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Why is Strategy Important? 

 

Key Elements of Strategy 
Dictionary.com defines strategy as “a plan, method, or series of maneuvers…for obtaining a specific goal 

or result.”  For a company, strategy provides direction for the organization, describing how it will create 

and capture value.  Key elements in developing a strategy include the following. 

• Deciding what the business is and how it will grow and sustain value. 

• Deciding who the customers are and what you have to offer them. 

• Deciding how you will play the game (e.g. how you will participate in the market). 

• Identifying your unique assets and capabilities. 

• Creating the right organizational environment. 

• Identifying and analyzing the impact of trends, competition, and market demand. 

Vision, Mission, and Values 
The overall business strategy is made up of the organization’s vision, mission, and values.  Vision 

represents the desired future state of the company.  The vision statement is a narrative expressing how 

the firm will operate and conduct business within communities of interest.  This includes where the 

company expects to do business geographically, in which industries and markets it will participate, and 

how it will interact with customers and employees, for example.  The corporate vision is a long-range view 

for the company, perhaps ten years into the future.  It frames actions and decisions toward achieving 

complex goals and objectives. 

 

The mission of a firm describes how it will achieve the goals and objectives determined in the vision 

statement.  A mission statement explains the company’s philosophy, purpose, business principles, and 

beliefs.  Organizational leaders use the mission to focus energy and resources within the functions, 

departments, and teams so that goals and objectives are met.  Mission statements are often shared 

externally with customers, suppliers, and vendors to define how the company seeks to operate. 

Finally, the values of a firm are defined as the emotional elements of a firm’s philosophy and beliefs that 

direct actions of all employees and their interactions with external parties.  For instance, the 

petrochemical industry holds safety, health, and environmental protection as common values.  Decisions 

are framed by commitment to these values.     
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Porter’s Classic Strategic Framework 
Michael Porter, of Harvard Business School, created a classic view of strategy based on the scope of the 

market and how an organization competes.  The scope of the market is broad or narrow.  A firm competes 

from a cost perspective or by offering unique products, services, and applications.   

 

Cost Leadership Strategy 
The cost leadership strategy focuses on minimizing production and distribution costs to realize maximum 

profit.  By serving a broad market, the firm competes by offering lower selling prices.  Even with low profit 

margins, these companies gain a large market share.  Following a cost leadership strategy means the 

company must continually adopt technologies and production methods to minimize the cost of 

production and distribution of products and services.   

The cost leadership strategy is threatened by companies that develop new and less expensive 

technologies and by firms that focus on offering higher quality products and services with unique features 

or attributes.  A cost leadership strategy is strengthened by monitoring technology developments for 

continuous improvement in production and distribution.  Scale of operations generally leads to lower 

production costs and lower expenses in acquiring raw materials from wholesalers.  Walmart® is an 

example of a retailer following this strategy.  Read more about the cost leadership strategy here. 

Differentiation Strategy 
A company following a differentiation strategy aims to serve a broad market but competes by offering 

unique features, attributes, or services.  For example, a firm that includes installation and on-going 

maintenance is differentiated from another company that has a transactional strategy which sells only a 

single product with no additional serviced offered.  Other areas in which a company differentiates itself 

from competition include convenience, distribution, and integration.  As an example, consider a soda 

bottling company that stocks and services machines in addition to selling the concentrated base material.   

The differentiation strategy is threatened by new technologies that make features and attributes less 

expensive for competitors.  Any features or functions that are easily imitated by a competitor can weaken 

the differentiation strategy as well.  To strengthen this approach, a company may choose to move up-

market and address a niche market for which they have a good understanding of customer needs.  Macy’s, 

the largest department store in the United States, is an example of a retailer following this strategy.  Read 

more about differentiation strategy here. 
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Segmentation Strategy 
In contrast to the cost leadership and differentiation strategies, a firm following a segmentation strategy 

focuses on a narrow market.  The advantage of such a strategy is typically realized with both higher price 

points and profit margins.  Capturing a large share of a small market with high margins can lead to large 

revenue streams.  Successful execution of this strategy requires intimate knowledge of customers, their 

behaviors, and their expectations.   

Sometimes the segmentation strategy is called a focus strategy since implementation of the strategy 

depends on understanding the niche market better than any other competitor.  Products and services 

must be difficult to imitate.  Next generation products and services are developed and released frequently 

to satisfy the complex needs of the target customer base.  A focus strategy is threatened by new 

technologies that make the products or services available to the broad market.   

Companies may compete with unique products or services within the narrow market scope.  These include 

luxury items building on the firm’s depth of experience with the target customers.  Loyalty and reputation 

figure into a customer’s decision to purchase in this case.  Customers expect high quality products and 

services but are also willing to test new ideas that offer them convenience or special conditions for their 

unique needs.  REI, a sports and recreational co-op in the United States, is a retailer with a segmentation 

strategy. 

On the other hand, a firm may compete within the narrow market by minimizing costs.  In this situation, 

the company focuses on a select target market with specific needs but addresses these needs through a 

more cost-effective solution.  Such companies have advantages through vertical integration or special 

access to raw materials and distribution channels.  Consider, for example, the heavy concentration of 

petrochemical facilities in the Gulf Coast region of the United States.  Because the companies have ready 

access to raw materials produced locally, they have a geographical advantage over potential competitors. 

Read more about the segmentation (focus) strategy here. 

 

Exercise 
1. What is your business strategy?  Can you clearly identify the vision, mission, and values? 

2. What is the market focus for your firm?  Is it a broad market serving all potential customers or a 

narrow, targeted set of consumers? 

3. How do you compete?  Do you strive to optimize the cost of production and distribution?  Or do 

you offer unique, more convenient products and services? 

4. Identify the advantages of your company.  Do you have special access to raw materials, 

distribution channels, or intellectual property?  Are your products and services difficult to copy?  

Do you have special relationships with your customers? 

5. What is the strategy of your nearest competitor?  Is your strategy threatened by new technologies 

or less expensive production methods?  Can you offer additional features or applications to move 

up-market to serve targeted customers?  Can you take advantage of more cost-effective 

production and move down-market? 
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The BCG Matrix 
The BCG matrix is a strategic planning tool developed by the Boston Consulting Group (BCG) in the 1960s 

and 1970s.  A visual tool, the BCG matrix is used to plot a firm’s product offerings from the perspectives 

of market share and market growth.  By plotting the number and type of products in each section of the 

BCG matrix, a firm can determine competitive strengths and opportunities as well as threats.  This analysis 

supports the strategy and drives business decisions, such as innovation, merger and acquisition, and both 

short-term and long-range investment.  The quadrants in the BCG matrix are known as stars, cash cows, 

dogs, and question marks. 

 

 

Stars 
Products or services that have high growth rate in the market and for which the firm has a high market 

share are termed stars.  These products typically generate significant revenue and are good investments 

for the company.  With high market share, the firm has an advantage over competitors.  The company will 

take advantage of the high growth rate of the product, brand, or category through marketing approaches.   

Over time, however, additional competitors will enter the market and drive prices down.  As competition 

increases, each company’s market share decreases resulting in pressure on profit margins.  The number 

of customers who want or need the product declines and the market becomes saturated.  Firms must 

understand the position of their products relative to market share and growth to respond to the active 

competition by adding features to differentiate themselves.  Eventually, the product is converted to a cash 

cow as consumption of the product is maximized throughout the market and growth rates dwindle. 

Cash Cow 
As indicated, a cash cow is a product or service in which a firm has a high market share, but the market 

growth is low.  Typically, this situation arises when most customers in a market who want or need the 

product or service have already acquired it.  Competition is significant as many companies can produce 

similar products and services to satisfy customer needs.  Price pressures loom large and the product is 

moving toward commoditization.   

Strategically, a firm decides how much to invest in operations, marketing, and innovation for a cash cow 

product or brand.  Shrinking market share indicates that margins are declining, and low-cost producers 
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have a competitive advantage.  For products and services with a longer life cycle, a company may choose 

to “milk” the cash cow for revenue, especially if the firm maintains a larger percentage of the market than 

that of the nearest competitor.  Ultimately, the market growth will shrink to an unsustainable position 

and the product transforms to a dog. 

Dog 
In the quadrant of the BCG matrix characterized by low market share and low market growth, dogs are 

products that are entering a sunset period.  It is challenging for a firm to make a profit as competition 

forces selling prices ever lower, resulting in low or zero margins.  Meanwhile the cost of production is 

unchanged from historical levels or may be rising due to lower demand.  Marketing and sales expenses 

are also high as firms must try to garner attention from the rapidly shrinking customer base. 

Unfortunately, tough decisions are required to stop the cash losses from dogs.  A company must decide 

to retire or refresh the product.  To support other products and brands in the portfolio when abandoning 

a product, the firm should launch a last marketing campaign to offer options for substitutes, maintenance, 

and service for existing customers.  When the company chooses to revamp the product, significant 

investment may be necessary to develop new technologies and a next generation product.  Often 

companies wait too long to confront the position of a dog and lose valuable money and time that would 

otherwise be invested for growth. 

Question Mark 
Interestingly, if a firm takes the decision to revamp a dog product, it is creating a question mark.  This 

type of product faces uncertainty in the marketplace.  Typically, a question mark is assumed to have 

significant opportunity for market share but the firm’s experience with the product or category is low.  

New products often have a low level of adoption by the mass majority of customers, thus resulting in costs 

of customer education through intensive marketing campaigns.  Customers may also face switching costs 

in moving from an existing product solution or technology to something new. 

Question marks involve substantial risk as the firm negotiates new markets.  Competition in similar 

product categories cannot be extrapolated to a new product.  Pricing of a new product is complicated, 

and the company chooses whether to price the product with low introductory prices or high prices 

indicating exclusivity.  Manufacturing, distribution, and marketing costs are usually high for new products 

putting downward pressure on profit margins. 

On the other hand, first mover advantages are bestowed upon a firm that successfully produces a 

successful new product in a new and growing market.  Much of a product’s lifetime earnings accumulate 

to one company that launches a first-to-the-world product.  A company with a question mark product 

must rapidly adapt marketing and manufacturing to a growing market.  Maintaining an understanding of 

customer needs throughout the development of a new product is tremendously important and the 

company must continually monitor both direct and indirect competitors. 

Read more about the BCG matrix in Chapter 2 of The Innovation ANSWER Book, available at Amazon in 

paperback and Kindle format.   
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Exercise 
 

1. Consider a product or brand at your company.  Mark the appropriate BCG matrix for this product 

with a star indicating your known market share and the market growth rate for the product.  (See 

the example below.) 

2. Consider at least three of your direct competitors.  Place the numbers “1”, “2”, and “3” in the 

appropriate quadrants of the BCG matrix representing the competitor’s market share and 

anticipated growth rate.  (See the example below with more information on direct competitors in 

a later section.) 

3. Next, consider at least three of your indirect competitors.  Place the letters “X”, “Y”, and “Z” in 

the appropriate quadrants of the BCG matrix representing these competitors’ market share and 

growth rates.  (See the example below with more detail on indirect competitors in a later section.) 

4. Analyze the resulting BCG matrix and compare your product positioning with your company’s 

strategy.  Are there trends that support your growth in the market?  What investment decisions 

are necessary to gain market share?  Do you need to make any tough decisions for dogs?  How 

will you adapt your short-term operational plans?  How will you execute the long-term strategy 

in light of a better understanding of competition? 
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SWOT Analysis 
The SWOT analysis is a versatile tool used for business, professional, and personal decisions.  From a 

competitive strategy standpoint, a SWOT analysis further explores market forces to help a company refine 

in which arenas it will compete and how it can win.  SWOT is an acronym for strengths, weaknesses, 

opportunities, and threats.  Strengths and weaknesses are internal elements under the control of the 

company while opportunities and threats are external to and act on the firm from outside of its control.  

Moreover, strengths and opportunities are considered beneficial to meeting organizational goals while 

weaknesses and threats detract from delivering business objectives. 

 

Strengths 
Again, strengths are internal to the company and are helpful in achieving goals and objectives.  Some 

examples include the following. 

• Systems exclusive to your firm that enhance performance, such as manufacturing processes 

protected by patents or trade secrets. 

• Qualities that differentiate your firm from the competition, such as special marketing capabilities 

or employee training. 

• Internal resources that offer competitive advantages, such as experienced and knowledge staff. 

• Access to tangible resources, such as raw materials, intellectual property, proprietary technology, 

or distribution systems. 

In analyzing your competitive position and framing a strategic plan, you will capitalize on your strengths.  

Strengths can be expanded through additional investment or training to continue to deliver market 

advantages. 

Weaknesses 
In contrast to strengths, weaknesses are internal elements within the control of the company that expose 

it to risk.  Weaknesses are things that a company lacks, especially in comparison to other firms or to 

external industry elements.  It is often challenging for a company to be honest about its weaknesses as 

these may be considered failures of management systems.  Instead, weaknesses are factors that put the 

company into a position of disadvantage in the market.  With this perspective, significant weaknesses can 

be addressed through technology acquisition, training, or operational strategies. 
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Some typical examples of weaknesses include the following. 

• Lack of systems or supply chain integrations leading to increased production, sales, and marketing 

costs. 

• Inferior product quality and/or lack of integrated services, applications, and options. 

• Resource limitations due to cost, availability, or operational scale.  An example of a resource 

limitation is a remote operation that requires extensive transportation networks to deliver raw 

materials, thereby increasing distribution costs.  Further, such an operation may be challenged to 

recruit the best employees and staff. 

• Unclear value proposition in how the company makes a profit and serves customers. 

An honest assessment of weaknesses will lead to continuous improvement programs that seek to 

minimize waste and expense by enhancing areas of poor performance. 

Opportunities 
Recall that opportunities are external influences on a company from market or economic trends that the 

firm can leverage to accomplish its strategic goals.  Identifying opportunities involves examining the 

industry in which the company currently operates as well as tangential industries influencing customers 

and markets.  With routine market research, a company can recognize early trends in a market or industry 

and take advantage of them.  Ultimately, a synergistic match between a firm’s strengths and opportunities 

is highly profitable. 

Some examples of opportunities include the following. 

• Underserved markets or customer segments that currently do not purchase or use products.  

Meeting the needs of these customers typically requires little investment resulting in high profit 

margins for existing products translated into the new market. 

• Few competitors within a growing market.  First-mover advantages can be significant over the life 

cycle of a product. 

• Emerging needs for products, especially linked to advances in technologies or increased product 

availability in new geographical areas. 

• New technology that reduces manufacturing or distribution costs.  New technology can also 

create opportunities by expanding market reach since lower priced products can be purchased by 

previous non-consumers at attractive price points. 

It is important to note trends for suppliers as well as the industry in which the company competes.  Taking 

advantage of supplier efficiencies lowers manufacturing costs and enhances working relationships.  

However, firms must be careful to recognize economic and market trends impacting their industry and 

not be distracted by unrelated trends. 

Threats 
Strategic and competitive threats are outside the control of a firm but can hinder sales and hamper 

success.  While investigating economic and market trends, in general, the firm will identify which trends 

are helpful (opportunities) and which are harmful (threats).  Special risks to the company are threats in 

areas where the firm also demonstrates weaknesses.  Thus, it is crucial to honestly identify internal 

weaknesses and to differentiate between opportunities and threats from outside the company. 
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Some potential threats to a company include the following. 

• New or emerging competitors can steal market share, especially if they have cost advantages from 

new technologies. 

• Regulatory or legislative changes, especially those from “emergency” orders.  In many cases, 

regulations are published for public review and a company can study scenarios based on the 

proposed new rules.  Being aware of, and planning for, regulatory changes can transform a threat 

into an opportunity. 

• Changing customer attitudes can threaten products or an industry.  For example, as more people 

demand attention to the environment, traditional manufacturing methods may come under fire.  

Sustainable energy solutions are a response to such environmental concerns (strength). 

• Lack of available raw materials or resources.  Depletion of raw materials can drive up costs and 

threaten the profit formula for a business.  Similarly, decreased access to materials and resources 

through economic or political actions can contribute to increased production costs. 

In some situations, a trend may be characterized as both an opportunity and a threat.  Companies should 

use different scenarios and available data to determine the most likely impact to the business.  It is also 

important to consider if a competitor has a specific strength to address a threat that your firm does not 

have or in which it is weak.  Decisions to address threats through product development or abandoning 

the business due to weaknesses are crucial. 

 

Exercise 
1. Complete a SWOT analysis for each business case:  a single product, product family, and/or the 

company overall.  Be honest about weaknesses and prudent when characterizing trends as 

opportunities. 

2. How can you use existing strengths to address opportunities?  Are any of your business strengths 

neutralized by market, economic, or political threats? 

3. What actions can you take to convert weaknesses into strengths?  Actions include training, merger 

and acquisition, and/or product development, for instance. 

4. How can you anticipate threats and convert them to opportunities?  What advantages do you 

have over competitors in doing so? 

5. Review your strategy in light of the SWOT analysis.  While a strategy is a long-term projection of 

business goals and objectives, you must review it and periodically adjust for significant market 

and operational upsets. 
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Direct and Indirect Competitors 
To effectively conduct a competitive strategic analysis, you must know and understand your competitors.  

Competition can be direct or indirect.  These types of competition may have different strategies and may 

even be working in seemingly different industries.  Several of the exercises presented above have asked 

you to consider both direct and indirect competitors.  As you continue to evaluate competition for your 

products, services, brands, and businesses, you will want to update and revise the tools and evaluations 

in your approach to competitive strategy development. 

Direct Competitors 
It is usually simple to identify the direct competitors within your industry.  These are companies that sell 

products with nearly identical features and functions.  In retail, these products are on the same shelves, 

sitting side-by-side, at the supermarket, for example.  As a consumer, you may prefer one brand over 

another, but you also know that the purpose of these products is the same and you would expect similar 

results in using either of the brands.   

Take, for instance, toothpaste.  You could choose Crest® brand toothpaste or Colgate® brand toothpaste.  

Both products are designed to clean your teeth.  Both brands include fluoride and offer minty fresh flavors.  

If you normally buy Crest toothpaste but suddenly find yourself without any toothpaste, you will use 

Colgate without apprehension.  Crest and Colgate are direct competitors. 

Characteristics of direct competitors include the following. 

• Dominant product features and functions are nearly identical. 

• Serve the same customer base and target the same markets. 

• Similar business strategy for the product line or brand. 

• Marketing is largely undifferentiated and addresses brand awareness over features. 

• Value proposition is similar, including price points. 

• Cost structure is similar throughout the industry, leading to similar profit formulae. 

Direct competition is a threat to a business, especially if there is little market share that is unclaimed.  

Commodity brands and products are also at risk from new competition that disrupts the market with new 

technologies or business plans.  Other general threats to the business to the health of the industry and 

the market include political, economic, and social changes. 

Indirect Competitors 
Direct competitors tend to be obvious to consumers and industry specialists alike  Indirect competition is 

often more difficult to identify since the products and services, method of manufacture, and value 

proposition can be radically different than expected.  Disruptive innovation is a term that describes a 

product or service that offers a different value proposition or profit formula resulting in the erosion of 

market share for existing (incumbent) competitors.  You can learn more about disruptive innovation in a 

self-study short course available here.   

Indirect competitors offer products substituting for primary products.  This means that the product or 

service accomplishes the same function as the primary product or service but does so in a different way.  

Products may be less expensive, offer convenience, or be delivered in a different way.  A traditional 

example of indirect competition is an eBook which meets all the above criteria as a product competing 
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against conventional hardcover or paperback books.  An electronic book is often less expensive than a 

standard book, can be conveniently read across several different devices, and is delivered instantaneously 

as a digital download.  Additional features of eBooks, like audio versions and dictionary look-up, can even 

make the alternative product more attractive than the primary product.   

Indirect competition also includes alternate products that result in the same outcome regardless of the 

features or functionality of the product.  Take, for instance, a traditional cookbook where you seek a recipe 

for baking a cake.  An indirect competitor for a cookbook is an online video showing the steps to make the 

cake including necessary ingredients delivered to your smartphone as a shopping list.  The end result, a 

cake, is achieved in either case. 

Some characteristics of indirect competition follow. 

• Offers similar features or functionalities in an alternate form. 

• The same product or service is offered as a part of other offerings or is bundled with other 

products and services. 

• The business has a different strategy, business plan, and distribution system than found within 

the primary industry. 

• Exclusive marketing for the product or service with a higher focus on social media marketing over 

traditional marketing campaigns. 

• Different value proposition and profit formula, perhaps focusing on lower margin, higher volume 

products than the primary industry. 

Indirect competition is a threat to businesses, especially when they do not anticipate changes in the 

marketplace.  When the switching costs among products is low and customers perceive little 

differentiation in features and functions, primary products and services are at higher risk for disruption.  

Loyalty, quality, and brand reputation counter the threat of indirect competition.  Often a manufacturer 

threatened by lower cost production or alternative products will offer additional features and services as 

differentiation. 

 

Exercise 
1. Identify at least three (3) direct competitors.  These are companies, brands, products, and services 

that serve the same customer base and participate in the same markets as you do. 

2. Identify at least three (3) indirect competitors.  You will probably need to do research to find 

companies that are offering different products and services with some features and functions that 

overlap or substitute for your products and features. 

3. Consider the strategy for each direct and indirect competitor.   

4. Document the marketing and distribution strategies used by your competitors.  Use the strategic 

analysis tools (like the BCG matrix and SWOT analysis) to identify differentiating factors as well as 

threats or risks to your existing business. 

5. Create, implement, measure, and monitor short-term, medium-term, and long-range plans to 

address competition.  Be sure to include both qualitative and quantitative metrics to gauge 

success in the market, including financial measures and customer satisfaction. 

mailto:info@globalnpsolutions.com
http://www.globalnpsolutions.com/www.Simple-PDH.com
http://www.simple-pdh.com/

