Strategy

The need for strategy

As early as 1969 Wickham Skinner was defining strategy as ‘a set of plans and policies by which a company aims to gain advantages over its competitors. More recently concern has been expressed by leading academics that the term strategy had been overused and that its’ unique meaning (derived from the Greek military term strategos, meaning, literally “the general’s art”) had been lost when applied to the practice of management. The definition of strategy has been re-emphasised as establishing purpose, setting direction, developing plans, taking major actions and securing a distinctive competitive advantage. 

Garrett (1996) related to a simple three-level hierarchy in organisations, which the Chinese have used for around 5000 years, and which the Greeks evolved some 1,500 years later as follows:

· Policy

· Strategy

· Tactics/operations

Strategy is contrasted to tactics, which is a specific scheme for employment of allocated resources, and also with policy which is generally defined as a contingent decision whereas strategy is a rule for making decisions. In business practice applications, however, the term policy is often used interchangeably with strategy. It is now generally accepted that policy and strategy are interlinked and that vision is the top-level driver of an organisation’s strategic intent.

· Vision




(Mission, Purpose, Values)

· Strategy / Policy

· Tactics/operations

A business strategy should encapsulate the top management team’s ambition. Although a well-constructed strategy needs a plan for implementation, strategy formulation is NOT about planning.  Plans exist to cope with the immediate needs of the organisation and operate under a preset timetable and demand structured documentation and it is a different process from forming strategy. In the long term, strategy is about creating the future, however, as stated earlier it is also critical that the strategy includes a plan for implementation. 

Strategy

Strategy is about:

· Establishing purpose

· Setting direction

· Developing plans

· Securing competitive advantage

Barriers to strategy formulation

· Confusing strategy and planning

· Not being able to think long term

· Daily pressures

· It’s not easy

· Needs commitment

· Paralysis by analysis

Five important characteristics of a business strategy

Time Horizon. Generally the word strategy is used to describe activities that involve an extended time horizon, both with regard to the time it takes to carry out such activities and the time it takes to observe their impact.

Impact. Although the consequences of pursuing a given strategy may not become apparent for a long time, their eventual impact will be significant.

Concentration of Effort. An effective strategy usually requires concentrating one’s activity, effort or attention on a fairly narrow range of pursuits. Focusing on these chosen activities implicitly reduces the resources available for other activities.

Pattern of Decisions. Although some companies need to make only a few major decisions in order to implement their chosen strategy, most strategies require that a series of certain types of decision be made over time. These decisions must be supportive of one another, in that they follow a consistent pattern.

Pervasiveness. A strategy embraces a wide spectrum of activities ranging from resource allocation processes to day-to-day operations. In addition, the need for consistency over time in these activities requires that all levels of an organisation act, almost instinctively, in ways that reinforce the strategy.

The end product of strategic actions is deceptively simple and can be a combination of new products, markets and technologies.  However, creating the future is more challenging than playing ‘catch up’ in that you have to create your own strategy roadmap.

Creating a strategy

Strategy is both a process of understanding and shaping competitive forces and a process of open-ended discovery and purposeful incrementalism.   

The development of a working strategy can be assisted by following these five steps. 

1. Identify the current strategy

2. Review current performance
3. Develop a strategy roadmap
4. Assess the future performance of the business

5. Take action, monitor and review

It is necessary to begin with an identification of current strategy and current performance because this will help to understand, frame and focus the analytical work that is to come. If, for example, the business performance is judged as poor, then the timeframe for analysis will be relatively short, as the focus will be on how to turn the business around.  If, however, current performance is excellent, then attention can be focused on the longer term. 

Current strategy comprises of four main elements

1. Product market focus

2. Value proposition

3. Core activities

4. Short-term goals

Product market focus

The product market focus statement spells out the nature of the products or services offered and the characteristics of the markets being served.  

Value proposition

The value proposition is a statement of the fundamental benefits that you have chosen to offer to the market considered from the customers' point of view.  

Core activities

The core activities are the primary value-adding activities that the business has chosen to perform.  Does the business, for example, carry out its own manufacturing, or is it outsourced, focusing instead on design and marketing?  Such choices have a fundamental impact on the cost structure, capabilities and flexibility.  

Short-term goals

At any point in time it is likely that there are a set of short-term goals that are driving the business forward. These short-term goals are an important part of the strategy and must be examined along with the other three components.

In order to get a meaningful discussion of current performance underway it is useful to use a diagram similar to that shown below.  Everyone would be asked to plot the performance of the business three years ago, today, and their best guess as to three years in the future. Each organisation will decide what each axis represents, through discussion and general consensus. In general terms, operating performance includes the measures that businesses usually use to assess their performance, such as profitability, financial strength, growth, changes in market share, and various measures of productivity. Measures of organisational health are usually softer than those of operating performance, and could include such things as management and worker enthusiasm for what they are doing, whether or not people are "burning out" (an increasingly common problem), willingness to learn and to work across boundaries when required and so on.  However, for each business the appropriate measures will be different, and before getting too far into the strategy-making process, it is important that decisions are made regarding what is relevant and which are important. 
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Operating performance

As a result of the work that has been done it may now be possible to see a clear enough future for the business if it continues with its existing strategy and to build a set of projections that reflect this. If this is the case then now is the time to discuss vision and to determine whether the base-case developed will achieve the vision. If not, it may be time to revisit the vision, or to engage in some lateral, "outside-the-box" thinking to see if there are ways of achieving the vision without unacceptable risk.

It is important that a wide range of individuals contribute to strategy but at the end of the day top management has to take responsibility for the final crafting of the strategy and ensuring that it is driven or deployed through the organisation. It is suggested that strategy or the development of strategy is a mechanism for not only planning and theorising about the direction of the business but is a means to release the energy and creative juices within an organisation and to help start and energise the transformation process itself. 

It is generally believed that a business strategy should fulfil two main requirements. Firstly, it should capture the top management team's ambition and express the balance to be achieved between the various functions inside the business and between the business and the outside world. It should also be a plan that can be implemented, driving the business towards its targets whilst being sufficiently flexible to accommodate changes on the way, as described earlier.  More forward thinking academics and business leaders have also recognised the use of strategy and strategy development as a tool for involving a broad cross section of the workforce and a tool for action – not just a tool for planning and ‘strategising.’

There is no guaranteed process that can be used to ensure a successful strategy.  However, a list of key activities which were identified and are quite useful as a summary of the key activities in formulating a strategy are shown below.

· Take an holistic approach i.e. involve all the functions in the business 

· Involve the implementers in strategy formulation 

· Spend more time on understanding the market, customers, competitors and the imperatives for winning more of the right kind of profitable business than on any other area 

· Create a truly objective view of the company's capabilities and its current competitive positioning 

· Quantify clearly what must be offered to customers so that the business can become the preferred supplier 

· Look for ways of changing the basis of competition so that it plays to the company's strengths and away from the strengths of competitors 

· Accept that current or traditional ways of doing business may not be appropriate in the future, and that the internal response may involve performance improvement of several orders of magnitude in critical areas 

· Find out what represents World Class performance in the company's core areas and set that as a minimum target 

· Be innovative and dare to be different 

· Develop a detailed vision of what the business will be like and how it will be operating when the ambition has been fulfilled 

· Allow for the time and effort required to communicate the strategy throughout the company 

· Make sure that the strategy is implemented in the shortest possible timescale

It is then suggested that after looking at the external factors, the organisation should also consider internal factors such as innovation. Are there opportunities to differentiate products, or to change to meet increasingly demanding customer requirements? 

Similarly, it is suggested that with resourcing - how are people, physical assets and methods of working organised to meet customer demands and provide high quality service? Are these resources being used cost-effectively? Are supply resources correctly balanced, or would a different mix of in-house and outsourcing be more cost-effective? 

Consider the business processes - can their quality be improved? How is performance measurement being carried out at all levels in the business - are the true costs of each product or service known? Are world-class performance targets set, measured against industry leaders, and does this add up to an acceptable profit margin? 

Finally, but perhaps most importantly, the organisation must recognise that being consistently successful requires the people in the organisation to be developed so that they are outstandingly capable, both as individuals and when working in teams.  This should be a key part of the business strategy.

Strategy Development Exercise

1. Identify Current Strategy

Product market focus

The product market focus statement spells out the nature of the products or services offered and the characteristics of the markets being served.  

What is the nature of the products or services we offer?

Who are our current customers?

· key characteristics or profile

· location

· long term or short term

Value proposition

The value proposition is a statement of the fundamental benefits that you have chosen to offer to the market considered from the customers' point of view.  

Why should customers do business with your organisation rather than the competition?  What are your unique selling points?  What are the benefits of working with your organisation?

Core activities

The core activities are the primary value-adding activities that the business has chosen to perform.  

Does your business, for example, carry out its own manufacturing, or is it outsourced, focusing instead on design and marketing? 

Write down the core activities of your organisation

Short-term goals

At any point in time it is likely that there are a set of short-term goals that are driving the business forward. These short-term goals are an important part of the strategy and must be examined along with the other three components.

What are the current short-term business drivers?

2. Review Current Performance

i. Develop a list of performance measures that represent each axis on the matrix below. 

Operating performance includes the measures that businesses usually use to assess their performance, such as profitability, financial strength, growth, changes in market share, and various measures of productivity. Organisational health are usually softer than those of operating performance, and could include such things as management and worker enthusiasm for what they are doing, whether or not people are "burning out" (an increasingly common problem), willingness to learn and to work across boundaries when required and so on.

ii. Plot the performance of the business three years ago, today, and their best guess as to three years in the future using the performance measures as indicators. 
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Operating performance

As a result of the work that has been done it may now be possible to see a clear enough future for the business if it continues with its existing strategy and to build a set of projections that reflect this. If this is the case then now is the time to consider vision and to determine whether the base-case developed will achieve the vision. If not, it may be time to revisit the vision, or to engage in some lateral, "outside-the-box" thinking to see if there are ways of achieving the vision without unacceptable risk.

Develop a Strategy Roadmap

Examine the information gathered so far.

· Current strategy

· Current performance

Compare this with your vision.

What are the goals that need to be identified and pursued to achieve your vision?

Consider 

· How will high customer expectations, more complexity and uncertainty, and tougher competition, affect the business? 

· What is happening in current markets, and what impact will these changes have? Are there opportunities for new products? Are new, growth markets opening up for existing products, and can they be exploited profitably? 

· What does the organisation know about its customers? What product attributes are most important to them, and are there any that they actively dislike? How do they make their buying decisions? How will business be affected by changing customer expectations in terms of value, quality and service? 

· What are competitors doing, and how are they perceived by customers? What is the best competitive positioning for the business - what attributes should be emphasised, and what standard will be aimed for? What gain in market share can be expected as a result? 

· How old are the strategies that are in place?  When were, they, last reviewed?  Persisting with yesterday's strategies when faced with new, superior sources of competition will lead to inevitable decline.

· Is the success syndrome preventing needed change? Companies that have succeeded with a specific business model can be reluctant to change it, often on the grounds that "if it ain't broke, don't fix it".  This ignores the fact that it might be about to break, or incapable of surviving if the market situation alters, as it inevitably will. The danger here is that success will slow adaptation.

· How well aligned is the organisation? Do the measures reflect the strategy and drive appropriate business improvements? The challenge of creating a climate for performance rests to a large degree on our ability to introduce relevant measurements to monitor our progress towards the targets set.  Measurements and concrete follow up shape performance.  Dialogue between managers concerning these measurements further strengthens the performance climate.  

· Is there an organisational culture and approach that can deliver this flexibility?

Make a list of your goals.

From this list try to identify up to five key goals that will take you towards your vision.

Select each key goal and develop your roadmap

i. Write your vision on top of a piece of paper (on the summit of the mountain)

ii. Write your goal at the bottom of the paper

iii. Work backwards from the summit and examine the potential routes

iv. Choose one or two options

v. Flesh out the routes

· elaborate them

· revise them

· map them

· write in your allies and resources (needed and available)

vi. Plan resources………identify allies

vii. Examine your map objectively

· locate soft spots

· eliminate or change them

viii. Finally take action
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