is to be the low-cost provider.” *We're pursumg'
3 global strategy”

‘The ‘company’s strategy is to integrate a set of regrana!
aequisitions,” . .

*Our stigtegy Is to provide unrivaled cuspo.r.ner'service.”

“Cur stra teg}'c Intent is to always be the first-mover

Our strategy is to move !rom defense to industrial
applications”

What do these grand dedamuons have In compon? Only
that sione of them isa s!rategy T hey are stralegic llnead>,
mere clcmems of stratgpies. But they are no more sizafeples
than Dell Computer’s styategy can he summed up as selling
direct 1o customers, or than Hanndbal's strategy was to use ele-
phants to cross llu Alps And their use reflects an increasingly
common syndrome-—ihe catehall fragmentation of steategy.
fter more than 30 years of hard thinking about strat-
sultams and schobars have provided éxectitives with

an abundance.of frameworks for analyzing strateglc situa-
tions, We naw haye five-forces analysis, core competencies,
hypetcompetition, the resource-based view of the firm, value
cliains, and & host of vihér helpiul, often powerlful, analylic
ma]s‘ Missing, hoivever, has been any guidance as to what thé
pmduct of these tools should be—or what actually constitutes
a strdtegy. Indeed, the use of specific strategic 1ools tends to
draw the strategist toward narrow, plecemeal, conceptions of

~strategy that match the narroiy scope of the tools themselves.

For example, stratepists who are drawn to Porter’s five-Torces
amalysis tend to think of strategy as 2 marter of sclecting indus.
tries and segments within them. Executives who dwell on “ro-
apelition” or other game-theoretic frameworks see theit world
as 1 sét of choices about dealing with adversaties and atlies.
This problem of strategic fragmentation has worsened in
vecemt yeats, us narrowly specialized academics and consul-
taints have started plying their tools in the natie of strategy.
But strategy s not piicinlg. It is not capacity decistons. It §s not
setting R&D budgeis. ‘These are pieces of strategles, and they
cannot be decided—or even considered--in Isolation.
Imagine an acpiring palnter wha has been tanght that
cotors and hues determine the beauty of a pictore. But what
can reatly be done with such advice? After all, magnilicent

spletures require far more than choosing colors: attention to
<liapes and figures, brush technique, and finishing pracesses.
‘Most importantly, great paiotings depend on artful combi-

nations of oll thes¢ elements. Soime combinations are classle,
tried-and-trie; some are inventive and freshy and many
combinations—even for avant-garde art-spell rouble,
Strategy has become a catchall term vsed to mean what-
ever one wants i o mean. Business magazines now have
regular sections devoted to steategy, 1ypically discnssing how
featured firms are dealing with distinet isstes, such as cus-
tomer service, joint ventires, branding, or e-commaerce. in
tern, executives talk about thelr “service strategy)” their “joint
venture strategy” their “branding strategyl” or whatever kind
of strategy is on their minds at a particolar moment.
Execitives then communicate these strategic threads to
thelr organizations in 1he mistaken bellel that doing so will
help managers nake tough choices, But how does knowing
that thelr firm is pursuing an “zequisition steategy” or a “first.
niover strategy” help the vast majority of managers do their
jobs or set priofities? How helpful is it to have new initiatives
announced perlodically with the word strategy tacked on?
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When executives call ev‘r)iiung strategy, and end up witha
coltection of strategies, they create confusion and undermine
Aheir own eredlblllly They especially reveal that they don't
really have an ntegrated conception of the business,

Many readers of works on the topic kncw that strategy Is

derived from the (ﬂenk stmicgas, or “thé art of the gmera! But
Tow have thought much about this mporsait origin, For exam-
ple, what is special about the general’s job, compared with that
of 2 field contmander? The general is responsible for muliiple
units on myuldtiple fronts and multiple battles over time. The
general’s challenge—and the value-added of generalship—is
in orchestration and comprehenslyeniess. Great generals think
about the whole, They haye g strategy: it Iras pieces, or elements,
but théy form 3 coherent wheole, Business genérals, whether
they are (,hf.)s of eslabhshed firms, division presidents, or
entreprenears, misét also have 2 stmie;,} —a central, integrated,
externally briented ¢oncept of how the business will achleve
its objectives, Vithout a strategy, lime and resources are easily
wasted on piccemeal, disparate aetivities; mid-level manapers
will il the vold with thetr own, often parochial, inferpretations
of what the business should be daings and the result
potpourri of disjointed, feeble inftiatives.

“FIGURE 1

Examples abound of firms that have suitered because
they lacked a voherent strategy, Once a towering foice in
retailing, Sears spent 10°sad )mrs vacillating behween an
emphasis on hard goods and soft gocds, venturing in‘and out
of ill-chasen businesses, failing to differentiate itself in any of
thets, and never building a Lompellltt;, cconontic Jogie, Simi-
lasly, the once-unassaflable Xerox I; engaged in an altempt to-
revive itsell, amid criticism fmm 5 dwn exeditives that the.
company lacks a strategy. Says. one: %1 hear about asset sales,
about refinancing, bul 1 dom hiear anyone saying convine-
Ingly, "Here Is your futare!"%: '

A slmkgycansmts ofan inlq_,rated setofchoices, but Itisifta
catchall for gvery :mpc:ﬂ.nu chalce an executive faces. As Figure 1
partrays, theé company’s thission and objectives, for exaniple,
stand dpart from, and gtpdt,stmtq,y ‘Thus ywe would not speak of
the commi @ New York Timies ta be Amgricas nﬂ\xp‘k i
par of fecor t of its strategy. GE’s abjective of being num: ©
iber one or namber two in 3 its markets deives its strategy, bt is
not su.nq,ynsdl Nor would a1y objective of reachinga pamcular
revenviz Or parnings target be part ofa strategy. :

Smulariy. because strategy addresses hoty the bu.qlmss
Intends to engage its environment, dmiaes about internat
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oganizational arrangements are not part of steategy. So we
should not speak of compensation policles, Information sys-
tems, or trainitig progranis as being strategy: “These ave criti-
cally imporfant choices, which should reinforce and support

strategy; but they do not make up the strategy itself? 1f évery-

thing impiortan] is thrown into the strategy bucket, then this
essential concept quickly comes 1o mean nothing.

We do not mean to porteay strategy development as a
simple, linear process, Figure 1 leaves out feedback arrows
and other indicitions that preat stratepists are Herative, loop
thinkers. *Fhe key is not in following a sequential process, but
rather in achieving a sobust, reinforced consistency among,
the elemants of the strategy itself.

The Elements of Strategy

If o busiiress must have's strategy, then the strategy must
necessarily haveé parts. What are those partst As Figure 2

. FIGURE 2

What will be our speed and sequence
of moves?

= Speed of expansion?

+ Sequence of initiatives?

How will we abtain our returns? s
« Lowest costs through scale advantages?

+ Premium prices due to unmatchable service?
« Premium prices due to proprietary product features?

Whera will wa be active?

{and with how much emphasis?
« Which product categories?

+ Which market segments?

= Which geographic areas?

» Which core technolegies?

= Which value-creation stages?

» Lowaest costs through scope and replication advantages?

Clmpterfi Strategic Managemeitt | 103

porlEays, a strategy has five elements, providing answers to
Tive questions:

«  Arenas: whiere will we be active?

o Vehicles: how will we get there?

s Differentidtors: how will we win in the marketplace?

. 5tzglng what will be nur spted and sequence of movesi
+  Beonomic |ag:c 1\0\\ wi!l m. ¢ pbitain our rehirns?

Thig article: devdops and ilustrates these demains of
choice, emp ,_slamg hotw essential it i that they form a uni-
fied wholeliWhere' ‘athers Focus on the inpuis to strategic
ihinking (khe tap box In Figuee 1), we focus on the output—
the composman and destgn ol the strategy itsel€.

Arenas

wI;p;c oF i wlml_awnas, t_l_m business \\IIE be aL_li\e.

:is is ?Ljn

How will we got there?
» Internal develapment?
s Joint ventures?

» Licensing/franchising?
+ Acquisitions?

Ecanamic,

How will we win?

+ Image?

+ Customization?

+ Price?

+ Styling?

+ Product reliability?
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1o the qmsimn Peter Dtuiku pnscd decades ago: “What busi:
ness will ye be int™ Ihc, answer, however, shoild nat be one of
broad generalities. For Instance, “We will be the feader b infor-
matign lea,lmoing}' consulting” is more A vision or objective

than pasi of a strategy. In anticulating arenas, it g important ta
be ds specific as possible aboul the product categories, market
sepients, L,eug,r_aphu areas, and cote lLCl_lllD]QLIL’S, as well-as
the value-adding stages (e.g., product design, iwalufacturing,
selling, sen-'icing.' disiribution) the business intends to take on.

- For example, as a result of an in-depth analysis, a biotech-
nology campany specified its arenas: the'company intended o
use'I-cell receptor technology to develop both diagnostic and
therapeutic products for battling a certain clasy of cancers; it
chise 10 keep umlru] of all fesearch and product du’dupmcm
activity, but ta nmsoutu‘« manufacturing and 4 major part of
the c!inh.al leslu\g pmcess required for febul.xmr; appmvals
The mmpan)' targeted the US. and ma;or European markets
as its geopraphic seope, ‘the company’s chosen areitis weré
lughly spacific, with products and markets even targeted by
name. In other instances, especially in businesses with a wider
atmy ut’ pmdﬂqs, nuagket segmems. of geobmphtc qup; the

empha:ls wt!l bc plaued on cach Sume
instaiwe, mlght be jdentified ag canteall
othets are décaed secondary. A sifatepy m glu reasonably be
<centered on one product categoery, \-.'n_h_ others—while neces-
sary for defensive purposes or for offering customers a full

B-.)ond decufiﬂg 1 the avenas in which the business will b
active; the strale;,lst atso needs to decide how 1o get there,
Specifically, the nieans for attaining the needed presence ina
particular product category, market segment, geographic area,
of value-creation stage should be the result of deliberate stra
tegic cholee, 1F we have decided o expand our product range,
are we going to accomphish that by relying on giganic, Inter-
nal product dévelopiment, or are there othier veljiclés—-such
as joint ventures oy acquixlt[muMHmE offer"a better means
for achieving our broadened scope? Hywe dre Compiitted Lo
international expansion, v ~.hat should be Uy primary modes,
-of vehicles—preen-field stastups, lmal acqitisitions, licensing,
-or joint venturest The executiyes'of the biotechnology com-
pany noted earlier decided to rely ol joint ventures to achieve
their new presence in Lumpe while committing to a series of
tactical acquisitions fo addmb certain therapentic products to

complement their gx tmg line of dlaguusllc pmducts
‘The means by which arenas ace entered matters geeatly.
Therefore, sde«.tien of vehicles should not be an aftesthought
or viewed as z mere |mplemm!auon delall A decision o
Cogpyright 2142 Ca
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entey new producl m!cgn_r}e_s is rife with ancertainty. But that
uncertainty may vary inunensely depending on whether the
entry is aftemnpled by licensing other companics’ techuologies,
where perhaps the firm has prior experienge, or by acquisi-
tions, where the company is a novice. Maiture'to explicuiy COn-
sider and articulate the intendéd expansion vehicles can result
in the hoped-for entrys bemg sermuslydela}ed unnecessarily
costly, or totally stalled. - :

There aré steep l:.ammg citrves associated with the:

use of altersative expansion podes. Research Tias found, for
instance, that campanies can'develop bighly advantageous,
well-honed capabilities in maklug acquisitions or in imanaging
joint veiluegf ¢ The company that uses various vehicles onan
asts w;thout an uvemrching Ingk and

ﬁifferenﬂhtors

At i‘\teg}' should specify not enly where a fism witl be zut:\'e
(arenas) and hm\' it witl pet there (\';hldes), but also how the
Fe will win in the marketplace—how it will get custoniers
to come its way. In 2 competitive world, winning is the result

of differentiators, and such edges, dum,us[ ﬁappen Rather,

they require executives to make upfroni,‘coiscious cholces
about which weapons will be assembled, hom.d and deployed

16 beat competitoes in the f:g,hl for customers, revenues, and
profits. For example, Gillete usés its proprietary product
and process technology 1o develop superior mzor praducts,
which the company furilu.r_dlf!n.renlla(cs througle a distine-
tive, aggressively advertised brand mage. Goldman Sachs,
the investment baiik, pm\'ides custoniers unparalleled sep-
vice by mam!aming close rclmm\shlps with cllent executives
md coordimating the arrgy of services it offexs tg each client.
!mut]m
the low es!passlhle faves and emmmdmat) on-titme reliability,
. FAchioving & compelling markeiplace advantage dées riot

-necessarily mean that the company has to be at the extreme on

one differentiating dimension; rather, sometimes having the best
combination of differentiators confers a tremendous market-
place advantage, This Is the philossphy of Honda In automobiles.
There are better cars than Hondas, and there are less expensive
cars than Hondas; hut many car buyers believe that there is no
better value—qusality for the price—than a Honda, a strategic

position the company has worked hard 1o establish and reinforce,

Repardléss of the intended differentiators—image,
customization, price, product styling, after-sale services, or
olbiers—the critical ssue for strategists is to make up-front, delib-
etate choices. Without that, two unforfunate outcomes lnom, One
is that, if top management doestit altempt 10 create unique differ-
entiation, none will vecur, Again, differentiators donlt just miateri.
alize; they are very hard to achieve, And firme without them lose.

The piher negative outcome s that, without up-front,
careful cholces about differentiators, top management inay seek
10 offer eustomers across-the-board superiority, trying simml-
taneously to outdistance Lmnpetﬁors on too broad an array of
saseid o Geipli Ll'i.ﬁ e dnts o in part WON 02-390-20%

irlines atteacts wird retaing cuslonrérs by effering
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differemiators—lower price, betler service, superior styling,
and so on. Such atlempls pre doomed, however, beuaun of their
tnherehl inconsistencies and extraordinary sesourie demands.,
In selen_lmg differentiators, strategists should give exphul pref-
erence to those few foring of supetiotily that are mutually reih-
I'nrung CELI Diage and praguét styling), consisteit with the
firmys resources and capabilities, aud, of course, highly vatued
in the arenas the company has targeted.

Staging
Choices of arenas, vehicles; and differertinots constitute what
might be called the substancé of a sirategy —what exceutives
plan.to do. But this substance cries qut for declsions ona
fnurlh clement—gtaging, or the speed and sequende of nafor
maves Lo take in order ba heighten the likeill:ond of syccess?
Most ali‘altbits donot Lali forequal, b.ﬁamed miua!l\ o5 on all
frotis at all times: Instead, usually some initiatives must coe
first, foltowed only then by others, and then still others. In
-erecting a great building, foundations must be laid, followed
by walls, and only then the roof.

" 1O course, in busiiess strategy there is 1o universally
superior sequence. Rather the stratepist’s judgment is required.

Consider a printing equipment company that cormmitted itsell

tg broadéning its product line ag ypanding huternation-
allyThe execulives declded that the new proiucts sliould be
aitded first, in stage one, bemus hie dfite sales apents they
planited to use for mlemalaonal expansion would not be able
or willing to represent A narrow product line effeclively. Fven
though the executives weré anxioits to expand geopraphically,
if iliey had teied to do so witheut the more complete line in
place, they wonld have w asted a preat deal of time and money,
‘The lefi halfof gure 3 shows their two-stage logic,
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‘I'he execntives of a regional title insurance campany,
as part of theélr new sirategy, were committed o becoming
national in'scopé througli 3 suies of acquis[ll(ms Yor their
dilferentiators, they planned 10 establish a pfestigwus brand
bracked by aggressive ad\eﬂmnb g and supeth customier service,
Rut the axecutives faced 2 chicken:and-egg prob!em' llae)
couldnt make the mqmsiltons on faverable terms without the
brand image in pluce; but with only thielr cureent linsited geo-
graphie scope, they couldn’t afford the quantity or quality of
advertising heeded ta establish the brand. ‘They decided ona
three-stage p!an (shownin the right half of Figure 3): 1) make
selected acquisitions in adjacent repions, hence becoming a
super- pional 1l size and scale; 2) invest moderately heav,

ily ius ad\rcrli's;mb nid hrandbui!d[ng. 3} make acquisitions:

In ddditional. regions on more favorable teems (bu.mse of

the enl\ame_d brand, a record of growth, and, lhey hoped an' B

appnciakd stock price) while :.umlhancousiy con
push fuither in butlding the brand.

‘Decislons abaul staging can bé driven by a:auinher of
factors, One, of course, Is resources. !undmg and staffing
every envisioned initiative, at the needed’ iu'ds, is generally
not possible at the outset of a new mategi' ainpaign. Urpency
is & secand factor affecting staging; some elements of a strat:
ey may face e bief windows of 0pporlu|m)' requinng that lhcy
be punued fiest and aggressi\e]y A third factor is the achleve-
meitt of credibility, Aliainmg certaln ihresholds—in specilic
arénas, differéntistors, of vehicles—can be'caitically vatuable
for altracting resoutees and stakeholders that are needed for
other parts of the steategiy. A fourth factor is the pursuit'of
early wins. It may be far wiser 1o suu:essmlly tackle a part of
the strategy that is relatively doable before attempting sore
cltaliengmg ot unfamiliar initiatives: These are only some of
the faci e | that might go into decisions about the speed and

H
j
H

-Printing equipment manufacturer with plans Regional title insurance company with plans to expand
to expand Internationally and broaden nationally by acquisition and build a superior,
the product line prestigious brand
Wide ® Target National ¢ Target
Stage 3
o~ Stage 2
Geographic -4 Geographic i
scope £ scope -
g
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v ® Regt ¢
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sequence of strateglc inftiatives. However, SEI.].(..L the concept of
staging has pone largely uuewp!on.d in the stratepy Jilerature, it
is often given far too e aitention by strategists themselvés,

Economic Logle.

At the'heart of 2 busingss strategy must be a cléar idea of how
pmf“ls il be generated—not just some profits, but pml’“ts
above the fioms cost of capiial® 1 is not 2nough to vaguely
count on having réventes that are above costs. Unless there's
a compelling basis for it, customers and competitors won't Jet
that happen. And it’s not enougly to generate a long kst of rea-
sons why customers will be cager to pay hiph prices for your
praoducts, along with i long list of reasons why your costs will
bé lower than your competilors, That's a sute-fire route 1o
strategic sclllzophmna and nn.dlmrily

‘the most successful strategies have a central économic
fogic that seivesas the fulcrum for profit creation. In Some cases,
the econoiitic key may be to ohidin premium prices by offering
custosiress a difficuli-to-match product. For instance, the New

Gtk Tintes Is able to charge readers a very liigh price (and strike
highly favorable licensing areangements with on Jine infara-
tion distributors) because of its exceptional jourmalistic quality;
in addition, the Tines §s able 1o charge advertisers high prices
because it defivers a large nuiber of dedicated, afffuent readets.
ARAMARK, the highly profitable titernational food:service
company, is able to pblaln premiung [.ﬂ’lu?a fmm cmpamte and
institutional clients by offeringa level afggslmmzed service and
responsiveness that compmto:u_anno: match. The company
‘séeks out only those clients thal want superior food service and
aré willing to pay for it For examiple, once domestic airlinés
becameé less intorested I distinguishing themselves through
their in-flight meals \RAMARK dropped that segment,

fn sonie instances, the econumtc logi¢ m:ghl reskde on
lhe cost side of the profit equation. ARAMARK —adding ta
its pricing lewrage~—uscs its hupe scale of operations and
presence’in malijple market segments {business, educational,
healthcare, and cor ectional-systens food servicd) to achlave a
s:zeab!e cost admn!age Iy food purchiases—an advantage that
competimr «caiinot duplicate, 6KN Sinter Metals, which, hias
grown by agqmsnmn to become the worlds major powdered.
metals company, beneilts greatly from its scale in ubiaimng
raw matetials and in exploiting, in countey after | mumry its
leading-edge capabilities in metal- -forming processes.

I these examples tle econnmic logics are ndl ﬂcdiu;, or
trasitory. ‘They ate 1oofed in the fons’ fundammtal and refa-
tively enduring capabilities, ARAMARK and the Now York Thes
can clmtbc premiupi prices beLause lhelr oftérings are superior
in the eyes of ieir targeted castomers, pustonters highly vatue
that superfority, and Competitors cant rexdily hnitate the offer-
ings. ARAMARK dnd 6KN :‘smlu ‘Metals have lower costs thin
thelr competitors Decatice o &y alemic ad\.mta,ges of seale, expi-
rietice, and know-how <har!ng Graited, these leads may hot
Tast forever or be ct)mpla:lely unassailable, but the economic log-
ics that are at work at lisse companies account for their abilitles
to deliver strong )ear—m year-out profits.
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The Imperative of Strateglc Comprehensiveness

By this point, it should be clear why a sirategy needs to

enconipass all five elements—arenas, vehicles, differentia-
tors, staging, and economic logic, Firét, all five are important
enough to require intentionality. burprismg,tg most strategic
plans emphasize one of two of the glenients without giviig
any consideration to the others. Yet to develop 4 strategy with-
out atention to all five leaves critical omissions,

Second, the five elements call not only for choice, but
also for preparation ; ami investment. All five require cestain
capabilities that cannet be g ;,wem!ed spmal.mmusl)

“Third, all five elem{uts st align with and support gach,

other. When c-'eecum saﬁd Academics think about alignient,
they lypuaﬁyhave in miind llm Imemalorgammnmml arrahge.
ments need to align with steategy (in tribute (o te magim that

slruduu follaiys:ss mngy‘”j.but few pay mach attention to the
:mnﬁslmms nquired among the elements of the strategy fself,
° Finally, it is onty after the specification of alf five stralegie S

elements that the steategist is in the best position to tare 10

desigiing all the other suppo: ting acBvities—functlonal pnhn :

cles, argaidzational ariangements, operating pmgmms, “and

processes—that are needed 1o reloforce the strategy; he five.

elements of the strategy diamond can be considered the hab
of central nodes for designing a Lomprehv.nsw.., integrated
activily systess, :

Comprehensive Strategles at IKEA and Brake
Products Internatlonal

{KEA; Revolutionizing anindustry -

Sa far we have identified and discussed the five elements
ihat make up a steategy and {form our sirategy dlamond. But
a strategy is more than simply choices on these five fronts: it
is an integrated, mutoally réinforcing set of choices—choices
that forin a eoherent whole, To llustrate the importance of
this cohierence we will now discnss two examples of fully elab-

___-:;mted sleategy diamonds. As a first illusteation, consider the’

rategic intent of IKEA, the femarkably successiul global fur-
iture retailen IKEAs str.uq,y over tlie past 25 years has been

]ug!ll)r colierant, with all five elentents reinforeing cach other.

‘The arenas in which IKEA operates aré well defined:
the company sells relatively inexpensive, contemporary,
Scandinavian-style furniture and home furnishings. [KEA%
tarpet market is young, primarily white-collar customers. The
geographic scope Is worldwide, or at least all counteies where

socioeconomic and (nfeastruciure conditions support the.

coitcept. IKEA 15 110t only 3 retailer, but also nmintains control
of product design to ensute the integrity of its unique iimage
and to accumulate unrivaled expéttise in des:b:ung for efﬁ‘
cient mamifacturing. The company, however, does not manu.
facture, relying instead on a host of long-term suppliers who
ensure efficient, geographically dispersed production.

As fts prinvary vehicle for getting to its chosen-arenas,
IKEA engages in organic expansion, bullding ts own wholly
owned stores. IKEA has cliosen not to make acquisitions of

J,dn ehefe or by part WEN 0L-203-202
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existing retatlers, and it engages in very few joint ventures. This
veflects lop mamagesments belief that the company needs 1o fully
control local execttion of its highly insiovative retailing concept.

IKEA attrnets customers and beats competitors by offer-
ing several linporiant differentiators. First, its products are
of very reliable quality but are low In price {generally 20 Lo
30 percent below the competition for comparable quality
goods), Secand, in contrast to the stressful, imimidating feel-
Ing that shoppers oftent éncounter in conventional furnituce
stares, JKEA customers are treated to a fun, non-threatening
experience, where they are allowed to wander through a visu-
ally exciting store with only the help they request, And third,
the company strives 1o make customer ful(ithnent immedi-
ate. Specificatly, IKEA carries an extensive inventory at, eatll
store, which allows a customer to take the ttem home vr have
it deliveréd the same day. In contrast, convéntional furntture
rétailers show floor models, but then require & 6- fo 10-week
wait for the delivery of each speclal-trder ftem,

As for staging, or IKEASs speed and sequence of movea, .

once manygement realized that its approach would work ina

vatlely of countries and cultures, the company committed itself

to rapid nternational expansion, bul only one region at a time.
In general, the company’s approach has been 1o use ifs limited
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resources to establish an early foothold by opening a single store
in cach targeted country. Bach such enlry is supported with
aggressive public roltions and adutllsmg. i1y order ta fay clain
to the radically irew retalling concept in that market. Later, IKEA
comes back imo gach counlry and fills in with mere stores.

‘the ecoiomic logle of IKHEA rests privuatily on scale econ-
omies and efficiencies of replication. Although the company
doestit sell absolutely identical products in all its geopraphic
markets, IKEA has enough s{a!__id:_lfdiia!lun that it can take
great advantage of baing the world's bargest furniture retailer.
Its costs fram longsterm suppliers age éxceadingly tow, and
made even fawer by IKEA® proprietary, easy-1g-manufacuse
product desipis. I each region, IKEA has enough scale to
achiéye subs

allawmb furthier économies in inventories; adverlising, and
staffing. HKEA's phased international expansion has alloived
executives to benellt, in coutry a afler country, from \w!lal they
have Jearned about site selection, store design, slore openings,

“and ongoing operations. They aré vigitant, astute kearivers, and

they put that learning to great economic use..
Nate how all of IKEA’s actions (shown in Figure 4) fit
together. For example, consider the strong alignment between

intial dlst:ibution and pmnmlional efiiciencies,:
And eacki in vidual store'is sed up as a high-volute upualmn. .

Arenas

= Inexpensive contemporary fumiture
« Young, white-collar customers

= Worldwide

Staging
= Rapid international
expansion, by region
» Early footholds
in each country;

Vahicles
= Organic expansion
» Wholly owned stores

-Ecoriomic
Lagic

fill in later -
\ Dafferentia
]
’
L
4
EconomicLogic .7
+ Economies of scale {global, & Difarentiators
regional, and individual-store + Very reliable quality
-E%-ki} es f licatt + Low price
» kificiencies from replication s Fun, nonthreatening shopping experience
+ Instant fulfiliment
elemiiing AN Bipiis Reservad. May ned bs enpind, & s abapticated, By edicle of b pud WEH 01352202
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its targeted arenas and its competitive differentiators, An
emphasis oit low price, fun, contemporary styling, and instant
fullment §s well sulted to the company’s facus on young,
first-tine furniture buyers. Or cousider the logical fit between
the campany’s differéntiators and vehiedes— providing o {un
shopping experience and instant fulfillment requires very
intricate local execution, which ¢an be achieved far bettes
thraugh whally éwned stores than by using acquisitions, joint
venlures, or franchises, These alignments, along with othes,
help account for IKEAS long string of years with double-digit
sales prowlly, and curraiit revenues of $8 billicn.

The IKEA example allows us o Hlustrate the strategy
diamond with a widely finiliar business story. That example,
hawever, is admittedly retrospective, looking backward to
Jdnferpret the company’s steategy according to the framework,
But the real power and role of strategy, of couese, Is in Inoking
forward, Based on‘acareful and complete au.;iysl; of a com-
pany’s environment, m.!rkctpiaw competitors, and inlersal
capabllities, senior managers need 1o crafi a sirategic intent for
their firm;: The diantond is a useful framework for doing just
that, as we will now illustiate witha business whose top execu-
tives set out to develop 2 new strategy that would allow thém to

break free from & spizal of mediocre profils and stagaant sales:.

Brake Products International: Charting a New biréftion

The strategy diamond proved very useful “hm itwas g !
by the new exccutlve team of Brake: Pmdmls International
(BP1Y, & disguised mmufmluut ofmmp ) ems wsed i brak-
ing and suspension systems for- passeiiper carsan :
In recent years, BPI had strugpled as the worldwide auto
industry consolidated. Tts reaction had been a combination of
disparate, half-hearted diversification initiatives, alternating
with across-the-bogdrd expense cuts, The net result, predict-
ably, was not gcmd and a new management feam was brought
in o try 1o revive pe.rfmmfnue As part of this lurnaround
effart, BPI's hew exccntives developed a new strategic ntem
by umkinb critical decisions for each of the five clements—
arenas,vehicles, dtf{emnmtors, sla;,mg. and econonnic logic.
We will noy atiempt to convey the analysis that gave rise ta
their choices, hul' rather {as with the IKEA examp!e) w:li uSe
BRI tir ustrate the asticulation of a comprehensive slraieg,y
For their targeted arenas, BPI executives comtmmd
to expanding beyond their current market scope of North
American and European car plants by adding Asia, where
global canmakers were rapidly expanding. 'l’he; considersd
widening thetr product range ta inclade additional anto
components, but concluded that their uniquL design and
manufddnriug experiise was linited to brake and suspean-
sion ‘compenents. They did decide, however, that they shoutd
apply their advanced capablhly in antilock-braking and elec-
tronic traction-control sy stems to devdop braking pmduus
for off-road vehicles, imludmg construction and farm equip-
ment. As an additiona] commitment, executives decided to
add a new service, systems Integration, that wauld involve
buudlmg BE{ pmdmts with other related components, frony

Cupyright 2019 Cotigsgs Lexmbing ALRIGNL Resennd B

ather manutacturers, that forny a complete suspeasion systei,
and then providing e carmal«:tS with easy-fo-hapdle, pre-
assembled systems modulee. This Biltiative would allow the
carmakers 1o reduce assemb]; rosts siguitficantly, as well asto
deal with sinple suspensmwsystem SUppher, with subs{antmi
1ﬂbl§ius and inventary savings,

‘The management team identified three major vehicles:

for achileving BPl's presencé’in their selected arenas. Firsy,
they were conmitied to organic internal development of new
generations of leading-gdge braking systems, including those
for off-road velicles: o becone the preferred suspension-

systeq integeator fa ':he mnjm auto mantifacluress, execi-
tives deuded 1o enter into, 1r.neglc all[.mCu with the leading
pmduccrs of ather 1§ suspension componen!s. Finally, to
serye caniiakers that
8P planiad to initi
paities in Ching,

g eqult} jolnt ventures with brake cont-

high-quality antilock brakes; the Asfan pattners would t.!l-.q.
theléad i iy inarkating and government relations.

BPIs execntives also conmitied to achieving and cxpli)il-
ing a small set of differentiators. The company was already a
technology leader, particularly in antilock-brg ng syslems
and electroni¢ traction-coniral systems, Ehex proprietary

technologies wéte seen as centrally imporiant and would be-

further nurtured. Executives also believed they could estab-
tish a preeminent position as’a >y<luns infegrator of entirg
suspension usseinblies, Howe t, achieving his advdntage
wotld require new types sl anufacturing and logistics capa.
bilities, as well a¢ new ski =:in managing relationships with
other component companies. This would include an extensive
¢-business capability that linked BPI with 1ts suppliers and
customers. And finally, as one of the few brakesfsuspension
mmpames witha: ‘manufacturing presence in North America
and Burope—and now in Asia—BPEexecutives concluded
lhai they hida potential mivama_(_,cu\slm: they referred ta
ag “plobal reach”—that was well suited to tlie global consoli-
dation of the antomobile industey. If BPL did a better job of

- coordinating activities among its geographically dispersed
-~operations, it could provide the ane-stop, low-cost global pur-

chasing that the Industty glants Increasingly songht.

BPLs executives approached decisions about staging very
deliberately. ‘They felt urgency on various fronts, but also real-
ized that, alter several years of lackluster performance, the
firm lacked the resources and credibility (o dJo everything
all at ohice. Asis often the case, decisions about staging were
maost nn;mi tant for those injtatives whm the gaps between
tie statiis que and the strategic intent were the greatest. Lor
example, executives decided thay, in order to'provide a elear,
early sign of continued coimmilment to the major global
auto manufacturers,a critical first step was to-establish the
joint ventures with brake manufacturers in Asia. They felt
Just as much urgency to gain a first-mover advantage as a
suspension-system integrator, ‘Therefore, management com-
mitted to prompily establish alliances with a gelect group

d, inwhele o by pat, WON 02200202

ro pxpanding their operations in Asia,

Korea, and Singapore. BPI would provide the =
techuology and oversee the manufmlunng caflmd:ng edge; i

C},nnlil 201 Eenguge Lmarmid AT Kighty ke r My péthe evgind scasmind de diphicsiad, fs whett o b part Das s ehelfnasc ighto e Wed iy comigt ey e s ppiveiod forn the Bl o Ll e
Fidaowind bxairw loum docmed s ey spprmnad cerzbent diom 8 smaectally A8fzcl e Goirad Sty s piizonie Detgife Doiavig mrvssyme e vl b ey ublisi o] oot 2 oty e o izt bl et e &

112




Printed 1

32¢d75b2bf70dc@placeholder.24190.edu. Printing is for pmsoml private use only. No part of this book

be reproduced or transmitted without publisher's prior permission. Violators will be prosecuted.

of manufaciuress of other suspension components, and 1o
experinyent with ane pilot customer. These tiwo sets of inltia-
tives co_'nétitu!ed slage one of BPl's stralegic intent, For stage
two, the executives planned to launch the full versions of the
systenissintepration and global-reach concepts, complete with
‘agpressive matketing. Also In this second stage, exgiansion
it the off-road vehicle market \would comntence,

BPI’s economic logic hinged on secaring premium prices
from Its customers, by offering ther at least three valuable,
difficult-lo-imitate benefits, First, BRI was the worldwide tech-
nolopy leader in braking systems; cae companies would pay to
get-access to these products for theie new high-end models.
Second, BPI would allow global customers an ecotiomical
single source for braking products; this would save custamers
considesable contract adminisiration and qitality-assuranceé

Staging

+ Stage 1: Asian JVs and
alliances with
suspension-component
comparnies

« Stage 2: Aggressively
design and market
systems-integration
offering; commence
off-road vehicle market

Economic Logic #°

« Preferred supplier status and premium pricing,
due ta leading-edge technology

» Preferred supplier status and premium pricing,
by providing customaers global solutions

» Premlum pricing by providing customers
integratéd kits
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costs—savings that they would be willing to share. And thied,
through ite allianges with major suspension.compenent
manufagturers, BPL would be able to deliver integrated-
suspension-system Kits o customers-—again saving customers
in purchasing costs, inventory costs; aird even assembly costs,
for which they wotld pay “prémium,

BPI's wernaround way- Tighly successful. The substaice
of the company’s stedtegy. (shown in Figure 5) was critically
important in the wenarovnd, os was the conelse strategy state-
ment that was'communicated throughout the firm. As the
CEO stated:. :

We've finally identified what we wont to be, and what’s
rmparmnt tous. Just as importantly, we've decided whit we
don t wani io be, and have stapped wasting timeond effart

Arcnas

+ North American, European, and
Aslan passenger-car and
light-truck makers

« Brakes and suspension-system
companents

«+ Suspension-system integration

= Braking systems for off-road
vehicles

Vehicles

» Internal development of
new, leading-edge
braking products

+ Strategic alliances vith
suspansion-component
manufacturers

« Joint ventures with brake
companies in Asia

Economic \,

Differentiatars

+ ABS design technology
+ Electronic traction control technology
« Systems integration capabifity
+ E-business capability with
supphiers and customers
« Global reach
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