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The Strategic Manager

The Strategic Manager provides a comprehensive, logical, and applied insight in
strategic management. Unlike some more theory-heavy texts, this book focuses
on how strategy works in everyday practice, taking readers’ expectations and
understanding beyond that of strategy as a matter of planning only. It enables the
reader to learn and reflect upon their practical skills and knowledge, and critically
evaluate the strategy process and their own strategic decision-making.

The book is based around six different strategy theories, individually presented
and supplemented with useful lists of questions that encourage readers to become
competent strategic thinkers. This third edition has been fully updated throughout,
including fresh case studies and examples from across Asia, Africa, and South
America that bridge theory with practice, new strategy practice boxes considering
the importance of cooperation and strategic alliances, and reflective questions to
aid understanding.

Essential reading for postgraduate students of strategic management, MBA
students, and those in executive education, this text will also be a useful tool for
reflective managers trying to develop a better understanding.

Online resources include chapter-by-chapter PowerPoint slides.

Harry Sminia is Professor of Strategic Management at the University of
Strathclyde, UK.



“At last, here is a book that simplifies and demystifies the strategy process. Starting
with the primary concepts to in-depth expert analysis, this text is the catalyst that
will enable students of all abilities to engage with the strategic management process
whilst, concurrently, allowing them to critically evaluate the practical contribution
of essential core concepts of the strategy process.”

Kevin Burt, Senior Lecturer in Strategy, University of Lincoln, UK

“The Strategic Manager provides readers with the broad underpinnings of strategic
management and useful insights into its practice. By addressing six different
theoretical approaches, this book enriches our understanding of what organizations
should do not only to perform well, but also to do so consistently. Each chapter
contains pertinent examples and ends with a practical case, thereby helping the

reader to grasp the theories and concepts discussed in the text.”
Fernando Muiioz-Bulléon, Associate Professor, Department of Business
Administration, Universidad Carlos Il de Madrid, Spain

“Regardless of background — profit, non-profit or public sector — at least one of
Sminia’s six approaches to strategy performance and process will resonate with
managers’ lived experience both in what matters and how strategy is carried
out. The Strategic Manager provides the bridge between practice and theory that
encourages critical thinking and broad-ranging debate amongst MBA and other
strategy students.”
Humphrey Bourne, 4ssociate Professor of
Management, University of Bristol, UK
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Preface

Back in 2013, I started writing the 1st edition of this book out of frustration.

I found what was available in strategic management textbooks to be less and less
relevant. Over the years, my teaching had moved away from presenting strategic
management as an exercise of strategy formulation and strategy implementation
because research into strategy process, strategy-as-practice, and my own
experiences told me that this is not how strategy gets realized. Despite many firms,
organizations, and managers devoting considerable time and energy to strategy
formulation, the strategy that is eventually realized at best only partly reflects what
had been intended originally. Yet the textbook orthodoxy continues to present
strategic management in this overly ordered fashion, with chapters devoted to
establishing the firm’s objectives, doing an external analysis, doing an internal
analysis, and formulating a competitive strategy, to finish with a chapter on how to
then implement it. Subsequent editions of some textbooks have grown to contain
hundreds of pages, but they all follow this basic template.

I was frustrated with this for two reasons. One, this is not how strategy and
performance gets realized. Instead, it only helps to maintain this myth that
strategic management should be this ordered process and that if you are unable to
live up to these expectations, you are doing it wrong. Two, by grouping everything
that has to do with the environment in one chapter and everything that has to do
with the firm in another chapter, and so on, it prevents students from seeing how
these ingredients of strategic thinking can be brought to bear upon each other.
Since strategic management established itself as a distinctive management activity
and a field of study, various different approaches have been put forward, but this
is barely recognizable in most of the existing textbooks. The integrity of each
distinguishable theoretical approach gets lost. As a consequence, students and
managers are not shown how to put an argument together. What tends to happen is
that when a strategic analysis is done, the result is nothing more than a collection
of separate tools, often without any attempt being made explaining how it all fits
together and leads to an overall conclusion. If the attempt is made, the reasoning
tends to be disjointed and fragmented. Furthermore, it hides the richness of the
field in that different approaches offer different ways in which a firm’s situation
can be appreciated.

So, I found myself in my teaching more and more at odds with what was
available in the standard strategy textbooks. To remedy this, I started to write



down what I was lecturing. And fortunately, Routledge in 2014 saw sufficient
merit to offer me the opportunity to publish. Even more fortunately, the success of
the 1st and 2nd editions led to the opportunity to publish this 3rd edition.

The 3rd edition still takes emergent strategy as its point of departure and fits
elements of strategy formulation and implementation within it. In that sense,
the strategy textbook orthodoxy is turned on its head. It presents strategic
management as a real-time and ongoing activity. Strategy needs to be the subject
of continuous questioning and problem-solving, which is aptly captured by the
notion of ‘wayfinding’. The world changes continuously. Consequently, a firm’s
strategic management has to constantly question what is going on and how it
affects a firm’s performance and future potential to perform. Strategic management
requires managers to always be critical and self-reflective about how they go about
and understand what is going on. To help achieve this, the book explicitly presents
six different strategy theories, emphasizing their dissimilarity to fuel the debate. It
is the quality of the argument and the inhibited exchange of views that I believe is
pivotal for whether a firm will remain viable.

The difference between the 1st, the 2nd, and now the 3th edition is
incremental. The cases at the end of each chapter have been updated or are
replaced by more recent ones. Chapters have been added to and in parts are
reformulated as a consequence of experience gained when teaching from
the text and because strategic management research moves on. And I have
added even more ‘illustrations’ — examples that explain bits of theory in more
concrete terms.

The Strategic Manager reflects the experience of over 25 years in the field.
During this time, students and colleagues have had to endure my attempts at
designing strategy courses and classes that reflect how strategies actually get
realized. Students at the University of Strathclyde Business School have been
on the receiving end, as I used the 1st and 2nd editions to teach strategy in the
Strathclyde MBA and various MSc courses. Their comments and reactions —
negative and positive — helped to shape this book into what it is now.

I am indebted to the Strathclyde SAE teaching team and particularly Ron
Bradfield, Alistair Gray, Anup Karath Nair, and Marisa Smith. I also want to
mention the various local councillors in the Strathclyde International Centres
in Bahrain, Greece, Malaysia, Oman, Singapore, and the United Arab Emirates
(UAE), who over the years helped deliver strategy teaching to successive cohorts
of MBA students. I am humbled by their appreciation of The Strategic Manager
and their enthusiasm teaching from it.

There have been many more colleagues over the years — too many to
mention — who I have worked with and from whom I have learned how strategic
management can be understood and taught. I want to single out Frits Haselhoff,
who set me on my way so many years ago. His voice is still present in what
I do now. I also want to mention Andrew Pettigrew, whose ideas about strategy
process still resonate with me, and Robert Chia, who introduced me to the notion
of ‘wayfinding’ which is at the heart of this 3rd edition.

There are also a number of strategy practitioners who have shared their
experiences with me. Their insights not only have been invaluable but also have
been the inspiration to write this text. This is especially true for John Lever



Briggs. The many conversations I had with John about what it is really like to be a
CEO have found their way into what I have written.

Terry Clague, Sinead Waldron for the 1st edition, Izzy Fitzharris for the 2nd
edition, Emmie Shand for the 3rd edition, and undoubtedly various others at
Routledge have been very helpful in getting this book out.

Finally, there is one person who deserves a very special mention, although she
hates when I do this. Monique Réling has been there for me for the best part of
my life.

Harry Sminia
Inverkip, Greenock, Renfrewshire, Scotland



Strategic management
basics

Strategic management is about making a firm or an organization perform and
about maintaining the organization’s or the firm’s ability to perform (Sminia & de
Rond, 2012). This book explains how to use strategy theory to evaluate whether
the firm or organization will be performing, whether the firm or organization will
maintain the ability to perform, and what a strategist can do about it.

Strategic management as wayfinding

Mintzberg (1987), very conveniently, came up with the five Ps of strategy. These
Ps refer to the most commonly found definitions or usages of the term ‘strategy’
within management and organization speak. Strategy very often is seen as a plan:
“some sort of consciously intended course of action” (p. 11). In some instances,
strategy refers to a ploy: “a specific ‘manoeuvre’ intended to outwit an opponent
or competitor” (p. 12). Describing what the strategic plan is about, strategy also
is seen as a position: “a means of locating an organization in what organization
theorists like to call an ‘environment’” (p. 15). On occasion, the actual content
of a plan reflects a particular and favoured way in which the organization’s
circumstances are interpreted rather than an impartial assessment of the situation.
Others have advocated that the way forward should be expressed in terms of a
vision. In either case, strategy has taken on the meaning of a perspective: “an
ingrained way of perceiving the world” (p. 16). Another often found meaning
of strategy beyond Mintzberg (1987) is strategy as a panacea: a solution to
everything. To get you out of a tricky situation, you need a strategy. All of
these definitions have in common that they look at strategy as just an intention,
effectively downplaying the fact that a strategy should be realized to generate
performance.

Practicing strategists very often see intentions never being realized. Most
of what firms and organizations eventually achieve is due to interferences,
happenings, and circumstances that have emerged, despite carefully formulated
plans, as illustrated in Figure 1.1. This book focuses therefore on strategy as a
pattern “in a stream of actions” and as “consistency in behaviour, whether or not
intended” (Mintzberg, 1987, p. 12; Mintzberg & Waters, 1985). It takes strategy to



Figure 1.1
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be a process: as something that strategists do, rather than what an organization has
(Jarzabkowski, Balogun, & Seidl, 2007).

The emphasis in this book is less on doing a strategic analysis to formulate
a plan or an intended strategy to then implement it. This is an overly stylized
representation of the strategy process — found in many contemporary strategic
management textbooks — and maybe something of a mirage. It has some — but
limited — relevance for the actual practice of strategic management. Instead, the
focus is more on realizing strategy and how to understand and manage the process
by which this takes place. The starting point is how strategy is being practised —
how it actually is being done.

In the real world, circumstances change constantly. Realizing performance,
as well as maintaining the ability to perform, can be hampered or enhanced by
what emerges all the time. Strategic management therefore requires to be done
in a continuous fashion. It requires instant evaluation about what is going on
and of the consequences this might have for the performance and viability of the
firm or organization. It requires strategists to be able to act to move the firm or
organization along, whenever this is required. You often cannot afford to sit down
and carefully write down your strategic plan. This book explains how these instant
judgements can be made using currently available strategy theories. It indicates
what strategists can do to affect the course of the process by which performance is
realized.

All of this does not necessarily mean that formulating an intended strategy
and drafting a strategic plan is meaningless. It means that this should be seen
as part of a larger process by which a strategy — as this pattern in a stream of
activities — is realized. All in all, strategy as a process is elaborated here as
wayfinding: a continuous questioning, analyzing, and problem-solving (Chia &
Holt, 2009).



The practicality of strategy theory

Nothing is so practical as a good theory.
(Lewin, 1945; cited in: Van de Ven, 1989, p. 486)

Strategy theory provides two things. First, theory supplies a vocabulary to
describe what is going on. Second, theory offers explanatory logics by which

we can evaluate what is going on. A vocabulary to describe what is going on is
useful because it provides a means to make sense of situations. Making sense of
a situation by describing it in terms of a specific strategy theory is the first step in
doing a strategic analysis. Strategy scholars have formulated theory to distinguish
the wheat from the chaff; to see the wood for the trees; to focus on those

things that need focusing on. This book provides an introduction to six strategy
theories, with each theory providing a particular understanding of how firms and
organizations can be made to perform.

Anyone who provides a description of a situation essentially engages in
theorizing. Sense is made of a situation by abstracting from all the day-to-day
experiences and observations and focusing on those parts that are seen as essential;
maybe simplifying it into a short concise statement (Weick, 1989). Such a
description is an interpretation of a situation, and the words chosen to communicate
this interpretation are an act of abstraction, focus, and simplification. At the outset,
anyone’s interpretation can be just as valid as anybody else’s. Strategy scholars
engage in research to find out what theories might be the most worthwhile. These
theories allow a strategist to construct an alternative interpretation that is bound to
be different from the more intuitive first impression that everybody can come up
with. In that way, strategy theory provides alternative points of view from what
strategists might see by using their own instincts and presuppositions.

Gtrategy practice 1.1 What makes a SWOT analysis useful?

The SWOT (strengths, weaknesses, opportunities, and threats) analysis is arguably

the most used and most popular analytical tool in the strategy field (Hodgkinson,
Whittington, Johnson, & Schwarz, 2006). It is meant to provide an assessment of the
environment in terms of opportunities and threats as well as an appreciation of the
strengths and weaknesses of the firm. Its origin is credited to Albert Humphrey, who
devised this 4x4 matrix while working for the Stanford Research institute in the 1960s.
But on its own, it can be very misleading.

The problem is this. By itself there is little indication of when and why something
needs to be qualified as a threat or an opportunity, or as a weakness or strength.
Assigning something to either of these categories is purely arbitrary, unless . ..

The ‘unless’ is where additional theory has to come in. This should be theory allowing
for an evaluation of the situation; telling the analyst when something has to be qualified
as a threat, opportunity, weakness, or strength. It is only with the aid of strategy theory
that employs a performance logic that a meaningful and sound SWOT analysis can be

Q:Ione. The theoretical approaches featuring in this book can serve this purpose.




Figure 1.2
The process logic:
three zoom levels

A description is not an evaluation yet. For this, you need a reasoning by which
a conclusion can be attached to the described situation. Some — but not all —
theories allow the strategist to draw conclusions. This is the case when theory
not only describes but also explains. Strategy theory is strategy theory because it
attempts to explain performance. An explanation of performance indicates how a
strategist can intervene in the course of events by which performance is realized.
Two explanatory logics are common to all strategy theories. One of these logics
is the process logic. It provides a particular take on how firms and organizations
function in the wider environment and suggests what strategists can do to affect
this. The other logic is the performance logic. It takes firm or organization
performance as that what needs to be explained to suggest causes or reasons that
provide an explanation for this success or failure.

The process logic

The way by which a firm or organization performs is a process. The way in which
strategy theories understand this process allows us to distinguish between three
process spheres (see Figure 1.2).

The sphere in which the other two spheres are embedded is the ‘environmental
survival process’. This refers to what takes place in the environment. The
organization or firm participates in this sphere to function and survive. In a
manner of speaking, you can zoom into the environmental survival process and
focus on this smaller sphere that is the organization itself. The ‘organizational
strategy process’ then comes into view. It is the process within the firm or
organization that generates strategic intentions, deals with emerging issues, and
realizes performance. What happens in this sphere determines how well a firm
or organization is capable of dealing with what the environment throws at it.

A strategist, in turn, has to function within this organizational strategy process.
The ‘actions of the individual strategist’ refer to the individuals within the firm
or organization — and more specifically, to what they do. This in turn affects how

Actions of an individual
strategist

An organizational
strategy process

The environmental
survival process



capable a firm or organization is and whether the firm or organization realizes its
potential. Zooming into this third process sphere reveals the detailed activities of
the individual strategists who are taking part in the organizational strategy process.

Every strategy theory has a specific take on who these strategists are and what
they are expected to do. Ideally, whatever a strategist does should contribute to an
organizational strategy process by which the firm or organization becomes a viable
entity that can take part in the environmental survival process. You could say that
the process logic refers to the management part in strategic management.

The earliest strategy theorists advocated an organizational strategy process that
became known as strategic planning. The first strategy textbook portrayed the
strategy process as consisting of two stages (Learned, Christensen, Andrews, &
Guth, 1965). First, you formulate a strategy, and then you implement it. This
quickly evolved into the idea that an organization should do strategic planning.
Strategic planning, simply, is an organizational procedure that follows this
formulation-implementation process logic. It is a framework by which a whole
firm can engage in a basic strategic analysis. It is often set out as a carefully
managed method by which a firm has to go through a number of successive steps.
Ansoff (1965) was probably the first to develop a strategic planning methodology
(see Figure 1.3). Many have followed in his footsteps; the vast majority of strategy
textbooks are written around it, and they all incorporate the same basic template.

Following this basic template, strategic planning is supposed to start with top
management deciding on a set of broad goals or objectives for the firm; maybe
formulating a vision and a mission. These objectives are cast in terms of the kind
of business the firm wants to be in and explicate which performance levels are
expected. This is accompanied by an internal appraisal and an external appraisal —
others would refer to this as the internal analysis and the external analysis. These
appraisals intend to assess what the firm is capable off and what the environment
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looks like. Findings in one step will inform the other two. For instance, the
business definition can be derived from the markets the firm intends to operate in.

All this information feeds into a strategic plan. The plan is formulated by
stating what strategy the firm is going to pursue. It is also supposed to contain
detailed statements about how resources will be allocated — normally by deciding
on budgets, how the execution of the plan will be financed, and how everything
will be organized. As soon this is decided on, it needs to be communicated to
those who have to implement it. As soon as people have been told what to do,
they then must be monitored by using something like a balanced scorecard
(Kaplan & Norton, 1992). Many firms go through regular strategic planning
or business planning cycles. Larger firms tend to have departments devoted
to generating such a plan on an annual basis. Many people working in an
organization find themselves monitored to determine whether what they do
contributes to the organization’s explicitly formulated strategy.

Strategic planning has its use, but its universal applicability is heavily disputed.
For instance, Mintzberg and Ansoff entered into an intense debate about whether
strategic planning has anything to do with strategic management at all (Ansoff,
1991, 1994; Mintzberg, 1990, 1991, 1994a, 1994b). As can be expected, Ansoff
sees it as the cornerstone of strategic management. To Mintzberg, strategic
planning is an oxymoron — a term that denies itself — because the flexibility
inherent in strategy as dealing with an unknown future contradicts with the
inflexibility of mapping the future out in a plan. This book sides more with
Mintzberg than with Ansoff. Strategic planning can be useful, but its limitations
need to be acknowledged, as well. The emergent nature of strategic management
means that more often than not, a firm or organization cannot afford the luxury
of limiting its strategic management to only going through an extensive strategic
planning procedure.

Nevertheless, the expectation that strategic management should incorporate
rational decision-making when this is appropriate remains. Many strategy theories
are based on this notion. Consequently, these theories portray the strategist as
a rational decision-maker. A strategist is seen as an information processor. The
strategy theories that are built around rational decision-making are predominantly
derived from economics (e.g. Barney, 1991; Porter, 1980; Rumelt, Schendel, &
Teece, 1991). These specific strategy theories aim to explain firm performance on
the basis of competitive advantage. The explanations provide a means to assess
situations and to rationally pick a strategy that promises to yield the best results.

Some strategy scholars investigated how strategies are actually realized,
and they draw a different picture (e.g. Johnson, 1987; Pettigrew, 1985; Quinn,
1980; Sminia, 1994). They overwhelmingly came across organizational strategy
processes featuring continuous negotiating, people exercising power, and struggles
with the prevailing organizational culture. Instead of taking their cues from
economics, their strategy theories are derived from sociology and psychology.
These scholars put question marks against the expectation that a strategist is a
rational decision-maker and emphasize other qualities that the strategist should
have.

Albeit, all strategy theories — explicitly or implicitly — share this basic idea
that strategic management is the one process in which you can zoom in and out



of these three process spheres. They all incorporate a specific take on how a firm
or organization survives and is successful in the environment, how the strategy
process inside the organization takes place, and what contributions an individual
strategist makes. There are differences, however, with regard to how they think
these process spheres are to be understood. This we can take to our advantage
because the different takes on the same phenomenon provide us with a much
more sophisticated understanding of what is going on. The six different theoretical
approaches introduced in this book each understand the strategy process in their
own specific way.

IUustration 1.1 Honda’s deliberate or emergent strategy?

In the early 1970s, the then British government commissioned strategy consultants
Boston Consulting Group (BCG) to write a report on the British motorcycling industry. It
pinpointed the various reasons why a group of once proud and world-leading motorcycle
manufacturers had gone into decline. The authors put particular emphasis on Honda and
the way in which it conquered the US market at the expense of the British. “The basic
philosophy of the Japanese manufacturers is that high volumes per model provide the
potential for high productivity as a result of using capital intensive and highly automated
techniques” (BCG report, quoted in Pascale, 1984). It reveals how the consultants’
account focuses on explaining the Japanese mechanism of success. This mechanism
allows you to become very efficient and simultaneously to drown out the competition
and become the market leader. Of course, this does require a considerable investment
up front in these “capital intensive and highly automated techniques”. But if you have
the money and the patience, this is how you do it. The report and subsequent cases used
for teaching strategic management in many of the leading business schools in the world
assumed that this was Honda'’s intended strategy. It was assumed that the people at
Honda had worked this out and that they had been implementing this recipe for success.
Pascale (1984) went after the Honda executives concerned and asked them how they
did it. They came up with a completely different story. Their inroads in the US started in
1958. They went on a reconnaissance mission and found out several things about the US
motorcycle market. People in the US drive big cars. Motorcycles are bought by a small
leather-clad subset of the US population. They are bought from a total of 3,000 dealers
who were motorcycle enthusiasts first and business people second. Annual unit sales
were 450,000, with 60,000 imported from Europe. On that basis, they decided without
much analysis that it would be reasonable to go after 10% of the imported cycles. To
compete with the Europeans, Honda would have to offer the 250cc and 350cc models.
They came back in 1959 but started small and set up base in Southern California.
Because of all kinds of restrictions imposed by the Japanese government, they could
only bring a limited number of cycles with them. They were able to convince 40 dealers
to stock Hondas, and registered a few sales. Almost immediately, disaster struck and
many of the bikes were returned - leaking oil and with failed clutches. Apparently,
motorcyclists in the US ride their bikes much farther and much faster than those
in Japan. While Honda technicians were frantically trying to resolve this, they were
contacted by a Sears buyer. He had noticed the small 50cc Honda Supercubs they had
been riding around on in Los Angeles to do errands. The Honda people had brought a




few with them, but had not attempted to offer them for sale. They reckoned there would
not be a market for them in the US, where everything was big and powerful. They first
turned down the Sears buyer’s requests. What would a 50cc moped do for the Honda
brand while the market was in big bikes for macho motorcyclists? But with the big bikes
breaking down and in desperation, they gave in. To their astonishment, there was a
demand for motorcycles — not through motorcycle dealers, but through sporting goods
retailers. This gave them their first foothold.

Honda subsequently moved the US motorcycle market away from the macho ‘black
leather jacket’ customer on the back of the ‘You Meet the Nicest People on a Honda’
advertising campaign. The most junior Honda executive in the US pushed this through at
the time, against the wishes of his superiors. Motorcycles became more of a leisure item
and less of a mode of transport. By 1964, Honda market share in the US in lightweight
motorcycles was 63%, compared with 4% for Harley-Davison and 11% for British
manufacturers (as cited from a teaching case by Pascale, 1984).

So, if such a successful outcome is a matter of events that emerge and just happen,
even against the initial judgement of those who were part of this process, what is the
use of intended strategy? In a debate between four strategy scholars, Henry Mintzberg
used the Honda case to make his point that strategic planning does more harm than
good (Mintzberg, Pascale, Goold, & Rumelt, 1996). Instead, strategic management should
embrace emergence and the process should be one of trial and error; of learning while
you go along. Michael Goold (who was one of the authors of the BCG report and by then
had moved on to become an academic at Ashridge Management Centre) argued there
was still a place for planning, analysis and rational decision-making. To him, learning
and emergent strategy does not preclude the possibility that there are explanations of
firm performance like the one cited in the BCG report. His point is that such insights are
worthwhile considering if you are interested in advising top management what to do (for
a more extensive discussion, also see Mair, 1999).

/
The performance logic

If the process logic refers to the management part, then the performance logic
refers to the strategy part in strategic management. It underpins all considerations
with regard to strategy content. As was indicated earlier, an important part of
strategy research tries to establish and validate what explains performance. Once
you know about what explains success or failure of an organization or firm, you
can understand the situation that you want to analyze in terms of this particular
theory. Depending on your findings, you can draw conclusions with regard to
whether the firm or organization is destined for failure or success.

Most strategy theories are derived from economics. The most common
explanation of success among strategy theorists, therefore, is competitive
advantage (see Figure 1.4). To many strategy scholars, competitiveness is at
the heart of strategy content (Porter, 1980; Rumelt, Schendel, & Teece, 1994).
Competitive advantage means that the firm somehow is better than its competitors.
The majority of strategy theory tends to focus on the business firm and assesses
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performance in terms of one or more financial parameters. The assumption is that
firms have to compete to remain viable and survive. The purpose of the firm is
seen as generating a profit. In short, firm performance tends to be about the ability
to outperform the competition.

Competitive advantage, in turn, is seen to be the consequence of the three main
ingredients of strategic thinking. These three ingredients are: the environment,
the firm, and the strategy the firm pursues. Furthermore, these three ingredients
need to match up in some way for the firm to be competitive and successful.
Yet it is with regard to these three ingredients that, again, there are profound
differences between the various strategy theories currently in existence. This book
will provide an in-depth look at four theoretical approaches developed to explain
firm performance through competitive advantage. These are ‘marketing-inspired
strategic thinking’, the ‘industrial organization approach’, the ‘resource-based
view’, and ‘agency theory and shareholder value’. These four approaches share a
performance logic centring on competitive advantage. They differ with regard to
how they describe the environment, the firm itself, and the strategies the firm can
pursue.

It is difficult to deny that strategy theory is somewhat biased towards the
business firm. There are, however, strategy theories that are equally applicable
to both business firms and to non-profit and public sector organizations. Many
organizations that are less bothered about competition still need to be concerned
about their performance and about their continued ability to perform. Two of these
theoretical approaches will be featured in this book. These are the ‘stakeholder
approach’ and ‘institutional theory’. Each approaches also has its specific take
on the environment, the organization itself, and the strategies the organization
realizes. Instead of centring on competitive advantage, these two approaches
focus on legitimacy as the explanation of performance (see Figure 1.5). An
organization’s activities are legitimate if these activities are considered to be
desirable, proper, and appropriate within a system of norms, values, beliefs, and
definitions of the situation (Suchman, 1995). These two approaches also allow for
a description of performance in other terms than just financial parameters.
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This does not necessarily mean that strategy theory centred on competitive
advantage is useless for non-profit and public organizations. There are many
occasions when these organizations find themselves competing for something.
Most of the time, this is about securing scarce funds and resources. In these
instances, the more business-like theories centring on competitive advantage are
useful.

Each one of the six theoretical approaches provides a means to evaluate
situations instantly, which is a requirement for the continuous character of
strategic management as wayfinding. Yet the way they reason can lead to
conclusions that can be profoundly different from each other.

Strategy practice 1.2 How useful is a PEST analysis?

Almost every strategy textbook features the PEST analysis (or PESTEL). It is normally

the first thing in the chapter on the environment. Many management and business
students never seem to progress beyond the PEST analysis. The assignments that they
hand in tend to devote many pages to completing this analytical tool. This is a shame,
because a PEST analysis has a very limited usefulness. It provides nothing more than

a categorization. It tells a strategist to look at the environment and to decide whether
something that is observed can be labelled as political, economic, social or technological.
That is it. It does not tell the strategist anything beyond that. It does not give any
indication of what to do or what is implied if something has been categorized as political,
economig, social or technological. No further conclusions of any significance can be
drawn. How useful is that?

- J

Strategy as continuous questioning, analyzing, and problem-solving

There are very few certainties in strategic management. One of them is that there
will never be a definitive answer or an infallible judgement on a situation. There
are a couple of reasons for this. The first, obvious, one is that different strategy



theories can provide different conclusions about the same situation. There is no
way to definitely assess which theory will be the better one. This is inherent

in what theory does. As was said previously, its advantage is in abstracting,
focusing, and getting to the essence of a situation to be able to draw a conclusion.
This is also its disadvantage, because each theory does this in a particular way,
emphasizing one set of aspects while downplaying the rest. Strategy scholars

do their best to get at the relevant things, and each scholar has an equally valid
argument to back up the choices they make in their abstracting and focusing. Yet
they have to make assumptions — and consequently, they reason in different ways.

These assumptions are necessary to provide a basis under their arguments. The
nature of these assumptions is such that their validity can be neither investigated
nor tested because they touch upon the very nature of empirical reality (ontology),
upon what constitutes knowledge (epistemology), and upon how such knowledge
is to be gathered (methodology) (if you are interested in this, see Burrell &
Morgan, 1979; Morgan, 1980). So, this is one reason why strategy is a continuous
questioning. It is a questioning fuelled by the different basic assumptions
underpinning the various different theoretical approaches. The final chapter will
come back to this to provide a little more insight how the six theories compare.

Another reason for continuous questioning, analyzing, and problem-solving is
that the world moves on. Things happen all the time, and this urges the strategist
to constantly reassess the situation. In fact, firms and organizations failing to see
change as a permanent fixture of their existence will find that they are eventually
overtaken by the course of events. This often leads to the demise of the firm or
organization (Johnson, 1987; Pettigrew & Whipp, 1991). This is another scarce
certainty of strategic management: there will always be change. It means that
there is a constant need to revisit previous conclusions in the light of changing
circumstances.

Firms and organizations — and their top management — do not like to appear to
be continuously reassessing their strategy. Yet this questioning and inherent doubt
tend to define the nature of the managerial job (Mintzberg, 1973; Watson, 1994).
Chapter 7 on institutional theory will explain that there is an expectation in society
for firms and organizations to have a strategy, or at least some idea of why they
exist and where they are going — not because it is necessarily useful, but because
it is seen as right and proper (DiMaggio & Powell, 1983; Meyer & Rowan, 1977).
Top management teams are expected to be all-knowing, rational, and in control,
even if experience tells them that this is impossible. For that reason, the official
line of many firms and organizations is that they have decided on a strategy —
about which they are in no doubt and which they are implementing without
fail. Portraying themselves in that way is part of the requirement of legitimacy.
Nevertheless, the actual experience at the top often does not reflect this ideal. On
the contrary, those firms and organizations trying to live up to these expectations
and organizing their strategic management for rationality and control often end up
stifling the necessary critical attitude that allows for continuous questioning — and
consequently, they lose touch with the many things that are going on (Chia &
Holt, 2009; Johnson, 1988; Pettigrew, 1985). Strategic management as wayfinding
recognizes this continues questioning, analyzing, and problem-solving as part and
parcel of life at the top.



If you are cynically inclined, you may argue that not being able to provide
definitive answers and questioning, and debating everything, makes strategic
management a pretty useless affair. If you are unable to draw definitive
conclusions, why bother? The counter-argument is that any assessment of the
situation and its conclusions provide an educated guess that is preferable over
sheer ignorance. There is merit in being informed by analysis and in debating
partial and temporary truths. This is preferable to not knowing anything at all.
Utilization of strategy theory will enhance the quality of the questioning and the
quality of the analysis. Helping to improve the quality of the strategy process is
the primary purpose of this book.

Doing strategic management as wayfinding

So how do you do it? There are two types of activities that a strategist should be
able to do. A strategist should be able to act and make such contributions to the
organizational strategy process that the firm or organization is able to function in
the wider environmental survival process, and a strategist should be able to think
and assess the situation so that the actions are well considered and have a chance
of making the necessary contributions. This can be summed up as being able to
answer two basic questions.

1 Are there any issues arising that might affect the future success and survival of
the firm or organization?
2 If there are, what can you do about them?

Answering Question 1: strategic analysis

Strategic thinking is about continuous questioning and analysis. It is about asking
and answering the first question. Here the performance logic comes in, and to
utilize this performance logic, two ingredients should be combined. One ingredient
is the strategy theory and the basic explanation of performance that it offers. The
other ingredient is the empirical evidence — or data/information — about the firm or
organization and the situation it is in. A strategic analysis needs to start with the
theory and then bring in empirical evidence to describe the situation in terms of
the theory. More specifically, the theory is used to generate even more specific and
detailed questions so that data can be gathered to answer them.

Strategic analysis is not a matter of following a small number of easy steps
which automatically lead to a conclusion. It is more of a puzzle, and its solution
depends on the pieces that are available. Yet to do this continuously for a firm
or organization that you are responsible for, you should already know about the
environment the firm or organization is operating in, you should know about
the firm or organization itself, and you should know about the strategy the firm
or organization is realizing. You should be able to describe the situation you
are in, in terms of the performance logics of the various available theoretical
approaches. Every firm or organization effectively is realizing a strategy,
whether it is articulated and consistent or not. There is an environment. The
firm or organization is what it is. If you do not know about this, you cannot do
wayfinding.



Strategic management as wayfinding is about dealing with a situation when it
happens, or when you become aware that something might happen, or when you
are wondering what will happen if you embark upon some initiative yourself. You
basically try to assess how any of this will affect the firm’s competitive advantage
or the organization’s legitimacy. Answering Question 1 is actually answering the
very basic question whether the match between the strategy, the organization/firm,
and the environment is or will be affected. If you find this is the case, there is an
issue. Strategic analysis is about continuously asking questions, and this is the
question to start with. If you know nothing about these three basic ingredients and
whether they currently match up or not, it is impossible to think about how issues
might affect an organization’s or firm’s future success, let alone doing something
about them. If you know nothing, you need to get up to speed first.

Getting up to speed

You get up to speed when you become knowledgeable about the firm’s or
organization’s environment, the firm or organization itself, and the strategy

it realizes. Explaining how to do this at this stage will probably appear rather
abstract, dull, and meaningless. It will become much clearer later on, when this is
explained again in the context of a particular theoretical approach.

As was said previously, a theory provides two things: a vocabulary to describe
the situation, and an explanatory logic that allows the strategist to evaluate the
situation and draw a conclusion. At this stage, the explanatory logic to work with
would be the performance logic. The theoretical vocabulary — the specific words,
constructs, and variables that are part of the theory — indicate what questions there
are to ask. Taking your cue from these questions, you can then look for data or
empirical evidence to provide answers. In this way, you end up with a description
of the situation for the investigated firm or organization in these specific
theoretical terms. Each theory defines and describes the environment, the firm or
organization, and strategy in a very specific way.

You can then draw your conclusion by answering the question whether the
three ingredients of firm/organization, environment, and strategy match up. If they
do, everything is fine (for the moment). If they do not, you have an issue on your
hands and something should be done about it. It is simply a matter of finding out
how the firm or organization fares in terms of a particular theory.

Such a very basic analysis can be the purpose of periodic strategy workshops
or strategy evaluation exercises a top management team may engage in.

This also covers much of the work of strategy consultants, as they are often
commissioned to help firms or organizations to assess the situation. There will
always be a problem of insufficient data. Only so much empirical evidence can
be made available — even if a consultancy company is hired to do much of the
legwork. This makes the puzzle such a challenge: working and drawing relevant
conclusions within the existing data limitations.

Continuous questioning and analyzing

A strategist in charge of a firm or organization is actually supposed to know the
situation the firm or organization is in. Managers are supposed to know the extent



of the match or mismatch between the environment, the firm or organization, and
its strategy, and they are expected to have ideas about how these three elements
should be matched up. Simultaneously, the world moves on. The influence of
governments and supra-governmental bodies varies over time. Local, regional,
national, and global economies experience upturns and downturns. Societies
change. Fashion changes. New technologies are developed, and others become
obsolete. The availability of natural resources fluctuates. Natural disasters happen.
Governments introduce new legislation all the time. And many more things
happen and can be expected to happen.

Additionally, all kinds of individuals, organizations, and firms take initiatives
to develop and change things. The firm or organization itself can become
entrepreneurial by developing a new product/service bundle, moving into a new
market or country, working on new technology, acquiring or merging with another
firm, or finding a new way to do the same thing more effectively and efficiently.
Evaluating how this may affect the firm or organization while all this is going
on requires strategic management as wayfinding. It is the reason for continuous
questioning, analyzing, and problem-solving.

The purpose of continuous questioning is to find out whether anything that
crosses the path of a focal firm or organization, or any initiative the firm or
organization may want to take, affects the competitive advantage or legitimacy
of the firm or organization, either positively or negatively. It is about endlessly
asking the question whether things still match up. Wayfinding is about questioning
what is going on and analyzing whether it will affect the firm’s performance
levels and potential to perform, and whether something needs to be done about
it. Strategic management as wayfinding should find out about possible changes to
the three elements, to then trace their effects through possible changes in the way
in which these three ingredients match up and affect competitive advantage or
legitimacy, and eventually performance. Again, each theoretical approach provides
a specific vocabulary to trace changes. It provides the language to formulate
questions and find answers. This is what it is all about.

Answering Question 2: problem-solving and taking action

Strategic management is also about problem-solving and taking action. Or maybe
about doing nothing and letting things develop naturally. Any action in essence is
an intervention in a process that is currently happening. A strategy will be realized
with the associated performance levels, whether a strategist does something or not,
as is depicted in Figure 1.1. An intervention is necessary if an issue is seen to lead
to an unwanted realized strategy, probably with the wrong or too low performance
outcomes. There is a ‘what?’ question and a “how?’ question here. What can you
do, and how do you do it?

With regard to the ‘what?’ question, the performance logic points the way.
Each one of the six strategy theories provides the strategist with a range of
options. These options can be found with regard to all three elements. In principle,
a strategist can change the firm’s or organization’s strategy, change things about
the firm or organization itself, or can even attempt to change (aspects of) the
environment. Yet each one of the theoretical approaches is built on a specific



understanding of what these three ingredients look like. Consequently, each
approach puts forward particular recommendations to what there is to change,
and consequently, what options exist and what recommendations can be made.
Nevertheless, all options need to be scrutinized with regard how well they address
the issue that has been identified. This is also part of wayfinding.

The ‘how?’ question is where the process logic comes into play. How
to intervene and create a result depends on what process sphere you are
talking about. But all three need to be considered. An intervention in the
environmental survival process is about the firm manoeuvring in the world
at large. An intervention in the organizational strategy process is about the
strategist contributing to the questioning, analyzing and problem-solving and the
functioning of the organization or firm. It is about how strategic management
is done. An intervention at the level of the strategist is about you yourself and
reflecting on your own actions, understandings and thoughts. Again, each of the
six strategy theories has elaborated the strategy process in a particular way. This
means that each approach has specific answers to the ‘how?’ question with regard
to all three of the process spheres.

Nevertheless, there is one commonality. A process by which a strategy gets
realized and by which performance actually is created is nothing more than a
sequence of events (Pettigrew, 1990; Van de Ven & Poole, 1995). This means that
any action or contribution made at all three levels adds events to the course of the
process (Van de Ven & Sminia, 2012). The implication is that any answer to the
‘how?’ question takes on the general form of specifying what events to add to the
sequence in the expectation that it changes the course of the process.

Strategy practice 1.3 Can you implement a strategy?

A common understanding in many strategy textbooks — and also among many

managers - is that the ‘what? and ‘how?’ questions are a matter of strategy formulation
and strategy implementation. You first decide on the ‘what’ by formulating your strategy.
Once that is clear, you implement it and reap the results. But can you expect that there
is a fail-safe method out there by which you can execute any strategy? Is it a matter of
learning to apply an implementation tool?

Hrebiniak (2006) reports that implementation goes wrong for six reasons. A strategy
does not happen when top management fails to overcome resistance, the formulated
strategy is too vague, top management is not working according to an implementation
guideline or model, there is poor communication, the strategy goes against the existing
power structure, or when there is a lack of clarity about authority and responsibility.

His remedy is to offer an implementation model that tells top management to derive
local objectives from the overall strategy, and communicate these to middle managers,
accompanied by a clear structure of incentives and controls to make sure that people are
doing what they are supposed to do.

Balogun and Johnson (2005) arrive at a different conclusion. They find that
different parts of the organization interpret what might be intended as clear strategy,
objectives, incentives, and controls in all kinds of different ways, depending on how
things are understood locally. Nobody at the top of any organization has enough local




understanding to ‘translate’ anything formulated at the top in such a way that everybody
everywhere in the organization understands it unequivocally. The local interpretations
create their own dynamic, and people down in the organization adapt whatever is
coming at them in a way that makes sense to them. The unintended outcomes that are
thus generated are not necessarily worse than what was intended at the top; they are
just different.

Business-level strategy and corporate-level strategy

For the sake of argument, strategy scholars have invented the notion of the
strategic business unit (SBU). Most theories imagine that a business produces
one single product/service bundle, which it tries to sell on a specific market.

This is often referred to as a product/market combination. The SBU is the unit
of analysis that has to have competitive advantage to perform well. Talking
about strategy with regard to the SBU or business level is referred to as either
competitive strategy or business-level strategy. The focus of any strategy theory
dealing with the competitive strategy or business-level strategy problem is on
finding ways how the SBU can compete better. How can the SBU outperform the
competition?

Most of the time, real firms offer more than one product/service bundle.
Strategy scholars then talk about multi-business firms. This is obvious for the
large multi-national corporation (MNC) with a presence in many countries,
offering a wide range of products and services, and consisting of various divisions
and subsidiaries. It is also often the case for smaller firms, which have branched
out over time into adjacent product/service bundles but are organized along
functional lines. The multi-business firm creates an additional strategy problem.
By definition, two or more businesses have been put together and are part of one
firm, but each business has to compete in its own arena. The question then is
whether an SBU would be a better competitor as part of the larger organization of
which it is part, or on its own. Corporate strategy is about this.

Recognizable here again is the bias in strategy theory toward for-profit
businesses, operating in an essentially competitive environment. However, the
same distinction can be made for not-for-profit and public sector organizations.
These types of organizations provide a specific public service or focus on a
particular cause, and business-level strategy deals with the legitimacy of this
public service or particular cause. This is the business-level strategy problem.
Often, non-profit and public sector organizations find themselves engaged in more
than one public service or cause. The question then becomes whether this public
service is better provided as part of an organization that provides many services
or whether this public service would benefit more from a single specialized
organization. The same question can be asked with regard to championing a
specific cause: is this better done as part of a multi-cause organization, or would a
single-cause organization create better results?

Strategy theory will not make much sense without understanding the meaning
of the notion of the SBU.



How to work the book?

This book aims to provide the reader with sufficient insight to ‘practise’ strategic
management. One of the ‘mantras’ of strategic management is that there never

is a ‘right” answer. However, the expectation of many students is that there

is. Most strategy textbooks are put together as if there is a single recipe —
predominately derived from a strategic planning approach — by which you arrive
at the appropriate strategy. This book’s premise is to emphasize that there are
profoundly different ways of doing strategic management which, when applied,
lead to different answers. The reader is introduced to six different theoretical
approaches. Each theoretical approach has its own chapter devoted to it. As was
said earlier, these theoretical approaches are marketing-inspired strategic thinking
(Chapter 2), the industrial organization approach (Chapter 3), the resource-

based view (Chapter 4), agency theory and shareholder value (Chapter 5), the
stakeholder approach and organizational politics (Chapter 6), and institutional
theory and organizational culture (Chapter 7). Every chapter explains how an
approach can be utilized to draw conclusions whether the firm or organization will
perform, whether it will maintain the ability to perform, and what contributions a
strategist can make

Each chapter has the same structure. First, the process logic of the theoretical
approach is explained. This is followed by an explanation of the performance
logic. Each chapter then has a section devoted to some additional features that
come with each particular theoretical approach. These are further elaborations
within the same basic argument that either have gained some prominence in the
strategy field by themselves or provide a further understanding of what is typical
about the approach. Some theories have more of these features than others. By this
time, the specific theoretical vocabulary that characterizes this approach has been
introduced.

Each chapter then moves on and explains how a strategist can apply this
approach for the continuous questioning and analyzing that strategic management
as wayfinding compels you to do. This leads to sets of questions by which a
strategic analysis can be done. The next subsection is on problem-solving and
taking action, making use of the process logic of the theoretical approach to
discuss the various options that a theoretical approach throws up. A final section
draws things together, extends some of the criticisms but also offers some thoughts
on how to work with the differences that exist.

Each final section — on further questions and unresolved issues — maybe is
the most important when it comes to wayfinding. It introduces the limitations
of each theoretical approach, in a way setting the boundaries around an
approach’s usability. However, some of these limitations exist because of some
very basic assumptions that have to be made. There are two aspects to these
basic assumptions. First, these basic assumptions define the nature and type of
theoretical approach. They are linked to core philosophical debates that can never
be resolved. Second, these assumptions apply to all strategists, as well. Often
involuntarily, each individual manager adopts a basic stance and attitude towards
management — and the world in general — in terms of these basic assumptions.
These assumptions should be at the heart of any manager’s self-reflection.



A short final Chapter 8 wraps things up, dwelling on some of the similarities
and key differences between each strategy theory, and providing some comments
on the questions that remain unanswered. Moreover, this final chapter deals with
this problem of abundance in strategic management: is there a way to use these
many and often contradicting theoretical approaches alongside each other, or not?

Each chapter also features little interludes about specific strategic practices,
like the ones earlier in this chapter on PEST analysis and doing a SWOT analysis.
Strategic practices are ways of doing things that strategists draw on when they do
strategic management (Whittington, 2006). Some are derived from and therefore
are specific to a particular theoretical approach. Others are less specific but take
on particular meaning within a theoretical approach. All strategic practice can be
used and mis-used. Additionally, there are a number of illustrations like the one
following about SKF: stories based on real events that aim to make the abstract
theoretical terminology more tangible and concrete.

Finally, each chapter ends with a case. The case allows the reader to go through
the sets of questions identified earlier in the chapter to effectively interrogate
the situation and enter into the questioning, analyzing, and problem-solving that
strategic management as wayfinding requires. The information provided in the
case description is relatively raw. Part of the exercise is to find out what the
evidence tells us, to then draw out and debate conclusions and recommendations.

~

IWustration 1.2 SKF has a strategic issue

SKF appears to have been confronted by an issue”. One of its larger US-based clients
wants to organize a reverse auction. This client has asked its suppliers to bid for its
business, with the lowest bidder getting the order.

SKF is one of the largest manufacturers of ball bearings in the world. Over 100 years
old and originally from Sweden, it now has a worldwide market share of about 20%. It has
organized itself into three divisions: Industrial, Automotive, and Service. The SKF Service
Division serves this US-based client. The Service Division represents one-third of SKF
sales. It provides replacement ball bearings and aftermarket services to manufacturing
firms that operate machinery which contains ball bearings. A ball bearing is made up
of small steel balls that are inserted into a bearing so that one object can rotate within
another object. Every piece of machinery that has moving parts typically contains sets of
ball bearings. SKF’s strategy is based on providing durable solutions. It offers high-quality
replacements and services, but typically charges higher prices. SKF’s argument is that
the quality of its hard-wearing ball bearings is worth the extra money because it makes
machinery more efficient and reliable. Being asked now to compete on price is not
something it is inclined to do. The question, of course, is: what should SKF do? Should
it abandon its strategy and put in the lowest bid possible, or should it step away from it,
accepting that the company will lose a big client but stay true to its strategy?

This issue will be examined in all subsequent chapters, examining the problem and
making a recommendation utilizing the language and logic of each of the strategy
theories.

* Value Selling at SKF Service, IMD-5-0751, 2009
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