How Strategies are Formulated

· Should always consider major opportunities for achieving sustainable competitive advantage:

· Cost and quality

· Knowledge and speed

· Barriers to entry – create market that is protected from others
· Financial resources
· How can we best compete for customers in this industry?

           Porter’s generic strategies model
· Business-level strategic decisions are driven by: 

· Market scope  - how broad or narrow is your market
· Source of competitive advantage – product and price
· Market scope and source of competitive advantage combine to generate four generic strategies
· Porter’s generic strategies for gaining competitive advantage:

· Differentiation strategy – making product appear different from competitors
· Seek uniqueness, customer loyalty
· Cost leadership strategy – minimize costs to operate more efficiently
· Can offer customers lower prices
· Focused differentiation strategy – one special market segment
· Particular customers, location, product or service
· Focused cost leadership strategy – special market segment with low costs
· Porter’s generic strategies framework using soft drink example:
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Portfolio planning approach
· Designed to help managers decide on investing scarce organizational resources among competing business opportunities.

· Useful for multi-business or multi-product situations.

· BCG (Boston Consulting Group) matrix
· Analyzes business opportunities according to …

· Industry or market growth rate (Low vs. high)
· Market share (Low vs. high)
· BCG matrix — business conditions and related strategies:

· Stars

· High share/high growth businesses.

· Preferred strategy — growth.

· Cash cows

· High share/low growth businesses.

· Preferred strategy — stability or modest growth.

· Question marks

· Low share/high growth businesses.

· Preferred strategy — growth for promising question marks and restructuring or divestiture for others.

· Dogs

· Low share/low growth businesses.

· Preferred strategy — retrenchment by divestiture.
BCG Matrix:
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· Types of adaptive strategies:

· Prospector strategy

· Pursuing innovation and new opportunities in the face of risk and with prospects for growth. 
· Industry leader, creating new products which competitors respond to
· Defender strategy

· Protecting current market share by emphasizing existing products and current share without seeking growth.
· Suited for stable environment may lead to decline
· Analyzer strategy

· Maintaining stability of a core business while exploring selective opportunities for innovation and change. 
· Common in computer industry, watch to see what the leader does
· Reactor strategy

· Merely responding to competitive pressure in order to survive.
· Least desirable

· Incrementalism

· Modest and incremental changes in strategy occur as managers learn from experience and make adjustments.
· Requires flexibility and ability to master problems and opportunities as they occur
· Emergent strategies

· Develop progressively over time in the streams of decisions that managers make as they learn from and respond to work situations.
· Mintzberg – managers will become good at implementing strategies not just formulating them
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