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Henley

Competition as we know it is changing - @
irreversibly so

RSITY OF REA

We are living (and competing) in an increasingly VUCA* world

Time horizons for strategic decision making have shrunk
considerably

‘Firm’s right to win’ no longer given; increased likelihood of failure

Multiple and compounded impact of unprecedented
economic/social/political factors in shaping competitive contexts

Shifting global competition: maturing vs. emerging markets
Blurring industry boundaries

*VUCA: volatile, uncertain, complex and ambiguous
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Economic crisis (update 2014): We're still not

guite out of it as yet
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: : .. C Henley
Time horizons are shrinking; complexity is > Leney

UNIVERSITY QF READING

increasing...
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“ ” . : : : Henley
The “new normal” has critical implications 5 pusines Scho
for how firms approach their strategizing

Increasingly, best achievable is ‘unsustainable temporary’
competitive advantage

Failure a high probability - learning to “fail intelligently”

Competition emerging from both within and beyond immediate
industry boundaries

Little time for experimentation - need to ‘get it right’ from outset

Rethinking role of (challenged) intuition in strategic decision
making

Shift from ‘perfecting the known’ to ‘imperfectly seizing the
unknown’

(Re-)definition of firm’s ‘unique competing space’ — and focus on
firm’s strategic boundaries
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g4 Henley
Three elements of strategizing in the age of ==~ oo

temporary advantage...

1. Rethinking what it means to be ‘strategic’;
refocusing strategy on value premium

2. Strategic thinking (not planning)

3. Big-picture thinking - and focus on the firm’s
strategic boundaries
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1. Rethinking what it means
to be ‘strategic’
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Henley
Good strategy has always been the z?f:":ifi';?:i
exception, not the rule

In 1805, England had a problem.

Its navy was outnumbered by the French and
Spanish combined fleets...

BATTLE
oF

TRAFALGAR
217 October, 1805,
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Good strategy often appears to be
deceptively simple

Lord Nelson’s approach to strategy:

1. Grasping the few really critical issues
in the situation,

2. ldentifying appropriate pivot points
that can multiply the effectiveness of
effort, and then

3. Focusing and concentrating action
and resources on these
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Henley
Good strategy thus comes down to the Ee"e
following three simple steps...

Sense making and premeditation;
1. Analysing —> identification of potential asymmetries to
be exploited

Anticipation of competitors’
behaviour; identification of
pivot points for exploiting
asymmetries

2. Strategising —

Purposeful design of
3. Executing —> coordinated action to

establish & realise

advantage
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, , H
But how does ‘good strategy’ translate to the Ee
modern business context

In other words, what does it mean to be

“strategic” in today’s business environment?
(‘Google’ the term: 250,000,000+ hits in 0.15 secs)
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Being ‘strategic’is about being different in the way we &2 .';.'sﬁ's}!fm,
create, deliver and capture (ideally, unique and e
superior) value

——----.~

" STRATEGY ,‘

N
---————’

...is about

WINNING

..on the basis of being

DIFFERENT

...in the way the organization
cguﬁesundwk%wq$
e.g. delightful VALUE

experience N-__ - ___—’ e.g. monetary
| gain

R VALUE & STAKEHOLDER
Soft EXPECTATIONS

©Professor G. Tovstiga (2014): CHANGING THE WAY WE STRATEGIZE



Changing competitive ‘rules of the game’ demand @ Heﬂ'e

a renewed focus on the firm’s value offering

Composition of the value offering (COMP,;): The value perceived by the
customer is a summative composite of any number of individually weighted
value elements that contribute to the ultimate value bundle.

cOMP, = a¥; + bV, + 5 + dV, +
(‘value bundle’) (e.g- brand) (e.g. technical (e.g. price) (e.g. experience
functionality) dimension)
Where...

COMP,,: summated composition of a value offering (i.e. ‘value bundle’)
V;: individual value elements (e.g. functionality, brand, price, etc.)

a,b,c ... weighting factors reflecting importance
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: : . Henley
...and in particular, on the strategic relevance 5 eﬂe
of that value offering

...however, the competitive relevance (CR,) of a specific value offering
(bundle) is a multiplicative product of the its uniqueness and the degree to
which it is superior to competitors’ offerings

Core
CR,py = strategic
objective

Where...

CR,,: Competitive or strategic relevance (impact) of value offering
Uy,o: Uniqueness, that is, difficulty of replication of value offering
Svo: Superiority of value offering in fulfilling stakeholders’ needs
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At stake is the value premium generated by the @ Heﬂ'e

firm’s value offering(s) S

...and finally, the firm’s strategic value premium consists of the sum of its
value offerings weighted according to the competitive relevance of the
individual composite value offerings

. : Link to value
Firm’s strategic roposition and
mandate: Value . CR g p’unique
maximization of its Premium — Z vo X COMPyq competing space’
Value Premium j=1 j
The sum (over portfolio) of all Composition of the

value offerings across business

, ) individual value bundles
unit or firm

Competitive relevance of
individual value bundle
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The building blocks of strategy: @ He!!'e

...the critical few that really matter oA

1. What is our external competitive environment - and
how is it changing?

2. What is our own basis of competitiveness - and how
is it changing?

3. Who are our customers - what are their needs and
how are (both) changing?

4. What is our ‘unique competing space’ - and how is it
changing?

5. How do we ‘get our organisational act together’ - to
pull it off?

16
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2. Strategic thinking
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Henle
Case example: Nespresso — what else? @ ness Schio

FFFFFFFFFFFFFFFFFFF

“...the closest thing to a luxury brand within fast—moving
consumer goods”

Q1: What critical asymmetries has NESPRESSO succeeded in
exploiting to date?

Q2: What critical strategic questions should NESPRESSO be asking
at this point?

NESPRESSO.
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Strategic thinking B2 Henley
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“good” strategic questions are the ones that, if resolved,
ultimately stand to really make a difference

o T ) challenge space
Articulating the problem K 5€°P / Problem, challlenge or opportundlt
| Siratesically relevane | f of strategic relevance, prompted by...
K Issues related to problem? ] Triggers (mostly externallz/ driven;
Framing the issues; sometimes internal ); might be threat
articulating or opportunity driven
strategic questions
- -\ | Strategic
k 2 ) {_ question(s) derived

- rom issues? .

Sense making & J /" Balance of rational
strategic analysis Sense 7 K Ivsi d
I Dehconsltructmg m I<'n . ar.'a yS.lS an
ity t :
O tndking; developing axing , Insights | gion
insigh t(S% space C prompted? r
Re-constructing
reality ‘ Aggregated
N Insights
Strategic options ; ; Source: Tovstiga (2013): Strategy in
Strategic response k 3 '; Strategic Iandscape Practice, 2e (John Wiley & Sons)
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From strategic thinking to ‘big-picture’,
value-focused strategic analysis
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Firm’s ‘Unique Competing Space’: i He!!'e
Opportunity space for creating a uniquely, superior value offering e e

------------------ Unique ‘value premium’ window

Boundary “1”: ‘Line  _ . . )
of demarcation’ to Industry/market context s Where_theﬁrmﬁ"lﬁ,s customers
competition and their r===———== === ———————— e N needs in a way that competitors
offerings RN cannot (yet).
I e AN ‘|
Y N
L ) N
L Customers™ "\
: | ) Boundary “2": Represents
/{ ] needs :\ interface between firm and its
I f. i , 1\ markets (customers and
! : COmpe.tltOI’S 1Y stakeholders at large)
L offerings ,
1 i 1 1
1 1!
o _ (2 1
\ | '\‘ \ 1 ] . 1 1
\ i Umqttj_e L
‘\‘ \ CO%%%éng 1 ," Boundary “3” : Most subtle and
\ N ] . typically most challenging in practice:
\ DT =’ (3 ', , represents reconfiguration and
\ | )/ mobilisation of firm’s resources,
AN . ’ ' / capabilities, etc. across boundary ‘3’ in
\\ Firm’s // order to make these competitively
" competitive basis relevant.
g 0P Macro-
economic . .
e : Source: Tovstiga (2013): Strategy in
g .-=7 context Practice, 2e (John Wiley & Sons)

-
- -
- —
~ - -



The firm’s competitive performance is reflected @ L'Sﬁ's}!fm.
by its achievement of a value premium e

Recall:
Value L
Premium 2 | Ry X COMPy,
=1 j
EXAMPLE: / \

Apple’s qverall marlfetperformance Apple iPad’s (e.g. ‘jt’ value
measured in terms of investment returns offering) market share |

/ market share growth

\

(1) Value premium

achieved across firm’s (2) Value associated

Unique portfolio of value Alge with any individual
co:gzj%%téng offerings | sp%ce g _value (bundle) offering
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Above-market average returns is one (of several) g4 Henley
measures of the firm’s value premium FHRESSIDOG R

One-year total return vs. S&P 500 18.4% (historical performance)
(period ending February 5" 2014) W

Southwest Airlines | 845
Google | 493
Walt Disney | 338
Amazon.com | 29.8
Starbucks 27.1
FedEx | 24 4
Apple : 4.8 E
General Electric :
rerlhive arhaway BEED 1
Coca-Cola 14 1 ) ) ) )

0 20 40 60 80 100
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The firm’s ‘innovation premium’ is another measure of ~ %8 tenley
itS va’ue premium UNIVERSITY OF READING

‘Innovation premium’ reflects investors’ forward-looking performance expectation

*Innovation premium: Measure of how much investors have bid up the stock price of a company above its
existing business based on expectations of future innovation performance (new products, services and markets)

Amazon | 60.2
Starbucks 40.6
Beiersdorf 38.3
Danone 356
P&G 355
Tata Consultancy Services 32.8
Google 309
L'Oreal 30.8
Unilever | 25. Source: “The World’s Most Innovative
E Companies”, FORBES (August 14th 2013)
Apple 22.3 J P J )
0 10 20 30 40 50 60 70

Innovation Premium™ (%)
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Case example: Nespresso - revisited

Q: How might you now apply ‘big-picture’ thinking to ‘cut to the
chase’in helping NESPRESSO to frame the relevant strategic issues and
to begin articulating the ‘right’ strategic questions?

NESPRESSO.
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coffee

market

(50 systems on \ESPR ESSO.
Customers market in 2012)

Single-serve

e —————— -
- ~~
-
- -~
-

R SEo needs ",  “a hermetically sealed aluminium
,/ . A capsule with unique water dynamics
/! * Chic, high-end pod market for \‘ producing a perfect espresso kissed with

premium coffee & experience Y, foam”

' /. boutiques, up-scale customers) \ * Perfectly portioned highest quality
Co ffl pE.U tors’ ¥ors ( q P L4 Grand Cru coffees
qﬁer INgs  Smart, stylish coffee machines

* Exclusive, personalized customer

\
]
i
I
| services - the Nespresso Club

|
‘ Macro-economic context
Econ: US$ 8.5bn global coffee market (2016)

-

Y\ Econ: premium single-serve segment: 28% growth
N 1,700 patents on ‘lock-in’ Econ: recessionary [ austerity pressures
mochinapse st socLeae upstale cic premium qalty
L millions invested in R&D; o e -
", INESPRESSO | rang e ighoropie " Evibiodegradabiity ] cco warenes
A marketing; BUT - expirin e : .
S . patents; s%owed groevth__g, o Tech: advanced automation and flow

-
S~o _
S - -
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Nespresso’s competitors and their
offerings Strategic Issue
*  Many more competitors Cluster 1

* Increasingly competitively
attractive offerings by competitors

* Increasingly more difficult to
achieve competitor ‘push-back’ (i.e.

through legal means) &1 62
| Unique
competing
space

Nespresso’s basis of 3
competitiveness & ability to deliver
value
» Nespresso’s strategic orientation
« R&D pipeline Strategic Issue
 Innovation capability - reflecting Cluster 3

ability to generate and move
innovative and strategically relevant
product concepts into its UCS

©Professor G. Tovstiga (2014): CHANGING THE WAY WE STRATEGIZE
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"NESPRESSO.

Strategic Issue
Cluster 2

Nespresso’s customers,
stakeholders and market space

» Increasingly attractive alternatives
to Nespresso’s offering

 Shifting market space; impact of
economic recession
e Brand impactin market

e Changing consumer demands (e.g.
eco-sensitivity)

27
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3. Strategic boundaries
(and why they matter!)
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Unique Competing Space (UCS) oo

UNIVERSITY QF READING

Strategic issues — when they arise - invariably do so at the
boundaries of the firm’s Unique Competing Space (UCS)

1. Competitor interface 2

Unique

2. Customer interface compbting
3. Internal threshold
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UCS: Competitor Interface - defending and E Henley

Business School

expanding the competitive edge o

1. Competitor interface co‘r’ﬁ"e‘t’f‘

space
QWho are our competitors today?

QWho might they be in future?

QWhat don’t we know about them?

QWhat is their competitive offering?

QWhat makes it inferior (possibly superior?) to ours?
QHow is our competitors’ offering changing?

QWhat threats are emerging from our competitors?
QHow are we protecting ourselves?

QWhat opportunities are there relative to our competitors?
QHow are we exploiting these?

©Professor G. Tovstiga (2014): CHANGING THE WAY WE STRATEGIZE



: Henle
UCS: Customer Interface - nurturing & EHS{
expanding a unique market space

. )
2. Customer & market interface co‘,’,’,’,!;‘yt',-‘;’,g-

space
QWho are our customers?

QWhat their needs?

QHow well do we understand our customers and their needs?
QHow are both customers and their needs changing?
QWhat makes us special in the eyes of our customers?

QWhat makes us the supplier of choice in our customers’ eyes?
dHow are we strengthening our preferred customer position?

dWhat new opportunities are there relative to our customers?
dHow are we exploiting these?

©Professor G. Tovstiga (2014): CHANGING THE WAY WE STRATEGIZE



UCS: Internal threshold - orchestrating the i3 Henley
organisation’s resources and capabilities .

3. Internal threshold co‘éﬁ;é%c'é%‘

QWhat are our most critical resources [ capabilities?

QHow will these need to change?

QWhat is it about our organisation that enables us [ hinders us
most when it comes to exploiting these?

QHow do we orchestrate our strengths for maximum impact?

How do we get our organisational act together?
How do we ensure the optimal transfer of strategic resources into our

unique competing space?
dWhat are the critical internal hurdles?
UHow do we remove these and nurture a smooth running organisation?
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Henley research on ‘strategic boundaries’:
Findings from strategy practice

Survey responses (N)

Period of survey April - May 2013

Percentage responses from organisations with

500+ employees 29.5%

Percentage response from organisations with
£500+ turnover

Data reliability (Cronbach’s Alpha) 0.747

33.8%
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Henley
Factor analysis confirms the strategic relevance % heniey

of all of the firm’s strategic boundaries

UNIVERSITY QF READING

“What’s keeping British executives awake at night?” Ik @) Doundary
competitors i customers

Unique
competing
space

Principal Component Analysis™ 3

Boundary 3:
Firm - internal
threshold

Percentage of total variance

Key component factors explained

1. Emerging new competition (Boundary 1) 16.5 16.5
2. Getting organisational act together (Boundary 3) 15.7 32.2
3. Emerging markets (Boundary 2) 14.7 46.9
4. Changes in existing markets (Boundary 2) 14.2 61.1

*Extraction Method: Principal Component Analysis ; Rotation Method: Varimax with Kaiser Normalisation
Kaiser-Meyer-Olkin (KMO) Measure of Sampling Adequacy: 0.605; Overall significance: **p < 0.01
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Correlation analysis provides evidence of
significant boundary interdependencies

Correlation Analysis

Henle
5 Business Schog

UNIVERSITY QF READING

Boundary Coding scheme Mean® SD 10 20 30 11 12 13 21 22 23 31 32
Competition 1.0 Boundary 1 371 941
Customers 2.0 Boundary 2 415 .896 .132
Internal 3.0 Boundary 3 371 955 279 .193
Boundary 1 \1.1Newoﬁeﬁngs 348 795 462" .166 259
(Competition) 1.2 New competitors  3.00 .930 .355** 081 .304** 165 i
1.3 Combinations 329 749 33 197 4800 146 501
Boundary 2 2.1 New needs 381 .766 .017 .533" .164:* 127 .133* .167*
(Customers) 2.2 New gustqmers 353 875 .176 -015 .351 .074 .266 .232* .21%* .
2.3 Combinations 361 .769 .028 .221 211 -090 .094 .246 .381" .712
Boundary 3 3.1 Sense making 144 701 053 | o4 Aot 948 L0AG | 658 .028* .180 .116* *
(Interna) 3.2 Resources 3.73 .890 .018 .151* .225** -046 -.131 .099 .263** 220 262 D69 .
3.3 Mobilisation 380 855 (011 246 B4 0@ ORE - 1SE 4290 215 i )0 jdg | 570

Notes: *Kendall’s tau (2-tailed); “Mean values range from 1to 5; N = 75; *p < 0.05; **p < 0.01
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Finally, correlation analysis indicates the fiemtey

complexity of interaction between the three o
strategic boundaries

° ° * E;oun;iary 1: 1 2 ;B?ur;daryr 2:
nterface to nterface to
CO rre Ia t’ O n A n a IySlS competitors Uniqug customers
competmg
space
*Kendall’s tau (2-tailed); N=75 3

*p < 0.05; **p < 0.01

Boundary 3:

241* Firm - internal
/ threshold
£ e

AN
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Changing the Way We Strategize: Summary @ He'sl'le

UNIVERSITY QF READING

1. Competitive advantage is transient at best; strategic
horizons are shrinking - there is little room for
experimentation with strategy

2. Strategy invariably revolves around the organization’s ability
to create and deliver a uniquely differentiated value offering
to its stakeholders; this requires a renewed focus on ‘value’

3. Invariably, the need for strategic response is prompted by
competitive challenges at one or more of the three strategic
boundaries of the organization’s “unique competing space”

4. 'Good’strategy: (1) addresses critical issues relevant to the
organisation’s ‘unique competing space’; (2) identifies
potential pivot points that exploit asymmetries; (3) enables
appropriately purposeful and orchestrated action
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Defining Strategy: Further Reading @E

SIRATEGY
PRACTICE

A PRACTITIONER'S GUIDE TO STRATEGIC THINKING

"\CADAOD ™M\ * T
EURGE 1OV

| N

UNIVERSITY QF READING

G. Tovstiga (2013). Strategy in Practice
(John Wiley & Sons)

In particular: Chapters 1,2 and 5
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Thank you!
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