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What is Strategy?

o A strategy is a plan, method, or series of
actions designed to achieve a specific goal
or effect (Wordsmyth, 2001).
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Contextual Description
of Strategy (Mintzberg, 1987)

« Military strategy is concerned with drafting the
plan of war...shaping the individual campaigns
within these plans, and deciding on the individual
engagements with the enemy.

« Game Theory strategy involves a complete plan;
a plan which specifies what choices (the player)
will make in every possible situation.

« Management strategy Is a unified,
comprehensive, and integrated plan designed to
ensure that the basic objectives of the enterprise
are achieved.
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Strategy and Business (oster, 1999)

 From a business perspective, strategy begins with
the desire of an organization to outperform the
market.

e A strategy, In this context, is defined as a set of
concrete plans to help the organization accomplish
this goal.

 Fundamentally, a strategy is a commitment to
undertake one set of actions rather than another, and
this commitment necessarily describes the allocation
of resources
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Strategy and Business (porter, 1996)

 If there were one ideal position, there would be no
need for strategy.

o Strategy Is based on making trade-offs in a
competitive environment.

 The essence of strategy is thus choosing what to do
and what not to do while creating fit among a
company's activities.
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Two Primary Reasons for a Strategy

o First, if what you do is not unique in some respect
and everyone can do it, then you cannot make
money at it (Oster, 1999, pp.11).

e Second, no advantage is permanently sustainable In
a competitive market thus satisfaction with the status
guo is a recipe for failure as competitors will
eventually find a means to capture your market share
(Hunter, 2000a).

October 30, 2002 Cory R.A. Hallam, MIT LAI/TMP 6/25



IIIIIIII

Strategy and Competitive Advantage

e Empirical study of 6771 firms in 40 industries over 25
years was conducted to test whether businesses do
sustain competitive advantage, as measured by
sustained superior economic performance over time
(Wiggins and Ruefli, 2002).

— Only a small number of firms exhibit superior economic
performance.

— Of those that do exhibit superior economic performance, few
sustain it for an extended time period (10 years), while an
even rarer few sustain it for multiple decades.

— Further, the group that makes up the superior performers
experiences little composition stability (i.e. the performers
change over time).
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Strategy and Competitive Advantage

 There are numerous, If not an infinite assortment of
strategies available for firms to attempt to gain
sustainable competitive advantage.

« The dynamic nature of internal and external factors
Inherently necessitates the continual evolution and
adaptation of strategies to maintain competitive
advantage.

« Firms will most likely experience a loss of competitive
advantage after a brief period of having a competitive
advantage.
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Strategy as it Applies to Levels of the
Organization

 Hunter summarizes three types of strategy, namely
Corporate, Business, and Functional (Hunter, 2000b),

but is this the right wording?
e Porter argues that market competition only occurs at
the business level (Porter, 1987).
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Defining Strategy at Organization
Levels (Hunter 2000b, modified by Hallam)

o Corporate Strategy - how to link businesses for
greater performance

 Business Strategy - what market to serve and how to
serve the market

e Operational strategy - how to structure and organize
activities within the organization to achieve business
objectives

e Functional strategy - how to structure and execute
functional activities to support business operations
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Alternate Views on Strategy

« While Hunter's definitions of types of strategy are
characterized by what level of the organization they
affect (Hunter, 2000b), Mintzberg characterizes

strategies based on their execution characteristics
(Mintzberg, 1987).

* In the latter case Mintzberg identifies five primary

classes of strategy, namely Plan, Ploy, Pattern,
Position, and Perspective.
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Ten Schools of Thought on Strategy
Formulation (Mintzberg and Lampell, 1999)

* Design, A Process of Conception

 Planning, A formal Process

« Positioning, An Analytical Process (Porter's 5 forces).
* Entrepreneurial, A visionary Process

« Cognitive, A mental Process

 Learning, An Emergent Process

 Power, A Process of Negotiation

» Cultural, A Social Process

 Environmental, A Reactive Process

« Configuration, A Process of Transformation
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Thinking of Lean Strategically

Historically, Lean shown to improve the value
delivery process in manufacturing by eliminating
waste and improving value flow (Ohno, 1988;
Womack et al 1990).

This Is In essence a process improvement effort
aimed at improving efficiency - better systemic
efficiency versus local operation efficiency (Cochran
et al, 2000).

Porter calls this Operational Effectiveness -
Performing similar activities better than a rival
(Porter, 1996).
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Operational Effectiveness

 "Few companies have competed successfully on the
basis of operational effectiveness over an extended
period, and staying ahead of rivals gets harder every
day. The most obvious reason for that is the rapid
diffusion of best practices”. OE is at the heart of
Japanese techniques such as TQM, (add others)
which aim to improve activities that rivals also
perform. There Is potential for rivals to easily copy
OE efforts. OE efforts relate to industry "best
practices" and result in the adoption of common
techniques for activities across the industry, resulting
In homogenization and competitive attrition. (Porter,
1996)
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Operational Effectiveness and
Knowledge Diffusion?

« Diffusion of knowledge argument has two factors

— Transfer of knowledge: accept that it happens
easily with no possibility of extracting economic
rents (Nelson, 1959; Arrow, 1962)

— Exploitation of knowledge: argue that it does not
happen easily and is the reason OE can create
competitive advantage
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Knowledge Exploitation - the Source of
Competitive Advantage

e TWO reasons

— Absorptive Capacity - Need to have invested understanding
in knowledge in order to exploit it; increased experience with
a body of knowledge permits a greater ability to utilize new
additions to the body of knowledge (Cohen and Levinthal,
1990)

— Organizational Behavior Change - Lean is focused on
changing the types of interactions, cues, incentives, and
activities that people undertake Iin an organization,
Organizational behavior change is hard, especially in mature
companies (Robbins, 1998; Schein, 1999).
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Organizational Change Ain't Easy

* People do not cling so tightly to culture in a mature

organization as they do in a growing one, but the
mature company is harder to change because the
culture has become more embedded In its structures

and routines (Schein, 1999, pp.171).
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Resistance to Change

* One of the most documented findings from studies of
Individual and organizational behavior is that
organizations and their members resist change
(Robbins, 1998, pp.632)

— Individual resistance: Habit, Security, Economic Factors,
Fear of the Unknown, Selective Information Processing
(Robbins, 1998, pp.633-34)

— Organizational Resistance: Structural inertia, Limited focus
of change, group inertia, threat to expertise, threat to
established power relationships, threat to established
resource allocation (Robbins, 1998, pp.634-636)
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Evidence that Lean Is Hard to Adopt
and Implement

* The soft stuff is the hard stuff (Cool, 2001)

 Time to affect change and see returns on the effort is
on the order of 3-7 years (Koenigsaecker, 2001;
Cantrell, 1999; Gass, 2002; Shah and Davidz, 2002)

e Maintaining the Lean environment is a continuous
battle until it becomes the modus operandi of the
organization (Koenigsaecker, 2001, Womack and
Jones, 1996)
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Lean Enterprise as Strategy

« Spans Corporate, Operational and Functional
strategies to enable Business Strategy

 Process improvement focus based on operational
philosophy, optimization at varying levels

— Utterback says process innovation iIs a means to compete,
especially in an industry’s specific phase (Utterback, 1994).

— Management must be enterprise-focused with shared logic
amongst value chain partners to create greater customer
value delivery via the synchronized operations of legally
separate companies (Womack and Jones, 1996).

— Process management is a strategic weapon to achieve
superior competitive performance by managing HOW value
Is delivered to customers, not by who is on the functional
organizational chart (Dimencescu et al, 1997).
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Competitive Advantage from Lean
Strategy

« A company can only outperform its rivals if it can
establish a difference that it can preserve. It must
create greater value for customers, or create
equivalent value at lower cost, or both. Superior
profitability arises from the ability to charge higher
unit prices for higher value products given a set cost,
or sell equivalent value products for the same price

even though they are being produced with lower unit
costs (Porter, 1996).

e Lean can do this.
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The Business Result

 |ncreased Customer Satisfaction

* Increased Corporate Satisfaction
— Available Strategic Resources
— Agility
— Increased Market Share
— Strategic Growth Increased Profits

 |ncreased Shareholder Value
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