
Principles of Strategic Management – Notes: 
 
LECTURE 1: 
 
What is strategy? 

… 

Strategy as an Academic Field: Some History… 

à Origins: Strategy, as an academic field grew from economic thought. à 

for there you can really start to see it taking its own life’s: 

• 1960s: Chandler (class work on Strategy and Structure) and Ansoff (work on 

Corporate Strategy). 

• 1970s, 1980s: more of a focus on “how” strategy is formed and “what” should 

be in it (the content of strategy).  

à but really where strategy as a field and certainly strategic management as a field 

really took on its own identity was from the 1980’s onwards, specifically through the 

rise of Michael Porter  

• 1980s: The rise of Porter…he is famous for the industrial organization view of 

the business… this means that in Porter’s concept, those firms that won were 

those that were able to develop a competitive advantage that was either 

driven by cost or driven by differentiation… but fundamentally either strategy 

was designed to allow those to compete best in their industry (Porter’s 5 

forces and Porter’s value chain are other examples of his work) à the bottom 

line of this is that in Porter’s world view of strategy, the organisation / business 

that wins is the ones that are best able to best manage its industry situation / 

it’s industry context (so is able to manage industrial barriers or it’s bargaining 

suppliers and positioned with customers and competitors for example), but the 

point is the business itself doesn’t have a huge amount of agency other than 

to develop a strategy in how it’s going to competes in its industry  

• 1990s: Resource-based view. à this changed the view of ‘the business itself 

doesn’t have a huge amount of agency other than to develop a strategy in 

how it’s going to competes in its industry’… and rather than looking at the firm 

as being a victim of its industry (i.e. subject to industry conditions, and the one 

that won was the one that best managed those industry conditions) à THE 

RESOURCE-BASED VIEW however concluded that actually all of the firms 
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… however, à after Apple was lunched in 2007 Blackberry’s market share went 

from 7% in 2006 to 20% in 2009 

… this shows us that competition is not always a bad thing à so Apple going into the 

smartphone into the mobile phone market really legitimised the smartphone segment 

and drove it into high growth… so other companies grew with that (blackberry being 

one of them à it grew by a factor of 3!) 

… however, where blackberry when wrong is that they did not sustain innovation in 

their core product and deliver core value to the customer base (fundamentally 

Blackberry’s value was to the corporate market) and in trying to take that into the 

consumer market – the message got more and more clouded, and Apple’s 

messaging / value to the customer became much, much more clearer – so, that is 

ultimately what lead to Blackberry suffering 

 

The external environment: (the above leads us to why we need to understand the 

external environment) 

- The ‘space’ which defines where the firm competes (e.g., markets, industries) 

as well as where the firm might be able to compete in the future.  (i.e. now 

and in the future – it’s not simply a case of what we’re up to now) 

a. Useful to look for change beyond immediate environment (such as 

changes in dissimilar industries that might hold value for your market). 

b. E.G., car industry with F1, computing, aerospace, telecommunications 

(more so now with us moving towards electric and autonomous 

vehicles!) 

c. ‘[Industrial] Internet of Things’… are some industries disappearing? à 

how this is leading traditional industrial industries to think of not just 

developing products, but also developing services as a product – e.g. 

GE (General Electric) has been really struggling with the transformation 

towards internet of things because their aeroplane engines for 

example, their MRI machines, their traditional industrial products now 

need to become smart / they need to be able to communicate with 

each other à so, now it’s not uncommon for aircraft engine made by 

Rolls Royce to be able to communicate its maintenance need / 

problems to the airline – and so, this is an illustration of this smart 

technology.  
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…. in other words… we as managers in a firm – the more of these resources 

that we had, the more we believed that we had the ability to react to 

competitors… however, we also simultaneously believe that competitors if 

they innovated, they would not be very successful because we had more than 

enough resources to deal with it… in reality this stimulates complacency 

because most of the time it’s competitor innovations that undermine our 

products and services and undermine our historical capabilities 

… so greater stocks of resources can stimulate complacency which is a huge 

danger point for us 

… why this is dangerous?  

 
Sermon et al. (2010) 

… because it runs the risk of fooling us into thinking that we have a robust 

advantage – when in reality what we have is a precarious advantage, so for the time 

being our resources are ok but once we have so much resources – we likely do not 

invest in new resources elsewhere because we are stimulated into complacency. 

when competitors innovate it draws attention to our relative weaknesses and in that 

case puts us in a position of precarious advantage - so we might have positive 

performance in the short-term which is actually hiding our precarious advantage… 

this is one of the major reasons why so many companies go bust when you have a 

massive shock in the environment  
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separate exploration and exploitation into separate strategic business units, or into 

two separate parts of the business à which you then control with coordinating 

mechanisms set by senior managers…… it essentially becomes a top management 

driven problem (/ solution)  

à so, the Marchian trade-off assumes that the tension between exploration and 

exploitation is so strong that they cannot within one organisation (it cannot be done!) 

à and so, you have to split them up…… so, in this case we may create one part of 

the business that is exploratory, and another part of the business that is more 

exploitative à AND THEN WE COORDINATE 

… THE POINT HERE IS THAT YOU STRUCTURALLY CARVE OUT THE 

ORGANISATION INTO HAVING THESE SEPARATED EXPLORATION / 

EXPLOITATION UNITS… but then they risk becoming their own silos (one part of 

the business becomes development, and the other one becomes focussed on 

research) à i.e., it might be that they are doing pie in the sky exploration that never 

becomes commercialised, and never becomes transformed something that the 

exploitative unit takes to market… so, in this sense you have to have these 
coordination mechanisms à senior managers have to coordinate the flow of 
innovations from one unit to the other to make ensure that the exploratory 
activities that it’s investing in actually do transfer, and transform into end 
game products and services  
… about those coordination mechanisms: 

• Jansen, Van den Bosch and Volberda (2006) à focus on 4 core mechanisms: 

Ø Centralization negatively affects exploration. à so, if you’re using 

centralised decision-making and control as a coordination mechanism 

à it’s going to benefit exploitation, but it’s going to harm exploration 

Ø Formalization positively influences exploitation. à if you’re using over 

formalised organisation structures à it will benefit your exploitation 

unit, but it will damage your exploration unit  

Ø Connectedness within units appears to be an important antecedent of 

both exploration and exploitation. à WHAT SEEMS TO BE MOST 

HELPFUL IS CONNECTEDNESS (cross-functional, connections, and 

flows of communication and knowledge-sharing between the 

exploration and exploitation units) 
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SOME FEATURES) THAT CUSTOMERS MAY VALUE (BUT NOTHING BEYOND 

THAT) 

-  
Integrated Low Cost / Differentiation strategy: 

- You need to recognize that the integrated low cost/ differentiation business-

level strategy involves a compromise. à you cannot innovate and differentiate 

extensively, but at the same time you have to be offering enough to make the 

price point viable, and to give something that stands out to the customers à 

either because you are offering the same level of value at a slightly lower 

price, or you’re offering a value for money approach at a reasonable price with 

more features for example 

- And the risk of a firm becoming “Stuck in the Middle” is that it’s lacking a 

strong commitment to, or expertise with, either strategy à and that then 

transfers through to the consumer who just does not understand 

psychologically where to position the company relative to its competitors, and 

because of that the company loses identity and therefore does not become a 

consideration for the customers 

-  

Capabilities needed for Hybrid Strategy: 

à so, what kind of capabilities do you need to make hybrid strategies work? 
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marvel / Lego DC, etc. à à à … so, it just went aggressively into licensing 

character properties to be able to absorb that into making thematic Lego sets / 

to making thematic videogames à à à and as a result of that in 2013 it 

became the 2nd biggest toy company in the world  

… so, of course that strategy changed that realignment of fit à it led to 
excellent performance… so, the lesson then was that you have to be 
willing to adjust old investments, and historical legacy resources and 
capabilities in the way that Lego did (even though it stayed true to its 
core product, but it approached that product in a very different way) 

Ironically though, despite a very successful decade, Lego has started to 
struggle again  

- So, for example in Sept 2016 à there was a report that Lego is so 
popular, that it can’t keep up with demand 
… however, less than 12 months later Lego announced that it was 
making job cuts as a one-off big move because the company had now 
become too complicated, with too vast of a range that it simply could 
not cope, and that it had become unprofitable as it wasn’t scaling 
effectively what it was now producing à so in other words it was 
overproducing unique parts, and it couldn’t scale that across a wider toy 
range effectively, and therefore it ended up making job cuts 
… in 2018 things got worse à Lego reported making its first sales fall in 
13 years – and saying ‘there is no quick fix’ … one of the criticisms 
being that they were creating too many bricks à and this is the problem 
that it had diversified their product line so much that it was becoming 
extremely expensive to produce unique components for a small range of 
lines, and therefore not being able to capitalise on any economies of 
scale à so, in this sense it had actually followed its strategy too much 
to the point that is was no longer internally viable even though there 
was not particularly any external market changes that were affecting 
Lego (it was really an internally driven problem) 

… 
… 
Why is Strategic Fit so Important? 

� 2 Key reasons: 
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proactive mindset at the very heart of our strategy decision making ààà so 

that we are constantly thinking proactively (i.e., how can we lead the market / 

how can we make changes in advance of our competitors / how can we think 

innovatively / how can we add creativity / how can we be novel in what we 

do), and then embracing risk (i.e., so accepting there will be failures / 

accepting that some projects will not work out, but understanding in taking 

that risk à you are potentially driving a more viable and prosperous future for 

the firm)  

}  

But also… at the heart of this à when you start drilling down, and you ask yourself 

about this issue of change, and about competition ààà you can really ask 
yourself – does sustainable competitive advantage even really exist anymore? 

} March (2006), Adaptive Theory: 

} The firm has to be able to identity and replicate the attributes that are 

responsible for its current success (and therefore its survival) à and 

reproduce them more reliably that its competitors…… and strategy, 

and investment and capabilities sits at this particular point 

} But also à we have to be superior to the competition in replicating 

these attributes  

… but that again is not enough à if all we are doing is reinforcing the 

conditions that are behind our success at this point in time – we have 

to be willing to forgo that to create in place the conditions for longer-

term health and success ààà that usually means innovating in ways 

that moves away from where our current activities and strengths lie – in 

a way that renews the business  

So, yes, we have to replicate the conditions behind success, and sustain our 
current advantages… but we also have to be willing to build future advantages 
à even if that is at a cost to our current advantages  

-  
So, the problem is one of change: 
What managers often struggle with is the idea of letting go of what their 

preconceived ideas are / their preconceived notion of what the market and industry is 

/ what it means to be successful / what it takes to be competitive in a particular 

marketplace  
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clashes – and that has given rise to (for example) the America First policy, or 

even for example Brexit in the UK 

• We then look at this pressure on the need for sustainable development and 

giving risk to the protection of environment. à so, equally now we have 

pressure groups acting on businesses – so, greenpeace for example makes 

an annual report on how businesses are being green, and how they are 

protecting the environment  

… there is talk of a regulatory level push to introduce / or compel businesses 

to audit their environmental performance in the same way that they audit their 

financial performance  

• There’s also the increasing importance of reputation, and how ‘Good ethics 

can be considered as good business’ à so, being good is sometimes good 

business in and of itself  

… a long-standing example of this would be The Body Shop à because they 

try to embrace elements of social responsibility / or ethical aspects in their 

business…… and in some ways – some businesses go and build part of their 

brand / or part of their identity around that ààà THE ONLY THING IS THAT 

– IF YOU LOOK AT BUSINESSES, A LOT OF THEM WILL CLAIM TO 

UNDERTAKE SOCIALLY RESPONSIBLE ACTIVITIES (SUCH AS 

ACTIVITIES TO HELP THE ENVIRONMENT), BUT YOU HAVE TO 

SOMETIMES TAKE A STEP BACK AND REALLY QUESTION TO WHAT 

EXTENT ARE THEY REALLY BEING THAT AUTHENTIC? à an illustration 

of this is the airline industry – typically in the airline industry they generally 

encourage customers to donate money, which they will then use this for 

example to go and support say unicef --- the problem is that they often couch 

these initiatives as things that the company is doing (i.e., volunteering 

activities that the company is doing / donations which the company is doing, 

etc.) – but often times that’s being at least partly funded by the goodwill of 

customers in donating money to the company, yet it is the company that is 

then claiming the corporate social responsibility on the back of that  

-  

The other thing though, is that regularly in business – the company, or employees 

are routinely facing Ethical Dilemmas à but in some instance – those so-called 

ethical dilemmas are a function of worldviews, and in one instance it could simply be 
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between 2007 and 2008 is almost obscene!) à and it’s very likely to do with 

the fact that to offset problems with share options they probably increase their 

nominal renumeration in terms of their actual salaries  

… so, you can say that there was a 49% increase going on here à and the problem 

is that even if there is a justifiable organisational reason for this (and lets not be 

overly critical of executive pay here – as executives are the ones that are having to 

take fundamental major decisions around the long-term health and wealth of the 

business that must serve both the shareholders and stakeholders – and create value 

across these groups… so, it is right that they are rewarded for the risk and the work 

that they do) à however, part of the problem is the optics of this – and the optics of 

seeing multiples of executive pay against worker pay growing in a way that seems 

either un reasonable or unsustainable means that it raises questions over whether or 

not oversight and corporate governance of these executives is actually sufficient 

ààà because it suggests the possibility that they are manipulating the 

circumstances for their pay, and are being rewarded irrespective of performance  

… SO, THE QUESTION HERE IS à this again comes back to – ‘is there a corporate 

governance problem going on in this situation?’ 

-  

CEO pay in the UK: 

à if you look at CEO pay in the UK from 2005 to 2014 for example à again, you see 

a quite large upwards trend – and you continue to see growth 

… and what is interesting is that this is now drawing attention (so, in the last 5 years 

in the UK for example) à several Prime Ministers have now constantly said that they 

are concerned about sore away chief executive pay - and it is therefore becoming 

not just a social hot potato, but it’s also becoming a political hot potato  

ààà so, it’s becoming more and more incumbent upon firms / upon boards / upon 

chief executives to justify their salaries  

… and bear in mind – that again it’s the role of the board to provide oversight of chief 

executive pay à so, again if it’s running out of control – you’ve really got to ask 

yourself the question of whether the board of directors is actually doing its job… and 

if it’s not that comes back to a corporate governance problem yet again!  

à SO, THE POINT IS THAT YOU CAN SEE HERE THAT EXECUTIVE PAY IS 

GROWING QUITE SUBSTANTIALLY   

-  
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