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Welcome to Exploring Strategy

Strategy is a crucial subject. It’s about the development, success and failure of all kinds of organisations, from multinationals to entrepreneurial start-ups, from charities to government agencies, and many more. Strategy raises the big questions about these organisations – how they grow, how they innovate and how they change. As a manager or an entrepreneur, you will be involved in shaping, implementing or communicating these strategies.

Our primary aim with Exploring Strategy is to give you a comprehensive understanding of the issues and techniques of strategy. We can also help you get a great final result in your course. You can make the most of the text by:


	
•Exploring hot topics in cutting-edge issues such as business models, corporate governance, innovation, entrepreneurship and strategy practice.

	
•Engaging with our ‘Thinking Differently’ sections to access novel and distinctive perspectives on core themes in strategy

	
•Using the ‘Strategy Lenses’ to think critically and originally about key topics and to set you on your way to better grades in your assignments and exams.

	
•Pursuing some of the recommended readings at the end of each chapter. They’re specially selected as accessible and valuable sources that will enhance your learning and give you an extra edge in your course work.



We want Exploring Strategy to give you what you need: a comprehensive view of the subject, an ambition to put that into practice, and – of course – success in your studies. We hope that you’ll be as excited by the key issues of strategy as we are!

So, read on and good luck!
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Gerry Johnson

Kevan Scholes
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Preface

We are delighted to offer this twelfth edition of Exploring Strategy. With sales of previous editions now well over one million worldwide, we believe we have a tried and tested product. Yet the strategy field is constantly changing. For this edition, therefore, we have thoroughly refreshed all chapters, with new concepts, new cases and new examples throughout. Here we would like to highlight three principal changes, while recalling some of the classic features of the book.

As well as more detailed changes, the twelfth edition has the following principal changes:


	
•a stronger focus on technology strategy: reflecting today’s culture of rapid technological change, we have developed the discussion of business models and ecosystems, with concepts such as multisided platforms and peer-to-peer models.

	
•an updated approach to corporate strategy: with radical changes to the nature of the corporation, this edition enhances its treatment of divestment as well as acquisitions and mergers

	
•a revised approach to strategy evaluation: we focus our discussion of the evaluation of strategic options on practical techniques, adding for instance DuPont pyramid analysis
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•Process: we believe that the human processes of strategy, not only the economics of particular strategies, are central to achieving long-term organisational success. Throughout the book, we underline the importance of human processes, but in particular we devote Part III to processes of strategy formation, implementation and change.
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Exploring Strategy features

This twelfth edition of Exploring Strategy builds on the established strengths of this best-selling textbook. A range of in-text features and supplementary features have been developed to enable you and your students to gain maximum added value from the teaching and learning of strategy.


	
•Outstanding pedagogical features. Each chapter has clear learning outcomes, practical questions associated with real-life illustrations and examples which students can easily apply to what they have learnt.

	
•Flexibility of use. You can choose to use either the Text and Cases version of the book, or – if you don’t use longer cases (or have your own) – the Text-only version.



The two versions are complemented by a concise version of the text, Fundamentals of Strategy, and instructors also have the option of further customising the text. Speak to your local Pearson Sales Representative if you would like to explore customization options.


	
•Up-to-date materials. we have fully revised all chapters, incorporating new research and updating references so that you can easily access the latest research.

	
•Encouraging innovative and critical thinking. The Strategy Lenses and commentaries are designed to encourage critical thinking, while each chapter ends with a ‘Thinking Differently’ section, introducing students new and distinctive approaches to key issues of the chapter.

	
•Our ‘three circles’ framework – depicting the overlapping issues of strategic position, strategic choices and strategy-in-action – also challenges a simple linear, sequential view of the strategy process.

	
•Case and examples. A wide range of Illustrations, Case Examples and (in the Text and Cases version) longer Case Studies are fresh and engage with student interests and day-to-day experience. Many of these are entirely new to this edition; others have been extensively revised. We draw these examples from all over the world and use examples from the public and voluntary sectors as well as the private.

	
•Teaching and learning support. You and your students can access a wealth of resources detailed in the Exploring Strategy Online section that follows this.

	
•Teachers’ workshop. We run an annual workshop to facilitate discussion of key challenges and solutions in the teaching of strategic management. Details of forthcoming workshops can be found at: https://heuk.pearson.com/events.html






Exploring Strategy Online

A wide range of supporting resources are available at: www.pearsoned.co.uk/exploringstrategy.

Resources for students


	
•Multiple choice questions that test your understanding of key content

	
•Key concept audio summaries that you can download or listen to online

	
•Video cases that show managers talking about strategic issues in their own organisations

	
•Revision flashcards to help you prepare for your exams

	
•A multi-lingual online glossary to help explain key concepts

	
•Guidance on how to analyse a case study


	
•Links to relevant sites on the web so you can explore more about the organisations featured in the case studies

	
•Classic cases – over 30 case studies from previous editions of the book



Resources for instructors


	
•Instructor’s manual which provides a comprehensive set of teaching support, including guidance on the use of case studies and assignments, and advice on how to plan a programme using the text.

	
•PowerPoint slides containing key information and figures from the book

	
•Classic cases from previous editions of the book





Digital Courseware

Revel is an interactive learning environment designed for how you want to teach — and how your students want to learn. Cleverly combining reading material with interactive videos, quizzes and writing activities, it enriches the learning experience and boosts student performance.

We have launched Exploring Strategy in Revel, which offers interactive media, including videos and writing activities, within the narrative content to reinforce key concepts and encourage exploration and application of a complex and diverse subject area. It caters to today’s modern strategy students, who need a hands-on, applied and current exploration to the subject.

Unlike any existing resource, Revel for Strategy allows lecturers to bring strategy to life and drive engagement across large classes, increasing students’ understanding of the key concepts, encouraging them to reflect on their actions, build confidence, and helping them to evaluate the impact of their decisions.

MyStrategyExperience is an engaging and rigorous simulation designed to bring together the theory and practice of strategy-making in the realistic environment of a dynamic organisation and industry. The simulation puts students on the board of directors in a global ­advertising agency and allows them to make a strategic analysis of the business, put together a business plan and then make a number of challenging decisions on the future strategy of the company.

As students set and implement strategy, they will see the impact of their decisions on financial and non-financial measures of performance within the simulated company. Your students will need to balance strategic opportunities with inherent risk thus gaining knowledge and insights relevant to their strategic studies.

The simulation draws on the content of Exploring Strategy and the two can be used to complement each other on a strategy course.

For more information about Revel or MyStrategyExperience, contact your local Pearson Sales Representative or visit https://www.pearson.com/uk/educators/higher-education-educators/products-and-services/course-resources-and-content.html



Chapter 1


Introducing strategy

Key terms

business-level strategy

corporate-level strategy

functional strategy

four strategy lenses

Exploring Strategy Framework

mission statement

objectives

statements of corporate values

strategic choices

strategic position

strategy

strategy in action

strategy statements

three-horizons framework

vision statement

Learning outcomes

After reading this chapter you should be able to:


	
•Summarise the strategy of an organisation in a ‘strategy statement’.

	
•Distinguish between corporate, business and functional strategies.

	
•Identify key issues for an organisation’s strategy using the Exploring Strategy Framework.

	
•Understand different people’s roles in strategy work.


	
•Appreciate the importance of different organisational contexts, academic disciplines and theoretical lenses to practical strategy analysis.




1.1 Introduction

The Chief Executive Officer (CEO) of a medium-sized family business knew they had a problem. New aggressive competition in their main European markets was threatening their performance just as demand was softening. To help him address this major problem the CEO invited in a consultancy firm to assess whether this was the right time for his business to find new international markets for growth or to invest more in product innovation to stimulate demand. Claudia, the junior consultant in the team, heard the consulting partner explain how they would carry out a systematic analysis of the company’s situation to understand its success, assess the challenges posed by the competition and shifting markets and identify broader opportunities and threats from the wider environment. It would be her task to assemble key data and conduct analysis to generate future possible options for the business. These would help inform the CEO’s decision about how his business could improve its competitive position. The consulting firm would assist with implementation if needed.

The problem presented by the CEO to the consultants is one of strategy. It is concerned with key issues for the future of the organisation. For instance, how should the company compete in the future with aggressive new entrants? What growth options are there for the company? If further internationalisation is a good strategy, what would be the optimal method to achieve this outcome and what might be the resourcing implications? All of these strategy questions are vital to the future survival of the organisation.

Strategy questions naturally concern entrepreneurs and senior managers at the top of their organisations. But these questions matter more widely. Outside of the organisation, stakeholders such as investors, including banks, venture capitalists and analysts, influence the strategy. Inside the organisation, middle managers also have to understand the strategic direction, both to know how to get top management support for their initiatives and to explain it to the people they are responsible for. Anybody looking for a management-track job needs to be ready to discuss strategy with their potential employer. Indeed, anybody taking a job should first be confident that their new employer’s strategy is actually viable. There are even specialist career opportunities in strategy, for example like Claudia, as a strategy consultant or as an in-house strategic planner, often key roles for fast-track young managers.

Figure 1.1 Strategy: its definition, purpose, analysis and work
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This book is relevant to any kind of organisation responsible for its own direction into the future. Thus the book refers to large private sector multinationals and small entrepreneurial start-ups; to family businesses, both large and small; to public-sector organisations such as schools and hospitals; and to not-for-profits such as charities or sports clubs. Strategy matters to almost all organisations, and to everybody working in them.

In this chapter you will begin with examining the main definitions of strategy, build your understanding of strategy’s purpose, be introduced to the Exploring Strategy Framework for analysing an organisation’s strategy and increase your awareness of working, as students and managers, with strategy in different contexts (see Figure 1.1). But first, why is the book entitled Exploring Strategy?

1.1.1 Why ‘Exploring Strategy’?

There are a large number of strategy textbooks available on the market so it is important to realise why readers choose Exploring Strategy. As strategists we believe that one of strat­egy’s distinctive features is that it draws upon many other perspectives, including economics, finance, marketing, operational management, organisational behaviour, psychology to name a few. However many strategy textbooks adopt a single disciplinary focus, such as an economics perspective, for instance, that ignores other critical issues, such as the work of strategists, the influence of organisational politics, history and culture. Others focus much more on the behavioural side of strategy and largely overlook the importance of finance and economics. Exploring Strategy is distinctive in emphasising a comprehensive view of strategy, and this will enable you to explore the insights of many disciplinary perspectives including both the economics of strategy and the people side of managing strategy in practice.

A further reason for the word ‘Exploring’ in the title is rooted in the practical world of strategy work. Our focus on the practice and practicalities of strategy reveals that there are rarely obvious answers. Indeed, many strategy problems are highly complex and managers should beware of over-simplified ‘solutions’. Therefore in strategy it is important both to recognise the real scope of problems and to explore several options. Through exploration you will widen your awareness of practical issues relevant to strategy, recognise the difficulties of interconnectedness, and probe each option carefully before making informed choices. We therefore believe that major strengths of Exploring Strategy, its comprehensiveness and focus upon practice, will help reduce your risk of myopia to enable you to produce well-­informed, grounded solutions to complex strategic problems.

We also believe that ‘Exploring’ in the title is appropriate as this is a research-led book, drawing upon world-class research and including the latest thinking on key strategic topics. These feature throughout Exploring Strategy and particularly pioneering work is found in the ‘Thinking differently’ sections at the ends of chapters. The ‘Strategy lens’ sections at the end of the main parts of the book also introduce novel and distinctive themes. These will ensure that you are at the cutting edge of strategy.

Exploring Strategy also explores a wide range of organisational and geographic contexts. Through a diverse and substantial selection of illustrations and case studies, we include large multinationals as well as medium-sized and entrepreneurial start-up firms. We give weight not only to ‘for-profit’ companies but also family businesses that may also be not-for-profit, public sector and other not-for-profit organisations. We examine these not only in developed economies in the West but also in a wide range of emerging markets and developing countries. This broad base of organisations and contexts will give you a wider knowledge base than is common in other strategy texts.


1.2 What is strategy?1


The origins of the word strategy have been traced back to the city of Athens in the sixth century BC where it was developed to name a new military and political leadership position. It combined the words stratos, which meant ‘army spread out over the ground’, and agein, meaning ‘to lead’.2 To this practical consideration of managing and directing a large complex force, the importance of strategy was highlighted by the Chinese military philosopher Sun Tzu, who defined strategy as ‘the great work of the organization. In situations of life or death, it is the Tao of survival or extinction’ (Tao is a Chinese word that indicates ‘path’, ‘way’, ‘route’ and even ‘principle’). Since that time there have been many new defin­itions of the word strategy, particularly by the military, but in the 1960s Alfred Chandler, strategy’s founding theorist, brought strategy formally into a business context.3 Since then, definitions of strategy have continued to refine our understanding of the term and several prominent ones are examined below. However, for this book our initial basic definition of strategy, which we shall elaborate upon at the end of the chapter, is as follows: strategy is the long-term direction of an organisation. Thus, for example, the long-term direction of Amazon is from book retailing to internet services in general. For Disney, it is from cartoons to diversified entertainment. This section examines the practical implication of this definition of strategy; distinguishes between different levels of strategy; and explains how to summarise an organisation’s strategy in a ‘strategy statement’.

1.2.1 Defining strategy

Defining strategy as the long-term direction of an organisation implies a more comprehensive view than some influential definitions. Figure 1.2 shows the strategy definitions of several leading strategy theorists: Alfred Chandler and Michael Porter, both from the Harvard Business School, Peter Drucker from Claremont University, California and Henry Mintzberg, from McGill University, Canada. Each points to important elements of strategy. Chandler emphasises a logical flow from the determination of goals and objectives to the allocation of resources. Porter focuses on deliberate choices, difference and competition. Drucker suggests that it is a theory about how a firm will win.4 Mintzberg, however, takes the view that strategy is less certain and uses the word ‘pattern’ to allow for the fact that strategies do not always follow a deliberately chosen and logical plan, but can emerge in more ad hoc ways. Sometimes strategies reflect a series of incremental decisions that only cohere into a recognisable pattern – or ‘strategy’ – after some time.

There are two advantages to our opening definition of strategy. First, the long-term direction of an organisation can include both deliberate, logical strategy and more incremental, emergent patterns of strategy. Second, long-term direction can include both strategies that emphasise difference and competition, and strategies that recognise the roles of cooperation and even imitation.

Figure 1.2 Definitions of strategy
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Sources: A.D. Chandler, Strategy and Structure: Chapters in the History of American Enterprise, MIT Press, 1963, p. 13; M.E. Porter, ‘What is strategy?’, Harvard Business Review, November–December 1996, p. 60; P.F. Drucker, ‘The theory of business’, Harvard Business Review, September–October 1994, pp. 95–106; H. Mintzberg, Tracking Strategies: Towards a General Theory, Oxford University Press, 2007, p. 3.

The three elements of this strategy definition – the long term, direction and organisation – can each be explored further. The strategy of Tesla Motors illustrates important points (see Illustration 1.1):


	
•The long term. Strategies are typically measured over years, for some organisations a decade or more. The importance of a long-term perspective on strategy is emphasised by the ‘three horizons’ framework shown in Figure 1.3. The three-horizons framework suggests organisations should think of their businesses or activities in terms of different ‘horizons’, defined by time. Horizon 1 businesses are basically the current core activities. In the case of Tesla Motors, Horizon 1 includes the original Tesla Roadster car and subsequent models. Horizon 1 businesses need defending and extending but the expectation is that in the long term they risk becoming flat or declining in terms of profits (or whatever else the organisation values). Horizon 2 businesses are emerging activities that should provide new future sources of profit. For Tesla, that might include the new mega-battery business. Finally, there are Horizon 3 possibilities, which are more open and for which outcomes are even more uncertain. These are typically risky research and development projects, start-up ventures, test-market pilots or similar: at Tesla, these might be further solar electric initiatives, rockets and space transportation. For a fast-moving organisation like Tesla, Horizon 3 might generate profits a few years from the present time. In a pharmaceutical company, where the R&D and regulatory processes for a new drug take many years, Horizon 3 might be a decade ahead. While timescales might differ, as industries and types of firm can move at different rates, the basic point about the ‘three horizons’ framework is that managers need to avoid focusing on the short-term issues of their existing activities. Strategy involves pushing out Horizon 1 as far as possible, at the same time as looking to Horizons 2 and 3.



Figure 1.3 Three horizons for strategy

[image: ]

Source: Adapted from M. Baghai, S. Coley and D. White, The Alchemy of Growth, Texere Publishers, 2000. Figure 1.1, p. 5.




Illustration 1.1 Tesla Motors: the future is electric!

The Tesla Roadster is a staggeringly quick car with a difference. There’s no wheel-spin, no traction control stutter, no driveline shutter. Stamp on the throttle and the driver gets 686 lbs of torque immediately, rocketing the car from 0–60 mph in 3.2 seconds and with negligible noise – the car is electric.

[image: ]

Are there enough Teslas in the world?

Source: Jim West/Alamy Stock Photo

The Tesla Roadster is the main product of Tesla Motors. Its charismatic chairman and main funder is PayPal cofounder, and SpaceX CEO, Elon Musk. Barely a decade old, Tesla Motors is already gigantic, $52bn market capitalisation, and adored. It’s been called ‘the world’s most important automotive company’ and the Tesla’s Model S, ‘the Most Loved Vehicle in America’ – out-selling Mercedes S-class and BMW 7 series. And yet the last successful American car start-up was Ford, founded 111 years ago. How can Tesla Motors be so successful?

Tesla is the brain-child of three Silicon Valley engineers convinced by global warming arguments and looking for alternative fuel sources for cars. Co-founder Eberhard asked: ‘How much of the energy that comes out of the ground makes your car go a mile?’1 He observed ‘hydrogen fuel cells are terrible – no more efficient than gas. Electric cars were superior to everything.’1 He then discovered a bright yellow all-electric two-seater bullet car with zero emissions, ‘tzero’, built by AC propulsion. Inspired, Eberhard kept saying to potential recruits – ‘try and touch the dashboard.’1 He would then hit the accelerator – they couldn’t! With Lamborghini-level acceleration, this demonstrated electric cars didn’t have to be golf carts.

At the time industry logic said electric cars would never succeed, as GM had spent $1bn trying to develop one that was then scrapped and battery technology had not improved in a hundred years. However Eberhard realised lithium-ion batteries were different – improving 7 per cent p.a. So Tesla was positioned to ride the current of technological history.

The founders had no experience making cars, but realised car companies now outsourced everything, even styling. Manufacturing partners were ready to be connected; a ’fab-less’ car company was possible.* Production began in 2008. The business plan described the Roadster as ‘disruptive’ technology** – a high-end sports car with lower price and emissions than competitors – and a lower resource cost to the planet.


Model S

0–60 mph < 2.5 seconds; 100mpg; world-class handling; Zero tailpipe emissions; +300 mile range; zero mainten­ance for 100,00 miles (other than tyres); 50 per cent price of the cheapest competitive sportscar.1



Tesla’s strategy is ‘to succeed in the high end of the market, where customers will pay a premium for a sports car without compromise, and then drive down market rapidly to higher unit volume and lower prices with each successive model. All free cash flow is ploughed back into R&D to drive down costs and bring follow on products to market as fast as possible. Roadster customers are actually paying for development of the low cost family car.’2

Tesla aims to provide zero emission electric power generation from their ‘giga’ battery factory in line with their overarching purpose to move from mine-and-burn hydrocarbons towards a sustainable solar electric economy.2 Tesla Energy now sells batteries for home and business use and aims to offer an energy system for the world.

However, things continue to be problematic as Tesla battles Model 3 production and distribution difficulties and will need to make further large capital investments. Despite axing 7 per cent of its workforce in January 2019,3 improving production output and price reductions to counter a federal tax credit cut, Elon Musk’s previous outbursts, dismissing analysts’ ‘boring bonehead questions’, an aborted attempt to take the company private and worries that his other business interests are distracting him, are causing analysts such as Goldman Sachs to predict that Tesla shares will fall 30 per cent in months with the rise of luxury marque competitor products. But when your mission is to save the earth, maybe Elon Musk’s outspokenness is not surprising.4

Notes

* A car company without a factory.

** A phrase from Harvard professor Clayton Christensen.

Sources: (1) E. Musk, ‘The Secret Tesla Motors Master Plan (just between you and me)’, 2 August 2006; (2) D. Baer, ‘The making of Tesla: invention, betrayal, and the birth of the Roadster’, Business Insider, 11 November 2014; (3) Sainato, ‘How do they expect to run without us’, theguardian.com, 30 January 2019; (4) R. Water and P. Campbell, ‘Tesla: Reality begins to collide with the Elon Musk’s vision’, Financial Times, 15 June 2018.


Questions


	
1How does Tesla Motor’s strategy fit with the various strategy definitions in Figure 1.2?

	
2What seems to account for Tesla’s success and current difficulties?










	
•Strategic direction. Over the years, strategies follow some kind of long-term direction or trajectory. The strategic direction of Tesla Motors is from the original electric car to a diversified set of solar power offerings. Sometimes a strategic direction only emerges as a coherent pattern over time. Typically, however, managers and entrepreneurs try to set the direction of their strategy according to long-term objectives. In private-sector businesses, the objective guiding strategic direction is usually maximising profits for shareholders. However, profits do not always set strategic direction. First, public-sector and charity organisations may set their strategic direction according to other objectives: for example, a sports club’s objective may be to move up from one league to a higher one. Second, even in the private sector profit is not always the sole criterion for strategy. Thus family businesses may sometimes sacrifice the maximisation of profits for family object­ives, for example passing down the management of the business to the next generation. The objectives behind strategic direction always need close scrutiny.

	
•Organisation. In this book, organisations are not treated as discrete, unified entities. Organisations involve many relationships, both internally and externally. This is because organisations typically have many internal and external stakeholders, in other words people and groups that depend on the organisation and upon which the organisation itself depends. Internally, organisations are filled with people, typically with diverse, competing and more or less reasonable views of what should be done. At Tesla, co-founder and original CEO Eberhard was fired by new Chairman Elon Musk. In strategy, therefore, it is always important to look inside organisations and to consider the people involved and their different interests and views. Externally, organisations are surrounded by important relationships, for example with suppliers, customers, alliance partners, regulators and investors. For Tesla, relationships with investors and advertisers are crucial. Strategy, therefore, is also vitally concerned with an organisation’s external boundaries: in other words, questions about what to include within the organisation and how to manage important relationships with what is kept outside.



Because strategy typically involves managing people, relationships and resources, the subject is sometimes called ‘strategic management’. This book takes the view that managing is always important in strategy. Good strategy is about the practicalities of managing as well as the analysis of strategising.

1.2.2 The purpose of strategy: mission, vision, values and objectives

What is a strategy for? Harvard University’s Cynthia Montgomery5 argues that the core of a strategist’s job is defining and expressing a clear and motivating purpose for the organisation. Even for private-sector organisations this is generally more than simple profit-­maximisation as long-term prosperity and employee motivation usually require expressions of purpose that go beyond just profits. According to Montgomery, the stated purpose of the organisation should address two related questions: how does the organisation make a difference; and for whom does the organisation make that difference? If the stakeholders of an organisation can relate to such a purpose it can be highly motivating. Indeed, research by Jim Collins and Jerry Porras suggests that the long-run success of many US corporations – such as Disney, General Electric or 3M – can be attributed (at least in part) to the clear guidance and motivation offered by such statements of purpose.6

There are four ways in which organisations typically define their purpose:


	
•A mission statement aims to provide employees and stakeholders with clarity about what the organisation is fundamentally there to do. This is often expressed in the apparently simple but challenging question: ‘What business are we in?’ Two linked questions that can clarify an organisation’s ‘business’ are: ‘What would be lost if the organisation did not exist?’; and ‘How do we make a difference?’ Though they do not use the term ‘mission statement’, Collins and Porras7 suggest that understanding the fundamental mission can be done by starting with a descriptive statement of what the organisation actually does, then repeatedly delving deeper into the organisation’s purpose by asking ‘why do we do this?’ They use the example of managers in a gravel and asphalt company arriving at the conclusion that its mission is to make people’s lives better by improving the quality of built structures. At the University of Utrecht the mission includes educating students, training the next generation of researchers and addressing social issues.

	
•A vision statement is concerned with the future the organisation seeks to create. The vision typically expresses an aspiration that will enthuse, gain commitment and stretch performance. So here the question is: ‘What do we want to achieve?’ Porras and Collins suggest managers can identify this by asking: ‘If we were sitting here in twenty years what do we want to have created or achieved?’ They cite the example of Henry Ford’s original vision in the very early days of automobile production that the ownership of a car should be within the reach of everyone. For the Swedish music site Spotify, the vision is to become ‘the Operating System of music’, a universal platform for listening just as Microsoft is for office software.

	
•Statements of corporate values communicate the underlying and enduring core ‘principles’ that guide an organisation’s strategy and define the way that the organisation should operate. For example, Alphabet (previously Google), famously includes in its values ‘you can be serious without a suit’, ‘fast is better than slow’ and ‘don’t be evil’. It is important that these values are enduring, so a question to ask is: ‘Would these values change with circumstances?’ And if the answer is ‘yes’ then they are not ‘core’ and not ‘enduring’. An example is the importance of leading-edge research in some universities. Whatever the constraints on funding, such universities hold to the enduring centrality of research. On the other hand, as Alphabet has grown and diversified, some critics wonder whether the company still abides by its principle of ‘don’t be evil’ (see Chapter 13 end case).

	
•Objectives are statements of specific outcomes that are to be achieved. These are often expressed in precise financial terms, for instance, the level of sales, profits or share valu­ation in one, two or three years’ time.8 Organisations may also have quantifiable market-based objectives, such as market share, customer service, repeat business and so on. Sometimes objectives focus on the basis of competitive advantage: for example, low-cost airlines such as RyanAir set objectives on turnaround time for their aircraft because this is at the core of their distinctive low-cost advantage. Increasingly organisations are also setting objectives referred to as ‘the triple bottom line’, by which is meant not only economic objectives such as those above, but also environmental and social objectives to do with their corporate responsibility to wider society (see Section 5.4).



Although visions, missions and values may be liable to become bland and too wide-ranging,9 they can offer more enduring sources of direction and motivation than the concrete nature of objectives. It is therefore crucial that vision, mission and values are meaningful when included in strategy statements.

1.2.3 Strategy statements

David Collis and Michael Rukstad10 at the Harvard Business School argue that all entrepreneurs and managers should be able to summarise their organisation’s strategy with a ‘strategy statement’. Strategy statements should have three main themes: the fundamental goals (mission, vision or objectives) that the organisation seeks; the scope or domain of the organisation’s activities; and the particular advantages or capabilities it has to deliver all of these.

Mission, vision and objectives have been described above in 1.2.2 so here we concentrate on the other two main themes, scope and advantage, with examples of all three given in Illustration 1.2:


	
•Scope. An organisation’s scope or domain refers to three dimensions: customers or clients; geographical location; and extent of internal activities (‘vertical integration’). For a university, scope questions are twofold: first, which academic departments to have (a business school, an engineering department and so on); second, which activities to do internally themselves (vertically integrate) and which to externalise to subcontractors (for example, whether to manage campus restaurants in-house or to subcontract them).

	
•Advantage. This part of a strategy statement describes how the organisation will achieve the objectives it has set for itself in its chosen domain. In competitive environments, this refers to the competitive advantage: for example, how a particular company or sports club will achieve goals in the face of competition from other companies or clubs. The organ­isation needs to be better than others at achieving its particular goal. In the public sector, advantage might refer simply to the organisation’s capability in general. But even public-sector organisations frequently need to show that their capabilities are not only adequate, but superior to other rival departments or perhaps to private-sector contractors.



Collis and Rukstad suggest that strategy statements covering goals, scope and advantage should be no more than 35 words long. The three themes are deliberately made highly concise. Brevity keeps such statements focused on the essentials and makes them easy to remember and communicate. Thus for Tesla, a strategy statement might be: ‘To accelerate the advent of a sustainable solar economy by developing and incorporating superior battery-based technologies into compelling mass market electric products and bringing them to market as soon as possible.’ The IKEA business idea is a little more specific: ‘To create a better everyday life for the many people [by offering] a wide range of well-designed, functional home furnishing products at prices so low that as many people as possible will be able to afford them.’ Of course, such strategy statements are not always fulfilled. Circumstances may change in unexpected ways. In the meantime, however, they can provide a useful guide both to managers in their decision-making and to employees and others who need to understand the direction in which the organisation is going. The ability to give a clear strategy statement is a good test of managerial competence in an organisation.

As such, strategy statements are relevant to a wide range of organisations. For example, a small entrepreneurial start-up can use a strategy statement to persuade investors and lenders of its viability. Public-sector organisations need strategy statements not only for themselves, but to reassure clients, funders and regulators that their priorities are the right ones. Voluntary organisations need persuasive strategy statements in order to inspire volunteers and donors. Thus organisations of all kinds frequently publish materials relevant to such strategy statements on their websites or annual reports. Illustration 1.2 provides published materials on the strategies of two very different organisations: the technology giant Samsung from the private sector and York University in the UK from the public sector.




Illustration 1.2 Strategy statements

Both Samsung Electronics, the Korean telecommunications, computing and TV giant, and York University, a leading British university, publish a good deal about their strategies.

Samsung Electronics

At Samsung, we follow a simple business philosophy: to devote our talent and technology to creating superior products and services that contribute to a better global society.

Every day, our people bring this philosophy to life. Our leaders search for the brightest talent from around the world, and give them the resources they need to be the best at what they do. The result is that all of our products – from memory chips that help businesses store vital knowledge to mobile phones that connect people across continents – have the power to enrich lives. And that’s what making a better global society is all about.

According to Samsung’s new motto it intends to give the world inspiration to create the future of electronics. This new vision reflects Samsung Electronics’ commitment to inspiring its communities by leveraging Samsung’s three key strengths: ‘New Technology’, ‘Innovative Products’, and ‘Creative Solutions’. As part of this vision, Samsung has mapped out a specific plan of reaching $400 billion in revenue and becoming one of the world’s top five brands by 2020. To this end, Samsung has also established three strategic approaches in its management: ‘Creativity’, ‘Partnership’, and ‘Talent’.

As we build on our previous accomplishments, we look forward to exploring new territories, including health, medicine, and biotechnology. Samsung is committed to being a creative leader in new markets, becoming No. 1 business in the Global IT industry and in the Global top 5.

York University Strategy 2014–2020

York is a University with strong values. In all our activ­ities, we are unconditionally committed to excellence, as measured by the highest national and international stand­ards. We see ourselves as operating in a global environment, with important local and national responsibilities and aim to be among the best universities in the world. We encourage creativity, independence, enterprise and initiative. We support academic freedom and autonomy and we promote open academic debate and discussion. We will be inclusive and provide equal opportunities for all. We apply the highest ethical standards to all our activities and want to make a positive contribution to the development of a fairer and sustainable world.

We aim to provide an environment that attracts the very best staff and students from all over the world, encourages and facilitates academic endeavour, and provides a supportive atmosphere for the development and sharing of knowledge. We want to be a University in which every member of staff and every student feels valued as an individual. Even as we grow, we want to retain a genuine sense of belonging and community in our departments, colleges, clubs and societies. We particularly value our colleges’ support for the cultural, social, academic and personal development of our students. We will play an active role in the City of York, which is central to our identity, and are committed to a mutually supportive relationship with the City and the region.

Guided by these values, we aim to build a University that distinguishes itself in three ways:

Key objective 1: to be a world leader in research, by being sufficiently large to be excellent, resilient and financially sustainable.

Key objective 2: to offer outstanding teaching and learning, by being organised in the most efficient and effective way.

Key objective 3: to offer all our students an outstanding and valuable experience, by working effectively with other organisations and stakeholders.

Sources: Edited extracts from www.samsung.com and the University of York Strategy, www.york.ac.uk


Questions


	
1Construct short strategy statements covering the goals, scope and advantage of Samsung and the York University. How much do the different private and public sector contexts matter?

	
2Construct a strategy statement for your own organisation (university, sports club or employer). What implications might this statement have for your particular course or department?










1.2.4 Levels of strategy

So far we have considered an organisation as a whole, but inside an organisation, strategies can exist at three main levels.


	
•Corporate-level strategy is concerned with the overall scope of an organisation and how value is added to the constituent businesses of the organisational whole. Corporate-level strategy issues include geographical scope, diversity of products or services, acquisitions of new businesses, and how resources are allocated between the different elements of the organisation. For Tesla, moving from car manufacture to battery production for homes and businesses is a corporate-level strategy. Being clear about ­corporate-level strategy is important: determining the range of businesses to include is the basis of other strategic decisions, such as acquisitions and alliances.

	
•Business-level strategy is about how the individual businesses should compete in their particular markets (this is often called ‘competitive strategy’). These might be stand-alone businesses, for instance entrepreneurial start-ups, or ‘business units’ within a larger corpor­ation. Business-level strategy typically concerns issues such as innovation, appropriate scale and response to competitors’ moves. For Tesla this means rolling out a lower cost electric car to build volume and capture market share in advance of potential competitor entry. In the public sector, the equivalent of business-level strategy is decisions about how units (such as individual hospitals or schools) should provide best-value services. Where the businesses are units within a larger organisation, business-level strategies should clearly fit with corporate-level strategy.

	
•Functional strategies are concerned with how the components of an organisation deliver effectively the corporate- and business-level strategies in terms of resources, processes and people. For example, Tesla continues to raise external finance to fund its rapid growth: its functional strategy is partly geared to meeting investment needs. In most businesses, successful business strategies depend to a large extent on decisions that are taken, or activities that occur, at the functional level. Functional decisions need therefore to be closely linked to business-level strategy. They are vital to successful strategy implementation.



This need to link the corporate, business and functional levels underlines the importance of integration in strategy. Each level needs to be aligned with the others. The demands of integrating levels define an important characteristic of strategy: strategy is typically complex, requiring careful and sensitive management. Strategy is rarely simple.

1.3 The Exploring Strategy Framework

In order to help you to evaluate an organisation’s strategy, this book provides a three-part framework that emphasises the interconnected nature of strategic issues. The Exploring Strategy Framework includes understanding the strategic position of an organisation; assessing strategic choices for the future; and managing strategy in action. Figure 1.4 shows these elements and defines the broad coverage of this book. Together, the three elements provide you with a practical template for studying strategic situations. The following sections of this chapter will introduce the strategic issues that arise under each of these elements of the Exploring Strategy Framework. But first it is important to understand why the framework is drawn in this particular way.

Figure 1.4 could have shown the framework’s three elements in a linear sequence – first understanding the strategic position, then making strategic choices and finally turning strategy into action. Indeed, this logical sequence is implicit in the definition of strategy given by Alfred Chandler (Figure 1.2) and many other textbooks on strategy. However, as Henry Mintzberg recognises, in practice the elements of strategy do not always follow this linear sequence. Choices often have to be made before the position is fully understood. Sometimes too a proper understanding of the strategic position can only be built from the experience of trying a strategy out in action. The real-world feedback from launching a new product is often far better at uncovering the true strategic position than remote analysis carried out in a strategic planning department at head office.

The interconnected circles of Figure 1.4 are designed to emphasise this potentially non-linear nature of strategy. Position, choices and action should be seen as closely related, and in practice none has priority over another. Although the book divides its subject matter into three sections in sequence, this does not mean that the process of strategy must follow a logical series of distinct steps. The three circles are overlapping and interdependent. The evidence provided in later chapters will suggest that strategy rarely occurs in tidy ways and that it is better not to expect it to do so.

However, the Exploring Strategy Framework does provide you with a comprehensive and integrated framework for analysing an organisation’s position. It allows you to consider the choices it has and how strategies might be put into action. You can use each of the chapters to help you ask fundamental strategy questions and to select essential concepts and techniques that will help you answer them. Working systematically through questions and answers will provide you with the basis for persuasive strategy recommendations.

Figure 1.4 Strategy: its definition, purpose, analysis and work
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1.3.1 Strategic position

The strategic position is concerned with the impact on strategy of the external environment, the organisation’s strategic resources and capabilities, the organisation’s goals and the organisation’s culture. Understanding these four factors is central for evaluating future strategy. These issues, and the fundamental questions associated with them, are covered in the four chapters of Part I of this book:


	
•Strategic purpose. Most organisations claim for themselves a particular purpose, as encapsulated in their vision, mission, values and objectives. These may be captured in a key strategy tool, the Strategy Statement. But often an organisation’s purpose is unclear, contested or unrealistic. Chapter 1 explains the components of a strategy statement and allows you to analyse an organisation’s strategic purpose and ask ‘what does it seek to achieve?’ The three-horizons framework will also allow you to assess the sustainability of an organisation’s strategy.

	
•Macro-environment. Organisations operate in complex multi-level environments. At the macro level organisations are influenced by political, economic, social, technological, ecological and legal forces. These may present both opportunities and threats for organisations. Chapter 2 contains key frameworks such as PESTLE, forecasting approaches and scenario cube to help you assess key drivers of change in the macro context that may affect organisations and their industries.

	
•Industry and sector. At the industry level competitors, customers and suppliers also present challenges. These environments vary widely in terms of their competitive pressures and overall attractiveness and may present further opportunities and threats to the organ­isation. Key frameworks such as Porter’s Five Forces, industry life cycle, strategic groups, strategy canvas are all reviewed in detail with supporting examples in Chapter 3 to help you focus your analysis on priority issues in the face of contextual complexity and dynamism.

	
•Resources and capabilities. Each organisation has its own strategic resources (e.g. machines and buildings) and capabilities (e.g. technical and managerial skills) that support its position in a market. The fundamental question on capability regards the organisation’s strengths and weaknesses (for example, where is it at a competitive advantage or disadvantage?). Are the organisation’s capabilities adequate to the challenges of its environment and the demands of its goals? The key frameworks of VRIO, value chain, activity systems and SWOT are all described in detail with examples in Chapter 4 to enable you to analyse such resources and capabilities.

	
•Stakeholders and governance. The wishes of key stakeholders should define the purpose of an organisation. Here the issue of corporate governance is important: how to ensure that managers stick to the agreed purpose. Questions of purpose and accountability raise issues of corporate social responsibility and ethics: is the purpose of an organisation an appropriate one and are managers sticking to it? Techniques that enable you to identify stakeholders, assess their relative importance through the use of a power/attention matrix, and identify the chain of corporate governance are described in Chapter 5.

	
•History and culture. Organisational cultures can also influence strategy. So can the cultures of a particular industry or particular country. These cultures are typically a product of an organisation’s history. The consequence of history and culture can be strategic drift, a failure to create necessary change. A fundamental question here, therefore, is: how does culture fit with the required strategy? Chapter 6 demonstrates how you can analyse, challenge and even turn to your advantage the various cultural influences on strategy by recognising different layers of culture and using the cultural web analysis



The Exploring Strategy Framework (Illustration 1.1) points to the following positioning issues for Tesla Motors. What is the future of the company given the growing social, economic and political demands for businesses to be environmentally sustainable? Are its distinctive capabilities really valued sufficiently by consumers to provide a financial return to investors and to allow sustained investment in further innovative products? How will Tesla cope with rising competition from car industry giants that are now selling electric and hybrid cars?

1.3.2 Strategic choices

Strategic choices involve the options for strategy in terms of both the directions in which strategy might move and the methods by which strategy might be pursued. For instance, an organisation might have a range of strategic directions open to it: the organisation could diversify into new products; it could enter new international markets; or it could transform its existing products and markets through radical innovation. These various directions could be pursued by different methods: the organisation could acquire a business already active in the product or market area; it could form alliances with relevant organisations that might help its new strategy; or it could try to pursue its strategies on its own. Typical strategic choices, and the related fundamental questions, are covered in the five chapters that make up Part II of this book, as follows:


	
•Business strategy and models. There are strategic choices in terms of how the organ­isation seeks to compete at the individual business level. For example, a business unit could choose to be the lowest cost competitor in a market, or the highest quality. The fundamental question here, then, is what strategy, and what business model, should a company use to compete? To help you decide, Chapter 7 explains the classic generic strategies framework, the Strategy Clock, a key business model components framework and common business models. Key dilemmas for business-level strategy, and ways of resolving them, are also discussed.

	
•Corporate strategy and diversification. The highest level of an organisation is typically concerned with issues of corporate scope; in other words, which businesses to include in the portfolio. This relates to the appropriate degree of diversification, with regard to products offered and markets served. Corporate-level strategy is also concerned both with internal relationships, both between business units and with the corporate head-office. Chapter 8 provides you with the corporate strategy directions framework, the BCG model, the directional policy framework and the parenting matrix to help you assess diversification strategies and the appropriate relationships within the corporate portfolio.

	
•International strategy. Internationalisation is a form of diversification, but into new geographical markets. Here the fundamental question is: where internationally should the organisation compete? Chapter 9 shows you how to prioritise various international options and key strategies for pursuing them, using an internationalisation drivers framework, Porter’s Diamond, a global integration and local responsiveness matrix, the CAGE framework, an international cross-comparison cultural model, an international competitor retaliation framework and a subsidiary roles in multinational firms matrix.

	
•Entrepreneurship and innovation. Most existing organisations have to innovate constantly simply to survive. Entrepreneurship, the creation of a new enterprise, is an act of innovation too. A fundamental question, therefore, is whether the organisation is innovating appropriately. Chapter 10 helps you make choices about entrepreneurship and innovation. It shows how to make those choices based on an entrepreneurial opportunity recognition model, steps in the entrepreneurial process framework, evaluating entrepreneurial growth stages and innovation dilemmas models, the diffusion S-curve, the disruptive innovation model and the portfolio of innovation options framework.

	
•Mergers, acquisitions and alliances. Organisations have to make choices about methods for pursuing their strategies. Many organisations prefer to build new businesses with their own resources. Other organisations develop by acquiring other businesses or forming alliances with complementary partners. The fundamental question in Chapter 11, therefore, is whether to buy another company, ally or to go it alone. To help you make this choice the chapter contains an M&A process model, a post-acquisition matrix, a strategic alliances motives figure, an alliance evolution model and a buy, ally or DIY decision tree.



Again, issues of strategic choice are live in the case of Tesla Motors (Illustration 1.1). The Exploring Strategy Framework asks the following kinds of questions here. Should Tesla continue to produce new higher volume cheaper cars or remain specialised? How far should it widen the scope of its businesses: is producing batteries for homes really helping or detracting from car production? Where should Tesla innovate next?

1.3.3 Strategy in action

Managing strategy in action is about how strategies are formed and how they are implemented. The emphasis is on the practicalities of managing. These issues are covered in the five chapters of Part III, and include the following, each with their own fundamental questions:


	
•Evaluating strategies. Managers have to decide whether existing and forecast perform­ance is satisfactory and then choose between options that might improve it. The fundamental evaluation questions are as follows: are the options suitable in terms of matching opportunities and threats; are they acceptable in the eyes of significant stakeholders; and are they feasible given the capabilities available? Chapter 12 introduces a range of financial and non-financial techniques to help you appraise performance and evaluate strategic options. To begin with the SAFE framework provides criteria for evaluating strategic performance, followed by many techniques including gap analysis, decision trees, ROCE, DCF, sensitivity analysis, cost–benefit assessment, shareholder value analysis and real options.

	
•Strategy development processes. Strategies are often developed through formal planning processes. But sometimes the strategies an organisation actually pursues are emergent – in other words, accumulated patterns of ad hoc decisions, bottom-up initiatives and rapid responses to the unanticipated. Given the scope for emergence, the fundamental question is: what kind of strategy process should an organisation have? Chapter 13 helps you to address the question of whether to plan strategy in detail or leave plenty of opportunities for emergence by showing how deliberate and emergent strategies develop, by providing you with a strategic direction model and a strategy development in different contexts framework.

	
•Organising and strategy. Once a strategy is developed, the organisation needs to organ­ise for successful implementation. Each strategy requires its own specific configuration of structures and systems. The fundamental question, therefore, is: what kinds of structures and systems are required for the chosen strategy? To help you answer this question, Chapter 14 provides you with models of functional, multidivisional, matrix and multi­national structures, a strategy styles matrix, a strategy map and the McKinsey 7-S.

	
•Leadership and strategic change. In a dynamic world, strategy inevitably involves change. Managing change involves leadership, both at the top of the organisation and lower down. There is not just one way of leading change, however: there are different styles and different levers for change. So the fundamental question is: how should the organisation manage necessary changes entailed by the strategy? Chapter 15 therefore helps you to identify the drivers for change in the change kaleidoscope framework, examine options for managing change with the styles of leadership matrix, the forcefield analysis model and Kotter’s Eight Steps of Change Model, and considers how to choose between them with the types of change framework.

	
•The practice of strategy. Inside the broad processes of strategy development and change is a lot of hard, detailed work. The fundamental question in managing this work is: who should do what in the strategy process? Chapter 16 thus helps you to understand which people to include in the process with the ‘Who to include in Strategy Making?’ Matrix; what activities practitioners should do, such as using the formal channels for issue-selling model; and which methodologies can help them do it, such as a hypothesis testing approach. These kinds of practicalities are a fitting end to the book and essential equipment for those who will have to go out and participate in strategy work themselves.



With regard to strategy in action, the Exploring Strategy Framework raises the following kinds of questions for Tesla. How will Tesla return value to shareholders going forwards? How will the rate of innovation at Tesla be maintained? Should Tesla move towards a more disciplined strategy development process rather than depend on the vision of Elon Musk? Does Tesla need more structure and systems? As Tesla grows, how should any changes that may be necessary be managed?

Thus the Exploring Strategy Framework offers you a comprehensive way for analysing an organisation’s position, considering alternative choices, and selecting and implementing strategies. This review of the main elements of the framework now allows us to refine and extend our earlier broad definition of strategy in Section 2.1 to state that ‘Strategy is the long term direction of an organisation, formed by choices and actions about its resources and scope, in order to create advantageous positions relative to competitors and peers in changing environmental and stakeholder contexts’. This definition and each chapter provide a comprehensive checklist for strategy. These fundamental questions are summed up in Table 1.1. Any assessment of an organisation’s strategy will benefit from asking these questions systematically. The frameworks for answering these and related questions can be found in the respective chapters.

Table 1.1 The strategy checklist




	Sixteen fundamental questions in strategy



	Strategic position
	Strategic choices
	Strategy in action



	

	
1.What is the basic purpose of the organisation?

	
2.What are the macro-environmental drivers for change?

	
3.How can the organisation identify a competitive position?

	
4.What are the organisation’s distinctive capabilities?

	
5.What are stakeholders’ expectations?

	
6.How does culture fit the strategy?




	

	
7.What business strategy and model should be used?

	
8.Which businesses should be included in a portfolio?

	
9.Where should the organisation compete internationally?

	
10.Is the organisation innovating appropriately?

	
11.Should the organisation buy other companies, ally or go it alone?




	

	
12.Are strategies suitable, acceptable and feasible?

	
13.What kind of strategy-making process is needed?

	
14.What are the required organisation structures and systems?

	
15.How should the organisation manage necessary changes?

	
16.Who should do what in the strategy process?









The logic of the Exploring Strategy Framework can be applied to our personal lives as much as to organisations. We all have to make decisions with long-run consequences for our futures and the issues involved are very similar. For example, in pursuing a career strategy, a job-seeker needs to understand the job market, evaluate their strengths and weaknesses, establish the range of job opportunities and decide what their career goals really are (positioning issues). The job-seeker then narrows down the options, makes some applications and finally gets an offer (choice issues). Once the job-seeker has chosen a job, he or she sets to work, adjusting their skills and behaviours to suit their new role (strategy in action). Just as in the non-linear, overlapping Exploring Strategy Framework, experience of the job will frequently amend the original strategic goals. Putting a career strategy into action produces better understanding of strengths and weaknesses and frequently leads to the setting of new career goals.

1.4 Working with strategy

Strategy itself is a kind of work that almost all levels of management have to engage in and this is often co-evolved with powerful external stakeholders such as investors, regulators and advisers, and even media. Within organisations it is not just the preserve of top decision-makers but middle and lower-level managers also have to understand their organ­isation’s strategic objectives and contribute to them as best they can. Managers have to communicate strategy to their teams, and will achieve greater performance from them the more convincing they are in doing so. Indeed, as responsibility is increasingly decentralised in many organisations, middle and lower-level managers play a growing part in shaping strategy themselves. Because they are closer to the daily realities of the business, lower-level managers can be a crucial source of ideas and feedback for senior management teams. Being able to participate in an organisation’s ‘strategic conversation’ – engaging with senior managers on the big issues facing them – is therefore often part of what it takes to win promotion.11

For many managers, then, strategy is part of the job. However, there are specialist strategists as well, in both private and public sectors. Many large organisations have in-house strategic planning or analyst roles.12 Typically requiring a formal business education of some sort, strategic planning is a potential career route for many readers of this book, especially after some functional experience. Strategy consulting has been a growth industry in the last decades, with the original leading firms such as McKinsey & Co., the Boston Consulting Group and Bain joined now by more generalist consultants such as Accenture, IBM Consulting and PwC, each with its own strategy consulting arm.13 Again, business graduates are in demand for strategy consulting roles, such as that of Claudia in the opening example.14

The interviews in Illustration 1.3 give some insights into the different kinds of strategy work that managers and strategy specialists can do. Galina, the manager of an international subsidiary, Chantal, a strategy consultant, and Harminder, heading a strategy office in a not-for-profit organisation all have different experiences of strategy, but there are some common themes also. All find strategy work stimulating and rewarding. The two specialists, Chantal and Harminder, talk more than Galina of analytical tools such as scenario analysis, sensitivity analysis and hypothesis testing. Galina discovered directly the practical challenges of real-world strategic planning, having to adapt the plan during the first few years in the United Kingdom. She emphasises the importance of flexibility in strategy and the value of getting her managers to see the ‘whole picture’ through involving them in strategy-making. But Chantal and Harminder too are concerned with much more than just analysis. Chantal emphasises the importance of gaining ‘traction’ with clients, building consensus in order to ensure implementation. Harminder also realises that delivering recommendations is just the beginning of the strategy process and getting buy-in from key stakeholders is critical for implementation. He sees strategy and delivery as intimately connected, with people involved in delivery needing an understanding of strategy to be effective, and strategists needing to understand delivery.

Strategy, therefore, is not just about abstract organisations. It is about linking analysis with implementation on the ground. It is complex work that real people do. An important aim of this book is to equip readers to do this work better.

1.5 Studying strategy

This book is both comprehensive and serious about strategy. To understand the full range of strategy issues – from analysis to action – it is important to be open to the perspectives and insights of key disciplines such as economics, finance, marketing, sociology and psychology. To be serious about strategy means to draw as far as possible on rigorous research about these issues. This book aims for an evidence-based approach to strategy, hence the articles and books referenced at the end of each chapter.15

This book therefore covers equally the three main branches of strategy research: conventionally, these are known as strategy context, strategy content and strategy process. In terms of the Exploring Strategy Framework (Figure 1.4), context broadly relates to positioning, content to choice and process to action. Each of these branches contains various research streams whose lessons can be readily applied to practical questions of strategy issues. Figure 1.5 shows the three branches and their respective research streams: these are listed in the approximate historical order of their emergence as strong research streams, the arrows representing the continuously developing nature of each. In more detail, the three branches and the characteristic analytical approaches of their main research streams are as follows:


	
•Strategy context refers to multiple layers of environment, internal and external to organisations. All organisations need to take into account the opportunities and threats of their external environments. Macro-environmental analysis has been an enduring theme in strategy with early recognition of multiple pressures upon industries in the 1960s. Subsequently researchers have focused upon various additional themes including institutional pressures establishing the ‘rules of the game’ within which companies operate. Industry analysis took off as a research tradition in the early 1980s, when Michael Porter showed how the tools of economics could be applied to understanding what makes industries attractive (or unattractive) to operate in.16 From the 1980s too, cultural analysts have used sociological insights into human behaviour to point to the importance of shared cultural understandings about appropriate ways of acting. In the internal context, cultural analysts show that strategies are often influenced by the organisation’s specific culture. In the external context, they show how strategies often have to fit with the surrounding industry or national cultures. Resource-based view researchers focus on internal context, looking for the unique characteristics of each organisation.17 According to the resource-based view, the economic analysis of market imperfections, the psychological analysis of perceptual or emotional biases, and the sociological analysis of organisational cultures should reveal the particular characteristics (resources) that contribute to an organisation’s specific competitive advantages and disadvantages.

	
•Strategy content concerns the content (or nature) of different strategies and their prob­ability of success. Here the focus is on the merits of different strategic options. Strategy and performance researchers started by using economic analysis to understand the success of different types of diversification strategies. This research continues as the enduring central core of the strategy discipline, with an ever-growing list of issues addressed. For example, contemporary strategy and performance researchers examine various new innovation strategies, different kinds of internationalisation and all the complex kinds of alliance and networking strategies organisations adopt today. These researchers typically bring a tough economic scrutiny to strategy options. Their aim is to establish which types of strategies pay best and under what conditions. They refuse to take for granted broad generalisations about what makes a good strategy.

	
•Strategy process, broadly conceived, examines how strategies are formed and implemented. Research here provides a range of insights to help managers in the practical processes of managing strategy.18 From the 1960s, researchers in the strategic planning tradition have drawn from economics and management science in order to design rational and analytical systems for the planning and implementing of strategy. However, strategy involves people: since the 1980s, choice and change researchers have been pointing to how the psychology of human perception and emotions, and the sociology of group pol­itics and interests, tend to undermine rational analysis.19 The advice of these researchers is to accept the irrational, messy realities of organisations, and to work with them, rather than to try to impose textbook rationality. Finally, strategy-as-practice researchers have recently been using micro-sociological approaches to closely examine the human real­ities of formal and informal strategy processes.20 This tradition focuses attention on how people do strategy work, and the importance of having the right tools and skills.



Figure 1.5 Strategy’s three branches
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Illustration 1.3 Strategists

For Galina, Chantal and Harminder, strategy is a large part of their jobs.

Galina

At the age of 33, after a start in marketing, Galina became managing director of a Russian-owned British IT company. As well as developing the strategy for her local business, she has to interact regularly with headquarters: ‘Moscow is interested in the big picture, not just the details. They are interested in the future of the business.’

She had to adapt substantially the subsidiary’s strategic plans:

‘When we first came here, we had some ideas about strategy, but soon found the reality was very different to the plans. The strategy was not completely wrong, but in the second stage we had to change it a lot: we had to change techniques and adapt to the market. Now we are in the third stage, where we have the basics and need to focus on trends, to get ahead and be in the right place at the right time.’

Galina works closely with her management team on strategy, taking them on an annual ‘strategy away-day’ (see Chapter 16): ‘Getting people together helps them see the whole picture, rather than just the bits they are responsible for. It is good to put all their separate realities together.’

Galina is enthusiastic about working on strategy:

‘I like strategy work, definitely. The most exciting thing is to think about where we have come from and where we might be going. We started in a pub five years ago and we have somehow implemented what we were hoping for then. Strategy gives you a measure of success. It tells you how well you have done.’

Her advice is: ‘Always have a strategy – have an ultimate idea in mind. But take feedback from the market and from your colleagues. Be ready to adjust the strategy: the adjustment is the most important.’

Chantal

Chantal is in her early thirties and has worked in Paris for one of the top three international strategy consultancies since graduating in business. Consulting was attractive to her originally because she liked the idea of helping organisations improve. She enjoys strategy consulting because: ‘I like solving problems. It’s a bit like working on a mystery case: you have a problem and then you have to find a solution to fit the company, and help it grow and to be better.’

The work is intellectually challenging:

‘Time horizons are short. You have to solve your case in two to three months. There’s lots of pressure. It pushes you and helps you to learn yourself. There are just three to four in a team, so you will make a significant contribution to the project even as a junior. You have a lot of autonomy and you’re making a contribution right from the start, and at quite a high level.’

Consulting work can involve financial and market modelling (see Chapters 3 and 12), interviewing clients and customers, and working closely with the client’s own teams. Chantal explains:

‘As a consultant, you spend a lot of time in building solid fact-based arguments that will help clients make business decisions. But as well as the facts, you have to have the ability to get traction. People have to agree, so you have to build consensus, to make sure that recommendations are supported and acted on.’

Chantal summarises the appeal of strategy consulting: ‘I enjoy the learning, at a very high speed. There’s the opportunity to increase your skills. One year in consulting is like two years in a normal business.’

Harminder

In his early forties, Harminder is a UK citizen working overseas in Saudi Arabia, heading up a key part of the Strategy and Planning Office in a large hospital with a multi-million pound investment responsibility.

‘Rational linear analysis is very important here. We have an abundance of data from all the major consultancies and a number of high-profile US academic advisors and need to assemble it for forecasting and trend analysis purposes. A great deal of time is taken crafting documents for key stakeholders. Informally we use a range of strategy tools and techniques including statistical analysis, scenario ana­lysis (see Chapter 2), sensitivity analysis (see Chapter 12), hypothesis testing (see Chapter 16) and also carry out many internal surveys to monitor implementation progress.’

Harminder has been surprised by the sheer amount of time and effort needed to consult key internal and external stakeholders personally: ‘I have to consult every project manager and director and, more importantly, politically powerful and rich external stakeholders, regardless of their knowledge – and they have to be flattered to get buy-in.’

What Harminder likes about the job is making a difference by: ‘changing people’s perceptions, getting powerful individuals to make decisions and understand the reasons – rather than hiding behind endless committees (see Chapter 16).’

Source: interviews (interviewees anonymised).


Questions


	
1Which of these strategy roles appeals to you most – manager of a business unit in a multinational, strategy consultant or in-house strategy specialist? Why?

	
2What would you have to do to get such a role?









From the above, it should be clear that studying strategy involves perspectives and insights from a range of academic disciplines. Issues need to be ‘explored’ from different points of view. A strategy chosen purely on economic grounds can easily be undermined by psychological and sociological factors. On the other hand, a strategy that is chosen on the psychological grounds of emotional enthusiasm, or for sociological reasons of cultural acceptability, is liable to fail if not supported by favourable economics. As underlined by the four strategy lenses to be introduced later, one perspective is rarely enough for good strategy. A complete analysis will typically need the insights of economics, psychology and sociology.


1.6 Exploring strategy further

So far we have stressed that strategic issues are typically complex, best explored from a number of points of view. There is no simple, universal rule for good strategy. This section introduces two further ways of exploring strategy: one depending on context, the other depending on perspective.

1.6.1 Exploring strategy in different contexts

Although the basic elements of the Exploring Strategy Framework are relevant in most circumstances, how they play out precisely is likely to differ according to organisational contexts. To return to Illustration 1.2, both Samsung and York University share some fundamental issues about how to compete and what activities they should have in their portfolio. However, for a Korean electronics company and a British university, the role of institutions, particularly government, varies widely, affecting the freedom to choose and the ability to change. In applying the Exploring Strategy Framework, it is therefore useful to ask what kinds of issues are likely to be particularly significant in the specific context being considered. To illustrate, this section shows how issues arising from the Exploring Strategy Framework can vary in three important organisational contexts.


	
•Start-ups and small businesses. With regard to positioning, small businesses will certainly need to attend closely to the environment, because they are so vulnerable to change. But, especially in small entrepreneurial businesses, strategic purpose will be a determining issue: for instance this may not necessarily just be profit, but might include objectives such as remaining independent and maybe even a pleasant lifestyle. The range of strategic choices is likely to be narrower than for larger businesses: for a small business acquisitions may not be affordable, though they may have to decide whether to allow themselves to be acquired. Some issues of strategy in action will be different; for example strategic change processes will not involve the same challenges as for large, complex organisations.

	
•Multinational corporations. In this context, positioning in a complex global marketplace will be very important. Each significant geographical market may call for a separate ana­lysis of the business environment. Likewise, operating in many different countries will raise positioning issues of culture: variations in national culture imply different demands in the marketplace and different managerial styles internally. Strategic choices are likely to be dominated by international strategy questions about which geographical markets to serve. The scale and geographical reach of most multinationals point to significant issues for strategy in action, particularly those of organisational structure and strategic change.

	
•Family businesses. These firms vary widely in size and scope so their positioning issues will range widely depending upon competitive strength in their industry. However, this may not be the most important positioning issue as strategic purpose may be a defining issue. For instance, profit may not be of foremost consideration as objectives such as family control, handing over to the next generation and maybe even a pleasant lifestyle may be regarded as of greater importance. Depending on the size of the family business, resource constraints may or may not be a limiting issue in terms of strategic options but for large initiatives such as making an acquisition, or being acquired, family concerns will probably be uppermost in decision makers’ minds. In terms of strategy in action, family businesses are likely to need to deal with particular complexities around strategic change and leadership.

	
•Public sector and not-for-profits. Positioning issues of competitive advantage will be important even in these contexts, but have a different flavour. Charitable not-for-profits typically compete for funds from donors; public-sector organisations, such as schools and hospitals, often compete on measures such as quality or service. The positioning issue of purpose is likely to be very important too. In the absence of a clear, focused objective such as profit, purpose in the public sector and not-for-profits can be ambiguous and contentious. Strategic choice issues may be narrower than in the private sector: for example, there may be constraints on diversification. Strategy-in-action issues often need close attention, leadership and change typically being very challenging in large public-sector organisations.



In short, while drawing on the same basic principles, strategy analysis is likely to vary in focus across different contexts. As the next section will indicate, it is often helpful therefore to apply different lenses to strategy problems.

1.6.2 Exploring strategy through different ‘strategy lenses’

Exploring is a distinctive feature of this book and it means being critical of existing approaches as well as looking for new and different things. In particular, exploring strategy involves searching for new angles on strategic problems as we believe a comprehensive assessment of an organisation’s strategy needs more than one perspective. In order to help you build your awareness of different perspectives on strategy we introduce ‘four strategy lenses’. These lenses present distinct, theoretically informed perspectives on strategy that enable you to perceive different ways of perceiving strategy. The four strategy lenses cover ways of looking at strategy issues differently in order to generate additional insights. These different perspectives will help you criticise prevailing approaches and raise new issues or solutions. Thus, although drawn from academic theory, the lenses should also be highly practical in the job of doing strategy.

The four strategy lenses consist of:


	
•Strategy as design, which might be likened to an architect’s approach that is systematic, analytical and logical.

	
•Strategy as experience, which recognises that taken-for-granted assumptions and ways of doing things, biases and routines, will influence strategy.

	
•Strategy as variety, which focuses on new ideas and innovation bubbling up in unpredictable ways in an organisation.

	
•Strategy as discourse, which focuses upon the ways that managers use language to influence strategy making – that strategy talk matters.



None of these lenses is likely to offer a complete view of a strategic situation. The point of the lenses is to encourage the exploration of different perspectives: first from one point of view and then from another. This might help in recognising how otherwise logical strategic initiatives might be held back by cultural experience, unexpected ideas and self-interested strategy discourse.

To appreciate the full value that the four strategy lenses framework brings to your understanding of strategy, it is fully described at the end of Part I, after you have had a chance to work with some key strategy frameworks for analysing strategic position. The four lenses are revisited after each succeeding section of the book so that you can develop deeper insights into those sections.




Summary


	The basic definition of strategy is the long-term direction of an organisation. A more full definition is: ‘Strategy is about the long-term direction of an organisation, formed by choices and actions about its resources and scope, in order to create advantageous positions relative to changing environment and stakeholder contexts.’

	The work of strategy is to define and express the purpose of an organisation through its mission, vision, values and objectives.


	Ideally a strategy statement should include an organisation’s goals, scope of activities and the advantages or capabilities it brings to these goals and activities.

	
Corporate-level strategy is concerned with an organisation’s overall scope; business-level strategy is concerned with how to compete; and functional strategy is concerned with how corporate- and business-level strategies are actually delivered.

	The Exploring Strategy Framework has three major elements: understanding the strategic position, making strategic choices for the future and managing strategy in action.


	Strategy work is done by managers throughout an organisation, as well as specialist strategic planners, and external executives such as strategy consultants and investors.


	Research on strategy context, content and process shows how the analytical perspectives of economics, sociology and psychology can all provide practical insights for approaching strategy issues.

	Although the fundamentals of strategy may be similar, strategy varies by organisational context, for example small business, multinational or public sector.

	The four strategy lenses, of design, experience, variety and discourse, will allow you to critically evaluate strategic issues from a variety of perspectives.









Work assignments

✱ Denotes more advanced work assignments.

* Refers to a case study in the Text and Cases edition.


	
1.1Drawing on Figure 1.3 as a guide, write a strategy statement for an organisation of your choice (for example, the Airbnb end of chapter case, or your university), drawing on strategy materials in the organisation’s annual report or website.

	
1.2Using the Exploring Strategy Framework of Figure 1.4, map key issues relating to strategic position, strategic choices and strategy into action for either the Lego* or Glastonbury* cases, or an organisation with which you are familiar (for example, your university).

	
1.3Go to the website of one of the major strategy consultants such as Bain, the Boston Consulting Group or McKinsey & Co. (see reference 13 below). What does the website tell you about the nature of strategy consulting work? Would you enjoy that work?

	
1.4✱Using Figure 1.4 as a guide, show how the elements of strategic management differ in:

	(a)a small or family business (e.g. Adnams*, Feed Henry*, Leax* or Hotel du Vin*)

	(b)a large multinational business (e.g. Vodafone*, Megabrew*, Unilever*)

	(c)a non-profit organisation (e.g. Aids Alliance*, GMB* or Queensland Rail*).












Recommended key readings

It is always useful to read around a topic. As well as the specific references below, we particularly highlight:


	
•For an engaging review of the recent evolution of strategy read R. Whittington, ‘Opening Strategy: Professional Strategists and Practice Change 1960 to today’, Oxford University Press, 2019.

	
•Two stimulating overviews of strategic thinking in general, aimed particularly at practising managers, are C. Montgomery, The Strategist: Be the Leader your Business Needs, Harper Business, 2012; and R. Rumelt, Good Strategy/Bad Strategy: the Difference and Why it Matters, Crown Business, 2011.

	
•Two accessible articles on what strategy is, and might not be, are M. Porter, ‘What is strategy?’, Harvard Business Review, November–December 1996, pp. 61–78; and F. Fréry, ‘The fundamental dimensions of strategy’, MIT Sloan Management Review, vol. 48, no. 1 (2006), pp. 71–75.

	
•For contemporary developments in strategy practice, see business newspapers such as the Caixin and China Daily (China), Financial Times (UK), Handelsblatt (Germany), Les Echos (France), Nihon Keizai Shimbun (Japan), The Economic Times (India) and the Wall Street Journal (US), and business magazines such as Business Week, The Economist, L’Expansion and Manager-Magazin. Several of these have well-informed Asian editions. See also the websites of the leading strategy consulting firms: www.mckinsey.com; www.bcg.com; www.bain.com.
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Case Example

The rise of a unicorn: Airbnb

Duncan Angwin
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Sources: AlesiaKan/Shutterstock

A unicorn is a mythical animal that is very rare, difficult to tame, and often referred to by the US venture capital industry to describe a start-up company whose valuation exceeds $1billion dollars. For instance, Airbnb, founded in 2007, and valued at $38bn in 2018 is the most valuable ‘unicorn’, and a symbol of the sharing economy.1 How could this start-up become so successful, so fast, and is it sustainable?

Origins

The founders of Airbnb, Joe Gebbia and Brian Chesky, first met at Rhode Island School of Design. Five years later, both aged 27, they were struggling to pay their rent when a design conference came to San Francisco. All the hotels were fully booked, so they set up a simple website with pictures of their loft-turned-lodging space – complete with three air mattresses on the floor and the promise of a home-cooked breakfast in the morning. This site got them their first three paying guests at $80 each. They realised it could be the start of something big. Both wanted to be entrepreneurs and Brian already had some experience with designing a product and website.2 They created a website: airbedandbreakfast.com.

Targeting conferences and festivals across America they got local people to list their rooms on the website. When, in 2008, Barack Obama was to speak in Denver at the Democratic Party National Convention where 80,000 people were expected to attend, Joe and Brian thought there would be a hotel room shortage. They recorded 800 listings in one week. However it did not make any money. To survive they had to make use of their entrepreneurial skills, buying cereal in bulk and designing packaging such as ‘Obama’s O’s’ and ‘Cap’n McCain’ cereal, jokey references to the two Presidential candidates of the year. However, adding a payment facility to their website allowed them to charge up to 15 per cent of the booking (host pays 3 per cent; traveller 6–12 per cent). By April 2009 they were breaking even.

Growth

Attracting funding for their start-up was not easy. Invest­ors saw them as designers, which did not fit the traditional start-up profile and they thought there would be little demand for listings mostly advertising sleeping on airbeds.

Nonetheless, in 2009 Airbnb received its first funding of $20,000 from angel investor, Harminder Graham, co-founder of Y Combinator (a start-up mentoring programme) who was impressed with their inventiveness and tenacity. The company was renamed Airbnb and it provided an app and website that connects people seeking lodging with renters who have listed their personal houses, apartments, guest rooms on either platform. Further funding followed, allowing the company to expand to 8,000 cities worldwide, increase the number of employees to 500 and to move out of the founders’ flat – where staff had been making sales calls from the bathroom and holding conferences in the kitchen – to offices in the design district of San Francisco.

In 2010 Airbnb was experiencing sluggish listings in New York and Joe and Brian flew out to try to understand the problem. They realised hosts were presenting their properties poorly so they rented a $5,000 camera and took as many photos of New York apartments as possible. Listings in the city suddenly doubled. From there on hosts could automatically schedule a professional photographer. This was an immediate hit and by 2012 there were 20,000 freelance photographers being employed by Airbnb around the world. The photos also built trust for guests as they verified addresses. The company also introduced Airbnb Social Connections, which leverages users’ social graphs via Facebook Connect. This shows whether friends have stayed with or are friends with the host and allows guests to search for hosts based on other characteristics, like alma mater. Again this reassured potential guests.

With further venture funding in 2011 Airbnb expanded through acquisitions acquiring their largest UK-based competitor Crashpadder just before the 2012 Summer Olympics in London. Offices were opened in Paris, Barcelona and Milan. Airbnb’s growth was explosive with a higher valuation than Hyatt and Wyndham hotel groups by 2014 and more guest nights booked than Hilton Hotels (see Figure 2). By 2016 Airbnb was valued at $25bn – more than any other hotel group. The company justified its valuation by claiming that, when its price ($25bn) to sales ratio of 27.8 (based on estimated sales of $900m for 2015) is divided by its high growth rate of 113 per cent per year, the resulting value for the group is broadly in line with the sector.3 Airbnb forecasts $10bn of revenues by 2020, with $3bn of profits before tax.

Figure 1 Three horizons for strategy
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Airbnb proved attractive to guests and hosts as its listings were far superior to others available at the time, such as Craiglist. They were more personal, with better descriptions and nicer photos. The rooms were cheaper than equivalent ones at hotels and had more of a personal flavour. For instance in a recent stay in Paris a user noted the host had left a selection of food in the refrigerator, a bottle of wine on the counter for her guests and a welcoming note suggesting good places nearby to eat out and convenience shops. Staying in another person’s apartment makes the visitor feel far more at home than an anonymous hotel room. For many young guests and hosts, Airbnb fitted into the contemporary sharing culture exemplified by Easy car club, where users can rent their car to others, and Girl Meets Dress, that allows girls to borrow and lend their dresses for special occasions. For hosts, rents provide a source of income to help pay for soaring accommodation costs in many major cities.

Managing growth

CEO Brian Cesky penned a memo in 2013 to his top management team, as follows:4

Hey team,

Our next team meeting is dedicated to Core Values, which are essential to building our culture. It occurred to me that before this meeting, I should write you a short letter on why culture is so import­ant to [co-founders] Joe, Nate, and me.

Figure 2 Guest arrivals
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. . . In 2012, we invited Peter Thiel [a major investor] to our office. This was late last year, and we were in the Berlin room showing him various metrics. Midway through the conversation, I asked him what was the single most important piece of advice he had for us.

He replied, ‘Don’t f*** up the culture.’

This wasn’t what we were expecting from someone who just gave us $150m. I asked him to elaborate on this. He said one of the reasons he invested in us was our culture. But he had a somewhat cynical view that it was practically inevitable once a company gets to a certain size to ‘f*** it up’.

Source: Founder and CEO Brian Cesky penned a memo in 2013

Accordingly, the company began to manage its culture more deliberately. For example, Joe had become concerned that as the company grew, it had become less open to dialogue. To encourage more discussion, he invented the notion of ‘elephants, dead fish and vomit’. As he explains: ‘Elephants are the big things in the room that nobody is talking about, dead fish are the things that happened a few years ago that people can’t get over, and vomit is that sometimes people just need to get something off their mind and you need someone to just sit there and listen.’5 All three need to be aired. Airbnb also established a series of annual meetings called One Airbnb, bringing together employees (called ‘Airfam’) from all around the world to the San Francisco base for four-day conferences at which everyone can meet the founders, discuss strategy and also talk about both their work roles and their hobbies. The company has ‘ground control’ staff in every office in the world dedicated to making the company culture ‘come alive’, organising pop-up birthday celebrations, anniversary parties or baby showers. The company is rigorous in its recruitment policy, committed to hiring ‘missionaries, not mercenaries’.

At the same time, the founders had begun to ask themselves again: ‘What is our mission? What is the big idea that truly defines Airbnb?’ As they recalled in their own words: ‘It turns out the answer was right in front of us. For so long, people thought Airbnb was about renting houses. But really, we’re about home. You see, a house is just a space, but a home is where you belong. And what makes this global community so special is that for the very first time, you can belong anywhere. That is the idea at the core of our company.’6

Airbnb in 2018

In 2018, Airbnb had an estimated 5.3 million listings in 81,000 cities in 191 countries, with an estimated 115 million guest arrivals in 2017 (see Figure 2). Anyone anywhere in the world can list spare space from a room to a tree house, from a castle to an island in Fiji, with prices ranging from $50 to $2000 per night. The headquarters’ walls were covered with world maps dotted with hundreds of coloured pins, charting world domi­nation. Airbnb was so popular that one of their rooms was booked every two seconds.7

The company was now focused on the whole travel trip with an emphasis on delivering local experiences. This focus on hospitality was not just about where you stay, but what you do – and whom you do it with – while you’re there. To this end they introduced Airbnb Neighbourhoods and local lounges, partnering with local coffee shops that can offer free wifi, a comfortable setting and local guidebooks. They also acquired a small start-up that connects guests with locals who can answer their questions. They also offer cleaning services.

Airbnb was providing a strong challenge to hotels with prices 30–80 per cent lower than local operators. San Francisco hotels were having to slash prices to protect their occupancy rates. Incumbents in the industry fought back by arguing Airbnb rooms were dangerous and unsafe as they were unregulated. Although one must have a permit to rent for under 30 days, San Francisco residents were still illegally listing personal homes and apartments. Similar problems were being ­exper­ienced in New York where an ‘illegal hotel law’ was passed preventing people from subletting apartments for less than 29 days and other cities across the world including Barcelona and Amsterdam and Japan imposed stringent regulations. In the EU Airbnb has been given an ultimatum about the lack of price transparency and in the background there are question marks over hosts not paying tax on earnings.

During 2016, Airbnb redesigned its website and apps with subtle animations and flashier imagery to make a transition from a hotel service to a lifestyle brand. Airbnb wanted their logo to be seen on a variety of products, houses, and businesses, so people understood that owners supported their ideal and their brand. Airbnb’s focus was now firmly on ‘belonging’. This rebranding may not have been before time, as competition was brewing in the US from vacation rental site HomeAway Inc. (owned by Expedia), Roomorama, HouseTrip, Flipkey and Travel Advisor holiday rentals. Indeed websites have sprung up such as www.airbnbhell.com that list a string of internet accommodation providers. Nonetheless, at the time of writing Airbnb was rumoured to be the hottest IPO (an initial public offering of its stock to investors) tip for 2020.
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Questions


	
1Sticking to the 35-word limit suggested by Collis and Rukstad in Section 1.2.3, what strategy statement would you propose for Airbnb?

	
2Carry out a ‘three-horizons’ analysis (Section 1.2.1) of Airbnb, in terms of both existing activities and possible future ones. How might this analysis affect its future strategic direction?

	
3Using the headings of environment, strategic capability, strategic purpose and culture seen in Section 1.3.1, identify key positioning issues for Airbnb and consider their relative importance.

	
4Following on from the previous questions and making use of Section 1.3.2, what alternative strat­egies do you see for Airbnb?

	
5Converting good strategic thinking into action can be a challenge: examine how Airbnb has achieved this by considering the elements seen in Section 1.3.3.
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