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Getting the most from Fundamentals of Strategy
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Fundamentals of Strategy does not include any longer cases. If you wish to supplement the book with any of the case studies included in Exploring Strategy, please consult your local Pearson Education representative to find out what their Custom Publishing programme can do for you.



	
•Attractive text layout and design. We make careful use of colour and photography to improve clarity and ease of ‘navigation’ through the text. Reading the text should be an enjoyable and straightforward process.
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Chapter 1

Introducing strategy

Key terms

business-level strategy 

corporate-level strategy 

Exploring Strategy Framework 

functional strategy 

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.




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, suppliers and customers 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.

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.

1.2 What is strategy?1


Strategy is the long-term direction of an organisation. Thus the long-term direction of Amazon is from book retailing to internet services in general. 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 1.1 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.2 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.

Figure 1.1 Definitions of strategy

[image: ]

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.

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.

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 1.2. 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.

	
•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. 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.





Illustration 1.1 Tesla Motors: the future is electric!
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Are there enough Teslas in the world?

Source: Jim West/Alamy Stock Photo

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.

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 per annum. 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 1.1?

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