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There are some people who begin the Zoo at the
beginning, called WAYIN, and walk as quickly as
they can past every cage until they come to the one
called WAY OUT, but the nicest people go straight to
the animal they love the most, and stay there.

—A. A. Milne, in the Introduction to Winnie-The-Pooh

We dedicate this book to such people who are more interested in open
fields than closed cages.
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EMBARKATION

I his trip began with a paper by Henry called "Strategy Formation:
Schools of Thought," published by Jim Fredrickson in a collec-

tion entitled Perspectives on Srategic Management (HarperCollins,
1990). Bruce used the paper in a course at Trent University and found
that it worked well. "Why don't you do a book on it?" he suggested.
"Why don't we do it together?" Henry replied. They both thought that
Joe would make an excellent member of the team. So the safari was
launched.

We did not, however, write this as atextbook or some sort of academ-
ic treatise. From the outset, we believed that the book should have as
much relevance for managers and consultants in practice as students and
professors in the clasroom. So we set out to write an easily accessible ex-
planation of the fascinating field of strategic management. Sure, some
parts may appeal more to practitioners, while others may be more of in-
terest to the academically inclined. Thisisin the nature of the beast. We
did not set out to domesticate it but to make it friendly. We wanted read-
ers from everywhere to join our safari. But at the same time we want to
challenge you. We take risks and hope that they will invigorate you. For
as we argue throughout, the field of strategic management needs to be
opened up, not closed down; it needs reconciliation among its many dif-
ferent tendencies, not the isolation of each.

To enrich the experience of this safari, we hope to follow up with a
Guidebook. We have also prepared an Instructor's Manual to facilitate
the use of this rather unconventional book in the classroom.

We owe many thank-yous. Bob Wallace of The Free Press must be
especially singled out. In the musical chairs world of publishing these
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days, to be able to work with someone of his caliber, dedication, and
experience is most unusual. Abby L uthin gave welcome support there
aswell.

Kate Maguire provided great help, as she has so often in the past.
(Kate labeled the manuscript "The Beast" long before it received its
current title!) She was supported admirably by Elana Trager, especially
in tracking down some tricky bits of information. Coralie Clement
dealt with all the references and permissions, plus lots more, working
across countries, authors, and problems with remarkable skill. At one
point, she wrote in an e-mail, "l think it's pretty avesome that | am
communicating with a Franco-Anglo-Canadian in India about a book
being published in the U.S. and Europe——Ahhh, modern life."

Particularly wise and helpful were comments on the manuscript
provided by Joelle Meiic. Thanks aso go to the doctoral students of
Henry's colloguium in Montreal, who made a number of helpful sug-
gestions, and to Maeve Quaid, Doug Torgerson, and Meissa Nadler.
We also express our appreciation to Denise Fleck for doing the index.



"AND OVER HERE,
LADIES AND GENTLEMEN:
THE STRATEGIC MANAGEMENT BEAST"

"To be perfectly frank, I'm not nearly as smart as you seem to think I am.”



Afable to begin, often referred to, seldom known:

THE BLIND MEN AND THE ELEPHANT

by John Godfrey Saxe (1816-1887)

It was six men of Indostan
To learning much inclined,
Who wentto see the Elephant
(Though all of them were blind)
That each by observation

Might satisfy his mind.

The First approached the Elephant,
And happening to fall
Against his broad and sturdy side,
At once began to brawl:
"God bless me butthe Elephant
Isvery likeawal."

The Second, feeling of the tusk,
Cried, "Ho! What have we here
So very round and smooth and sharp?
To me 'tis mighty clear
This wonder ofan Elephant

Is very like a spear!"

The Third approached the animal,
And happening to take
The squirming trunk within his hands,
Thus boldly up and spake:
"l see," quoth he, "The Elephant

Is very like a snake!"

The Fourth reached out an eager hand,
And felt around the knee,
"What most this wondrous beast is like
Is mighty plain," quoth he;

"'Tis clear enough the Elephant

Isvery like atree!"



The Fifth, who chanced to touch the ear,
Said: "E'en the blindest man
Can tell what this resembles most;
Deny the fact who can,
This marvel ofan Elephant

Is very like afan!"

The Sixth no sooner had begun
About the beast to grope,
Than, seizing on the swinging tail
That fell within his scope,

"l see," quoth he, "the Elephant

is very like arope!"

And so these men of Indostan
Disputed loud and long,
Each of his own opinion
Exceeding stiff and strong,
Though each was partly in the right,

And all were in the wrong!

Moral

So oft in theologic wars,
The disputants, | ween,
Rail on in utter ignorance
Ofwhat each other mean,
And prate about an Elephant

Not one of them has seen!

We are the blind people and strategy formation is our elephant.
Since no one has had the vision to see the entire beast, every-

one has grabbed hold of some part or other and "railed on in utter ig-
norance" about the rest. We certainly do not get an elephant by adding
up its parts. An elephant is more than that. Yet to comprehend the
whole we aso need to understand the parts.

The next ten chapters describe ten parts of our strategy-formation
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beast. Each forms one "school of thought." These ten chapters are
framed by this firg chapter, which introduces the schools as well as
some ideas about strategy itsdf, and alast chapter which returns to the
whole beast.

Why Ten?

In acolorful article entitled "The Magic Number Seven, Plus or Minus
Two: Some Limits on Our Capacity for Processing Information,”" psy-
chologist George Miller (1956) asked why we tend to favor a quantity
of about seven for categorizing things—for example seven wonders of
the world, seven deadly sins, and seven days of the week. This reflects
our cognitive makeup, he concluded: seven is about the number of
"chunks" of information that we can comfortably retain in our short-
term memories.* Three wonders of the world would fal alittle flat, so
to speak, while eighteen would be daunting. But those of us interested
in strategy are, of course, no ordinary mortals—at least in terms of our
cognitive capacities—and so should be able to comprehend, say, one
more than the magic number seven plus two. Accordingly, this book
proposes ten schools of thought on strategy formation.

Cognition aside, in reviewing alarge body of literature, ten distinct
points of view did emerge, most of which are reflected in management
practice. Each has a unique perspective that focuses, like each of the
blind men, on one maor aspect of the strategy-formation process.
Each of these perspectives is, in one sense, narrow and overstated. Yet
in another sense, each is aso interesting and insightful. An elephant
may not be atrunk, but it certainly has atrunk, and it would be difficult
to comprehend elephants without reference to trunks. The handicap
of blindness does have an unexpected advantage, sharpening the other
senses to the subtleties that can escape those who see clearly.

THE scHooLs. Accordingly, in each of the ten subsequent chapters, we
present one of the schools from its own limited perspective. Then we
critique it, to extract both its limitations and its contributions. These

* Actually, Miller arguesfor alimit of thisorder to the number of "bits" we can handlein what he
refers to as "absolute judgment” and the number of "chunks'—combinations of these bits—in
"intermediate memory."
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schools, together with the single adjective that seems best to capture
each one's view of the strategy process, are listed below:

The Design School: strategy formation as a process of
conception

The Planning School: strategy formation as aformal process

The Positioning School: strategy formation asan analytical
process

The Entrepreneurial School strategy formation asavisionary
process

The Cognitive School: strategy formation as amental process

The Learning School: strategy formation asan emergent
process

The Power School: strategy formation as a process of
negotiation

The Cultural School: strategy formation asacollective
process

The Environmental School: strategy formation asareactive
process

The Configuration School:  strategy formation as a process of
transfor mation*

Our ten schools fall into three groupings. The firg three schools are
prescriptive in nature—more concerned with how strategies should be
formulated than with how they necessarily do form. Thefirst of these,
which presented in the 1960s the basic framework on which the other
two built, focuses on strategy formation as a process of informal design,
essentially one of conception. The second school, which developed in
parallel in the 1960s and peaked in aflurry of publications and practice
in the 1970s, formaized that perspective, seeing strategy making as a
more detached and systematic process of formal planning. That school
was somewhat displaced in the 1980s by the third prescriptive school,
less concerned with the process of strategy formation than with the ac-
tual content of strategies. It is referred to as the positioning school be-

*|n an interesting alternative mapping Martinet (1996) has divided the field into teleologic, socio-
logy, ideologic, and ecologic. (Lauriol, 1996, has mapped our ten schoolsonto thesefour.) Seea so
Bowman (1995) for another interesting cut of the field.
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cause it focuses on the selection of strategic positions in the economic
marketplace.

The six schools that follow consider specific aspects of the process of
strategy formation, and have been concerned less with prescribing
ideal strategic behavior than with describing how strategies do, in fact,
get made.

Some prominent writers have long associated strategy with entrepre-
neurs/up, and have described the process in terms of the creation of vi-
sion by the great leader. But if strategy can be personalized vision, then
strategy formation has also to be understood as the process of concept
attainment in a person's head. Accordingly, a small but important cog'
nitive school has also developed that seeks to use the messages of cogni-
tive psychology to enter the strategist's mind.

Each of the four schools that follow has tried to open up the process
of strategy formation beyond the individual, to other forces and other
actors. For the learning school, the world istoo complex to allow strate-
gies to be developed all at once as clear plans or visions. Hence strate-
gies must emerge in small steps, as an organization adapts, or "learns."
Similar to this, but with a different twist, is the power school, which
treats strategy formation as a process of negotiation, whether by con-
flicting groups within an organization or by organizations themselves
as they confront their external environments. In contrast to thisis an-
other school of thought that considers strategy formation to be rooted
in the culture of the organization. Hence the process is viewed as fun-
damentally collective and cooperative. And then there are the propo-
nents of an environmental school, organization theorists who believe
strategy formation is a reactive process in which the initiative lies not
inside the organization, but with its external context. Accordingly,
they seek to understand the pressures imposed on organizations.

Our final group contains but one school, although it could be argued
that this school really combines the others. We call it configuration.
People in this school, in seeking to be integrative, cluster the various
elements of our beast—the strategy-making process, the content of
strategies, organizational structures and their contexts—into distinct
stages or episodes, for example, of entrepreneurial growth or stable ma-
turity, sometimes sequenced over time to describe the life cycles of or-
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ganizations. But if organizations settle into stable states, then strategy
making has to describe the leap from one state to another. And so, an-
other side of this school describes the process as one of transformation,
which incorporates much of the huge prescriptive literature and prac-
tice on "strategic change."

These schools have appeared at different stages in the development
of strategic management. A few have aready peaked and declined,
others are now developing, and some remain as thin but nonetheless
significant trickles of publication and practice. We shall describe each
school in turn, with our own interpretation of its development and its
difficulties, before concluding with our final integrative comments in
the closing chapter.

Note that al of these schools can be found in the literature, often in
very clearly delineated pockets: particular academic journals, specia
practitioner magazines, certain styles of books. But most are, or have
been, equally evident in practice, both within organizations and from
the consulting firmsthat serve them. Practitioners read and are influ-
enced by the literature, just as the literature is influenced by the prac-
tice. So this is a book of the school of thought on strategy formation
both in publication and in practice.

A Fdd Review

The literature of strategic management is vast—the number of items
we reviewed over the years numbers close to 2,000—and it grows
larger every day. Of course, not dl of this comes from the fidd of man-
agement. All kinds of other fidlds make important contributions to our
understanding of the strategy process.

William Starbuck has written that to discuss "all aspects of organiza-
tion which are relevant to adaptation . . . means . . . that one could
legitimately discuss everything that has been written about orge
nizations' (1965:468). This is, in fact, an understatement, because
the last word in the quotation should read "collective systems of al
kinds."

What biologists write about the adaptation of species (for example
"punctuated equilibrium") can have relevance for our understanding
of strategy as position ("niche"). What historians conclude about peri-
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ods in the development of societies (such as "revolution") can help ex-
plain different stages in the development of organizational strategies
(for example, "turnaround" as a form of "cultural revolution"). Physi-
cists' descriptions of quantum mechanics and mathematicians' theo-
ries of chaos may provide insights into how organizations change. And
so on. Add to this all the other literatures that are more commonly rec-
ognized as relevant to the study of organizations—psychology on
human cognition as well as leadership charisma, anthropology on cul-
tures in society, economics on industrial organization, urban planning
on formal planning processes, political science on public policy mak-
ing, military history on strategies of conflict, and on—and the result is
an enormous, dispersed body of literature capable of rendering all sorts
of insights. At the limit, strategy formation is not just about values and
vision, competences and capabilities, but also about the military and
the Moonies, crisis and commitment, organizational learning and
punctuated equilibrium, industrial organization and social revolution.

We consider this literature in its own terms. We do not, however, seek
to review it comprehensively. (We had no more wish to write several
thousand pages than most people have to read it.) This, in other words,
is afield review, not a literature review. We seek to cover the literature
and the practice—to set out its different angles, orientations, tenden-
cies. Inso doing, we cite published work either because it has been key to
aschool or else because it well illustrates a body of work. We apologize to
the many insightful writers and consultants whose work is not men-
tioned; we hope that we have left out no significant bodies of work.

We must add one point, however. There is aterrible bias in today's
management literature toward the current, the latest, the "hottest."
This does a disservice, not only to all those wonderful old writers, but
especially to the readers who are all too frequently offered the trivial
new instead of the significant old. We express no such bias in this
book. Ours is a review of the evolution as well as the current state of
this field. Later in this book we argue that ignorance of an organiza-
tion's past can undermine the development of strategies for its future.
The same is true for the field of strategic management. We ignore past
work at our own peril. Indeed, we believe that time works on the liter-
ature and practice of strategic management much like it works on wine
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in barrels: it reveals what is excellent. We therefore apologize to no
one for reminding the reader of so many wonderful old publications.

Five Psfor Strategy

The word strategy has been around for along time. Managers now use it
both freely and fondly. It is also considered to be the high point of
managerial activity. For their part, academics have studied strategy ex-
tensively for about two decades now, while business schools usually
have as their final required capstone a course in strategic management.
The word strategy is so influential. But what does it really mean?

It is part of human nature to look for a definition for every concept.
Most of the standard textbooks on strategy offer that definition, usually
presented in the introductory chapter, more or less as follows: "top
management's plans to attain outcomes consistent with the organiza-
tion's missions and goals" (Wright et al., 1992:3). No doubt such defi-
nitions have been dutifully memorized by generations of students, who
have later used them in thousands of corporate reports. We offer no
such easy definition here. Instead, we argue that strategy (not to men-
tion ten such different schools about it) requires a number of defini-
tions, five in particular (based on Mintzberg, 1987).

Ask someone to define strategy and you will likely be told that strat-
egy is aplan, or something equivalent—adirection, a guide or course of
action into the future, a path to get from here to there. Then ask that
person to describe the strategy that his or her own organization or that
of a competitor actually pursued over the past five years—not what
they intended to do but what they really did. You will find that most
people are perfectly happy to answer that question, oblivious to the
fact that doing so differs from their very own definition of the term.

It turns out that strategy is one of those words that we inevitably de-
fine in one way yet often also use in another. Strategy is a pattern, that
is, consistency in behavior over time. A company that perpetually
markets the most expensive products in its industry pursues what is
commonly called a high-end strategy, just as a person who always ac-
cepts the most challenging of jobs may be described as pursuing a high-
risk strategy. Figure 1-1 contrasts strategy as plan—Ilooking ahead,
with strategy as pattern—Ilooking at past behavior.
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FIGURE I-I
STRATEGIES AHEAD AND BEHIND

Strategy as plan (intended)

/

Strategy as pattern (realized)

Now, both definitions appear to be valid: organizations develop
plans for their future and they also evolve patterns out of their past.
We can call one intended strategy and the other realized strategy. The
important question thus becomes: must realized strategies always have
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been intended? (That intended strategies are not always realized is all
too evident in practice.)

There is asimple way to find out. Just ask those people who happily
described their (realized) strategies over the past five years what their
intended strategies were five years earlier. Were they the same? A few
may claim that their intentions were realized perfectly. Suspect their
honesty. A few others may answer that what they realized as strategies
had nothing to do with what they intended. Suspect their behavior. In
our experience, the vast majority of people give an answer that falls be-
tween these two extremes—a bit of this and a bit of that, they say.
They did not stray completely from their intentions, but neither did
they achieve them perfectly. For, after all, perfect realization implies
brilliant foresight, not to mention an unwillingness to adapt to unex-
pected events, while no realization at all suggests a certain mindless-
ness. Thereal world inevitably involves some thinking ahead as well as
some adaptation en route.

As shown in Figure 1-2, intentions that are fully realized can be
called deliberate strategies. Those that are not realized at al can be
called unrealized strategies. The planning school, for example, recog-
nizes both, with an obvious preference for the former. But there is a
third case, which we call emergent strategy—where a pattern realized
was not expressly intended. Actions were taken, one by one, which
converged over time to some sort of consistency or pattern. For exam-
ple, rather than pursuing a strategy (read plan) of diversification, a
company simply makes diversification decisions one at a time, in effect
testing the market. First it buys an urban hotel, next a restaurant, then
aresort hotel, then another urban hotel with arestaurant, then a third
of these, and so on, until a strategy (pattern) of diversifying into urban
hotels with restaurants has emerged.

As implied earlier, few, if any, strategies are purely deliberate, just as
few are purely emergent. One means no learning, the other means no
control. All real-world strategies need to mix these in some way: to ex-
ercise control while fostering learning. Strategies, in other words, have
to form as well as be formulated. An umbrella strategy, for example,
means that the broad outlines are deliberate (such as to move upmar-
ket), while the details are allowed to emerge en route (when, where,
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FIGURE 1-2

STRATEGIES DELIBERATE AND EMERGENT

Intended
Strategy

and how). Thus, emergent strategies are not necessarily bad and delib-
erate strategies good; effective strategists mix these in ways that reflect
the conditions at hand, notably the ability to predict as well as the
need to react to unexpected events.

Alongside plan and pattern, we can add two more "p" words. Some
years ago, McDonald's introduced a new product called Egg McMuf-
fin—the American breakfast in abun. Thiswas to encourage the use of
their restaurant facilities in the morning. If you ask people whether
Egg McMuffin was a strategic change for McDonald's, you will in-
evitably hear two answers: "Yes, of course: it brought them into the
breakfast market," and "Aw, come on, it's the same old stuff—the Mc-
Donald's way—ijust in a different package." In our view, the real differ-
ence between these people is in how they implicitly define the content
of strategy.

To some people, strategy is a position, namely the locating of particu-
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FIGURE 1-3
STRATEGIES ABOVE AND BELOW

Strategy as position

/A

Strategy as perspective

/.

Strategy as perspective

O

lar products in particular markets—Egg McMumn for the breskfast
market. As Michael Porter reiterated recently, "Strategy is the creation
of aunique and vauable position, involving a different set of activities"

\ A

0o TR A TH A NG e
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FIGURE 14

CHANGING POSITION AND PERSPECTIVE

Strategy as Perspective
o New
Egg McMufiin McDuckling a 'orange
=
é
a
]
? Big Mac Big Mac i table
g
Yy
Old

as out—to the external marketplace. As perspective, in contrast, strat-
egy looks in—inside the organization, indeed, inside the heads of the
strategists, but it also looks up—to the grand vision of the enterprise.

Again, we need both definitions. McDonald's introduced Egg Mc-
Muffin successfully because the new position was consistent with the
existing perspective. The executives of McDonald's seemed to under-
stand well (although not necessarily in these terms) that one does not
casually ignore perspective. (Anyone for McDuckling a I'Orange?)
Changing position within perspective may be easy; changing perspec-
tive, even while trying to maintain position, is not. (Just ask Swiss
watchmakers about the introduction of quartz technology.) Figure 1-4
illustrates examples of this.

Thus, we have four different definitions of strategy. A fifth is in
common usage too: strategy is a ploy, that is, a specific "maneuver" in-
tended to outwit an opponent or competitor. A kid may hop over a
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fence to draw a bully into his yard, where his Doberman Pinscher waits
for intruders. Likewise, a corporation may buy land to give the impres-
sion it plans to expand its capacity, in order to discourage a competitor
from building a new plant. Here the real strategy (as plan, that is, the
real intention) is the threat, not the expansion itself, and as such is a
ploy-

Five definitions and ten schools. As we shall see, the relationships
between them are varied, although some of the schools have their pref-
erences—for example, plan in the planning school (as noted), position
in the positioning school, perspective in the entrepreneurial school,
pattern in the learning school, ploy in parts of the power school.

There may not be one simple definition of strategy, but there are by
now some general areas of agreement about the nature of strategy. The
accompanying box summarizes these.

Strategiesfor Better and for Worse

Any discussion of strategy inevitably ends on a knife-edge. For every
advantage associated with strategy, there is an associated drawback or
disadvantage:

1. "Strategy sets direction."”

Advantage: The main role of strategy is to chart the course of an
organization in order for it to sail cohesively through its environ-
ment.

Disadvantage: Strategic direction can also serve as a set of blind-
ers to hide potential dangers. Setting out on a predetermined
course in unknown waters is the perfect way to sail into an ice-
berg. While direction is important, sometimes it is better to move
dowly, a little bit at a time, looking carefully but not too far
ahead, as well as to each side, so that behavior can be shifted at a
moment's notice.

2. "Strategy focuses effort.”

Advantage: Strategy promotes coordination of activity. Without
strategy to focus effort, chaos can ensue as people pull in avariety
of different directions.
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THE STRATEGY BEAST: AREAS OF AGREEMENT

(adapted from Chaffee, 1985:89-90)

Strategy concerns both organization and environment. "A basic premise of
thinking about strategy concerns the inseparability of organization and
environment. . . . The organization uses strategy to deal with changing

environments."

The substance of strategy is complex. "Because change brings novel
combinations of circumstances to the organization, the substance of
strategy remains unstructured, unprogrammed, nonroutine, and non-
repetitive____ "

Strategy affects overall welfare of the organization. "... Strategic decisions
... are considered important enough to affect the overall welfare of the

organization...."

Strategy involves issues of both content and process. ". . . The study of
strategy includes both the actions taken, or the content of strategy, and
the processes by which actions are decided and implemented."

Strategies are not purely deliberate. "Theorists . . . agree that intended,
emergent, and realized strategies may differ from one another."

Strategies exist on different levels. "... Firms have ... corporate strategy
(What businesses shall we be in?) and business strategy (How shall we
compete in each business?)"

Strategy involves various thought processes. . . . Strategy involves concep-
tual as well as analytical exercises. Some authors stress the analytical di-
mension more than others, but most affirm that the heart of strategy
making is the conceptual work done by leaders of the organization."

Disadvantage: "Groupthink" arises when effort is too carefully fo-
cused. There may be no peripheral vision, to open other possibil-
ities. A given strategy can become too heavily embedded in the
fabric of the organization.
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3. "Strategy defines the organization."

Advantage: Strategy provides people with a shorthand way to un-
derstand their organization and to distinguish it from others.
Strategy provides meaning, plus a convenient way to compre-
hend what the organization does.

Disadvantage: To define an organization too sharply may also
mean define it too simply, sometimes to the point of stereotyping,
so that the rich complexity of the system is lost.

4. "Strategy provides consistency."

Advantage: Strategy is needed to reduce ambiguity and provide
order. In this sense, a strategy is like a theory: a cognitive struc-
ture to simplify and explain the world, and thereby facilitate
action.

Disadvantage: Ralph Waldo Emerson said that "A foolish consis-
tency is the hobgoblin of little minds. . . ." Creativity thrives on
inconsistency—by finding new combinations of hitherto sepa-
rate phenomena. It has to be realized that every strategy, like
every theory, is a simplification that necessarily distorts reality.
Strategies and theories are not reality themselves, only represen-
tations (or abstractions) of reality in the minds of people. No one
has ever touched or seen a strategy. This means that every strat-
egy can have a misrepresenting or distorting effect. That is the
price of having a strategy.

We function best when we can take some things for granted, at least
for atime. And that is a major role of strategy in organizations: it re-
solves the big issues so that people can get on with the little details—
like targeting and serving customers instead of debating which markets
are best. Even chief executives, most of the time, must get on with
managing their organizations in a given context; they cannot con-
stantly put that context into question.

There is a tendency to picture the chief executive as a strategist, up
there conceiving the big ideas while everyone else gets on with the lit-
tledetails. But thejob isnot like that at all. A great deal of it has to do
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with its own little details—reinforcing the existing perspective (and
"culture") through all kinds of figurehead duties, developing contacts
to find important information, negotiating agreements to reinforce ex-
isting positions, and so on.

The problem with this, of course, is that eventually situations
change—environments destabilize, niches disappear, opportunities
open up. Then al that is constructive and effective about an estab-
lished strategy becomes a liability. That is why, even though the con-
cept of strategy is rooted in stability, so much of the study of strategy
focuses on change. But while formulas for strategic change may come
eadily, the management of that change, especialy when it involves
shifting perspective, comes hard. The very encouragement of strategy
to get on with it—its very role in protecting people in the organization
from distraction—impedes their capacity to respond to changes in the
environment. In other words, retooling is expensive, especially when
it is human minds, and not just machines, that have to be retooled.
Strategy, as mental set, can blind the organization to its own outdated-
ness. Thuswe conclude that strategies are to organizations what blind-
ers are to horses: they keep them going in a straight line but hardly
encourage peripheral vision.

All this leads to our find conclusion, which is that strategies (and
the strategic management process) can be vital to organizations by
their absence aswdll astheir presence. (See the accompanying box.)

Strategic Management as an Academic Discipline

Also for better and for worse, strategic management has become an
academic discipline in its own right, like marketing and finance. The
fidld has its own academic journals, its own "clubs,”" its own confer-
ences. Itsliterature is vast and, since 1980, has been growing at an as-
tonishing rate. There has been a genera tendency to date that
literature back to the mid-1960s, earlier perhaps to a 1951 book by
William Newman, but the writings on military strategy go back much
further: indeed, Sun Tzu wrote his Art of War in about the fourth cen-
tury B.C. (Griffith, in Sun Tzu, 1971:ix).

For the most part, the teaching of strategic management has high-
lighted the rational and prescriptive side of the process, hamely our
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STRATEGY ABSENCE AS VIRTUE

(from Inkpen and Choudhury, 1995:313-323)

«... Strategy absence need not be associated with organizational failure.

. Deliberate building in of strategy absence may promote flexibility in

an organization. . . . Organizations with tight controls, high reliance on

formalized procedures, and a passion for consistency may lose the abil-
ity to experiment and innovate.

Management may use the absence of strategy to send unequivocal sig-
nals to both internal and external stakeholders of its preference not to
engage in resource-consuming ceremony.... For example, various arti-
cles have described Nucor's disdain for formal planning systems and the
firm's reliance instead on a consistency in action at all levels in the orga-
nization. Nucor has no written strategic plan, no written objectives, and
no mission statement. For Nucor, an absence of many of the supposed
elements of strategy is symbolic of the no-frills, non-bureaucratic orga-
nization Nucor has worked hard to become.

« An absence of a rigid pattern of strategic decision making may ensure
that "noise" is retained in organizational systems, without which strat-
egy may become a specialized recipe that decreases flexibility and
blocks learning and adaptation

first three schools (design, planning, and positioning). Strategic man-
agement has commonly been portrayed as revolving around the dis-
crete phases of formulation, implementation, and control, carried out
in almost cascading steps. Thisbias is heavily reflected in practice, par-
ticularly in the work of corporate and governmental planning depart-
ments as well as of many consulting firms.

This book departs from this traditional view in its attempt to pro-
vide a more balanced survey of the fidd, with al of its contradictions
and controversies. Significant space is given to the nonrational/non-
prescriptive schools, which point to other ways of looking at strategic
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management. Some of these schools have a less optimistic view about
the possibility for formal strategic intervention. Where we become un-
balanced somewhat is in our critiques of the different schools. The
three prescriptive schools have so dominated the literature and prac-
tice that we find it appropriate to include rather extensive discussions
that bring much of this conventional wisdom into question. Of course,
we critique al ten schools, since each has its own weaknesses. But
when people are seated on one side of a see-saw, it makes no sense to
try to get them into balance by pulling from the center. Put differently,
to maintain balance among our critiques of the ten schools would only
help to perpetuate the unbalance that we believe currently exists in
the literature and practice.

Pervasive strategic failure in many large corporations may well be
attributed to the army of business school graduates who have been
sent out with an incomplete tool kit. This book seeks to open up the
range of perspectives by providing a more varied set of ideas for such
students as well as practicing managers. As Hart has noted, "High per-
forming firms appear capable of blending competing frames of refer-
ence in strategy making. They are simultaneously planful and
incremental, directive and participative, controlling and empower-
ing, visionary and detailed" (1991:121). Or, as F. Scott Fitzgerald put
it, more bluntly: "The test of afirst-rate intelligence is the ability to
hold two opposed ideas in the mind at the same time and still retain
the ability to function." To function as a strategist, of course, means
not just to hold such opposing views, but as Spender (1992) has
pointed out, to be able to synthesize them. We ask you, the reader, to
hold ten such views!

The fidd of strategic management may itself be moving toward
such synthesis. As we shall see, some of the newer work cuts across
our schools. This may seem to make abit of a mess of our framework.
But our schools may, in fact, help us to see how this work draws im-
portant aspects of strategy formation together. We applaud such
work, and cite it where we can. It suggests a certain coming of age of
the field.

But synthesis cannot happen in general. It must ultimately take
place in the specific mind of the beholder, namely you the reader. We
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shall provide help where we can, but the task is up to those who deal
with strategy in their jobs. We dl know what awhole elephant is, yet
we often have to describe it by its parts. That is in the nature of verbal
description: words in linear order, chapters in a book.

So hang on—nhere we go!
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THE DESIGN SCHOOL

STRATEGY FORMATION AS A
PROCESS OF CONCEPTION

"Gentlemen, let us pool our expertise.”



"The damn guy just sits there waiting for a case study."
—Manager, about a Harvard MBA

The design school represents, without question, the most influen-
tial view of the strategy-formation process. Its key concepts con-
tinue to form the base of undergraduate and MBA strategy courses as
well as agreat deal of the practice of strategic management. Professors,
consultants, and planners worldwide have filled untold numbers of
blackboards and flipcharts with its famous notion of SWOT—the as-
sessment of Strengths and Weaknesses of the organization in light of
the Opportunities and Threats in its environment.

At its Smplest, the design school proposes amodel of strategy mak-
ing that seeks to attain a match, or fit, between internal capabilities
and external possibilities. In the words of this school's best-known pro-
ponents, "Economic strategy will be seen as the match between qualifi-
cations and opportunity that positions a firm in its environment"
(Christensen, Andrews, Bower, Hamermesh, and Porter in the Har-
vard policy textbook, 1982:164). "Establish fit" is the motto of the de-
sign school.

This chapter discusses and then critiques this highly influential
school, which contains some of the most deeply seated assumptions
about strategic management. Unexamined assumptions that appear
perfectly plausible can sometimes prove to be rather misleading. We
wish to raise doubts about these assumptions, not to dismiss the impor-
tant contribution of the design school, but to understand better where
it fits, dongside the very different views of some of the other schools.
We must appreciate where the early ideas of strategic management
came from, why they became so influential, and what role they should
and should not play today.

Origins of the Design School

The origins of the design school can be traced back to two influential
books written at the University of California (Berkeley) and at M.1.T.
Philip Selznick's Leadership in Administration of 1957, and Alfred D.
Chandler's Strategy and Structure of 1962. Selznick, in particular, intro-



duced the notion of "distinctive competence” (1957:42-56), discussed
the need to bring together the organization's "internal state" with its
"external expectations" (67-74), and argued for building "policy into
the organization's socia structure” (1957:91-107), which later came
to be caled "implementation.” Chandler, in turn, established this
school's notion of business strategy and its relationship to structure.

But the real impetus for the design school came from the General
Management group at the Harvard Business School, beginning espe-
cially with the publication of its basic textbook, Business Policy: Text
and Cases (cited above), which firs appeared in 1965 (by Learned,
Christensen, Andrews, and Guth). This quickly became the most pop-
ular classroom book in the fidd, as well as the dominant voice for this
school of thought. Certainly its text portion, attributed in the various
editions to co-author Kenneth Andrews (see aso Andrews, 1987),
stands as the most outspoken and one of the clearest statements of this
school. By the 1980s, this textbook was one of the few left that repre-
sented the ideas of the design school in their pure form, most others
having come to favor the more elaborated renditions of them in the
planning and positioning schools.

Accordingly, we use the Andrews text (in Christensen et al., 1982)
as aprimary source of our discussion, and shall reference pagesthere in
the following discussion (unless otherwise noted). Aswe shall seg, ina
sense the Harvard group pursued its own strategy, for there is a clear fit
between the view of strategy formation that it has promoted for severa
decades and its own favored pedagogy of case study teaching.

The Basic Design School Model

Our depiction of the basic design school model (similar to Andrews's
own [187], but with other elements added) is shown in Figure 2-1.
Consistent with the attention accorded in the Andrews text, the model
places primary emphasis on the appraisals of the external and internal
situations, the former uncovering threats and opportunities in the envi-
ronment, the latter revealing strengths and weaknesses of the organiza:
tion. Andrewss text on each of these is not extensive (nor, for that
matter, is his whole text portion of the book, which numbers just 114
pages in the 1982 edition; the other 724 pages are devoted to cases).
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FIGURE 2-1

BASIC DESIGN SCHOOL MODEL
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On external appraisal, aside from 12 pages inserted in this edition
from Michael Porter's (1980) book (whose work, as we shall see,
clearly falls into the positioning school), there are eight pages on the
technological, economic, social, and political aspects of a company's
environment, and brief consideration of the issues of forecasting and
scanning. Andrews concluded his discussion with questions such as
"What is the underlying structure of the industry in which the firm
participates?' and "How might foreseeable change in the social, politi-
cal, and macroeconomic context impact the industry or the firm?"
(179-180).
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On internal appraisal, Andrews touched on a variety of points, such
as the difficulty "for organizations as well as for individuals to know
themselves" (183) and the idea that "individual and unsupported
flashes of strength are not as dependable as the gradually accumulated
product-and-market-related fruits of experience” (185). This ties back
to an important theme in Selznick's book, that "commitments to ways
of acting and responding are built into the organization," indeed are
intrinsic to its very "character" (1957:67).

Figure 2-1 shows two other factors believed important in strategy
making. One is managerial values—the beliefs and preferences of those
who formally lead the organization, and the other is social responsibili-
ties—specifically the ethics of the society in which the organization
functions, at least as these are perceived by its managers. With the no-
table exception of Selznick (1957), however, most authors associated
with this school do not accord a great deal of attention to values and
ethics. Andrews, for example, offered his two brief chapters well after he
developed the framework dealing with external and internal appraisals.

On the actual generation of strategies, little has been written in
this school besides an emphasis on this being a "creative act," to quote
Andrews (186).

Once alternative strategies have been determined, the next step in
the model is to evaluate them and choose the best one. The assump-
tion, in other words, is that several alternative strategies have been de-
signed and are to be evaluated so that one can be selected (105, 109).
Richard Rumelt (1997), a DBA from the Harvard General Manage-
ment group, has perhaps provided the best framework for making this
evaluation, in terms of a series of tests:

Consistency: The strategy must not present mutually inconsistent
goals and policies.

Consonance: The strategy must represent an adaptive response to
the external environment and to the critical changes occurring
within it.

Advantage: The strategy must provide for the creation and/or
maintenance of a competitive advantage in the selected area of
activity.
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Feasibility: The strategy must neither overtax available resources
nor create unsolvable subproblems.

Findly, virtually all of the writings of this school make clear that
once a strategy has been agreed upon, it is then implemented. We
show implementation in the diagram as flaring out from formulation,
to suggest that after the appraisals have been completed to narrow
down to convergent choice, the process diverges again to ensure im-
plementation across the entire organization. Interestingly, here is one
place where Andrews became rather specific: he listed twelve steps in
the implementation process (backed up by afar amount of text), en-
compassing many aspects of the strategy process not considered in for-
mulation.

While, as we shall see, the strategic management fidd has devel-
oped and grown in many different directions, most standard textbooks
continue to usethe SWOT model as their centerpiece. Tables 2-1 and
2-2 show typical guidelines on internal and external approaches from
one such book. Likewise, despite the rate at which they introduce new
techniques, many strategy consultants continue to rely on the SWOT
model and other design school notions. As the planning school fa-
tered in the 1980s, attention turned back to the language of the design
school. Consulting firm Kepner-Tregoe's "law of parsimony,” for exam-
ple, was an aimost direct quote from Andrews's early work: ". . . keep
strategies clear, simple, and specific' (Tregoe and Tobia, 1990:16-17).

In our opinion, this school did not develop so much as provide the
bass for developments in other schools. In other words, people took
some of these ideas and elaborated them in terms of other assumptions
about the strategy process (often, aswe shall see, in contradiction to An-
drewss own stated bdiefs): for example, by adding the formdity of the
planning school and the andyses of the positioning schooal, or, in the
work of Hamel and Prahalad, the adaptability of the learning schoal.

Premises of the Design School

A number of basic premises underlie the design school, some fully evi-
dent, others only implicitly recognized. Seven are listed on pages 29
through 32 (together with supporting references to Andrews's writings
in the 1982 Christensen et a. Harvard text):
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TABLE 2-1

ENVIRONMENTAL VARIABLES CHECKLIST

-

. Societal Changes
Changing customer preferences—Impacting product demand or design
Population trends—Impacting distribution, product demand or design

2. Governmental Changes
New legislation—Impacting product costs
New enforcement priorities—Impacting investments, products, demand

3. Economic Changes
Interest rates—Impacting expansion, debt costs
Exchange Rates—Impacting domestic and overseas demand, profits
Real personal income changes—Impacting demand

4. Competitive Changes
Adoption of new technologies—Impacting cost position, product quality
New Competitors—Impacting prices, market share, contribution margin
Price changes—impacting market share, contribution margin
New Products—Impacting demand, advertising expenditures

5. Supplier Changes
Changes in input costs—Impacting prices, demand, contribution margin
Supply Changes—Impacting production processes, investment requirements
Changes in number of suppliers—Impacting costs, availability

6. Market Changes

New uses of products—Impacting demand, capacity utilization

New markets—Impacting distribution channels, demand, capacity utilization

Product obsolescence—Impacting prices, demand, capacity utilization

Source: From Power et al. (1986:38).

1. Srategy formation should be a deliberate process of conscious
thought (94, 543). Action must flow from reason: effective strategies de-
rive from a tightly controlled process of human thinking. Andrews sug-
gested in another publication, for example, that managers "know what
they are really doing" only if they make strategy as "deliberate" as possi-
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TABLE 2-2

STRENGTHS AND WEAKNESSES CHECKLIST

1. Marketing
Product quality
Number of product lines
Product differentiation
Market share
Pricing policies
Distribution channels
Promotional programs
Customer service
Marketing research
Advertising
Sales force

2. Research and Development
Product R&D capabilities
Process R&D capabilities
Pilot plant capabilities

3. Management Information System
Speed and responsiveness
Quality of current information
Expandability
User-oriented system

4. Management Team
Skills

Value congruence

Source: From Power, et al. (1986:37).

Team spirit
Experience

Coordination of effort

. Operations

Control of raw materials
Production capacity
Production cost structure
Facilities and equipment
Inventory control

Quality control

Energy efficiency

. Finance

Financial leverage
Operating leverage
Balance sheet ratios
Stockholder relations

Tax situation

. Human Resources

Employee capabilities
Personnel systems
Employee turnover
Employee morale

Employee development

ble (1981a:24). Strategy making in this sense is an acquired, not a nat-
ural, skill (185) or an intuitive one—it must be learned formally (6).

2. Responsihility for that control and consciousness must rest with the
chief executive officer: that person is the strategist (3, 19, 545). To the de-
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sign school, ultimately, there is only one strategist, and that is the
manager who sits at the apex of the organizational pyramid. Thus An-
drews associated the whole process with the "point of view" of the
"chief executive or general manager” (3), and he titled one section of
his book "the president as architect of organizational purpose.” As
Robert Hayes characterized it, "this 'command-and-control’ mental-
ity allocates all mgjor decisions to top management, which imposes
them on the organization and monitors them through elaborate plan-
ning, budgeting, and control systems’ (1985:117). It might be noted
that this premise not only relegates other members of the organization
to subordinate roles in strategy formation, but also precludes external
actors from the process altogether (except for members of the board of
directors, who Andrews believed must review strategy [1980, 1981a,
b]). This, infact, isjust one aspect of alarger issue associated with the
design school—the relegation of the environment to a minor role, to
be accounted for and then navigated through but not so much inter-
acted with.

3. Themodel of strategy formation must be kept simpleand informal.
The preface to the Harvard textbook contains a quotation by Andrews
that "the idea of corporate strategy constitutes a smple practitioner's
theory, a kind of Everyman's conceptual scheme" (14). Fundamental
to this view is the belief that elaboration and formalization will sap the
model of its essence. This premise, in fact, goes with the last: one way
to ensure that strategy is controlled in one mind is to keep the process
smple (182). However, this point, together with the firg, forced An-
drews to tread a fine line throughout his text between nonconscious
intuition on one sde and forma anaysis on the other, a position he
characterized as "an act of judgment” (108). This distinguishes the de-
sign school from the entrepreneurial school on one side and the plan-
ning and especially positioning schools on the other.

4.  Srategies should be one of a kind: the best ones result from a
process of individualized design (187). As suggested above, it isthe spe-
cfic situation that matters, not any system of general variables. It fol-
lows therefore that strategies have to be tailored to the individual case.
As aresult, the design school says little about the content of strategies
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themselves, but instead concentrates on the process by which they
should be developed. And that process above al should be a "creative
act" (186), to build on distinctive competence.

5. The design process is complete when strategies appear fully formu-
lated as perspective. This school offers little room for incrementalist
views or emergent strategies, which alow "formulation” to continue
during and after "implementation." The big picture must appear—the
grand drategy, an overal concept of the business. Here, in other
words, we find not a Darwinian view of strategy formation, but the Bib-
lical version, with strategy as the grand conception, the ultimate
choice. That strategy appears as perspective, at some point in time,
fully formulated, ready to be implemented.

6.  These strategies should be explicit, so they have to be kept ssimple
(105-106). Andrews, in common with virtually all the writers of this
school, believed that strategies should be explicit for those who make
them, and, if at all possible, articulated so that others in the organiza-
tion can understand them. It follows, therefore, that they have to be
kept rather simple. "Simplicity is the essence of good art,” Andrews
wrote, "a conception of strategy brings simplicity to complex organiza
tions' (554).

7.  Finally, only after these unique, full-blown, explicit, and simple
strategies are fully formulated can they then be implemented. We have al-
ready noted the sharp distinction made in this school between the for-
mulation of strategies on one hand and their implementation on the
other. Consistent with classical notions of rationality—diagnosis fol-
lowed by prescription and then action—the design school clearly sepa-
rates thinking from acting. Central to this distinction is the associated
premise that structure must follow strategy. It appears to be assumed
that each time a new strategy is formulated, the state of structure and
everything ese in the organization must be considered anew. Accord-
ing to Andrews, "Until we know the strategy we cannot begin to spec-
ify the appropriate structure" (551).

If we need one image to capture the sense of this schoal, it isthat fa-
mous picture of Thomas J. Watson Sr. sitting, looking very proper,
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under a sign that says THINK. Thousands of copies of this picture were
distributed in the late 1940s to his employees at IBM.

Critique of the Design School

A strategy that locates an organization in a niche can narrow its own
perspective. This seems to have happened to the design school itself
(not to mention all the other schools) with regard to strategy forma-
tion. We have already suggested that the premises of the model deny
certain important aspects of strategy formation, including incremental
development and emergent strategy, the influence of existing structure
on strategy, and the full participation of actors other than the chief ex-
ecutive. We wish to elaborate on these shortcomings in this critique,
to indicate how they narrow the perspectives of the design school to
particular contexts.

One point should be made first. Proponents of this school may well
argue that we are interpreting these writings too literally, that it is un-
fair to take apart a model—a specified sequence of prescriptive steps—
when all that was intended was a simple framework. In our view,
however, both rest on the same set of assumptions, a critique of which
forms the basis of our argument. These assumptions concern the cen-
tral role of conscious thought in strategy formation, that such thought
must necessarily precede action, and, correspondingly, that the organi-
zation must separate the work of thinkers from that of doers. We de-
velop our critique at some length because of the influence the design
school has had—and continues to have, all too often without being re-
alized—on the teaching and practice of strategic management as well
as on the planning and positioning schools in particular (which ren-
ders much of this critique applicable to them, as we shall see).

ASFSIVIENT OF STRENGTHS AND WEAKNESTES BYFASSNG LEARNING Our com-
ments here revolve around one central theme: this school's promotion
of thought independent of action, strategy formation above all as a
process of conception rather than as one of learning. We can see this
most clearly in a fundamental step in the formulation process, the as-
sessment of strengths and weaknesses.

How does an organization know its strengths and weaknesses? On
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this, the design school has been quite clear—by consideration, assess-
ment, judgment supported by analysis; in other words, by conscious
thought expressed verbally and on paper. One gets the image of execu-
tives sitting around a table (as in the cartoon at the beginning of this
chapter), discussing the strengths, weaknesses, and distinctive compe-
tences of an organization, much as do students in a case study class.
Having decided what these are, they are then ready to design strategies.

But are competences distinct even to an organization? Might they
not also be distinct to context, to time, even to application? In other
words, can any organization really be sure of its strengths before it tests
them?

Every strategic change involves some new experience, a step into
the unknown, the taking of some kind of risk. Therefore no organiza-
tion can ever be sure in advance whether an established competence
will prove to be a strength or a weakness. In its retail diversification &-
forts, a supermarket chain was surprised to learn that discount stores,
which seemed so compatible with its food store operations, did not
work out well, while fast-food restaurants, ostensibly so different, did.
The similarities of the discount store business—how products are dis-
played, moved about by customers, and checked out—were apparently
overwhelmed by subtle differences of merchandising: styling, obsoles-
cence, and the like. On the other hand, the restaurants may have
looked very different, but they moved simple, perishable, commodity-
like products through an efficient chain of distribution—much as did
the supermarket business (Mintzberg and Waters, 1982).

The point we wish to emphasize is. how could the firm have known
this ahead of time? The discovery of "what business are we in" could
not be undertaken merely on paper; it had to benefit from the results of
testing and experience. And the conclusion suggested from such expe-
riences is that strengths often turn out to be far narrower than ex-
pected, and weaknesses far broader.

Nowhere does this come through more clearly in practice than in all
those attempts at related diversification by acquisition. Obviously, no
organization can undertake such an effort without a prior assessment of
its strengths and weaknesses. Yet so many experiences reported in the
popular press and the published research suggest that related diversifi-
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cation is above all a learning process, in which the acquiring firm has
to make a number of mistakes until it gradually figures out, if it ever
does, what works for it (see, for example, Miles, 1982; also Quinn,
1980a:28).

STRUCTURE FOLLOWS STRATEGY ... AS THE LEFT FOOT FOLLOWSTHE RIGHT. The
design school promotes the dictum, first articulated by Chandler
(1962), that structure should follow strategy and be determined by it.
Yet what ongoing organization can ever wipe the slate clean when it
changes its strategy? The past counts, just as does the environment,
and organization structure is a significant part of that past. Claiming
that strategy must take precedence over structure amounts to claiming
that strategy must take precedence over the established capabilities of
the organization, which are embedded in its structure. (Indeed, in this
school's own model, as in Figure 2-1, these capabilities are inevitably
shown as inputs to strategy formulation, part of the organization's
strengths.) Structure may be somewhat malleable, but it cannot be al-
tered at will just because a leader has conceived a new strategy. Many
organizations have come to grief over just such a belief. Sitting and
concocting strategies in an office rather than digging down in the pit
with real products and real customers can be a dangerous business!

We conclude, therefore, that structure follows strategy the way the
left foot follows the right foot in walking. In effect, the development of
strategy and the design of structure both support the organization, as
well as each other. Each always precedes the other, and follows it, ex-
cept when the two move together, as the organization jumps to a new
position. Strategy formation is an integrated system, not an arbitrary
sequence.

MAKING STRATEGY EXALIAT: FROMOTING INFLEXIBILITY. Once strategies have
been created, then the model calls for their articulation. Failure to do
so is considered evidence of fuzzy thinking, or else of political motive.
But there are other, often more important, reasons not to articulate
strategy, which strike at the basic assumptions of the design school.

To so articulate strategy, a strategist must know for sure where he or
she wishes to go, with few serious doubts. But organizations have to
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cope with conditions of uncertainty too. How can a company come "to
grips with a changing environment" when its "strategy is [already]
known" (Andrews, 1981a:24)?

Our point is that organizations must function, not only with strategy,
but also during periods of the formation of strategy, which can endure
for long periods. As James Brian Quinn has noted, "It is virtually im-
possible for a manager to orchestrate all internal decisions, external
environmental events, behavioral and power relationships, technical
and informational needs, and actions of intelligent opponents so that
they come together at a precise moment" (1978:17). During periods of
uncertainty, the danger is not the lack of explicit strategy but the op-
posite—"premature closure."

Moreover, even when uncertainty is low, the dangers of articulating
strategies must still be recognized. Explicit strategies are blinders de-
signed to focus direction and so to block out peripheral vision. They
can thus impede strategic change when it does become necessary. Put
differently, while strategists may be sure for now, they can never be sure
forever. The more clearly articulated the strategy, the more deeply
imbedded it becomes in the habits of the organization as well as in the
mind of its strategists. There is, in fact, evidence from the laboratories
of cognitive psychology that the articulation of a strategy—just having
someone talk about what he or she is going to do anyway—Ilocks it in,
breeding aresistance to later change (Kiesler, 1971).

To summarize, certainly strategies must often be made explicit, for
purposes of investigation, coordination, and support. The questions
are: when? and how? and when not? These are questions assumed away
inthe design school. <

SEPARATION OF FORMULATION FROM IMPLEMENTATION: DETACHING THINKING
FROM ACTING. The formulation-implementation dichotomy is central
to the design school—whether taken as a tight model or a loose frame-
work. This separation is convenient for the case study classroom,
where students can formulate even if they cannot implement. In an
hour or so, based on twenty pages read the night before, the class can
assess the external environment, identify distinctive competences,
generate alternative strategies, and discuss which one should be se-
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lected. Through "disciplined classroom drill with the concept of strat-
egy," drill "in the formal and analytic" that "focuses attention on . . .
selecting and ordering data," claimed one of Harvard's most famous
case study teachers and senior author of the textbook, students can be
taught to ask "the critical questions appropriate to asituation" (Chris-
tensen, in Christensen et al., 1982:ix-x).

But how can a student who has read a short resume of a company
but has never seen the products, never met the customers, never vis-
ited the factories, possibly know these things? Is this the kind of data
necessary to ask the "critical questions"?

The case study method may be a powerful device to bring awide va-
riety of experience into the classroom for descriptive purposes. But it
can become terribly dangerous when used for prescription: to teach a
process by which strategies should be made. If case study teaching has
left managers with the impression that, to make strategy, they can re-
main in their offices surrounded by documents and think—formulate so
that others can implement—then it may well have done them and their
organizations a great disservice, encouraging superficial strategies that
violate the very distinctive competences of their organizations.

Here is how Robert McNamara, one of Harvard's most famous
MBAs, spelled out his approach to military strategy as Secretary of De-
fense: "We must first determine what our foreign policy is to be, formu-
late a military strategy to carry out that policy, then build the military
forces to successfully conduct this strategy" (quoted in Smalter and
Ruggles, 1966:70). He did just this in Vietnam, obsessed with the "for-
mal and the analytic" as his means of "selecting and ordering data,"
and the results were devastating. It was in the rice paddies of Vietham
that the failures of such an approach became all too apparent.

Likewise in consulting, the design school model has often proved to
be an all too convenient tool. Outsiders could descend on a corpora-
tion, much as did students in their case study classes, and do a SWOT
analysis—in more ways than one. To quote from a popular book by two
consultants: "Four or five working days over a two-month period are
required to set strategy. Two or three working days are required for the
review and one-year update of strategy" (Tregoe and Zimmerman,
1980:120). There is not a lot of money to be made by saying, "It's too
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complicated for us. Go back and do your own homework: learn about
your distinctive competences by immersing yourself in the details and
trying things; get all sorts of people involved; eventually you may be
able to come up with an effective strategy. We can't do it for you."

The reality—current reality if you are to believe a 1997 survey by
Hill and Westbrook—is rather different. They surveyed fifty compa-
nies, and found that "over 20 [of them] used a SWOT involving 14
consulting companies." Yet "no one subsequently used the outputs
within the later stages of the strategy process" (1997:46). Hence the
title for their article: "SWOT Analysis: It's Time for a Product Recall!"

Is "think then do" really the best way, especially when the thinkers
sit on top of some imagined "hierarchy," or worse, out in some consult-
ing firm, while the doers are supposed to beaver away on implementa-
tion down below? How much does this "mover and shaker" view of the
organization—the powerful leader, educated in the right school, work-
ing it al out in some office—correspond to real need? The accompany-
ing box presents an all too common example of how disconnected
thinking can get in the way of real world acting.

If the design school model has encouraged leaders to oversimplify
strategy, if it has given them the impression that "you give me a synop-
ds and I'll give you a strategy,” if it has denied strategy formation as a
long, subtle, and difficult process of learning, if it has encouraged man-
agers to detach thinking from acting, remaining in their headquarters
instead of getting into factories and meeting customers where the real
information may have to be dug out, then it may be a root cause of
some of the serious problems faced by so many of today's organizations.
As Stirling Livingston, a Harvard professor critical of the case study
method, put it years ago in an article entitled "The Myth of the Well-
Educated Manager," management education based on "secondhanded-
ness"' produces managers "poorly prepared to learn and grow as they
gain experience" (1971:83, 89).

In an article on the dysfunctions of traditional military organiza-
tion, Feld (1959) has noted the sharp distinction that is made be-
tween the officers in the rear, who have the power to formulate plans
and direct their execution, and the troops on the fronts, who, despite
their firsthand experience, can only implement the plans given them.
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"MARKETING MYOPIA" MYOPIA

(adapted from Mintzberg, 1994:279-281)

In 1960, Theodore Levitt, a marketing professor at the Harvard Business
School, published a celebrated article entitled "Marketing Myopia." It is dif-
ficult to find a manager or planner who does not know the theme, even if
he or she has never read the article.

The basic point was that firms should define themselves in terms of
broad industry orientation—"underlying generic need" in the words of
Kotler and Singh (1981:39)—rather than narrow product or technology
terms. To take Levitt's favorite examples, railroad companies were to see
themselves in the transportation business, oil refiners in the energy business.

Companies had a field day with the idea, rushing to redefine themselves
in all kinds of fancy ways—for example, the articulated mission of one ball
bearing company became "reducing friction." It was even better for the
business schools. What better way to stimulate the students than to get
them dreaming about how the chicken factory could be in the business of
providing human energy or garbage collection could become beautifica-
tion? Unfortunately, it was all too easy, a cerebral exercise that, while open-
ing vistas, could also detach people from the mundane world of plucking
and compacting.

Often the problem came down to some awfully ambitious assumptions
about the strategic capabilities of an organization—namely that these are
almost limitless, or at least very adaptable. Thus we have the example
from George Steiner, presented in apparent seriousness, that "buggy whip
manufacturers might still be around if they had said their business was not
making buggy whips but self-starters for carriages" (1979:156). But what
in the world would have made them capable of doing that? These products
shared nothing in common—no material supply, no technology, no pro-
duction process, no distribution channel—save a thought in somebody's
head about making vehicles move. Why should starters have been any
more of a logical product diversification for them than, say, fan belts, or
the pumping of gas? As Heller suggested, "instead of being in transporta-

(continued)
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"MARKETING MYOPIA" MYOPIA (continued)

tion accessories or guidance systems," why could they not have defined
their business as "flagellation"? (quoted in Normann, 1977:34).

Why should a few clever words on a piece of paper enable a railroad
company to fly airplanes, or for that matter, run taxicabs? Levitt wrote that
"once it genuinely thinks of its business as taking care of people's transporta-
tion needs, nothing can stop it from creating its own extravagantly profitable
growth" (1960:53, italics added). Nothing except the limitations of its own
distinctive competences. Words on paper do not transform a company.

Levitt's intention was to broaden the vision of managers. At that he may
have succeeded—all too well. As Kotler and Singh, also from marketing, ar-
gued: "very little in the world ... is not potentially the energy business"
(1981:34). Ironically, by in effect redefining strategy from position to per-
spective, Levitt really reduced its breadth. Internal capability got lost; only
the market opportunity mattered. Products did not count (railroad execu-
tives defined their industry "wrong" because "they were product-oriented
instead of consumer-oriented" [45]), nor did production ("the particular
form of manufacturing, processing, or what-have-you cannot be consid-
ered as a vital aspect of the industry" [55]). But what makes market intrin-
sically more important than product or production, or, for that matter, a
smart researcher in the laboratory? Organizations have to build on what-
ever strengths they can make use of.

Critics of Levitt's article have had their own field day with the terminol-
ogy, pointing out the dangers of "marketing hyperopia,” where "vision is
better for distant than for near objects" (Kotler and Singh, 1981:39), or of
"marketing macropia," which escalates previously narrow market segments
"beyond experience or prudence" (Baughman, 1974:65). We prefer to con-
clude simply that Levitt's notion of marketing myopia itself proved myopic.

This "is based on the assumption that [the officers] position serves to
keep them informed about what is happening to the army as awhole
... [which] is supported by the hierarchical structure of military orga-
nization" (22).
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This assumption is, in fact, fundamental to the separation between
formulation and implementation: that data can be aggregated and
transmitted up the hierarchy without significant loss or distortion. It is
an assumption that often fails, destroying carefully formulated strate-
giesin the process.

The external environment is not some kind of pear to be plucked
from the tree of external appraisal. It is, instead, a mgor and some-
times unpredictable force to be reckoned with. Sometimes condi-
tions change unexpectedly so that intended strategies become
useless. Other times environments are so unstable that no intended
strategy can be useful. In still other cases, it is the "implementors®
that resist. They may, of course, be narrow-minded bureaucrats, too
wedded to their traditional ways to know a good new strategy when
they see one. But they can aso be right-minded people who simply
wish to serve the organization despite its leadership. For example,
they may be the firs ones to redlize that an intended strategy is un-
feasible—that the organization will not be capable of implementing
it or, once implemented, that it is failing because it does not suit the
external conditions.

Behind the very distinction between formulation and implementa-
tion lies a set of very ambitious assumptions. that environments can al-
ways be understood, currently and for a period well into the future,
either by the senior management or in ways that can be transmitted to
that management; and that the environment itsdf is sufficiently sta-
ble, or at least predictable, to ensure that the formulated strategies
today will remain viable after implementation. Under some conditions
a least—more and more, if you believe those who claim the world is
becoming more "turbulent"—one or other of these assumptions proves
false.

In an unstable or complex environment, this distinction has to be
collapsed, in one of two ways. Either the "formulator" has to be the
"implementor,” or ese the "implementors' have to "formulate.” In
other words, thinking and action have to proceed in tandem, closaly
associated. In one case, the thinker exercises close control over the
conseguent actions. This is characteristic of the highly personalized
entrepreneurial approach to strategy making, which, as noted earlier,
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tends to be dismissed in the design school. In the other case, when
there is too much to know in one brain, as in high-technology firms
or hospitals, then strategies have to be worked out on some kind of
collective basis. As the implementors formulate, the organization
learns.

Out of this discussion comes a whole range of possible relationships
between thought and action. There are times when thought should
precede action, and guide it, so that the dichotomy between formula-
tion and implementation holds up, more or less, as in the design school
model. Other times, however, especially during or immediately after
major unexpected shifts in the environment, thought must be so
bound up with action that "learning" becomes a better notion than
"designing" for what has to happen. And then, perhaps most common
are awhole range of possibilities in between, where thought and action
respond to each other. Intended strategies exist, but realized strategies
also emerge. Here words like "formulation" and "implementation"
should be used with caution, as should the design school model of
strategy formation.

To conclude this critique, this seemingly innocent model—this
mere "informing idea'—in fact contains some ambitious assumptions
about the capabilities of organizations and their leaders, assumptions
that break down in whole or in good part under many common condi-
tions. The problem may be seen in the very concept of design, whichis
anoun as well as a verb in the English language. There is a process of
designing that leads to outputs called designs. What we are here calling
the design school has focused on the process, not the product. But it
has assumed that the two are intrinsically linked: that strategy is a
grand design that requires a grand designer.

There is, however, no one best route to truth in strategy, indeed no
route there at all. As we progress through the chapters of this book, we
shall find increasing reason to question the limiting premises of the de-
sign school—and those of the other schools as well!

The Design School: Contexts and Contributions

Our critique has been intended to dismiss not the design school but its
assumption of universality, that it somehow represents the "one best
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way" to make strategy. In particular, we reject the model where strategy
formation has to emphasize learning, especially on a collective basis,
under conditions of uncertainty and complexity. We also reject the
model where it tends to be applied with superficial understanding of
the operations in question.

We see a set of four conditions in particular that should encourage
an organization to tilt toward the design school model:

1.  One brain can, in principle, handle all of the information relevant
for strategy formation. There are times when organizations do need
grand designs. a chief executive who is highly capable of synthesis can
take full charge of a process of designing strategy. Here the situation
must be relatively simple, involving a base of knowledge that can be
comprehended in one brain.

2. That brain is able to have full, detailed, intimate knowledge of the
situation in question. This potential for centralizing knowledge must be
backed up by sufficient access to, and experience of, the organization
and its situation, so that one strategist can understand in a deep sense
what is going on. We might add that he or she can only know the orga-
nization by truly being in the organization. In addition to IBM's Wat-
son's THINK, therefore, there is the need for another image—perhaps
someone picking flowers in afield—that says "FeeL!"

We must add here that the case study classroom trains people in ex-
actly the opposite way: it encourages quick responses to situations
barely known. This, unfortunately, is all too often paralleled in prac-
tice by the remote chief executive with a pithy report, the roving con-
sultant with a"quick fix," the quarterly ritual at the directors' meeting.
In fact, the design school model requires a strategist who has devel-
oped arich, intimate knowledge base over a substantial period of time.

3.  The relevant knowledge must be established before a new intended
strategy has to be implemented—in other words, the situation has to remain
relatively stable or at least predictable. Not only must the strategist have
access to the relevant knowledge base, but there must also be some
sense of closure on that base. Individual learning has to come to an end
before organizational action can begin. In other words, at some point
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the strategist must know what needs to be known to conceive an in-
tended strategic perspective that will have relevance well beyond the
period of implementation. Put most simply, the world must hold still,
or—what amounts to a much more demanding assumption—the
strategist must have the capability to predict the changes that will
come about. Of course, who can ever know? The world has no need to
cooperate with a particular view of strategy making. So we can con-
clude, rather, that when the world so cooperates, the design school
model may work.

4.  The organization in question must be prepared to cope with a cen'
trolly articulated strategy. Other people in the organization must be will-
ing to defer to a central strategist. They must also have the time, the
energy, and the resources to implement a centrally determined strat-
egy. And, of course, there has to be the will to do that implementation.

These conditions suggest some clear contexts in which the design
school model would seem to apply best—its own particular niche, so to
speak. Above all isthe organization that needs a major reorientation, a
period of reconception of its strategy, at least under two conditions.
First, there has to have been a major change in the situation, so that
the existing strategy has been seriously undermined. And second,
there has to have developed the beginnings of a new stability, one that
will support a new conception of strategy. In other words, the design
school model would seem to apply best at the junction of a major shift for an
organization, coming out of a period of changing circumstances and into one
of operating stability. Of course, a clever new management might also
wish to impose a better strategy on an organization whose circum-
stances have not changed. But lots of clever managements have gone
astray; needed here is wise management.

There is another context where the design school model might
apply, and that isthe new organization, since it must have aclear sense
of direction in order to compete with its more established rivals (or
else position itself in a niche free of their direct influence). This period
of initial conception of strategy is, of course, often the consequence of an
entrepreneur with a vision, the person who created the organization in
thefirst place. And that really brings us closer to the entrepreneurial
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school (which, as we shall see, favors a less formal, more "intuitive"
process).

To conclude, in critiquing the design model, perhaps we should be
careful to preserve the design school. For while the model may be re-
stricted in its application and often overly smplified, this school's con-
tribution as an "informing idea’ has been profound. The design school
has developed important vocabulary by which to discuss grand strat-
egy, and it has provided the central notion that underlies so much of
the prescription in the field of strategic management, namely that
dtrategy represents a fundamental fit between external opportunity and
internal capability. These important contributions will stand no mat-
ter how many of the model's specific premises fal away.
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THE PLANNING SCHOOL

STRATEGY FORMATION AS A
FORMAL PROCESS
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I was in awarm bed, and suddenly | m partofa plan.
Woody Allen in Shadows and Fog

The 1970s saw the publication of literally thousands of articles, in
both the academic journals and the popular business press, that
extolled the virtues of formal "strategic planning." In one sense, this
was hugely successful, for it implanted in managers' minds everywhere a
kind of imperative about the process: that it was something modern and
progressive for which managers could only wish they had more time.

The central messages of the planning school fitted in neatly with
the whole trend in management education and big business as well as
big government practice: formal procedure, formal training, formal
analysis, lots of numbers. Strategy was to be guided by a cadre of highly
educated planners, part of a specialized strategic planning department
with direct access to the chief executive. The appearance of "strategic
management” as an official field for courses and conferences capped all
this activity.

In fact, the planning school originated at the same time as the de-
sign school; its most influential book, Corporate Srategy, by H. Igor
Ansoff, was, like that of the Harvard group, published in 1965. But the
fortunes of this school followed arather different course. While it grew
to have an enormous impact on the practice of strategic management
in the 1970s, major setbacks seriously undermined it. Today, while
hardly absent, it casts barely a pale shadow of its former influence.

The problem was that, quantitatively, this strategic planning litera-
ture grew dramatically, but qualitatively, it grew hardly at all. One
basic set of ideas, rooted in the basic model of the design school, was
repeated in this literature in endless variety. When not propagating
these ideas, planning enthusiasts preached about organizations engag-
ing in planning as some kind of imperative, or else about the "pitfalls"
that impeded them from doing so—above all that senior managers
were not giving strategic planning the attention it deserved. Never was
the possibility entertained that these managers might have been giving
it far more attention than it deserved.

To many of these writers, planning became not just an approach to



strategy formation but a virtual religion to be promulgated with the
fervor of missionaries. Concurrently, hardly any research was under-
taken to find out how planning really worked in practice. Peter Lor-
ange, who attempted "to survey the empirically based research on long
range formal planning processes for corporate strategy" (1979:226),
cited less than thirty empirical studies, many of them questionnaire
surveys from a distance which set out to prove that planning pays. The
few in-depth studies of strategic planning were rarely conducted by
people associated with this school.

This chapter begins with adiscussion of the basic strategic planning
model and then outlines the key premises of the planning school.
After discussing some of its more recent developments, we present our
critique of it, followed by an assessment of the context and contribu-
tion of this school.

The Basic Strategic Planning Model

There are hundreds of different strategic planning models. Every text-
book on the subject as well as every self-respecting consulting "strategy
boutique" has one. But most reduce to the same basic ideas. take the
SWOT model, divide it into neatly delineated steps, articulate each of
these with lots of checklists and techniques, and give special attention
to the setting of objectives on the front end and the elaboration of
budgets and operating plans on the back end. Of course, there is at
least one and often several diagrams to show the overall flow. For ex-
ample, Figure 3-1 shows the summary diagram from George Steiner's
book, Top Management Planning (1969). Let us review the main steps,
one at atime.

THE OBECTIVES-SETTING STACE In place of thinking about valuesin the
design school, proponents of the planning school developed extensive
procedures for explicating and, wherever possible, quantifying the
goals of the organization (generally referred to in numerical form as ob-
jectives). Unfortunately, there has been considerable confusion here. In
their well-known book, Strategic Management, Schendel and Hofer
made an issue of the distinction between "those [models] that separate
the goal and strategy formulation tasks . . . and those that combine
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them" (1979:16). As it happens, it has amost inevitably been the
planning people who have tried to distinguish goas from strategies,
while subscribers to the design school rarely did so. But one is not very
encouraged when such a prominent planning writer as Ansoff (1965)
included "expansion of product lines' and "merger” under his list of
objectives, and Peter Lorange (1980), almost equaly prominent in this
school, used the word objectivesto mean strategies.* Values, or goals, as
anyone in the design school is happy to tell you, are very difficult to
formalize. Perhaps that is why so much of so-called strategic planning
has been reduced to not much more than the quantification of goas as
ameans of control.

THE exTeRnaL AUDIT STACE Once the objectives have been set, the
next two stages, as in the design school model, are to assess the exter-
nal and the internal conditions of the organization. In the spirit of
the more formalized approach of planning, we shall refer to these as
audits.

A magjor element of the audit of the organization's external environ-
ment is the set of forecasts made about future conditions. Planners
have long been preoccupied with such forecasting because, short of
being able to control the environment, an inability to predict means
an inability to plan. Thus "predict and prepare" (Ackoff, 1983:59) be-
came the motto of this school of thought. Extensive checklists were
proposed, to cover every conceivable external factor, and a myriad of
techniques were developed, ranging from the smple (such as moving
averages) to the immensely complex. Particularly popular in more re-
cent years has been scenario building, which seeks to postul ate alterna-
tive states of an organization's upcoming situation. In the 1980s,
attention turned to industry or competitor analysis, stimulated in partic-
ular by Michael Porter's 1980 book, Competitive Srategy (which isdis-
cussed in the next chapter).

THE INTERNAL AUDIT SJAGE Consistent with the planning approach, the
study of strengths and weaknesses was aso subjected to extensive de-

*"Thefirst stage, objectives setting, serves primarily to identify relevant strategic aternatives,
where or in what strategic direction the firm as a whole as well as its organizational subunits
should go" (1980:31).
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composition. But here, perhaps because the assessment of distinctive
competences is necessarily judgmental, the use of formalized technique
generally gave way to simpler checklists and tables of various kinds—
what Jelinek and Amar have referred to as "corporate strategy by laun-
dry lists" (1983:1).

THE STRATEGY EVALUATION STAGE In this next stage, the evaluation of
strategies, the planning literature has made up for what it lost in the
last one. Because the process of evaluation lends itself to elaboration
and qualification, techniques abound, ranging from the simple, early
ones of return-on-investment calculation to a rash of later tech-
niques such as "competitive strategy valuation," "risk analysis," "the
value curve," and the various methods associated with calculating
"shareholder value." As is evident in their labels, most are oriented
to financial analysis. "Value creation" has become a particularly pop-
ular term in the planning community, concerned with such things as
the market-to-book value of the firm and the cost of equity capital.
The underlying assumption here appears to be that firms make
money by managing money. A further assumption about the whole
notion of an evaluation stage must aso be borne in mind here (as in
the design school): that strategies are not evaluated or developed so
much as delineated, at a particular point in time. And not one
but several are delineated, so that these can be evaluated and one
selected.

THE STIRATHSY OPERATIONALIZATION STAGE Here is where most of the mod-
els become very detailed, almost as if the planning process has sud-
denly passed through the restricted strategy-formulation neck of a
wind tunnel to accelerate into the seemingly open spaces of imple-
mentation. The reality of the process may, in fact, be exactly the oppo-
site: that formulation has to be the open-ended, divergent process (in
which imagination can flourish), while implementation should be
more closed-ended and convergent (to subject the new strategies to
the constraints of operationalization). But because of planning's pref-
erence for formalization, it is formulation that becomes more tightly
constrained, while implementation provides the freedom to decom-
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pose, elaborate, and rationalize, down an ever-widening hierarchy.
Hence the inevitable association of planning with control.

Decomposition is clearly the order of the day in this stage. As Steiner
has stated: "All strategies must be broken down into substrategies for
successful implementation” (1979:177). The operationalization of
strategies thus gives rise to a whole set of hierarchies, believed to exist
on different levels and with different time perspectives. Long-term
(usually five years) comprehensive, "strategic" plans sit on top, followed
by medium-term plans, which in turn give rise to short-term operating
plans for the next year. Paralleling this is a hierarchy of objectives, a hi-
erarchy of budgets, and a hierarchy of substrategies (corporate, business,
and functional—in this school usually seen as positions rather than per-
spectives), and a hierarchy of action programs.

Finally, the whole works—objectives, budgets, strategies, pro-
grams—is brought together into a system of operating plans, some-
times referred to as the "master plan." Needless to say, this could
become awfully elaborate, as suggested in Figure 3-2, which shows the
Stanford Research Institute's widely publicized "System of Plans."”

The label for al this effort at operationalization is planning, but, as
suggested above, the intention has often really been control. Each bud-
get, subobjective, operating plan, and action program is overlaid on
some kind of distinct entity of the organization—division, depart-
ment, branch, or individual—to be carried out as specified.

SCHEDULING THE WHOLE PROCESS. Not only the steps in the process, but
also the timetable by which they are carried out, has to be pro-
grammed. In his 1979 book, Steiner added to the front of his whole
model an initial step, called the "plan to plan." Figure 3-3 depicts the
process (according to the head of planning) used at General Electric in
1980, then the most famous of the strategic planning companies. Each
year, it began on January 3 and ended on December 6. "By the middle
of June," wrote Lorange and Vancil of planning in another large diver-
sified multinational, "top management has prepared an explicit state-
ment of corporate strategy and goals' (1977:31). One gets the picture
of executives sitting around a table at 11:00 PM. on the 14th of June
working desperately to complete their strategy.
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FIGURE 3-2

STANFORD RESEARCH INSTITUTE'S PROPOSED "SYSTEM OF PLANS"
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FIGURE 3-3

ANNUAL PLANNING CYCLE AT GENERAL ELECTRIC
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FIGURE 3-
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Sorting Out the Hierarchies

Put this all together, and you end up with a comprehensive model of
strategic planning. But did that model ever get beyond its own decom-
position? Figure 3-4 shows its main component parts, the four hierar-
chies—one for objectives, one for budgets, one for strategies, and one

for programs. A big line is drawn down
to be the "great divide" of planning.

the middle, because that seems

On one side are strategies and programs under the label action plan-
ning. These are concerned with making decisions before the fact in
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order to drive behavior. On the other side are objectives and budgets
labeled performance control, since these are designed to assess the re-
sults of behavior after the fact.

In the fully developed model, objectives drive the formulation of
strategies which in turn evoke programs, the results of which influence
budgets for purposes of control. Back and forth across the great divide.
The question is whether these connections were ever really made. Or
else, did "strategic planning" simply reduce to routine "number
crunching” on the performance side and capital budgeting as ad hoc
decision making on the action side?

Premises of the Planning School

The planning school accepted most of the premises of the design
school, save one and a half. But these made a considerable difference.
First, as we have seen, the model was the same, but its execution was
prescribed to be highly formal—at the limit almost mechanically pro-
grammed. The simple, informal model of the design school thus be-
came an elaborated sequence of steps.

Underlying the whole exercise was the machine assumption: pro-
duce each of the component parts as specified, assemble them accord-
ing to the blueprint, and the end product (strategy) will result. In other
words, analysis would provide synthesis, or as Jelinek (1979) put it in
her study of strategic planning at Texas Instruments, in which she drew
a parallel between the programming of strategy by contemporary plan-
ners and that of factory work almost a century earlier by Frederick
Taylor and his "efficiency experts': "innovation" can be "institu-
tionalized."

As for the half premise, the CEO was to remain the architect of
strategy—in principle. But in practice, this architect was not supposed
to design the strategic plans so much as approve them. That is because
along with planning came the planners, the magor players in the
process according to this school. Thus, one publication urged planners
to "involve top management at key points, only at key points," such as
four days per year in one steel company (Pennington, 1972:3)!

The emphasis on decomposition and formalization meant that the
most operational activities received the attention—especially, as we
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have seen, scheduling, programming, and budgeting. Virtually nothing
was said, in contrast, about the actual creation of strategies. As a con-
seguence, strategic planning often reduced to a"numbers game" of per-
formance control that had little to do with strategy.

To summarize the premises of the planning school:

1. Srategies result from a controlled, conscious process of formal plan-
ning, decomposed into distinct steps, each delineated by checklists and
supported by techniques.

2. Responsihility for that overall process rests with the chief executive in
principle; responsibility for its execution rests with staff planners in
practice.

3. Strategies appear from this process full blown, to be made explicit so
that they can then be implemented through detailed attention to objeC'
tives, budgets, programs, and operating plans of various kinds.

Some Recent Developments

While much of this literature has revolved around the models pre-
sented above, there have been other developments—in the spirit of
these premises but more focused in application. We discuss briefly here
two in particular—scenario planning and strategic control—as well as
some summary comments by one of the authors of this book about the
role of planners. (Other developments, concerning stakeholder plan-
ning and culture planning, will be discussed in the power and cultural
schools respectively.)

SHNARO PLANNING. The scenario, a"tool" in the "strategist'sarsenal " to
quote Porter (1985:481), is predicated on the assumption that if you
cannot predict the future, then by speculating upon a variety of them,
you might open up your mind and even, perhaps, hit upon the right
one.

There has been a good deal of interest in this since an article by
Pierre Wack (1985) described a scenario-building exercise at Royal
Dutch Shell that anticipated the nature (if not the timing) of the 1973
dramatic increase in the world petroleum prices. Wack described the
complexity and subtlety of the exercise, which depended on judgment



THE PLANNING SCHOOL 59

beyond simply the formal analysis—in his words, "less on figures and
more on insight" (84).

Planners' time is not limitless; they need enough scenarios to cover
the important possible contingencies, yet few enough to be manage-
able (quite literally). Then the question arises of what to do with
them: bet on the most probable or the most beneficial, hedge, remain
flexible, make one happen (Porter, 1985)? There also arises the need to
convince management to do what seems best with a given scenario, a
problem to which Wack devotes considerable attention. Changing the
managerial worldview proved to be a "much more demanding task"
than actually building the scenario (84)- But it was worth the effort:

When the world changes, managers need to share some common view of
the new world. Otherwise, decentralized strategic decisions will result in
management anarchy. Scenarios express and communicate this common
view, a shared understanding of the new realities to all parts of the organi-
zation. (89)

They also open up perspectives, so that the whole exercise can also be
seen as one of stimulating creative activity, even if no one scenario ap-
plies perfectly. In these respects, scenario building might be described
asplanners at their best, rather than planning per se, because the inten-
tion is not to formalize strategy making so much as improve however
managers do it.

SIRATESC CONTROL A subject of growing interest is that of strategic
control. Most obvious here is control of strategy itself—keeping orga-
nizations on their intended strategic tracks, what Simons has referred
to as the "cybernetic view" (1988:2). Indeed, we shall argue in our cri-
tique that a great deal of what has been called strategic planning really
amounts to this kind of strategic control. Beyond this is the view of
strategic control as a means to review and accept proposed strategies.

In their book Strategies and Styles: The Role of the Center in Managing
Diversified Corporations, Goold and Campbell (1987) treat strategic
control in this way, as one of three strategy-making styles available to
the headquarters of a multibusiness, diversified company:
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1. Strategic planning: Here headquarters is involved in many of the

key strategic decisions of the individual businesses (for the sake
of the corporation as a whole). This style is most consistent with
the planning school, whereby the center acts as an organizing of-
fice to determine through careful analysis how resources are to be
coordinated and redistributed among businesses.

. Financial control: This style is defined by minimal involvement
of the center or corporate office in strategy formation. Responsi-
bility is devolved to the individual businesses within the cor-
poration. The center maintains control principally through
short-term budgeting.

. Srategic control: Thisis ahybrid style, which involves both busi-

ness unit autonomy and promotion of corporate interests. Re-
sponsibility for strategy rests with the division, but strategies
must ultimately be approved by headquarters. The center uses
"planning reviews to test logic, to pinpoint weak arguments, and
to encourage businesses to raise the quality of their strategic
thinking" (1987:74). Once headquarters approves a plan and
budget (with financial targets set in a separate budgeting
process), it monitors business performance against strategic mile-
stones, such as market share and budgets (75).

Goold, Campbell, and Alexander (1994) more recently developed

their work on multibusiness strategy through a "parenting" metaphor:
there are different roles within the family, for the parent (headquar-
ters) and the children (businesses). Of course, metaphors are not al-
ways heutral: this one certainly conveys some messages about control
of divisions by corporate headquarters.

The parent needs to balance advice and encouragement with control and
discipline. It dso needs to recognize that the businesses (children) change
and mature over time, and that a relationship that may have worked well
in their early years will probably need to change as they grow. Businesses
(children) like to know where they stand with their parents, including
what will be regarded as good and bad behavior.... The parent has an im-
portant role in creating a family environment in which friendly relation-
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ships between the businesses (children) are fostered, and mutual antago-
nism is diffused. (1994:47)

In another article, published in 1990, Goold and Quinn found evi-
dence that "in practice... few companies... identify formal and explicit
strategic control measures [to monitor strategic progress and ensure the
implementation of strategic plans] and build them into their control sys-
tems" (43). They call for a"broader conception of strategic control, such
that differences between actual and planned outcomes lead not just to
modification in the actions of individuals, but also to questioning of the
assumptions of the plan itself* (46). Their own survey of the 200 largest
companies in Great Britain "revealed that only a small number of com-
panies (11 percent) would claim to employ a strategic control system of
the type" they describe as "fully fledged" (47).

But does this go far enough? There is certainly the need to assess
success in the implementation of realized strategies, and then to see
whether these deliberate strategies actually worked out in the world.
But what about the assessment of realized strategies that were not nec-
essarily intended (namely the emergent ones)?

Put differently, strategic control has to broaden its scope beyond
strategic planning. Strategies need not be deliberate to be effective. As
suggested in the matrix of Figure 3-5, emergent strategies can be effec-
tive too, while many deliberate strategies, successfully implemented,
have proved to be disasters. It is the performance of the organization
that matters, not the performance of its planning.

One recent book on strategic control consistent with this approach
is Levers of Control: How Managers Use Innovative Control Systems to
Drive Srategic Renewal, by Robert Simons (1995). Defining manage-
ment control systems as "the formal, information-based routines and
procedures managers use to maintain or alter patterns in organizational
activities" (5), Simons introduces four levers of control: beief systems
(to "provide values, purpose, direction for the organization" [34]),
boundary systems (which establish limits to action), diagnostic control
systems (more conventional feedback systems, "to ensure predictable
goal achievement" [59], "the tools of strategy implementation” [90]),
and interactive control systems.
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FIGURE 3-5

BROADENING STRATEGIC CONTROL

Intended Strategy Realized?
Yes No
Deliberate Emergent
Yes SUCCess SUCCess
(hurrah for ({hurvah for
rationality} learning)
Realized
Strategy
Successful?
Failure of Failure of
deliberateness everything
No | (afficient but (try again)
not effective)

Source: From Mintzberg (1994:360).

Despite the ubiquity of the diagnostic control systems, Simons ar-
gues that managers pay little attention to them, focusing more on the
interactive control systems. These, in contrast, "stimulate research and
learning, allowing new strategies to emerge as participants throughout
the organization respond to perceived opportunities and threats" (91).
Senior managers tend to select one of these for special attention, and
use it to "involve themselves regularly and personally in the decision
activities of subordinates" (95).

In his study of thirty businesses in American health-care products,
Simons identified five such systems. project management systems,
profit planning systems, brand revenue budgets, intelligence systems
(to gather and disseminate information about the external environ-
ment), and human development systems (concerning career planning
or management by objectives, etc.). Such systems "facilitate and shape
the emergence of new strategies":

These sysems relate to Srategy as patterns of action. At the business level,
even in the absence of formd plans and goals, managers who use these sys-
tems are able to impose consistency and guide creative search processes.

Akp»h:
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Tactical day-to-day actions and creative experiments can be welded into a
cohesive pattern that responds to strategic uncertainties and may, over
time, become redized strategy. (155)

Planning's Unplanned Troubles

Strategic planning ran into trouble in the early 1980s, when the activ-
ity was cut back in many companies. Most dramatic was its emascula-
tion at General Electric, the company that "literally wrote the book on
the subject" (Potts, 1984).

Business Week documented the troubles in a cover story of Septem-
ber 17, 1984- "After more than a decade of near-dictatorial sway over
the future of U.S. corporations, the reign of the strategic planner may
be at an end," the magazine exclaimed "... few of the supposedly bril-
liant strategies concocted by planners were successfully implemented.”
To Business Week, the upheaval was "nothing less' than a"bloody bat-
tle between planners and managers' (1984:62). The General Electric
story dominated the article, as it had the lore of strategic planning al-
most from the very beginning.

As Business Week told this story, in the early 1980s, soon after he be-
came Chairman and CEO, Jack Welch dismantled the strategic plan-
ning system. The vice-president of the Major Appliances Business
Group was quoted about finally "gaining ownership of the business,
grabbing hold of it' from 'an isolated bureaucracy' of planners" (62).
No planners were l€eft in that division by 1984.

The signs of troubles in the planning camp had hardly been absent
earlier. Indeed the most enthusiastic proponent of strategic planning,
Igor Ansoff, wrote in 1977, twelve years after the publication of his key
book Corporate Strategy, that "in spite of almost twenty years of exis-
tence of the strategic planning technology, a majority of firms today
engage in the far less threatening and perturbing extrapolative long-
range planning" (1977:20). And the problems hardly abated after
1984. In The Rise and Fail of Srategic Planning, from which this chapter
draws, Mintzberg (1994) documented the evidence that piled up
against the process, including stories in the popular press and empirical
findings from the research, which contains along string of studies that
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set out to prove that strategic planning pays but never did.* Wilson's
"seven deadly sins of strategic planning,” reproduced in the accompa-
nying box, summarize some of the problems that had undermined the
process.

Planners' response to this evidence has ranged from pure faith
("Plans are sometimes usdless but the planning process is dways indis-
pensable” [Steiner and Kunin, 1983:15]) to various forms of elabora-
tion (cals for more sophisticated forecasting, stakeholder anaysis,
etc.), each an effort to plug the holes while upping the ante. But the
most popular response has been to fal back on a set of "pitfalls’ of
planning, notably the lack of manageria support for planning and the
absence of an organizational climate congenial to the process.

Ye surdy no technique has ever had more managerial attention
than strategic planning. Moreover, might it not be equally fair to ask
whether a climate hostile to planning may be right for certain other
kinds of strategy making? And what about climates congenial to plan-
ning? Are they necessarily effective for strategy making?

As we have seen above, planning can undermine commitment to
strategy making, not only of the middle managers subjected to its cen-
tralized controls, but even of top managers who may be largely by-
passed in the process. Has anyone ever met a manager who, after filling
out all the forms of the annual planning ritual, said: "Boy that was fun.
| can't wait to do it again next year!"?

Plans by their very nature are designed to promote inflexibility—they
are meant to establish clear direction, to impose stability on an organi-
zation. Even the planning process itsdf may favor incremental change
and a short-term orientation. Recall that planning is built around the
categories that already exist in the organization, such as established
corporate, business, and functiona strategies as well as existing struc-
tural units (around which the whole process is organized). That hardly
makes it easy to change the categories, which is what true strategic
change is all about. Of course, organizations manage around the cate-
gories—for example, by creating cross-unit task forces. But asthe cate-

*See the reviews by Bresser and Bishop, 1983; Shrader, Taylor, and Dalton, 1984; Lorange,
1979:230; and Boyd, 1991. For more on the General Electric story, see Hamermesh, 1986 and
Wilson, 1994.
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THE SEVEN DEADLY SINS OF STRATEGIC PLANNING

(from Wilson, 1994:13)

1. The staff took over the process. This situation arose partly because
CEOs created new staff components to deal with a new function,
partly because the staff moved in to fill a vacuum created by middle
management's indifference to a new responsibility, and partly because
of arrogance and empire building. As a result, planning staffs all too
often cut executives out of the strategy development process, turning
them into little more than rubber stamps——

2. The process dominated the staff. The process's methodologies became
increasingly elaborate. Staff placed too much emphasis on analysis, too
little on true strategic insights... . Strategic thinking became equated
with strategic planning.... Jack Welch, the chairman and CEO of GE,
described the outcome graphically: "The books got thicker, the print-
ing got more sophisticated, the covers got harder, and the drawings
got better."...

3. Planning systems were virtually designed to produce no results The main
design failure lay in denying, or diminishing, the planning role of the very
executives whose mandate was to execute the strategy.... The attitude
of many was typified by the angry retort of one executive. "The matrix
picked the strategy—Iletthe matrix implement it!" The other design fault
was the failure to integrate the strategic planning system with the opera-
tions system, resulting in a strategy that did not drive action.

4. Planning focused on the more exciting game of mergers, acquisitions, and
divestitures at the expense of core business development. This problem
stemmed in part from the temper of the times. But it also resulted
from the inappropriate use of planning tools....

5. Planning processes failed to develop true strategic choices. . . . Planners
and executives rushed to adopt the first strategy that "satisfied" (i.e.
met certain basic conditions in an acceptable manner). They made no
real effort to search for, or analyze, an array of strategy alternatives
before making a decision. As a result, companies all too often adopted
strategies by default rather than by choice.

(continued)
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THE SEVENDEADLY SINS OF STRATEGIC PLANNING (continued)

6. Planning neglected the organizational and cultural requirements of strat-
egy. ... The process focused, rightly, on the external environment, but
it did so at the expense of the internal environment that is critical in the
implementation stage.

7. Single-pointforecasting was an inappropriate basis for planning in an era of
restructuring and uncertainty.... Companies still tended to rely on sin-
gle-point forecasting. Scenario-based planning was the exception
rather than the rule... . Plans that relied on [single-point forecasting]
suffered increased vulnerability to surprises. . . . [Moreover] because
planning assumptions spelled out a single future, one that was almost
always some slight variation of an extrapolation of past trends, there
was an inherent bias in favor of continuing a "momentum strategy.” ...

gories break down, so too doesthe notion of strategy formation asafor-
mal (namely planned) process. Thus we have the conclusion of Har-
vard operations management professor Robert Hayes that "line
managers complained not about the misfunctioning of strategic plan-
ning but about the harmful aspects of its proper functioning”
(1985:111).

The Fallacies of Strategic Planning

An expert has been defined as someone who avoids al the many pit-
fdls on his or her way to the grand falacy. Here, therefore, we consider
the falacies of strategic planning, three in particular, which, to our
mind, blend into that one grand falacy. We wish to make clear that
our critique isnot of planning but of strategic planning—the ideathat
strategy can be developed in a structured, formaized process. (Plan-
ning itsalf has other useful functions in organizations.)

THE FALLACY CF PREDETERMINATION. TO engage in strategic planning, an
organization must be able to predict the course of its environment, to
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FORECASTING: WHOOPS!

« "Atomic energy might be as good as our present-day explosives, but it is
unlikely to produce anything more dangerous." (Winston Churchill,
1939)

« "l think there is a world market for about five computers." (Thomas J.
Watson, President of IBM, 1948)

e "X-rays are a hoax." (Lord Kelvin, 1900)

« "Not within a thousand years will man ever fly." (Wilbur Wright, 1901)
(from Coffey, 1983)

Item in a South African newspaper: "A weather forecast should be obtained
before leaving, as weather conditions are extremely unpredictable" (in
Gimpl and Dakin, 1984:125).

Researcher in the British Foreign Office from 1903 to 1950: "Year after
year the worriers and fretters would come to me with awful predictions of
the outbreak of war. | denied it each time. | was only wrong twice."

control it, or simply to assume its stability. Otherwise, it makes no
sense to set the inflexible course of action that constitutes a strategic
plan.

Igor Ansoff wrote in Corporate Strategy in 1965 that "We shall refer
to the period for which the firm is able to construct forecasts with an
accuracy of, say, plus or minus 20 percent as the planning horizon of
the firm" (44). A most extraordinary statement in such afamous bookl
For how in the world can predictability be predicted?

The evidence on forecasting is, in fact, quite to the contrary. While
certain repetitive patterns (e.g., seasonal) may be predictable, the fore-
casting of discontinuities, such as technological breakthroughs or price
increases, is, according to Spiro Makridakis, a leading expert in the
field, "practically impossible.” (See the box on "Forecasting:
Whoops!") In hisopinion, "very little, or nothing" can be done, "other
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than to be prepared, in a general way, to . . . react quickly once a dis-
continuity has occurred" (1990:115). The only hope for planning,
therefore, is to extrapolate the present trends and hope for the best.
Unfortunately that "best" seems to be rare: "Long-range forecasting
(two years or longer) is notoriously inaccurate” (Hogarth and Makri-
dakis, 1981:122).

Strategic planning requires not only predictability following, but
also stability during, strategy making. The world has to hold still while
the planning process unfolds. Remember those lockstep schedules that
have strategies appearing on, say, the fifteenth of each June? One can
just picture the competitors waiting for the sixteenth (especially if
they are Japanese, and don't much believe in such planning).

Responsive strategies do not appear on schedule, immaculately con-
ceived. They can happen at any time and at any place in an adaptive
organization. If strategy means stability (as a plan into the future or a
pattern out of the past), then strategy making means interference—
unexpected interference.

THE FALLACY OF DETACHMENT As mentioned earlier, Marianne Jelinek
developed the interesting point in her book, called Ingtitutionalizing
Innovation, that strategic planning has been to the executive suite
what Frederick Taylor's work study was to the factory floor. Both set
out to circumvent human idiosyncrasies in order to systematize be-
havior. "It is through administrative systems that planning and policy
are made possible, because the systems capture knowledge about the
task...." Thus "true management by exception, and true policy direc-
tion are now possible, solely because management is no longer wholly
immersed in the details of the task itself (1979:139). Put differently,
if the system does the thinking, then thought has to be detached from
action, strategy from operations (or "tactics"), formulation from im-
plementation, thinkers from doers, and so strategists from the objects
of their strategies. Managers must, in other words, manage by remote
control.

The trick, of course, is to get the relevant information up there, so

that those senior managers "on high" can be informed about the con-
sequences of those details "down below,” without having to enmesh
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themselves in them. And that is supposed to be accomplished by "hard
data'—quantitative aggregates of the detailed "facts' about the orga-
nization and its context, neatly packaged for immediate use. That way,
the "head"—executives and planners—can formulate so that dl the
hands can then get on with the implementation.

We maintain that dl of this is dangeroudy falacious. Detached
managers together with abstracted planners do not so much make bad
strategies, mostly they do not make strategies at al. Look inside al
those organizations with people searching for avision, amidst all their

THE SOFT UNDERBELLY OF HARD DATA
(adapted from Mintzberg, 1994:257-266)

The belief that strategic managers and their planning systems can be de-
tached from the subject of their efforts is predicated on one fundamental
assumption: that they can be informed in a formal way. The messy world of
random noise, gossip, inference, impression, and fact must be reduced to
firm data, hardened and aggregated so thatthey can be supplied regularly in
digestible form. In other words, systems must do it, whether they go by the

name of (reading back over the years) "information technology," "strategic

non non

information systems," "expert systems," "total systems," or just plain so-
called "management information systems" (MIS). Unfortunately, the hard
data on which such systems depend often proves to have a decidedly soft
underbelly:

. Hard information is often limited in scope, lacking richness and often
failing to encompass important noneconomic and nonquantitative factors.
Much information important for strategy making never does become hard
fact. The expression on a customer's face, the mood in the factory, the
tone of voice of a government official, all of this can be information for the
manager but not for the formal system. That is why managers generally
spend a great deal of time developing their own personal information sys-

tems, comprising networks of contacts and informers of all kinds.

(continued)
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THE SOFTUNDERBELLY OF HARD DATA (continued)

2. Much hard information is too aggregated for effective use in strategy
making. The obvious solution for a manager overloaded with information
and pressed for the time necessary to process it is to have the information
aggregated. General Electric before 1980 provided an excellent example of
this type of thinking. First it introduced "Strategic Business Units" (SBUS)
over the divisions and departments and then "Sectors" over the SBUs, each
time seeking to increase the level of aggregation to enable top management
to comprehend the necessary information quickly. The problem is that a
great deal is lost in such aggregating, often the essence of the information
itself. How much could aggregated data on six sectors really tell the GE
chief executives about the complex organization they headed? It is fine to
see forests, but only so long as nothing is going on among the trees. As
Richard Neustadt, who studied the information-collecting habits of several
presidents of the United States, commented: "It is not information of agen-
eral sort that helps a President see personal stakes; not summaries, not sur-
veys, notthe bland amalgams. Rather ... it is the odds and ends of tangible
detail that pieced together in his mind illuminate the underside of issues put
before him.... He must become his own director of his own central intel-
ligence" (1960:153-154, italics added).

3. Much hard information arrives too late to be of use in strategy mak-
ing. Information takes time to "harden": time is required for trends and
events and performance to appear as "facts,” more time for these facts to
be aggregated into reports, even more time if these reports have to be pre-
sented on a predetermined schedule. But strategy making has to be an ac-
tive, dynamic process, often unfolding quickly in reaction to immediate
stimuli; managers cannot wait for information to harden while competitors
are running off with valued customers.

4. Finally, a surprising amount of hard information is unreliable. Soft in-
formation is supposed to be unreliable, subject to all kinds of biases. Hard
information, in contrast, is supposed to be concrete and precise; it is, after
all, transmitted and stored electronically. In fact, hard information can be
far worse than soft information. Something is always lost in the process of
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quantification—before those electrons are activated. Anyone who has ever
produced a quantitative measure—whether a reject count in a factory or a
publication count in a university—knows just how much distortion is possi-
ble, intentional as well as unintentional. As Eli Devons (1950:Ch. 7) de-
scribed in his fascinating account of planning for British aircraft production
in World War 11, despite the "arbitrary assumptions made" in the collection
of some data, "once a figure was put forward ... it soon became accepted
as the 'agreed figure," since no one was able by rational argument to
demonstrate that it was wrong____And once the figures were called 'statis-
tics', they acquired the authority and sanctity of Holy Writ" (155).

Of course, soft information can be speculative, and distorted too. But
what marketing manager faced with a choice between today's rumor that a
major customer was seen lunching with a competitor and tomorrow's fact
that the business was lost would hesitate to act on the former? Moreover, a
single story from one disgruntled customer may be worth more than all
those reams of market research data simply because, while the latter may
identify a problem, it is the former that can suggest the solution. Overall, in
our opinion, while hard data may inform the intellect, it is largely soft data
that builds wisdom.

strategic planning, and you will mostly find executives doing exactly
what planning tells them to do—sit there disconnected from the de-
tails. Effective strategists, in contrast, are not people who abstract
themselves from the daily detail, but who immerse themselves in it
while being able to abstract the strategic messages from it.

It turns out that hard data can have a decidedly soft underbelly. As
specified in the accompanying box, such data are often late, thin, and
excessively aggregated. This may explain why managers who rely pri-
marily on such formalized information (accounting statements, mar-
keting research reports in business, opinion polls in government, etc.),
often have so much trouble coming up with good strategies.

Effective strategy making connects acting to thinking which in turn
connects implementation to formulation. We think in order to act, to
be sure, but we also act in order to think. We try things, and the ones
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that work gradually converge into patterns that become strategies.
This is not some quirky behavior of disorganized people but the very
essence of strategic learning. (See De Geus, 1988, who headed up the
planning function at Shell, on "Planning as Learning.")

Such strategy making breaks down the classic dichotomy by allow-
ing implementation to inform formulation. As noted in the last chap-
ter, either the formulator must implement or else the implementers
must formulate. As we shall see, one fits the entrepreneurial school,
the other, the learning school. Either way, the process of strategy mak-
ing becomes more richly interactive. Hence we would do well to drop
the term strategic planning altogether and talk instead about strategic
thinking connected to acting.

THE FALLACY OF FORMALIZATION. Can the system in fact do it? Can strate-
gic planning, in the words of a Stanford Research Institute economist,
"recreate" the processes of the "genius entrepreneur” ?(McConnell,
1971:2). Can innovation really be institutionalized? Above all, can
such analysis provide the necessary synthesis?

Bear in mind that strategic planning has not been presented as an aid
to strategy making, as some kind of support for natural managerial
processes (including intuition), but as strategy making and in place of in-
tuition. Proponents of this school have long claimed this to be the "one
best way" to create strategy. Yet, unlike Frederick Taylor, who coined the
phrase, planners never studied the very process they sought to change.
Best practice was simply assumed to be their practice. The CEO "can se-
riously jeopardize or even destroy the prospects of strategic thinking by
not consistently following the discipline of strategic planning..." wrote
Lorange in 1980, without offering any supporting evidence.

Indeed, go back to all those popular strategic planning charts and
look for the box that explains how strategies are actually created. You
will not find it, because the writers never explained this. Amidst all
that hype about having to develop strategy in a planned process, no
one ever explained how the thinking of those genius entrepreneurs, or
even ordinary competent strategists, could be recreated. At best—or
perhaps at worst—they inserted boxes with labels such as "apprehend
inputs" and "add insights" (Malmlow, 1972). Very helpful! A phenom-
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enon is not captured simply because it has been labeled in a box on a
piece of paper.

Research (as we shall see in subsequent chapters) tells us that strat-
egy making is an immensely complex process involving the most so-
phisticated, subtle, and at times subconscious of human cognitive and
social processes. These draw on all kinds of informational inputs, many
of them nonquantifiable and accessible only to strategists with their
feet on the ground. Such processes follow no predetermined schedules
nor fall on to any preset tracks. Effective strategies inevitably exhibit
some emergent qualities and, even when significantly deliberate, often
appear to be less formally planned than informally visionary. Above
all, learning, in the form of fits and starts, discoveries based on
serendipitous events, and the recognition of unexpected patterns,
plays a key role, if not the key role, in the development of strategies
that are novel. Accordingly, we know that the process requires insight,
creativity, and synthesis, the very things that the formalization of plan-
ning discourages. Lorange might well be asked to entertain the propo-
sition that CEOs can seriously jeopardize the prospects of strategic
thinking by following the discipline of strategic planning.

The failure of strategic planning is the failure of formalization—of
systems to do better at such tasks than flesh and blood human beings. It
is the failure of forecasting to predict discontinuities, of institutional-
ization to provide innovation, of hard data to substitute for soft, of
lockstep schedules to respond to the dynamic factors. The formal sys-
tems could certainly process more information, at least hard informa-
tion, consolidate it, aggregate it, move it about. But they could never
internalize it, comprehend it, synthesize it.

There is something strange about formalization, something that can
cause the very essence of an activity to be lost simply in its specifica-
tion. As human beings, we often believe that we have captured a
process simply because we have broken it into component parts, and
specified procedures for each. Yet all too often, that just breeds a cer-
tain mindlessness. For some kinds of processes involving learning, in-
novating, and the like, that only seems to drive them over some kind
of edge. We illustrate aformalization edge in Figure 3-6.

Planners and managers need to be very sensitive to just where that



74 STRATEGY SAFARI

FIGURE 3-6

THE FORMALIZATION EDGE
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Source: From Mintzberg, 1994.

formalization edge may appear. They may have to formalize the time
and participation at a particular meeting, to ensure that the appropri-
ate people appear together. But how about specifying the agenda, so
that precious time will not be lost? Seems sensible enough. And the
procedures to ensure order in the discussion? Well ... At what point
do we realize that everything went according to plan but no strategic
thinking came about? Decomposing the strategy-making process so
that, for example, goals are discussed in the morning and strengths and
weaknesses in the afternoon, can tifle creative discussion. The object
of the exercise, to repeat, is not analysis but synthesis. Efforts to force a
loose process into a tight sequence can kill it.

Zan has distinguished between "systems that facilitate thinking"
and "systems that (try to) do it" (1987:191). To quote one Texas In-
struments executive on that company's systems, "We made ‘em bu-
reaucratic. We used the system as a control tool, rather than a
facilitating tool. That's the difference" (in Jelinek and Schoonhoven,
1990:411). The accompanying box shows how capital budgeting fell
into much the same trap, emerging as a technique that in some ways
impeded strategic thinking.

Thus, the problem of strategic planning has not been with any par-
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ticular category it uses so much as with the process of categorizing it-
s«df. No amount of rearranging of the boxes can resolve the problem of
the very existence of boxes. Strategy making, like creativity (redly as
creativity), needs to function beyond boxes, to create new perspectives

CAPITAL BUDGETING VERSUS STRATEGY FORMATION

(adapted from Mintzberg, 1994:122-133)

Capital budgeting is an established procedure by which unit managers (divi-
sion heads, functional managers, etc.) propose individual projects up the hi-
erarchy for approval. These are supposed to be assessed in terms of their
costs and benefits (combined in business to indicate return on investment)
so that the senior managers can compare and rankthem, and accept only as
many as the capital funding available for a given period allows. Because of
the impetus of the flow from unit managers to general managers, capital
budgeting is sometimes referred to as bottom-up strategic planning.

Evidence on the actual practice of capital budgeting tells a very different
story. One ofthe early studies—an intensive probe into the process in one
large divisionalized firm—found that the senior management had a propen-
sity to approve all the projects that reached its level. "The important ques-
tion," wrote the author, "was whether that group of officers which
possessed the power to move proposals through the funding process
chose to identify a particular proposal for sponsorship,” because once that
happened, proposals had more or less free passage (Bower, 1970:322).

In a later study, Marsh et al. looked carefully at three firms considered
"sophisticated" in their use of capital budgeting, and found all kinds of prob-
lems. The procedure manuals "proved quite hard to locate!" (1988:22); the
presentation to the divisional board in one firm "was described as 'a con
job'," in another as "rubber stamping" (23). "Hard-to-qualify costs and ben-
efits were excluded from the financial analysis."

Broms and Gahmberg found evidence of capital projects in some Finnish
and Swedish firms "regularly miss[ing] the mark" (e.g., requiring 25 percent
return on investment while consistently getting about 7 percent). These
authors referred to "this self-deception,” these "mantras” as "socially ac-
cepted fact" (1987:121).
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CAPITALBUDGETING VERSUS STRATEGY FORMATION (continued)

Capital budgeting, therefore, appears to be a formal means not to plan
strategy but to structure the consideration of projects and to inform senior
management about them. For example, most capital budgeting seems to
take place in the context of existing strategies—which means in the ab-
sence of any fresh strategy thinking. In otherwords, it reinforces the strate-
gies already being pursued. Of course, some capital projects may break
established patterns and thereby create precedents that change strategy (in
emergent fashion). But we suspect that capital budgeting itself may actually
work to impede such strategic change and to discourage strategic thinking.

Capital budgeting is a disjointed process, or, more to the point, a dis-
jointing one. Projects are expected to be proposed independently, along
departmental or divisional lines. Any joint effects across units have to be ig-
nored for the convenience of formal analysis. But since synergy is the very
essence of creative strategy—the realization of new, advantageous combi-
nations—then capital budgeting may discourage it. "If the key players had
acted on the rational financial information available at the time, there would
have been no xerography ... no aircraft, no jet engines, no television, no
computers ... and so on ad infinitum" (Quinn, 1980a: 171,174).

Picture yourself as a senior manager reviewing capital proposals on the
basis of financial projections. How are you to think strategically when
everything comes to you split into bits and pieces, in concise, numerical,
disconnected terms? Now picture yourself as the project sponsor, sitting
behind your computer. You are not being asked to conceive strategies, not
even to think about the future of your unit. All they want from you is quan-
titative justification for the moves you wish to make, each one separated
into a nice neat package for the convenient comprehension of your superi-
ors, delivered on their schedule.

To conclude, taken seriously, we find that not only is capital budgeting
not strategy formation, it most decidedly impedes strategy formation. But
taken by its effects, it can sometimes have an inadvertent influence on the
strategies that organizations do pursue, in contradiction to the dictates of
its own model.
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FIGURE 3-7

PLANNERS AROUND STRATEGY MAKING

Black Box

of

Strategy Making

aswell as new combinations. As Humpty Dumpty taught us, not every-
thing that comes apart can be put back together again.

THE GRAND FALLACY CF "STRATEGIC PLANNING:" Thuswe arrive at the grand
falacy of strategic planning, a composite, in fact, of the three falacies
aready discussed. Because analysisisnot synthesis, strategic planning has
never been strategy making. Analysismay precede and support synthesis,
by providing certain necessary inputs. Analysis may follow and elabo-
rate synthesis, by decomposing and formalizing its consequences. But
anaysis cannot substitute for synthesis. No amount of elaboration will
ever enable formal procedures to forecast discontinuities, to inform de-
tached managers, to create novel strategies. Thus planning, rather
than providing new strategies, could not proceed without their prior
existence.

We conclude that strategic planning has been misnamed. It should
have been called grategic programming. And it should have been pro-
moted as a process to formdize, where necessary, the consequences of
strategies aready developed by other means. Ultimately, the term
"dtrategic planning" has proved to be an oxymoron.

The Context and Contribution of the Planning School

There is, however, no need to throw out the strategic planner baby
with the strategic planning bathwater. Planners have important roles
to play around the black box of strategy formation, if not within it.
This is shown in Figure 3-7. They can act as analysts, by providing
data inputs at the front end, particularly the ones managers are prone
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THE UPSIDE OF TOOLISM
(from Rigby, 1993:15)

1. Everytool carries a set of strengths and weaknesses. Success requires un-
derstanding the full effects—and side effects—of each tool, then cre-
atively combining the right ones in the right ways at the right times.
The secretis ... in learning which tools to use, how and when.

2. Tools should be judged by their utility, not by their novelty.

3. Tools exist for the benefit of people, not vice versa. Management tools are
credited by their advocates with saving corporations—almost as loudly
as they are blamed by their critics for destroying them. The truth is,
tools do neither: people make companies succeed or fail.

to overlook (as shall be elaborated upon in the next chapter). They
can also scrutinize the strategies that came out the back end, to assess
their viability. Planners can also act as catalysts, not to promote formal
planning as some kind of imperative, but to encourage whatever form
of strategic behavior makes sense for a particular organization at a par-
ticular time. (Hence they should read this book!) As suggested in the
accompanying box, by a strategy consultant, organizations need tools,
but sensibly applied.

When necessary, but only then, planners can carry out formal plan-
ning too, but as a means to program the strategies that came out of that
black box—to codify them, elaborate them, translate them into ad hoc
programs and routine plans and budgets, and use these for purposes of
communication and control.

Of course, creative planners can sometimes be strategists too (in
other words, enter the black box). But that has more to do with their
personal knowledge, creativity, and skills of synthesis than with any
formalized technique of planning.

Some of these roles are rather formally analytical, others less so.
This means that organizations might do well to distinguish two types
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of planners, who can be labeled left-handed and right-handed. Left-
handed planners encourage creative strategic thinking, they raise al
kinds of difficult questions, and they search around for emergent strate-
gies in streams of their organizations' actions. The right-handed plan-
ners are concerned with more formal kinds of strategy anaysis, and
particularly with the strategic programming of clearly intended strate-
gies, which, as we hope this discussion has made clear, suit only a con-
text that is rather stable, or at least predictable or, what amounts to the
same thing, controllable by the organization. But when change must be
dramatic, and an organization's situation becomes less stable, pre-
dictable, and/or controllable, then it is better off to rely on the looser
forms of strategy making firgt and the left-handed planners second, but
not the precepts of the planning school.
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THE POSITIONING SCHOOL

STRATEGY FORMATION AS AN
ANALYTICAL PROCESS

" Send in two eggs and some mor e butter."



In science, as in love, a concentration on technique is likely to lead to
impotence.
—Berger

n the early 1980s, a wind from economics blew through the strategic

management field, blowing away, or at least into a corner, much of its
traditional prescriptive literature. Although this positioning school ac-
cepted most of the premises that underlay the planning and design
schools, as well as their fundamental model, it added content, in two
ways. It did so in the literal sense of emphasizing the importance of
strategies themselves, not just the process by which they were to be
formulated. And it added substance: after all those years of the general
pronouncements of the planning school and the repetition of the de-
sign school model, the positioning school, by focusing on the content
of strategies, opened up the prescriptive side of the field to substantial
investigation.

Scholars and consultants now had something to sink their teeth
into: they could study and prescribe the specific strategies available to
organizations and the contexts in which each seemed to work best. So
the field—which, in fact, adopted the name of "Strategic Manage-
ment" in the early 1980s as a result of this thrust—"took off." Confer-
ences flourished, courses multiplied, journals appeared, and consulting
firms—the so-called "strategy boutiques'—established the "strategy
industry." Because of the energy of this school, as well as its influence
today, we accord it considerable space in this book.

Enter Porter

The watershed year was 1980, when Michael Porter published Compet-
itive Srategy. While one book can hardly make a school, this one acted
as a stimulant to draw together a good deal of the disenchantment with
the design and planning schools, as well as the felt need for substance.
Much as a simple disturbance can suddenly freeze a supersaturated lig-
uid, Competitive Srategy gelled the interests of a generation of scholars
and consultants. A huge wave of activity followed, quickly making this
the dominant school in the field.



Of course, Porter's book was not the first on strategy content (nor
was it only on content, since much of it proposed technique to do com-
petitive and industry analysis). Earlier work on strategy content had
been done especidly at the Purdue University Krannert Business
School, by people like Dan Schendel and Ken Hatten. And Porter
himself took his lead from industrial organization, afield of economics
that had long addressed related issues, albeit with a focus on how in-
dustries, rather than individual firms, behave. There were also the ear-
lier writers on military strategy who for centuries had anayzed the
strategic advantages and constraints of forces and terrain during war.

Premises of the Positioning School

In fact, the positioning school did not depart radicaly from the
premises of the planning school, or even those of the design schooal,
with one key exception. But even the subtle differences aso served to
reorient the literature.

Most notable in this school has been one simple and revolutionary
idea, for better and for worse. Both the planning and design schools
put no limits on the strategies that were possible in any given situa-
tion. The positioning school, in contrast, argued that only a few key
strategies—as positions in the economic marketplace—are desirable in
any given industry: ones that can be defended against existing and fu-
ture competitors. Ease of defense means that firmswhich occupy these
positions enjoy higher profits than other firmsin the industry. And
that, in turn, provides a reservoir of resources with which to expand,
and so to enlarge aswell as consolidate position.

Cumulating that logic across industries, the positioning school
ended up with a limited number of basic strategies overall, or at least
categories of strategies—for example, product differentiation and fo-
cused market scope. These were called generic.

By thereby dispensing with one key premise of the design school—
that strategies have to be unique, tailor-made for each organization—
the positioning school was able to create and hone a set of analytical
tools dedicated to matching the right strategy to the conditions at
hand (themselves also viewed as generic, such as maturity or fragmen-
tation in an industry). So the key to the new strategic management lay
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in the use of analysis to identify the right relationships. And thus the
search began: academics ran statistical studies from established data
bases to find out which strategies seemed to work best where, while
consultants touted favored strategies for particular clients, or else pro-
moted frameworks for selecting such strategies.

As in the other two prescriptive schools, strategy formation contin-
ued to be perceived as a controlled, conscious process that produced
full-blown deliberate strategies, to be made explicit before being for-
mally implemented. But here the process focused more narrowly on
calculation—to be specific, on the close-ended selection of generic
strategic positions rather than on the development of integrated and
unusual strategic perspectives (as in the design school) or on the speci-
fication of coordinated sets of plans (as in the planning school). The
notion that strategy precedes structure was aso retained in this school.
But another form of "structure," that of the industry, was added on top,
so that industry structure drove strategic position which drove organi-
zational structure. The process continued to resemble that of the plan-
ning school in its formdity, particularly in the external appraisa
stages, with Porter (1980) being especialy detailed about the steps by
which to do competitive and industry analysis.

Again, as in planning, the chief executive remained the strategist
in principle, while the planner retained the power behind the throne.
Except that the positioning school elevated the planner's importance
another notch. Here that person became an anayst (often on con-
tract from a consulting firm), a studious calculator who amassed and
studied reams of hard data to recommend optimal generic strategies.
But, to repeat an important point, that analyst did not desgn strate-
gies (indeed, did not even formulate them) so much as select them. In
some sense, strategies were to be plucked off the tree of generic strate-
gic opportunities.*

To summarize these premises of the positioning school:

*One of us recals a conversation with one of the best-known early proponents of this school. He
was incredulous at our "exaggerated” comment that there could be an infinite number of possible
strategies. He could not appreciate the idea of strategy as invention, as playing Lego instead of
putting together ajigsaw puzzle.
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J Srategiesaregeneric, specifically common, identifiable positions in the
mar ketplace.

2. That marketplace (the context) is economic and competitive.

3 The strategy formation process is therefore one of selection of these
generic positions based on analytical calculation.

4. Analysts play a major role in this process, feeding the results of their
calculations to managers who officially control the choices.

5. Strategies thus come out from this process full blown and are then ar
ticulated and implemented; in effect, market structure drives deliberate
positional strategies that drive organizational structure.

The body of this chapter describes three different "waves" of the po-
sitioning school: (1) the early military writings, (2) the "consulting
imperatives" of the 1970s, and (3) the recent work on empirical propo-
sitions, especially of the 1980s. We devote considerable space to the
third wave before turning to our critique and assessment of the context
of this school.

THE FIRST WAVE: ORIGINS IN THE MILITARY MAXIMS

If the positioning school is truly to focus on the selection of specific
strategies, as tangible positions in competitive contexts, then it must
be recognized as a good deal older than might otherwise be assumed.
Indeed, this makes it by far the oldest school of strategy formation,
since the first recorded writings on strategy, which date back over two
millennia, dealt with the selection of optimal strategy of literal posi-
tion in the context of military battle. These writings codified and ex-
pressed commonsense wisdom concerning the ideal conditions for
attacking an enemy and defending one's own position.

The best of these writings is also among the oldest, that of Sun Tzu,
who is believed to have written around 400 B.C. More recent is the still
influential work of von Clausewitz, who wrote in the last century. In a
way, these writers did what today's writers of this school do: they delin-
eated types of strategies and matched them to the conditions that

emed most suitable. But their work was not so systematic, at least not
'n the contemporary sense of statistical data, and so their conclusions

N Hm A4
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tended to be expressed in imperative terms. Hence our use of the label
"maxims."

Sun-Tzu

Sun Tzu's The Art of War (1971) has been particularly influential, espe-
cially in East Asia. (There is a current Chinese saying that the "mar-
ketplace is a battlefield" [Tung, 1994:56].) This is a remarkably
contemporary book, suggesting that there may really be not much new
under the sun. Some of Sun Tzu's maxim's are rather general, such as
"To subdue the enemy without fighting is the acme of skill" (77). Oth-
ers come in the forms of ploys, such as "When capable, feign incapac-
ity; when active, inactivity," and "Offer the enemy a bait to bait him;
feign disorder and strike him" (66). But other maxims come rather
close to the spirit of today's positioning school.

Much as this school places emphasis on the study of the industry in
which the company operates, so too did Sun Tzu emphasize the impor-
tance of being informed about the enemy and the place of battle. He
devoted a good deal of attention to specific position strategies, for ex-
ample locating armies with respect to mountains and rivers, fighting
downhill, and occupying level or high ground. He also identified a va-
riety of generic conditions, for example, dispersive, frontier, focal, and
difficult. He then presented maxims linking generic strategies to each
of these generic conditions, for example:

«... do not fight in dispersive ground; do not stop in frontier border-
lands.

» Infocal ground, ally with neighboring states; in deep ground, plun-
der. (131)

As for numerical strength:

* When ten to the enemy's one, surround him. . . . When five times
his strength, attack him.... If double his strength, divide him.... If
equally matched, you may engage him.... If weaker numerically, be
capable of withdrawing.... And if in all respects unequal, be capa-
ble of eluding him___ (79-80)



THE POSITIONING SCHOOL 87

Other maxims anticipate what is called in today's positioning school
"first mover advantage":

» Generdly, he who occupies the field of battle first and awaits his
enemy is at ease; he who comes later to the scene and rushes into
thefight isweary. (96)

But it is the following passages of Sun Tzu's work that demonstrate
just how old is the "modern" wave of the positioning school:

* Now the elements of the art of war are first, measurement of space;
second, estimation of quantities; third, calculation; fourth, compar-
isons; and fifth, chances of victory. (88)

» With many calculations, one can win; with fev one cannot. How
much less chance of victory has one who makes none at all! (71)

Yet Sun Tzu aso recognized the limits of generic thinking, something
that is less common today.
» The musical notes are only five in number but their melodies are so
numerous that we cannot hear them all. (91)
«... As water has not constant form, there are in war no constant
conditions. (101)
«... When | have won avictory | do not repeat my tactics but re-
spond to circumstances in an infinite variety of ways. (100)

von Clausewitz

The west has never lacked for military thinkers. But none achieved the
stature of Carl von Clausewitz (1780-1831), whose work bears the un-
mistakable stamp of the German proclivity for grand systems of
thought.

Clausawitz wrote in the aftermath of the Napoleonic Wars. During
the late seventeenth and eighteenth centuries, war had settled into a
familiar pattern. Armies in most countries were made up of rather un-
motivated recruits, commanded by officers drawn from the aristocracy.
They followed the same frameworks with armies that were practically
the same in organization and tactics. The difference between victory
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and defeat was often relatively small. One side attacked and the other
retreated. At the end of the day, the diplomats met and some territory
exchanged hands. It was a game with few surprises in which strategy
was a variation on themes that all sides knew and accepted.

Napoleon changed all that. In one battle after another, the French
armies under his command destroyed forces that were numerically su-
perior. His victories were not only military, they were also intellectual.
He demonstrated the obsolescence of traditional ideas about organiza-
tion and strategy. As a Prussian officer on the opposing side of battles,
and at one time taken prisoner by the French, Clausewitz experienced
Napoleon's methods firsthand. The shock of al this can be compared
to the bewilderment that American managers felt more recently in the
face of relentless advance of Japanese manufacturing.

In his masterwork On War, Clausewitz (1989) sought to replace the
established view of military strategy with a set of flexible principles to
govern thinking about war. While his predecessors saw strategy as a
problem-solving activity, he argued—here more in the spirit of our de-
sign school—that it was open-ended and creative, due to tensions and
contradictions inherent in war as a human and social activity. Yet it
also called for organization in a situation riddled with chaos and confu-
sion. Strategy seeks to shape the future, yet intentions are likely to be
frustrated by chance and ignorance—by what Clausewitz called "fric-
tion." To make strategy happen, it is necessary to put together an orga-
nization with aformal chain of command in which orders are executed
without question. Yet this organization must tap the initiative of its
members.

On War contains chapters on attack and defense, maneuvering, in-
telligence gathering, and night operations. The book is long and fre-
quently discursive, but periodically illuminated by maxims containing
powerful metaphors and vivid imagery.

In view of the insidious influence of friction on action, how is strat-
egy possible? Closer to the positioning school, Clausewitz argued that
strategy depends on basic building blocks, which are used in attack, de-
fense, and maneuver. Strategy making relies on finding and executing
new combinations of these blocks. In every age, technology and social
organization limit the combination. After some time, these limits seem
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inevitable and hence natural. Strategists cease to question received
wisdom and confine themselves to variations on accepted themes. It is
therefore left to the great commanders, such as Napoleon, to innovate
strategically by recognizing and bringing about new combinations.
These people are few because

... it takes more strength of will to make an important decision in strategy
than in tactics. In the latter, one is carried away by the pressures of the mo-
ment. ... In strategy . . . there is ample room for apprehension, one's own
and those of others; for objections and remonstrations and in consequence,
for premature regret. In atactical situation one is able to see at least half
the problem with the naked eye, whereas in strategy everything has to be
guessed at and presumed. Conviction is therefore weaker. Consequently,
most generals, when they ought to act, are pardyzed by unnecessary
doubts. (1989:179)

Clausewitz's influence in more recent times is reflected in a book by
the American Colonel Harry Summers (1981), called On Srategy: The
Vietham War in Context. What the Pentagon planners ignored in that
arena, argues Summers, were the fundamentals of strategy that Clause-
witz outlined. The first of these was the insistence that "War is merely
the continuation of policy by other means" (87). This frequently cited
dictum is often interpreted as an affirmation of the subordination of
military to civilian authority. But it is a warning that strategy should
not become dominated by the short term, that transient success should
not be confused with enduring performance. Summers also borrowed
from Clausewitz the notion of friction, applying it to the resilience, en-
ergy, firmness, belief in the cause, and devotion to duty of the enemy.
Pentagon planners misperceived the Vietnamese ability to take terri-
ble punishment and continue to fight.

Summers's book updates Clausewitz insights for the mid-twentieth
century. Taking Clausewitz as his point of departure, he analyzed the
Vietnam conflict in terms of the "principles of war," as stated in the
1962 ("Vietnam-era") Field Service Regulations of the U.S. Army.
These are reproduced in the accompanying box.

Note the consistency of these principles with the prescriptive
schools of strategic management in general, notably the need for clear
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UNITED STATES PRINCIPLES OF WAR, BASED ON CLAUSEWITZ
Circa 1962 (from Summers, 1981: 59-97)

The Objective. Every military operation must be directed toward a clearly de-
fined, decisive, and attainable objective. The ultimate military objective of

war is the destruction of the enemy's armed forces and his will to fight

The Offensive. Offensive action is necessary to achieve decisive results and
to maintain freedom of action. It permits the commander to exercise
initiative and impose his will upon the enemy.... The defensive may be
forced on the commander, but it should be deliberately adopted only as

a temporary expedient....

Mass [sometimes called Concentration]. Superior combat power must be
concentrated at the critical time and place for a decisive purpose....

Economy of Force. Skillful and prudent use of combat power will enable the
commander to accomplish the mission with minimum expenditure of
resources. This principle . .. does not imply husbanding but rather the
measured allocation of available combat power....

Maneuver [or Flexibility].... The object of maneuver is to dispose a force in
such a manner as to place the enemy at a relative disadvantage.... Suc-
cessful maneuver requires flexibility in organization, administrative sup-
port, and command and control....

Unity of Command.... Unity of command obtains unity of effort by the co-
ordinated action of all forces toward a common goal. While coordina-
tion may be attained by cooperation, it is best achieved by vesting a
single commander with the requisite authority.

Security. . . . Security is achieved by measures taken to prevent surprise,
preserve freedom of action, and deny the enemy information of friendly

forces....

Surprise.... Surprise results from striking an enemy at a time, place, and in
a manner for which he is not prepared....

Simplicity. . . . Direct, simple plans and clear, concise orders minimize mis-
understanding and confusion. If other factors are equal, the simplest plan
is preferred.
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deliberate strategy, the centrality of authority to develop or at least ex-
ecute that strategy, the need to keep strategy simple, and the presumed
proactive nature of strategic management. Yet, as in the planning
school as well as in Clausewitz's own urgings, flexibility is presumed to
coexist somehow with these characteristics.

War is inherently unattractive to civilized people. But as the woeful
inadequacies of the allies in the face of the Nazi military aggression
demonstrates, distaste for war can result in disaster too. The British
theorist B. H. Liddell-Hart (1967) directed his attention to developing
strategies which would minimize the duration and costs of war. He ar-
gued that the purpose of strategy should be to unbalance the enemy
and disrupt its ability to respond, by doing the unexpected. He empha-
sized what he called the "indirect approach," which he reduced to "two
simple maxims":

* No general is justified in counseling his troops to a direct attack
upon an enemy firmly in position.

* Instead of seeking to upset the enemy's equilibrium by one's attack,
it must be upset before a real attack is, or can be successfully
launched. (164)

Fighting Corporate Battles

Some writers of business strategy have picked up on the spirit, even the
letter, of the military maxims. James described the "military experience
[as] averitable goldmine of competitive strategies all well tested under
combat positions" (1985:56). He saw "remarkable similarities" with
business, "in terms of deterrence, offense, defense, and alliance," as
well as in the use of "intelligence, weaponry, logistics and communica-
tions, all designed for one purpose—to fight" (45-46). And in his cor-
porate strategy textbook, Robert Katz discussed maxims such as
"always lead from strength" and "the basic strategy for all companies
should be to concentrate resources where the company has (or can de-
velop readily) a meaningful competitive advantage" (1970:349-350).
He added that:

For the large company: A. Planning is crucial.
B. Give up the crumbs.
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C. Preserve company strength and

stability.
For the small company: A. Attack when the enemy retreats.

B. Do not take full advantage of all
opportunities.

C. Beasinconspicuous as possible.

D. Respond quickly.
(1970:302-303)

Perhaps most sophisticated has been James Brian Quinn's use of the
military experience in business (see especially 1980a:155-168). To
Quinn, "effective strategy develops around a few key concepts and
thrusts, which give them cohesion, balance, and focus” and dso a
"sense of positioning against an intelligent opponent” (162, 164).
Such a drategy "firgt probes and withdraws to determine opponents
strengths, forces opponents to stretch their commitments, then con-
centrates resources, attacks a clear exposure, overwhelms a selected
market segment, builds a bridgehead in that market, and then regroups
and expands from that base to dominate awider fidd . . ." (160-161).
Table 4-1 lists some of the terms of military strategy that Quinn em-
ploys in his book.

Maxims about Maxims

There is something interesting and helpful in these military maxims.
Ye there is something to be careful of as well: alanguage that is both
obvious and obscure. Hence, in their own spirit, we offer our own max-
ims about maxims:

* Most maxims are obvious.

» Obvious maxims can be meaningless.

» Some obvious maxims are contradicted by other obvious maxims
(such as to concentrate force and to remain flexible).

So

» Beware of maxims.
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TABLE 4-1

MILITARY MAXIM TERMINOLOGY: A LISTING OF SOME OF THE
ITALICIZED TERMS FROM MILITARY STRATEGY
USED IN QUINN (1980:150-156)

attack and overwhelm feint, cunning, nerve
surround and destroy deceptive maneuvers
attack opponent's weakness using misleading messages

concentrated attack

major focused thrust

establish dominance mobility, surprise
fast maneuvers

indirect approach planned flexibility

flanking maneuvers

planned withdrawal points of domination
planned counterattack fortify a key base
conceding early losses form a bridgehead
stretch opponent's resources consolidate forces
lure away from defensive positions fallback

soften enemy's political and psychological will

THE SECOND WAVE: THE SEARCH FOR CONSULTING IMPERATIVES

The positioning school has been tailor-made for consultants. They can
arrive cold, with no particular knowledge of a business, analyze the
data, juggle a set of generic strategies (basic building blocks) on a
chart, write areport, drop an invoice, and leave. So, beginning in the
1960s, but really accelerating in the 1970s and 1980s, the strategy bou-
tiques arose, each with some niche in the conceptual marketplace to
promote positioning concepts of its own.

In one sense, these improved on many of the military maxims, since
the writers were sometimes more systematic students of experience:
they too calculated. But they often interpreted that experience nar-
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rowly. Many rarely got past the idea of the maxim, and indeed, for mar-
keting purposes, often turned these into imperatives (perhaps we should
say maximums). Market share, for example, became some kind of Holy
Gralil.

Before these strategy boutiques came along, little consulting was fo-
cused on strategy per se. True McKinsey and Company had a strong
top management orientation, and firms like SRI promoted planning
techniques. But strategy was not usually the focus. The Boston Con-
sulting Group (BCG) changed all that, with two techniques in partic-
ular: the growth-share matrix and the experience curve. And PIM S came
along, with its data base for sale. Here, as in the case of BCG, the base
was empirical but the bias was imperative: to find the "one best way."

BCG: The Growth-Share Stable

The growth-share matrix was part of "portfolio planning,” which ad-
dressed the question of how to allocate funds to the different busi-
nesses of a diversified company. Before its appearance, corporations
depended on capital budgeting and the like to assess return on invest-
ment of different proposals. The growth-share matrix sought to embed
these choices in a systematic framework. Below and in Figure 4-1 we
present this technique in the words of the man who built BCG, Bruce
Henderson.

To be successful, a company should have a portfolio of products with differ-
ent growth rates and different market shares. The portfolio composition is
a function of the balance between cash flows. High-growth products re-
quire cash inputs to grow. Low-growth products should generate excess
cash. Both kinds are needed simultaneously.

Four rules determine the cash flow of a product:

» Margins and cash generated are a function of market share. High margins
and high market share go together. This is a matter of common observa-
tion, explained by the experience curve effect.

» Growth requires cash input to finance added assets. The added cash re-
quired to hold shareis a function of growth rates.

 High market share must be earned or bought. Buying market share requires
additional investment.
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FIGURE 4-1

BCG GROWTH-SHARE MATRIX
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Source: From Henderson (1979).

No product market can grow indefinitely. The payoff from growth must
come when the growth dows, or it will not come at all. The payoff is cash
that cannot be reinvested in that product.

Products with high market share and dow growth are "cash cows." [See
Figure 4-1.] Characteristically, they generate large amounts of cash, in ex-
cess of the reinvestment required to maintain share. This excess need not,
and should not, be reinvested in those products. In fact, if the rate of return
exceeds growth rate, the cash cannot be reinvested indefinitely, except by
depressing returns.

Products with low market share and dow growth are "dogs." They may
show an accounting profit, but the profit must be reinvested to maintain
share, leaving no cash throwoff. The product is essentially worthless, ex-
cept in liquidation.

All products eventually become either a "cash cow" or a "dog." The
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value of aproduct is completely dependent upon obtaining a leading share
of its market before the growth sows.
Low-market-share, high-growth products are the "problem children."

, They almost aways require far more cash than they can generate. If cash is

not supplied, they fdl behind and die. Even when the cash is supplied, if
they only hold their share, they are still dogs when the growth stops. The
"problem children" require large added cash investment for market share
to be purchased. The low-market-share, high-growth product is a liability
unless it becomes a leader. It requires very large cash inputs that it cannot
generate itsdlf.

The high-share, high-growth product is the "star." It nearly aways
shows reported profits, but it may or may not generate al of its own
cash. If it stays a leader, however, it will become a large cash generator
when growth dows and its reinvestment requirements diminish. The
star eventually becomes the cash cow—providing high volume, high
margin, high stability, security—and cash throwoff for reinvestment
elsewhere....

The need for a portfolio of businesses becomes obvious. Every company
needs products in which to invest cash. Every company needs products
that generate cash. And every product should eventually be a cash genera-
tor; otherwise, it isworthless.

Only a diversfied company with a balanced portfolio can use its
strengths to truly capitalize on its growth opportunities. [See success se-
guence in Figure 4-1.] The balanced portfolio has

"stars," whose high share and high growth assure the future.

"cash cows," that supply funds for that future growth.

"problem children," to be converted into "stars' with the added funds.
"Dogs' are not necessary; they are evidence of falure either to obtain a
leadership position during the growth phase, or to get out and cut the
losses. (Henderson, 1979:163-166)

Note the reductionist nature of this technique. BCG took the two

major categories of the classic design school model (external environ-
ment and internal capabilities), selected one key dimension for each
(market growth and relative market share), arranged these along the
two axes of a matrix, divided into high and low, and then inserted into
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each of the boxes labels for the four resulting generic strategies. Then,
presumably, all a company had to do was plot its condition and select
its strategy, or, at least, sequence its strategies as it went around the ma-
trix, passing money from one business to another in the prescribed way.
Really rather simple—better even than a cookbook, which usually re-
quires many different ingredients.

As John Seeger (1984) pointed out in a colorful article, however,
not terribly friendly to all this, what looks like a star might aready be a
black hole, while a dog can be a corporation's best friend. And cows
can give new products caled calves as well as the old one called
milk—nbut, in both cases, only so long as the farmer iswilling to invest
the attention of a bull periodically. To extend its own mixture of
metaphors, the BCG of those heady days may have mixed up the ordi-
nary milk cow with the goose that laid the golden eggs.

BCG: Exploiting Experience

The experience curve dates back to some research done in 1936 (see
Ydle 1979) that suggested that as the cumulative production of a
product doubles, the cost of producing it seems to decrease by a con-
stant percentage (generally 10 to 30 percent). In other words, if the
first widget ever made cost $10 to produce, then the second (assuming
20 percent) should cost about $8, the fourth $6.40, etc., and the ten
millionth, 20 percent less than the five millionth. In brief, firms learn
from experience—at a constant rate. Figure 4-2 shows an example
from a BCG publication.

Theideaisinteresting. It suggests that, all other things being equal,
thefirst firmin a new market can rev up its volume quickly to gain a
cost advantage over its competitors. Of course, the essence of strategy
isthat al other things are rarely equal. In fact, the widespread applica-
tion of the experience curve often led to an emphasis on volume as an
end in itsdf. Scale became al important: firms were encouraged to
manage experience directly—for example, by cutting prices to grab
market share early, so as to ride down the experience curve ahead of
everyone else. As aresult of the popularity of this technique as well as
the growth-share matrix, being the market leader became an obsession
in American business for a time.
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FIGURE 4-2

EXPERIENCE CURVE FOR STEAM TURBINE GENERATORS (1946-1963)
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Source: From the Boston Consulting Group, 1975.

PIMS: From Datato Dicta

PIMS stands for Profit Impact of Market Strategies. Developed in 1972
for General Electric, later to become a stand-alone data base for sale,
the PIMS model identified a number of strategy variables—such as in-
vestment intensity, market position, and quality of products and ser-
vice—and used them to estimate expected return on investment,
market share, and profits (see Schoeffler et al, 1974; Schoeffler, 1980;
Buzzell et al., 1975). PIMS developed a data base of several thousand
businesses that paid in, provided data, and in return could compare
their positions with samples of others.

PIMS founder Sidney Schoeffler stated that "All business situations
are basically alike in obeying the same laws of the marketplace," so
that "a trained strategist can usefully function in any business." In
other words "product characteristics don't matter" (1980:2, 5). From
here, Schoeffler went on to identify the good guys and the bad guys of
strategy. Investment intensity "generally produces a negative impact
on percentage measures of profitability or net cash flow" (it "depresses
ROI"), while market share "has apositive impact.”

But finding a correlation between variables (such as market share
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and profit, not "profitability"]) is one thing; assuming causation, and
turning that into an imperative, is quite another. Data are not dicta.
Does high market share bring profit, or does high profit bring market
share (since big firms can &ford to "buy" market share)? Or, more
likely, does something else (such as serving customerswell) bring both?
Market share is areward, not a strategy!

With their obvious biases toward the big established firms (which
had the money to buy into the data bases and pay the consulting con-
tracts), both PIMS and BCG seemed unable to distinguish "getting
there" from "being there" (or "staying there"). Perhaps the young, ag-
gressive firms, which were pursuing rather different strategies of rapid
growth, may have been too busy tofill out the PIMS forms, while those
in the emerging industries, with a messy collection of new products
coming and going, may have been unable to tell BCG which firms had
which market shares, or even what their "businesses' redly were.

The overal result of much of this was that, like that proverbia
swimmer who drowned in a lake that averaged six inches in depth, a
number of companies went down following the simple imperatives of
the positioning school's second wave (see Hamermesh, 1986).

THE THIRD WAVE: THE DEVELOPMENT OF EMPIRICAL
PROPOSITIONS

What we are calling the third wave of the positioning school, which
began as a trickle in the mid-1970s, exploded into prominence after
1980, dominating the whole literature and practice of strategic man-
agement. Thiswave consisted of the systematic empirical search for re-
lationships between external conditions and internal strategies. Gone
was the faith in homilies and imperatives, at least about the content of
strategies (if not the process by which to make them). Instead it was
believed that systematic study could uncover the ideal strategies to be
pursued under given sets of conditions.

Porter's Competitive Srategy, published in 1980, really set thiswork
on its course. He wedged a doctorate in Harvard's economics depart-
ment between an MBA and a teaching career in its business school.
From that, he drew on the branch of economics called industrial orga-
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nization—"a systematic and relatively rigorous ["approach to industry
anaysis'l] backed by empirical tests' (1981:611)—and turned it
around to extend its implications for the corporate strategist. Business
strategy, in Porter's view, should be based on the market structure in
which firms operate.

In essence, Porter took the basic approach of the design school and
applied it to the external, or industry environment. (Eventualy, aswe
shall see in alater chapter, this gave rise to a countermovement, based
on the internal situation, called the "resource-based view" of the firm.)
Porter was thus able to build on the aready widespread acceptance of
strategy as design, although the procedures he promoted were very
much more in the spirit of the planning school. To this he added the
established body of knowledge from industrial organization. The com-
bination was powerful, and it was an instant hit in both academic and
business circles.

Porter'swork, particularly his 1980 book followed by another, called
Competitive Advantage in 1985, offered a foundation rather than a
framework; in other words, a set of concepts on which to build rather
than an integrated structure in its own right. Most prominent among
these concepts have been his model of competitive anaysis, his set of
generic strategies, and his notion of the value chain.

Porter's Model of Competitive Analysis

Porter's model of competitive anadysis identifies five forces in an orga
nization's environment that influence competition. These are de-
scribed below and shown with their elements in Figure 4-3.

 Threat of New Entrants. An industry is like a club in which firms
gain admittance by overcoming certain "barriers to entry," such as
economies of scale, basic capital requirements, and customer loyalty
to established brands. High barriers encourage a cozy club in which
competition is friendly; low barriers lead to a highly competitive
group in which little can be taken for granted.

* Bargaining Power of Firm's Suppliers. Since supplierswish to charge
the highest prices for their products, a power struggle naturally
arises between firms and their suppliers. The advantage goes to the
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ELEMENTS OF INDUSTRY STRUCTURE
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Used with the permission of The Free Press, a Division of Macmillan, Inc. from Competitive Strategy: Techniques for Analyzing Industries and Competition,
by Michael E. Porter, Copyright © 1980 by The Free Press.
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side which has more choices aswell aslessto loseif the relationship
ends—for example, the firm that need not sdll the bulk of its output
to one customer, or the one that makes a unique product with no
close substitutes.

Bargaining Power of Firm's Customers. Afirm'scustomerswishto get
prices down or quality up. Their ability to do so depends on how
much they buy, how well informed they are, their willingness to ex-
periment with alternatives, and so on.

Threat 0/Substitute Products. There is an old saying that nobody isir-
replaceable. Competition depends on the extent to which products
in one industry are replaceable by ones from another. Postal services
compete with courier services, which compete with fax machines,
which compete with electronic mail, and so on. When one industry
innovates, another can auffer.

Intengity of Rivalry Among Competing Firms. All of the previous fac-
tors converge on rivary, which to Porter is a cross between active
warfare and peaceful diplomacy. Firms jockey for position. They
may attack each other, or tacitly agree to coexist, perhaps even form
aliances. Thisdepends on the factors discussed above. For example,
the threat of substitutes may drive firms to band together, while se-
vere competition may erupt in industries where buyers and suppliers
are of relatively equal power.

The peculiarities of each of these forces may explain why firms
adopt aparticular strategy. For example, if the bargaining power of sup-
pliers is high, afirm may seek to pursue a strategy of backward vertical
integration—to supply itsdf. Given the range of possible external
forces, one might imagine that the range of possible strategiesis rather
large. But Porter takes the opposite position: only a few "generic"
strategies survive competition in the long run. This notion, like
Clausewitz's building blocks, is what redly defines the positioning
school.

Porter's Generic Strategies

Porter argued that there are but two "basic types of competitive advan-
tage a firm can possess: low cost or differentiation” (1985:11). These
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combine with the "scope" of a particular business—the range of mar-
ket segments targeted—to produce "three generic strategies for achiev-
ing above-average performance in an industry: cost leadership,
differentiation, and focus' (namely narrow scope), shown in Figure
4-4,

To Porter, "being 'all things to al people' is a recipe for strategic
mediocrity and below-average performance” (12); firms must "make a
choice" among these to gain competitive advantage. Or, in words that
have become more controversial, "a firm that engages in each generic
strategy but fails to achieve any of them is 'stuck in the middle™ (16).
These strategies are described below:

1. Cogt Leadership. Thisstrategy aims at being the low-cost producer
in an industry. The cost leadership strategy is redized through
gaining experience, investing in large-scale production facilities,
using economies of scale, and carefully monitoring overall oper-
ating costs (through programs such as downsizing and total qual-
ity management).

2. Differentiation. This strategy involves the development of unique
products or services, relying on brand/customer loyalty. A firm
can offer higher quality, better performance, or unique features,
any of which can judtify higher prices.

3. Focus. This strategy seeks to serve narrow market segments. A

FIGURE'

PORTER'S GENERIC STRATEGIES

Compatitive Advantage
Lower Cost Differentiation
'% Broad 1. Cost 2. Differentiation
Target Leadership
Narrow 3A, Cost Facus 3B. Differentiation
Target Focus

Source: From Porter (1985:12).
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firm can "focus' on particular customer groups, product lines, or
geographic markets. The strategy may be one of either "differen-
tiation focus" whereby the offerings are differentiated in the
focad market, or "overall cost leadership focus,” whereby the firm
slIs at low cost in the foca market. This alows the firm to con-
centrate on developing its knowledge and competences.

Among many others, Miller (1992) has questioned Porter's notion
of having to pursue one srategy or else be caught "in the middle."
Might such strategic specialization not "cause inflexibility and narrow
an organization's vision" (37)? Miller cites the example of Caterpillar,
Inc., which differentiated itsdf by making the highest quality earth-
moving equipment in the world. Its preoccupation with precision and
durability led it to forget about efficiency and economy, rendering it
vulnerable to Japanese competition. In contrast, Baden-Fuller and
Stopford (1992) point to Benetton, which has been able to produce
higher fashion at low cost and on large scale. These authors conclude
that there are enormous rewards for those who can resolve the "dilem-
mas of opposites.” Gilbert and Strebel (1988) adso discuss "outpacing"”
strategies, where firms (such as Toyota) enter amarket as low-cost pro-
ducers and then differentiate to capture even more market share.

Porter's Value Chain

In his 1985 book, Porter introduced a framework he called the value
chain. It suggests that afirm can be disaggregated into primary and sup-
port activities, as shown in Figure 4-5. Primary activities aredirectly in-
volved in the flow of product to the customer, and include inbound
logistics (receiving, storing, etc.), operations (or transformation), out-
bound logigtics (order processing, physical distribution, etc.), market-
ing and sales, and service (installation, repair, etc.). Support activities
exist to support primary activities. They include procurement, tech-
nology development, human resource management, and provision of
the firm'sinfrastructure (including finance, accounting, general man-
agement, etc.).

The word "margin” on the right side of Porter's figure indicates that
firms achieve profit margins based on how the value chain is managed.
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FIGURE 4-5

PORTER'S GENERIC VALUE CHAIN
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The dotted lines of the figure are meant to demonstrate that al the sup-
port activities (with one exception) can be associated with each of the
primary activities and also support the entire chain. The exception is
firm infrastructure, which is shown to apply to the complete chain in-
stead of to any one part of it. For Porter, the value chain "provides a sys
tematic way of examining al the activities afirm performs and how they
interact” with one another (33). But the totality of the value chain must
be considered, in hisview. For example, being best at marketing may not
be a dtrategic advantageif thisis poorly matched with operations.

From Porter, as noted above, the literature of strategic positioning
mushroomed. We have not the space here to attempt any thorough re-
view of this. Rather, we seek to offer synthesis, by presenting a struc-
ture to consider the nature of this work, as it developed increasing
sophistication.

Four Kinds of Positioning School Research

One possible means by which to link the various research activities of
this school—in effect a way to position the efforts of the positioning
school—is shown in the matrix of Figure 4-6. Research isdivided into
that concerned with single factors as opposed to clusters of factors and
that concerned with static conditions as opposed to dynamic ones.
The activity of this school can then be found to take place in all four of
the resulting boxes, although the tendency has been to favor the sm-
pler forms of research.

INAE stanic REFEARCH Probably the greater part of the research fitsinto
the single static cell. Some of this focuses on particular generic strate-
gies (such as outsourcing or product bundling) and seeks to find the in-
dustry conditions that favor them (or the strategies best pursued under
given conditions). But other work, more in the spirit of the second
wave, smply considers the effectiveness of different strategies per se
(for example, "Does diversification pay?’, on which there has been an
enormous amount of research).

CLUSTER STATIC REEEARCH. The strategist's job involves not only selecting
individual strategic positions but weaving these into integrated strate-
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FIGURE 4-6

A MATRIX OF STRATEGY CONTENT RESEARCH
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gies. Accordingly, research in the second cell focuses on clusters of fac-
tors, but still in a static context. For example, Porter (1980) used the
term strategic group to describe a collection of firmswithin an industry
that pursue similar combinations of strategies and other factors (such
as the fagt-food hamburger chains within the restaurant industry). Re-
search in this cell, for example, seeks to match such strategic groups
with clusters of industry conditions (for example, that render them
"fragmented” or "mature").*

Strategic groups research itsalf experienced something of a mini-
boom in the mid-1980s. It was Hunt (1972) who first coined the term
to help explain competitive rivalry in the home appliance industry. He
observed a puzzling phenomenon: although industry concentration
was high (meaning fewv competitors), industry profitability was poor.
His explanation was that various subsets of firms (strategic groups) ap-
peared to be pursuing fundamentally different strategies, inhibiting the
exercise of market power.

Generic strategies and strategic groups should not be confused. Generic strategies describe inter-
nal consistencies; strategic groups reflect the possible diversity of positions in an industry (McGee
and Thomas, 1986).
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Later Porter (1980) introduced the idea of mobility barriers—essen-
tially a downsized version of entry barriers—to help explain this. For
example, afirm operating in aregion because it cannot gain the bene-
fits of national advertising may have to brand and market unlike the
national producers. And that may limit the retailers to which it can
sell, and so on. The firm thus gets drawn into a particular strategic
group (which can perhaps be labeled "regional players"). Of course,
strategic groups can be generic too; there may, in other words, be clus-
ters of strategies that can be found across different industries, as de-
scribed in the accompanying box.

SINGLE DYNAMIC RESEARCH. Research in the two remaining cells of our
matrix, about dynamic change, is more difficult to do and so has been
less common. Work in the third cell considers the effect of a single
change (for example, a breakthrough in technology or a new competi-
tive attack). Researchers here have been interested not only in sub-
stantive responses, such as to divest or to differentiate, but also in
signaling ones (again following the lead of Porter, 1980, Chs. 4 and 5),
for example announcing the construction of a factory that will never
be built in order to ward off a competitor. Here, therefore, we see strat-
egy as ploy. (But because of the political nature of such maneuvering,
we shall discuss it in Chapter 8.)

Studies of turnaround strategies are also common here, as are ones
of "mover advantage": the benefits to be gained and costs to be in-
curred by moving first into a new market, as opposed to waiting (being
a "fast second" or a"late mover").

Popular of late among some of the more theoretical strategy re-
searchers has been so-called game theory. We review it in the accompa-
nying box, concluding that it may help to order some strategic
thinking, particularly under conditions of competitive maneuvering,
rather than providing any answers to strategic issues.

CLUSTER DYNAMICS RESEARCH. Our final cell considers clusters of relation-
ships in a dynamic setting. This is obviously the most comprehensive
and therefore the most difficult form of research, so it is not surprising
that it has probably received the least attention. Issues considered here
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GENERIC STRATEGIC GROUPS

by Henry Mintzberg

Niche players: highly differentiated, usually by quality or design, with nar-

row scope core businesses, like the Economist magazine

Pioneers: very focused scope and highly innovative designs, first movers,
as in the origins of Apple Computers or certain film companies

Local producers: undifferentiated strategies in particular geographic
niches, like the corner gas station or the national post office

Dominant firms: "heavy" cost leaders, whether resource producers up-
stream or mass marketers further down, with wide scope and often

vertically integrated, like Alcan or General Motors

Me-too firms: like the dominant firms but not dominant, with copycat

strategies

Worldwide replicators: heavy on marketing, producing, and selling in indi-
vidual markets around the world, according to formula, like Coca-Cola
or McDonald's

Professionals: providing established professional services to customers,

such as the consulting, engineering, and accounting firms

Thin producers: filling huge, occasional contracts for customers, usually
anywhere in the world, involving extensive design innovation and com-
plex technology, like a Boeing or an Airbus

Rationalizers: so-called "global firms" that distribute production "man-
dates" around the world while selling to large segments on a wide geo-
graphic basis, like an IBM or IKEA

Crystalline diversifiers or network firms: highly diversified, with wide
scope and many products differentiated by design, mostly created
through internal development around core competences, as in a 3M

Conglomerates: often made up of unrelated diversification by acquisition
of dominant firms
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GAME THEORY AND STRATEGY

by Joseph Lampel

The positioning school owes considerable intellectual debt to economic the-
ory, in particular the field of industrial organization. More recently, strategy
researchers have sought to draw on another field that has become popular
in economics, called game theory. This theory, developed by von Neumann
and Morgenstern (1947), was originally applied to the analysis of the nuclear
standoff between the superpowers during the cold war. In economics, game
theory has been used to examine competition and cooperation within small
groups of firms. From here, itwas but a small step to strategy.

Game theory provides a rigorous approach to modeling what rational ac-
tors behaving in self interest are likely to do in well-defined situations. Per-
haps the best known example of this is the so-called "Prisoner's Dilemma."

Two individuals are detained by the police on suspicion of having com-
mitted a serious crime. The police have sufficient evidence to convict on a
lesser charge; what they lack is the additional evidence needed to convict
on the more serious charges. A confession is therefore highly desirable for
a successful prosecution. The chief investigator approaches one of the indi-
viduals and makes him the following offer: "We have enough evidence to
convict you on a charge that normally carries a three-year prison term.
Confess and you will receive a one-year sentence. If you do not confess and
your partner does, you will be charged with the more serious offense
which carries a mandatory ten-year sentence. However, | have to warn you
that, by law, if you both confess you will each receive a seven-year sen-
tence." If the two suspects could talk to each other and strike a binding
agreement not to confess, they would both be assured of a three-year sen-
tence. Unfortunately, the police keep them apart, so each must make his
decision based on how the partner is likely to behave. As rational actors,
they should both assume that the other will act in his own best interest and
confess. Each is therefore left with little choice but to confess. As a result,
they both go to prison for seven years, even though they would have been
better off to have kept silent.
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It is the perverse contrast between good intentions and bad outcomes
that makes the Prisoner's Dilemma relevant to a wide range of business sit-
uations. Firms are often in situations where competition without limits
would produce results detrimental to everybody. Cooperation in such
cases is objectively preferable to cutthroat competition. Yet transforming
the "zero-sum game" of competition (what one side wins the other loses)
into a "positive-sum game" of cooperation (so-called "win-win") does not
take place unless other strategies can be found.

In an article intended to popularize the use of game theory in strategy,
Brandenburger and Nalebuff (1995) describe a number of instances where
firms have done just that. In the 1990s, for example, the U.S. automobile
industry was locked into cycles of price wars which eroded everybody's
margins. General Motors decided to break the vicious cycle by issuing a
credit card which gave users discounts on future purchases of GM cars.
Other car makers followed suit. As a result, price competition was curbed
and the industry moved from a "lose-lose" situation to one of "win-win."
There was also little chance of a return to price wars: the high costs of
launching a major credit card constituted what game theorists call "credible
commitments" to mutual cooperation. In this case, the commitment was to
compete for customer loyalty rather than for short-term sales increases.

Game theory provides valuable insights when it deals with situations that
permit simple questions. For example, should an airline maximize operat-
ing economies by purchasing all its aircraft from one powerful supplier such
as Boeing, or would it be wiser to balance Boeing's power by also buying
from Airbus? Game theory does not necessarily provide yes or no answers
to such questions. Instead, it systematically examines various permutations
and combinations of conditions that can alter the situation. Unfortunately,
most real-world strategic issues give rise to large numbers of possibilities.
There is rarely what game theorists call a "dominant strategy," one prefer-
able to all others. So the approach should not be thought of as one to re-
solve strategic issues so much as to help order the strategist's thinking,
providing especially a set of concepts to help understand dynamic strategic
maneuvering against competitors.
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include the dynamics of strategic groups (how they rise and develop
over time), the evolution of industries (including "life cycles'), and
the rise and fal of competition. In Chapter 11, we shall discuss Alfred
Chandler's work on stages in the evolution of the large American cor-
poration, which has both positioning and configuration aspects.

CRITIQUE OF THE POSITIONING SCHOOL

The positioning school can be critiqued on the same grounds as the de-
sign and planning schools, since it carries their predispositions even
further. Aswe discussed in the design school, the separation of think-
ing from acting—formulation done at the "top,” through conscious
thought, here based on forma anaysis, implementation to follow
lower down, through action—can render the strategy-making process
excessively deliberate and so undermine strategic learning. And as we
discussed in the planning school, there are dangers in looking to the
future by extrapolating the trends of the present, in relying excessively
on hard data, and in overformalizing the strategy-making process.

Ultimately we return to that grand falacy of the last chapter: that
analysis can produce synthesis. Porter, infact, claimed in a 1987 article
in The Economist that "I favor a set of analytic techniques to develop
strategy.” In our view, no one has ever devel oped a strategy through an-
alytical technique. Fed ussful information into the strategy-making
process. yes. Extrapolated current strategies or copied those of a com-
petitor: yes. But developed a strategy: never. As Hamel commented in
arecent article in Fortune magazine, as applicable to positioning as to
planning: "The dirty little secret of the strategy industry is that it
doesn't have any theory of strategy creation” (1997:80).

Our critique of this school will focus on concerns about focus, con-
text, process, and strategies themselves.

Concerns about Focus

Like the other prescriptive schools, the approach of the positioning
school has not been wrong so much as narrow. First thefocus has been
narrow. It is oriented to the economic and especially the quantifiable
as opposed to the socia and the political, or even the nonquantifiable
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economic. Even the selection of strategies can thereby be biased sim-
ply because cost leadership strategies generally have more hard data to
back them up than, say, strategies of quality differentiation. This came
out most clearly in the second wave of this school, notably in the BCG
obsessive emphasis on market share, and in some other consulting
firms' virtual obsession with perceiving strategy in terms of managing
costs.

This school's bias in favor of the economic over the political is espe-
cially noteworthy. For example, the words "political” and "politics" do
not appear in the table of contents or the index of Porter's main book
Competitive Strategy (1980). Yet this book can easily be taken as a
primer for political action. If profit really does lie in market power,
then there are clearly more than economic ways to generate it. There
are, after all, all sorts of "barriers to entry." It does not take a great deal
of imagination to read between the lines of sentences such as "Govern-
ment can limit or even foreclose entry into industries with such
controls as licensing requirements and limits on access to raw
materials . . ." (13). Occasionally Porter stepped across that fine line
between competitive economics and political maneuvering:

For large firms suing smaller firms, private antitrust suits can be thinly
velled devices to inflict penalties. Suits force the weaker firm to bear ex-
tremely high legal costs over along period of time and also divert its atten-
tion from competing in the market. (86)

Concerns about Context

A second concern is the narrow context of the positioning school. For
one thing, there is a bias toward traditional big business—which, not
incidentally, is where market power is greatest, competition least effec-
tive, and the potential for political manipulation most pronounced.
There have been studies of niche strategies and fragmented industries,
but these are far outnumbered by those of mainline strategies in ma-
ture industries. That, of course, iswhere the hard data are, and the po-
sitioning school—in practice as well as in research—is dependent on
large quantities of such data.

We already made this point about BCG and PIMS in the second
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wave, especialy in the attention given to market share. In his chapter
on fragmented industries in Competitive Strategy, Porter discussed at
some length strategies to consolidate fragmented industries. But
nowhere did he balance this with discussion of strategies to fragment
consolidated industries (which, of course, is a favorite trick of small
firms). In one section, he also discussed "industries that are 'stuck™ in a
fragmented situation, but nowhere did he consider ones that are stuck
in a consolidated situation.

The bias towards the big, the established, and the mature also re-
flects itself in a bias toward conditions of stability, much as in the de-
sign and planning schools. Instability encourages fragmentation; it
also breaks down barriers of various kinds (entry, mobility, exit). But
that does not help the positioning analyst: how can one tell who has
what market share in an unstable industry?

Indeed, it is interesting that amidst this focus on formal analysis
under conditions of relative stability, another side of this school con-
siders the dynamic aspects of strategic positioning by the use of signal-
ing, posturing, first and later mover advantage, and the like. That this
side requires a very different orientation, both in practice (quick ma-
neuvering, based on scant hard data, with little time for analysis) and
in research (the need for softer concepts and more imagination to un-
derstand the use of surprise, etc.) is never discussed in the positioning
literature. The result is a conceptual schism in this school. It tells the
practitioner on the one hand to study carefully and move generically,
and on the other hand to move fast and unexpectedly. Take your pick,
in some sense, between "paralysis by analysis" and "extinction by in-
stinct"!

Overall, much of the problem may stem from a bias in this school
toward the external conditions, especially of industry and competi-
tion, at the expense of internal capabilities. The balance between the
two, so carefully maintained by the design school, was thrown off once
the positioning school became popular, and now, as we shall see, the
field of strategic management is being pulled the other way—not into
balance, but out of it on the other side.

In a controversial paper entitled "How Much Does Industry Mat-
ter?," UCL A professor Richard Rumelt (1991) used government statis-
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tics to examine the performance of manufacturing firms for the years
1974-1977. Hisworking hypothesis was relatively smple: if industry is
truly the most important aspect of strategy formation, then differences
in the performance of business units across industries should far exceed
performance differences among business units within the same indus-
try. What he found was the exact opposite.

McGahan and Porter (1997) responded six years later, in an article
entitled "How Much Does Industry Matter, Really?' Using a more so-
phisticated statistical technique, they andyzed the performance of
manufacturing and service business segments for the years 1981-1994.
They concluded that being in a particular industry contributes sub-
stantially to performance, while admitting that differences among
firms within the same industry may still be more important than differ-
ences among industries.

This is just the kind of controversy that hard-nosed researchers
love, since the question is so well defined, the data so statistical, and
the possible techniques of such unending sophistication. But we might
do wdl to return to some basics, to put not just this debate but the
whole positioning school into perspective. How are industries defined
and dassfied in the firg place? This is generally done by outsiders, usu-
aly economists in government or research jobs, while those industries
are created (and destroyed, as well as combined and unbundlied) by
managers who use complex cognitive and socia processes. So if indus-
try does matter, it may not be in the way asserted by the positioning
school.

Concerns about Process

The third concern relates to process. The message of the positioning
school is not to get out there and learn, but to stay home and calculate.
'Massaging the numbers" iswhat is expected in the managerial offices
no less than the MBA classrooms. The strategist is supposed to deal in
abstractions on paper, detached from the tangible world of making
products and closing sales. Clausewitz argued in the last century that
calculation” is "the most essential thing to . . . the end" of attaining
superiority. Yet he also acknowledged that "an infinity of petty circum-
stances' produce "unexpected incidents upon which it [i§ impossible
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to calculate” (1968:164, 165). That isthe dilemmafor all of the posi-
tioning school.

Calculation, as adready suggested in our critique of the planning
school, can impede not only learning and creativity but also personal
commitment. With the planners sequestered in the central offices
feeding reports to the top managers, everyone else gets sighted as a
mere implementer. People may be forced to pursue strategies dictated
not by the nuanced appreciation of a complex business, but by pat nu-
merical calculations carried out by analysts who may know little about
the "petty" details of the business. "Opportunitiesfor innovative strat-
egy don't emerge from sterile analysis and number crunching—they
emerge from novel experiences that can create opportunities for novel
insights’ (Hamel, 1997:32).

Brunsson has compared a "commitment building type behavior,”
more an act of will than a cognitive process, with a"critically scrutiniz-
ing type behavior," which disregards "emotional involvement” and is
"more apt to rgject than to accept” (1976:12). In other words, the cal-
culation of analysts can displace the commitment of actors. Hence
there is no such thing as an optimal strategy, worked out in advance. A
successful strategy is one that committed people infuse with energy:
they make it good by making it real—and perhaps making it them-
selves. That is not quite the same thing as claiming, as Porter did re-
cently, that "factors (assets, people) can and must be assembled and
accumulated...” (1997:162).

Concerns about Strategies

Findly, drategy itsdf tends to have a narrow focus in the positioning
school. It is seen as generic position, not unique perspective. At the
limit, the process can reduce to a formula, whereby such a position is
selected from a restricted list of conditions. Or €se, in the case of
strategic groups, the company joins one club or another, which itself
dictates the generic portfolio of strategies to be pursued.

The design school promoted Strategy as perspective and encouraged
its creative design. By focusing on strategies as generic, the effect of the
positioning school may have been exactly the opposite. Companies can
be drawn toward behaviors that are generic in their detail aswell asin
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their orientation. One need only look at al the copycatting and "bench-
marking" going on in business these days. The same problem seems to
occur in the academic research, when it favors boxing strategies into
particular categories rather than studying their nuanced differences.

The boxes are, of course, based on existing behaviors. And so, man-
agers and researchers alike are tempted to become codifiers of the past
rather than inventors of the future. Hence the bias in this school, dis-
cused earlier, toward "staying there" rather than "getting there."
Richard Rumelt has been sympathetic to the positioning approach, at
least its deliberate, analytic side. But he has aso been articulate in rec-
ognizing its problems. We reproduce in the accompanying box one of
his favorite transparencies.

Some of the most famous battles in business and war have been
won, not by doing things correctly, following the accepted wisdom, but
by breaking the established patterns—by creating the categories in the
firg place, as we saw earlier in the case of Napoleon. Burger King
might have joined the "fast-food hamburger group,” but it was Mc-
Dondd's that created the initial vision and wrote the rules for the
group. Some firms stay home and do "competitive analysis'; others go
out and create their own niches (leaving them with no competition to

BUT HOW DO YOU DEAL WITH THE "HONDA QUESTION"?

(used with the permission of Richard Rumelt)

« In 1977 my MBA final exam on the Honda Motorcycle case asked "Should
Honda enter the global automobile business?"

« Itwas a "giveaway" question. Anyone who said "yes" flunked.
¢ Markets were saturated
« Efficient competitors existed in Japan, the U.S., and Europe
« Honda had little or no experience in automobiles
« Honda had no auto distribution system

« In 1985 my wife drove a Honda.
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analyze!). The positioning school focuses its attention on strategies
that are generic, on industries that are established, on groups that have
formed, and on data that has hardened. Studying the established cate-
gories discourages the creation of new ones.

BCG would have had to call Honda a "dog" when it entered the
U.S. motorcycle market in 1959. The market was established—big
machines for black-leather tough guys—and Honda was an insignifi-
cant player. It should have stayed away. But partly by creating a new
market for small motorcycles driven by ordinary Americans, the dog
became astar: it took ahuge share of anew growth business created by
itsdf. (lronically, years later a BCG report extolled this as exemplary
positioning behavior. This is the "case® Rumelt refers to. But, as we
shall see in Chapter 7, Honda's success had a great deal more to do
with learning than with positioning.)

On its dynamic side, the positioning school may have a category
called "firg mover advantage.” But its own orientation to the strategic
analysis of hard data in existing categories discourages taking such ad-
vantage. By the time afirm is through analyzing, the firs movers may
be out of sight.

It is another interesting irony that the positioning school, so proac-
tive in tone, is in fact among the most deterministic of al the schools
of thought on strategy formation. While proclaiming managerial
choice, it delineates boxes into which organizations should fit if they
are to survive. This school's firs wave promoted maxims; its second
wave, imperatives. Market share was good per se as was mass produc-
tion experience; capital intensity was bad. Its third wave offers options
and contingencies, but still not full choices. All of these prescriptions
are presented in the belief that there is a best generic strategy for a
given set of conditions: ignoreiit at your peril.

Why Porter's "What is Strategy" May Not Be

In a 1996 Harvard Business Review article entitled "What is Strategy?,"
Michael Porter responded to his critics. He emphasized the impor-
tance of dtrategy, referring in contrast to " constant improvement in op-
erational effectiveness’ as 