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ILLUSTRATION CAPSULE 1.

Apple Inc.: Exemplifying a Successful Strategy

Apple Inc. is one of the most profitable companies in the world, with revenues of more than $265 billion. For more than 10 consecutive years, it has
ranked number one on Fortune’s list of the “World’s Most Admired Companies.” Given the worldwide popularity of its products and services, along
with its reputation for superior technological innovation and design capabilities, this is not surprising. The key elements of Apple’s successful

strategy include:

. Designing and developing its own operating systems, hardware, application software, and services. This allows Apple to bring the best user
experience to its customers through products and solutions with innovative design, superior ease-of-use, and seamless integration across
platforms. The ability to use services like iCloud across devices incentivizes users to join Apple’s technological ecosystem and has been critical

to fostering brand loyalty.

«  Continuously investing in research and development (R&D) and frequently introducing products. Apple has invested heavily in R&D, spending
upwards of $11 billion a year, to ensure a continual and timely injection of competitive products, services, and technologies into the marketplace.
Its successful products and services include the Mac, iPod, iPhone, iPad, Apple Watch, Apple TV, and Apple Music. It is currently investing in an
Apple electric car and Apple solar energy.

. Strategically locating its stores and staffing them with knowledgeable personnel. By operating its own Apple stores and positioning them in
high-traffic locations, Apple is better equipped to provide its customers with the optimal buying experience. The stores’ employees are well
versed in the value of the hardware and software integration and demonstrate the unique solutions available on its products. This high-quality

sale and after-sale supports allows Apple to continuously attract new and retain existing customers.

.  Expanding Apple’s reach domestically and internationally. Apple operates more than 500 retail stores across 24 countries. During fiscal year

2019, 60 percent of Apple’s revenue came from international sales.

e Maintaining a quality brand image, supported by premium pricing. Although the computer industry is incredibly price competitive, Apple has
managed to sustain a competitive edge by focusing on its inimitable value proposition and deliberately keeping a price premium—thus creating

an aura of prestige around its products.

. Committing to corporate social responsibility and sustainability through supplier relations. Apple’s strict Code of Conduct requires its suppliers

to comply with several standards regarding safe working conditions, fair treatment of workers, and environmentally safe manufacturing.

. Cultivating a diverse workforce rooted in transparency. Apple believes that diverse teams make innovation possible and is dedicated to
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incorporating a broad range of perspectives in its workforce. Every year, Apple publishes data showing the representation of women and

different race and ethnicity groups across functions.

PUGUN SJ/Shutterstock

‘Developed with Shawnda Lee Duvigneaud

ces: Apple 10-K, Company website.
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Strategy and the Quest for Competitive Advantage

°LO1-2

Grasp the concept of a sustainable competitive advantage.

The heart and soul of any strategy are the actions in the marketplace that managers take to gain a competitive advantage over rivals. A
company has a competitive advantage whenever it has some type of edge over rivals in attracting buyers and coping with competitive forces. A
competitive advantage is essential for realizing greater marketplace success and higher profitability over the long term.

There are many routes to competitive advantage, but they all involve one of two basic mechanisms. Either they provide the customer Y286

with a product or service that the customer values more highly than others (higher perceived value), or they produce their product or service
more efficiently (lower costs). Delivering superior value or delivering value more efficiently—whatever form it takes—nearly always requires
performing value chain activities differently than rivals and building capabilities that are not readily matched. In (5 Illustration Capsule 1.1,
it is evident that Apple, Inc. has gained a competitive advantage over its rivals in the technological device industry through its efforts to
create “must-have,” exciting new products, that are beautifully designed, technologically advanced, easy to use, and sold in appealing stores
that offer a fun experience, knowledgeable staff, and excellent service. By differentiating itself in this manner from its competitors Apple has
been able to charge prices for its products that are well above those of its rivals and far exceed the low cost of its inputs. Its expansion
policies have allowed the company to make it easy for customers to find an Apple store in almost any high-quality mall or urban shopping
district, further enhancing the brand and cementing customer loyalty. A creative distinctive strategy such as that used by Apple is a
company’s most reliable ticket for developing a competitive advantage over its rivals. If a strategy is not distinctive, then there can be no
competitive advantage, since no firm would be meeting customer needs better or operating more efficiently than any other.

If a company’s competitive edge holds promise for being sustainable (as opposed to just temporary), then so much the better for both the
strategy and the company’s future profitability. What makes a competitive advantage sustainable (or durable), as opposed to temporary, are
elements of the strategy that give buyers lasting reasons to prefer a company’s products or services over those of competitors—reasons that
competitors are unable to nullify, duplicate, or overcome despite their best efforts. In the case of Apple, the company’s unparalleled name
recognition, its reputation for technically superior, beautifully designed, “must-have” products, and the accessibility of the appealing,
consumer-friendly stores with knowledgeable staff, make it difficult for competitors to weaken or overcome Apple’s competitive advantage.
Not only has Apple’s strategy provided the company with a sustainable competitive advantage, but it has made Apple, Inc. one of the most
admired companies on the planet.
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CONCEPT

A company achieves a competitive advantage when it provides buyers with superior value compared to rival sellers or offers the same value at a

lower cost to the firm. The advantage is sustainable if it persists despite the best efforts of competitors to match or surpass this advantage.

°*LO1-3

Identify the five most basic strategic approaches for setting a company apart from rivals.

Five of the most frequently used and dependable strategic approaches to setting a company apart from rivals, building strong customer
loyalty, and gaining a competitive advantage are

1. A low-cost provider strategy—achieving a cost-based advantage over rivals. Walmart and Southwest Airlines have earned strong market
positions because of the low-cost advantages they have achieved over their rivals. Low-cost provider strategies can produce a durable
competitive edge when rivals find it hard to match the low-cost leader’s approach to driving costs out of the business.

2. A broad differentiation strategy—seeking to differentiate the company’s product or service from that of rivals in ways that will appeal to a
broad spectrum of buyers. Successful adopters of differentiation strategies include Apple (innovative products), Johnson & Johnson in
baby products (product reliability), Rolex (luxury and prestige), and BMW (engineering design and performance). One way to sustain

this type of competitive advantage is to be sufficiently innovative to thwart the efforts of clever rivals to copy or closely imitate the
product offering.

3. A focused low-cost strategy—concentrating on a narrow buyer segment (or market niche) and outcompeting rivals by having lower Page 7
costs and thus being able to serve niche members at a lower price. Private-label manufacturers of food, health and beauty
products, and nutritional supplements use their low-cost advantage to offer supermarket buyers lower prices than those demanded by

producers of branded products. IKEA’s emphasis on modular furniture, ready for assembly, makes it a focused low-cost player in the
furniture market.

4. A focused differentiation strategy—concentrating on a narrow buyer segment (or market niche) and outcompeting rivals by offering buyers
customized attributes that meet their specialized needs and tastes better than rivals’ products. Lululemon, for example, specializes in
high-quality yoga clothing and the like, attracting a devoted set of buyers in the process. Tesla, Inc., with its electric cars, LinkedIn

specializing in the business and employment aspects of social networking, and Goya Foods in Hispanic specialty food products provide
some other examnoles of this strategv.
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5. A best-cost provider strategy—giving customers more value for the money by satisfying their expectations on key quality features,
performance, and/or service attributes while beating their price expectations. This approach is a hybrid strategy that blends elements of
low-cost provider and differentiation strategies; the aim is to have lower costs than rivals while simultaneously offering better
differentiating attributes. Target is an example of a company that is known for its hip product design (a reputation it built by featuring
limited edition lines by designers such as Rodarte, Victoria Beckham, and Jason Wu), as well as a more appealing shopping ambience

for discount store shoppers. Its dual focus on low costs as well as differentiation shows how a best-cost provider strategy can offer
customers great value for the money.

Winning a sustainable competitive edge over rivals with any of the preceding five strategies generally hinges as much on building Page 8
competitively valuable expertise and capabilities that rivals cannot readily match as it does on having a distinctive product offering. Clever
rivals can nearly always copy the attributes of a popular product or service, but for rivals to match the experience, know-how, and specialized
capabilities that a company has developed and perfected over a long period of time is substantially harder to do and takes much longer. The
success of the Swatch in watches, for example, was driven by impressive design, marketing, and engineering capabilities, while Apple has
demonstrated outstanding product innovation capabilities in digital music players, smartphones, and e-readers. Hyundai has become the

world’s fastest-growing automaker as a result of its advanced manufacturing processes and unparalleled quality control systems. Capabilities
such as these have been hard for competitors to imitate or best.
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Why a Company’s Strategy Evolves over Time

°LO1-4

Understand why a company’s strategy tends to evolve.

The appeal of a strategy that yields a sustainable competitive advantage is that it offers the potential for a more enduring edge than a
temporary advantage over rivals. But sustainability is a relative term, with some advantages lasting longer than others. And regardless of how
sustainable a competitive advantage may appear to be at a given point in time, conditions change. Even a substantial competitive advantage
over rivals may crumble in the face of drastic shifts in market conditions or disruptive innovations. Therefore, managers of every company
must be willing and ready to modify the strategy in response to changing market conditions, advancing technology, unexpected moves by
competitors, shifting buyer needs, emerging market opportunities, and new ideas for improving the strategy. Most of the time, a company’s
strategy evolves incrementally as management fine-tunes various pieces of the strategy and adjusts the strategy in response to unfolding
events.’ However, on occasion, major strategy shifts are called for, such as when the strategy is clearly failing or when industry conditions
change in dramatic ways. Industry environments characterized by high-velocity change require companies to repeatedly adapt their
strategies.6 For example, companies in industries with rapid-fire advances in technology like 3-D printing, shale fracking, and genetic
engineering often find it essential to adjust key elements of their strategies several times a year. When the technological change is drastic
enough to “disrupt” the entire industry, displacing market leaders and altering market boundaries, companies may find it necessary to
“reinvent” entirely their approach to providing value to their customers.

Regardless of whether a company’s strategy changes gradually or swiftly, the important point is that the task of crafting strategy is not a one-
time event but always a work in progress. Adapting to new conditions and constantly evaluating what is working well enough to continue and
what needs to be improved are normal parts of the strategy-making process, resulting in an evolving strategy.”

Page 9

Changing circumstances and ongoing management efforts to improve the strategy cause a company’s strategy to evolve over time—a condition that

makes the task of crafting strategy a work in progress, not a one-time event.
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A Company’s Strategy Is Partly Proactive and Partly Reactive

The evolving nature of a company’s strategy means that the typical company strategy is a blend of (1) proactive, planned initiatives to
improve the company’s financial performance and secure a competitive edge and (2) reactive responses to unanticipated developments and
fresh market conditions. The biggest portion of a company’s current strategy flows from previously initiated actions that have proven
themselves in the marketplace and newly launched initiatives aimed at edging out rivals and boosting financial performance. This part of
management’s action plan for running the company is its deliberate strategy, consisting of proactive strategy elements that are both planned
and realized as planned (while other planned strategy elements may not work out and are abandoned in consequence)—see (3 Figure 1.2.8

FIGURE 1.2 A Company’s Strategy Is a Blend of Proactive Initiatives and Reactive Adjustments
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A company’s strategy is shaped partly by management analysis and choice and partly by the necessity of adapting and learning by doing.

(oo ] {HCONCEPT

A company’s deliberate strategy consists of proactive strategy elements that are planned; its emergent strategy consists of reactive strategy

elements that emerge as changing conditions warrant.

But managers must always be willing to supplement or modify the proactive strategy elements with as-needed reactions to unanticipated
conditions. Inevitably, there will be occasions when market and competitive conditions take an unexpected turn that calls for some kind of
strategic reaction. Hence, a portion of a company’s strategy is always developed on the fly, coming as a response to fresh strategic maneuvers or
the part of rival firms, unexpected shifts in customer requirements, fast-changing technological developments, newly appearing market
opportunities, a changing political or economic climate, or other unanticipated happenings in the surrounding environment. These adaptive
strategy adjustments make up the firm’s emergent strategy. A company’s strategy in toto (its realized strategy) thus tends to be a combination
of proactive and reactive elements, with certain strategy elements being abandoned because they have become obsolete or ineffective. A
company’s realized strategy can be observed in the pattern of its actions over time, which is a far better indicator than any of its strategic
plans on paper or any public pronouncements about its strategy.

Strategy and Ethics: Passing the Test of Moral Scrutiny

In choosing among strategic alternatives, company managers are well advised to embrace actions that can pass the test of moral scrutiny.
Just keeping a company’s strategic actions within the bounds of what is legal does not mean the strategy is ethical. Ethical and moral
standards are not fully governed by what is legal. Rather, they involve issues of “right” versus “wrong” and duty—what one should do. A
strategy is ethical only if it does not entail actions that cross the moral line from “can do” to “should not do.” For example, a company’s
strategy definitely crosses into the “should not do” zone and cannot pass moral scrutiny if it entails actions and behaviors that are deceitful,
unfair or harmful to others, disreputable, or unreasonably damaging to the environment. A company’s strategic actions cross over into the
“should not do” zone and are likely to be deemed unethical when (1) they reflect badly on the company or (2) they adversely impact the
legitimate interests and well-being of shareholders, customers, employees, suppliers, the communities where it operates, and society at large
or (3) they provoke public outcries about inappropriate or “irresponsible” actions, behavior, or outcomes.
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Admittedly, it is not always easy to categorize a given strategic behavior as ethical or unethical. Many strategic actions fall in a gray m
zone and can be deemed ethical or unethical depending on how high one sets the bar for what qualifies as ethical behavior. For

example, is it ethical for advertisers of alcoholic products to place ads in media having an audience of as much as 50 percent underage
viewers? Is it ethical for companies to employ undocumented workers who may have been brought to the United States as children? Is it
ethical for Nike, Under Armour, and other makers of athletic wear to pay a university athletic department large sums of money as an
“inducement” for the university’s athletic teams to use their brand of products? Is it ethical for pharmaceutical manufacturers to charge
higher prices for life-saving drugs in some countries than they charge in others? Is it ethical for a company to ignore the damage done to the
environment by its operations in a particular country, even though they are in compliance with current environmental regulations in that
country?

Senior executives with strong ethical convictions are generally proactive in linking strategic action and ethics; they forbid the pursuit Page 11

of ethically questionable business opportunities and insist that all aspects of company strategy are in accord with high ethical standards.
They make it clear that all company personnel are expected to act with integrity, and they put organizational checks and balances into place
to monitor behavior, enforce ethical codes of conduct, and provide guidance to employees regarding any gray areas. Their commitment to
ethical business conduct is genuine, not hypocritical lip service.

The reputational and financial damage that unethical strategies and behavior can do is substantial. When a company is put in the public
spotlight because certain personnel are alleged to have engaged in misdeeds, unethical behavior, fraudulent accounting, or criminal behavior,
its revenues and stock price are usually hammered hard. Many customers and suppliers shy away from doing business with a company that
engages in sleazy practices or turns a blind eye to its employees’ illegal or unethical behavior. Repulsed by unethical strategies or behavior,
wary customers take their business elsewhere and wary suppliers tread carefully. Moreover, employees with character and integrity do not
want to work for a company whose strategies are shady or whose executives lack character and integrity. Consequently, solid business
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chapter 1

What Is Strategy and Why Is It Important?

Page 2

Learning Objectives

After reading this chapter, you should be able to:

LO 11 Understand what is meant by a company’s strategy and why it needs to differ from competitors’ strategies.
LO1-2  Grasp the concept of a sustainable competitive advantage.

LO1-3 Identify the five most basic strategic approaches for setting a company apart from its rivals.

LO 1-4 Understand why a company’s strategy tends to evolve.

LO 1-5 Identify what constitutes a viable business model.

LO1-6 Identify the three tests of a winning strategy.
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Strategy is about setting yourself apart from the competition. Page 3

Michael Porter—Professor and consultant

Strategy means making clear-cut choices about how to compete.
Jack Welch—Former CEO of General Electric

I believe that people make their own luck by great preparation and good strategy.

Jack Canfield—Corporate trainer and entrepreneur

According to The Economist, a leading publication on business, economics, and international affairs, “In business, strategy is king. Leadership and
hard work are all very well and luck is mighty useful, but it is strategy that makes or breaks a firm”1 Luck and circumstance can explain why some
companies are blessed with initial, short-lived success. But only a well-crafted, well-executed, constantly evolving strategy can explain why an elite
set of companies somehow manage to rise to the top and stay there, year after year, pleasing their customers, shareholders, and other
stakeholders alike in the process. Companies such as Apple, Disney, Starbucks, Alphabet (parent company of Google), Berkshire Hathaway,
General Electric, and Amazon come to mind—but long-lived success is not just the province of U.S. companies. Diverse kinds of companies, both
large and small, from many different countries have been able to sustain strong performance records, including Denmark’s Lego Group, the United

Kingdom’s HSBC (in banking), Dubai’s Emirates Airlines, Switzerland’s Rolex China Mobile (in telecommunications), and India’s Tata Steel.

In this opening chapter, we define the concept of strategy and describe its many facets. We introduce you to the concept of competitive advantage
and explore the tight linkage between a company’s strategy and its quest for competitive advantage. We will also explain why company strategies
are partly proactive and partly reactive, why they evolve over time, and the relationship between a company’s strategy and its business model. We
conclude the chapter with a discussion of what sets a winning strategy apart from others and why that strategy should also pass the test of moral
scrutiny. By the end of this chapter, you will have a clear idea of why the tasks of crafting and executing strategy are core management functions

and why excellent execution of an excellent strategy is the most reliable recipe for turning a company into a standout performer over the long term.
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Understand what is meant by a company’s strategy and why it needs to differ from competitors’ strategies.

(oo ] {HCONCEPT

A company’s strategy is the set of coordinated actions that its managers take in order to outperform the company’s competitors and achieve superior

profitability.

A company’s strategy is the set of coordinated actions that its managers take in order to outperform the company’s competitors and achieve
superior profitability. The objective of a well-crafted strategy is not merely temporary competitive success and profits in the short run, but
rather the sort of lasting success that can support growth and secure the company’s future over the long term. Achieving this entails making
a managerial commitment to a coherent array of well-considered choices about how to compete.? These include

- How to position the company in the marketplace.

How to attract customers.

How to compete against rivals.

How to achieve the company’s performance targets.

How to capitalize on opportunities to grow the business.

How to respond to changing economic and market conditions.

In most industries, companies have considerable freedom in choosing the sows of strategy.3 Some companies strive to achieve lower costs
than rivals, while others aim for product superiority or more personalized customer service dimensions that rivals cannot match. Some
companies opt for wide product lines, while others concentrate their energies on a narrow product lineup. Some deliberately confine their
operations to local or regional markets; others opt to compete nationally, internationally (several countries), or globally (all or most of the
major country markets worldwide). Choices of how best to compete against rivals have to be made in light of the firm’s resources and
capabilities and in light of the competitive approaches rival companies are employing.
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Strategy Is about Competing Ditterently

Mimicking the strategies of successful industry rivals—with either copycat product offerings or maneuvers to stake out the same market
position—rarely works. Rather, every company’s strategy needs to have some distinctive element that draws in customers and provides a
competitive edge. Strategy, at its essence, is about competing differently—doing what rival firms don’ do or what rival firms can’t do.4 This
does not mean that the key elements of a company’s strategy have to be 100 percent different, but rather that they must differ in at least some
important respects. A strategy stands a better chance of succeeding when it is predicated on actions, business approaches, and competitive
moves aimed at (1) appealing to buyers in ways that set a company apart from its rivals and (2) staking out a market position that is not
crowded with strong competitors.

A company’s strategy provides direction and guidance, in terms of not only what the company should do but also what it should not do.
Knowing what not to do can be as important as knowing what to do, strategically. At best, making the wrong strategic moves will prove a
distraction and a waste of company resources. At worst, it can bring about unintended long-term consequences that put the company’s very
survival at risk.

Strategy is about competing differently from rivals—doing what competitors don’t do or, even better, doing what they can’t do!

Figure 1.1 illustrates the broad types of actions and approaches that often characterize a company’s strategy in a particular business or
industry. For a more concrete example, see [ Illustration Capsule 1.1 describing the elements of Apple, Inc.’s successful strategy.
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FIGURE 11 Identifying a Company’s Strategy—What to Look For
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