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Strategic Management and Case Analysis: An Integrated Approach provides a fresh
take on a familiar subject. Readers learn how strategic leaders analyze, formulate,
and implement strategy. In addition to considering corporate- and business-level
strategy, the text also reviews current megatrends and their impact on innovation,
sustainability and ethics, technology, and multinational strategy. Throughout the
book, students are invited to practice strategic management by conducting case
analyses that apply the theories, concepts, and analytical frameworks and tools of
the field. The text introduces analysis instruments that guide students through
analyzing, interpreting, and evaluating data in cases, which supports critical
thinking and evidenced-based decision making. The book integrates strategic
management as a research-led field of study with an experiential learning
approach to conducting a case analysis. Instructors are supported with a platform
of supplemental materials. Available in multiple formats that are free of cost, the
text provides a quality suite of resources to support both students and instructors.
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This book is dedicated to students. We enjoy learning with you and value your insights.
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INTRODUCTION

Target Audience

This textbook is intended for students in undergraduate business programs who are taking courses in strategic management. Since
strategic management synthesizes many business topics to develop a holistic view of business, strategic management courses
are often senior-level capstone courses. Most undergraduate business school students begin their business educations with broad
introductory business courses before concentrating on courses in their majors; then they return to a broader view of business to
cap off their business educations at a higher-level of learning. This textbook supports this level of comprehensive learning. If used
with a senior-level capstone course, this textbook supports seniors in synthesizing business education through the lens of strate-
gic management and helps them understand how businesses become successful by leveraging their competitive advantages. This
textbook integrates strategic management and case analysis, with cases linked from an open access collection of business strategy
cases, RMIT Strategic Management Case Studies. This textbook is most beneficial if it is used alongside cases that students analyze.

About This Book

Strategic Management and Case Analysis: An Integrated Approach integrates strategic management as a research-led field of study and
practice-informed area of business, taking on an experiential learning approach to conducting a case analysis. The book explains
how strategic leaders and managers analyze their firm's organizational performance and its external and internal environments;
how they formulate corporate-level and business-level strategy (which includes strategies related to innovation, sustainability and
ethics, technology, and multinational business); and how they implement strategy across an organization. Students maintain an
active and engaged role with the subject and practice of strategic management as they apply the theories, concepts, and analytical
frameworks and tools of the field. The text teaches students how to conduct a case analysis and introduces analysis instruments
that facilitate robust case analyses that are based on analysis, interpretation, and evaluation of data in a case. A platform of supple-
mental materials are provided to lend support to instructors. The book illustrates how strategic management is relevant to multiple
majors, at multiple stages in their careers, and in multiple work environments. This ensures that undergraduate students clearly
understand how strategic management is relevant to them.

The book is an original work available free of cost in electronic formats. We hope it reflects Virginia Tech's motto, Ut Prosim (“That |
May Serve”). We also hope it embodies Virginia Tech's Principles of Community:

Virginia Tech is a public land-grant university committed to teaching and learning, research, and outreach to the Commonwealth of Vir-
ginia, the nation, and the world community. Learning from the experiences that shape Virginia Tech as an institution, we acknowledge
those aspects of our legacy that reflected bias and exclusion. Therefore, we adopt and practice the following principles as fundamental
to our ongoing efforts to increase access and inclusion and to create a community that nurtures learning and growth for all of its mem-
bers:

We affirm the inherent dignity and value of every person and strive to maintain a climate for work and learning based on mutual
respect and understanding.

We affirm the right of each person to express thoughts and opinions freely. We encourage open expression within a climate of
civility, sensitivity, and mutual respect.

We affirm the value of human diversity because it enriches our lives and the university. We acknowledge and respect our differ-
ences while affirming our common humanity.

We reject all forms of prejudice and discrimination, including those based on age, color, disability, gender, gender identity, gender
expression, national origin, political affiliation, race, religion, sexual orientation, and veteran status. We take individual and col-
lective responsibility for helping to eliminate bias and discrimination and for increasing our own understanding of these issues
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through education, training, and interaction with others.
We pledge our collective commitment to these principles in the spirit of the Virginia Tech motto, Ut Prosim (“That | May Serve”).

Features of the Book

10.
11.
12.

Analysis instruments that teach students how to conduct case analyses by applying analysis, interpretation, and evaluation to
strategic management frameworks
a. These seven analysis instruments can be found in the Appendix. Readers can also download them by visiting
https://doi.org/10.21061/strategicmanagementandcaseanalysis.

Use of active voice and directive language activate students to engage in conducting robust case analysis (e.g., “analyze the
external environment,” rather than “external analysis.”

Direct addresses to students encourage active engagement with the text and concepts

Links to externally vetted, open-access cases

Descriptions of how strategic management is relevant to multiple majors, at multiple stages in their careers, and in multiple
work environments

An example-rich narrative and multimedia approach, including graphic elements that illustrate and reinforce concepts

Key takeaways and applications

Embedded navigation, such as glossary terms that are linked in the online version (and appear at the end of the book in PDF
and print versions) and image alt-text for screen readers

Alignment with AACSB principles and standards

The book is free online and in PDF, and it is available in print at vendor cost of production.

Open license, Creative Commons BY-NC-SA 4.0, permitting customization and sharing

Support for an instructor community through a portal that enables sharing of ancillary resources, a Register Your Use form
that allows instructors to opt to receive book updates, errata, and forms for reporting errors and sharing suggestions to pro-
mote currency


https://doi.org/10.21061/strategicmanagementandcaseanalysis
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Use of Color

Students experiencing the complexity and interrelated nature of strategic management concepts and theories may find the analyt-
ical frameworks and tools demanding. Students can also find it challenging to shift between focusing on strategy for strategic lead-
ers and managers to the perspective necessary for conducting case analyses. Color is used in the book to facilitate learning complex
and interrelated ideas by successfully shifting between vantage points. Because of the interrelated nature of the material, choices
were sometimes necessary when assigning an item in the book a color. When this was the case, a practical perspective guided the
decision: the color assigned is the one most supportive of clarity and learning. Elements that use color are clearly identified using
text so that readers with sight disabilities have full access to the intended meaning.

The analysis, formulation, implementation (AFI) framework frames the book. Strategic management concepts and theories as well
as analytical frameworks and tools that relate primarily to strategic analysis are blue. Those that deal mostly with strategy formu-
lation are green. An orange-brown is used when strategy implementation is the predominant focus."

Strategy implementation

How do we get there?

Implement Analyze
:) a organizational
strategy performance
For.mul.ate Analyze external
multinational environment
strategy
:::::] t;::te Analyze internal
strategygy environment
Four strategies that are
embedded into STRATEGIC
business-level strategy MANAGEMENT
Formulate Determine

sustainability and strategic issue and

Strategic leadership

ethics strategy alternatives
Formulate
Formulate
corporate-level

innovation strategy strategy

Where to play?

Formulate Formulate
functional-level business-level
Strategy formulation strategy strategy
Where are we going?
g g How to win?
Right to win?

Three levels of strategy

Figure 1.1
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Yellow is reserved for items that teach students how to conduct case analyses.”

Analyze internal
Analyze environment of
external the firm

environment
Synthesize organizational

performance, and external
and internal analysis using

An.a lyz_e SWOT analysis
organizational
performance
As appropriate, analyze
strategies: corporate-level,
business-level, innovation,
sustainability and ethics,
Determine technology, and multinational
Determine strategic Determine strategies
strategic issue major areas
alternatives of strategic
concern
Evaluate
strategic
alternatives Present
case
analysis
Recommend Confirm line of sight
strategic Design and congruence
alternative implementation

plan

Figurel.2

Purple is used for all other items not as directly related to the AFl framework or case analysis, including learning objectives and key

takeaways.

Learning Objectives

Learning objectives and key takeaways appear in these purple boxes.
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Book Organization
Part I: Introduction to Strategic Management and Case Analysis

Chapter1: Introduction to Strategic Management
Chapter 2: Introduction to Case Analysis

PartIl: Analyze Organizational Performance and a Firm's External and Internal Environments
Chapter 3: Analyze Organizational Performance
Chapter 4: Analyze the External Environment
Chapter 5: Analyze the Internal Environment
Part lll: Synthesize Analysis and Determine a Firm's Strategic Issue
Chapter 6: Synthesize Analysis and Determine a Firm's Strategic Issue

Part IV: Formulate Corporate- and Business-Level Strategy

Chapter 7: Formulate Corporate-Level Strategy
Chapter 8: Formulate Business-Level Strategy

Part V: Formulate Strategies that are Embedded in Business-Level Strategy: Innovation, Sustainability and Ethics, Technology,
and Multinational Strategy

Chapter 9: Formulate Innovation Strategy

Chapter10: Formulate Sustainability and Ethics Strategy
Chapter11: Formulate Technology Strategy

Chapter12: Formulate Multinational Strategy

Part VI: Implement Strategy

Chapter13: Implement Strategy

Levels of Cognitive Gain

There are multiple taxonomies of learning among several different dimensions, such as cognitive, affective, and psychomotor.
These taxonomies have evolved over time, and there is debate about their specifics. We offer one based on Bloom's taxonomy as a
heuristic that guides the book. When students engage with the complex subject of strategic management and conduct robust cases
analyses, they have multiple opportunities to engage with levels of learning in Bloom's taxonomy. The following table illustrates a
few of the ways students demonstrate each level of cognitive gain in Bloom's taxonomy when using the book >
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Characteristic Ways students demonstrate this level of cognitive gain when using the book
assignments

Create

Evaluate

Analyze

Generate new
ideas and
products;
compile
information in
anew way.

Defend
opinionsand
decisions;
justify a
course of
action by
making
judgments
about
information.

Examine and
break
information
into parts to
explore
relationships.

Assemble
Compile
Compose
Construct
Create
Design
Develop
Draft
Formulate
Invent
Model
Plan
Produce
Propose
Publish
Repurpose
Write

Argue
Assess
Collaborate
Criticize
Critique
Debate
Decide
Defend
Estimate
Evaluate
Hypothesize
Judge
Justify
Measure
Moderate
Predict
Recommend
Reflect

Test

Verify

Analyze
Categorize
Classify
Compare
Conclude
Contrast
Correlate
Deconstruct
Deduce
Differentiate
Distinguish
Edit
Investigate
Reverse
engineer
Select
Separate
Solve

Students write a case analysis using strategic management concepts and theories in addition
to analytical frameworks and tools. They synthesize the analysis, interpretation, and
evaluation of strategic management concepts and theories and of analytical frameworks and
tools using a SWOT. Students use a SWOT to develop major areas of strategic concern, a
strategicissue, and strategic alternatives. They develop and utilize criteria to assess strategic
alternatives. Students develop an implementation plan.

As used in the book, interpretation is the process and result of examining the analysis to
identify and explain relationships in the analysis and underlying root causes of the situation.
Evaluation is the examination of the analysis and interpretation to identify and explain the
meaning of the information to the company by considering its impact, relevance, and
importance to the company and by identifying the company's current, potential, or needed
assets, organizational capacity, and managerial ability that may support or mitigate the areas
of highestimpact, relevance, and importance for the firm. Using strategic management
instruments that are introduced in the book, students interpret the analysis they have
conducted so far and evaluate the analysis and interpretation they have conducted.

As used in the book, data is the information in the case being reviewed, the company being
researched, or the company receiving consulting services. Analysis is the process and result of
examining all the data available for the firm and correctly identifying and classifying all the
data for each category in a strategic management tool. Using strategic management
instruments that are introduced in the book, students analyze data in cases.
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“ Characteristic Ways students demonstrate this level of cognitive gain when using the book
assignments

Apply

Understand

Remember

Use existing
knowledge to
solve new
problems;
apply acquired
knowledge in
new
situations.

Demonstrate
an
understanding
of the facts by
explaining
ideas or
concepts.

Exhibit
memory of
previously
learned
material by
recalling facts,
concepts, and
answers.

Apply
Articulate
Calculate
Change
Choose
Complete
Dramatize
Execute
Illustrate
Interpret
Operate
Practice
Relate
Share
Show
Teach

Use

Through the strategic management instruments that are introduced in the book, students use
analytical frameworks and tools to apply strategic management concepts and theories.
Students demonstrate their understanding of strategic management and analytical
frameworks and tools by completing application exercises throughout the book.

Annotate
Convert
Demonstrate
Describe
Discuss
Explain
Extend
Identify
Interpret
Outline
Paraphrase
Predict
Research
Review
Summarize

Students demonstrate their understanding of theories and concepts by answering questions
that appearin boxes at the end of each chapter titled “Demonstrate Your Knowledge, Skills,
and Competence.”

Cite
Define
Find
Highlight
Label

List
Locate
Name
Recall
Recognize
Reproduce
Retrieve
Search

Students demonstrate their recall of key theories and concepts by engaging with sections
throughout the text titled “Key Takeaways.”

Figure 1.3: Ways students demonstrate levels of cognitive gain when using Strategic Management and Case Analysis: An Integrated Approach (from most com-

plex to most foundational)
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Development

Strategic Management and Case Analysis: An Integrated Approach is a new collaborative work by three colleagues in the Pamplin College
of Business at Virginia Tech. Lori Anderson, who also serves as the course coordinator, was lead author and project manager for the
project.

Anita Walz, Assistant Director of Open Education in the University Libraries at Virginia Tech, guided the book through ideation and
development. Kindred Grey, Graphic Design and Production Specialist, managed review, design, and production of the book, lead-
ing up to its publication by Virginia Tech Publishing. Multiple staff formatted the text in Pressbooks, offered feedback to the editor-
ial team, and provided copyediting and proofreading. The resulting book has been published in online formats (Pressbooks, EPUB,
and PDF) and in a print-on-demand version.

Impact

Our hope is that this textbook enlightens and prepares students to enter the business world. After engaging with the material in the
book, students can understand and apply strategic management theories, concepts, and analytical frameworks and tools, instilled
with a much better grasp of the ways organizations achieve success at the strategic level. Throughout the book, students practice
analyzing, interpreting, and evaluating complex data by conducting robust case analyses. This integrated approach serves to make
students better specialists in their fields and better prepares them as employees, especially as they rise in responsibility and take on
more strategic roles in their organizations. Ultimately, we hope to support students in becoming better critical thinkers, prepared
to analyze the full range of situations they will face in their professional lives.

Finally, this book is meant to provide instructors in other colleges and universities with a no-cost textbook solution with high-qual-
ity content and structure.

Notes

1. Figure1: Kindred Grey. 2025. CC BY.
2. Figure 2: Kindred Grey. 2025. CC BY.

3. Bloom, B.S. (1956). Taxonomy of educational objectives, handbook I: The cognitive domain. David McKay Co., Inc.
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LETTER TO STUDENTS

Dear students,

Welcome to Strategic Management and Case Analysis: An Integrated Approach! We are delighted you are using this book to support your
mastery of strategic management as a subject and build your competence in conducting robust strategic case analyses. Compe-
tence in strategy is important to you immediately upon graduation and throughout your business career, in all the work environ-
ments you may choose, and no matter your business major—whether you are focused on accounting and information systems,
business information technology and cybersecurity, finance, insurance and business law, hospitality and tourism management,
human resource management, business management, management consulting and analytics, entrepreneurship, innovation and
technology management, marketing, real estate, or another business area. As you make your way through the book, you will learn
just how relevant strategic confidence is to you and your career.

Over these pages, you will work with analysis instruments that teach you how to conduct case analyses by applying analysis, inter-
pretation, and evaluation to strategic management frameworks. This expands your critical thinking and evidenced-based decision-

making skills.
You are why we wrote this book! We wish you an enriching learning experience.
Sincerely,

Dr. Lori Anderson, Dirk Buengel, and Dr.Joseph ]. Simpson
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INSTRUCTOR RESOURCES

Available formats and helpful links

Navigate to the book's main landing page to access:

Links to multiple electronic versions of the textbook (PDF, EPUB, HTML)
Analysis instruments

Slide decks to accompany the text

Alink to Amazon for ordering a print copy

A link to the errata document

Alink to report errors

If you are interested in making your own version of this book, you can review the book's license and information on recommended

practices for attribution.

Instructors reviewing, adopting, or adapting this textbook are encouraged to register their interest and check out the public-facing
instructor sharing portal. This assists the Open Education Initiative at Virginia Tech in assessing the impact of the book and allows

us to more easily alert instructors of additional resources, features, and opportunities.
About open educational resources (OER)

OER are free teaching and learning materials that are licensed to allow for revision and reuse. They can be fully self-contained text-
books, videos, quizzes, learning parts, and more. OER are distinct from free online resources in that they permit others to use, copy,
distribute, modify, or reuse the content. The legal permission to modify and customize OER to meet the specific learning objectives

of a particular course make them useful pedagogical tools.

About this book

@@@ Strategic Management and Case Analysis: An Integrated Approach is an open textbook. You are welcome to freely
@ use, adapt, and share this book with attribution according to the CC BY-NC-SA 4.0 International license. This

license allows sharing and adaptation as long as (1) attribution is provided, (2) the new work is licensed the

same as the original, and (3) the material is not used in ways that are primarily commercial.
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Additional resources: Strategic management cases

At the time of publication, a number of freely available cases on strategic management were available at:

O'Shannassy, T, et al. (2023). RMIT strategic management case studies. RMIT University. CC BY-NC-ND. https://rmit.press-
books.pub/strategycases

27 MIT strategy case studies: https://mitsloan.mit.edu/teaching-resources-library/strategy-case-studies

One strategy case study from Ivey Business School: https://www.ivey.uwo.ca/hba/classroom-cases/whitewater-specialties-

limited
19 Rutgers strategy case studies (Select: “Strategy” from the list of disciples, and select “Cases” from the list of Formats):

https://cleo.rutgers.edu/search

URLs

License: https://creativecommons.org/licenses/by-nc-sa/4.0/deed.en

Instructor interest form: https://bit.ly/interest _strategicmanagementandcaseanalysis

Public-facing instructor sharing portal: https://oercommons.org/groups/strategic-management-and-case-analysis/15446

Book's main landing page: https://doi.org/10.21061/strategicmanagementandcaseanalysis

View known errata: https://bitly/errata_strategicmanagementandcaseanalysis

Report an error: https://bit.ly/reporterror strategicmanagementandcaseanalysis

Recommended practices for attribution: https://wiki.creativecommons.org/wiki/Recommended_practices for attribution
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PART I: INTRODUCTION TO STRATEGIC
MANAGEMENT AND CASE ANALYSIS

In this book, you learn strategic management concepts and theories, in addition to analytical frameworks and tools. You also learn
how to conduct a case analysis using these ideas. Part | introduces strategic management and case analysis.

In Chapter1, you learn what strategic management is and why it is important. You also are introduced to the analysis, formulation,
implementation (AFI) framework, which serves as a guiding framework for the book. You learn about intended, deliberate, emer-
gent, realized, and unrealized strategies. Additionally, you explore the history of strategic management and contemporary critiques
of the field. Finally, you learn why strategic management is valuable to you in all career settings and at all career stages.

Chapter 2 introduces you to case analysis, including the relationships and differences between the terms case, case analysis, data,
analysis, interpretation, evaluation, line of sight, and congruence. You then learn what the case analysis process entails.
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1. INTRODUCTION TO STRATECIC MANAGEMENT

Learning Objectives

Chapter1 ensures that you understand and are able to apply the following key strategic management concepts:

How the terms organization, business, company, firm, and industry are used in the textbook

juy

How the terms strategic management concepts and theories and analytical frameworks and tools are used in the textbook
What strategic management is

The analysis, formulation, implementation (AFI) framework

Intended, deliberate, emergent, realized, and unrealized strategies

Why strategic management is important

The history of strategic management

Contemporary critique of strategic management

e B R S

Why strategic management is valuable to you in all career settings and at all career stages

Tesla's Market Share Growth

Perhaps best known to many consumers as a producer of electric vehicles (EVs), Tesla has beaten well-known legacy automotive com-
panies like Ford and GM in the U.S. market to become the most profitable automaker in U.S. history despite the intense competition
in the U.S. automotive sector. With a valuation of over $81 billion, Tesla is more than an automaker. Founded as Tesla Motors in 2003
in San Carlos, California, by Martin Eberhard and Marc Tarpenning, today Tesla is a successful multinational company headquartered
in Austin, Texas, that also specializes in renewable energy solutions, such as energy storage devices and solar panels, in addition to
EVs. An early investor, Elon Musk became CEO in 2008. Tesla continuously innovates in many areas, especially in sustainable technol-

ogy. This is evident not only in its products but also throughout its production, which includes the advanced use of robotics.

Despite its outstanding accomplishments, Tesla has encountered a number of external and internal challenges. Infrastructure has
been slow to support long-distance EV travel, making traveling beyond a vehicle's range a challenge due to a lack of readily available
charging stations, especially in remote and rural areas. Some consumers express concerns over the capacity of the power grid to sup-

portthe increase in EVs.
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An industry characteristic of automakers is that they can face
long-term reliability challenges—to greater and lesser degrees, i
of course. While automakers new to the industry may have a
brief honeymoon period before long term reliability issues are
evident, Tesla vehicles have now been on the market long

enough for these issues to become evident.

Elon Musk is known for being outspoken about his views, espe-
cially through his social media posts mostly on X. The successor
to Twitter, Inc., X is a wholly owned subsidiary of X Holdings
Corp., which is mostly owned by Musk. In a display of his influ-
ence, on May 1, 2020, when he posted that Tesla's stock price

was too high, the company's stock price immediately dropped.

Within the organization, persistent challenges have included
employee dissatisfaction, loyalty issues, and retention prob-
lems. These internal problems, which frequently result from
highly demanding work environments, high standards, and
leadership concerns, have made it difficult to attract and retain
a steady and loyal employee base and have impacted the com-

pany's work culture.

Figure 1.1: Elon Musk follows through on Tesla's Master Plan
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1.1 Introduction

The problems mentioned in the example above about Tesla raise significant questions:

Will relating and supporting industries, such as charging stations and power grid capacity, grow to meet the demand of EVs?
To what degree will Tesla integrate with these industries to control them or partner with them to influence their growth?
How will Tesla address the emergence of reliability issues in its vehicles?

How will Elon Musk's leadership style influence company success?

How will Tesla address its talent attraction and loyalty concerns?

Will Tesla be able to maintain its position as the leading electric vehicle manufacturer with the biggest market share in the
United States?

What emphasis will Tesla place on its EVs and other product lines, such as energy storage devices and solar panels, in the
future?

How will the company sustain its competitive advantage in the automotive industry and its success in renewable energy
industries as the business expands?

As the market evolves and competition increases, the answers to these questions will depend on how well Tesla navigates its chal-
lenges, applies the right strategies, adapts to changing consumer preferences, and continues to innovate. These concerns, which are
not unique to Tesla, are a few of the questions and issues addressed by strategic management.

1.2 Organization, Business, Company, Firm, Industry

Before we introduce strategic management, it is important to understand how the terms organization, business, company, firm, and
industry are used in the book. Organization is the broadest term used to describe a specific entity and applies to entities in all sec-
tors: private (for-profit), governmental (public), and not-for-profit (including nonprofit, nongovernmental organizations [NGOs],
and voluntary organizations). Strategic management is important to all sectors. As a business textbook, the book focuses primarily
on organizations in the private sector. A few examples of organizations in other sectors are given throughout the book, as you may
work in the governmental and not-for-profit sectors at some stage in your career.

Organizations in the private sector are also referred to as businesses, companies, and firms. Therefore, all four terms can be cor-
rectly applied to entities in the private sector that engage in commerce and aim to make a profit. The terms organization, business,
company, and firm are used interchangeably in the book.

Industry is a group of organizations, businesses, companies, or firms that offer similar products and services while competing in
the marketplace for profit. The term industry is used to indicate this group of competing organizations, businesses, companies, or
firms.

In the example of Tesla above, Tesla may be referred to as an organization, business, company, or firm. Tesla competes in at least
two industries: the automotive industry and the renewable energy industry. Large multinational firms often compete in more than
oneindustry.

Unlike businesses like Tesla, units in the governmental or public sector, such as departments in the federal government like the
Environmental Protection Agency (EPA), are referred to as organizations. This also is true for not-for-profit organizations, like the
Red Cross.
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Key Takeaways

Organization is the broadest term used to describe a specific entity and applies to entities in all sectors: private (for-profit), governmental
(public), and not-for-profit (including nonprofit, NGOs, and voluntary organizations). Organizations in the private sector are also referred
to as businesses, companies, and firms. Therefore, all four terms can be correctly applied to entities in the private sector that engage in com-
merce and aim to make a profit. Industry is a group of organizations, businesses, companies, or firms that compete in the marketplace

for profit.

1.3 Strategic Management Concepts and Theories & Analytical Frameworks
and Tools

As a multidisciplinary field of study, strategic management incorporates concepts and theories from many disciplines. Concepts are
ideas. Theories are collections of concepts that explain something. Common examples include the concept of gravity, which is an
idea that is part of the theory of relativity; likewise, the concept of genetic mutation is a part of the theory of evolution. In business,
theories are collections of concepts that explain something that occurs in the business world. For example, the concept of power is
a part of leadership theories, such as shared leadership theory.

An analytical framework provides a structured format for analyzing data. Continuing with the example of the concept of power as
an essential building block of leadership theories, there are multiple analytical frameworks that support analyzing power dynam-
ics, such as French and Raven's five bases of power—legitimate, reward, expert, referent, coercive power—that can be used to eval-
uate how leaders influence others.

Strategic management frameworks provide a structured format to analyze company data as it relates to a major area of strategic
management. Strategic management analytical frameworks may also be referred to as strategic management tools.

Strategic management concepts and theories inform the analytical frameworks and tools used in strategic management. The terms
frameworks and tools are used interchangeably in the textbook.

You learn many strategic management concepts and theories throughout the book, with frequent opportunities to apply multiple
strategic management frameworks to analyze companies.

Application

Think of additional examples of concepts, theories, and analytical frameworks. How many more examples can you identify?
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Key Takeaways

Concepts are ideas. Theories are collections of concepts that explain something. An analytical framework provides a structured format
foranalyzing data. Strategic management frameworks provide a structured format to analyze company data as it relates to a major area

of strategic management. Analytical frameworks for strategic management may also be referred to as strategic management tools.

1.4 What is Strategic Management?

Just as it is important to understand what strategic management is and how to apply its concepts and theories, analytical frame-
works and tools are central to successful strategic management. The process of applying the concepts and theories through analyt-
ical frameworks and tools is known as case analysis. This chapter introduces you to the subject of strategic management; the next
chapter teaches you how to apply the concepts, theories, and tools of strategic management through the process of conducting case
analysis.

Strategic management is an area of business that is grounded in research. Like most areas of business, strategic management is
both a focused area of business practice and a field of study supported by robust research. In this introductory chapter to strategic
management, you first learn about strategic management in the context of business practice, and then you learn about strategic
managementas a field of study. The remainder of the book approaches strategic management as a research-grounded field of busi-
ness practice.

Strategic management is a multidisciplinary subject, relying on and synthesizing all areas of business expertise, such as accounting
and information systems, business information technology and cybersecurity, finance, insurance and business law, hospitality and
tourism management, human resource management, business management, management consulting and analytics, entrepre-
neurship, innovation and technology management, marketing, and real estate. The primary aim of strategic management is to con-
tinuously apply evidenced-based analysis to formulating and implementing strategies that allow a firm to differentiate itselfin the
market. Strategic management uses many frameworks and tools that are based on many interrelated concepts and theories. To
supportyou in learning these interrelated complex ideas and effectively applying them, we introduce you to the broad landscape of
strategic management so that you can see the big picture of how the ideas fit together and then break them down in more detail so
thatyou can apply them.

To understand the broad field of strategic management from both business practice and field of study perspectives, you need to
understand the terms strategic leadership, strategic management, strategy, strategic analysis, strategy formulation, and strategy implemen-
tation. We introduce each of these below as a way for you to see the big picture of strategic management before addressing them in
greater detail.

Strategic Leadership

Think about leadership and management. How are they similar? How are they different? One way to consider these different roles
is that leaders define the direction the organization is going, while managers identify the roadmap for getting there. In practice,
many employees both lead and manage, depending upon the size of a company and whether the management style of the firm
is centralized or decentralized. When it comes to strategic management, both strategic leadership and strategic management are
important.
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Strategic leadership includes the responsibility, talent, capacity, power, and actions necessary to steer an organization strategically
though a dynamic market to create and sustain a competitive advantage and to become and remain an industry leader. Strategic
leaders direct the strategic management process.

Strategic leadership is an essential focus for top leaders in a company, such as those in the C-suite and the board of directors. Elon
Musk, his colleagues in the C-suite, and Tesla's board of directors provide strategic leadership for Tesla. However, strategic leader-
ship is not always the exclusive focus of those at the very top of an organization, depending on whether a firm relies on a centralized
or decentralized leadership style. In companies with a decentralized leadership style, leadership may be shared among more com-
pany leaders.

Strategic Management

Strategic management is the dynamic and ongoing process of managing a firm's approach to strategy. Strategic management fol-
lows a structured process to methodically and thoroughly analyze the environment, industry, and firm as well as to formulate and
implement strategy.

Large companies often have departments or teams focused exclusively on leading strategic management. Managers in a firm also
participate in strategic management. To support their data driven decisions, managers solicit data from areas of business expertise
such as accounting and information systems, business information technology and cybersecurity, finance, insurance and business
law, human resource management, and marketing.

You will likely be asked for data that supports strategic management early in your career. Demonstrating that you understand how
this data can support broader strategic management efforts can accelerate your career. Below, we explore exactly how competency
in strategic management is a vital skill to all business majors in all career settings and at all career stages, an assertion that will be
explained in greater detail later in the book.

Strategy

Think about the strategies you use to be successful in your coursework. They may include studying, time management, and remain-
ing up to date on assignments.

Strategic management focuses on strategy. Strategy is a collection of organizational plans and processes that focus on creating
and sustaining superior firm performance relative to a company's competitors, which creates a sustainable competitive advantage.
Strategies are broad and long range, with few specifics. They do not typically address actions.

The strategies this book covers in detail include corporate-level strategy, business-level strategy, innovation strategy, sustainability
and ethics strategy, technology strategy, and multinational strategy. We introduce those in section 1.5 and cover them in detail in
their own dedicated chapters.

Strategic Analysis

In firms, strategic analysis is the process of applying strategic management concepts and theories with analytical frameworks and
tools to conduct a thorough 360-degree analysis of a firm. This enables strategy managers to make evidenced-based decisions
about strategy formulation and strategy implementation in all areas of the company's operations.

You conduct strategic analysis of a company by conducting a case analysis, which the next chapter describes in detail so that you
may apply the knowledge throughout the remainder of the book.



When you graduate, you likely will be involved in strategic analysis either imme-
diately or very early in your career, depending on the size company you join and
its management style, whether you serve as an internal or external consultant or
you begin an entrepreneurial venture of your own. Competency in strategic analy-
sis is essential to both navigating a career and to starting your own business.

Strategy Formulation

Strategy formulation is the process of designing strategies throughout all levels
and areas of an organization. Successful strategy formulation relies on evidenced-
based decisions that are grounded in strategic analysis.

Strategic leaders and managers in firms formulate strategy. You analyze the com-
pany strategies when you conduct a case analysis. As with strategic analysis, you
learn exactly how understanding strategy formulation is important for your
career as you progress though the book.

Strategy Implementation
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Figure 1.2: Strategic leaders align strategic analysis,
strategy formulation, and strategy implementation,
much like fitting puzzle pieces together correctly

Strategy implementation is the process of executing the strategies that a company has formulated.

Employees at all levels of a firm are responsible for implementing the company's strategies. You will be involved in strategy imple-

mentation immediately in your career. Knowing how strategy is analyzed and formulated gives you an advantage in implementing

strategy.

Application

Think of the jobs you have had.

the same person both lead and manage?
o Describe the responsibilities leaders had.

o Discuss the tasks managers did.

o Canyouidentify a specific strategy that the company was implementi

you?

o Were there people that engaged exclusively in leadership and people that engaged exclusively in management, or did

o What do you see as the primary differences in leadership and management from your experience?

ng? Why do you think it was or was not visible to
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Key Takeaways

Strategic management is both a focused area of business practice and a field of study supported by robust research. Strategic leadership
includes the responsibility, talent, capacity, power, and actions necessary to steer an organization strategically though a dynamic market
to create and sustain a competitive advantage and to become and remain an industry leader. As a focused area of business practice,
strategic management is the dynamic and ongoing process of managing a firm's approach to strategy. Strategic management follows a
structured process to methodically and thoroughly analyze the environment, industry, and firm as well as to formulate and implement
strategy. Strategy is a collection of organizational plans and processes that focus on creating and sustaining superior firm performance
relative to a company's competitors, which creates a sustainable competitive advantage. Strategy formulation is the process of relying on
evidence-based decisions that are grounded in strategic analysis to design strategies throughout all levels and areas of an organization.

Strategy implementation is the process of executing the strategies that a company has formulated.
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1.5 The Analysis, Formulation, Implementation (AFl) Framework

The practice and research of strategic management includes the three pillars of strategic analysis, strategy formulation, and strat-
egy implementation. These are represented in the analysis, formulation, implementation (AFI) framework that guides the focus
and structure of this book.

Figure 1.3 shows the AFl framework. We cover each element below.
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Strategy implementation

How do we get there?

Implement Analyze
s:'ate organizational
8y performance
For'mul'ate Analyze external
multinational environment
strategy
::::l: l;::te Analyze internal
strategygy environment
Four strategies that are
embedded into STRATECGIC
business-level strategy MANAGEMENT
Formulate Determine

sustz?lnablllty and Strategic leadership strategic |ss:ue and
ethics strategy alternatives

Formulate
Formulate
. ti trat corporate-level
innovation strategy e
Where to play?
Formulate Formulate
functional-level business-level
Strategy formulation strategy strategy
Where are we going?

g g How to win?
Right to win?

Three levels of strategy

Figure 1.3: The analysis, formulation, implementation (AFI) framework

At the center of the AFI framework are strategic management and strategic leadership, with which you are now familiar.

Below you learn more about the three stages of the strategic management process—strategic analysis, strategy formulation, and
strategy implementation—and the three essential questions that guide each stage. Next you learn what you're specifically analyz-
ing in the strategic analysis stage and in what order. Then the chapter focuses on strategy formulation, which is addressed at three
organizational levels of strategy (corporate-level strategy, business-level strategy, and functional-level strategy) and by the more
focused strategies that are embedded into business-level strategy (innovation strategy, sustainability and ethics strategy, technol-
ogy strategy, and multinational strategy). Finally, you consider strategy implementation.

Strategic management's foundations rest in three essential questions that align with the three stages of strategic management:

1. Where are we?
2. Where are we going?
3. How are we going to get there?

Strategic analysis addresses “Where are we?” Strategy formulation begins to answer, “Where are we going?” And strategy imple-
mentation addresses “How are we going to get there?”
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Strategic Analysis

Strategic analysis addresses the broad question “Where are we?” and includes multiple steps. In this section, we review the steps to
strategic analysis so that you can see the overall approach to strategic analysis. Later chapters discuss what is involved in each step
of strategic analysis. You learn how to conduct a strategic analysis when you conduct a case analysis using strategic management
tools.

The order of the steps is important. First, analyze organizational performance, which assesses the robustness and congruence of a
firm's mission, purpose, vision, values, and goals as well as its financial position, its market position, and other relevant quantitative
data. This step also includes a review of the firm's balanced scorecard. Next, review the external environment of the firm, which con-
siders the company's general, industry, and competitive environments. Then analyze the internal environment of the firm, which
assesses a firm's resources, capabilities, core competencies, and value chain. Once you have analyzed an organization's organiza-
tional performance and its external and internal environments, synthesize the analysis using a strengths, weaknesses, opportuni-
ties, and threats (SWOT) analysis. Finally, identify a strategic issue and strategic alternatives.

Each of these steps in strategic analysis is the subject of a chapter, ensuring that you learn them in much greater detail as you make
your way through the book.

Consider figure 1.4. The order of the steps in strategic analysis is important, as each step progressively narrows the focus until you
can define a strategic issue and how to address it.

Analyze organizational performance

Analyze external environment

Analyze internal environment

Synthesize external and
internal analysis

Determine
strategic issue

Determine
strategic
alternatives

Figure 1.4: Strategic analysis
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A firm's strategic issue and strategic alternatives are central to strategic management. They are introduced here and elaborated
upon in detail in subsequent chapters.

A firm's strategic issue is the most important, urgent, broad, long-term matter that the company is facing. Strategic issues are the
result of multiple causes in multiples areas of a business and require significant organizational talent and resources to resolve.
Addressing a strategic issue moves a firm toward its mission, purpose, and vision, and it should therefore be congruent with the
firm's values and goals. A strategic issue focuses on the present and specific organizational context, addressing what is happening
with this firm at this time, in this place, and under these circumstances. What a strategic issue is and how to determine it is elabo-
rated on in subsequent chapters.

A strategic alternative is an action that addresses and has the potential to resolve every aspect of a strategic issue. Strategic alter-

natives are also explained in greater detail in later chapters.

Strategy Formulation

Once strategic analysis is complete, strategy formulation begins. This process addresses the broad question “Where are we going?”
Strategy formulation is presented in order from broadest to narrowest (in relation to the level of the organization where it is
addressed).

Figure 1.5 illustrates strategy formulation, and the text below explains each element in the figure.

Strategy formulation

Where are we going?

Right to win?

Corporate-level strategy Where to play?
Innovation strategy

Sustainability and ethics

strategy
Business-level strategy Business-level strategy Business-level strategy How to win?
Strategic business unit Strategic business unit Strategic business unit :
Multinational strategy
Technology strategy
Functional-level strategy Functional-level strategy Functional-level strategy
Business support unit Business support unit Business support unit

Figure 1.5: Strategy formulation

There are three levels of strategy in an organization: corporate-level strategy, business-level strategy, and functional-level strategy.
Strategy is formulated at all levels of a company.

Corporate-Level Strategy

The corporate level of a company consists of senior executives in the C-suite, and if the company is large enough, it includes the
board of directors. Corporate-level strategy is a companywide strategy that focuses on creating and maintaining a firm's compet-
itive advantage by creating synergy within and between multiple industries, markets, market segments, and businesses, across
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multiple industry value chains, and in different geographical locations. Corporate-level strategy is the responsibility of senior exec-
utives and the board of directors.

When you conduct a case analysis, you may analyze a company's corporate-level strategy.

Business-Level Strategy

Business-level strategy focuses on how to compete within an organization's chosen market and market segments to create and
sustain competitive advantage. Business-level strategy addresses a firm's strategic market position (cost leadership and differenti-
ation) and strategic market size (whether it competes in a focused market segment or a broad market).

Business-level strategy is the strategy of a strategic business unit. A strategic business unit is a fully functional unit of a business
that has its own vision and direction and may be part of a larger organizational unit like a division. The unit's focus and structure
may be based on factors such as markets served, products offered, or regions served. Smaller firms may have only one strategic busi-
ness unit, and large corporations may have more than one strategic business unit.

Strategic business units focus on one business-level strategy. Smaller firms that have only one strategic business unit have only one
business-level strategy. In large companies with more than one strategic business unit, different strategic business units may have
different business-level strategies. Therefore, large corporations that have more than one strategic business unit potentially have
multiple business-level strategies.

All strategy should be specific and differentiating. Though business-level strategies include a finite number of strategies that are
common to all companies, companies implement them in ways that reflect their specific company conditions.

In addition to each strategic business unit's business-level strategy, there are additional strategies that are embedded into business-
level strategies at the strategic business unit level. The four embedded strategies that are covered in this text are innovation, sus-
tainability and ethics, technology, and multinational strategy.

When you conduct a case analysis, you may analyze a company's business-level strategy and its innovation, sustainability and
ethics, technology, and multinational strategies.

Innovation Strategy

All companies of all sizes and stages of development and growth must address innovation and formulate innovation strategies.
Innovation strategies are strategies that are embedded into business-level strategies at the strategic business unit level that focus
on a firm's approach to innovation so that it can create and sustain a competitive advantage.

Sustainability and Ethics Strategy

Sustainability strategies are strategies that are embedded into business-level strategies at the strategic business unit level that
focus on a company's approach to reducing its adverse environmental and social impacts while establishing competitive differenti-
ation through the firm's positive environment and social performance (usually measured against environmental, social, and gover-
nance [ESG] metrics).

Business ethics strategies are strategies that are embedded into business-level strategies at the strategic business unit level that
focus on a company's approach to increasing ethical behavior and remaining legally compliant.
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Technology Strategy

Technology strategies are strategies that are embedded into business-level strategies at the strategic business unit level that focus
on a company's approach to using technology as a source of competitive differentiation and that align the firm's use of new and
emerging technologies with the firm's roadmap to reach its vision and overall business objectives.

Multinational Strategy
Multinational corporations (MNCs) are firms that have operations in more than one country.

Though all successful companies formulate innovation, sustainability and ethics, and technology strategies, not all businesses are
MNCs and therefore not all companies formulate multinational strategies. Multinational corporations formulate multinational
strategies, which are embedded into business-level strategies at the strategic business unit level, and are strategies that address
different ways to position the company in multinational markets. They include international, multidomestic, global, and transna-
tional strategies.

Three Critical Strategic Questions

Strategy can be described as a firm's answer to three strategic questions that are critical for every organization:

1. Whereto play?
2. Howtowin?
3. Righttowin?

The first two questions (“Where to play?” and “How to win?”) are addressed at the two broad levels of strategy. “Where to play?”
is answered at the corporate level with corporate-level strategy. “How to win?” is addressed through business-level strategy at the
strategic business unit level. The third question (“Right to win?”) is addressed by the specific strategies that are embedded into busi-
ness-level strategies at the strategic business unit level: innovation strategy, sustainability and ethics strategy, technology strategy,
and multinational strategy. All three questions drive the firm's formulation of a roadmap and action plan toward sustained superior
performance.

Where to play?

This first question is addressed at the corporate level of a company and considers which industries, markets, market segments,
businesses, and regions in which the firm wants to operate (play). The answers to the question are largely determined by the firm's
assessment of the attractiveness and profit potential of alternative markets, market segments, businesses, and synergies between
them. The answers also provide important solutions to the allocation of limited company resources to different businesses. In this
sense, itis also important for every organization to decide where not to play. Overall, the strategy that focuses on where to “play” can
be described as the firm's search for markets and market segments that are attractive today and in the future.

How to win?

After the first question has been addressed, the firm needs to decide how it will win in its chosen markets, and this is approached
through business-level strategy at the strategic business unit level of a company. Answers to this question are largely determined by
the firm's ability to develop a winning strategy around its resources, capabilities, and core competencies that are superior to those
of its competitors and that will create value for the firm's customers. There are various drivers of how a firm can win in its chosen
markets, like differentiation and cost leadership or whether the firm chooses to operate in a focused or broad market. Overall, the
“How to win?” question addresses the firm's search for a sustainable competitive advantage.
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Right to win?

Once the question of where to play has been resolved at the strategic business unit level through business-level strategy, the ques-
tion “Right to win?” can be considered. All companies have the ambition to win in their chosen markets. They want to gain market
share, increase revenue and profit, and enter new markets and regions. However, strategy is more than a wish list of what a com-
pany would ideally want to do and achieve. Strategy is a company-specific roadmap for navigating its industry, directing how a firm
moves from its current state toward the firm's vision.

With this conception of strategy in mind, the company's right to win is addressed by the specific strategies that are embedded into
business-level strategies at the strategic business unit level: innovation strategy, sustainability and ethics strategy, technology strat-
egy, and multinational strategy. An organization needs a clear right to win in its chosen markets. This right is supported by truly
differentiating and valuable resources, capabilities, and core competencies that are unique for the specific organization.

Let's take the example of your university's volleyball team. The team surely has the ambition to do well, win as many games as pos-
sible, and maybe even win the conference title. Going beyond just the hope to win requires a clear right to win. This right (or reason
orjustification) to win could be that the team has the best coach, the best training conditions, the best infrastructure, the best team
captain, or outstanding individual players. Maybe it is not the superior quality of individual players but the superior chemistry and
teamwork that makes the team win. Whatever it may be, without a true right to win, strategy just becomes wishful thinking—an
exercise written on paper.

On a business level, the right to win needs to be clearly anchored in business-level strategy because it is in strategic business units
where a firm decides how it wants to win in its chosen markets.

Functional-Level Strategy

The third level of strategy formulation is functional-level strategy. Functional-level strategy, or just functional strategy, focuses on
implementing strategy in business support units. Business support units focus on single business functions, such as accounting,
business information technology, business law, finance, human resource management, marketing and sales, supply chain manage-
ment, operations, and procurement.

Many of you will join firms in business support units in your first professional positions after graduation. All types of strategy cas-
cade down to business support units, influencing strategy implementation at each level. Because functional-level strategy is the
focus of most courses in your major, it is not addressed in detail in this book.

Strategy Implementation

Once strategy formulation is complete, each type of strategy must be implemented. Strategy implementation addresses the ques-
tion “How are we going to get there?” Unless it is concerning a new strategy area for a company, then strategy implementation often
begins with analyzing the gap between the previous strategy and the newly formulated strategy. Strategy implementation involves
setting goals, allocating resources to operationalize the strategy, communicating and cascading the strategy, ensuring the organi-
zational design and control systems support the strategy, hardwiring the strategy throughout the organization, aligning culture
to support the strategy, and managing the changes required to implement the strategy. Strategy implementation is the subject of

Chapter1s.
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Application

Think aboutyour career aspirations. Maybe you would like tojoin a large firm as a subject expertin an area such as accounting
or marketing. Perhaps you plan to start an entrepreneurial venture (or already have) or maybe you want to work as a consul-
tant. Now think about your career from the point of view of the AFI framework and the roles of strategic analysis, strategy

formulation, and strategy implementation.

o What analysis are you conducting to support your strategy? Are you analyzing your strengths and preferences? Per-
haps you are considering the job market and projected income growth over five years. What else is important to you?

o Based onyouranalyses, what strategy have you formulated to ensure are you are successful? State your strategy in one
concise sentence.

o Have you begun implementing your strategy? What else do you need to do before implementing your strategy?

Key Takeaways

The analysis, formulation, implementation (AFI) framework represents the stages of the strategic management process: strategic analy-
sis, strategy formulation, and strategy implementation. Strategic analysis addresses the question “Where are we?” Strategy formulation
begins to answer “Where are we going?” Strategy implementation addresses the question “How are we going to get there?” Strategy
formulation includes three levels of strategy in an organization: corporate-level strategy, business-level strategy, and functional-level
strategy. This text discusses four specific strategies that are embedded into business-level strategies at the strategic business unit level:
innovation, sustainability and ethics, technology, and multinational strategy. Strategy addresses three critical strategic questions that
every organization has to answer. “Where to play?” is addressed through corporate-level strategy. “How to win?” is addressed through
business-level strategy in a strategic business unit. “Right to win?” is addressed through the four specific strategies that are embedded

into business-level strategies at the strategic business unit level. Strategy implementation is executing strategy at all levels across a firm.
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1.6 Intended, Deliberate, Emergent, Realized, and Unrealized Strategies

The AFI framework is a popular and useful model
of strategic management. It is a top-down, ratio-
nal model that is driven by managers focused on Realized
managing the strategic management process strategy
and by strategic leaders steering a firm strategi- Unrealized

cally. Itis planned and methodical. strategy
There are other approaches to strategy, such as
Mintzberg and Waters's (1985) model that consid-

ers intended, deliberate, emergent, realized, and

Deliberate
strategy

unrealized strategies. This view considers how

Intended
strategies evolve over time. strategy

The AFI framework and Mintzberg and Waters's
Emergent

approach are two schools of strategic thought strategy

that business leaders often find complementary.

Figure1.6: Intended, deliberate, emergent, realized, and unrealized strategies

Intended Strategy

An intended strategy is the strategy that an organization plans to implement. The structured strategic management process
described above produces intended strategies.

Deliberate Strategy

Many things can happen between planning a strategy and implementing it, potentially requiring changes to the intended strategy.
Adeliberate strategy is the strategy that a firm implements in such a situation. It is a planned response to alter, but not completely
change, an intended strategy in the face of dynamic conditions. Sometimes the factors that lead to the difference between an
intended and deliberate strategy are internal to the organization, such as talent and managerial capacity. Often these differences
can come from sources external to the organization, like the COVID-19 global pandemic, climate change, and changing competi-
tion.

Emergent Strategy

An emergent strategy is a completely new and unplanned strategy that is formulated in response to an unexpected circumstance,
which most often originates from a firm's external environment (such as the emergence of a new technology). Emergent strategies
are as important to a firm's success as intended and deliberate strategies. Firms that are skilled at horizon scanning for new oppor-
tunities and are nimble in response to changing conditions are better positioned to take advantage of these dynamic conditions
and formulate effective and profitable emergent strategies.

Companies formulate emergent strategies and deliberate strategies in response to changing circumstances. The distinction is that
deliberate strategies alter, but do not completely change, the intended strategy. They tend to be dynamic tweaks to the intended
strategy. Emergent strategies, on the other hand, are completely new strategies that are formulated in response to surprising and
unforeseen conditions. An emergent strategy is completely different than the intended strategy and requires a change of strategic
direction.
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Realized Strategy

Arealized strategy is the strategy that an organization follows over time. Realized strategies include a firm's intended strategy and
deliberate strategy if the company has altered but not completely changed the intended strategy in the face of dynamic conditions.
Realized strategies may also include an emergent strategy if an unanticipated and completely new opportunity has arisen and the
firm has been nimble and quick enough to capitalized on it by formulating an emergent strategy.

One way to think about intended, deliberate, and realized strategies is as an evolution of strategy over time. The company initially
plans an intended strategy. A deliberate strategy is the part of the intended strategy a firm implements after taking into account
dynamic conditions either in the company's external environment, such as a new competitor, or in the firms’ internal environment,
like a change in CEO. The deliberate strategy alters, but does not completely change, the intended strategy. A firm's realized strategy
is the strategy that an organization follows over time that includes the intended and deliberate strategies and also incorporates any
emergent strategies that have been formulated in response to conditions that were unforeseen when the intended and deliberate
strategies were formulated. A firm's realized strategy can be different than the intended and deliberate strategy if the company has
formulated an emergent strategy.

The Southern Bloomer manufacturing company is an example that illustrates intended, deliberate, emergent, and realized strat-
egy. Managers of prison facilities believed that the underwear brands currently on the market were not suitable for harsh prison
activities and constant laundry processes. Southern Bloomer saw this need and responded. They planned well and made an
intended strategy to meet this market demand. This involved a structured approach to analyzing factors external to the company,
such as a market assessment and competition analysis, as well as an evaluation of factors in their internal firm environment, such
as talentand managerial capacity.

Southern Bloomer started selling underwear made from mostly cotton fabric to cope with prison activities and the institutional
environment. They responded to customer feedback and market conditions and grew their business to a solid customer base within
that market, eventually supplying institutional underwear to 125 prisons. This was Southern Bloomer's deliberate strategy because
it was closely aligned to their intended strategy and amended to respond to external and internal factors.

An emergent strategy arose from an unexpected challenge related to the excess scrap fabric produced during production. The com-
pany had been discarding the leftover fabric. One day, cofounder Don Sonner visited a gun shop with his son, where he spotted a
potential use for his scrap fabric. The patches that the gun shop sold to clean the inside of gun barrels were of poor quality. Accord-
ing to Sonner, when he saw those flimsy woven patches that unraveled when touched, he thought, “That's what | can do with the
scrap fabric!” Unlike other gun-cleaning patches, the patches made by Southern Bloomer didn't shed threads or lint, which can hurt
a gun's accuracy and reliability. Patches produced by Southern Bloomer quickly became popular with the military, police depart-
ments, and gun enthusiasts. Soon, Southern Bloomer was selling thousands of pounds of patches each month. A simple trip to a
gun store unexpectedly led to a profitable new strategy (Wells, 2002).

In summary, the intended strategy of Southern Bloomer was to produce durable underwear for institutional settings like prisons.
The company pursued this strategy closely and executed a deliberate strategy based on this intended strategy, amended to respond
to dynamic conditions both in its external and internal environments. This strategy was successful and profitable, and the company
continued to pursue this strategy. An emergent strategy arose that allowed Southern Bloomer to use the scrap fabric it had been
sending to landfills. Southern Bloomer was quick to spot this new opportunity and nimble enough to capitalize on it. They seized
the opportunity to produce gun-cleaning patches from their scrap material left over from their manufacturing of prison underwear,
turning that into a second profitable line of business. Rather than sending this scrap fabric to landfills, the company found a new
alternative way to make use of the material. They turned a challenge into an opportunity. Southern Bloomer's realized strategy was
formed from a combination of its intended strategy, deliberate strategy, and emergent strategy. They continued to manufacture
and sell underwear to prisons and opened a new successful business line in a new market to sell patches to clean guns to a variety
of customers.
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Unrealized Strategy

An unrealized strategy is an abandoned part of the intended strategy. There are many reasons why parts of strategies are aban-
doned, creating a gap between strategy formulation and implementation. These are elaborated on in detail in Chapter13.

Let's now consider all the strategies with another example. David McConnell was an aspiring author who faced difficulty selling his
books. He tried several strategies and conventional marketing methods before he discovered the idea of giving out free perfume to
those who bought his books. This innovative approach not only attracted attention but also helped him find success, leading him to
lay the foundation of what would become the California Perfume Company, which was formed to market perfumes. This company
developed into the massive personal care goods company that is now known as Avon. Though McConnell's dream of becoming a
successful writer remained an unfulfilled plan, he created a successful strategy through Avon that was mostly driven by his capac-
ity to seize the moment by adjusting to changing circumstances and making use of newly emerging tactics. Ultimately, his journey
transformed a setback into a remarkable opportunity.

Let's look at Avon's story through the lens of intended, deliberate, emergent, realized, and unrealized strategies. David McConnell
had an intended strategy to sell books he had written. He executed this intended strategy with little initial success. His books were
not selling well, and his business was not profitable. In the face of this market information, McConnell decided to offer perfume as
an incentive to buy his books. This was his deliberate strategy because he amended his original intended strategy of selling books
to take into account lagging sales by adding the gift of perfume. His deliberate strategy altered but did not completely change his
intended strategy. His focus was primarily on selling books and adding the gift of perfume was an innovation that tweaked his
intended strategy. When the perfume sales proved to be a hit with customers, this provided a market opportunity that McConnell
had not anticipated. The emergence of a market for the perfume independent of the books was new and unanticipated. McConnell
acted quickly and decisively to take advantage of this new and unforeseen market opportunity and formulated a new emergent
strategy of selling only perfume. The emergent strategy of selling only perfume was completely different than his original planned
intended strategy of selling books and significantly different than his deliberate strategy of adding perfume as a gift to incentivize
customers to buy his books. He capitalized on this emergent strategy that came from his own innovation. The strategy he followed
over time, his realized strategy, is selling perfume. He discarded his original intended strategy of selling books and this became an
unrealized strategy in the end because he abandoned that all together.

Application

In section 1.5, you considered your career aspirations form the point of view of strategic analysis, strategy formulation, and

strategy implementation. Now think about your career through the lens of Mintzberg and Waters's model.

o Whatisyourintended career strategy?
o Have you yet responded to any emergent strategies in your career plans?

o How will horizon scanning help you prepare for emergent opportunities?
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Key Takeaways

An intended strategy is the strategy that an organization plans to implement. The structured strategic management process described
above produces intended strategies. A deliberate strategy is a planned response to alter, but not completely change, an intended strategy
in the face of dynamic conditions. An emergent strategy is a completely new and unplanned strategy that is formulated in response to an
unexpected circumstance. A realized strategy is the strategy that an organization follows over time. Realized strategies include a firm's
intended strategy and deliberate strategy if the company has altered but not completely changed the intended strategy in the face of
dynamic conditions. Realized strategies may also include an emergent strategy if an unanticipated and completely new opportunity has
arisen and the firm has been nimble and quick enough to capitalized on it by formulating an emergent strategy. An unrealized strategy

is an abandoned part of the intended strategy.
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1.7 Why Strategic Management Is Important

Asyou have learned, strategic managementis a dynamicand ongoing process consisting of strategic analysis, strategy formulation,
and strategy implementation. Strategic management is a critical business activity.

Strategy addresses the fundamental business question of how to create and sustain a competitive advantage by positioning a firm
for superior performance relative to its competitors. This is a question all firms must ask throughout each step of the strategic man-
agement process.

Strategic leaders are responsible for ensuring their company has the human talent and organizational capacity to carry out robust
and dynamic strategic management. They have the power to direct actions to ensure a sound, evidence-based strategy is formu-
lated and implemented throughout all levels of the firm and in all areas of strategy. Strategic leadership is essential to successful
strategic management.
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Strategic management and strategic leadership are central to whether a company survives, grows, is successful, adapts to changing
conditions, and becomes a market leader. Business success rests on strategy and its successful management and leadership.

Key Takeaways

Strategic management and strategic leadership are central to whether a company survives, grows, is successful, adapts to changing con-

ditions, and becomes a market leader. Business success rests on strategy and its successful management and leadership.
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1.8 The History of Strategic Management

When studying any field of study, it is important to understand its history and the pivotal events that shaped it. Strategy is a part
of human history. Prior to written histories, indigenous nations employed strategy to form complex alliances. For example, before
European contact in the Americas, many indigenous nations formed elaborate federations and complex trade agreements (Black-
hawk, 2023).

Strategy appears in historical, religious, and literary texts:

Published in the late spring and autumn period, which corresponds to approximately the fifth century BC, Sun Tzu's The Art of
War is an ancient Chinese treatise on military strategy that has influenced both Eastern and Western military strategy. Among
its advice, is “to win without fighting is the best”

In the Latin poem the Aeneid (written between 29 and 19 BC), Virgil recounts the story of the Trojan Horse. After an unsuccessful
ten-year siege of Troy, the Greeks build a large wooden horse that hides a military force; they station it outside Troy and then
pretend to sail away. Intrigued, the Trojans roll the wooden horse into their city and unknowingly roll their enemy inside along
with it.

The Prince is a political treatise written by Florentine Niccolo di Bernardo dei Machiavelli (1469-1527). It contains the famous
maxim “the ends justify the means.”

Military strategy is also studied across all nations. A few examples include Napoleon's military defeat at Waterloo in 1851, which
illustrates how spreading resources too thinly can lead to defeat. In the American Civil War (1861-1865), although the Confederacy is
credited with having better generals, the Union won. This is assessed to be due in part because the Union possessed better resources
and employed them more successfully. Many battles of World War Il (1939-1945) are still studied today. Among them is the D-Day
invasion that aimed to liberate Europe from Nazi control. This is credited as bringing together many important factors for strategic
success, including excellent intelligence, superior planning, and detailed preparation.

Strategic management as a field of study emerged over the last century, with several pivotal events focusing its formation.
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In 1911, Frederick W. Taylor publishedThe Principles of Scientific Management, which advocated “one best way” of performing
important tasks. Although the merits of “one best way,” are largely disputed today, Taylor's emphasis on maximizing organiza-
tional performance became the core focus of strategic management as the field developed.

Building on ideas about efficiency from Taylor and others, Henry Ford pioneered assembly lines for creating automobiles. Low-
ering costs dramatically allowed a once luxury item to become much more affordable.

In 1959, the Ford Foundation widely circulated a report that recommended all business schools offer a capstone course to inte-
grate knowledge across different business fields. The aim was to teach students to address complex business problems by
emphasizing critical thinking skills. This propelled strategic management to the foreground of business education.

In 1962, Sam Walton opened the first Walmart in Rogers, Arkansas. A decade later, Walmart was the largest company in the
world. Strategic management needed to adapt to address companies like Walmart.

In 1980, the Strategic Management Journal was created, which facilitates research and focuses a community of scholars.

Also in 1980, Harvard professor Michael Porter published Competitive Strategy: Techniques for Analyzing Industries and Competi-

tors. Porter is a significant thought leader in strategic management.

In 1995, Jeff Bezos launched Amazon, changing the landscape of shopping to online. Strategic management needed to adapt
to address the rise of companies like Amazon.

In the early 2000s, a series of companies such as the Enron Corporation, WorldCom, Tyco, Qwest, and Global Crossing brought
ethics to the foreground of business as executives were imprisoned, investors lost money, and jobs were lost.

In 2005 Thomas L. Friedman published The World Is Flat: A Brief History of the Twenty-First Century, which argues that firms in
developed countries are losing the advantage they had taken for granted. One implication is that these firms will need to
improve their strategies if they are to remain successful. This brought the implications of multinational competition to the
foreground for strategic management.

Although the causes of climate change have been present since nineteenth century, it was not until 1938 that amateur scientist
Guy Callendar collected records from 147 weather stations across the world, and doing all his calculations by hand, discovered
that global temperatures had risen 0.3°C over the previous fifty years. He argued that carbon dioxide (CO,) emissions from
industry were responsible for global warming. In1967, researchers Syukuro Manabe and Richard Wetherald produced the first
accurate computer model of Earth's climate. However, it was not until 2006, when former U.S. Vice President Al Gore published
An inconvenient Truth, that climate change became a household phrase in the U.S. Climate change is a major force behind the
rise of sustainability as an essential business focus. Strategic management needed to adjust to this change.

In 2018, Apple became the first company to be worth $1 trillion.

Leading technology company NVIDIA is well-known for its graphics processing units (GPUs). Today, NVIDIA continues to inno-
vate through technology, integrating deep learning, artificial intelligence (Al), and gaming. Through its advancements in Al
and gaming, the corporation has been important in bringing technology to the center of social media. As one of the biggest
firms by market capitalization, NVIDIA has sometimes out-performed Apple throughout the years, showing its growing sig-
nificance in the technology sector, particularly with the rise of Al-driven technologies. Strategic management needed to adapt
to address companies like Apple and NVIDIA. It also needed to integrate the megatrend of technology as a primary focus.

Key Takeaways

When studying any field of study, it is important to understand its history and the pivotal events that shaped it. Strategy is a part of
human history. Prior to written histories, indigenous nations employed strategy to form complex alliances. Strategy appears in historical,

religious, and literary texts. Strategic management as a field of study has evolved and matured over the last century.
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1.9 Contemporary Critique of Strategic Management

In addition to understanding a field of study's history, it is also valuable to understand its criticisms. Strategic management is a
dynamic and evolving field of practice. Along with the pivotal events presented in section 1.8, criticism of strategic management
influences the direction in which the field continues to grow.

Criticism about strategic management as a field of study captures the ways in which scholars and business leaders think critically
about the subject and process of managing strategy. Since strategic management is a field that requires critical thinking, scholars
and business leaders embrace criticism as an opportunity to thoughtfully consider it and respond so that the field continuously
improves.

Strategic management is a resource-intensive process. Some strategic leaders are concerned about the time and cost to focus on
a thorough strategic management process. Firm executives can be skeptical whether strategic management achieves its intended
outcome of formulating and implementing evidence-based strategies that are grounded in analysis. A few critics of strategic man-
agement suggest that it constrains firms from adapting rapidly to changing circumstances.

To be open to criticism is not to suggest that the value of strategic management is under question. The value of strategic manage-
ment is well established. To be open to criticism reflects a confidence in the value of strategic management and a commitment to
continuously improving it. Continuous assessment and improvement is not only central to strategic management; it is a primary
focus of all areas of business practice and functional expertise, including accounting and information systems, business information
technology and cybersecurity, finance, insurance and business law, hospitality and tourism management, human resource man-
agement, business management, management consulting and analytics, entrepreneurship, innovation and technology manage-
ment, marketing, and real estate.
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Strategic management is a dynamic and evolving field of practice. Criticism of strategic management influences the direction in which

the field continues to grow.
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1.10 Why Strategic Management Is Valuable in All Career Settings and at All

Career Stages

In section 1.9, you learned the impor-
tance of strategic management to
business. It is also important to con-
sider the ways in which strategic
management is valuable to you. In
doing so, we consider different career
paths as well as varying career stages.

Students studying business usually
obtain a broad business overview and
then focus on a particular area of
business. This means most business
graduates are experts in a specific
functional area such as accounting
and information systems, business
information technology and cyberse-
curity, finance, insurance and busi-
ness law, hospitality and tourism

Participate in strategic
analysis

Implement functional-level
strategies that reflect corporate-
level strategies, business-level
strategies, and strategies embedded
in business-level strategies

Strategy
focus

Functional area
focus

Demonstrate strategic
management competence
needed for promotion

Figure 1.7: Amount of time spent on strategy in your first position as a functional area expert for a large
company
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management, human resource management, business management, management consulting and analytics, entrepreneurship,
innovation and technology management, marketing, or real estate.

Many business graduates join large companies with formalized structures for strategic management. Although new business grad-
uates in large companies usually focus on their functional areas of expertise early in their careers, there are multiple reasons that
functional area experts need to understand strategic management when entering their first professional positions. In these roles,
youimmediately implement functional-level strategies, which address all areas of strategy, including corporate-level strategies and
business-level strategies. You may also implement innovation strategies, sustainability and ethics strategies, technology strategies,
and possibly multinational strategies. A thorough knowledge of each is essential to being successful as a functional expert in a
functional business unit. Analysis in strategic management considers data at all levels of a company, so a functional expert such as
yourself may be asked to participate in strategic management analysis as it relates to your functional area of expertise. When this
opportunity arises, it is wise to demonstrate competence in strategic management, as this knowledge is needed even more in future
positions.

As your career progresses, the amount of time spent focusing on strategic analysis, strategy formulation, and strategy implemen-
tation increases. Therefore, it is important to demonstrate competence with strategic management early, placing you on the com-
pany's radar for future promotions. To secure future positions, it is essential to demonstrate in your current position the strategic
management ability needed for the next.

Business support VP / upper
unit manager management

W6 “

Portion of annual time spent on managing and strategy

First job First promotion CEO

Portion of annual time spent on functional activities
(accounting, finance, marketing, operations, etc.)

Figure 1.8: Amount of time spent on strategy as your career progresses in a large company

Some business graduates join smaller companies. In smaller firms, strategic management may be managed through more informal
structures. In a smaller organization, there is an even greater chance that skills in strategic management are needed earlier in your
career.

Other business graduates enter internal or external consulting roles that require competence with strategic management as a pri-
mary focus. Even if the consultation is not directly related to strategic management, consultants make presentations to business
managers responsible for strategic management and organizational executives responsible for strategic leadership. It is essential
to be fluent in strategic management to be competentin consulting roles.

Some business graduates already are or will become entrepreneurs. As an entrepreneur, you must understand strategic manage-
ment because you may need to lead every stage of strategic management to ensure your startup is successful. It is necessary to cre-
ate a competitive advantage immediately and keep that in focus as your entrepreneurial enterprise grows.
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Of course, your career path may include several or all of these options. You may begin your career with a large company, then
become a consultant, and then start your own business. Understanding how strategic management applies to you and your career
isimportant to your success in any area of business throughout your career. Strategic management is not something someone else
does. It will be yourimmediate focus in any business career.

Application

You have now considered your career plans from the point of view of the AFI framework and through the lens of Mintzberg
and Waters's model. Now that you understand why strategic management is valuable to you in any career setting and at all

stages of your career, consider:

o How specifically will you use your strategic management knowledge and skills in your first professional position after

graduation?

Key Takeaways

As a new business graduate entering your first professional position at a large company, you need to understand strategic management
because you will immediately implement functional-level strategies that reflect corporate-level strategy, business-level strategy, and
strategies that are embedded into business-level strategy, such as innovation, sustainability and ethics, technology, and possibly multi-
national strategies; you may be asked to participate in strategic management analysis as it relates to your functional area of expertise;
and it is wise to demonstrate competence in strategic management because this knowledge is needed in future positions. As your career
progresses in a large company, the focus on strategic managementincreases. If you graduate and join a smaller company where strategic
management is managed through more informal structure, you are likely to participate in more of the strategic management process
immediately. Internal or external consultants require strategic management competence as the primary focus of your role. Entrepre-

neurial business graduates need to understand strategic management to ensure your startup is successful.

1.11 Conclusion

In this introduction to strategic management, you learned how a few essential terms are used in the book, including organization,
business, company, firm, industry, strategic management concepts and theories, and analytical frameworks and tools. You considered
what strategic management is and reviewed the analysis, formulation, implementation (AFI) framework, which guides the book.
You learned an alternative and complementary approach to the AFl framework’s planned and methodical approach, involving
intended, deliberate, emergent, realized, and unrealized strategies. You considered why strategic management is important to
businesses. You reviewed the history of strategic management and the contemporary critique of the field. Finally, you learned how
strategic management is valuable to you in all career settings and at all career stages. Now that you have learned what strategic
management is, the next chapter introduces you to conducting a case analysis.
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Demonstrate Your Knowledge, Skills, and Competence

1. Describe organization, business, company, firm, and industry and their relationships to each other. Give examples, and explain
how your examples illustrate each.
2. Explain concepts, theories, and analytical frameworks and tools and their relationships to each other. Give examples, and explain
how your examples illustrate each.
3. Define strategic management. How does this compare to what you expected strategic management to be before you began this
course?
4. Describe strategic leadership, strategic management, and strategy and their relationships to each other.
Explain strategic analysis, strategy formulation, and strategy implementation and their relationships to each other.
6. Describe the analysis, formulation, implementation (AFI) framework. How much of the framework can you recall without refer-
ring to the diagram? Now return to figure 1.3 and be sure you understand each element in the figure and their relationships.
7. Explain the concepts of strategic issue and strategic alternative, giving an example of each. These are essential throughout the
course, so understanding them now is important.
8. Describe the three levels of strategy. Which level of strategy are you most likely to directly analyze, formulate, and implement in
your first position after graduation?
9. Explain Mintzberg and Waters's (1985) model of strategy. How does this compare and contrast with the strategy in the AFI frame-
work?
10. Discuss why strategic management is important to businesses. What are the risks when firms do not manage strategy well?
11. Describe several key events in the history of strategic management. Which events were familiar to you? Were there any that sur-
prised you? Discuss why knowing the history of a subject important.
12. Discuss a few of the critiques of strategic management. Why is a critiquing a field important?

13. Describe how strategic management is relevant to you and your career.

By answering these questions robustly, you have demonstrated your thorough knowledge of this overview of strategic management.
Well done!

Figure Descriptions

Figure 1.3: Circular flow chart illustrating different aspects of strategic management. The center of the circle is labeled strategic
management and strategic leadership. Moving clockwise, the first category is strategic analysis (i.e., Where are we?) and includes
4 blue boxes: analyze organizational performance, analyze external environment, analyze internal environment, and determine
strategic issue and alternatives. Second category is strategy formulation (i.e., Where are we going?) and includes three light green
boxes representing three levels of strategy and four dark green boxes representing strategies that are embedded into business-
level strategy. Light green: formulate corporate-level strategy (where to play), formulate business-level strategy (how to win/right to
win), and formulate functional-level strategy. Dark green: formulate innovation strategy, formulate sustainability and ethics strat-
egy, formulate technology strategy, and formulate international strategy. Third category is strategy implementation (i.e., How do
we get there?) and includes one orange box: implement strategy.

Figure 1.4: Inverted blue pyramid that is divided into six sections. The title of the chart reads “Strategic analysis; Where are we?”
From top to bottom, the sections are: analyze organizational performance, analyze external environment, analyze internal environ-
ment, synthesize external and internal analysis, determine strategic issue, and determine strategic alternatives.
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Figure 1.5: Green flow chart titled “Strategy formulation: where are we going?” The chart is three levels. Topmost level represents
corporate-level strategy (i.e., where to play?). Middle level represents business-level strategies and their associated strategic busi-
ness units (i.e., how to win?). A list titled “Right to win?” is connected to one of the business-level strategy boxes. The list includes
innovation strategy, sustainability and ethics strategy, multinational strategy, and technology strategy. The bottommost level rep-
resents functional-level strategies and their associated functional business units.

Figure1.6: A large, gray arrow curving upward from left to right contains three labels. Left part of the arrow is labeled intended strat-
egy. Middle part of the arrow is labeled deliberate strategy. Right part of the arrow is labeled realized strategy. A smaller purple
arrow juts out from the “intended strategy” part of the original arrow and points away. It is labeled unrealized strategy. Another
small purple arrow comes the right, seemingly from nowhere, and merges with the original arrow between deliberate strategy and
realized strategy. This small arrow is labeled emergent strategy.

Figure 1.7: Purple pie chart illustrating two main segments titled functional area focus (roughly 75%) and strategy focus (roughly
25%). Three boxes jut out from strategy focus: (1) participate in strategic analysis, (2) implement functional-level strategies that
reflect corporate-level strategies, business-level strategies, and strategies embedded in business-level strategies, and (3) demon-
strate strategic management competence needed for promotion.

Figure 1.8: Five purple pie charts representing career progression from first job to CEO. Each chart shows the portion of annual time
spenton (1) managing and strategy, and (2) functional activities including accounting, finance, marketing, and operations. Firstjob
shows 90% functional activities and 10% managing and strategy. First promotion shows 75% functional activities and 25% manag-
ing and strategy. Business support unit manager shows 50% functional activities and 50% managing and strategy. VP/upper man-
agement shows 25% functional activities and 75% managing and strategy. CEO shows 10% functional activities and 90% managing
and strategy.
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2. INTRODUCTION TO CASE ANALYSIS

Learning Objectives

After you have engaged with the concepts in this chapter, you will understand and be able to apply the following key case analysis con-

cepts:

1. How the terms case, case analysis, data, analysis, interpretation, evaluation, line of sight, and congruence are used in the textbook
Case analysis process

Case analysis steps

P W

Abbreviated case analysis steps

2.1 Introduction

In the previous chapter, you were introduced to strategic management as an area of practice in businesses and as a field of study.
This chapter introduces you to case analysis. After an explanation of how some essential terms are used in the book, you then learn
whatis involved in conducting a case analysis—both full and abbreviated versions.

2.2 Case and Case Analysis

First, itis important to understand how the terms case and case analysis are used in the textbook.

Case

Imagine you are asked to read a case about a real company and that case contains real information about what the firm has faced.
This may be a case from a well-known publisher, such as a Harvard Business case, or it could be an open-source case (free to you).
You may even be asked to read a case about a hypothetical company that uses realistic but hypothetical data about the business.
Hypothetical cases are sometimes used to illustrate especially sensitive areas of business that a real company would hesitate to dis-
close. Both real and hypothetical cases are written cases, which means they can cover only a limited timeframe. Some of the case
data may be written as a narrative about the company, and other data may be presented as quantitative or qualitative data in tables,
charts, and graphs, for example. Perhaps you have read cases like these during your business education so far.

Therefore, in the context of strategic management, cases are written scenarios about companies, such as Harvard Business cases or
open-source cases, that present real business issues faced by firms. Sometimes they contain real facts about real companies, while
other times, cases are written scenarios about a hypothetical company that uses realistic but hypothetical data.

Whether about real or hypothetical companies, cases are usually limited in the timeframe they cover. Cases often focus on a narrow
range of company information to support students seeking in-depth understanding of an area of strategic management.
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Case Analysis

Engaging in experiential learning by applying strategic management concepts and theories and analytical frameworks and tools to
cases is an excellent way for you to learn “by doing.” Early in learning about strategic management, you may apply one concept and
one analytical framework to a case. For example, you may apply what you learn about a firm's external environment using a PESTEL
framework (which you will learn more about in Chapter 4) to information about a real company. As your learning progresses, you
may be asked to apply more of what you know about strategic management using multiple analytical frameworks.

Therefore, in strategic management, case analysis is a broad term used to encompass multiple possible approaches to conducting a
strategic management review of a company. A case analysis is a thorough and methodical analysis, interpretation, and evaluation
of a case or company.

There are two important things to notice about the term case analysis. The first is the use of the word case. As you have just seen,
a case is a written scenario about a real or hypothetical company. In case analysis, a case can be a written scenario about a real or
hypothetical company. If the case uses current real data about a real company, you can obtain this data in one of two ways. You can
conduct research about a real company in the form of a desk review, meaning you do not meet with the leaders of the company.
You gather data from sources to conduct a case analysis in this instance. The other option would be to provide consulting services to
a real company, both collecting data about the company and using data the leaders of a company provide you to conduct the case
analysis.

The second important thing to notice about case analysis is the use of the word analysis. Though the term case analysis only mentions
analysis, the process of analysis includes three steps: analysis, interpretation, and evaluation. Analysis, interpretation, and evalua-
tion are reviewed in detail below.

You can see that case analysis is an umbrella term that means applying strategic management concepts and theories and analytical
frameworks and tools to analyze, interpret, and evaluate company information provided in a written scenario that uses real or hypo-
thetical data about a company; case analysis can also be carried out in researching a company or working directly with a company
through a consultancy project.

Case analysis is used as a pedagogical tool in strategic management because it requires you to step into the shoes of strategic lead-
ers and managers and see the company from their perspective. By conducting case analysis, you strategically analyze a firm's orga-
nizational performance and its external and internal environments. Then, by analyzing strategies, you learn how strategic leaders
and managers formulate strategy. Finally, you consider strategy implementation by using the tools of strategic leaders and man-
agers to assess the success of implemented strategies.

Key Takeaways

Cases are written scenarios about companies that present real business issues that real firms face. Cases may also focus on a hypothetical
company that uses realistic but hypothetical data about the organization. Case analysis is an umbrella term that means applying strategic
management concepts, and analytical tools to analyze, interpret, and evaluate company information that is provided through a written
scenario that uses real or hypothetical data about a company, or researching a company; it's also part of researching a company or work-

ing directly with a company through a consultancy project.
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2.3 Data, Analysis, Interpretation, and Evaluation

When conducting a case analysis, it is important to consider the difference between data, analysis, interpretation, and evaluation
and how they relate. Conducting a case analysis follows a structured process that involves analyzing data, interpreting the analysis,
evaluating the analysis and interpretation, and ensuring line of sight and congruence.

The purpose of the following section is to introduce you to these ideas so they can serve as a reference for you as you continue your
learning throughout the book. Subsequent chapters introduce analysis instruments that support you in conducting case analysis
using many of the key strategic management analytical frameworks and tools. These analysis instruments rely on a robust applica-
tion of the concepts of data, analysis, interpretation, evaluation, line of sight, and congruence.

Dictionary definitions of analysis, interpretation, and evaluation are narrow, and most methodological scholarship either uses these
terms without explicit definitions or offers definitions that are ambiguous, overlapping, technical, or related to specific contexts.
There is also little agreement between sources about the distinctions of these processes. Therefore, a different approach is needed
to understand these ideas in the context of strategic management.

For the purposes of this textbook, these ideas are approached from a pragmatic and applied perspective, that considers how they
support case analysis. They are informed by the experience of organizational executives who focus on strategic analysis, strategy
formulation, and strategy implementation. They are also vetted by internal and external strategic management consultants to
organizational leaders.

Each of these ideas—data, analysis, interpretation, and evaluation—is considered in turn to add conceptual clarity to the process
of conducting a thorough case analysis. In practice, the distinctions between each idea may be less delineated, combining with and
informing each other.

The firstimportant term is data.

Data

Data is the information in the case being reviewed, the company being researched, or the company receiving consulting services.
For example, data may include information such as whether a company is a domestic or multinational firm, what industry, market,
and market segments in which the business operates, whose its major competitors are, and whether the company follows a central-
ized or decentralized management style, to namejust a few.

Analysis

Analysis is the process and result of examining all the data available for the firm and identifying and classifying all the data for
each category in a strategic management tool. Many cases contain a lot of data, and your task when conducting a case analysis is to
sift through a large volume of data to determine which of the data is important and which data is to be placed into which strategic
management tool. This requires a thorough understanding of the case and the strategic management framework you are applying.

For example, the PESTEL framework is one of the strategic management frameworks you use to analyze a company's external envi-
ronment. The first and broadest level of a firm's external environment is the general environment, which consists of the societal
events and trends that impact all firms in an industry including political, economic, sociocultural, technological, environmental,
and legal factors. You will learn about a firm's external environment and how to analyze it in Chapter 4. Imagine that you analyze
a firm's external environment and identify a growing consumer preference for healthier food options that impacts the sales of the
company's product. You also notice that phone app sales are increasing among customers over thirty-five. You then place both of
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these observations in a PESTEL strategic management tool, identifying the growing consumer preference for healthier food options
as a sociocultural factor and phone app sales increasing among customers over thirty-five as a technological factor.

To conduct an analysis of the data, follow these steps:

Step1
Methodically and thoroughly examine all the data available for the firm.
Step2

Identify all the data about the firm that the strategic management framework addresses.
Question to ask: What information about the company relates to this strategic management framework?

Step3

Cassify all the data about the company for each category in the strategic management tool.
Question to ask: Where in the strategic management tool does this information best fit?

Step4
Complete the analysis section of a strategic management instrument.

Analyzing data is different than placing data from the company in the strategic management instrument. Analysis requires critical
thinking and a thorough knowledge of the company that can only come from reading the case or company research multiple times.

Methodically and thoroughly Correctly |den.t|fy all the data Accurately classify all the Complete the analysis
. about the firm that the data about the company for X .
examine all the data - . ) section of a strategic
- ) strategic management each category in the strategic !
available for the firm. management instrument.
framework addresses. management tool.

Figure 2.1: Analyze the data

So far, analyzing the data in the case has produced a large quantity of information by examining, identifying, and classifying all the
data about the company. After analyzing an aspect of a firm using a strategic management framework (such as analyzing the gen-
eral external environment using the PESTEL tool), you can narrow the focus by considering why the situation is occurring and its
meaning for the company. Interpretation and evaluation begin to narrow the focus.

Interpretation

Once you have analyzed the data, itis possible to interpret the analysis.

Once you have analyzed the case, you now review your analysis. Interpretation is the process and result of examining the analysis
to identify and explain relationships in the analysis as well as underlying root causes of the situation.
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For example, when you review your analysis, you notice that food and drink sales are stronger on phone apps than those placed in
the drive-through. When you examine the analysis in more detail, you notice that phone app sales are increasing among customers
over thirty-five. When you consider this analysis along with a growing consumer preference for healthier food options, you may see
a correlation between customers preferring healthier food that they can purchase on an app.

You should also consider which aspects of your analysis relate to each other and in what ways. When you consider the root causes of
the increase in phone app usage in customers over thirty-five, you may find the underlying cause of this trend is that, for those over
thirty-five, adoption of phone apps to order food requires a change in behavior, whereas those under thirty-five have been using
phone apps for most purchases throughout their buying years. Changes in behavior always take more time.

Interpretation is not found in the case or company research. Interpretation is the process and result of applying critical thinking to
the analysis conducted so far.

Interpret the analysis of the data by following these steps:

Step1
Examine the analysis.
Step2

Identify and explain whether, how, and in what ways the information in the analysis is related.
Questions to ask:
o How does one element of the analysis in the strategic management tool relate to another element of the analysis in the
tool?
o How does the analysis in each section of the strategic management framework relate to each other?
o What elements of the analysis in the strategic management tool were expected?
o What elements of the analysis in the strategic management tool were unexpected?
o Arethere incongruencies between the elements of the analysis in the strategic management tool?

Step3

Identify and explain underlying root cause(s) of the situation.
Question to ask: What may be causing the information identified in the analysis?

Step4

Complete the interpretation section of a strategic management instrument.

Determine whether, how, and Identify and explain Complete the interpretation
Examine the analysis. in what ways the information underlying root causes of section of a strategic
in the analysis is related. the situation. management instrument.

Figure 2.2: Interpret the analysis
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Interpretation requires discernment and judgment. Answer the questions and complete the steps above that are relevant to the
firm and the strategic management tool. It is not realistic or productive to answer every question and complete every step for each
element of your analysis. The goal of interpretation is to begin to narrow the focus of your analysis of all the data on the company to
that which is mostimportant.

Evaluation

Once you have interpreted the analysis, the next step is to evaluate the information produced from the analysis and interpretation.
Evaluation continues to narrow the focus of your analysis.

Evaluation is the process and result of examining the analysis and interpretation to identify and explain the meaning of the infor-
mation to the company by considering its impact, relevance, and importance to the company and by identifying the company's cur-
rent, potential, or needed assets, organizational capacity, and managerial ability that may support or mitigate the areas of highest
impact, relevance, and importance for the firm.

In considering the interpretation you have conducted so far, you decide that because your primary target market segment is those
18—25 years old, the trend of increased usage of phone apps in those over thirty-five is likely to impact the business less, making the
trend less relevant and important to this company. You also determine that knowing that the drive-through is used less frequently
for ordering is important for the company because up to now it has made location decisions based on the need for a drive-though.
This may be relevant and important to the company, potentially having a significant impact on its future expansion decisions. To
consider a change in expansion strategy, the organization needs resources in marketing research, capitol assessment, and technol-
ogy development (including cybersecurity), to name just a few.

Like interpretation, evaluation is not found in the case or company research. Evaluation is the process and result of applying critical
thinking to the analysis and interpretation conducted so far.

Follow these steps to evaluate the analysis and interpretation:

Step1
Examine the analysis and interpretation.
Step2

Identify and explain whether, how, and in what ways the information in the analysis and interpretation impacts the company.
Questions to ask:
o How does each element of the analysis and interpretation in the strategic management tool impact the company?
o From a holistic point of view, looking across all the information in the analysis and interpretation in the strategic man-
agement tool, how does this information impact the company?

Step3

Identify and explain whether, how, and in what ways the information in the analysis and interpretation is relevant to the com-
pany.
Questions to ask:
o How is each element of the analysis and interpretation in the strategic management tool relevant to the company?
o From a holistic point of view, looking across all the information from the analysis and interpretation in the strategic man-
agement tool, how is this information relevant to the company?
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Step4

Determine how important the information is to the firm.
Action to take (if helpful): Rank the information from the analysis and interpretation according to strength of importance, such

as strong, moderate, or weak.

Steps

Identify the company's current, potential, or needed assets, organizational capacity, and managerial ability that may support
or mitigate the areas of highest impact, relevance, and importance for the firm.

Questions to ask:
o What are the company's current, potential, or needed assets, that may support or mitigate the areas of highest impact,
relevance, and importance for the firm?
o Whatis the company's organizational capacity that may support or mitigate the areas of highest impact, relevance, and
importance for the firm?
o What managerial ability does the company possess that may support or mitigate the areas of highest impact, relevance,
and importance for the firm?

Step 6

Complete the evaluation section of a strategic management instrument.

Identify the company’s

Identify and explain whether,
how, and in what ways the
information in the analysis
and interpretation impacts

the company.

Examine the analysis and
interpretation.

Figure 2.3: Evaluate the analysis and interpretation

Identify and explain whether,
how, and in what ways the
information in the analysis

and interpretation is relevant

to the company.

Determine how important

the information is to the firm.

Action to take (if helpful):
Rank the analysis and
interpretation according to
strength of importance, such
as strong, moderate, or
weak.

current, potential, or needed
assets, organizational
capacity, and managerial
ability that may mitigate the
areas of highestimpact,
relevance, and importance
for the firm.

Complete the evaluation
section of a strategic
management instrument.

Like interpretation, evaluation requires discernment and judgment. Answer the questions and complete the steps that are relevant
to the firm and the strategic management tool. The goal of evaluation is to continue to narrow the focus of your analysis of all the
data on the company to that which is most important.
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Application

Think about one of the times you enjoyed a project in your business education where you analyzed, interpreted, and evalu-

ated data.

o Canyouidentify some of the steps above in that project?

o Whatwas different in that project compared to the steps above?

Key Takeaways

Data is the information in the case being reviewed, the company being researched, or the company receiving consulting services. Analy-
sis is the process and result of examining all the data available for the firm and identifying and classifying all the data for each category
in a strategic management tool. Interpretation is the process and result of examining the analysis to identify and explain relationships
in the analysis and underlying root causes of the situation. Interpretation is not found in the case or company research. Evaluation is the
process and result of examining the analysis and interpretation to identify and explain the meaning of the information to the company
by considering its impact, relevance, and importance to the company and by identifying the company's current, potential, or needed
assets, organizational capacity, and managerial ability that may support or mitigate the areas of highest impact, relevance, and impor-

tance.

2.4 Line of Sight and Congruence

Strategic analysis requires that steps in the process have a direct and clear line of sight and strong congruence. The ideas of line of
sightand congruence are similar yet distinct.

When thinking about analysis, interpretation, and evaluation through the lens of strategic analysis, confirm line of sight and con-
gruence from three perspectives.

1. Within a strategic management tool, from analysis to interpretation to evaluation
2. Among strategic management frameworks
3. Across the entire case analysis

Line of Sight

Line of sight means there is a direct, unobstructed line between an observer and the object being observed. Imagine you are attend-
ing a match of your favorite women's tennis team, perhaps your university's team. Your seat is slightly raised from the seats in front
of you, giving you an unobstructed view of your team winning. You have a clear and direct line of sight to players and the game. In
strategic analysis, and in business generally, line of sight is used metaphorically to refer to a direct and clear logic connecting two or
more concepts or ideas. In strategic analysis, you identify and state specifically what that line of sight is.
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Investigate the questions below to identify and explain a direct and clear logic connecting two or more concepts or ideas.

Is there a direct and clear logic connecting two or more ideas within an element of a strategic management tool during analy-

sis, interpretation, or evaluation?

o

For example, when you consider a firm's external environment, you can use a PESTEL framework as a tool, which consid-
ers sociocultural factors, among others. Imagine you identify two sociocultural factors in your PESTEL analysis. One is a
growing consumer preference for healthier food options and another is a shift in demographics, with more Muslims and
Hindus living in the area. Ask yourself if there is a connection here. Identifying a line of sight between these two socio-
cultural factors may lead you to a connection between not only healthier food options but also anticipating a growing
demand for halal, vegan, and vegetarian menu items.

Is there a direct and clear logic connecting two or more ideas between elements of a strategic management tool?

o

For example, consider that you identify in your PESTEL analysis a shift in demographics with more Muslims and Hindus
living in the area as a sociocultural factor and stronger food and drink sales on phone apps than those placed in the drive-
through as a technological factor. Can you see a relationship between these? By identifying a line of sight between the
sociocultural and technological factors, you may identify the need not only to offer more non-alcoholic drinks but also to
show more images on your phone app for mango lassis, which may appeal to a broad audience.

Is there a direct and clear logic connecting two or more concepts or ideas among strategic management frameworks?

o

For example, you use a PESTEL framework to analyze a firm's external environment and a VRIO framework for its internal
environment (more on each of these in later chapters). Imagine thatin your internal analysis of the business, you identify
partnerships with organic and regenerative suppliers as a strategic resource. What lines of sight can you trace between
your internal and external analyses? Perhaps you see a connection between organic and regenerative suppliers and a
growing consumer preference for healthier food options. You recognize that here may not necessarily be a 100 percent
overlap in these two elements of your analysis. After all, classic Oreos are vegan. You further understand that many con-
sumers who are interested in healthier food seek out organic and regenerative food options. Drawing this line of sight
across different strategic management frameworks may support the business in considering foregrounding its organic
and regenerative products in its marketing, expanding its organic and regenerative options, or even acquiring a supplier.

Is there a direct and clear logic connecting two or more concepts or ideas across the entire case analysis?

o

When you finish your entire case analysis, you consider all of your analysis, interpretation, and evaluation, looking for as
many lines of sight as possible, just as you searched within and among strategic management tools. This time, you con-
sider the whole case analysis. The more connections and lines of sight you identify, the more robust your case analysis.

Strategic analysis Strategic analysis Strategic analysis

element 1

element 2 element 3

Direct, clear logic Direct, clear logic

Figure 2.4: Confirm line of sight

Congruence

The concept of congruence also is important to case analysis.

Congruence means there is a one-to-one relationship or agreement between two or more things. There is harmony or compatibility

between two things that are congruent. The two things do not necessarily have to be identical and in most cases are not exactly

alike. Imagine you and your friend share similar taste is music. You both love a particular genre and like many of the same songs.

However, you also dislike some of the songs your friend likes. Because your taste is compatible and you like more of the same songs

asyour friend than you dislike, your taste in musicis congruent. In case analysis, congruence means there is a one-to-one agreement
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or reconciliation between steps in the case analysis process or across an entire case analysis. All the main elements are compatible.
Congruence is more relevant for some phases of case analysis.

Ensure there is robust congruence by considering the following steps.

Step1

Identify and explain how everything thatis relevant in one aspect of the case analysis is also included in another aspect of the
case analysis.
Questions to ask:
o Among specific steps in the case analysis, is everything that is relevant in one step of the case analysis also included in
another step of the case analysis?
= For example, as you learn in section 2.6, the case analysis process includes multiple steps such as analyze a firm's
organizational performance, external environment, and internal environment. Then you synthesize this analysis by
conducting a SWOT (strengths, weaknesses, opportunities, and threats) analysis. It is important that all essential
details that are relevant from the analysis of the firm's organizational performance, external environment, and
internal environment are also present in the SWOT analysis.
o Across the entire case analysis, is everything that is relevant in one step of the case analysis also included in another step
of the case analysis?
= Forexample, as you also learn in section 2.6, the case analysis process consists of thirteen steps. Now ensure every-
thing that is relevant in one step in the case analysis process is carried through and is present in all the steps in the
entire case analysis. Step one focuses on ensuring all essential details are included among steps in the case analysis
and across the entire case analysis.

Step2

Identify and explain how nothing that is relevant in one aspect of the case analysis is absent from another aspect of the case
analysis.
Prompts to consider:
o Among specific steps in the case analysis, ensure nothing relevant in one step of the case analysis is absent from another
step of the case analysis.
= Forexample, ensure nothing thatis relevant from the analysis of a firm's organizational performance, external envi-
ronment, and the internal environment is omitted in the SWOT analysis.
o Across the entire case analysis, ensure nothing relevant in one step of the case analysis is absent from another step of the
case.
= For example, now ensure nothing that is relevant in one step in the case analysis is omitted in another step in the
case analysis. Review the entire case analysis to confirm each essential detail is carried through across all the steps
in the entire case analysis process. Step two focuses on confirming that no essential details are omitted among steps
in the case analysis and across the entire case analysis. As you conduct case analyses, what information is relevant
to be included in each step of the case analysis and what information in important to be present across the entire
case analysis will become clear.

You ensure congruence, which is a one-to-one reconciliation among and across all steps in the case analysis process, by making sure
everything that is essential is included and nothing essential is omitted among and across all steps in the case analysis.



2. INTRODUCTION TO CASE ANALYSIS | 41

Case analysis step Case analysis step Case analysis step
1 1 1_
2 2 2
- 1-1 reconciliation — 1-1 reconciliation -
3 3 3
Across the entire Across the entire Across the entire
case analysis case analysis case analysis

Figure 2.5: Confirm congruence

As you have just learned, line of sight and congruence are similar and distinct. You often assess both together in case analysis, and
the difference can be a matter of emphasis. Line of sight focuses primarily on a direct and clear logic between ideas, and congru-
ence focuses primarily on agreement, compatibility, and harmony between ideas. As you learn in section 2.6, the final step in the
case analysis process is presenting the case analysis. This is not a description or summary of all the preceding steps. This is a rich
and robust narrative that presents the analysis, conclusions, and suggestions for future actions. The presentation needs to be log-
ical and have a clear line of sight between all aspects of the case analysis. This ensures a rational, cohesive presentation. Ensuring
congruence in the case analysis means the conclusions and recommendations are based on the analysis and the presentation does
not suddenly introduce new and unexpected information that has not been previously supported by the analysis. It also ensures no
essential information is omitted. Often in case analysis, when line of sight is strong, congruence is also robust, but this is not always
the case. Itis possible that either line of sight or congruence may be strong and the other weak. That is why it is important to under-
stand how these ideas are related and different.

Now thatyou understand line of sight and congruence and have a clear conception of data, analysis, interpretation, evaluation, and
how they relate, it is now possible to conduct case analysis.

Key Takeaways

Line of sight means there is a direct and clear logic connecting two or more concepts or ideas. Congruence means there is a one-to-one
relationship between two or more things, with agreement, compatibility, and harmony between ideas. In case analysis, it means there

is a one-to-one reconciliation between steps in the case analysis process or across an entire strategic analysis.

2.5 Case Analysis Process

Chapter 1 introduced you to the subject of strategic management. In this chapter, you learn how to apply strategic management
concepts, and analytical frameworks in conducting a case analysis.

Business is fundamentally a profession of doing, of action. To be successful, that action needs to be grounded in knowledge and
evidenced-based decisions. To be industry leading, it needs to reflect inspiration, creativity, and insight.

Business is full of multiple dynamic tensions, and as an area of business, strategic management reflects many of these tensions.
Strategic management embodies tensions between planning methodically and capitalizing on unexpected opportunities; between
making decisions based on evidence and analytics or based on creativity and insight; between focusing on important details and
seeing the bigger picture.
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When conducting a case analysis, you use all of your capabilities, some of which are your preferred ways of operating and some that
may challenge you. For example, though a successful career and life require the ability to consider both minute details and the big
picture, most will naturally prefer one or the other, perhaps showing more skill with one.

In light of this potential difference in skills across expertise, strategic management and its application through case analysis is most
often the focus of diverse and cross-functional teams. Such a team offers the advantage of a diverse range of topic expertise, such
as accounting, business information technology and cybersecurity, finance, insurance and business law, human resource manage-
ment, and marketing. It also utilizes a diverse range of talents and capabilities, ensuring, for example, that the team can focus on
details and the big picture.

Case analysis starts with the objective data mining of company data and becomes more subjective as the process progresses
through analysis, interpretation, and evaluation. A structured case analysis process incorporates both a micro, detail-oriented focus
and a macro, big-picture orientation that considers the entire situation facing a firm.

Case analysis is central to strategic management. Conducting a case analysis follows a structured process. This requires a methodi-
cal approach that relies on a solid cross-functional understanding of business, thorough knowledge of the company, critical think-
ing, insight, judgment, intuition, and creativity.

First consider all the data in a company, and then gradually narrow the focus. Thoroughly analyze all the data available about the
firm. Interpret and evaluate the information that is relevant and useful.

Because the ideas and process build upon each other, the early stages of conducting a case analysis require you ti sequentially
analyze the data, interpret the analysis, and evaluate the information produced so far through analysis and interpretation. As the
review of a firm progresses, return to previous stages and consider the other ideas as well.

Key Takeaways

When conducting a case analysis, you use all of your capabilities, some that may be your preferred ways of operating and some that may
challenge you. Strategic management and its application through case analysis is most often the focus of diverse and cross-functional
teams. This takes advantage of a diverse range of topic expertise and capabilities. Case analysis begins with the objective data mining
of company data and becomes more subjective as the process progresses through analysis, interpretation, and evaluation. A structured
case analysis process incorporates both a micro, detail-oriented focus and a macro, big-picture orientation that considers the entire situ-

ation facing a firm. Case analysis is central to strategic management.

2.6 Case Analysis Steps

Utilize the following process to conduct a case analysis that follows a structured process. There are multiple steps, and conducting a
case analysisin orderisimportant. The overview presented here can be used as a reference as you conduct case analyses throughout
the course. The following chapters discuss each step and the frameworks involved in detail.
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Figure 2.6: Case analysis

1. Analyze a firm's organizational performance.
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Synthesize organizational

performance, and external

and internal analysis using
SWOT analysis

As appropriate, analyze
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business-level, innovation,
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technology, and multinational
strategies

Present
case
analysis

Confirm line of sight
and congruence

a. Use the organizational performance analysis instrument to analyze a firm's organizational performance.

i. Analyze, interpret, and evaluate the firm's mission, purpose, vision, values, and goals.

a. Evaluate line of sight and congruence among the firm's mission, purpose, vision, and values.
ii. Analyze, interpret, and evaluate the firm's financial position.

iii. Analyze, interpret, and evaluate the firm's market position.

iv. Analyze, interpret, and evaluate additional relevant quantitative measures of organizational performance.
v. Analyze, interpret, and evaluate a firm's balanced scorecard.

a. Evaluateline of sight and congruence among the measures in the balanced scorecard.
b. Common-size data and present trends to ensure the analysis is meaningful.

2. Analyze the external environment.

a. Use strategic management analytical frameworks to analyze, interpret, and evaluate the external environment of the

company.

i. Usethe PESTEL analysis instrument to analyze, interpret, and evaluate the general environment.
a. Ensure line of sight and congruence among the elements of the PESTEL analysis.

ii. Usethe Porter's Five Forces analysis instrument to analyze, interpret, and evaluate the industry environment.
a. Ensureline of sight and congruence among the elements of the Porter's Five Forces analysis.
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iii. Use the strategic group analysis instrument to analyze, interpret, and evaluate the competitive environment.
b. Ensure line of sight and congruence among all strategic management frameworks used.
3. Analyze the internal environment.
a. Use strategic management analytical frameworks to analyze, interpret, and evaluate the internal environments of the
company.
i. UsetheVRIOanalysisinstrumentto analyze, interpret, and evaluate the firm's resources, capabilities, and core com-
petencies.
a. Ensure line of sight and congruence among the elements of the VRIO analysis.
ii. Usethe value chain analysis instrument to analyze, interpret, and evaluate the firm's primary and secondary activi-
ties.
a. Ensureline of sight and congruence among the elements of the value chain analysis.
b. Ensure line of sight and congruence between and among all strategic management frameworks used.
4. Synthesize the organizational performance and the external and internal analysis using SWOT analysis.
a. Synthesize the organizational performance and the internal and external analysis using a SWOT analysis.
b. Ensure line of sight and congruence between the analysis from the strategic management frameworks and the SWOT
analysis.
5. As appropriate to the case, analyze strategies: Corporate-level, business-level, innovation, sustainability and ethics, tech-
nology, and multinational strategies.
a. Usestrategic management analytical frameworks to analyze, interpret, and evaluate strategies.
b. Ensure line of sight and congruence within analysis of each strategy.
6. Determine major areas of strategic concern.
a. Identify the major areas of strategic concern from the SWOT and any additional analysis of strategies.
b. Ensure line of sight and congruence between the SWOT analysis and the major areas of strategic concern.
7. Determine strategicissue.
a. Determine the strategic issue from the major areas of strategic concern.
b. Ensure line of sight and congruence between the major areas of strategic concern and the strategic issue.
8. Determine strategic alternatives.
a. Determine strategic alternatives.
b. Ensure line of sight and congruence between the strategic issue and the strategic alternatives.
9. Evaluate strategic alternatives.
a. Determine criteria to evaluate the strategic alternatives.
b. Use criteria to evaluate the strategic alternatives.
c. Clearlyindicate how the strategic alternatives meet the evaluation criteria.
10. Recommend strategic alternative.
a. Recommend one strategic alternative using the evaluation criteria.
11. Designimplementation plan.
a. Designanimplementation plan for the recommended strategic alternative.
12.  Confirm line of sight and congruence across the entire case analysis.
13.  Write and/or present case analysis.

2.7 Abbreviated Case Analysis Steps

When learning case analysis, students often conduct an abbreviated case analysis for their first case analysis. An abbreviated case
analysis differs from the longer and more thorough case analysis detailed in section 2.6 by omitting the following steps: (5) As
appropriate to the case, analyze strategies: corporate-level, business-level, innovation, sustainability and ethics, technology, and
multinational strategies; (9) Evaluate strategic alternatives; and (11) Design implementation plan.
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Figure 2.7: Abbreviated case analysis
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Utilize the following process to conduct an abbreviated case analysis that follows a structured process.

1. Analyze a firm's organizational performance.

a. Use the organizational performance analysis instrument to analyze a firm's organizational performance.

i. Analyze, interpret, and evaluate the firm's mission, purpose, vision, values, and goals.

a. Evaluate line of sight and congruence among the firm's mission, purpose, vision, and values.
ii. Analyze, interpret, and evaluate the firm's financial position.

iii. Analyze, interpret, and evaluate the firm's market position.

iv. Analyze, interpret, and evaluate additional relevant quantitative measures of organizational performance.
v. Analyze, interpret, and evaluate a firm's balanced scorecard.

a. Evaluateline of sight and congruence among the measures in the balanced scorecard.
b. Common-size data and present trends to ensure the analysis is meaningful.
2. Analyze the external environment.

a. Use strategic management analytical frameworks to analyze, interpret, and evaluate the external environment of the

company.

i. Usethe PESTEL analysis instrument to analyze, interpret, and evaluate the general environment.
a. Ensure line of sight and congruence among the elements of the PESTEL analysis.
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ii. Usethe Porter's Five Forces analysis instrument to analyze, interpret, and evaluate the industry environment.
a. Ensure line of sight and congruence among the elements of the Porter's Five Forces analysis.
iii. Usethe strategic group analysis instrument to analyze, interpret, and evaluate strategic groups.
b. Ensure line of sight and congruence among all strategic management frameworks used.
3. Analyze the internal environment.
a. Use strategic management analytical frameworks to analyze, interpret, and evaluate the internal environments of the
company.
i. UsetheVRIOanalysisinstrumenttoanalyze, interpret, and evaluate the firm's resources, capabilities, and core com-
petencies.
a. Ensureline of sight and congruence among the elements of the VRIO analysis.
ii. Usethevalue chain analysis instrument to analyze, interpret, and evaluate the firm's primary and secondary activi-
ties.
a. Ensureline of sight and congruence among the elements of the value chain analysis.
b. Ensure line of sight and congruence among all strategic management frameworks used.
4. Synthesize the organizational performance and the external and internal analysis using SWOT analysis.
a. Synthesize the organizational performance and the internal and external analysis using a SWOT analysis.
b. Ensure line of sight and congruence between the analysis from the strategic management frameworks and the SWOT
analysis.
5. Determine major areas of strategic concern.
a. lIdentify the major areas of strategic concern from the SWOT and any additional analysis of company strategies.
b. Ensure line of sight and congruence between the SWOT analysis and the major areas of strategic concern.
6. Determine strategicissue.
a. ldentify the strategicissue from the major areas of strategic concern.
b. Ensure line of sight and congruence between the major areas of strategic concern and the strategicissue.
7. Determine strategic alternatives.
a. ldentify strategic alternatives.
b. Ensure line of sight and congruence between the strategic issue and the strategic alternatives.
8. Recommend strategic alternative.
9. Confirm line of sight and congruence across the entire case analysis.
10. Write and/or present case analysis.

Within the practical constraints of a university term, students are often asked to conduct a second, more thorough case analysis
thatincludes the same information as an abbreviated case analysis with a few additional elements.

Application

Data analytics is at the forefront of business. How does the structured process of case analysis fit into this current trend?
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Key Takeaways

Case analysis follows a structured process. When first learning case analysis, students may conduct an abbreviated version as their first

case analysis.
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2.8 Conclusion

Cases are written scenarios about companies that present real business issues that real firms face. Sometimes they contain reals
facts about real cases. Other times, cases are about a hypothetical company, using realistic but hypothetical data about the organi-
zation. Case analysis is an umbrella term that means applying strategic management concepts and analytical frameworks and tools
toanalyze, interpret, and evaluate company information thatis provided through a written scenario; this information can also come
from researching a company or working directly with a company through a consultancy project.

Conducting a case analysis follows a structured process that involves analyzing data, interpreting the analysis, evaluating the analy-
sis and interpretation, and ensuring line of sight and congruence. Analysis is the process and result of examining all the data avail-
able for the firm and identifying and classifying all the data for each category in a strategic management tool. Interpretation is the
process and result of examining the analysis to identify and explain relationships in the analysis and underlying root causes of the
situation. Evaluation is the process and result of examining the analysis and interpretation to identify and explain the meaning of
the information to the company by considering its impact, relevance, and importance to the company and by identifying the com-
pany's current, potential, or needed assets, organizational capacity, and managerial ability that may support or mitigate the areas of
highest impact, relevance, and importance for the firm. Line of sight means there is a direct and clear logic connecting two or more
concepts or ideas. Congruence means there is a one-to-one relationship between two or more things. When learning case analysis,
students may conduct an abbreviated case analysis as their first case analysis, removing three steps from the full process.

Now thatyou have learned what strategic management and case analysis are in Part |, you focus on analyzing a firm's organizational
performance and its external and internal environments in Part 1.


https://doi.org/10.4324/9780203472118
https://doi.org/10.4324/9780203472118
https://doi.org/10.1016/j.im.2018.05.003

48 | 2. INTRODUCTION TO CASE ANALYSIS

Demonstrate Your Knowledge, Skills, and Competence

Use these questions to test your knowledge of the chapter.

1. Describe what a case is and what case analysis involves.

2. Explain data, analysis, interpretation, and evaluation and how they relate. Illustrate how these support a robust case analysis.

3. Describe line of sight and congruence. Explain how they are different. lllustrate how these support a robust case analysis.

4. Outline the case analysis steps. Explain the connections to the AFI framework.

5. Map out the steps in a case analysis. How steps can you recall without referring to the diagram? Now return to figure 2.6 and be

sure you understand each element in the figure and their relationships.

You just demonstrated your expert knowledge of case analysis by considering these questions thoughtfully. Excellent work!

Figure Descriptions

Figure 2.1: Four steps of analyzing data shown in yellow. (1) Methodically and thoroughly examine all the data available for the firm.
(2) Correctly identify all the data about the firm that the strategic management framework addresses. (3) Accurately classify all the
data about the company for each category in the strategic management tool. (4) Complete the analysis section of a strategic man-
agementinstrument.

Figure 2.2: Four steps of interpreting the analysis shown in yellow. (1) Examine the analysis. (2) Determine whether, how, and in what
ways the information in the analysis is related. (3) Identify and explain underlying root causes of the situation. (4) Complete the
interpretation section of a strategic management instrument.

Figure 2.3: Six steps of evaluating the analysis and interpretation shown in yellow. (1) Examine the analysis and interpretation. (2)
Identify and explain whether, how, and in what ways the information in the analysis and interpretation impacts the company. (3)
Identify and explain whether, how, and in what ways the information in the analysis and interpretation is relevant to the company.
(4) Determine how important the information is to the firm. Action to take if helpful: Rank order the analysis and interpretation,
according to strength ofimportance, such as strong, moderate, or weak tool. (5) Identify the company's current, potential, or needed
assets, organizational capacity, and managerial ability that may mitigate the areas of highest impact, relevance, and importance for
the firm. (6) Complete the evaluation section of a strategic management instrument.

Figure 2.4: Three yellow boxes each representing a different strategic analysis element. An arrow points from the first element to
the second element, and then from the second element to the third element. The arrows represent direct, clear logic.

Figure 2.5: Three yellow boxes each representing a different case analysis step. A double sided arrow points between the first box
and the second box. Another arrow points between the second box and the third box. The arrows represent direct, clear logic.1-1
reconciliation. This process should be done across the entire case analysis.

Figure 2.6: Thirteen yellow boxes connected by a dashed path that leads to the final box titled “present case analysis.” (1) Analyze
organizational performance. (2) Analyze external environment. (3) Analyze internal environment of the firm. (4) Synthesize orga-
nizational performance, and external and internal analysis using SWOT analysis. (5) As appropriate, analyze strategies: corporate
level, generic business level, innovation, sustainability and ethics, technology, and multinational strategies. (6) Determine major
areas of strategic concern. (7) Determine strategic issue. (8) Determine strategic alternatives. (9) Evaluate strategic alternatives. (10)
Recommend strategic alternative. (11) Design implementation plan. (12) Confirm line-of-sight and congruence. (13) Present case
analysis.



2. INTRODUCTION TO CASE ANALYSIS | 49

Figure 2.7: Same flowchart as figure 2.6, except this one has four missing steps. The included steps are: (1) Analyze organizational
performance. (2) Analyze external environment. (3) Analyze internal environment of the firm. (4) Synthesize organizational per-
formance, and external and internal analysis using SWOT analysis. (6) Determine major areas of strategic concern. (7) Determine
strategic issue. (8) Determine strategic alternatives. (10) Recommend strategic alternative. (13) Present case analysis.
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PART Il: ANALYZE ORGANIZATIONAL
PERFORMANCE AND A FIRM'S EXTERNALAND
INTERNAL ENVIRONMENTS

In Part I, we introduced strategic management and case analysis. Part Il continues to follow the AFI framework, expanding on the
case analysis process as you learn how to analyze a firm's organizational performance and its external and internal environments.

In Chapter 3, you consider a company's organizational performance, which provides critical information about a firm's external and
internal environments. You learn what mission, purpose, vision, and values mean to a company, why they are important, and how to
analyze them. This chapter also discusses the difference between performance measures and benchmark measures and the impor-
tance of considering a range of measures to ensure a thorough and robust analysis. Therefore, you learn multiple approaches to
analyze a company's organizational performance, focusing on and analyzing a firm's financial position, market position, and other
relevant quantitative measures. You also learn a model for measuring organizational performance, the balanced scorecard, and
how to analyze it to provide a more comprehensive view of a firm's organizational performance. Finally, you learn what a competi-
tive advantage is and why it is central to strategic management.

In Chapter 4, you learn the strategic management concepts, and analytical tools that support strategically analyzing a firm's exter-
nal environment. A firm's external environment provides a critical outside-in perspective and helps companies to determine attrac-
tive markets in which to operate. A firm's external environment includes those factors, forces, and competitive industry groups
outside the firm's direct control. Part of understanding a firm's external environment is being familiar with the structure of its exter-
nal environment. The chapter teaches you how to analyze the general environment, the industry environment, and the competi-
tive environment. You also learn the role of external analysis in case analysis. The chapter concludes by having you use the PESTEL
analysis instrument to analyze a firm's general environment, the Porter's Five Forces analysis instrument to analyze a firm's industry
environment, and the strategic group analysis instrument to analyze a firm's strategic group.

In Chapter 5, you considera company's internal environment, which provides a critical inside-out perspective of the firm. A company
has direct control over its internal environment. You learn what resources, capabilities, and core competencies are and how these
relate to creating and maintaining a competitive advantage. Next you learn what a resource-based view of a firm is and why it is
important to organizations. The next topic, the VRIO framework, is derived from such a research-based view. You also learn how
isolating mechanisms, including intellectual property, social complexity, and path dependence, serve as a value-added resource for
organizations. After learning what a firm's value chain is and how it is used to identify strengths and weaknesses of an organiza-
tion, you will be prepared to analyze the internal environment of a firm using a VRIO analysis instrument and a value chain analysis
instrument. Analyzing both the external and internal environments of an organization provides a balanced and 360-degree analy-
sis for the firm.
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3. ANALYZE ORCANIZATIONAL PERFORMANCE

Learning Objectives

After engaging with this chapter, you will understand and be able to apply the following concepts.

1. Mission, purpose, vision, and values
Performance measures and benchmark measures
A range of organizational performance measures

Balanced scorecard

i B WD

Competitive advantage

You will be equipped to analyze a firm's

1. Mission, purpose, vision, and values

2. Financial position

3. Market position

4. Otherrelevant quantitative data
5. Balanced scorecard

3.1 Introduction

In Part I, you were introduced to strategic management and case analysis. This chapter continues to follow the AFI framework,
expanding on the case analysis process and teaching you how to analyze a firm's organizational performance.

You now know that strategic management's foundations rest in three questions:

1. Where are we?
2. Where are we going?
3. How are we going to get there?

You also know that these three questions align with the three major stages of strategic management according to the AFI frame-
work: strategic analysis, strategy formulation, and strategy implementation. Strategic analysis addresses the broad question
“Where are we?” Strategy formulation begins to answer “Where are we going?” Strategy implementation addresses the final ques-
tion, “How are we going to get there?”

In this chapter, you learn key organizational performance measures and how to analyze them. You learn what mission, purpose,
vision, and values mean to a company, why they are important, and how to analyze them. This chapter also discusses the difference
between performance measures and benchmark measures and the importance of considering a range of measures to ensure a thor-
ough and robust analysis. Therefore, you learn multiple approaches to analyze a company's organizational performance, focusing
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on and analyzing a firm's financial position, market position, and other relevant quantitative measures. You also learn a model for
measuring organizational performance, the balanced scorecard, and how to analyze it to provide a more comprehensive view of
a firm's organizational performance. Finally, you learn what a competitive advantage is and why it is central to strategic manage-
ment.

This is step one in case analysis.

1. Analyze a firm's organizational performance.
a. Usethe organizational performance analysis instrument to analyze a firm's organizational performance.
i. Analyze, interpret, and evaluate the firm's mission, purpose, vision, values, and goals.

a. Evaluate line of sight and congruence among the firm's mission, purpose, vision, and values.

ii. Analyze, interpret, and evaluate the firm's financial position.
iii. Analyze, interpret, and evaluate the firm's market position.
iv. Analyze, interpret, and evaluate additional relevant quantitative measures of organizational performance.

v. Analyze, interpret, and evaluate a firm's balanced scorecard.

a. Evaluate line of sight and congruence among the measures in the balanced scorecard.

b. Common-size data and present trends to ensure the analysis is meaningful.

Throughout the text, we introduce analysis instruments to support your analysis. Use the organizational performance analysis
instrument to analyze a firm's organizational performance.

Organizational performance analysis instrument

Download an editable version or view this resource in Appendix 1.

3.2 Analyze Mission, Purpose, Vision, and Values

Collectively, a firm's mission, purpose, vision, and values set clear organizational direction that guides all firm decisions and strate-
gies. Organizational leaders define these factors for the firm and then express them in statements for their stakeholders. Itisimpor-
tant that there is a clear line of sight and congruence among these essential organizational elements. If there is no congruence or
weak congruence between any or all of these, the organization will not have clear direction, and this can lead to poor decisions,
weak strategies, and overall poor organizational performance. Of course, strong guiding statements do not guarantee superior firm
performance. A company may have excellent mission, purpose, vision, and values and still make misguided strategic leadership
decisions. However, this does not make it any less important for those four elements to be strong, clear, and congruent.
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Itis not enough for strategic leaders to just ensure that an organization's mission, purpose, vision, and values are aligned; they also
need to align their leadership approach with these factors. Strategic leadership that is aligned to a company's mission, purpose,
vision, and values has the potential to inspire employees, who feel the firm's leadership is authentic and that they are empowered
to contribute meaningfully to the firm's performance. This powerful authenticity has the potential to lead an organization toward

excellent performance.

Collectively, an organization's mission, purpose, vision, and values serve as the foundation for all strategic decisions. They inform
every aspect of a business, both external and internal. For example, among other things, they inform marketing approaches,
asset management approaches, and decisions to cooperate with other organizations. They also influence organizational structure,
human resource policies, and organizational culture.

The primary emphasis for a firm defining and expressing these guiding factors is to capture the organization's distinctiveness. Mis-
sions, purposes, visions, and values that are both distinct and authentic have the potential to drive excellent performance.

The first step in analyzing a firm's organizational performance is to assess its mission, purpose, vision, and values. In analyzing
them, the first important question to ask is whether they are effective. Then consider whether there is a clear line of sight among
them and whether they are congruent. If the answer to either is no, recommend that the company revisit these and bring them into
alignment.

Notonly does there need to be a clear line of sight and congruence among the mission, purpose, vision, and values, strategies must
align with them as well. If strategies do not align, they either need to be adjusted or dropped, or in some cases, the mission, pur-
pose, vision, and values should be revised to stay relevant.

It is important to understand how mission, purpose, vision, and values relate and how they are distinct. It is most important to
understand the concepts behind each and what each aims to accomplish because not all organizations consider and communicate
through all four of the guiding statements. Some companies combine the ideas behind two of the factors, and sometimes compa-
nies use different names for the same ideas. When analyzing a company, it is more important to assess whether each broad concept
is dealt with and communicated than whether a company uses each of these exact terms.

We now review each of these in turn.

Analyze Mission

Missions and mission statements are important for all firms. They are essential for industry leaders who seek to maintain their posi-
tions and drive continued success. When working to revitalize an organization, leaders often focus on reaffirming its commitment

to a clear mission.

A mission statement explains why an organization exists. A well-crafted mission statement captures the essence of the organiza-
tion and answers the questions “Why do we exist?” and “What is our purpose?” For example, a nonprofit might have a mission “to
provide access to clean water in underserved communities,” which clearly expresses why it exists. The mission defines the organiza-
tion's role within society. Just as important as the firm's purpose is its identity, addressed in questions like “What defines us?” and
“Who are we?” A mission is rooted in the firm's past foundation and current identity. Since a mission statement captures the essen-
tial elements of the company's identity from its founding to its reason to exist in the present, mission statements are often written
in the present tense.

In practice, a mission statement also serves to inform key stakeholders why they should invest their trust, resources, and supportin
the organization. For an organization to succeed, it must gain the support of key stakeholders such as employees, owners, suppliers,
partners, and customers.
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For example, Google's mission is “to organize the world's information and make it universally accessible and useful” (Google.com).
Early on, Google pursued this mission by developing a widely popular search engine. Today, the company continues to align with its
mission through various strategic efforts, such as providing the Google Chrome browser, offering free email services through Gmail,
and making books available for online browsing.

Deloitte offers professional services such as consulting, auditing, and advising to assist businesses in resolving difficult problems
and accomplishing their objectives. In this regard, it is clear Deloitte has concentrated on its mission statement: “To make an impact
that matters by delivering measurable, sustainable results to clients and communities” (Deloitte).

Another example is Peloton. Peloton makes fitness accessible by providing the most effective tools, software, content, and guid-
ance. With its linked stationary bikes and streaming fitness classes, they engage in interactive at-home workouts and fitness tech-
nology. In efforts to strengthen its brand and direction, Peloton has focused on its mission statement: “Peloton uses technology and
design to connect the world through fitness, empowering people to be the best version of themselves anywhere, anytime” (Pelo-
ton.com).

Mission statements are often brief and easy to remember. In the
past, they tended to be much longer, sometimes spanning sev-
eral paragraphs, which made it difficult for employees and
other stakeholders to recall or recite them. Over time, compa-
nies have simplified their mission statements, making them
shorter and more memorable. When employees know and
embrace their organization's mission, it boosts their engage-
ment and overall satisfaction. For instance, Nike's simple mis-
sion “to bring inspiration and innovation to every athlete in the
world” (Nike.com) is easy for employees to internalize and work
toward.

When you analyze a firm's mission statement, consider to what
degree it addresses the criteria of a strong mission statement. It

is not necessary that the mission statement meets every one of
these criteria. After all, strong mission statements are short. Use ~ Figure3.1: Peloton
this list as a guide to make your own assessment:

Does the mission statement explain why the organization exists?

Does the mission statement define the organization's role within society?

Is the mission statement rooted in the firm's past foundation and current identity?

Does the mission statement capture the essential elements of the company's identity?

Is the mission statement written in the present tense?

Does the mission statement inform key stakeholders, such as employees, owners, suppliers, partners, and customers, why they
should invest their trust, resources, and support in the organization?

The mission of an organization serves as a foundation for its purpose, vision, and values. We now turn our attention to an organiza-
tion's purpose.

Analyze Purpose

In recentyears, many organizations have increasingly embraced the concept of using a purpose statement to articulate their reason
for existence beyond just profit-making, which differentiates them from mission statements.
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Purpose statements are designed to inspire and unite stakeholders, ranging from employees to customers, around a central pur-
pose. Unlike mission statements, purpose statements often focus on the broader impact an organization seeks to have on society
orits industry. By highlighting the company's contributions beyond its products or services, purpose statements can help organiza-
tions foster trust, loyalty, and a sense of shared responsibility. Purpose statements often reflect a company's stance toward sustain-
ability. Sometimes a company will publish a separate sustainability statement. Sustainability is reviewed in detail in Chapter1o.

A well-crafted purpose statement also serves as a strategic guide, helping organizations navigate complex decisions by providing a
clear framework for evaluating opportunities and challenges. When a company's actions and initiatives are aligned with its stated
purpose, it ensures consistency in decision-making. This alignment fosters long-term success, as organizations are more likely to
prioritize initiatives that resonate with their purpose and contribute to their broader goals. In turn, this can enhance the firm's rep-
utation and attract not only customers but also partners and talent who share a similar vision for the future. With this focus on the
current actions the company is taking, purpose statements are usually written in the present tense.

For example, PwC's purpose is to “build trust in society and solve important problems” (PwC.com). This statement reflects the com-
pany's commitment to addressing critical challenges facing global communities, positioning itself as a trusted partner in fostering
societal progress. By aligning their operations and goals with a clearly defined purpose, organizations like PwC are better able to
engage their workforce, attract like-minded clients, and create lasting, meaningful impact.

Not every company defines a purpose separate from its mission. Some companies address their purpose beyond profit-making
in their mission statements. When analyzing a firm's broad guidance as it is communicated through its missions, purpose, vision,
and values, it is most important to assess whether the company defines and articulates its purpose in addition to profit-making,
whether this is expressed separately in a purpose statement, presented as part of the mission, or even included in another state-
ment.

When you analyze a firm's purpose statement, consider to what degree it addresses the criteria of a strong purpose statement. As
with your analysis of the firm's mission statement, it is not necessary that the purpose statement meets every one of these criteria.
Use this list as a guide to make your own assessment:

Does the purpose statement articulate a firm's reason for existence beyond just profit-making?

Does the purpose statement focus on the broader impact an organization seeks to have on society or its industry?

Is the purpose statement written in the present tense?

Does the purpose statement inspire and unite stakeholders?

Does the purpose statement foster trust, loyalty, and a sense of shared responsibility?

If acompany has not articulated a separate purpose statement, has it addressed the criteria above somewhere else?

With mission and purpose defined, company leaders define their vision and communicate this through a vision statement.

Analyze Vision

An organizational vision statement is a forward-looking or aspirational

statement that captures what a company wants to achieve in the long run. It's
meant to inspire and guide the organization, offering a clear sense of direc-

tion. A good vision paints a picture of a hopeful future, helping to align every- “Where there is no vision, there is no
one around the same vision. Vision statements are usually concise, easy to hope”
understand, and motivate people by showing them what they're working —George Washington Carver

toward. Unlike mission and purpose statements, they are usually written in
the future tense.
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A compelling vision statement can be a powerful tool that leaders can use to energize and align the organization toward where it
wants to be. A clear vision defines what the company aspires to become and helps to shape its strategies. For instance, LinkedIn's
vision is to “[c]reate economic opportunity for every member of the global workforce” (LinkedIn.com). This succinct yet ambitious
vision highlights the company's aspirations to reach every member of the global workforce and assist them by creating economic
opportunities. Consequently, one might expect LinkedIn to feverishly pursue expansion of its offerings around the globe.

One might question the importance of vision statements. How much effect could they have, after all? More than fifty studies have
demonstrated a relationship between vision statements and achieving desired outcomes (Kirkpatrick & Locke, 2012). Not all vision
statements are good, and not all lead to success. Effective vision statements are generally clear, future focused, abstract and chal-
lenging, idealistic, concise, unique, and define success (Hauser, House, Kirkpatrick, & Locke, 2017).

While a well-defined vision can inspire employees, customers, and other stakeholders, strong and effective visions are relatively
uncommon. Vision is the starting point of strategy. Strategy defines the roadmap of how an organization will move from where itis
today to where it wants be according to its vision.

An organization can't thrive if its mission and vision are not aligned. When a company's mission and vision point in different direc-
tions, confusion and inefficiency affect the strategy. For example, early in the development of some companies in the tech industry,
their missions were focused on providing accessible and innovative products for consumers. However, as they grew, some shifted
their visions toward dominating markets or expanding into unrelated areas, creating a conflict between what they originally stood
forand what they aspired to become.

A more recent example comes from higher education. Many universities started with missions centered around providing quality
education to students. As the need for research and innovation grew, the visions of some universities shifted to prioritize global
research prestige. This created confusion among faculty: should they focus on teaching, as the mission suggests, or on research, as
the vision demands? Even today, some institutions struggle to reconcile this tension, as the different emphases create competing
priorities for faculty and staff.

Ultimately, organizations are most successful when mission and vision are aligned. A tech company that aims for both customer-
centric innovation and market leadership, for example, will be more effective if its mission and vision work together to guide
employees in the same direction despite having two potentially conflicting goals.

When you analyze a firm's vision statement, consider to what degree it addresses the criteria of a strong vision statement. As with
your analysis of the firm's mission and purpose statements, it is not necessary that the purpose statement meets every one of these
criteria. Use this list as a guide to make your own assessment:

Is the vision statement a forward-looking or aspirational statement that captures what a company wants to achieve in the long
run?

Does the vision statement inspire and offer a clear sense of direction?

Does the vision statement paint a picture of a hopeful future?

Is the vision statement concise and easy to understand, with the potential to motivate people by showing them what they're
working toward?

Is the vision statement written in the future tense?

Is the vision statement aligned with the mission statement?

Once a company has confirmed their current position with strong mission and purpose statements and articulated their aspirations
for the future through their vision, they can then consider their values. A company's vision serves as the foundation for its values
and goals, which in turn guide the organization toward achieving that vision.
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Analyze Values

In addition to crafting mission, purpose, and vision statements, companies also create corporate value statements that define the
core principles they stand by and expect their employees to uphold. These values are often showcased on company websites to com-

municate what the organization believes in and strives for.

Value statements are important because they not only guide internal culture but also influence how the company is perceived by
stakeholders. Employees are expected to align with these values, and those who don't may find their tenure short-lived. Customers
often choose companies whose values resonate with their own and firms that clearly communicate their principles. When Nike
faced backlash over labor practices, the company revised its value system to emphasize fair labor conditions, showing how values
impact both internal policies and publicimage. Likewise, Ben & Jerry's commitment to social justice can build strong brand loyalty.
Values statements are usually written in the present tense.

Values are also tightly intertwined with strategic management. When formulating strategies and goals, companies must ensure
alignment with their value statements. For example, if a strategy conflicts with a core value like sustainability, it must be recon-
sidered or adjusted. Companies like Tesla, which prioritizes environmental sustainability (Tesla.com), would likely reject strategies
that compromise that value, even if profitable in the short term. Adhering to corporate values ensures that companies maintain

their integrity while progressing toward their long-term goals.

Values statement

Integrity: We do what is right.
Excellence: We never stop learning and improving.
KPMG Courage: We think and act boldly.
Together: We respect each other and draw strength from our differences.
For Better: We do what matters.

Wells Fargo = We want to satisfy our customers’ financial needs and help them succeed financially.

Respect and uncompromising integrity
Succeeding together
RSM Excellence
Impactful innovation
Acting responsibly

Figure 3.2: Values and values statements

Companies like Microsoft emphasize values such as innovation (Microsoft.com), while others, like Patagonia, are known for pro-
moting sustainability and environmental responsibility (Patagonia.com).

Some companies articulate both purpose and values statements, and some only define one. Purpose and values are similar and
distinct. Purpose statements articulate the firm's reason for existence beyond just profit-making, instead focusing on the broader
impact an organization seeks to have on society or its industry, such as AT&T's purpose statement, “Connecting people to greater
possibility—with expertise, simplicity, and inspiration.” Value statements define the core principles that companies stand by and
expect their employees to uphold, such as RSM's value of impactful innovation. While purpose statements may explain the goals of
the firm, the value statement explains why those goals are important. When analyzing a company, it is more important to assess
whether the firm addresses the broader impact it seeks to have on society or its industry (purpose) and defines the core principles it
stands by (values) than it is to focus on where exactly this is communicated.

When you analyze a firm's values statement, consider to what degree it addresses the criteria of a strong values statement. As with
your analysis of the firm's mission, purpose, and vision statements, it is not necessary that the values statements meet every one of
these criteria. Use this list as a guide to make your own assessment:
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Does the values statement define the core principles the firm stands by and expects its employees to uphold?

Does the values statement have the potential to guide organizational culture and also influence how the company is perceived
by stakeholders?

Does the company articulate a separate sustainability statement?

Is the purpose statement written in the present tense?

A company's values reflect their current commitment to a set of guiding principles. Values focus on where the company is headed
by setting the parameters for the firm's goals. The company defines and executes its goals by remaining true to its values.

Values
define the core
principles that
companies stand by
and expect their
employees to uphold

Vision
is forward-looking and captures what a
company wants to achieve in the long run

Purpose
defines the company’s reason for existence
beyond making a profit

Mission
explains why an organization exists and its role in society

Figure 3.3: Analyze mission, purpose, vision, and values

Complete the section titled “Mission Purpose Vision Values” in the organizational performance analysis instrument.

Application

The same principles that guide successful organizations in defining their mission, purpose, vision, values, and goals can be
just as useful for individuals. Thinking strategically about your personal aspirations and how you plan to achieve them can
offer new insights and approaches. Consider applying these concepts to your own life to help clarify your goals, stay focused

on your purpose, and map out the steps needed to move forward effectively.
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Key Takeaways

Organizational leaders define the firm's mission, purpose, vision, and values then express them in statements for their stakeholders.
These are usually published on company websites and easy to find. A mission statement explains why an organization exists. A firm's
purpose statement articulates the reason for the company's existence beyond just profit-making. A vision statement is a forward-looking
or aspirational statement that captures what a company or organization wants to achieve in the long run. Value statements define the
core principles that companies stand by and expect their employees to uphold. It is important that there is a clear line of sight and con-
gruence among these essential organizational elements. When analyzing an organization's mission, purpose, vision, and values, the first
important question to ask is whether they are effective. Then ask whether there is a clear line of sight among them and whether they are

congruent. If not, recommend that the company revisit these and bring them into alignment.
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3.3 Performance Measures and Performance Benchmarks

Once you have analyzed a firm's mission, purpose, vision, and values, next consider the firm's performance in others critical areas
using comparative measures—specifically performance measures and performance benchmarks.

Performance measures are metrics used to track an organization's progress, such as profits, stock prices, or sales figures. These met-
rics provide insights but only offer a partial view of overall performance.

Performance benchmarks, on the other hand, provide context by comparing an organization's metrics to its previous results or to
those of competitors. For example, a company showing a profit margin of 20 percentin 2024, might seem like a strong performance.
However, if that same company had a profit margin of 35 percent in the previous year, and the industry average for 2024 was 40 per-
cent, this new result would indicate a decline.

Application

Consider the ways your performance is measured. How is your academic success measured? For example, your grades and
GPA are performance measures. Your class standing is a measure of your academic standing as measured against other stu-

dents inyour class.

o Think of other ways your performance is measured. Do you work out or play sports? Do you play a musical instrument
or sing? Do you have a job? How is your performance measured in non-academic settings? What is the value of using

both performance measures and performance benchmarks in evaluating your work?

Key Takeaways

Performance measures are metrics used to track an organization's progress, such as profits, stock prices, or sales figures. Performance
benchmarks are standards or reference points used to evaluate an organization's metrics by comparing them to historical data, industry
standards, or the performance of competitors. You can analyze a firm's performance using both performance measures and performance

benchmarks.

3.4 Analyze a Firm's Financial and Market Positions and Other Relevant
Quantitative Data

Once you have analyzed a firm's mission, purpose, vision, and values, the next step is to analyze a firm's financial and market posi-
tions and other relevant quantitative data.

We begin by analyzing a firm's financial position.



Analyze a Firm's Financial Position

An essential measure of organizational performance is a firm's financial land-
scape, which is visualized through analysis of financial data from the indus-
try, competitors, and the firm.

Conducting a financial analysis of a firm is not always straightforward. The
method and calculations are simple enough, and the key measures are
reviewed below. The complexity lies in finding useful data, deciding which
data is meaningful in this context, and presenting the data in an easily
digestible format.

The challenge of grasping the complex nature of organizational financial per-
formance stems from the conflicting views that can arise from using different
benchmarks and metrics. For instance, the Fortune 500 ranks the largest U.S.
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“[W1hile we don't run the company worry-
ing about the stock price in the short run,
in the long run we consider our stock price
a measure of our progress over time.”
—Jamie Dimon, CEO of ]JP Morgan, April 8,

2024

“Our financial focus is on long-term, sus-
tainable growth in free cash flows.”

—Amazon Annual Report, 2020

companies based on sales, but these companies are not necessarily the best . . .
] . o o “Trumpeting EBITDA is a particularly per-
performers in terms of stock price growth. Due to their size, companies like . .
. . . . nicious practice.”
Apple (as of 2024) would find it nearly impossible to double their revenue,
—Warren Buffett, 2002 Letter to Share-

whereas a smaller pharmaceutical company launching a new drug could see bold
olders

exponential revenue growth. In the late 1990s, many internet-based busi-
nesses experienced rapid sales and stock price growth despite posting losses.

Investors who focused solely on sales growth suffered significant losses when

the market shifted its attention to profits and stock prices plummeted.

Despite the problems with these metrics, almost all publicly traded companies discuss measures such as revenue and net income
(Certo, Jeon, Raney, & Lee, 2024). This demonstrates the need for executives to carefully select a balanced yet manageable set of
performance indicators to focus on, ensuring they capture a comprehensive picture without being swamped by excessive data.

Financial measures are key tools for evaluating an organization's profitability and overall effectiveness. These include essential met-
rics like return on assets (ROA), which measures how effectively a company turns its assets into profit. A high ROA suggests efficient
asset use, while a low or negative ROA signals inefficiency. Additional financial measures include return on equity (ROE) and return
on investment (ROI), which offer insight into how efficiently a company is using its resources.

Other popular financial indicators include earnings per share (EPS), net profits, and stock price, which together help answer the cru-
cial question “How do we appear in the eyes of our shareholders?”

These financial metrics are typically featured in annual (10-K) and quarterly (10-Q) reports, providing stakeholders with a transpar-
ent snapshot of the organization's fiscal health. For these numbers to be meaningful, they need to be paired with relevant com-
parisons, such as the company's performance over time or industry benchmarks. For instance, in Tesla's 2022 annual report, the
company highlighted its financial performance over the past five years, focusing on revenue growth, operating margins, and cash
flow, which allowed shareholders to gauge the company's progress and future potential.

This method of financial analysis revolves around ratio analysis, which enables comparisons across companies or time periods,
regardless of size or scale. Ratios like profit margins, debt-to-equity ratios, and asset turnover provide an even playing field for com-
paring firms across different operational scales.
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measures

Liquidity
measures

Leverages
measures

Profitability
ratios

Efficiency
ratios

Market
value

Figure 3.4: Finance ratios (bolded items indicate glossary terms)

Current ratio
(CR)

Debt ratio (DR)

Cross margin
(GM)

Net profit
margin (NPM)

Returnon
equity (ROE)

Returnon
assets (ROA)

Returnon
investments
(ROI)

Inventory
turnover (IT)

Accounts
receivable
turnover (ART)

Market
capitalization
(MO)

Earnings per
share (EPS)

Net profit

Stock price

Current assets /
Current liabilities

Total liabilities / Total
assets

Gross profit / Total
revenue

Net profit / Net
revenue

Net profit/
Shareholder equity

Net profit / Total
assets

(Net profit/
Investment cost) X 100

Cost of goods sold
(COGS) / Average
inventory

Net creditsales /
Average accounts
receivable

Shares outstanding x
Share price

Netincome / Number
of outstanding shares

Total revenue — Total
expenses

The market valuation
of one share of the
company

Indicates ability to pay
short-term obligations

Shows the proportion of assets
financed through debt

Percentage of revenue
remaining after direct costs

Shows profit earned per dollar
of revenue

Measures profitability relative
to equity financing

Assesses efficiency in using
assets to generate profit

Assesses profitability relative
to the cost of investment

Indicates how efficiently
inventory is managed

Assesses efficiency of accounts
receivable management

Reflects the overall market
value of the company

Shows the profitability
attributed to each share of
stock

Reflects the overall profita
company generates

Indicates how investors
perceive the company's future
performance

Target uses CR to assess its ability to cover
short-term obligations with its available assets.

Apple evaluates its DB to understand how much
its assets are financed through debt.

Starbucks uses GM to see the percentage of
revenue left after covering direct costs like coffee
beans and milk.

Netflix examines its NPM to determine profit per
dollar after all expenses.

Goldman Sachs reviews ROE to gauge how
effectively it uses shareholders’ equity to generate
profits.

Tesla checks ROA to measure how efficiently it
uses assets like factories to produce profits.

Apple measures ROI for evaluating the success of
new products.

Walmart tracks IT to understand how quickly it
sells and restocks products.

Microsoft tracks ART to evaluate how quickly it
collects payments from customers.

Amazon uses MC to understand its overall market
value based on stock prices and shares.

Amazon tracks EPS to evaluate its profitability per
shareholder.

Netflix analyzes net profits to evaluate a
company's financial health.

Microsoft monitors its stock price to track
shareholder sentiment.

Complete the section titled “Financial Position” in the organizational performance analysis instrument.

Analyze a Firm's Market Position

Analyzing a firm's market position assesses how a firm compares to its competitors within the market. Two common measures for

evaluating a company's market position are market share and price—earnings (PE) ratio.

Market Share

Formula: Firm's Total Product Revenue / Total Revenue in the Industry
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Market share reflects the percentage of the market controlled by a company. For example, if Netflix generates 35 percent of the total
revenue in the global streaming industry, then its market share in that sector is 35 percent.

Price—Earnings (PE) Ratio
Formula: Stock Price / Earnings per Share (EPS)

The PE ratio shows how much investors are willing to pay for $1in earnings. If a company's stock is priced at $50 per share and gener-
ates $5in annual earnings per share, the PE ratio is 10. A lower PE ratio suggests better value, while a higher PE ratio might indicate
strong market confidence in the company's future growth prospects. For instance, a company like Tesla often has a high PE ratio due
to market optimism about future earnings growth.

Complete the section titled “Market Position” in the organizational performance analysis instrument.

Analyze a Firm's Other Relevant Quantitative Data

Other data sets and trends can offer valuable insights. Trend analysis, for example, can reveal year-over-year changes in production
volume or help forecast economic conditions. Insight can come from company-related data like customer satisfaction rates derived
from surveys, employee satisfaction, strength of the brand, and innovation strengths (measured in new patents and new products
launched). Demographicdata can also be useful, such as forecasts for population growth. Analyzing the age and gender forecasts in
a population can give important insights into potential new customers. Additionally, industry-specific data can offer useful bench-
marks, enabling the analysis of a company's performance relative to average sector growth or innovation rates. By focusing on these
different areas—financial, market-based, and general quantitative measures—organizations ensure they have a well-rounded
view of their performance and are positioned for long-term success.

Complete the section titled “Other Quantitative Measures” in the organizational performance analysis instrument.

Video 3.1: What Is Organizational Performance? [01:56]
The video for this lesson explains how some organizations assess their organizational performance.

Access this YouTube video by scanning the QR code.

Key Takeaways

Analyze a firm's financial and market positions and other relevant quantitative data. Analyze financial data from the industry, competi-
tors, and the firm. Competence with the finance measures in figure 3.4 is essential to conducting a financial analysis of a firm when you
conduct a case analyses. Analyzing a firm's market position assesses how a firm compares to its competitors within the market. Two com-
mon measures for evaluating a company's market position are market share and price—earnings (PE) ratio. Also consider all other quan-

titative data that is relevant to the case, such a brand strength, employee satisfaction, orinnovation.
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3.5 Use a Range of Measures to Address the Complexity of Organizational
Performance

Analyzing firm performance is crucial in strategic management, as leaders need to understand how well their organization is per-
forming to determine if any adjustments are necessary. However, there are many ways to measure performance, and opinions vary
on which metrics matter most. The complexity lies in not just choosing the right measures but also interpreting outcomes, which
may not always reflect the quality of decisions made. Sometimes, good decisions can lead to poor results due to unexpected circum-
stances, such as external crises. For instance, the COVID-19 pandemic disrupted many solid strategies that were previously thought
to position organizations for success.

Using a range of performance measures and benchmarks is essential, as each provides different perspectives on how the organiza-
tionis functioning. Without considering multiple angles, organizations risk missing key insights, which can lead to a skewed under-
standing of their true performance. To get an accurate picture, leaders must analyze performance from a variety of perspectives,
ensuring they grasp both the strengths and weaknesses of their organization's progress.

With so many potential performance metrics and benchmarks, understanding an organization's performance can feel overwhelm-
ing. A study of restaurant companies’ annual reports, for example, identified 788 different combinations of performance metrics
and benchmarks used within just that one industry in a single year (Short & Palmer, 2003).

Leaders analyze their firm by evaluating their current position, focusing on trend examination, and comparing themselves with
industry benchmarks or competitors. For example, return on assets (ROA) measures how effectively a company turns its assets into
profit. A high ROA suggests efficient asset use, while a low or negative ROA signals inefficiency. This analysis goes beyond financial
metrics, incorporating other performance indicators like product quality, employee satisfaction, retention, productivity, and cus-
tomer satisfaction. For instance, Software as a Service (Saas) is a cloud-based software delivery model where applications are hosted
by a service provider and made available to users over the internet. Instead of purchasing and installing software on individual com-
puters or servers, users subscribe to the software on a pay-as-you-go basis, often through monthly or annual plans. In SaaS com-
panies like Netflix or Steam, monthly active users (MAU) is a crucial metric. Assessing various factors from multiple angles enables
companies to gauge their overall performance.

Figure 3.5 shows a few additional key performance measures that are helpful when analyzing a company's organizational perfor-
mance.
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Monthly active
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Number of new customers

(Customers lost during a period / Total

customers at the start) x 100
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Netflix monitors MAU to gauge
customer activity.
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1—Churn Rate) x 100 . L
( ) time maintain a steady user base.
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Figure 3.5: Key measures for organizational performance

When you analyze organizational performance as part of conducting a case analysis, you use a range of measures, requiring a thor-
ough knowledge of the case or company to select the measures that will be most useful. This also requires judgment.

Key Takeaways

When you analyze organizational performance as part of conducting a case analysis, you use a range of measures. Selecting the most
useful measures requires a thorough knowledge of the case or company. It also requires judgment. Competence with the measures in

figure 3.5 is essential to conducting an analysis of a firm for a case analysis.

3.6 Analyze a Firm's Balanced Scorecard

Understanding organizational performance requires a multidimensional approach. Just as a pilot must monitor multiple gauges,
such as altitude, airspeed, and fuel level, managers must track various performance metrics to ensure their organizations stay on
course. While various financial performance measures are essential indicators, they are only one component of the bigger picture.

To help managers assess performance beyond just financial measures, Harvard professors Robert Kaplan and David Norton devel-
oped the balanced scorecard. This tool encourages a broader evaluation of an organization's performance by focusing on multiple
key areas. The balanced scorecard framework emphasizes a balance between financial indicators and other critical measures that
influence long-term success.

The balanced scorecard suggests that managers track performance across four perspectives: financial, customer, internal business
processes, and employee learning and growth. We reviewed the financial measures in section 3.4. Here we focus on the additional
measures in the balanced scorecard: customer measures, internal business processes measures, and employee learning and growth

measures.
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Analyze Customer Measures

Customer measures reflect how well a company attracts, satisfies, and retains customers. These measures answer the question
“How do customers view us?” Examples include metrics like new customer acquisition rates, customer satisfaction scores, and
repeat customer percentages.

For instance, Amazon emphasizes customer retention by offering services like Amazon Prime, which encourages loyalty through
faster shipping, exclusive content, and personalized shopping experiences. Additionally, Amazon gathers extensive customer data
to anticipate consumer needs and adapt its offerings accordingly.

Analyze Internal Business Process Measures

Internal business process measures focus on organizational efficiency and answer the question “What must we excel at?” Internal
business process measures include production times, delivery efficiency, and new product development speed.

For example, Toyota's commitment to lean manufacturing focuses on reducing waste in its production processes. By streamlining
assembly lines and improving supply chain coordination, Toyota continuously works to reduce the time it takes to manufacture
vehicles while maintaining quality standards.

Analyze Learning and Growth Measures

Learning and growth measures provide insights into how an organization can continue to innovate and create future value. These
metrics answer the question “Can we keep improving and adding value?” They often focus on employee development, innovation
capabilities, and adapting to changing market conditions.

A company like Google, for example, prioritizes learning and growth by offering employees continuous opportunities for training
and skill development. This not only keeps the workforce agile and innovative but also ensures that the company remains competi-
tive in a fast-evolving tech landscape. Metrics in this category might include the number of new technologies introduced or the per-
centage of employees who undergo skill upgrades annually.

Return on assets (ROA)

Return on equity (ROE)
Financial measures How a firm is performing financially Return on investment (ROI)

Stock price

Profits

Number of new customers
Number of repeat customers
Percentage of repeat customers

How well a company attracts, satisfies, and retains

Customer measures
customers

Production times

Internal business process . R Delivery efficiency
How efficient the organization is
measures New product development speed
Speed serving a customer

Learning and growth How a business can continue to innovate and create  Average number of new skills learned by each
measures future value employee every year

Figure 3.6: Analyzing organizational performance using the balanced scorecard

Complete the section titled “Balanced Scorecard” in the organizational performance analysis instrument.
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Adding the measures considered in the balanced scorecard to those reviewed in the preceding sections offers a more thorough
analysis of organizational performance.

Application

The balanced scorecard provides a well-rounded view, helping managers understand where the organization stands and
where improvements can be made. Similarly, individuals can apply this framework to evaluate their personal performance

and growth across these same dimensions. Complete the following table for yourself.

Sf:oreca‘r o Ask yourself
dimension

After graduation, what are my initial strategies to improve my personal wealth? Do | have student loans to repay? Do | have cash
reserves, for example in a savings account? Do | have good credit and the ability to assume new debt to start a business or buy a
home? Do | have current investments? What is my strategy to begin saving for retirement?

Financial
measures

Customer  How strong is my professional network? How might | strengthen this and use it more effectively? What contacts can | make and
measures | strengthen while | am still attending university? How can | use my online professional network more effectively?

Internal What have | learned from my university education and current work experience about completing work efficiently to a high
business standard? How has the time it takes me to complete assignments and work tasks improved? How could | improve this time
process further? Whatis my plan to accomplish this? What have | learned about myself when working with others and in teams? How

measures  could | improve my teamwork further? What is my plan to accomplish this?

I;Grz]a;irnmg What new skills do | plan to develop now for the future? What licenses and certifications do | plan to obtain? Am | planning to earn
rowth a graduate degree? What growth and development goals do | have that relate to living a well-rounded life that may indirectly
ﬁ’neasures influence my career, such as emotional, mental, behavioral, and physical health goals or hobbies and friendships?

Figure 3.7: Apply the balanced scorecard to yourself

Key Takeaways

The balanced scorecard offers a comprehensive framework for executives to evaluate their organization's achievements across four criti-

cal dimensions: financial, customer, internal processes, and learning and growth.
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3.7 Competitive Advantage

Although financial metrics like accounting measures and stock market returns provide insight into a firm's short-term performance,
they often fail to capture long-term success. These indicators can be misleading, as they are influenced by random market fluctu-
ations. A company might experience a stroke of good fortune that results in high profits despite having a weak strategic position.
On the other hand, a company with solid business fundamentals may suffer temporary setbacks and report disappointing profits.
Another limitation of relying solely on these measures is that some companies, especially in growth phases, intentionally reinvest
profits to fuel future expansion. This means their financial statements may not reflect their true health, even if they are thriving.

In strategic management, the focus often shifts from these financial measures to the concept of competitive advantage. This can
be better understood through economic value creation (EVC), a concept that measures the difference between what a customer is
willing to pay for a product (WTP) and the cost of producing that product.

EVC=WTP—Cost

In this equation, WTP is the maximum amount a customer would pay, while cost represents the expense the firm incurs to produce
the product. The price a consumer actually pays is not included in this calculation.

Economic value creation can vary between companies, even when they sell similar products. This is because production costs and
customers’ willingness to pay may differ from one firm to another. Consequently, some firms generate more economic value than
their competitors, leading to differences in competitive standing.

A company is said to have a competitive advantage when its economic value creation exceeds that of its competitors. For example,
if Firm A and Firm B produce similar goods, but Firm A creates more economic value (either through lower production costs, higher
customer willingness to pay, or both), then Firm A holds a competitive advantage over Firm B. The magnitude of this advantage is
the difference in the economic value created by each firm.

Competitive advantage is valuable for several reasons. Unlike profits and stock prices, which are influenced by market volatility,
competitive advantage reflects deeper, more stable dynamics. If a firm increases its competitive advantage, it means either its costs
have decreased, consumers’ willingness to pay has increased, or both, signaling true strategicimprovement.

Additionally, competitive advantage accounts for the success of firms that reinvest their earnings; a company might report minimal
accounting profits because it reinvests heavily in innovation or product development, yet it can still have a strong competitive posi-
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tion if its economic value creation remains high. For example, if Firm A reinvests most of its profits back into the business, it may
report low accounting profits, but its competitive advantage could grow, as customers see more value in its product.

In practice, economicvalue creation is a more widely used and recognized concept than similar measures like economicvalue added
(EVA), especially when discussing competitive advantage in strategic management. EVC focuses more directly on the relationship
between customer value and production costs, making it a useful tool for understanding long-term strategic success.

Competitive advantage is the unique characteristics and capabilities of a firm that allow a firm to outperform its competitors.

Key Takeaways

In analysis carried out for strategic management, the focus often shifts from financial measures to the concept of competitive advantage.
A company is said to have a competitive advantage when its economic value creation exceeds that of its competitors. Competitive advan-
tage is the unique characteristics and/or capabilities of a firm that allow a firm to outperform its competitors. This advantage can be bet-
ter understood through economic value creation (EVC), a concept that measures the difference between what a customer is willing to

pay fora product (WTP) and the cost of producing that product (EVC = WTP — Cost).
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3.8 Conclusion

By analyzing a wide range of areas related to organizational performance in this chapter, you are now able to provide a more com-
prehensive analysis of a firm's organizational performance. The process begins with analysis of a firm's mission, purpose, vision,
and values. When analyzing organizational performance data, it is useful to consider a wide range of performance measures and
benchmark measures to ensure you capture a thorough and robust picture of the firm. Analyze a firm's financial position, its mar-
ket position, and other relevant quantitative measures. Analyze a company's balanced scorecard, including customer measures,
internal business process measures, and employee learning and growth measures. This thorough review of an organization's per-
formance supports a more holistic view of their operations and informed evidenced-based decisions that promote sustained suc-
cess. This approach helps managers understand where the organization stands and where improvements can be made. Analyzing a
firm's organizational performance produces analysis that relates to both the external and internal environments of the company. A
company has a competitive advantage if its economic value creation exceeds that of its competitors. Competitive advantage reflects
deeper, more stable dynamics.
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Analyzing a firm's organizational performance is the first step in case analysis. In the next chapter, we turn our attention to analyz-
ing a company's external environments.

Demonstrate Your Knowledge, Skills, and Competence

Use these questions to test your knowledge of the chapter:

1. Describe mission, purpose, vision, and values and how they are similar and distinct. Do companies always define each one? Dis-
cuss the most useful way to approach these when you conduct a case analysis.

2. Explain performance measures and performance benchmarks. Give an example of each, and explain how your examples illustrate
each.

3. Review figure 3.4 to ensure you understand how to use each measure in case analysis. Test your knowledge by writing down each
ratio and filling in the type of measure, the formula, and its purpose without referring to the figure. If there are any areas you need
to study further, we encourage you to do this now, as they will be highly useful throughout the rest of the course.

4. Describe market share and PE ratio. Explain how they are used to analyze a firm's market position.

5. What other types of relevant quantitative data may be useful when you conduct a case analysis? Explain their roles in case analy-
sis.

6. Discuss why using a range of measures is important when you analyze a case.

7. Review figure 3.5 to ensure you understand how to use each organizational performance measure in case analysis. Test your
knowledge by writing down each metric and filling in the formula and its purpose without referring to the figure. If there are any
areas you need to study further, we encourage you to do so now.

8. Describe what a company's balanced scorecard measures and why this is a useful tool. Explain how considering alternative mea-
sures in addition to financial measures is useful and how this gives a broader measure of an organization's performance.

9. Discuss competitive advantage. Explain the concept, the formula, and its role in strategic management.

You are now competent at analyzing a firm's organizational performance. Congratulations!

Figure Descriptions

Figure 3.3: Blue pyramid divided into four horizontal sections. From top to bottom, the sections are labeled values, vision, purpose,
and mission. Values define the core principles that companies stand by and expect their employees to uphold. Vision is forward-
looking and captures what a company wants to achieve in the long run. Purpose defines the company's reason for existence beyond
making a profit. Mission explains why an organization exists, and its role in society.

Figure References
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4. ANALYZE THE EXTERNAL ENVIRONMENT

Learning Objectives

After engaging with this chapter, you will understand and be able to apply the following concepts.

1. Theexternal environment of a company
The structure of the external environment
The general environment of an organization
The industry environment of a company

The competitive environment of a firm

o v B w D

The role of external analysis in case analysis

You will be equipped to analyze a firm's

1. Industry, market, and market segment
2. General environment using the PESTEL analysis instrument
3. Industry environment using the Porter's Five Forces analysis instrument

4. Competitive environment using the strategic group mapping analysis instrument

4.1 Introduction

As you have learned, strategic management and case analysis follow a structured process through strategic analysis, strategy for-
mulation, and strategy implementation. Case analysis begins with analyzing a company's organizational performance, which you
learned in Chapter 3.

In this chapter, you learn the strategic management concepts and theories and the analytical frameworks and tools that support
strategically analyzing a firm's external environment. This includes understanding whatis included in a firm's external environment
and how the environment is structured. You learn how to analyze the general environment, the industry environment, and the com-
petitive environment. You also learn the role of external analysis in case analysis, as analyzing the external environment of a com-
pany provides a critical outside-in perspective and helps companies to determine attractive markets in which to operate.

4.2 The External Environment

Before you can analyze the external environment of a company, you must first know what makes up the external environment and
why analyzingitisimportant. All organizations operate in an external environment. The external environment includes everything
outside a company that influences its ability to create and sustain a competitive advantage. The forces, factors, and actions of com-
petitors that operate in a firm's external environment are all outside the direct control of a firm.
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Understanding a firm's external environment is crucial because it is a source of opportunities that can be harnessed to support a
firm's competitive advantage. The external environment s also a source of threats that must be mitigated to ensure continued com-
pany success.

Key Takeaways

The external environment includes everything outside a company that influences its ability to create and sustain a competitive advan-
tage. The forces, factors, and actions of competitors that operate in a firm's external environment are all outside the direct control of a
firm. The external environment is a source of opportunities that can be harvested to support a firm's competitive advantage and threats

that must be mitigated to ensure continued company success.

4.3 The Structure of the External Environment

In strategic management, the structure of a firm's external environment consists of the general environment, the industry environ-
ment, and the competitive environment. This section introduces analytical instruments you use to support your analysis of each of
these elements.

The Ceneral Environment

The first and broadest level of a firm's external environment is the general environment (also known as the macro environment).
The general environment consists of the societal events and trends that impact all firms in an industry, including political, eco-
nomic, sociocultural, technological, environmental, and legal factors. The PESTEL framework is the strategic management frame-
work used to analyze the general environment. The factors in an organization's general environment are the furthest away from the
firmin origin, and the firm has the least influence over these factors.

The Industry Environment

The second level of the external environment is the industry environment, and it is narrower in focus. Sometimes the industry envi-
ronment is referred to as the task environment. A firm's industry environment consists of the forces that exert influence and pres-
sure over the firm's entire industry. To assess the market attractiveness and profit potential of the industry, you use a Porter's Five
Forces analysis instrument to analyze the bargaining power of suppliers, the bargaining power of buyers, the threat of substitute
products, the threat of new entrants, and the rivalry among existing competitors. In contrast to the factors in the general environ-
ment, the forces and dimensions in an organization's industry environment are closer in proximity to the firm, and the firm has
more influence over these forces.

The Competitive Environment

The third level of the external environment is the competitive environment, and it is the narrowest in focus, consisting of compa-
nies that pursue similar strategies in the same industry—strategic groups. A firm has the most influence over the dynamic influ-
ences in its competitive environment.
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Figure 4.1: Analyze the external environment

Key Takeaways

The external environment consists of the general environment, the industry environment, and the competitive environment. The first
and broadest level of a firm's external environment is the general environment, which consists of the societal events and trends that
impact all firms in an industry, including political, economic, sociocultural, technological, environmental, and legal factors. The PESTEL
framework is the strategic management framework used to analyze the general environment. The second level of the external environ-
ment is the industry environment, which is narrower in focus and consists of the forces that exert influence and pressure over the firm's
entire industry: the bargaining power of suppliers, the bargaining power of buyers, the threat of substitute products, the threat of new
entrants, and the rivalry among existing competitors. Porter's Five Forces framework is the strategic management tool used to analyze
the industry environment. The third level of the external environment is the competitive environment, which is the narrowest in focus

and consist of companies that pursue similar strategies in the same industry.
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4.4 Define the Industry, Market, and Market Segment

Before you can analyze a firm's external environment, you must determine the firm's industry, its market, and the market segment
itis focusing on. A firm's industry, market, and market segments play a crucial role in shaping strategy and performance. Industry is
a group of organizations, businesses, companies, or firms that compete in the marketplace for profit, engaging in similar business
activities and producing or selling similar products or services. A market refers to the overall pool of potential customers for a prod-
uct or service within a specific industry, and a market segment is a distinct group within a market that is identified by shared char-
acteristics like demographics, needs, or behaviors.

Companies in an industry are related in their main activities (the activities that generate the most revenue for the firm). For exam-
ple, many companies finance their products. Automakers finance automobiles, and technology firms finance new technology prod-
ucts. Finance is an important business support unit for the company and one that new business graduates may join and manage.
However, finance is not the main activity of either an automaker or a technology firm, so neither belongs to the finance industry.
Automakers are members of the auto industry, and technology firms are members of the technology industry.

Itisimportant to consider industry and competitor analysis when consider- —
ing the company's positioning and performance. Let's consider Chipotle.

Chipotle is considered to be in the food service industry, which places it
alongside all types of restaurants, from other fast-food restaurants, such as
McDonald's, to exclusive restaurants and even institutional cafeterias, such
as those found on university campuses, and catering services. Although it is
accurate that Chipotle is in the food service business, this is not a useful
industry to consider for most analyses of Chipotle. The restaurant industry
is another possibility. This includes all types of restaurants, from other fast-
food restaurants, such as Kentucky Fried Chicken, to exclusive restaurants,

such as Ruth's Chris Steak House. This is likely still too broad to be helpful in
analyzing Chipotle. Considering restaurants that serve Mexican food is
another potential perspective. This would include food trucks and local
Mexican restaurants. Again, this is likely too broad.

A more pragmatic and useful approach is to consider what other restau-
rants Chipotle directly competes against. Additional choices still need to be
made to determine Chipotle's direct competitors. A competitoris a business
within the same industry that offers similar products or services and com-

petes for customers.

Figure 4.2: Chipotle

Competitors selling products that customers tend to buy one at a time may

compete for the same customer, with only one competitor winning. This applies to products that garner high brand loyalty from
customers. This happens in different circumstances, such as when competitors sell products that are expensive relative to their cus-
tomer's ability and willingness to pay. For example, for many buyers, a vehicle is a major purchase, and many customers have high
brand loyalty to vehicle makers. Many customers buy only one vehicle at a time. In this case, one competitor wins the sale of the
vehicle. Phones, being less expensive than vehicles, are typically purchased more frequently by customers, but they still tend to
show strong brand loyalty to manufacturers. Again, only one competitor wins.

When businesses sell products or services that are less expensive relative to their customer's ability and willingness to pay, a com-
pany is competing for customers at each decision point and each point of sale. This is especially true for consumable goods, such as
food. In the case of eating at fast-food restaurants, although many customers have brand loyalty, many customers eat at multiple
fast-food restaurants.
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This complicates the identification of Chipotle's industry, market, and market segment. Chipotle's direct competitors could include
all fast-food restaurants. On the other hand, Chipotle could be seen as competing directly with Mexican fast-food restaurants. Addi-
tional competitors could be restaurants that focus on fresh ingredients or Mexican grills that serve fresh food. All of these are com-
petitors, to varying degrees.

Chipotle's most direct competitors include Qdoba Mexican Eats, Moe's Southwest Grill, Baja Fresh Mexican Crill, and Rubio's Coastal
Grill. Chipotle also competes, but less directly, with Taco Bell. Finally, other fast-food restaurants, such as Wendy's and McDonald's
are more distant competitors.

When considering Chipotle's market and market segment, there are several important considerations to keep in mind. Remember:
a market refers to the overall pool of potential customers for a product or service within a specificindustry, and a market segment is
adistinct group within a market that is identified by shared characteristics like demographics, needs, or behaviors.

An important element of defining the market and market segments correctly is the determination of the size of the market and
its growth rates. If a company defines its market and market segments too narrowly, the firm may celebrate a high market share
but may also miss out on opportunities in the broader market. If a company defines its market too broadly, there could be a mis-
match between what the company can really offer and what the market demands. Companies must avoid trying to be everything to
everyone. Itis also important to define the company's total market, accessible market, and strategically relevant market (SRM). For
strategic analysis, formulation, and implementation, the strategically relevant market is the main framework to use when assess-
ing the market size and growth rates, the market dynamics, markets trends, and market attractiveness.

From a strategic management perspective, it is pragmatic and useful approach to consider what restaurant subsector Chipotle
inhabits. The restaurantindustry has many subsectors, including fast food, fast casual, casual, full-service, and fine dining. Chipotle
can be considered to operate in the fast casual sector of the restaurant industry. Chipotle's market includes fast casual Mexican
restaurants. Chipotle's strategically relevant market can be defined as urban and suburban customers who want quick customizable
Mexican-inspired food in a casual dining atmosphere. Chipotle's market segment is college students and younger millennials, aged
18—30, who want a healthy meal that is sustainably sourced at a reasonable price point. Customers value convenience, such as being
able to access Chipotle through digital platforms, and transparency in food sourcing.

Ideally, every company wants to operate in an attractive market. One important factor that determines the attractiveness and profit
potential of different industries is the size of the market—more specifically, the size of the firm's strategically relevant market. A
big market is more attractive because there is more demand and more space for various companies to succeed. A second important
factor of market attractiveness is the growth rates of the market. A growing market offers growth opportunities for various compa-
nies and competitors in an industry, whereas growth in a stagnating or even declining market can only be achieved by taking mar-
ket share away from competitors. Typically, companies analyze past growth rates as the compound annual growth rate (CAGR). A
robust and data-driven forecast of the market's future CAGR is critical when determining the attractiveness and profit potential of
an industry. Beyond the size and growth rates, firms need to understand the industry dynamics in their industry.

Every company that engages in the process of strategy formulation must gain a full understanding of the industry in which the
firm operates as well as its market, market segments, and the dynamics affecting the company. This allows the firm to determine
the strategic opportunities and threats that the industry, market, and market segments present to the firm, as well as the firm's
strengths and weaknesses that may be leveraged to address these opportunities and threats.

Following the logic of the “3 Cs” of industry players, a firm needs to thoroughly analyze its competitors, its customers, and its com-
pany. As it relates to a firm's external environment, a firm's competitors include the industry in which a firm operates. A firm's cus-
tomers make up the firm's markets and market segments. The company includes all the internal dynamics of the firm, which is
covered in the next chapter, which focuses on analyzing the internal environment.
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Figure 4.3: The 3 Cs and strategy

Internal environment

Understanding a firm's industry, market, strategically relevant market, and market segment are essential when analyzing a com-
pany. When you conduct a case analysis, begin by defining the firm's industry, market (especially its strategically relevant market),

and its market segment.

Application

market, and market segment for one of your favorite restaurants.

Now that you have seen an example of Chipotle's industry, market, and market segment, identify and discuss the industry,

Key Takeaways

A firm's industry, market, and market segments play a crucial role in shaping strategy and performance. An industry is a group of busi-

nesses that engage in similar business activities and that produce or sell similar products or services. A market refers to the overall pool

of potential customers for a product or service within a specificindustry, and a market segment is a distinct group within a market that is

identified by shared characteristics like demographics, needs, or behaviors.
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4.5 Analyze the General Environment

The general environment is the broadest level of the external environment of a firm and includes societal events and trends that
impactall firms in an industry.

Although factors in a company's general environment are the furthest away from the firm and include those factors that the firm
has the least influence over, these factors influence the success of a business. Executives must continuously scan and monitor devel-
opments in the general environment.

An organization's general environment presents both opportunities and threats. For example, the rapidly changing landscape of
technology, with developments in Al and cloud computing, offers potential opportunities for many companies. Advances in solar
and wind power also can be sources of opportunities in the external environment as many companies move toward goals of net-
zero emissions.

The general environment is also a source of threats that must be mitigated to ensure continued company success. For example, wars
pose threats to supply chains. Changing tariffs on imports threatens trade balances. Successfully navigating these external forces is
key to ensuring a company's sustained success and maintaining its competitive position.

The PESTEL Framework

The PESTEL framework is the strategic management framework that you use to analyze the general environment. Each letter of the
acronym PESTEL represents a factor in the general environment: political, economic, sociocultural, technological, environmental,
and legal.

There are many elements that make up each factor in the PESTEL framework. Figure 4.4 and the explanation following itinclude an
illustrative list of elements that make up each PESTEL factor.

Type of law:
Type of law: Population Statutory law =
dministrative law = Economi rowth Impact of -
a strative la conomic grow / Level of technology npactof passed by Con
governmental growth decline/ climate crisis gress
regulation density
Case law = adjudi-
cated in courts
Age, gender, Level of law:
Tax regulations Inflationrates = and ethnicity Life cycle of technology Weather national, state,
distribution local
L Attitudes
Immigration _ . Natural Import / export
) Exchangerates = toward Level of technological innovation :
regulations ) : disasters laws
inclusiveness
Foreign trade Role of famil . .
sn Interest rates . . Y Rateofnew technology development = Pollution Antitrust laws
regulations in society
Health and safety Stabl!le/ Health . Recycling Copyrightand
. volatility of . Internet infrastructure: urbanvs. rural .
regulation (OSHA) consciousness infrastructure patent laws
stock market(s)
. . . Household . C .
Presidential executive ) Lifestyle Communications infrastructure: Regenerative Consumer
disposable - A .
orders attitudes urbanvs. rural agriculture protection laws

income
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Figure 4.4: PESTEL framework

Political

The political factor in the PESTEL framework focuses on the ways in which governments shape businesses.

It can be easy for students first learning the PESTEL framework to confuse the political category with the legal category. We review
the legal factor later in this section. One distinction is that governmental regulations are best categorized as political.

To understand governmental regulations that are best categorized as political and how this differs from what is best categorized
as legal, it is helpful to briefly review how government regulation is created through the federal executive branch of government
because this is the governmental regulation the PESTEL framework’s political factor concerns.

In the U.S,, there are three branches of government: the executive, legislative, and judicial. There are also three levels of govern-
ment: federal, state, and local. There are multiple types of law, and they are created through different governmental processes by
different branches of government.

Federal executive governmental agencies, such as the Occupation Safety and Health Organization (OSHA), make administrative
law. The administrative law made by governmental agencies form the basis of federal governmental regulations. Administrative
law that regulates business is binding, and companies must follow it. A few of the governmental regulations that business must
follow are tax regulations, immigration regulations, foreign trade regulations, and OSHA regulations that address employee health
and safety.

In addition to promulgating regulations, the federal executive branch of government in the U.S. also issues presidential executive
orders. For example, a July 9, 2021, presidential executive order by then-President Joe Biden titled “Executive Order on Promoting
Competition in the American Economy” directly impacts businesses. Statutory and case law are reviewed under the legal section of
the PESTEL framework.

Types of governmental regulation differ in different countries. When U.S. companies operate outside of the United States, it is
important for company legal teams to understand under what conditions U.S. regulations apply and when regulations of the other
country apply.

In addition to governmental regulation and presidential orders, there are other aspects of the general environment that are
impacted by political factors. Corruption and political instability in a country can also impact the general environment.

Economic

The economic segment of the PESTEL framework focuses on the broad economic events and trends that impact the general envi-
ronment. These include, and are not limited to, the degree of growth in the economy, inflation rates, exchange rates, and interest
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rates. It also includes the recent and long-term stability or volatility of the stock market(s). The amount of available household dis-
posable income impacts the general environment. The job market is an essential element of the economic picture of the general
environment. This includes job market growth and unemployment rates. The gross domestic product (GDP) of a country is also an
important indication of the economic factor for the general environment.

Sociocultural

The sociocultural factor in the PESTEL framework includes a society's culture, norms, and values. A sociocultural aspect to consider
when analyzing the general environment is composition of the population, including population growth and decline and its den-
sity. Considering the percentage of the population that lives in urban, suburban, and rural communities is valuable. It is also valu-
able to analyze the age, gender, and ethnic distribution across a population. Perspectives can vary among different groups.

Understanding attitudes and values across multiple dimensions of the population can give a helpful picture of the sociocultural fac-
tor of the PESTEL framework. Consider attitudes and values toward the role of family in society and health consciousness. Attitudes
and values about work-life balance and general lifestyle, as well as attitudes and values toward careers, can be important sociocul-
tural factors to consider.

Changing values at work that are relevant for business now could be:

Desire and expectation to partially work from home (hybrid work)

Rights movements like #BLM or #MeToo

Heightened sensitivity regarding climate change and expectations that business plays its role in fighting it
Individualism continuing to grow

Analyzing the tolerance for risk can also be helpful when assessing the sociocultural factor of the PESTEL framework.

Technological

Technology influences the general environment in multiple ways. The level of technology in the general environment is important,
as is the life cycle of technology. The life cycle of technology, which covers the commercial journey of a new technology from devel-
opment and growth to decline, may have an influence on the level of technological innovation, which influences the rate of new
technology development. Technology is dependent upon the appropriate infrastructures to enable its use. Consider internet and
communications infrastructures and how urban and rural environments impact these. The digital divide considers access to tech-
nology along geographical and socioeconomic lines. Automation has been important for a while. Robotics is a growing technology
that influences the technological factor of the PESTEL framework. Specific new technologies are always important, such as genera-
tive artificial intelligence (Al), cloud and quantum computing, augmented reality (AR), and virtual reality (VR).

Environmental

Environmental factors are important when analyzing the general (or macro) environment. The climate crisis is an essential focus
of this factor. Weather and natural disasters impact the general environment. Pollution has a large impact. Although many share a
value to reuse, repurpose, and recycle, there can be significant variations in the infrastructures that support these values and activi-
ties. Regenerative agriculture seeks to balance the needs for food production and the needs of the environment. As more consumers
become interested in organic and recycled products, the market for securing organic and recycled supplies is increasing. As many
companies set carbon-neutral or net-zero goals, the demand for green energy sources is increasing. The infrastructure to support
green energy is an important aspect of the environmental factor for the PESTEL framework.
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Legal

In addition to administrative law and presidential executive orders discussed above under the political factor, there is statutory law
that is passed by the legislative branch of government, Congress. There also is case or common law that is based on cases adjudi-
cated in the judicial system, the courts. Case law sets precedents that guide future actions. Both types of law must be followed and
are categorized under the legal factor of the PESTEL tool. In addition to understanding where law is made, it is also useful to under-
stand at what level of government the law has been passed—federal, state, or local—because this indicates the jurisdiction of the
law. Some of the federal law thatimpacts businesses include import and export laws, antitrust laws, and copyright and patent laws.
Federal laws that govern consumer protection, labor, and antidiscrimination are also crucial focuses of the legal factor. Federal envi-
ronmental laws address ways businesses interact with the environment.

Now that you understand the PESTEL framework, it is time to conduct an analysis of the general environment. The PESTEL analysis
instrument introduced below supports you when you conduct an analysis of PESTEL factors in the general environment. Once you
have conducted the analysis, the instrument structures your interpretation of the analysis and your evaluation of the analysis and
interpretation. You then make recommendations to the firm based on your analysis, interpretation, and evaluation.

The first step when you analyze the general environment using the PESTEL analysis instrument is to analyze the case data related
to each PESTEL factor.

PESTEL analysis instrument

Download an editable version or view this resource in Appendix 2.

Analyze Data about the General Environment

Step1

Methodically and thoroughly examine all the data available about the general environment that relates to each PESTEL factor:
political, economic, sociocultural, technological, environmental, and legal.

Step2

Identify and classify all the data about the general environment that relates to each PESTEL factor: political, economic, socio-
cultural, technological, environmental, and legal.
Questions to ask:

o Whatinformation about the general environment relates to each PESTEL factor?

o Inwhich PESTEL factor does this information fit best?

Step3
Complete the analysis section of the PESTEL analysis instrument.
Be specificabout what data in the case applies to each of the PESTEL factors. Your analysis needs to focus on the present and specific

organizational context and must address what is happening with this firm, at this time, in this place, and under these circum-
stances. Avoid making general statements that apply either to many industries or to this company always.


https://pressbooks.lib.vt.edu/app/uploads/sites/161/2025/05/Analysis-Instrument-PESTEL.docx

For example, imagine you are analyzing Ford Motor Company,
and you are considering the impact of governmental regula-
tionsand policy on sales. Avoid statements like, “Governmental
regulation impacts sales.” This statement applies to many
industries and has applied to Ford for some time. Although the
statement is true, being more specific is helpful. Instead, you
may analyze the influence of governmental regulations and
policy on Ford, writing something along the lines of “The IRS
$7,500 tax credit for new plug-in electric vehicles (EVs) or fuel
cell vehicles (FCVs) influenced Ford sales in 2023 by X%. Presi-
dent Trump's retrenching of governmental support for clean
technologies threatens Ford's sales of EVs and FCVs.” It takes a
thorough knowledge of the case to be able to provide this
much more robust analysis of the influence of political regula-
tion and policy on Ford. Continue to analyze the influence of
governmental regulation and policy on Ford until you have
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Figure 4.5: Ford

exhausted an analysis of all the data in the case that relates to the political factor. When you have exhausted your analysis of the

influence of the political factor on Ford, move onto analyzing the economic, sociocultural, technological, environmental, and legal

factors. This level of detail in your analysis supports the next steps in the analysis process: interpretation and evaluation.

After completing your analysis related to each PESTEL factor, your next step is to interpret the analysis.

Interpret the Analysis

Step1

Examine the analysis of each PESTEL factor: political, economic, sociocultural, technological, environmental, and legal.

Step 2

Identify and explain whether, how, and in what ways the information in the analysis is related.

Questions to ask:

o How does your analysis within each PESTEL factor relate?

* How do the political factors relate?

* How do the economic factors relate?

* How do the sociocultural factors relate?

* How do the technological factors relate?

* How do the environmental factors relate?
* How do the legal factors relate?

o How does your analysis in each PESTEL factor relate to your analysis of other PESTEL factors?

= Forexample: How does your analysis of the political factor relate to your analysis of the legal factor? Continue this

until you have considered all combinations of factors that are relevant to the case.

o What elements of your analysis of PESTEL factors were a surprise?

o Arethere incongruencies between the elements of analysis of PESTEL factors?
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Step3

Identify and explain underlying root cause(s) of the situation.
Question to ask:
o What may be causing the information identified in your analysis of PESTEL factors?

Step4
Complete the interpretation section of the PESTEL analysis instrument.

The next step is to evaluate the interpretation of your analysis.

Evaluate the Analysis and Interpretation

Step1
Examine the analysis and interpretation you have just completed.
Step2

Identify and explain whether, how, and in what ways the information in the analysis and interpretation in the PESTEL analysis
instrument impacts the industry and company.
Questions to ask:
o How does each element of the analysis and interpretation in the PESTEL analysis instrument impact the industry and
company?
o From a holistic point of view, looking across all the information in the analysis and interpretation in the PESTEL analysis
instrument, how does the information impact the industry and company?

Step3

Identify and explain whether, how, and in what ways the information in the analysis and interpretation PESTEL analysis instru-
ment is relevant to the industry and the company.
Questions to ask:
o How is each element of the analysis and interpretation in the PESTEL analysis instrument relevant to the industry and
company?
o From a holistic point of view, looking across all the information in the analysis and interpretation in the PESTEL analysis
instrument, how is the information relevant to the industry and company?

Step4

Determine how important the information is to the industry and the firm.
Action to take (if helpful):
o Rank the analysis and interpretation PESTEL analysis instrument according to strength of importance, such as strong,
moderate, or weak.
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Steps

Identify the company's current, potential, or needed assets, organizational capacity, and managerial ability that may support
or mitigate the areas of highest impact, relevance, and importance for the firm.
Questions to ask:
o What are the company's current, potential, or needed assets that may support or mitigate the areas of highest impact,
relevance, and importance for the firm?
o Whatis the company's organizational capacity that may support or mitigate the areas of highest impact, relevance, and
importance for the firm?
o What managerial ability does the company possess that may support or mitigate the areas of highest impact, relevance,
and importance for the firm?

Step 6
Complete the evaluation section of PESTEL analysis instrument.

The final step is to recommend action to the firm based on your analysis, interpretation, and evaluation.

Recommend Action to the Firm
Step1

Make recommendations to the company to leverage opportunities in the general environment.
Step2

Make recommendations to the company to mitigate threats in the general environment.
Step3

Place the recommendations in the instrument in the section titled “Recommendations.”

A PESTEL framework takes a snapshot of the general environment. Building on this snapshot, the PESTEL analysis instrument
enables you to interpret the analysis, evaluate the analysis and interpretation, and make recommendations to the firm. This trans-
forms a PESTEL analysis from a static picture of the general environment to a dynamic process that considers the elements within
the PESTEL analysis, which is much more helpful to a firm than a static snapshot.

When you analyze a case, use the strategic management framework and the analysis instrument to support your analysis. The goal
is not to complete every aspect of the analysis instrument with the same degree of information. The goal is to thoroughly analyze
the data in the case.

When you analyze a case, you analyze the specific PESTEL factors present in the case. Each factor in a case does not necessarily
impact the case to the same degree. For example, you may find that the political, sociocultural, technological, and legal factors have
the greatest influence on a case and that economic, sociocultural, technological, and environmental factors influence another case.

We have now considered the general environment, which is the first and broadest level of a firm's external environment. We also
reviewed the PESTEL framework, which is the strategic management framework that is used to analyze the general environment.
You have completed a PESTEL analysis using the PESTEL analysis instrument. It is now time to turn your attention to the next level
of the external environment: the industry environment.
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Application
Choose one of your favorite companies.

o Apply the PESTEL framework to that company.
o Give an example of each factor, and explain how your examples illustrate each PESTEL factor.
o Use the PESTEL analysis instrument to structure your analysis, interpretation, and evaluation. What recommenda-

tions would you make to the company based on your analysis?

Key Takeaways

The PESTEL framework is the strategic management framework that you use to analyze the general environment. Each letter of the
acronym PESTEL represents a factor in the general environment: political, economic, sociocultural, technological, environmental, and

legal.

Bibliography
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4.6 Analyze the Industry Environment

The industry environment is the second level of the external environment, and it is narrower in focus than the general environment.
Sometimes the industry environment is referred to as the task environment.

The industry environment is important because it includes the dynamics that shape the profit potential and market attractiveness
of anindustry and the influence of direct competitors on a firm. How profitable a firm may be in an industry is important for many
reasons. When company executives are considering entering a new industry, the market attractiveness and profit potential of the
industry is essential information. The industry environment also considers the impact of direct competitors. Understanding the
industry environment can help executives decide where in an industry to position a company. This is also valuable information
when a firm is deciding whether to divest a company in an industry.
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The Porter's Five Forces Framework

The Porter's Five Forces (Ps5) framework is the strate-
gic management framework used to analyze the
industry environment. The Porter's Five Forces -
reat of new
framework was introduced in a 1979 article by entrants

Michael Porter of Harvard Business School.

The framework considers five forces in an industry
that influence the profit potential and industry
attractiveness in the industry. Executives of compa-
nies currently competing in the industry and those

. 3 . - A . Bargaining Rivalry among Bargaining

considering entering or exiting an industry utilize power of existing power of
- . i tit
the Porter's Five Forces framework to make essential suppliers competitors buyers
decisions.
The framework is made up of four factors on the out-
side surrounding a central factor (see figure 4.6). The
four outside factors represent opportunities and
threats to existing companies in the industry and Threat of
those firms considering entering or exiting the substitute
products

industry. Executives of companies already compet-
ing in the industry need to continuously scan the
industry environment and analyze these opportuni- Figure 4.6: Porter's Five Forces framework
ties and threats. Businesses considering entering or
exiting the industry consider these factors when making their decision. Rivalry among existing competitors, which is in the center

of the Porter's Five Forces framework, represents the relationships of companies currently competing in the industry.

Porter's Five Forces framework is a dynamic framework, as the forces interrelate and impact each other. When none of the five forces
work to undermine profits, then the profit potential of the industry is strong. If all the forces work to undermine profits, then the
profit potential of the industry is weak. Most industries fall between these extremes.

Bargaining Power of Suppliers

When suppliers have a high bargaining power, there is less industry profit potential, and when suppliers have a low bargaining
power, there is more industry profit potential.

High Bargaining Power of Suppliers Means Less Industry Profit Potential

When suppliers have greater leverage over the competitors in an industry than the competitors in the industry have over the sup-
pliers, then the bargaining power of suppliers is high. Suppliers can increase their prices either incrementally or suddenly. A price
increase from suppliers reduces competitors’ profit margins and can have a detrimental impact on their success. Suppliers can also
analyze the potential value of entering the market as a competitor.
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Figure 4.7: High bargaining power of suppliers

As seen in figure 4.7, there are multiple factors that contribute to suppliers in an industry having high bargaining power, including
the following.

1. Incumbent firms experience high switching costs as they change suppliers.

When incumbent firms experience high switching costs when changing suppliers, this gives the current supplier a high bar-
gaining power. There are many reasons an incumbent firm may experience high switching costs. For example, a company
may experience financial switching costs due to a disruption in supply chains during a change in suppliers. Firms may also
experience high psychological switching costs when they have longstanding and productive relationships with suppliers
that enable quick resolutions of any potential problems. In both instances, the supplier has a high bargaining power over
the incumbent firm.

2. There are no substitutes for the supplier's products or services.

When there are no substitutes for the supplier's products or services, the current supplier has a high bargaining power.
Imagine a company that has no immediate alternatives of suppliers to choose from. Until other suppliers arrive in the mar-
ket, the current supplier has a monopoly on the company's supply, giving the supplier very high bargaining power.

3. Thesupplier's products are differentiated.

When the supplier's products are differentiated, the supplier has multiple product lines, meaning a single product is a
smaller portion of the supplier's total business. In this case, the supplier is less dependent on a single product and can afford
to hold out for favorable prices, distribution contracts, or other conditions. This gives the current supplier a high bargaining
power.
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4. Thesupplier can compete in the new industry.

When the supplier can compete in the new industry, it is possible for the supplier to enter the industry as a competitor to
incumbent firms. This gives the current supplier a high bargaining power because incumbent firms are motivated to keep
outa new competitor.

5. Incumbent firms rely on suppliers to be profitable.

When incumbent firms rely on suppliers to be profitable, any changes to the supply quantity, quality, and availability will
have an immediate impact on the incumbent firm's bottom line. In this case, the current supplier has a high bargaining
power.

6. Suppliers are dominated by a few companies.

When suppliers are dominated by a few companies, incumbent firms have fewer choices of suppliers. This gives the current
supplier has a high bargaining power.

Low Bargaining Power of Suppliers Means More Industry Profit Potential

When suppliers have less leverage over the competitors in the industry than the competitors in the industry have over the suppliers,
then suppliers have less bargaining power. Suppliers may need to lower their prices to remain suppliers to the industry. This
strengthens competitors’ profit margins and increases the probability of their success.

Bargaining Power of Buyers

Buyers are the customers to the industry's incumbent firms. When buyers have a high bargaining power, there is less industry profit
potential, and when buyers have a low bargaining power, there is more industry profit potential.

High Bargaining Power of Buyers Means Less Industry Profit Potential

When buyers have greater leverage over the competitors in an industry than the competitors in the industry have over the buyers,
then the competitors may be forced to lower their prices or increase the quality of their products. This weakens competitors’ profit
margins and makes them less likely to be prosperous. The power of buyers increases when they demand a lower price or higher-
quality product because this impacts the profit margin of the industry's incumbent firms. Buyers can also analyze the potential
value of entering the market as a competitor.
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Figure 4.8: High bargaining power of buyers

Low Bargaining Power of Buyers Means More Industry Profit Potential

When buyers have less leverage over the competitors in an industry than the competitors in an industry have over the buyers, then
competitors can raise their prices and enjoy greater profits.

Industry Concentration

Both suppliers and buyers have more bargaining power in concentrated industries. Industry concentration refers to the extent to
which large firms dominate an industry; since there are both suppliers and buyers in highly concentrated industries, both benefit

from greater concentration.

One way to measure industry concentration is to examine the percentage of total industry output that is produced by the four
biggest competitors. An industry has a high concentration when the four biggest competitorsin an industry represent 80 percent to
100 percent of the total industry output. When the four biggest competitors have a total industry output of 50 percent to 79 percent,
the industry has a medium concentration. An industry has a low concentration when the four biggest competitors in an industry
represent less than 50 percent of the total industry output.

Threat of Substitute Products

A substitute is a product or service that comes from outside the existing industry but fills the same need for existing industry cus-
tomers while offering some additional value. Because they are products or services from outside the industry, substitute products
may come close to meeting the current customer need but by a different means. Sometimes substitute products generate a new
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demand for a product or service that did not previously exist in the industry. A substitute product or service is not the same thing as
a product or service offered by a competitor, which is covered under competitive rivalry.

High Threat of Substitutes Means Less Industry Profit Potential

A high threat of substitutes limits the price incumbent firms can charge for their goods. Therefore, a high threat of substitutes
reduces industry profit potential.

Sometimes substitutes are so effective that they disrupt the industry, meaning that all or most of the industry demand for the pre-
vious product or service becomes obsolete. For example, navigation systems were a big market with products like TomTom that sold
many different navigation devices. Customers also paid substantial premiums for cars with an in-bult navigation system. With the
emergence of Google Maps, Wayz, Apple Maps, and other navigation apps that are part of everyone's smart-phone, the market has
shrunk significantly. Navigation apps on smart-phones have substituted dedicated navigation devices, disrupting the industry. An
industry that is threatened by such a disruption due to possible substitute products and services is unattractive.

Low Threat of Substitutes Means More Industry Profit Potential

A low threat of substitutes has little impact on the price incumbent firms can charge for their products and services. A low threat of
substitutes increases industry profit potential.

Threat of New Entrants

New entrants are companies that are not currently competitors in the industry but may become competitors in the future. A pri-
mary difference between the threat of substitutes and the threat of new entrants in the Porter's Five Forces framework is that the
threat of substitutes concerns products or services that come from outside the industry but fill the same need for existing industry
customers while offering some additional value, while the threat of new entrants analyzes the threat of companies that are not cur-
rently competitors in the industry but may become competitors in the future. The more profit potential an industry has, the more
attractive it is to potential new entrants.

High Threat of New Entrants Means Less Industry Profit Potential

There are many factors that contribute to a high threat of new entrants. The three previous forces we have considered—threat
of substitute products, bargaining power of buyers, and bargaining power of suppliers—can contribute to a high threat of new
entrants. When suppliers consider entering the market as a competitor, they become a threat as a new entrant. When buyers con-
sider entering the market as a competitor, they become a threat as a new entrant. The company that makes a substitute product or
service is likely to become a new entrant. This illustrates the interrelationships of the forces in the Porter's Five Forces framework.

Low Threat of New Entrants Means More Industry Profit Potential

There are barriers that reduce the threat of potential new entrants to existing firms in the industry. These are referred to as entry
barriers.
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Economies of
scale

When the scale needed for the lowest possible production cost is high, the threat of entry is lowered.

Capital

: When capital requirements to enter a new industry is high, the threat of entry is lowered.
requirements

Advantages . . . . .
inde engent of When incumbent firms possess high levels of brand loyalty, favorable locations, proprietary technology, cumulative
size P learning and experience, and preferential access to supplies and distribution channels, the threat of entry is lowered.

Switching costs = When switching costs are high, the threat of entry is lowered.

Network effects = When network effects are present, the threat of entry is lowered.

§§I\/igr/nment When governmental policy restricts competition, the threat of entry is lowered.
Expected When a new entrant expects incumbent firms to retaliate, such as by initiating a price war when they enter the industry, the
retaliation threat of entry is lowered.

Figure 4.9: Entry barriers to new entrants

Economies of Scale

Economies of scale are cost advantages that firms with large outputs have because they can spread their fixed costs across more
units of production. Some of these fixed costs include, but are not limited to, many of the functional business units, such as finance,
accounting, human resource management, information technology, and sales and marketing. They also may be able to capture
some efficiencies by using technology in more innovative ways and creating a more specialized work force. When the scale needed
for the lowest possible production cost is high for a potential new entrant into the industry, the threat of entry is lowered.

Capital Requirements

Capital requirements are related to economies of scale. Capital requirements include the investment required to enter a new indus-
try. When capital requirements to enter a new industry are high, the threat of entry is lowered.

Advantages Independent of Size

Incumbent firms in an industry have advantages independent to size. Some of these include high levels of brand loyalty, favorable
locations, and proprietary technology. In addition to these advantages, incumbent firms also have the advantage of the cumulative
learning and experience they have acquired from being successful in their industries. They may also have established preferential
access to supplies and distribution channels. When incumbent firms possess high levels of brand loyalty, favorable locations, pro-
prietary technology, cumulative learning and experience, and preferential access to supplies and distribution channels, the threat
of entry is lowered.

Switching Costs

Switching costs are the costs that customers incur when they switch from one vendor to another. Switching costs are most often
monetary. They can also be psychological. When a customer is loyal to a brand and switches to another brand, there can be a psy-
chological cost to the customer in switching to the new vendor. There are mental or emotional barriers to making a switch. Brand
loyalty is a classic example. Customers of music streaming platforms might resist switching to a competitor because of familiarity
and comfort with the service they use. A Spotify customer may be hesitant to switch to Apple Music and may experience a drain
on their mental energy as they navigate the learning curve of using a new system. They may also experience an emotional drain as
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music platform loyalty may be shared by friends and their friends may not be using the new service. When switching costs are high,
the threat of entry is lowered.

Network Effects

Network effects are the positive effects one user has on other users of a product or service. The stronger the network effect, the
higher the value of a product or service when the number of users increases. Network effects can be encouraged through friends
and families. They can also be encouraged through social media and the use of influencers to be associated with a product or ser-
vice. When network effects are present, the threat of entry is lowered.

Government Policy

Governmental policy can have either positive or negative effects on the threat of potential new entrants to an industry. When gov-
ernmental policy encourages competition, the threat of entry is raised. When governmental policy restricts competition, the threat
of entry is lowered.

Expected Retaliation

Incumbent firms with longevity in an industry have the capacity to enter and withstand a price war when a new firm enters the
industry. The new entrant may not have the capacity to withstand this tactic. The fact that incumbent firms may enter a prolonged
price war is an example of expected retaliation. The expected retaliation must be credible to deter a potential new entrant to an
industry. When a new entrant expects incumbent firms to retaliate, such as by initiating a price war when they enter the industry,
the threat of entry is lowered.

Rivalry among Existing Competitors

Unlike the four aspects on the outside of the Porter's Five Forces framework, which represent opportunities and threats to existing
companies in the industry and opportunities for firms considering entering or exiting the industry, rivalry among existing competi-
tors represents the relationships of companies currently competing in the industry.

Competition among rival firmsin anindustry can be intense. Companies seek to differentiate their products and services from those
of their competitors.

Differentiation is how a company makes its products distinct from its competitors. How Apple makes a Mac distinct from a PCand
an iPhone different from a Galaxy phone are examples of differentiation.

Businesses use a variety of marketing approaches to communicate the ways in which their products and services are differentiated
from those of their competitors. Companies also compete in a highly competitive market through new offerings and price cuts to
maintain and attract new customers. High levels of rivalry in an industry reduce the profit potential of the industry.
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The number of

competitors in the
industry is high. Competitors are of

similar size and power.

Inventory in the industry
exceeds current
demand.

The product or service is

perishable. Industry growth is slow.
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competitors

Competitors’ strategies Differentiation among
are not transparent. competitors is low.

Incumbent firms are
committed to the
industry.

The fixed costs in the
industry are high.

Exit barriers are high.

Figure 4.10: High rivalry between competitors

As the arrows in the Porter's Five Forces framework show, the four forces on the outside of the framework—the bargaining power of
suppliers, and the bargaining power of buyers, the threat of substitutes, and the threat of new entrants—all exert pressure on the
rivalry of competitors.
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Figure 4.11: Porter's Five Forces and profit potential

When the five forces are low, then the profit potential and market attractiveness of the industry is strong.

Now that you understand the Porter's Five Forces framework, it is time to conduct an analysis of the industry environment using the
Porter's Five Forces analysis instrument included in Appendix 3. The instrument structures your interpretation of the analysis and
your evaluation of the analysis and interpretation, enabling you to then make recommendations to the firm based on your analysis,
interpretation, and evaluation.

Porter's Five Forces analysis instrument

Download an editable version or view this resource in Appendix 3.

Follow a similar process as that outlined in section 4.5 for the PESTEL analysis.

The Porter's Five Forces framework is a valuable framework for analyzing the industry environment. It is most productive to consider
each aspect of the framework in turn. A Porter's Five Forces analysis is generally framed as analyzing more dynamic features of the
external environment than does the PESTEL framework. This is because the five elements of the framework are dynamic and inter-
related.

In using the Porter's Five Forces analysis instrument, you interpret the analysis, evaluate the analysis and interpretation, and make
recommendations to the firm, which is made more effective thanks to the dynamic nature of Porter's Five Forces analysis.


https://pressbooks.lib.vt.edu/app/uploads/sites/161/2025/05/Analysis-Instrument-Porters-Five-Forces.docx
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Collaboration

Porter's Five Forces framework is useful, but it has limitations. The Porter's Five Forces framework assumes the amount of profit
potential in an industry is fixed and that, if a firm is to make more profit, it must take that profit from a rival, a supplier, or a buyer.
This is not always the case. Some companies collaborate, which creates a larger pool of profit that benefits all parties in the collab-
oration. Collaboration is reviewed in greater detail in Chaptero.

Analyze Customers’ Current and Future Needs

While Porter's Five Forces analysis covers the customer perspective through the perspective of the buying power of buyers, compa-
nies need to embark on an even more specific and thorough analysis of customers’ current and future needs to formulate strategy.
Every strategy developed must allow the firm to meet or exceed customer needs better than its competitors. Hence, a robust under-
standing of present and future customer needs is critical for the success of every strategy. The firm must understand who its current
and future main customers are. Which market segments, customer groups, and main customers will drive strategic success for the
firm? Will the firm serve a variety of smaller customers, or will its future success depend on winning with a few industry-leading
customers?

When formulating strategy with a clear right to win, winning with customers is the guiding star of strategy formulation. Hence, the
firm must understand the following customer-related key areas.

Who are the main customers with whom the firm's future success stands and falls? Who are the industry leaders and drivers
in the market that command a high market share that the firm needs to win?

For example, BASF Care Chemicals’
business (producing chemical ingredi-
ents for the home and personal care
industry) relied heavily on a few key
customers like Procter & Gamble,
Unilever, L'Oreal, Johnson & Johnson,
and Colgate, among others. Without
winning with these key customers,
BASF's Care Chemicals business would
never be able to reach its visions and
strategic objectives.

Understand and estimate the Figure4.12: BASF Care Chemicals

share of wallet the firm holds with

the most important customers who will drive its success. The share of wallet is a metric that measures how much of a cus-
tomer's spending goes toward a particular company compared to its competitors. The share of wallet indicates the depth of a
client relationship and how well a firm is performing with key customers and against its competitors. A typical strategic objec-
tive is to increase the share of wallet with key customers.

For all customers, but especially the above key customers, the firm must understand the customers’ strategy. Where will key
customers go, and how can the firm's customers strategize through their own products and services? The firm wants to help its
(key) customers implement their strategy, which makes the firm a strategic partner and key supplier.
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Staying with the BASF Care Chemicals example, Unilever's corporate strategy revolves around sustainability leadership. Integrating
the innovation of sustainable and environmentally friendly chemical ingredients into BASF's Care Chemicals strategy aligns the
firm's strategy with the strategy of key customers in the market, allowing BASF to form a strategic partnership with key customers
and helping them to reach their own strategic objectives.

What are the customers’ met and unmet needs? The firm wants to understand the key customers’ current and future needs. It
is important to understand unmet customer needs because they present an opportunity to drive competitive differentiation
by offering solutions for currently unsolved customer problems. This approach also links closely to innovation management
as one element of business strategy.

What are the principle buying factors in the market, and what is the main source for competitive differentiation (like price,
technology, innovation, customer service, product portfolio, etc.)?

What is the cost to serve versus the willingness to pay for key customers?

The process for finding answers to the above strategic questions is called customer exploration. This process of understanding
potential and existing customers to uncover their needs, preferences, and buying behaviors is a critical step in developing a cus-
tomer-centric business strategy. Customer exploration allows organizations to align their products, services, and strategy with what
their target customers truly value and are willing to pay for. In a dynamically evolving business environment, successful companies
prioritize customer exploration as a continuous activity. It informs product innovation, improves customer relationships, and pro-
vides a competitive advantage by adapting to market changes and to shifting customer expectations. Primary and secondary mar-
ket research are used to better understand customer needs as a guiding star of strategy development.

An easy and effective approach to customer exploration is simply asking key customers what they expect from the firm. Seeking
input from key customers is essential for a successful strategy. These input and feedback mechanisms include direct surveys or polls,
online reviews and ratings, social media interactions and the use of “big data.” Another important approach in customer exploration
is customer journey mapping. This involves tracking the steps a customer takes when interacting with the firm, from initial aware-
ness to post-purchase behavior. A customerjourney map highlights the customer's pain points and areas of opportunity that can be
integrated into the strategy development as a means to identify opportunities and threats in the industry.

Application
Use the same example of one of your favorite companies that you used with the PESTEL framework in section 4.5.

o Now apply the Porter's Five Forces framework to that company.
o Give an example of each force, and explain how your examples illustrate each Porter's Five Forces force.
o Use the Porter's Five Forces analysis instrument to structure your analysis, interpretation, and evaluation. What rec-

ommendations would you make to the company based on your analysis?
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Key Takeaways

The Porter's Five Forces framework is the strategic management framework used to analyze the industry environment. The Porter's Five
Forces framework considers five forces in an industry that influence the profit potential and industry attractiveness of that industry: the
bargaining power of suppliers, the bargaining power of buyers, the threat of substitute products, the threat of new entrants, and the
rivalry among existing competitors. Porter's Five Forces framework is useful, but it has limitations. The Porter's Five Forces framework
assumes the amount of profit potential in an industry is fixed and that, if a firm is to make more profit, it must take that profit from a
rival, a supplier, or a buyer. This is not always the case. Some companies collaborate, which creates a larger pool of profit that benefits
all parties in the collaboration. While Porter's Five Forces analysis covers the customer perspective through the perspective of the buying
power of buyers, companies need to embark on an even more specific and thorough analysis of customer's current and future needs to
formulate strategy. Customer exploration is the process of understanding potential and existing customers to uncover their needs, pref-
erences, and buying behaviors. Itis a critical step in developing a customer-centric business strategy, allowing organizations to align their

products, services, and strategy with what their target customers value and are willing to pay for.

4.7 Analyze the Competitive Environment

The third level of the external environment is the competitive environment, and it is the narrowest in focus, consisting of compa-
nies that pursue similar strategies in the same industry. A firm has the mostinfluence over the dynamicinfluences in its competitive
environment.

Strategic Group

A company is a member of a strategic group, which includes firms that pursue similar strategies in the same industry. A strategic
group consists of industry competitors that have similar characteristics to each other and differ in important ways from the com-
panies in other strategic groups. Each firm in the strategic group seeks to create and sustain a competitive advantage. There are
important differences among strategic groups, such as research and development investment, the use of technology and technol-
ogy innovation, product differentiation, distribution channels, and even customer service approaches.

Firms in the same strategic group are direct competitors. Competition tends to be more intense among firms in the same strategic
groups, which is known as intragroup rivalry. Competition among different strategic groups is intergroup rivalry and is less intense
than intragroup rivalry.

To create and sustain a competitive advantage, executives need to know as much as they can about their competitors. This includes
understanding their direct competitors in their strategic group as well as dynamics among strategic groups. This analysis supports
decisions about where to position a firm relative to its competitor. When considering strategic moves, the strategies being consid-
ered or implemented by other members of a strategic group are often the best examples for executives to consider. The strategies
pursued by firms in other strategic groups are alternative paths to success and can inform a firm's strategic choices.
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Strategic Group Mapping

Strategic group mapping is the strategic management framework used to analyze strategic groups. It analyzes performance differ-
ences among clusters of firms in the same industry. Figure 4.13 shows a strategic group map for the competitive environment of the
American automotive industry.
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Model variety
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Figure 4.13: Strategic group mapping

Analyzing strategic groups using the strategic group mapping analysis instrument follows Porter's Five Forces analysis well because
there are similarities between the rivalry among existing competitors in the Porter's Five Forces analysis and strategic groups in
strategic group mapping.

Strategic groups in most industries differ along a few essential dimensions. To map competitors in the same industry into strategic
groups, follow these steps:

1. Identify the most important dimensions that characterize the strategic groups. These represent company commitments that
are both difficult and costly to reverse. They include, but are not limited to, product price, product line, research and develop-
ment investment, the use of technology and technology innovation, product differentiation, distribution channels, and even
customer service. This varies by industry.

2. Choose two dimensions from this list of the most important dimensions that characterize the strategic groups.

3. Map these two dimensions. Use an X (horizontal) for one dimension, with low on the left and high on the right. Use a Y (verti-
cal) axis for the other dimension, with low at the bottom and high at the top.

4. Graphthe firmsin the strategic group based on these two dimensions using bubbles.

Indicate the market share of each firm by the size of its bubble.
Circle those firms with the most in common.

An example of a common X-and Y-axis pair is price and product line. Another common example for one of the axes is business-level
strategy.
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Strategic group mapping analysis instrument

Download an editable version or view this resource in Appendix 4.

When you conduct a case analysis, you use the strategic group mapping analysis instrument to analyze strategic groups, following
a similar process as outlined for the PESTEL analysis. The strategic group mapping analysis instrument structures your analysis.

Analyze Competitors’ Strategy and Expected Competitive Moves Using a SOAR
Analysis

The strategic group framework provides important information as to the most relevant and most important competitors of the
firm. Additional competitive intelligence with information about the main competitors and rivals is necessary and important in
anticipating competitors’ next strategic moves. The firm needs to integrate assumptions about these strategic moves into the for-
mulation of the firm's own strategy. For example, in strategy formulation, it is critical to know if a main competitor intends to enter
or leave market segments of strategic importance for the firm. In addition, understanding whether competitors are doing well or
not or whether they want to grow aggressively or are satisfied with their current both present critical input to the formulation of a
meaningful and robust strategy.

The SOAR framework provides a systematic approach to analyzing and understanding the expected strategic moves of main com-
petitors. SOAR is an acronym that stands for strategy of the rival, objectives of the rival, assumptions of the rival, and resources of
therival.

Strategy of rival
(how the rivalis currently
competing)

Objectives of rival
(strategic and
performance

objectives of rival)

Firm’s strategy
(formulation in response to
SOAR dimensions of its main
competitors)

Assumptions of rival
(assumptions the rival holds
about itself and the industry)

Resources, capabilities,
and core competencies
of rival
(key strengths and
weaknesses of rival)

Figure 4.14: SOAR framework


https://pressbooks.lib.vt.edu/app/uploads/sites/161/2025/05/Analysis-Instrument-Strategic-Group-Mapping.docx
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S: Strategy of the Rival

A robust understanding of a competitor's expected strategic moves starts with the analysis of the competitor's current strategy. The
firm needs to understand the strategic importance of its own targeted market and market segments the understand the strategy of
the competitor. The firm also wants to understand the competitiveness of its rivals today and in the future.

O: Objectives of the Rival

In the second step, the firm analyzes the strategic and performance objectives of its competitor. What are the business aims of the
competitor for individual business support units and as a whole? What are the competitor's objectives for regional and global mar-
kets? This will help the firm further understand how intense future rivalry may be and the implications for future market attractive-
ness.

A: Assumptions of the Rival

In the third step, the firm analyzes the assumptions that a competitor holds about itself and the industry. What is the competitor's
definition of the market, and what are the competitor's assumptions regarding the development of the market and the industry?
Are there any historical (emotional) ties to the business? Are there any national influences that would impact the competitor's strat-
egy and competitive actions? What is the competitor's attitude to risk?

R: Resources, Capabilities, and Core Competencies of the Rival

In the fourth step, the firm looks at the resources, capabilities, and core competencies of its rival. The firm wants to understand the
strengths and weaknesses of the competitor as well as their possible market exit barriers. For example, knowing that the competi-
tor faces high possible market exit barriers means that it will be more challenging for the firm to push this specific competitor out
of the market as part of its own strategy.

Understanding these four elements of the SOAR analysis helps the firm to integrate these dimensions of its main competitors into
its own new strategy. This includes answers to these questions:

Is the competitor happy with the present situation?

How will the competitor act in all probability?

What changes could appear in the strategy of the competitor?

In which areas is the competitor vulnerable?

Which strategic actions of the firm would provoke a serious strategic response from the competitor?
Which strategic move would trigger the strongest counterreaction?

After conducting a thorough SOAR analysis, the firm has a much better understanding of competitive moves and responses that
the firm needs to integrate into its own strategy formulation process. This allows the firm to make a well-informed decision regard-
ing the strategic “battlefield” in relation to its main competitors.

Theidea that a company chooses its battlefield is based on the premise thatideally, a firm wants to offer distinct resources, capabil-
ities, and core competencies to unique markets and market segments. A company aims to avoid a strategy that leads to an overlap
in resources, capabilities, and core competencies and/or overlaps in markets and market segments with its competitors.
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A firm wants to avoid a strategy that leads the firm to operate
in markets and market segments with strong competitive rival-
ries. The company also aims to avoid competing in the same
markets with firms with similar resources, capabilities, and
core competencies.

Ideally, the firm wants to avoid a strategy that leads to an over-
lap in both market segments and resources with its competi-
tors. A strategy that leads the firm to operate in markets and
market segments with strong competitive rivalries and com-
pete in the same markets as firms with similar resources, capa-
bilities, and core competencies is a less attractive strategic
choice.
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Avoid

and core competencies
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Low
High
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market segments

Figure 4.15: Choice of battlefield

Application

Use the same example of one of your favorite companies that you used with the PESTEL and Porter's Five Forces frameworks.

o Now apply strategic group mapping to that company.

o Who are the company's closet competitors?

o Use the strategic group mapping analysis instrument to structure your analysis, interpretation, and evaluation. What

recommendations would you make to the company based on your analysis?

Key Takeaways

A company is a member of a strategic group, which includes firms that pursue similar strategies in the same industry. Strategic group

mapping is the strategic management framework used to analyze strategic groups. The SOAR framework provides a systematic approach

to analyzing and understanding the expected strategic moves of main competitors. SOAR is an acronym that stands for strategy of the

rival, objectives of the rival, assumptions of the rival, and resources of the rival. A firm wants to offer distinct resources, capabilities, and

core competencies to unique markets and market segments.
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4.8 External Environment in Case Analysis

Analyzing the external environment is the second step of case analysis:

2. Analyze the external environment.

a. Usestrategic managementanalytical frameworks to analyze, interpret, and evaluate the external environment of the com-

pany.

i. Usethe PESTEL analysis instrument to analyze, interpret, and evaluate the general environment.
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a. Ensure line of sight and congruence between and among the elements of the PESTEL analysis.

ii. Use the Porter's Five Forces analysis instrument to analyze, interpret, and evaluate the industry environment.

a. Ensureline of sight and congruence among the elements of the Porter's Five Forces analysis.

iii. Use the strategic group mapping analysis instrument to analyze, interpret, and evaluate the competitive environ-

ment.

b. Ensure line of sight and congruence among all strategic management frameworks used.

4.9 Conclusion

The external environment includes everything outside a company that influences its ability to create and sustain a competitive
advantage. The forces, factors, and actions of competitors that operate in a firm's external environment are all outside the direct
control of a firm. The structure of the external environment consists of the general environment, the industry environment, and
the competitive environment. Before you analyze a firm's external environment, determine its industry, its market, and the market
segment it is focusing on. The general environment consists of the societal events and trends that impact all firms in an industry,
including political, economic, sociocultural, technological, environmental, and legal factors. The PESTEL framework is the strategic
management framework used to analyze the general environment with the PESTEL analysis instrument. The industry environment
is narrower in focus. The Porter's Five Forces tool analyzes the industry environment. When you conduct a case analysis, you use a
Porter's Five Forces analysis instrument to analyze the market attractiveness and profit potential of the industry by considering the
bargaining power of suppliers, the bargaining power of buyers, the threat of substitute products, the threat of new entrants, and
the rivalry among existing competitors. Analyze customers’ current and future needs. When you conduct a case analysis, you must
analyze the competitive environment by considering strategic groups with the strategic group mapping analysis instrument. Lastly,
case analysis involves analyzing competitors’ strategy and expected competitive moves using a SOAR analysis.

Demonstrate Your Knowledge, Skills, and Competence

Use these questions to test your knowledge of the chapter:

1. Discuss a firm's external environment. Describe what specifically it includes.
Describe the three levels of a company's external environment and the focus of each.
Discuss why defining a company's industry, market, and market segment is important when conducting a case analysis.

Describe the PESTEL factors. Explain the difference between political forces and legal forces.

i B WD

Describe the five forces in Porter's Five Forces analysis and how they relate. Explain what influences the profitability and market
attractiveness, both positively and negatively, of each force.

6. Discuss how analyzing customer current and future needs offers an additional dimension to analyzing a company's industry
environment.

7. Describe a business's strategic group and how analyzing this can be helpful. Explain what you may consider for the X-axis and Y-
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axis.

8. Describe the SOAR framework and how this is used in an external analysis of a firm.

Analyzing a company's external environment is now on your list of skills. Well done!

Figure Descriptions

Figure 4.1: Diagram composed of four concentric circles with varying shades of blue. The innermost circle is labeled “Firm”. Sur-
rounding it, the next circle is labeled as “Analyze competitive environment (strategic group mapping).” Surrounding it, the next cir-
cleis labeled “Analyze industry environment (Porter's five forces)” and includes the threat of substitute products, bargaining power
of suppliers, bargaining power of buyers, rivalry among existing competitors, and the threat of new entrants. Surrounding it, the
nextcircle is labeled “Analyze general environment (PESTEL)” and includes legal, economic, technological, sociocultural, ecological,
and political.

Figure 4.3: Venn diagram consisting of three overlapping purple circles. The top left circle is labeled “Competitors” and includes the
subheading “Industry.” The top right circle is labeled “Customers” and includes the subheadings “Markets” and “Market segments.”
The bottom circle is labeled “Company,” and where all three circles intersect, it is labeled “Strategy.” The two top circles represent the
“External environment.” The bottom circle represents the “Internal environment.”

Figure 4.6: Central cycle representing “Rivalry among existing competitors” surrounded by four blue boxes on each side of the the
circle. The boxes are connected to arrows that point to the central cycle. Clockwise, the boxes read: (1) threat of new entrants, (2)
bargaining power of buyers, (3) threat of substitute products, and (4) bargaining power of suppliers

Figure 4.7: Factors contributing to a high bargaining power of suppliers: (1) The supplier can compete in a new industry. (2) Incum-
bent firms rely on suppliers to be profitable. (3) Suppliers are dominated by a few companies. (4) The supplier's products are dif-
ferentiated. (5) There are no substitutes for the supplier's products or services. (6) Incumbent firms experience high switching costs
when changing suppliers. This graphicis purple.

Figure 4.8: Factors contributing to a high bargaining power of buyers: (1) There are relatively few buyers compared to the number
of firms supplying the industry. (2) The industry's goods or services are standardized or undifferentiated. (3) The buyer group faces
little or no switching costs in changing vendors. (4) The good or service purchased by the buyers represents a high percentage of
the buyer's costs, encouraging ongoing searches for lower-priced suppliers. (5) If a buyer group can credibly threaten to compete
(integrate backward) in the industry if motivated. (6) The good or service purchased by buyer groups is of limited importance to the
quality or price of the buyer's offerings. This graphicis purple.

Figure 4.10: Factors contributing to high rivalry between competitors: (1) The number of competitors in the industry is high. (2) Com-
petitors are of similar size and power. (3) Industry growth is slow. (4) Differentiation among competitors is low. (5) The fixed costs
in the industry are high. (6) Exit barriers are high. (7) Incumbent firms are committed to the industry. (8) Competitors strategies are
not transparent. (9) The product or service is perishable. (10) Inventory in the industry exceeds current demand. This graphicis pur-
ple.

Figure 4.11: Central cycle representing “Rivalry among existing competitors” surrounded by four blue boxes on each side of the the
circle. The boxes are connected to arrows that point to the central cycle. Clockwise, the boxes read: (1) Low threat of new entrants, (2)
Low bargaining power of buyers, (3) Low threat of substitute products, and (4) Low bargaining power of suppliers. Note: The profit
potential of an industry is high when each of the forces in the Porter's five forces analysis is low.

Figure 4.13: First quadrant of an X-Y axis with blue circles representing different automotive brands. The x-axis represents model
variety (compact, full size, SUVs, trucks) and the y-axis represents price, performance, and reputation. At the higher end of the price/
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performance/reputation axis with fewer models are Porsche and Ferrari. BMW and Mercedes Benz are positioned slightly lower and
offer more models. Volkswagen and Honda are situated in the mid-range of price/performance/reputation and in the low-range of
model variety. Toyota, Nissan, and Mazda have mid-to-low range price/performance/reputation and mid-range model variety. Gen-
eral Motors and Ford are placed closer to having many models but with lower price/performance/reputation. Hyundai and Suzuki
are positioned at the lower end of both axes, indicating low price/performance/reputation and fewer models.

Figure 4.14: On the left, four blue boxes representing each letter of S O A R are vertically aligned. “S” stands for “Strategy of rival,”
focused on how rivals are currently competing. “O” is for “Objectives of rival,” concerning strategic and performance objectives of the
rival. “A” represents “Assumptions the rival holds about itself and the industry.” “R” refers to “Resources, capabilities, and core com-
petencies of rival,” indicating key strengths and weaknesses of the rival. Arrows from each of these four boxes point to a single box
on the right labeled “Firm's strategy,” which is a formulation in response to SOAR dimensions of its main competitors.

Figure 4.15: First quadrant of an X-Y axis with four purple boxes. The x-axis represents overlap in markets and market segments and
the y-axis represents overlap in resources, capabilities, and core competencies. Both axis range from low to high. Low overlap in
markets and low overlap in resources is marked yes. High overlap in markets and high overlap in resources is marked no. High over-
lap in markets and low overlap in resources is marked avoid. Low overlap in markets and high overlap in resources is marked avoid.
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5.ANALYZE THE INTERNAL ENVIRONMENT

Learning Objectives

After engaging with this chapter, you will understand and be able to apply the following concepts and theories to your analysis of the

internal environment of a firm.

1. Resources, capabilities, and core competencies and how these relate to creating and maintaining a competitive advantage
The resource-based view of a firm and why it is important to organizations

The VRIO framework and how it is based on the resource-based view of a firm

P W

The ways isolating mechanisms serve as a value-added resource for organizations, including intellectual property, social complex-
ity, and path dependence

5. Afirm'svalue chain and how it is used to identify strengths and weaknesses of an organization

You will be equipped to analyze the internal environment of a firm using:

1. AVRIO framework using the VRIO analysis instrument

2. Avalue chain analysis using the value chain analysis instrument

5.1 Introduction

You now understand how the AFI framework provides a structured process for managing strategy. You also know that the analysis
phase of strategic management answers the question “Where are we?” and includes analyzing a firm's organizational performance,
external environment and internal environment, synthesizing the external and internal analysis, and determining a firm's strategic
issue and strategic alternatives. The analysis phase of strategic management provides an important starting point for strategy for-
mulation.

You have now analyzed a company's organizational performance, which provides critical information about a firm's external and
internal environments. You have also analyzed a company's external environment, which provides a critical outside-in perspective
and helps companies to determine attractive markets in which to operate. A firm's external environment includes those factors,
forces, and competitive industry groups outside a firm's direct control. Analyzing a firm's external environment supports identifying
a company's opportunities and threats.

In this chapter, you consider a company's internal environment, which provides a critical inside-out perspective of the firm. A com-
pany has direct control over its internal environment. Analyzing both the external and internal environments of an organization
provides a balanced and 360-degree analysis for the firm. You also learn what resources, capabilities, and core competencies are
and how these relate to creating and maintaining a competitive advantage. Next you learn the resource-based view (RBV) of firms.
Then you learn what the VRIO framework is and how it is based on the resource-based view of a firm. You also learn the ways iso-
lating mechanisms, including intellectual property, social complexity, and path dependence, serve as a value-added resource for
organizations. The chapter explains a firm's value chain before teaching you to analyze the internal environment of a firm using
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a VRIO analysis instrument and a value chain analysis instrument. Analyzing a firm's internal environment supports identifying a
company's strengths and weaknesses.

5.2 Analyze the Internal Environment

Analyzing the internal environment of a firm provides critical information about key features internal to the organization over
which the company has direct control.

A company has direct control over its internal resources, capabilities, and core competencies. An internal analysis of a firm identifies
whether a company has the appropriate internal resources, capabilities, and core competencies to perform well and be competitive
in attractive industries, markets, and market segments. The internal analysis helps to identify which internal resources, capabilities,
and core competencies a firm needs to develop internally or acquire externally to be successful in the chosen markets.

At the end of the day, an organization needs to make sure that it has differentiating resources, capabilities, and core competencies
that will drive a competitive advantage and will allow the organization to meet customer needs better than its competitors. While
itis not possible for an organization to be superior to all its competitors in all relevant resources, capabilities, and competencies, it is
important to identify and leverage a few success-critical factors that are unique to the organization, superior to its competitors, and
relevant for the customers’ buying decisions. The starting point of the internal analysis is a thorough understanding of the relevant
resources, key capabilities, and core competencies of the firm and how they are different from each other.

An internal analysis also identifies where value is added in a firm's value chain.

While analyzing a firm's external environment helps determine a company's opportunities and threats, analyzing a company's
internal environment helps determine strengths and weaknesses of the company that it needs to consider in the strategy formula-
tion process. Strengths can be leveraged to address opportunities in the market and to counteract threats. Weaknesses need to be
addressed through the internal development or external acquisition of competencies if they are relevant and important for success
in the market.

Key Takeaways

The internal environment of a firm consists of resources, capabilities, and core competencies. Companies have direct control over their

internal environments.

5.3 Resources, Capabilities, and Core Competencies

Resources, capabilities, and core competencies can all serve as the source of competitive differentiation in a winning strategy.
Hence, they make up the basic building blocks of strategy, and it is important to start with a thorough understanding of these con-
cepts and the differences between them.

Resources are the tangible or intangible assets that an organization owns. Tangible resources are resources that can be seen,
touched, and quantified. These include physical assets, such as a firm's property, plant, land, buildings, labor, supplies, equipment,
capital, and cash. Intangible resources are difficult to see, touch, or quantify. Intangible resources include the knowledge and skills
of employees, a firm's reputation, brand equity, intellectual property, and a firm's corporate culture.
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For example, NVIDIA has strong strategic intangible resources, such as expert employee knowledge and skills and a positive and
empowering corporate culture.

A strategic resource is a resource that has the potential to drive competitive differentiation and that can serve as a source of sustain-
able competitive advantage. Both tangible and intangible resources can be the source of a sustainable competitive advantage and
are therefore strategicin nature.

For example, BASF is the world's largest chemical company and has

strategic tangible resources, such as huge fully integrated chemical .
plants that allow the company to manage the complete chemical
value chain with synergies and economies of scale. On the other

hand, Apple excels in its strategic intangible resources. Success-criti-

cal intangible resources are often the decisive strategic differentiator We cre ate C h em i St ry

as it relates to corporate culture, innovation strength, and superior

skills of the workforce as strategic resources. Figure5.1: BASF

Capabilities refer to what the organization can do with its tangible and intangible resources. Capabilities are the outcome and
result of organizations using, bundling, managing, and leveraging their resources in a way that drives competitive differentiation
and that adds value to its customers. Capabilities are born out of the resources that a firm has, and they are developed over
time. A firm's capabilities are its organizational and managerial abilities to orchestrate a diverse set of resources and deploy them
strategically. Since different firms have different approaches for resources utilization, it is possible that different firms with similar
resources have different capabilities.

NVIDIA uses its leadership excellence to effectively capitalize on its intangible resources of expert knowledge and skills and its
positive and empowering corporate culture to create strategic capabilities such as designing highly parallel GPUs that can process
many tasks simultaneously and developing frameworks like CUDA to enable programmers to take full advantage of its GPUs. These
related capabilities drive NVIDIA's competitive differentiation and adds value for its customers.

Core competencies are unique strengths embedded deep within a firm that allow the firm to differentiate its products and services
from those of its rivals, creating higher value for the customer or offering products and services of comparable value at lower cost.
Core competencies comprise a deep proficiency that enables a company to deliver unique value to customers. They embody the
organization's collective learning and help the firm to branch into a wide variety of related markets. If they are truly differentiating,
they are hard for competitors to copy or procure. Core competencies play a key role in formulating strategy because they define the
firm's position and competitive advantage, and they create a sustainable competitive advantage for a company.

Returning to NVIDIA, the company has a core competency of leading the industry in Al computing. This is a deeply embedded and
unique strength that allows NVIDIA to differentiate its products and services from those of its rivals and create higher value for its
customers.

The term dynamic capability refers to an organization's ability to continually use its existing resources to create new core compe-
tencies and enhance, upgrade, and improve existing capabilities to win with customers and beat competition.

NVIDIA has a dynamic capability of capitalizing on its intangible resources such as employee expert knowledge and skills and its
positive and empowering corporate culture to rapidly innovate using the latest technology to create new solutions and bring those
solutions to the market ahead of its competitors.

The process of developing core competencies is sophisticated and requires strong leadership, a robust strategy, and management
expertise. The first step of identifying and leveraging core competencies is to isolate key abilities and hone them into organization-
wide strengths. It is important to compare them with other firms with the same skills to ensure that the firm is developing unique
competencies. After that, the firm needs to develop an understanding of what competencies customers value, investing accordingly
to develop and sustain the valued competencies. Hence, core competencies need to be customer-perceivable and valued by the cus-
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tomers. Then the organization can create an organizational roadmap that sets goals for competence building, pursuing alliances,
acquisitions, and licensing arrangements that will further build the organization's core competencies. It is advisable to encourage
communication and involvement in core competency development across the organization. Non-core competencies can be out-
sourced or divested to free up resources that can be used to deepen the firm's core competencies.

Consumer giant Procter & Gamble identified the five core competencies below that meet the criteria and
that make them the premier marketing company in the world (us.pg.com).

-

Consumer understanding. Uncovers the unarticulated needs of consumers.
Innovation. Translates consumer desires into new products.
Brand-building. Shapes purpose-inspired, benefit-driven brands.

Co-to-market capabilities. Reaches retailers and consumers at the right place and time.

Vi HowN

Scale. Drives efficiency and consumer value. Figure5.2: P&G

Unilever is one of P&G's main competitors and identifies the three differenti-
ating strengths below as Unilever's core competencies (unilever.com). Firms
often refer to their core competencies by different terms. When you analyze a
firm's core competencies, it is most important that you understand what a core
competency is and are able to recognize it, whether the company refers to its
core competencies as core competencies, differentiating strengths, or some
other term.

1. Powerful portfolio of leading category and brand positions
2. Strong presence in growth markets of the future

3. Thegloballeaderin sustainable business

Figure 5.3: Unilever

These examples of P&G and Unilever illustrate how different companies that
are direct rivals within the same industry determine different core competencies.

The Coca-Cola Company describes its core competencies as the ability to lead the world's most sophis-
ticated system of independent bottling partners while creating value for retail and restaurant cus-
tomers (coca-cola.com).

These examples illustrate that core competencies need to go beyond topics that just sound good or that
are just a wishlist of what a company wants to be. Core competencies need to be specific to the firm,
relevant to customers, and capable of beating competition.

Lastly, let us consider how the concepts of resources, capabilities, and core competencies are connected

Figure 5.4: Coca-Cola

and how they work together. The starting point is the firm's resources, which are the tangible and intan-
gible assets that a firm possesses to create value. However, just having physical assets is not sufficient to create a sustainable com-
petitive advantage for a firm. The firm needs to use resources and translate them to customer-perceivable value that is relevant for
customers’ buying decisions and that drives competitive differentiation.

This is where capabilities and core competencies come into play. Capabilities include the firm's ability and aptitude to perform a
certain task. A capability is a combination of personal and technical skills, knowledge, processes, tools, and behaviors that are criti-
cal to an organization's success and future needs.

Core competencies focus on the application of organizational capabilities. The core competencies ultimately drive strategic success
in the competitive arena.
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Hence, a firm needs to define, refine, and continuously enhance its resources and capabilities to command core competencies
that will drive a sustainable competitive advantage. If the firm does this successfully, it will win in its chosen markets and will be
rewarded with a competitive advantage and superior financial performance. The positive financial results will then be reinvested in
further honing the firm's resources and capabilities that will lead to sustainably differentiating core competencies.

Application
Consider your own personal resources, capabilities, and core competencies as they relate to your future career in business.

o Describe the tangible resources you have. Your university degree will be one tangible resource. What other tangible
resources do you have that will support your business career?

o Describe the intangible resources you have. The knowledge you gain earning your university degree will be one intan-
gible resource. What other intangible resources do you have that will support your business career?

o Discuss the capabilities you have. What capability will you create by organizing, using, bundling, managing, and lever-
aging your degree and knowledge in a way that gives you a competitive differentiation in the job market? What other
capabilities do you have that will support your business career?

o Discuss your personal core competencies. What are your unique strengths that are deeply embedded in your behavior
and mindset that allow you to differentiate your talents and skills from other job applicants that will create a higher
value for your employer?

o Rank your dynamic capability. Describe your ability you have to continually use your existing resources to create new
core competencies and to enhance, upgrade, and improve your existing capabilities to continuously improve your
employability.

o Consider this assessment of your own personal resources, capabilities, and core competencies when you analyze the

resources, capabilities, and core competencies of firms.

Key Takeaways

Resources are the tangible or intangible assets that an organization owns. Tangible resources are resources that can be seen, touched,
and quantified, like a firm's property, plant, land, buildings, labor, supplies, equipment, capital, and cash. Intangible resources are dif-
ficult to see, touch, or quantify. Intangible resources include the knowledge and skills of employees, a firm's reputation, brand equity,
intellectual property, and a firm's corporate culture. Both tangible and intangible resources can be sources of sustainable competitive
advantages and strategic in nature. Capabilities refer to what the organization can do with its tangible and intangible resources. Capa-
bilities are the outcome and result of organizations using, bundling, managing, and leveraging its resources in a way that drives compet-
itive differentiation. Core competencies are unique strengths embedded deep within a firm that allow a firm to differentiate its products
and services from those of its rivals, creating higher value for the customer or offering products and services of comparable value at lower
cost. Core competencies are a deep proficiency that enable a company to deliver unique value to customers. Dynamic capability refers to
an organization's ability to continually use its existing resources to create new core competencies and to enhance, upgrade, and improve

existing capabilities to win with customers and beat competition.
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5.4 Resource-Based View and the VRIO Framework

By now, you know that strategy can be described as a firm's answer to three critical strategic questions that every organization needs
to answer:

1. Whereto play?
2. Howtowin?
3. Righttowin?

Regarding the first two questions, “Where to play?” is addressed at the corporate level and “How to win?” is addressed at the strate-
gic business unit level. The third question, “Right to win?”, is considered by the specific strategies that are embedded into business-
level strategies at the strategic business unit level, which include innovation strategy, sustainability and ethics strategy, technology
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strategy, and multinational strategy. Corporate-level strategy, business-level strategy, and these embedded strategies are all dealt
with in detail in subsequent dedicated chapters. All three questions drive the firm's formulation of a roadmap and action plan
toward sustained superior performance.

Addressed at the strategic business unit level, how to win in a firm's chosen market is largely driven by the firm's ability to develop a
winning strategy around its resources, capabilities, and core competencies that are superior to those of its competitors and that will
create value for the firm's customers. Overall the “How to win?” question addresses the firm's search for a sustainable competitive
advantage.

Considering how a firm's resources, capabilities, and core competencies can be marshalled to create and sustain a competitive
advantage leads to a series of new questions that will help a company define how to win in its specific strategies that are embedded
into business-level strategies at the strategic business unit level.

1. Which of these resources, capabilities, and core competencies make a firm truly unique?

2. Where and how can a firm find its unique selling proposition (USP), which is the essence of what makes the firm's product or
service better than its competitors?

What does the firm do both well and in a superior way?

What do the company's customers want?

What does the firm do better than its competitors?

o v A ow

What are the main sources and drivers for the firm's competitive differentiation?

A helpful framework to find answers to

these critical strategy questions is the VRIO V R I O
framework, which is based on the
resource-based view of a firm. VALUABLE RARE INIMITABLE ~ ORGANIZED

According to the resource-based view, a Competitive disadvantage

firm can achieve a sustainable competitive
advantage if it possesses resources, capa-

- . Competitive party
bilities, and core competencies that are:

Valuable Temporary competitive advantage
Rare

Hard to imitate (inimitable)

Organized to capture value Unrealized competitive advantage

A resource, capability, or core competency . .
Sustainable competitive advantage

COCKLC X
CLC X

that meets all four requirements can pro- V V
vide a sustainable competitive advantage

around which the firm should build its Figures.s: The VRIO framework
strategy.
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Analyze the Internal Environment of a Firm Using the VRIO Framework

The VRIO framework is a flowchart.

Is the resource,
capability, or core

competency...
No c titi
1. Valuable? — ompetitive
disadvantage
Yes 1
2. Rare? No Competitive
. ? —
parity
Yes 1
3. Costly to No TempOr.a.ry
imitate? " competitive
. advantage
Yes 1
And is the firm...
4. Organized to No Unreali-z?d
—
capture value? competitive
advantage

Yes 1

Sustained
competitive
advantage

Figure 5.6: VRIO framework flowchart

The first step in using the VRIO framework is to identify a firm's resources, capabilities, and core competencies and list these in the
lefthand column of the table, as shown in figure 5.5. Assess each resource, capability, and core competency to determine whether it
isvaluable, rare, hard to imitate, and organized to capture value. Stop when you answer “no” to the resource, capability, or core com-
petency being valuable, rare, or costly to imitate. Do not continue along the flowchart once you have answered “no” for anything.
Use the VRIO decision tree to analyze resources, capabilities, and core competencies, not a firm's products, services, or the firm.

After learning what a VRIO analysis is and how to analyze the internal environment of a firm, the chapter walks you through an
example using a VRIO analysis.
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Valuable

The first criterion in the VRIO framework is value. When you analyze a firm's internal environment using a VRIO framework, the
question to consider is whether a resource, capability, or core competency is valuable.

If a firm has no resources, capabilities, and core competencies that are valuable to the customer, the firm will fail. If customers do
not see value in what the company brings to the market, they will simply walk away from the company and give their business to
the organization's competitors that offer something that the customers value; in this case, the firmis at a competitive disadvantage.
The strategic conclusion is that, if a firm does not have valuable resources, capabilities, and core competencies, the company cannot
formulate differentiating strategies that are embedded into business-level strategies at the strategic business unit level, and there-
fore does not have a strategic right to win. The firm needs to internally develop or externally acquire resources, capabilities, and core
competencies that its customers value.

Itis unlikely that you'll analyze a firm with no resources, capabilities, or core competencies, as it is impossible to survive in the mar-
ketif none of these elements are valuable. When you analyze a firm's internal environment using a VRIO framework, it is more likely
that you may find a particular resource, capability, or core competency that is not valuable. If you assess that a resource, capability,
or core competency is not valuable, then place a “no” in the flowchart under “Valuable” and stop. This places the company at a com-
petitive disadvantage.

When you assess the resource, capability, or core competency as valuable, then place a “yes” in the flowchart under “Valuable” and
move on to assess whether that resource, capability, or core competency is rare.

Rare

The second criterion in the VRIO framework is rarity. When you analyze a firm's internal environment using a VRIO framework, the
second question to consider is whether a resource, capability, or core competency is rare. You consider this question only for those
resources, capabilities, and core competencies that are valuable.

If a firm's competitors also command resources, capabilities, and core competencies that offer the same value for customers, the
firm does not offer anything unique and differentiating but only matches competitor offerings. This puts the firm at competitive
parity with its competitors. While this is surely a better strategic position than not offering any value at all, the company has fol-
lowed a “me too” strategy, and that is not enough to drive competitive differentiation. It is not recommended that a firm builds its
strategy around resources, capability, and core competencies that are valuable but not rare, as this only leads to competitive parity
in the market. The strategic conclusion is that a firm needs to develop or acquire resources, capabilities, and core competencies that
are unique in the market and that truly drive competitive differentiation that is perceivable by the firm's customers. If a firm has
no resources, capabilities, and core competencies that are rare, then the whole firm is at competitive parity. It is unlikely to survive
long.

When you analyze a firm's internal environment using a VRIO framework, it is more likely that you find some particular resources,
capabilities, and core competencies that are rare and some that are not. If you assess that one of these elements is valuable but not
rare, then place a “no” in the flowchart under “Rare” and stop. This resource, capability, or core competency places the company ata
competitive parity. When you assess the resource, capability, or core competency as rare, then place a “yes” in the flowchart under
“Rare” and move on to assess whether that resource, capability, or core competency is hard to imitate.
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Hard to Imitate (Inimitable)

The third criterion in the VRIO framework is being hard to imitate, or inimitable. When you analyze a firm's internal environment
using a VRIO framework, the third question to consider is whether a resource, capability, or core competency is hard to imitate. You
consider this question only for those resources, capabilities, and core competencies that are valuable and rare.

When a firm has resources, capabilities, and core competencies that are valued by the customer and rare, this is obviously much bet-
ter than the “me too” strategy mentioned earlier. The firm enjoys a temporary competitive advantage because it offers something
that its competitors do not currently offer. However, in a dynamic and highly competitive market environment, competitors con-
stantly monitor the success of the firm. Competitors do not want to lose market share, and if they have the opportunity to quickly
emulate and imitate the successful offering of the firm, they will do this to catch up and regain lost market share. This means the
company only enjoys a temporary competitive advantage as long as competitors have not yet imitated their successful approach.
As soon as competitors emulate, duplicate, and imitate their solutions, the firm will lose its competitive advantage. The strategic
conclusion is that a firm needs to command resources, capabilities, and core competencies that are rare, valuable, and hard to copy
by competitors.

If a firm has no resources, capabilities, and core competencies that are hard to imitate, it will remain competitive only until com-
petitors imitate these elements. When you analyze a firm's internal environment using a VRIO framework, it is more likely that you
may find particular elements that are not hard to imitate and some that are hard to imitate. If you assess that a resource, capabil-
ity, or core competency is not hard to imitate, then place a “no” in the flowchart under “Inimitable” and stop. Being hard to imitate
places the company at a temporary competitive advantage. When you assess the resource, capability, or core competency as hard to
imitate, then place a “yes” in the flowchart under “Hard to Imitate” and move on to assess whether that resource, capability, or core
competency is organized to capture value.

Organized to Capture Value

The fourth and final criterion in the VRIO framework concerns whether a firm is organized to capture value. You consider this ques-
tion only for those resources, capabilities, and core competencies that are valuable, rare, and hard to imitate. A resource, capability,
or core competency is organized to capture value when the firm has organizational systems, processes, and structures in place to
capitalize on the resource, capability, or core competency for a competitive advantage.

A firm that commands resources, capabilities, or core competencies that are valuable, rare, and hard to imitate is in a better strate-
gic position than those that do not have such characteristics. However, the presence of valuable, rare, and hard to imitate factors is
not enough for long-term success. Companies that have valuable, rare, and hard to imitate resources, capabilities, or core compe-
tencies have yet to fully realize their full competitive advantage. They have an unrealized competitive advantage.

The firm also needs to leverage those and translate them into specific activities and strategic action. It needs to organize its business
model in a way that enables the firm to translate the valuable, rare, and hard to imitate resources into a competitive advantage and
superior firm performance. The company does this by having organizational systems, processes, and structures in place to capital-
ize on the resource, capability, or core competency for a competitive advantage.

The strategic conclusion is that a firm needs to make good use of its valuable, rare, and hard to imitate resources, capabilities, or
core competencies. It takes leadership effort, strategic insight, and decisive managerial action to leverage the potential of winning
in the marketinto truly superior financial performance. Only when resources, capabilities, and core competencies meet all the VRIO
criteria does the firm have a sustainable competitive advantage to build a winning strategy.

Just as it is unlikely that a firm only no resources, capabilities, and core competencies that are valuable, it is also unlikely that one
hundred percent of a firm's characteristics meet all four criteria of valuable, rare, hard to imitate, and organized to capture value.
When you analyze a firm's internal environment using a VRIO framework, it is more likely that you may find a particular resource,
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capability, or core competency that does not meet all four criteria and some that do. If you assess that a resource, capability, or
core competency is not organized to capture value, then place a “no” in the flowchart under “Organized to capture value” and stop.
This resource, capability, or core competency gives the company an unrealized competitive advantage. The firm has the potential to
move that resource, capability, or core competency into a sustainable competitive advantage if it can organize to capture the value
of that resource, capability, or core competency.

When you assess the resource, capability, or core competency to be organized to capture, then place a “yes” in the flowchart under
“Organized to capture value.” This places the firm at a sustainable competitive advantage.

Using the VRIO framework helps companies to identify all of their resources, capabilities, and core competencies and the few truly
differentiating ones that are the source of sustainable competitive advantage. These few resources, capabilities, and core compe-
tencies form the basis of a winning strategy.

AVRIO analysis instrument is offered below to support your analysis.

VRIO analysis instrument

Download an editable version or view this resource in Appendix 5.

Now let's take an example of one of your favorite restaurants. Perhaps it is a place you go to hang out with your friends.

Resource

Capability Valuable Organized to capture value | Competitive implication

Core competency

Outdoordining Y N Competitive parity

Secret sauce Y Y N Temporary competitive advantage
Fresh seafood Y Y Y N Unrealized competitive advantage
Local reputation ' Y Y Y Y Sustained competitive advantage

Figure 5.7: VRIO of your favorite restaurant

Imagine thatyour favorite restaurant has outdoor dining. You and everyone you know loves this. This is valuable. Now let's consider
if outdoor dining is rare. Because you attend university in a small university town in a favorable climate, outdoor dining is not rare.
Most restaurant in town offer outdoor dining. Therefore, the competitive implication for outdoor dining is that it affords the restau-
rant competitive parity with other restaurants in town. This is important information for the restaurant because they need to main-
tain outdoor dining to remain competitive in this town. Imagine the restaurant is faced with a decision to expand their indoor
seating at the expense of no longer offering outdoor dining. This is an unwise choice because that would put them at a competi-
tive disadvantage in relation to their competitors. Now imagine that your favorite restaurant is in a large city with weather seldom
favorable to outdoor dining. In that context, your assessment of outdoor dining would be different. When using a VRIO framework,
your analysis is always context specific.

Now let's say the restaurant has a secret sauce that has a bit of local notoriety. It is valuable and rare because no other local restau-
rant has a similar sauce, even though it is not hard to imitate. Do you like to try to make something at home that you have eaten
in a restaurant? If another local restaurant wanted to invest in replicating or even improving upon the secret sauce, they could. The
secret sauce is not inimitable, and the competitive implication is that the secret sauce is a temporary competitive advantage.


https://pressbooks.lib.vt.edu/app/uploads/sites/161/2025/05/Analysis-Instrument-VRIO.docx
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Imagine your favorite restaurant occasionally has fresh ocean seafood but not on a regular day of the week and without a consistent
selection. You and your friends love fresh ocean seafood and often go to your favorite restaurant hoping there will be a fresh ocean
seafood offering that day. Often you are disappointed. Your small university town is not near the ocean, and there are currently no
food services delivering fresh seafood to the area. Fresh ocean seafood is valuable, rare, and hard to imitate. However, the restaurant
has not organized to capture the full value of this resource because of the insufficient supply chain. This is an unrealized completive
advantage. Understanding this, your favorite restaurant decides to start internally sourcing fresh ocean seafood. They buy a refrig-
erated truck and employ someone to drive once a week to the ocean and bring back a reliable menu of fresh ocean seafood. Once
they have established the viability and profitability of this approach, the restaurant gradually adds more days. They have now orga-
nized to capture the full potential of this menu item and have the potential to change this unrealized competitive advantage to a
sustained competitive advantage.

Now let's say that your favorite restaurant has a strong local reputation. It is not only your and your friends’ favorite restaurant but
also a favorite spot for most locals. This is valuable, rare, hard to imitate, and organized to capture value. The restaurant's strong
consistently positive local reputation is a sustained competitive advantage. The restaurant needs to continue to focus on and invest
in this to be sure it maintains this market position. Once reputation is tarnished, it is hard to recover it.

When you conduct a VRIO analysis, use the VRIO analysis instrument to structure your analysis, interpretation, and evaluation. The
goal is not to find an example of each of the possible competitive implications but to list the firm's resources, capabilities, and core
competencies and then evaluate them.

Application

Conduct a VRIO analysis for your own resources, capabilities, and core competencies as a student. What is your USP? What
makes you employable as an applicant for internships and positions after graduation?

Use your favorite professional sports team. Does your team have any resources, capabilities, and core competencies that
would drive a right to win in its respective league?

Let's now apply the VRIO analysis to a company. Use the same example of one of your favorite companies that you used with
the PESTEL, Porter's Five Forces, and strategic group mapping in the previous chapter. Now apply the VRIO framework to that
company. Use the VRIO analysis instrument to structure your analysis, interpretation, and evaluation. What recommenda-

tions would you make to the company based on your analysis?

Key Takeaways

According to the resource-based view (RBV), a firm can achieve a sustainable competitive advantage if it possesses resources, capabili-
ties, and core competencies that are valuable, rare, hard to imitate (inimitable), and organized to capture value. A resource, capability,
or core competency that meets all four requirements can provide a sustainable competitive advantage around which the firm should
build its strategy. A VRIO analysis helps companies identify the few truly strategic and differentiating resources, capabilities, and core
competencies that the firm can use to build its winning strategy. A winning strategy needs a convincing answer to the question of how a
firm wants to win in its chosen markets. Doing the same as competitors is not good enough. Offering something that the customers do

not truly value is not good enough. A firm must systematically analyze which resources, capabilities, and core competencies they have
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in place to win in the market, and they need to determine which of these elements must be further developed, honed, or added through

internal development or external acquisition.
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5.5 Isolating Mechanisms

The VRIO framework shows the importance of protecting a firm's competitive advantage. Building a firewall or a “moat” around the
firm's “castle” (its competitive advantage), moves the firm's strategic position from temporary or unrealized to sustainable compet-
itive advantage. Isolating mechanisms are important ways of sustaining a firm's competitive advantage and making it hard or, fora
certain time, even impossible or illegal for competitors to imitate the winning offerings of the firm.

Isolating Mechanisms and Their Significance in Business Strategy

The primary objective of a firm is to achieve a sustainable competitive advantage, where a unique resource, capability, or core com-
petency provides a lasting edge over competitors. The duration of this advantage varies by industry. In rapidly evolving sectors like
information technology or fast fashion, maintaining a competitive advantage for even a year can be considered successful. Con-
versely, in more stable industries, a sustainable competitive advantage may endure much longer. However, no firm can maintain
a competitive advantage indefinitely with its current resources, capabilities, and core competencies since competitors are always
striving to gain their own competitive advantage.

To prolong a competitive advantage, a firm must prevent competitors from replicating the resource, capability, or core competency
that provides this edge. To do this, a firm needs to utilize isolating mechanisms, which are crucial for firms to sustain competitive
advantage. Isolating mechanisms, also known as barriers to imitation, explain why firms can maintain a stable stream of economic
profits and why intra-industry differences persist over time. They protect individual firms from competition within a particular
strategic group or while the firms are uniquely positioned in the industry.
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Isolating mechanisms include intellectual property, social complexity, and path dependence, all of which reduce the likelihood of
imitation and help firms maintain their competitive advantage longer. Integrating purposeful decisions regarding isolation mecha-
nisms into the development of a firm's strategy ensures that key decisions concerning resource acquisition, development, and allo-
cation cannot be easily imitated, thereby prolonging and sustaining the firm's competitive advantage.

Intellectual Property

Intellectual property (IP) is one of the most important and impactful ways of creating isolating mechanisms. It refers to creations
of the mind, such as inventions, literary and artistic works, designs, symbols, names, and images used in commerce. It encompasses
the legal rights that individuals or organizations have over their intellectual creations, granting them control and protection from
unauthorized use by others. Intellectual property refers to the legal rights concerning intellectual activity in the industrial, scien-
tific, literary, and artistic fields. These rights allow creators or owners to benefit financially from their creations, providing a vital
incentive for innovation and creative output.

In the context of business strategy, IP plays a crucial role in building competitive advantage. By securing exclusive rights to new
technologies, designs, and creative works, companies can protect their market positions and prevent competitors from replicating
their products or services, making this advantageous resource, capability, or core competency hard to imitate. Protecting intellec-
tual property is especially important for companies whose business strategy includes a focus on differentiation, formulating and
implementing a strategy to distinguish itself in the market by responding to consumer preferences for luxury items. The company
competes primarily by offering products or services that are perceived as unique or superior by customers. Protecting intellectual
property also is important for companies where innovation plays an important role. These companies invest significant resources
into innovative products, services, and other solutions to drive competitive differentiation, and they obtain a significant return on
investment through their intellectual property rights.

There are four important types of intellectual property that firms use to sustain and protect competitive advantage: patents, trade-
marks, copyrights, and trade secrets.

Patents

A U.S. patent gives the inventor the right to exclude others from making, using, offering for sale, or selling an invention orimporting
itinto the U.S. (uspto.gov). A patent grants property rights by a sovereign authority to an inventor. In the U.S., the U.S. Patent and
Trademark Office (USPTO) is this responsible authority and has issued more than ten million patents. U.S. patents are effective only
within the U.S. and its territories and possessions. They do not protect U.S. firms operating abroad. Globally operating U.S. firms
must research the intellectual property rights of other nations and apply for protection to their governing authorities.

The patent provides the inventor exclusive rights to the patented process, design, or invention for a designated period in exchange
for a comprehensive disclosure of the invention. Patents protect inventions from direct imitation for a limited period of time. Most
patents are valid for twenty years in the U.S. from the date the application was filed with the USPTO.

Patents can be further categorized into utility patents, design patents, and plant patents. Utility patents, or patents for invention,
issue legal protection to people who invent a new and useful process, an article of manufacture, a machine, or a composition of
matter. Utility patents are the most common type of patent, with more than 90 percent of patents issued by the U.S. government
belonging to this category. Design patents are patents issued for original, new, and ornamental designs for manufactured products.
Design patents protect the design or look of something. The invention to which the design belongs must be original. Plant patents
go to anyone who produces, discovers, and invents a new kind of plant capable of reproduction.

The number of patents successfully filed by a company is a good indicator of its innovation power. For example, German chemical
company BASF spent more than $2.3 billion on research and development and filed more than a thousand patents in 2023
(BASF.com).
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In the pharmaceutical industry, IP is so important that the strength of a company's innovation pipeline drives the company eval-
uation. Intellectual property is a critical asset and strategic resource in business, company valuation, mergers, acquisitions, and
partnerships. Companies with strong IP portfolios are often valued higher because their intangible assets can generate sustained
revenue streams and superior financial performance. Effective management of IP, including obtaining, defending, and licensing
intellectual property rights, is essential for any knowledge-based business aiming to maintain long-term profitability and growth.

Examples of patents include Apple's iPhone, whose patent referred to it only as “electronic device.” The patent for the signature
device of the twenty-first century tells you almost nothing about it. In its entirety, Apple's patent for the original iPhone, listed sim-
ply as an “electronic device,” says only that it is an “ornamental design of an electronic device, as shown and described” (popularme-
chanic.com).

If we look way back, Thomas Edison is one of the most famous inventors in history, and his work still has a significant mark on the
world. The light bulb is one of the most famous inventions. He also worked with the phonograph, motion picture camera, and stor-
age battery. Thomas Edison was awarded 1,093 U.S. patents (2,332 if you include his foreign patents). Edison's record wasn't sur-
passed until 2003, 72 years after Edison's final patent application, by Shunpei Yamazaki who holds over 12,587 patents worldwide
as of 2024. Yamazaki is the president and founder of a research and development firm in Tokyo, Semiconductor Energy Laboratory
Co., Ltd. As of 2024, Samsung is the company that holds the most patents granted, with over 6,377 in the U.S. For decades, IBM has
been aleaderin U.S. patents applications, filing over10,000 U.S. patent applications.

Trademarks

Despite the lack of words, you immediately recognize the two trademarks
in figure 5.8. You also have various associations right away when you see
them. You may think of late-night food after a night out with friends and a
technology company that sells leading-edge gadgets that you want and
need. This example shows you the importance of trademarks as a way to
differentiate a firm from its competitors.

A trademark is a type of intellectual property consisting of a recognizable

sign, design, or expression that identifies a product or service from a par-

ticular source and distinguishes it from others. A trademark owner can be  Figure 5.8: Easily recognizable trademarks

an individual, business organization, or any legal entity. Trademarks are

important because they help an organization stand out and build an identity in the marketplace. They are not only well known; they
also play a crucial role in brand identity and consumer recognition.

Copyright

Copyright is a type of intellectual property that grants the creator of an original work exclusive rights to its use and distribution for
a specified amount of time. This legal right allows the creator to control how the work is used, including reproduction, distribution,
adaptation, and public performance.

Below are some important examples of copyrights in the U.S.

Literary works like novels, poems, articles, and other written content

Musical works like compositions, including any accompanying lyrics

Dramatic works like plays and scripts

Pictorial, graphic, and sculptural works like paintings, drawings, sculptures, and photographs
Motion pictures like movies, TV shows, and videos

Sound recordings like music, spoken word, and other sounds

Architectural works like designs of buildings and structures
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These examples illustrate the broad scope of copyright protection, which is essential for safeguarding the rights of creators and pro-
moting creativity and innovation.

Trade Secrets

A trade secret is a type of intellectual property that consists of confidential business information which provides a company with
a competitive edge. This information can include formulas, practices, processes, designs, instruments, patterns, or compilations of
information that are not generally known or readily ascertainable by others. The owner of a trade secret must take reasonable mea-
sures to keep this information secret to maintain its economic value.

Below are some important examples of trade secrets in the U.S.

Coca-Cola's Recipe: The formula for Coca-Cola is one of the most famous trade secrets. It has been kept confidential since the
drink was invented in 1863.

Google's Search Algorithm: Google's algorithm for ranking web pages is a closely guarded secret that gives the company a sig-
nificant advantage in the search engine market.

KFC's Secret Blend of Herbs and Spices: The recipe for KFC's chicken, which includes a blend of eleven herbs and spices, is
another well-known trade secret.

McDonald's Big Mac Special Sauce: The recipe for the special sauce used in McDonald's Big Mac is also a trade secret.

Trade secrets are crucial for businesses, as they protect valuable information that can give them a competitive advantage in the mar-
ket. By keeping this information confidential, companies can maintain their unique position and continue to innovate.

Social Complexity

Social complexity is another isolating mechanism. The web of relationships within a firm, as well as connections, relationships, and
partnerships of the organization with key external stakeholders like customers and suppliers, can be tough for competitors to repli-
cate. For instance, the vital relationships that firm members establish with strategic suppliers or the long-standing relationships of
the firm's account managers with procurement managers can create a unique condition that rivals cannot duplicate. Building trust,
mutual understanding, and alignment makes it easier to do business. This social capital serves as an enabler of productive relation-
ships that lowers transaction costs between the firm and other stakeholders. This social complexity acts as a barrier to imitation and
can extend a firm's competitive edge. Such complexity can arise from networks and partnerships both on an organizational level
and on the level of individual relationships between key members of the firm and its stakeholders.

Path Dependence

Path dependence is also an isolating mechanism. The journey a firm undertakes to achieve a competitive advantage can also act
as a barrier to imitation. Past decisions that have shaped a firm's current position can be challenging for other firms to replicate.
The accumulated learning and experience gained along this historical path are not easily duplicated. This concept, known as path
dependence, serves as an isolating mechanism, preventing competitors from attaining the same market position. For instance,
Warby Parker's early decision to build relationships with various suppliers and adopt a “buy one, give one” strategy, where a pair of
glasses is donated for every pair sold, created a loyal base of suppliers and customers in the online eyewear industry. Replicating
this strategy would likely be prohibitively expensive for competitors.
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Video 5.1: Understanding Intellectual Property (IP) [02:14]
The video further explains intellectual property.

Access this YouTube video by scanning the QR code.

Application

Going back to your favorite sports team, which form of IP do you recognize and see in action?
Assume that you are an inventor and you want to protect your IP. What are the necessary steps to do so? Please visit the web-

site of the U.S. Patent and Trademark Office at https://www.uspto.gov.

Key Takeaways

Isolating mechanisms are barriers to imitation that prevent competitors from replicating the resource, capability, or core competency
that provides a sustainable competitive advantage that is critical to a firm's strategy. They drive long-lasting competitive differentiation
that cannot be easily imitated or emulated by competitors. Isolating mechanisms include intellectual property (IP), social complexity,
and path dependence, all of which reduce the likelihood of imitation and help firms maintain their competitive advantage longer. Intel-
lectual property is a success-critical isolation mechanism to extend and protect the competitive advantage that a firm enjoys. Intellec-
tual property refers to creations of the mind, such as inventions, literary and artistic works, designs, symbols, names, and images used in
commerce. The targeted search and integration of IP strategies in support of the firm's chosen business model is an important element
of internal analysis and resource-based strategy development that builds strategy around the strategic resources, capabilities, and core
competencies of a firm that provide long-lasting and sustainable competitive differentiation. There are four important types of intellec-
tual property: patents, trademarks, copyrights, and trade secrets. A patent grants property rights by a sovereign authority to an inventor.
In the U.S., the U.S. Patent and Trademark Office (USPTO) is this responsible authority. A trademark is a type of intellectual property con-
sisting of a recognizable sign, design, or expression that identifies a product or service from a particular source and distinguishes it from
others. Copyright is a type of intellectual property that grants the creator of an original work exclusive rights to its use and distribution
for a specified amount of time. A trade secret is a type of intellectual property that consists of confidential business information which
provides a company with a competitive edge. This information can include formulas, practices, processes, designs, instruments, patterns,
or compilations of information that are not generally known or readily ascertainable by others. Social complexity is another isolating
mechanism. The web of relationships within a firm, as well as connections, relationships, and partnerships of the organization with key
external stakeholders like customers and suppliers, can be tough for competitors to replicate. Path dependence is also an isolating mech-
anism, as the journey a firm undertakes to achieve a competitive advantage can also act as a barrier to imitation. Past decisions that have
shaped a firm's current position can be challenging for other firms to replicate. The accumulated learning and experience gained along

this historical path are not easily duplicated.


https://www.youtube.com/watch?v=UqZJPuyK9VY
https://www.youtube.com/watch?v=UqZJPuyK9VY
https://www.uspto.gov/
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5.6 Analyze the Value Chain

A value chain represents the full life cycle of a product or service, usually in the form of a series of consecutive steps detailing the
creation of a finished product, from its initial design to its arrival at a customer's door. The chain identifies where value is added at
each step in the process. The term was introduced by Harvard Business School professor Michael Porter in his 1985 book Competitive
Advantage: Creating and Sustaining Superior Performance. A value chain framework is a model that describes the series of activities a
business undertakes to create and deliver a product or service to a customer.

Value chain analysis (VCA) is another important tool of internal analysis. It provides a systematic overview of all major business
functions of the company. When you analyze the value chain, divide business functions into primary activities and support activi-
ties.

Primary activities include the business activities that are immediately necessary and basic for any business to operate. This includes
inbound logistics of raw materials being purchased and warehoused until they are used in the manufacturing process during busi-
ness operations. After producing their respective products, they are shipped to the customer using outbound logistics supported by
marketing and sales and by customer service as customer-facing key activities.

In contrast to primary activities, business support activities are not immediately customer-facing or related to the core business
operations. Support activities include the management of the company, financing, and legal activities as part of the firm's infra-
structure. Business support activities also involves human resource management, innovation management, and technology devel-
opment, which includes research and development. Finally, procurement is an important support activity.

All primary and support activities need to be well aligned for a company to be successful in the market and to generate positive
margins and profits.

Figure 5.9 depicts an overview of a company's primary and support activities.


https://www.youtube.com/watch?v=UqZJPuyK9VY
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Figure 5.9: Primary and support activities

There are three main steps to conducting a value chain analysis.

Identify primary and support activities that add value to the firm's final product or service.

Analyze all primary and support activities with the objective of reducing costs or increasing value through appropriate and
strategy-supporting activities.

Recognize the most valuable activities. Today, competitive advantage is often derived from technological improvements or
innovation.

A pragmatic approach for using value chain analysis for strategy formulation is “cost out, value in,” which indicates a focus on bring-
ing costs down while building the value it delivers to customers. Executives use value chain analysis to implement best practices
throughout the firm, particularly for high value activities that drive strategic success and competitive differentiation. Products,
components, processes, and activities can be redesigned to facilitate speedier and more economical manufacturing or assembly.
High-cost activities can be reallocated and outsourced to external value chains to be performed more cheaply and efficiently by
vendors and contractors. Resources can also be reallocated to address activities tied to the most important purchase criteria for the
firm's customers. Finally, productivity-enhancing and cost saving technological improvements can be adopted in support of mar-
gins and productivity.

Itis important and critical to identify firm-specific strengths and weaknesses through the process. Primary and support activities
that affirm key strengths need to be exploited and leveraged, enhancing their ability to effectively drive competitive differentiation
as a key element of strategy.

On the other hand, primary and support activities that have been identified as key weaknesses need to be addressed as well. Weak-
nesses that are success-critical and that impact competitive positioning and customer expectations need to be corrected by internal
development or the external acquisition of needed resources, capabilities, and core competencies. Weaknesses in business func-
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tions that are not success-critical do not necessarily need to be addressed internally, as they possibly present an opportunity to out-
source the weak elements to third party suppliers that are better suited for them because they are specialized in those areas.

A good example of such an outsourcing process is that many companies outsource their payroll activities to a third-party supplier.
Unless you are a payroll services provider, payroll is neither a core competency of companies nor a factor that is important for win-
ning in the market. Hence, there are opportunities to save money by outsourcing non-key activities to third-party suppliers. This
process is covered by a long-standing strategic trend of companies focusing on their core competencies. Not every company can
be the best in performing all primary and support functions of the value chain. As a consequence, companies focus on the busi-
ness functions that are critical for winning in the market and that are mainly customer-facing, while outsourcing and reallocating
resources away from non-key activities in its value chain.

Use the value chain analysis instrument when you analyze a firm's value chain.

Value chain analysis instrument

Download an editable version or view this resource in Appendix 6.

Analyzing a firm's internal environment using the VRIO analysis instrument and the value chain analysis instrument gives you
a full assessment of a firm's strengths and weaknesses. The value chain analysis reveals the ways a firm is organized to capture
value—one of the criteria in the VRIO analysis. Strengths that have been identified in the value chain analysis become possible can-
didates for a sustainable competitive advantage. The VRIO analysis answers whether strengths identified in the value chain analy-
sis meet all criteria to constitute a sustainable competitive advantage.

Video 5.2: Strategic Management: Value Chain Analysis [04:41]
The video for this lesson further discusses value chain analysis.

Access this YouTube video by scanning the QR code.

Application

Conduct a value chain analysis for your favorite sports team. Which are the most important primary and support activities?
Which ones are less important? Which activities, if any, would you outsource to a third party?

You probably have used the services of an airline and/or a car rental agency. What were your positive and negative experi-
ences? How could a value chain analysis help to identify the strengths and weaknesses for these businesses?

Let's now apply the value chain analysis to a company. Use the same example of one of your favorite companies that you used

above with the VRIO analysis.

o Now apply the value chain framework to that company.



https://pressbooks.lib.vt.edu/app/uploads/sites/161/2025/05/Analysis-Instrument-Value-Chain.docx
https://www.youtube.com/watch?v=Tpb1fxt9YfU
https://www.youtube.com/watch?v=Tpb1fxt9YfU
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o Use the value chain analysis instrument to structure your analysis, interpretation, and evaluation. What recommen-

dations would you make to the company based on your analysis?

Key Takeaways

A value chain represents the full life cycle of a product or service, usually presented as a series of consecutive steps that go into the cre-
ation of a finished product, from its initial design to its arrival at a customer's door. The value chain analysis is another important tool
of internal analysis, providing a systematic overview of all major business functions of the company. When you analyze the value chain,
divide business functions into primary activities and support activities. The primary activities include the business activities that are
immediately necessary and basic for any business to operate. This includes inbound logistics of raw materials being purchased and ware-
housed until they are used in the manufacturing process during business operations. After producing their respective products, they are
shipped to the customer using outbound logistics supported by marketing and sales and by customer service as customer-facing key
activities. In contrast to primary activities, business support activities are not immediately customer-facing or related to the core busi-
ness operations. Support activities include the management of the company, financing, and legal activities, which all make up the firm's
infrastructure. It also includes human resource management, technology development, and innovation management. Finally, procure-

ment is an important support activity. The chain identifies where value is added at each step in the process.

A value chain analysis is a powerful tool to identify strengths and weaknesses in a firm's main business functions. It provides ideas to
push costs out of the business and drive more value creation by focusing on success-critical and strategically important business func-
tions while reallocating resources away from less important functions. This can drive the strategy away from trying to be “everything to
everyone” to instead focus on a few selected core competencies that the company performs really well; in turn, that will drive competitive

differentiation. Use the value chain analysis instrument when you analyze a firm's value chain.
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5.7 Conclusion

Resources, capabilities, and core competencies are the backbone of strategy development in terms of how a firm can win in its cho-
sen markets. If these elements are unique, customer-perceivable, and relevant for customers’ buying decisions, the company will
win. If a company has resources, capabilities, and core competencies that provide a sustainable competitive advantage, the com-
pany has a strategic right to win and should build its strategy around these few unique characteristics. The resource-based view and
the VRIO analysis help companies to identify these few success-critical and truly differentiating strategy drivers.

Isolating mechanisms are powerful elements of resources, capabilities, and core competencies that often meet all VRIO criteria.
Value chain analysis provides a systematic analysis of all primary and support business functions that help the company to identify
strengths that can be leveraged and weaknesses that need to be addressed in the development of a new strategy. A focus on core
competencies helps companies to position themselves for success with a guideline of “costs out, values in.”

Demonstrate Your Knowledge, Skills, and Competence

Use these questions to test your knowledge of the chapter:

1. Discuss a firm's internal environment. Describe what specifically it includes.
Describe a firm's resources, capabilities, and core competencies and how they relate. What is dynamic capability?

Explain the resource-based view and how this relates to a VRIO analysis.

P W

Describe a VRIO framework and how to use it. Explain the role of resources, capabilities, and core competenciesin a VRIO analysis.

What are the different levels of competitive advantage, and how do these relate to your analysis of the VRIO factors? Describe

how a VRIO can be considered a flowchart.

5. Describe isolating mechanisms and how they support creating a competitive advantage. Explain the three main categories of iso-
lating mechanisms. Discuss the three types of intellectual property.

6. Discuss a value chain, and describe how you use this to analyze a firm's internal environment. Describe the difference between

support and primary activities. Discuss how this relates to a firm's profit margins.

You are now skilled at analyzing a company's internal environment. Congratulations!

Figure Descriptions

Figure 5.5: Table illustrating the VRIO framework. Columns are labeled “V,” “R,” “I,” and “O.” and shown in blue. Rows are labeled

» o« » o«

Competitive party,” “Temporary competitive advantage,

» o«

“Competitive disadvantage, Unrealized competitive advantage,” and
“Sustainable competitive advantage.” Each cell in the table contains either a checkmark or an “X,” indicating whether the character-
istic is met. Competitive disadvantage: not valuable. Competitive party: valuable but not rare. Temporary competitive advantage:
valuable and rare but not inimitable. Unrealized competitive advantage: valuable, rare, and inimitable, but not organized. Sustain-

able competitive advantage: valuable, rare, inimitable, and organized.

Figure 5.6: Blue flowchart to determine type of competitive advantage based on characteristics of the resource or capability. If the
resource or capability is valuable, rare, and costly to imitate and the firm is organized to capture value, then it's sustained compet-
itive advantage. If the resource is not valuable, it's competitive advantage. if the resource is valuable but not rare, it's competitive
parity. If the resource is valuable and rare but not costly to imitate, it's temporary competitive advantage. If the resource is valuable,
rare, and costly to imitate but the firm is not organized to capture value, it's unrealized competitive advantage.
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Figure 5.9: Support activities: Firm Infrastructure (management, finance, legal, planning), Human Resource Management (profes-
sional development, employee relations, performance appraisals, recruiting, competitive wages, training programs), Technology
Development (integrated supply chain system, real-time sales information), Procurement (real-time inventory, communication
with suppliers, purchase supplies and materials). Primary activities: Inbound logistics (real-time inbound inventory data, location
of distribution facilities, trucks, material handling, warehouse), Operations (standardized model, access to real-time sales and
inventory system), Outbound Logistics (order processing, full delivery trucks), Marketing and Sales (pricing, communication, pro-
motion, products based in community needs, low prices), Service (delivery, installation, repair, greeters, customer service focus).
Support activities are stacked on top of Primary activities. Both sections have a Margin on the right in the shape of an arrow. This
graphicis blue.
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PART [1l: SYNTHESIZE ANALYSIS AND DETERMINE
A FIRM'S STRATECGIC ISSUE

Part | introduced you to strategic management and case analysis. In Part I, you learned how to analyze a company's organizational
performance and its external and internal environments. Now in Part I, you learn how to synthesize the analysis you have con-

ducted and how to determine a firm's strategic issue.
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6. SYNTHESIZE ANALYSIS AND DETERMINE A FIRM'S
STRATECGICISSUE

Learning Objectives

After you have engaged with the concepts in this chapter, you will understand and be able to apply the following key strategic manage-

ment concepts.

The SWOT framework

How a SWOT framework is used in strategic management

-

How to synthesize analysis using a SWOT framework
What a strategicissue is and why it is important
How to determine major areas of strategic concern
How to determine a firm's strategic issue

How to determine strategic alternatives

How to evaluate alternatives

0 0o N o B WD

How to develop an implementation plan to execute the recommended strategic alternative

o
o

How to confirm line of sight and congruence across the entire case analysis

You will be equipped to

1. Analyze the analysis you have completed so far, and complete a SWOT analysis

[

Determine major areas of strategic concern

Determine a strategic issue

Determine strategic alternatives, evaluate them, and recommend one
Determine line of sight and congruence throughout the entire case analysis

Write an implementation plan for your recommended strategic alternative

N o v B w

Write and/or present your case analysis

6.1 Introduction

In this chapter, you learn what a strengths, weakness, opportunities, and threats (SWOT) framework is and how it is used in strategic
management to synthesize the analysis you have conducted so far. You learn how to determine a firm's major areas of strategic con-
cern and its strategic issue. You learn how to determine strategic alternatives, evaluate them, and recommend one. You learn how
to how to determine line of sight and congruence throughout the entire case analysis and how to write an implementation plan for
your recommended strategic alternative. This culminates in your learning how to write and present your case analysis.
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6.2 SWOT Framework

A SWOT framework is a tool used to categorize a firm's strengths, weak-
nesses, opportunities, and threats, typically portraying them in a grid with

four quadrants. Strengths and weaknesses are on the top of the grid, and Strengths Weaknesses
opportunities and threats are on the bottom of the grid.
In contexts other than the strategic management process, organizations use
a SWOT framework as a standalone tool.
Opportunities Threats

Figure 6.1: SWOT framework

Application
Consider your search for a professional position after you graduate. Perhaps you already have plans.

o Areyouaiming tojoin a large company as a subject expert in accounting and information systems, business informa-
tion technology and cybersecurity, finance, insurance and business law, hospitality and tourism management, human
resource management, business management, management consulting and analytics, entrepreneurship, innovation
and technology management, marketing, or real estate?

o Does working with a smaller enterprise appeal to you more?

o Perhaps you are planning on a more entrepreneurial path. Do you have a plan to start your own company? Maybe you
already are an entrepreneur. You may be heading into consulting.

o Whatare your current strengths that will support your success in your career plans? Do you have any weaknesses that
you can mitigate to ensure your success? What are the external opportunities that you can capitalize on? Are there any
threats to your plans that you can plan around?

o Place your strengths and weaknesses in the top of a SWOT tool and the external opportunities and threats you may

face in the bottom of a SWOT framework.

Key Takeaways

A SWOT framework is a tool used to categorize a firm's strengths, weaknesses, opportunities, and threats. The framework is typically

visualized as a grid, with strengths and weaknesses on the top of the grid and opportunities and threats are on the bottom of the grid.
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6.3 How a SWOT Framework Is Used in Strategic Management

In strategic management, a SWOT framework is used to synthesize the analysis you have conducted so far. Synthesize means to
review, critically examine, and combine diverse elements into a coherent whole. Synthesis is combining different concepts to create
a new understanding, making a new whole from individual parts.

Think of a time when you wanted to make a large purchase. You gathered and analyzed a wide range of data, considered the rela-
tionships of that data, and decided what to buy based on your research. Perhaps you purchased a computer or another electronic
device for school. Did you investigate different brands? Did you consider the type of chip? How important was RAM to you? Perhaps
weight and size were important. What about price? You synthesized a lot of information to arrive at a decision based on your analy-
sis.

To conduct a SWOT in strategic management, you synthesize the analysis you have conducted so far about a firm's organizational
performance, external environment, and internal environment. This means to review, critically examine, and combine the diverse
elements of your previous analysis into a coherent concept.

When you synthesize the current analysis using a SWOT framework, this is referred to as a SWOT analysis. You are not returning to
the case to conduct additional analysis from the case when you use a SWOT framework.

In strategic management, a SWOT framework is never used as a standalone tool. Itis used only after you have completed your analy-
sis of a company, when it is time to synthesize your analysis. In strategic management, once you have completed your SWOT analy-
sis, you use your completed SWOT analysis to determine the firm's strategic issue.

Key Takeaways

At this stage of strategic management, you analyze and synthesize the analysis you have conducted so far to complete the SWOT analysis.
In strategic management, a SWOT framework is never used as a standalone tool, but as a way to determine the firm's strategic issue from

the analysis so far.

6.4 Synthesize Analysis Using a SWOT Framework

To conduct a robust SWOT analysis, begin by assessing which elements of the analysis you have conducted so far represent
strengths, weaknesses, opportunities, and threats. This gives you a draft of a SWOT analysis. The next step is to synthesize the infor-
mation in this draft. Once you confirm line of sight and congruence, you have a final SWOT analysis.

Determine Strengths, Weaknesses, Opportunities, and Threats

The first step in conducting a SWOT analysis is to identify strengths, weaknesses, opportunities, and threats in the elements you
have analyzed thus far in the process. Then you place your previously conducted analysis into the correct categories of a SWOT
analysis.
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In strategic management, it is important to place the analysis that relates to the external environment of the firm in the bottom
half of the grid, as they are opportunities and threats. External analysis addresses those issues external to a company and outside a
firm's control—the opportunities and threats a company faces.

Then place the analysis you have conducted so far about the company's internal environment on the top of the SWOT framework
as strengths and weaknesses. This is because internal analysis addresses those issues internal to a company and within a firm's con-
trol. Issues within a company's control are the company's strengths and weaknesses.

Internal analyses:

Organizational performance, VRIO, and VCA

Strengths

in the internal environment

Weaknesses
in the internal environment

e Strong resources Missing/weak resources
e Strong capabilities Missing/weak capabilities
e Strong core competencies Missing/weak core competencies
e Competitive advantages Competitive disadvantages
e Strong primary and secondary activities Weak primary and secondary activities
Opportunities Threats
in the external environment in the external environment
e Opportunities in the general, industry, and e Threats in the general, industry, and
competitive environments competitive environments
e Opportunities in the political, economic, e Threats in the political, economic,

sociocultural, technological, environmental, sociocultural, technological, environmental,
and legal environments and legal environments

e Opportunities in the bargaining power of e Threats in the bargaining power of suppliers
suppliers and buyers, substitute products, and buyers, substitute products, new
new entrants, and rivalry among competitors entrants, and rivalry among competitors

e Opportunities in strategic group e Threats in strategic group

External analyses:

Organizational performance, PESTEL, P5, and strategic group mapping

Figure 6.2: Synthesize analysis using a SWOT framework

Let's consider the analysis you have conducted so far. You do not place every aspect of your analysis into your SWOT analysis. Decide
which elements of your analysis impact the firm the most, are most relevant to the company, and are most important to the com-
pany. The evaluation step in the analysis you have conducted so far supports you in this assessment. Deciding which elements to
place in the SWOT framework requires critical thinking and judgment.

Organizational Performance

In Chapter 3, you learned how to analyze a firm's organizational environment. You used the organizational performance analysis

instrument to analyze a company's mission, purpose, vision, values, and goals. You analyzed a firm's financial position, its market
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position, and other relevant quantitative measures. You also analyzed an organization's balanced scorecard. Your analysis of a firm's
organizational performance produces information that relates to both the extremal and internal environments of a firm.

Synthesis begins with the examination of your analysis of the firm's organizational performance, enabling you to decide which ele-
ments of your analysis relate to the company's external environment and which elements relate to the firm's internal environments.
For example, you may decide that your analysis of a firm's market position relates primarily to the external environment and your
analysis of the company's balanced scorecard may relate predominantly to the internal environment. This requires critical thinking
andjudgment.

Next decide whether those elements of your organizational performance analysis that relate primarily to the external environment
represent opportunities or threats. Place those elements that you assess as opportunities in the opportunities box of your SWOT
analysis. Place those elements that you assess as threats in the threats box of your SWOT analysis.

Then decide whether those elements of your organizational performance analysis that relate primarily to the internal environment
represent strengths or weaknesses. Place those elements that you assess as strengths in the strengths box of your SWOT analysis.
Place those elements that you assess as weaknesses in the weaknesses box of your SWOT analysis.

Now that you have analyzed your analysis of the firm's organizational performance and placed this into the correct boxes of your
SWOT analysis, you are now ready to move on to analyzing your external analysis.

External Analysis

In Chapter 4, you learned how to analyze the external environment of a company. You used the PESTEL analysis instrument to ana-

lyze the general environment and the Porter's Five Forces analysis instrument to analyze the industry environment. You used the

strategic group mapping analysis instrument to analyze a firm's strategic group. The findings from your external analysis are placed

in the bottom half of the grid as opportunities and threats because external analysis addresses those issues outside a firm's control.

First decide whether the elements of your external analysis represent opportunities or threats. Place those elements from your
analysis of the external environment that you assess as opportunities in the opportunities box of your SWOT. Place those elements
from your analysis of the external environment that you assess as threats in the threats box of your SWOT.

Now that you have placed your analyses of the firm's organizational performance and external analysis into your SWOT, you are
now ready to move onto analyzing your internal analysis.

Internal Analysis

In Chapter s, you learned how to analyze the internal environment of a company. You used the VRIO analysis instrument to analyze

a firm's resources, capabilities, and core competencies and the value chain analysis instrument to analyze a company's primary and

secondary activities. The findings from your internal analysis are placed in the top half of the grid as strengths and weaknesses
because internal analysis addresses those issues within a firm's control.

First decide whether the elements of your internal analysis represent strengths or weaknesses. Place those elements from your
internal analysis that you assess as strengths in the strengths box of your SWOT. Place those elements from your internal analysis
that you assess as weaknesses in the weaknesses box of your SWOT.

You have now analyzed the analysis you have conducted so farin the case analysis process, deciding which elements of your analysis
impact the firm the most, are most relevant to the company, and are most important to the company. After critical examination,
you placed those elements of your analysis that relate to the external environment on the bottom of your SWOT analysis as oppor-
tunities and threats and those aspects of your analysis that relate to the internal environment on the top of your SWOT analysis as
strengths and weaknesses. This step of conducting your SWOT analysis provides you with a draft SWOT analysis.
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Synthesize SWOT Analysis

Asyou are learning, itis never sufficientin case analysis to simply place information into a framework. You must use critical thinking
and judgment to make decisions. The same is true for synthesizing your previous analysis using a SWOT analysis.

Now that you have completed a draft SWOT analysis, you synthesize the analysis you have placed in your draft.

To synthesize the analysis in your draft SWOT analysis, stand back and review the SWOT analysis. Think of it from a holistic perspec-
tive. Critically examine each element of your previous analysis that you have now placed into your draft SWOT analysis. Combine
elements of your draft that relate. Work with your draft SWOT analysis until you have a succinct and concise analysis that represents
all the essential elements of your draft SWOT analysis.

Confirm Line of Sight and Congruence

Onceyou have synthesized your analysis in the draft of your SWOT analysis, determine a clear line of sight and congruence between
the analysis from the strategic management frameworks and your SWOT analysis.

A few questions to consider include:

Is there a clear line of sight between the analysis from the strategic management frameworks and the SWOT analysis?
o Isthereaclearlogic behind how the analysis from the strategic management frameworks supports the SWOT analysis?
o Isthere a clear logic behind what analysis from the strategic management frameworks is placed in which category of the
SWOQT analysis?
Is there congruence between the analysis from the strategic management frameworks and the SWOT analysis?
o Ensure that everything thatis included in your SWOT analysis is included in an analysis instrument.
o Ensure that nothing is present in your SWOT analysis that is not included in an analysis instrument.

This gives you your final SWOT analysis.

This is step four in case analysis.

4. Synthesize the organizational performance and the external and internal analysis using SWOT analysis.

a. Synthesize the organizational performance and the internal and external analysis using a SWOT analysis.
b. Ensure line of sight and congruence between the analysis from the strategic management frameworks and the SWOT analy-

sis.

Itis only from a robust SWOT analysis that it is possible to determine a firm's strategic issue.
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Video 6.1: SWOT Analysis [02:02]
The video for this lesson discusses SWOT Analysis.

Access this YouTube video by scanning the QR code.

Application

Let's apply the SWOT analysis to a company. Use the same example of one of your favorite companies that you used with the

PESTEL, Porter's Five Forces, strategic group mapping, VRIO, and value chain analyses in the previous two chapters.

o Place your analysis from the external environment (PESTEL, Porter's Five Forces, strategic group mapping) on the bot-
tom of the SWOT grid as opportunities and threats.

o Place your analysis from the external environment (VRIO and value chain analysis) on the top of the SWOT grid as
strengths and weaknesses. This gives you your draft SWOT analysis.

o Synthesize the information in your SWOT analysis and confirm line of sight and congruence to determine your final
SWOT analysis.

Key Takeaways

To conduct a SWOT analysis, begin by accurately assessing which elements of the analysis you have conducted far represent strengths,
weaknesses, opportunities, and threats. Place the analysis that relates to the external environment of the firm in the bottom half of the
grid as opportunities and threats because external analysis addresses those issues outside a firm's control. Place the analysis you have
conducted so far that relates to the internal environment of the company on the top of a SWOT framework as strengths and weaknesses
because internal analysis addresses those issues within a firm's control. This gives you a draft SWOT analysis. Then synthesize the analy-
sis in your draft. Confirm line of sight and congruence. Now you have a final SWOT analysis. It is only from a robust SWOT analysis that it

is possible to determine a firm's strategic issue.


https://www.youtube.com/watch?v=M-D6DbJswR4
https://www.youtube.com/watch?v=M-D6DbJswR4
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6.5 Strategic Issue: What It Isand Why It Is Important

In addition to synthesizing organizational performance and external and internal analysis, executives and analysts use a SWOT
analysis to begin the process of identifying a firm's strategicissue. You also use a SWOT analysis to determine a firm's strategicissue
when conducting a case analysis. Before considering how a SWOT analysis is used to begin determining a firm's strategic issue, it is
firstimportant to understand what a strategicissue is and why it is important.

Strategic Issue

We briefly introduced the concept of a strategic issue in the first chapter. We now cover its important role for any firm in greater
detail.

A firm's strategic issue is the most important, urgent, broad, and long-term matter that the company is facing. Strategic issues are
the result of multiple causes in multiples areas of a business and require significant organizational talent and resources to resolve.
Addressing a strategic issue moves a firm toward its mission, purpose, and vision and should therefore be congruent with its values.
A strategic issue focuses on the present and specific organizational context, and considers what is happening with this firm, at this
time, in this place, and under these circumstances.

Let's unpack this definition:
A firm's strategic issue is the most important, urgent, broad, and long-term matter that the company is facing.

The first thing to notice is that the definition refers to one strategic issue. We distinguish between major areas of strategic concern,
and a firm's strategic issue. Firms likely have more than one major area of strategic concern. Addressing multiple areas of strategic
concern in one strategic issue has the advantage of clearly determining the relationships between the major areas of strategic con-
cern. However, there is no one right answer to whether a company can have multiple strategic issues. It is more important to accu-
rately capture all that is going on strategically for a firm than it is to be concerned with whether the firm's strategic challenge is
expressed as one or multiple strategicissues. We find it easiest to learn one approach at a time. Therefore, we present multiple areas
of strategic concern written in one strategic issue.

Astrategicissue is the mostimportant concern that the company is facing. A strategicissue is not a trivial matter. It is very important
and must be addressed. A strategicissue also is urgent. If the strategicissue is not addressed, there are likely serious consequences
for the company. These could include loss of market share, loss of industry position, or even death. A strategic issue is broad. It cap-
tures the big picture of what the firm is facing. A strategic issue is long term. It is not something the company can deal with imme-
diately.


https://doi.org/10.3390/sym10040116
https://www.youtube.com/watch?v=M-D6DbJswR4
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Strategic issues are the result of multiple causes in multiples areas of a business and require significant organizational talent and
resources to resolve.

Notice here that a strategic issue has multiple causes in multiples areas of a business. This means that strategic issues are complex,
with related and overlapping causes. Because of their complex nature, they have significant impact across multiple areas of a com-
pany. Their complexity also means that they are not easily or quickly resolved. They require both talent and resources to address,
and a company must be committed to solving them.

Addvressing a strategic issue moves a firm toward its mission, purpose, and vision and should be congruent with its values.
Everything a firm does needs to be aligned to its mission, purpose, vision, and values.

A strategic issue focuses on the present and specific organizational context, addressing what is happening with this firm, at this time, in
this place, and under these circumstances.

Thereis no one right formula for the structure of a strategic issue. When learning to identify a strategic issue, one good way to write
a strategicissue is to begin with “How can [firm's name] ..”

When first learning what a strategic issue is, it is easy to write a strategic issue that is either too narrow or too broad. There are
several reasons why a strategic issue may be too narrow. Many business students concentrate on functional areas such as busi-
ness information technology, accounting, human resources, and entrepreneurship. This functional expertise is a strong asset when
beginning a business career, but it can also narrow focus and sometimes lead to strategic issues that are aligned with a particular
business function, such as marketing.

Another reason for identifying a strategic issue that is too narrow is the way that business education polishes skills in identifying
problems and then immediately identifying solutions. This is an important skill in business. However, in strategic management,
problems are identified through analyzing a company using strategic management tools. From those, a strategicissue is identified.
Then strategic alternatives offer solutions to the issue. The extra step of identifying a broad concern from the problem is not nec-
essarily unique to strategic management, but it may be a less-polished skill for many business students who have spent their busi-
ness educations honing their skills in immediately identifying solutions. In strategic management, you analyze a case to identify
the problem, then you determine a strategic issue before you move on to recommending solutions in the form of strategic alterna-
tives.

Strategic issues that are too narrow often contain an action. Actions and solutions are identified later in the process as strategic
alternatives.

When a strategic issue is too narrow and needs to be amended, a common response can be to then write a strategic issue that is too
broad. If a strategicissue applies to all companies, then it is too broad. For example, a strategicissue reading “How can [firm's name]
make a profit?” is too broad because that is relevant to all companies, not just the firm that is being analyzed.

If a strategic issue always applies to the company being analyzed, notjust right now, then the strategic issue is too broad. For exam-
ple, if a technology company is being analyzed, then “How can [firm's name] remain an industry leader in technology?” is too broad
because this will always be relevant to the company being analyzed.

That is why a robust strategic issue must address what is happening with this firm, at this time, in this place, and under these cir-
cumstances, which can help focus a strategic issue that is too narrow or too broad. It focuses on the current context of the company
being analyzed.

Companies with strong strategic management talent, processes, resources, and strategic leaders are more likely to be able to con-
tinuously address strategy in a dynamic and ongoing way. This positions them to amend their strategy incrementally to remain
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industry leaders. Failing to continue to invest in strategic management and leadership can lead to a company losing its position as
an industry leader. Even industry leaders face significant challenges from their external and internal environments.

More often, strategic issues arise from shifts in the general environment, the industry environment, and the competitive environ-
ment, from organizational crises, or from other circumstances that are either unforeseen or which the company is insufficiently pre-
pared to address. In these cases, failing to address a strategic issue quickly and thoroughly can lead to firm decline or even death.

Video 6.2: Strategic Issues [01:57]
The video for this lesson discusses strategic issues.

Access this YouTube video by scanning the QR code.

Key Takeaways

A firm's strategic issue is the most important, urgent, broad, and long-term matter that the company is facing. Strategic issues are the
result of multiple causes in multiples areas of a business and require significant organizational talent and resources to resolve. Address-
ing a strategic issue moves a firm toward its mission, purpose, and vision and should be congruent with its values. A strategic issue
focuses on the present and specific organizational context, addressing what is happening with this firm, at this time, in this place, and

under these circumstances.
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6.6 Determine Major Areas of Strategic Concern

Now thatitis clear what a strategic issue is and why it is important, it is possible to begin determining a firm's strategic issue. There
are multiple ways to do so, and as with the number of strategic issues or the wording of a strategic issue, there is no one right
approach. Regardless of the specificapproach you use to determine a strategicissue, it is essential that you base your strategic issue
on your completed SWOT analysis. A strategic issue must reflect the analysis you have conducted so far of organizational perfor-
mance and the external and internal environments, which you have now synthesized in your SWOT analysis.


https://www.youtube.com/watch?v=Zj_dxbJpCqo
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When learning to determine a strategic issue, it can be tempting to rush to define a strategic issue for a firm without using a struc-
tured approach. As you work with a case, you may begin to see areas a firm needs to address. Deciding a strategic issue without
basing it on robust analysis is not a reliable or sufficient method. Strategic issues must be grounded in the thorough and robust
analysis you have conducted so far using strategic management frameworks and your SWOT analysis.

Since students new to strategic management often benefit from having a specific process to follow to determine a strategic issue,
we now review one approach to determine a strategic issue. First determine themes in your SWOT analysis. Use these themes to
determine a firm's major areas of strategic concern. Then confirm line of sight and congruence between the themes in your SWOT
analysis and the major areas of strategic concern.

Determine Themes in Your SWOT Analysis

To determine a firm's major areas of strategic concern, first determine themes in your SWOT analysis. Critically think about each
strength, weakness, opportunity, and threat in your SWOT analysis, then identify which ones relate and how they relate.

A few questions to consider include:

o ) Strengths Weaknesses
Are there themes within the categories?
S1 W1
In the strengths? S2 W2
In the weaknesses? S3 W3
In the opportunities?
In the threats?
Opportunities Threats
Are there themes between the categories?
o1 T1
Between any two, three, or four of the categories: strengths, weak- 02 T2
nesses, opportunities, threats? 03 T3

Keep working with your SWOT analysis until all strengths, weaknesses, ) ) )
Figure 6.3: Determine themes in your SWOT analysis

opportunities, and threats are assigned to a theme.

Let's use an example toillustrate this process. Imagine that you have determined three themes in your SWOT analysis: competition,
innovation, and technology.

Determine Major Areas of Strategic Concern

Next determine major areas of strategic concern from the themes you have just identified in your SWOT analysis. Major areas of
strategic concern are the most urgent aspects of strategy that a firm needs to address immediately to ensure company success now
and in the future.

Ensure each major area of strategic concern is mutually exclusive from the others, making them each distinct.

The number of major areas of strategic concern is determined by the analysis of the company's current situation. Three is a good
guideline because most companies are facing at least three major areas of strategic concern, and three major areas of strategic con-
cern are likely the most a firm can effectively attend to at one time.
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In our example, the three themes in your SWOT analy-
sis—competition, innovation, and technology—are the major
areas of strategic concern.

Theme from Theme from Theme from
) ) ) swot swoT swot
Finally, confirm the line of sight and congruence between the
themes in your SWOT analysis and the major areas of strategic
concern.
A few questions to consider include:
Major area of Major area of Major area of
strategic concern strategic concern strategic concern

Is there a clear line of sight between the SWOT themes
and the major areas of strategic concern? ) ) .
i ) Figure 6.4: Major areas of strategic concern
o Is it clear how the SWOT themes support the major
areas of strategic concern?
Is there congruence between the SWOT themes and the major areas of strategic concern?
o Ensure that everything thatis included in your SWOT themes is included in the major areas of strategic concern.

o Ensure that nothing presentin your SWOT themes is omitted in the major areas of strategic concern.

This is step six in case analysis.

6. Determine major areas of strategic concern.

a. ldentify the major areas of strategic concern from the SWOT analysis and any additional analysis of strategies.

b. Ensure line of sight and congruence between the SWOT analysis and the major areas of strategic concern.

We move to step 6 of case analysis because step 5 is “as appropriate to the case, analyze strat<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>