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STRATEGY 



Concepts of Strategy



Definition of Strategy

Business analysis is about analysing the strategic position of an entity, making strategic choices and putting the chosen

strategies into action.

Johnson, Scholes and Whittington 

(‘Exploring Corporate Strategy’) have 

defined strategy as ‘the direction and 

scope of an organisation over the long 

term, which achieves advantage in a 

changing environment through its 

configuration of resources and 

competencies with the aim of fulfilling 

stakeholder expectations.



Levels of Strategy

It is usual to analyse strategy into a hierarchy of different levels. Johnson, Scholes and Whittington identify three

levels of strategy:

Corporate 
Strategy

Business Strategy

Operational (functional) Strategy

Level of 
Strategy

Comments

Corporate 
Strategy

What businesses/markets should we be in?

Business 
Strategy

How should we compete in each selected market?

Operational 
(functional) 
Strategy

For each department within the business, how can that 
department contribute to the competitive advantage of 
the business?



Corporate Strategy

Corporate strategy is concerned with deciding which business or businesses an entity should be in, and setting targets for the

achievement of the entity’s overall objectives.

Elements of Corporate Strategy

1. Deciding the purpose of the entity

2. Deciding the scope of the activities of the entity.

3. Matching the chosen business activities to the external environment of the entity and also to its available resources.

4. Matching the purpose and activities of the organisation to the expectations of its owners.

5. Matching the purpose and activities of the organisation to the expectations of other stakeholders in the organisation.



Business Strategy

Business strategy, also called competitive strategy, is concerned with how each business activity within the entity contributes

towards the achievement of the corporate strategy.

▪ A large group of companies might consist of many subsidiary companies. Subsidiaries might be organised into strategic

business units (SBUs) or operational divisions. Each SBU is a different business, and should have its own business strategy.

▪ In a commercial entity, business strategy focuses on markets and business strategy is concerned with how to compete

successfully in the chosen markets with the chosen products.



Agency Conflict

Operational (also called functional) strategy relates to particular functions within an organisation, such as manufacturing,

distribution, marketing and selling, research and development, accounting, IT and so on.

The purpose of operational strategy should be to support the business strategies and corporate strategy of the organisation.

Example

Manufacturing strategy is an operational strategy for a manufacturing company.

To formulate a manufacturing strategy, decisions have to be taken for five aspects of manufacturing operations:

▪ decisions about plant and equipment

▪ production planning and control

▪ labour and staffing

▪ production design and engineering

▪ the organisation and management of the manufacturing function.



Strategic Drift
Many entities go through periods of relative

continuity, when their strategies are largely

unchanged or change incrementally. This situation

can go on for a long time – many years.

There is a risk of strategic drift in this type of

situation, when strategies are increasingly

inappropriate for dealing with the strategic position

of the entity. There are no changes or only minor

changes in strategy, when changes in the business

environment, even though they are not dramatic,

mean that different strategies would now be more

suitable. Gradually, the performance of the entity

deteriorates.



Competitive Advantage 

Competitive advantage is any advantage that an entity holds that enables it to deliver more value to customers than its

competitors. Competitive advantage is essential for sustained strategic success.

Competitive advantage arises from the customers’ perception of the value provided by a firm’s offering. This perceived value

might be due to a company selling products:

▪ which are similar to those of its competitors but at a lower price; or

▪ with features (both real and imagined) that are attractive to customers; or

▪ a combination of price and product features that gives ‘best value’ to customers.

Value is determined by the perception or opinion of customers. A combination of price and product features that gives ‘best

value’ to one customer might not give ‘best value’ to another, because the customers have different perceptions of value.



Competitive Advantage 

According to Porter competitive advantage might be based on:

▪ cost leadership; or

▪ differentiation.

Cost leadership means becoming the lowest-cost producer in the market. A company that can make products or provide

services at a lower cost than competitors would be more profitable but also could sell at lower prices to win market share.

Differentiation means making products or services that are considered by customers to be different from those of competitors,

and because they are different they are better. A company that is not the least-cost producer can therefore succeed by offering

product or service that customers will pay a higher price (than the least cost producer’s price) to obtain.



Selecting business strategies for competitive 
advantage

Companies must make a strategic decision about how they will try to offer value and gain competitive advantage.

▪ Companies decide their corporate strategy, and the combination or portfolio of businesses (‘product-markets’) they want to

be in.

▪ They must then select one or more business strategies that will enable them to succeed in their chosen product-markets.



Process of strategy development

Strategies can be developed in different ways. One way of explaining how strategies are developed is to make a distinction

between deliberate strategy, emergent strategy and incremental strategy.

Deliberate strategy

Deliberate strategy is also called prescriptive strategy or rationally-planned strategy. It is the outcome from a formal strategic

planning process, in which management:

▪ carry out a strategic position analysis;

▪ identify and evaluates the strategic alternatives;

▪ make strategic choices; and

▪ implement the chosen strategies, which are set out in a formal business plan or strategic plan.

Formal strategic planning involves the use of management aids and planning techniques, such as SWOT analysis and the use of

models such as Porter’s diamond and Porter’s Five Forces model.



Process of strategy development

Emergent strategy

An emergent strategy is a strategy that is not formally planned, but which emerges in response to unforeseen developments

and opportunities. Ideas for an emergent strategy might come from employees or fairly junior managers, rather than senior

management.

However, once a new strategy has emerged, the entity applies the strategy consistently.

Incremental strategy

Incremental strategy is strategy that is developed slowly over time, by making small changes to existing strategy. Changes to

strategy are not large or far-reaching, because the management of the entity cannot see the need for any substantial changes.

When the entity’s business environment is changing, small changes to existing strategies are unlikely to be sufficient to ensure

the survival of the entity, and incremental change might be associated with aimlessness and a lack of strategic direction

(‘strategic drift’).



Strategic Planning Frameworks 

Two strategic planning frameworks that are useful to bear in mind are the



Rational planning model
Mission and Objectives 

Environmental AnalysisCorporate AppraisalPosition Audit 

Basis of Strategy

Strategic direction

Strategic method 

Evaluation of Strategic 
options 

Strategic implementationReview and Control

STRATEGIC ANALYSIS

STRATEGIC 
CHOICE



Strategic Gap Analysis

Gap analysis provides an alternative model for planning and developing strategy in a formal way. This approach consists of the

following stages:

▪ Identifying objectives and setting targets: Where do we want to be?

▪ Establishing the current position. Where are we now?

▪ Measuring the difference between where we are and where we want to be as a strategic gap.

Filling the gap requires:

▪ an analysis of environmental threats and opportunities, and the internal strengths and weaknesses of the entity;

▪ identifying the competitive advantage that the entity enjoys;

▪ if necessary, re-stating the business objectives as a result of this strategic appraisal, so that objectives remain realistic and

achievable: this will change the size of the strategic gap;

▪ identifying alternative strategies, evaluating them and selecting strategies to fill the strategic gap; and

▪ implementing the selected strategies.



The strategic planning process

The 3 stage planning model (Johnson, Scholes & Whittington)

Strategic analysis
▪ External analysis to identify opportunities and threats
▪ Internal analysis to identify strengths and weaknesses
▪ Stakeholder analysis to identify key objectives and to assess the power and interest of 

different groups
▪ Gap analysis to identify the difference between desired and expected performance.

Strategic Choice
▪ Strategies are required to ‘close the gap’
▪ Competitive strategy – for each business unit
▪ Directions for growth – which markets/ products 

should be invested in
▪ Whether expansion should be achieved by 

organic growth, acquisition or some form of joint 
arrangement.

Strategy into action 
(implementation)

▪ Structuring
▪ Enabling
▪ Change
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Environmental issues 



The Environment

A business entity cannot exist in isolation from its environment. It inter-relates with its environment, and its survival and

strategic success depend on how well it responds to the threats and opportunities that the environment provides.

An entity’s environment is anything that is not a part of the entity itself. For a business organisation, the environment includes

customers, potential customers, markets, competitors, suppliers, governments and potential sources of new employees. It also

includes the social, political and economic environment in which the entity exists and operates.

The term ‘macro-environment’ is used to mean general factors in the business environment of an entity that impact all

organisations, such as politics, economics, social and technological factors.

The term ‘industry-environment’ refers to the specific industry within which an organisation operates. Examples include ladies

clothing retail, premium furniture manufacturing, private banking and budget airlines. The industry-environment is much more

specific with respect to particular customers, suppliers and competitors.



The nature of environmental analysis

Environmental analysis is the process of studying the environment in which an entity operates and identifying significant factors

in the environment, particularly those that will be significant in the future.

The purpose of the analysis is to assess the environment, to analyse the position of an entity in relation to its environment and

to judge how the entity’s strategies should be developed to take advantage of opportunities and the deal with any potential

threats. It is a first step towards formulating a business strategy.



Environmental Analysis Models 

PESTEL 
model 

Porter’s 
Diamond 

model

Porter’s 
five 

forces 
model



PESTEL analysis

PESTEL analysis is a structured approach to analysing the external macro environment of an entity. The influences (current

influences and possible future influences) of the environment on the entity are grouped into categories. For each category of

environmental influence, the main influences are identified.

There are six categories of environmental influence:

P Political

E Economic

S Social and Cultural

T Technology

E Ecological

L Legal



PESTEL analysis

Porter’s Diamond model provides an analysis of the factors that give a country or region a comparative competitive advantage.

Porter argued that a key to national or regional supremacy in a particular industry is the ability to innovate. Firms and industries

must innovate to remain successful: a country must encourage innovation in order to retain a national comparative advantage.

Porter used a diamond shape to present the factors that create comparative competitive advantage for a country over other

countries. There are four interrelated elements:

Firm strategy, 
structure and rivalry

Demand conditions 

Related and 
supported industries 

Favourable factor 
conditions 



Competitive forces 



Strategic Groups

▪ Another approach to analysing and understanding the competitors in a market is to group them into strategic groups.

▪ A strategic group is a number of entities that operate in the same industry and that have similar strategies or that are

competing in their markets in a similar way.

▪ When there are only a few competitors in the same industry, the concept of strategic groups has no practical value, because

each competitor can be analysed individually.

▪ For the purpose of competitor analysis, all the entities in the same strategic group can then be treated as if they are a single

competitor.



Strategic Space 

▪ When all the companies in an industry are put into strategic groups, and these groupings are analysed, a strategic space

might become apparent.

▪ A strategic space is a gap in the market that is not currently filled by any strategic group. The existence of strategic space

might provide an opportunity for a company to make a strategic initiative, and attempt to fill the space that no other rivals

occupy.

▪ This method of analysis can help an entity to identify possible gaps in the market – strategic space. When there is a

perceived gap in the market, an entity might decide on a strategy of filling the empty space by offering a product with the

characteristics that are needed to fill the gap.



Market segmentation

▪ Market segmentation is the process of dividing the market into separate segments, for the purpose of developing differing

products for each segment.

▪ Instead of trying to sell to all customers in the entire market, an entity might develop products or services that are designed

to appeal to customers in a specific market segment.

▪ When an entity is selecting a product market strategy, Porter has suggested that it should select from three generic

strategies:

➢ Cost leadership;

➢ Differentiation; and

➢ Focus



Competition analysis

Analysing competition is an important part of strategic position analysis.

▪ It is also important to assess the strength of competition in a market, and try to understand what makes the competition

weak or strong.

▪ A company should also monitor each of its major competitors, because in order to obtain a competitive advantage, it is

essential to know about what competitors are doing.

Porter’s Five Forces model provides a framework for analysing the strength of competition in a market. Therefore it is not a

model for analysing individual competitors, or even what differentiates the performance of different firms in the same market.

In other words, it is not used to assess why some firms perform better than others but rather to assess the attractiveness of the

overall market.



Porter’s five forces model

The Five Forces model is set out in the following diagram.

Threats from 
potential entrants 

Competitive 
rivalry

Threats from 
substitutes 

Customers’ 
bargaining power 

Suppliers’ 
bargaining power 

When any of the five forces are strong, competition in the market is likely to be strong and profitability will

therefore be low. Analysing the five forces in a market might therefore help strategic managers to choose the

markets and industries for their firm to operate in.



Opportunities and Threats 

SWOT analysis

SWOT analysis is a technique (or ‘model’) for identifying key factors that might affect business strategy. It is a simple but useful

technique for analysing strategic position.

SWOT analysis is an analysis of strengths, weaknesses, opportunities and threats.

S W O T
Strengths 
Strengths are internal 
strengths that come 
from the resources of
the entity.

Opportunities
Opportunities are 
factors in the external 
environment that
might be exploited, to 
the entity’s strategic 
advantage.

Threats
Threats are factors in 
the external 
environment that 
create an
adverse risk for the 
entity’s future 
prospects.

Weaknesses
Weaknesses are 
internal weaknesses in 
the resources of the
entity.



Internal resources,
capabilities and 

competences



Strategic Capability 

▪ Strategic capability means the ability of an entity to perform and prosper, by achieving strategic objectives. It can also be

described as the ability of an organisation to use its core competences to create competitive advantage.

▪ A resource-based view of the firm is based on the view that strategic capability comes from competitive advantage, which

comes in turn from the resources of the firm and the use of those resources (competences and capabilities). This is

illustrated in the following hierarchy of requirements for strategic capability.

Strategic 
Capability

Competitive 
advantage  

The entity’s delivery 
mechanism

Core competencies 

Resources 

The organisation should undertake a ‘position

audit’ to provide strategic management with

an understanding of the organisation’s

strategic capability.

The position audit examines the current state

of the organisation’s strategic capability.



Resources and competences 

Resources

Threshold
Resources needed to

participate in an industry 

Competences 

Threshold
Activities, processes and
abilities needed to meet

threshold product or
service requirements

Core
Activities, processes and

abilities that give
competitive advantage

Unique
Resources providing a

foundation for competitive
advantage

Threshold resources and competences are necessary, but are not sufficient for achieving strategic success (strategic capability).



Cost efficiency and strategic capability

Cost efficiency to an accountant means minimising costs through control over spending and the efficient use of resources. A

firm must achieve a certain level of cost efficiency if it is to be able to compete and survive in the industry. In strategic

management, cost efficiency refers to the ability not only to minimise costs in current conditions, but to continually reduce

costs over time.

The ability to reduce costs continually is often a key requirement for strategic success. Cost efficiency has been described as a

‘threshold strategic capability’. A cost efficiency capability is the result of both:

▪ making better use of resources or obtaining lower-cost resources, and

▪ improving competencies and capabilities (for example, improving the systems of inventory management).



Ways of achieving cost efficiency

There are various ways in which cost efficiency can be achieved, to gain a competitive advantage over rival companies.

▪ Economies of scale

▪ Economies of scope

▪ Experience

▪ Outsourcing

▪ Product and process re-design



Position Audit Techniques 

There are several techniques that might be used to assess the resources and competences of an entity.

▪ Management need to understand how value is created, and how value might be lost. An assessment of the value that is

created or lost by the entity can be made using value chain analysis or value network analysis.

▪ Management can prepare a capability profile of the entity. This is an assessment of the key strategic processes that are

needed to provide consistently superior value to customers. This is an assessment of capabilities and competitive advantage.

In order to prepare a capability profile, management need a thorough understanding of the resources that the entity has, the

value of those resources, and the competences that the entity has acquired in using those resources.

This can be provided by a position audit (resource audit).



Position Audit Techniques 

A resource audit should identify all the significant resources that are used by an entity. These will vary according to the nature

of the entity. In general, however, a resource audit should provide data about the following resources.

Human resources 

Management

Raw materials 

Non current assets 

Intangible resources 

Financial resources 

Internal controls and organisations



Position Audit Techniques 

Alternative approaches are to use the

1. 9 M’s model - requires the assessor to consider the organisation’s capabilities within nine resource categories (Money,

Machinery, Man –power, Materials, Markets, Management, Management information, Methods, Make-up

2. VIRO - A simple framework for evaluating resources

3. Life cycle model



Value Chain

Value relates to the benefit that a customer obtains from a product or service. Value is provided by the attributes of the

product or service.

In a competitive market, the most successful business entities are those that are most successful in creating value. Porter has

suggested that:

▪ if a firm pursues a cost leadership strategy, its aim is to create the same value as its competitors, but at a lower cost.

▪ if a firm pursues a differentiation strategy, it aims to create more value than its competitors.

Strategic success depends on the way that an entity as a whole performs, but competitive advantage, which is a key to strategic

success, comes from each of the individual and specific activities that make up the value chain.

Within an entity:

▪ there is a primary value chain comprising ‘primary activities’, and

▪ there are support activities (also called secondary value chain activities).



Primary and secondary value chain activities 

Porter identified the chain of activities in the primary value chain as follows:

Inbound Logistics Operations Outbound 
Logistics 

Marketing and 
Sales Service

Procurement Technology 
development  

Human resources 
management

Corporate 
infrastructure 

In addition to the primary value chain activities, there are also secondary activities or support activities. Porter identified these

as:



Value creation and Strategic management 

There is a link between:

▪ corporate strategy, which should aim to add value for the customer

▪ financial strategy, which should aim to add value for the shareholders and

▪ investment strategy, which should aim to ensure that the entity will continue to add more value in the future.

Corporate strategy
Creates value for the 

customers 

Financial strategy
Creates value for the 

shareholders  

Investment strategy
Creates value for the 

future

Provides resources 

Provides finance 

Provides earnings 
and dividends 



Strategic choices



Competitive strategies 

A range of possible competitive positions is provided in the strategy clock:



Key elements of successful competitive strategies



Growth strategies 

These can be derived from the Ansoff matrix:

Existing product New product

Existing market Market penetration
▪ Introduce a new or improved 

competitive strategy
▪ Best used when market is growing
Risks
▪ Competitors will react
▪ Can lead to stagnation

Product development
▪ Create new or improved products
▪ Or copy rivals
Risks
▪ Unknown demand
▪ Can harm existing products

New market Market development
▪ Target a new market segment
▪ Strategic alliances are often used to 

reduce risks
Risks
▪ Puts a strain on capabilities
▪ Need new external analysis

Diversification
▪ New products and markets
▪ Can be forward, backward, horizontal 

or conglomerate
Risks
▪ Very different CSFs
▪ Need new external analysis
▪ Can reduce flexibility
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