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CHAPTER ONE

AN INTRODUCTION TO 
STRATEGY

CHAPTER LEARNING OBJECTIVES
After reading this chapter, you should have a good understanding of:
• The definition of strategic management and its four managerial actions
• The strategic management process and its interrelated stages
• The definitions of and differences between the vision statement and the mission statement
• The definitions of goals and objectives and the four distinct categories of objectives

W hy do some firms outperform others? Why do high-performing firms fail and struggling firms 
succeed? What types of strategies can a firm pursue that will provide it with a sustained ad-

vantage over time? Answering these questions is what makes the study of strategic management so 
interesting.

Consider for a moment the one-time star of the 1990s, Nokia. Nokia was the industry’s dominant 
player in the 1990s and well into the 2000s, with company revenues increasing fivefold from 1996 to 
2001 and, in 2005, marking the sale of its billionth handset. What happened to this star of the ‘90s? Quite 
simply, while Nokia was concentrating on developing markets, such as Africa, it lost focus on the smart-
phone revolution. Nokia’s short-term view of profit maximization overshadowed the need for long-term 
strategic development and missed the changing consumer needs. Customers now demanded interactive 
application, web browsing, mail server, and GPS, all of which were provided by Apple’s iPhone and 
RIM’s BlackBerry. The result of Nokia’s inability to react to the changing needs of the consumer was 
disastrous. In 2007, just two short years following it billionth handset sale, Nokia’s market share dropped 
51%, and its stock price sank 45% while Apple’s shares skyrocketed by 234%.

It is vital to conduct strategic development and profit optimization concurrently.  
The goal of the strategic development process is to optimize the firm’s long-term profitability.



4 | STRATEGIC MANAGEMENT

Leaders today face similar complex challenges presented by the global marketplace. This text exam-
ines the four key attributes of strategic management. In Section One, we look at the achievement of the 
overall organizational goals, satisfying the needs of the multiple stakeholders, achieving near-term profit 
maximization and long-term strategic development, and recognizing the trade-off between efficiency 
and effectiveness. 

In Section Two of this text, we examine the strategic management process: what constitutes good 
vision and mission statements; how to construct meaningful goals and objectives; what is meant by 
environmental scanning; and the process of strategy analysis, strategy formulation, and strategy 
implementation.

In Section Three, we examine and apply the various strategic analysis tools to determine the com-
petitive position of the firm. These tools include: SWOT analysis, TOWS Matrix, External Factors 
Evaluation Matrix, Internal Factors Evaluation, Internal-External Matrix, Strategic Factors Analysis 
Summary, Competitive Posture Matrix, Industry Life Cycle, Positioning Maps, BCG, GE McKinsey 
Matrix, the Experience Curve, Point-Positioning Matrix, Dispersed Point Positioning, Ansoff Product/
Growth Matrix, SPACE Matrix, Grand Strategies Matrix, the Quantitative Strategic Planning Matrix, 
and the Optimal Strategic Performance Positioning Matrix (OSPP).

Section Two addresses the firm’s functional-level strategy, business unit-level strategy, and corporate-
level strategy. 

WHAT IS STRATEGY?
Strategy refers to the coordinated managerial action plan to pursue the organization’s mission to reach 
its targeted goals and objectives. Simply stated, strategy is management’s action plan for running the 
business by positioning the firm in such a way that it sells more products or services than the competition 
and thus improving the company’s financial and market performance. For most firms, the preeminent 
goal is to maximize long-term profitability. 

Strategy may involve a position of products in the marketplace; a ploy, or maneuver, designed to 
outwit or mislead your competition or opponent; or it may be a perspective in which the firm conducts 
business. It involves making choices about which markets to enter, what products or services to offer, 
and how to allocate the firm’s resources. 

Strategy may involve forming alliances with a competitor to gain advantages over other potential 
market entrants, and therefore it is not necessarily a zero-sum game. As depicted in Figure 1.1, strat-
egy can be intended strategy (proactive), which is planned by the decision makers and determined 
by analysis, or emergent strategy (reactive), which is influenced by unplanned environmental events 
such as changing market conditions, advancing technology, competitive moves, shifting buyer needs and 
preferences, emerging market opportunities, new ideas for improving the strategy, and evidence that the 
current strategy is not working. 

Ansoff states, “A strategy is a set of decision-making rules for guidance of organizational behavior.” 
There are four distinctive types of such rules:

1. Metrics by which the present and future performance of the firm is measured. The quality of these 
metrics is usually called objectives and the desired quantity called goals.

2. Rules for developing the firm’s relationship with its external environment: what products/technol-
ogy the firm will develop, where and to whom the products are to be sold, and how the firm will gain 
advantage over competition. This set of rules is called the product market or business strategy.
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3. Rules for establishing the internal relations and processes within the organization; this is frequently 
called the organizational concept.

4. The rules by which the firm conducts its day-to-day business are called operating policies.

A strategy has several distinguishing characteristics:

1. The process of strategy formulation results in no immediate action. Rather, it sets the general direc-
tions in which the firm’s position will grow and develop.

2. Therefore, strategy must next be used to generate strategic projects through a search process. The 
role of strategy in the search process is first to focus it on areas defined by the strategy and second 
to filter out the uncovered possibilities that are inconsistent with the strategy.

3. Thus, strategy becomes necessary whenever the historical dynamics of an organization will take it 
where it wants to go—that is to say, when the search process is already focused on the preferred areas.

4. At the time of strategy formulation, it is not possible to enumerate all the project possibilities that 
will be uncovered. Therefore, strategy formulation must be based on highly aggregated, incomplete, 
and uncertain information about classes of alternatives.

5. When a search uncovers specific alternatives, the more precise, less aggregated information that 
becomes available may cast doubts on the wisdom of the original strategy choice. Thus, successful 
use of strategy requires strategic feedback.

6. Since both strategy and objectives are used to filter projects, they appear similar. And yet they are 
distinct. Objectives represent the ends that the firm is seeking to attain, while the strategy is the means 
to these ends. The objectives are higher-level decision rules. A strategy that is valid under one set of 
objectives may lose its validity when the objectives of the organization are changed. 

7. Tactics are the methods and actions used to accomplish the strategies. They are more specific—the 
“how-to” part of the process. 

8. Finally, strategy and objectives are interchangeable, both at different points in time and at different 
levels of organization. Thus, some attributes of performance (market share) can be an objective of 
the firm at one time and its strategy at another. Further, as objectives and strategy are elaborated 
throughout an organization, a typical hierarchical relationship result is that elements of strategy at a 
higher managerial level become objectives at a lower one. 

In summary, strategy is an elusive and somewhat abstract concept. Its formulation typically produces 
no immediate, concrete, productive action in the firm. Above all, it is an expensive process, both in 
terms of actual dollars and managerial time. 

Strategy is a way of explicitly shaping the long-term goals and objectives of the firm, defining the major 
action programs needed to achieve those objectives, and deploying the necessary resources. Strategy helps 
a firm accomplish this goal by developing a competitive advantage over its competition. A competitive 
advantage can exist to be either a cost advantage or a differentiation advantage. A cost advantage is present 
if a firm can provide, at a lower cost, the same benefits as its competition, but if the benefits surpass those of 
the competing products, it will be viewed as a differentiation advantage. Cost advantage and differentiation 
advantage can be achieved through operational effectiveness. Performing activities such as total quality, 
just-in-time, benchmarking, business process reengineering, and outsourcing better than your rivals are 
examples of operational effectiveness. A company achieves a sustainable competitive advantage when an 
attractive number of buyers have a lasting preference for the company’s products or services compared to 
those offered by the competition. The bigger and more sustainable the competitive advantage, the better 
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the company’s prospects for winning in the marketplace and earning superior long-term profits relative 
to its competition. Sustainable competitive advantage cannot be achieved only through operational effec-
tiveness; a firm must perform different activities from rivals or perform similar activities in different ways. 
Consider Wal-Mart, Southwest Airlines, and IKEA; each has developed unique, internally consistent, and 
difficult-to-imitate activities that have provided each with a sustained competitive advantage. A company 
with a good strategy is clear on its direction and avoids copying what rivals do. Imitating your rivals 
eventually leads to mutually destructive price competition and suboptimal firm performance.

STRATEGIC MANAGEMENT
Before we begin to look at the strategic management process, let’s define what we mean by strategic man-
agement. Strategic management, as defined by Ansoff, is “a process for managing a firm’s relationship 
with its environment and consists of strategic planning, capability planning, and management of change.” 

Strategic management is focused on four managerial actions:

Analysis—the managerial process of evaluating the firm’s current competitive position, goal, 
vision, mission, and strategic objectives;
Decisions—involving the formulation, planning, and developing of the appropriate strategies;
Actions—firms must take the necessary action to implement those strategies; as well as 
Evaluate—or modify the strategies as needed in an effort to create a competitive advantage. 

Hence, we define strategic management as “the systematic analysis, decisions, actions, and evalua-
tions an organization undertakes in order to create and sustain a competitive advantage.” 

Strategic management combines:

Strategic Planning—the continuous and systematic process whereby managers make deci-
sions about the intended future outcomes, how outcomes are to be accomplished, and how 
success is measured and evaluated.

Figure 1.1 Intended and Emergent Strategy

Deliberatestrategy

Intended strategy

Realized strategy

Emergent
strategies

Non-realized
strategies
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Capabilities Planning—assuring that the components of general management are mutually 
consistent and supportive of the chosen strategy. This includes culture/mentality, information, 
structure, systems, and the personality and qualification of the general managers.
Change Management—the process, tools, and techniques to manage the people side of busi-
ness change to achieve the required business outcome and to realize that business change 
effectively within the social infrastructure of the workplace.

Strategic management uses strategic diagnosis to analyze the environmental turbulence level (deter-
mined by the combined measure of the changeability and predictability of the firm’s environment) and 
compares the present profile to the future goals and objectives to determine what gaps exist in the firm’s 
strategic aggressiveness and capabilities.

Strategic management includes in its decision-making those individuals, groups, and organizations 
that have a “stake” in the success of the organization (and hence are called stakeholders), including the 
owners, employees, customers, suppliers, and the community at large. Strategic management requires 
management to view both near-term profit making and long-term strategic development. This view 
is referred to by Peter Senge as the “creative tension,” as managers must maintain both a vision for the 
future of the organization (such as product development) and a focus on the firm’s present operating 
needs, current finances, and resource requirements. Managers who focus on only short-term profit 
making will damage the future competitive position of the firm. Equally, managers who focus on only 
long-term strategic development will find it difficult to survive in the current competitive climate. 

It must be stated that strategic management and its process is not a singular-event panacea; it is 
an ongoing managerial process that focuses on all areas of the firm, such as HR, production, R&D, 
marketing, and finance.

Strategic management has four characteristics: as mentioned, it does not focus on one specific unit of 
the firm; thus, it is interdisciplinary. The second characteristic of strategic management is that it is exter-
nally focused, considering the effects that the external environment has on the strategic position of the 
firm. Ansoffian strategic management utilizes environmental scanning to scan for those external threats 
and opportunities to see how they may impact—good or bad—the strategic decisions. The third charac-
teristic of strategic management is that it is also internally focused: managers must have an awareness of 
the firm’s functional and managerial capabilities as well as it resources. Knowing what it has or doesn’t 
have will be necessary in determining the appropriate strategic aggressiveness. The final characteristic of 
strategic management is its view of the future organization: What will the future of the industry look like? 
How will technology play a role in the industry? Will these changes necessitate a change in our products 
or markets to survive? 

As one can see, the strategic management process involves a critical analysis of the firm’s interrelated 
activities as well as the causal effects of both current and future external environmental factors. From 
this point, we can now move to the strategic management process. 

THE STRATEGIC MANAGEMENT PROCESS
“Vision without execution is another word for hallucination” (Mark Hurd, CEO, Hewlett-Packard).

The strategic management process consists of five interrelated stages: developing a strategic vision 
and crafting the mission statement; setting strategic goals and objectives and conducting meaningful 
environmental scanning; strategic formulation; strategic implementation; and monitoring, evaluation, 
and control (Figure 1.2). 
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THE STRATEGY FORMULATION STAGE

The analysis tools presented in strategy formulation can be applied to organizations of any size and 
structure to assist strategists in evaluating and selecting appropriate strategies. But it is essential to 
gather objective information and analysis in order to avoid obscuring the objectivity of the decision. 
External influences such as politics and personal influences such as biases, personalities, or emotions 
often disorient objectiveness within the strategy.

The strategy formulation stage has nine techniques (Figure 1.3) that are divided into three stages:

Stage 1: The Input Stage—The input stage gathers information on the external and internal 
factors and completes an analysis that determines the firm’s competitive position. The infor-
mation derived from these three matrices provides the basic input information for Stage 2 
(Matching) and Stage 3 (Decision) Matrices. 

Stage 2: The Matching Stage—The matching stage utilizes the SWOT Matrix, the SPACE 
Matrix, the BCG Matrix, the IE Matrix, and the Grand Strategy Matrix to match external and 
internal critical success factors to create alternative strategies. The results from Stage 1 are 
used to match the external opportunities and threats with internal strengths and weaknesses 
in order to identify the strategy best suited for the organization. The five techniques are not 
limited to one specific order of use but can be used in any sequence.

Figure 1.2 The Strategic Management Process

Establish Vision
and Mission

Goals & Objectives
Settings

Strategic
Formulation

Strategic
Implementation

Evaluate, Monitor
and Adjust

1. Vision Statement

2. Mission Statement

3. Goal Setting

4. Corporate Objectives

5. Environmental Scan

6. Internal Analysis

7. External Analysis

8. Performance Matrices

9. Change Management

10. Corporate Culture

11. Corporate Governance

12. Social Responsibility
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Stage 3: The Decision Stage—The decision stage utilizes the Quantitative Strategic Planning 
Matrix (QSPM). This single matrix’s goal is to select specific strategies based on objective bi-
ases and identify the attractiveness of each feasible alternative strategy. The QSPM will analyze 
the alternative strategies from Stage 2 with the input information derived from Stage 1 to 
determine the results.

MANAGEMENT VISION
Management vision, alternatively called strategic vision or management creed, is the image that a 
business must have of its aims and goals before it sets out to reach them; it describes the shape of the 
firm that the influential managers of the firm propose to develop.

A vision statement defines what your business will do and why it will exist tomorrow; it is massively 
inspiring, overarching, and long-term. A vision statement takes into account the current status of the 
organization and serves to point the direction of where the organization wishes to go.

In some firms, the charismatic leader of the firm enunciates the vision. Jack Welch of GE announced 
that he wanted General Electric to be a company that is technology-based and doing business in the 
growth areas of the economy.

In other firms, such as the Johnson and Johnson Corp. (which calls its vision the firm’s creed), many 
levels of management are involved in periodic discussions of the vision. These discussions revise the vi-
sion to reflect changing aspirations of the influential stakeholders of the firm and the changing realities 
of the firm’s external environment.

Finally, Apple Computer’s strategic vision is described internally as its “purpose” statement—as such, 
its guiding philosophy: “to make a contribution to the world by making tools for the mind that advance 
humankind.”

The first stage of the strategic management process analyzes the firm’s intra-industry competitive 
position relative to both the present and the future. It is important at this stage for the firm to have 
a clearly articulated strategic vision. A vision is not where you are now; it’s where you want to be in 
the future. (If you reach or attain a vision, and it’s no longer in the future, but in the present, is it still 
a vision?)

Figure 1.3 The Strategy-Formulation Stages

Stage 1 – The Input Stage
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A strategic vision of the firm outlines what the 
organization wants to be and is built upon four 
elements. First, it describes the future course of the 
company to its stakeholders; it is the “where we are 
going” statement from management based on the 
organization’s core values and beliefs. Second, the 
vision should describe a purpose for the firm. Every 
firm, whether large or small, for-profit or not-for-
profit, exists for a reason, a purpose. The strategic 
vision should explain what it is doing to achieve its 
purpose. The third element should include a brief 
statement on what the firm does to achieve its stated 
purpose. The fourth element includes a statement 
of broad goals for the firm; Henry Ford’s vision was 
to “have a car in every garage.” The strategic vision 
is important, as it helps to focus organizational 
members’ energies toward a common goal. 

The defining characteristics of the vision state-
ment are what it says about the company’s future 
strategic direction, where they are headed, and 
what the future products, markets, customers, and 
technology focus will be. 

The following are examples of companies that 
have summed up their vision in a short statement.

Although vision statements cannot accurately 
measure performance, they do provide a fun-
damental statement of an organization’s values, 
aspirations, and goals, and they strive to capture 
both the minds and hearts of the employees. 

Vision: a statement of the organi-
zation’s future, what it is, and what 
it is to become …

Nike—
• “To bring innovation and inspiration to 

every athlete in the world”
Levi Strauss & Company—

• “We will clothe the world by marketing 
the most appealing and widely worn 
casual clothing in the world.”

Amazon—
• “Our vision is to be earth’s most customer-

centric company; to build a place where 
people can come to find and discover 
anything they might want to buy online.” 

General Motors—
• “General Motors’s vision is to be the world 

leader in transportation products and 
related services, earning its customers’ 
enthusiasm through continuous improve-
ment driven by the integrity, teamwork 
and innovation of GM people.”

British Airways—
• “To be the world’s favorite airline.”

Vision

Mission

Strategic
Objectives

Departmental Objectives
and Goals

General

Speci�c

Long Time
Horizon

Short Time
Horizon

Figure 1.4 The Hierarchy of Goals
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MISSION STATEMENT
A mission statement is an organization’s vision translated into written form and is designed to provide a 
sense of direction to guide the actions and decision-making for all levels of management in the organi-
zation in its present business purpose. 

It solidifies a leader’s view of the direction and purpose of the organization. It is an enduring state-
ment of purpose and acts as an invisible hand that defines the overall goals and serves as a vital element 
for motivating the people within the organization. A mission statement explains the organization’s 
reason for being—its raison d’être—and answers the question “What business are we in?”

A mission statement should:

• Define what the company is
• Define what the company does
• Define who are the company’s customers
• Define the limitations (what it is not)
• Be broad enough to allow for creative growth

Non-Profit Finance Fund—
• “NFF’s mission is to serve as a development finance institution for nonprofit organiza-

tions, working to fill their overall need for capital through financing and advisory 
services. NFF supports its nonprofit clients’ multifaceted contributions to communi-
ties, advances community and economic development goals, and works to fill the 
overall need for capitalization of organizations in this sector.”

Google—
• “To organize the world’s information and make it universally accessible and useful.”

Apple—
• “Apple is committed to bringing the best personal computing experience to students, educators, creative professionals, 

and consumers around the world through its innovative hardware, software, and Internet offerings.”

McDonald’s Restaurants—
• “To offer the fast-food customer food prepared in the same high-quality manner worldwide, tasty and reasonably 

priced, delivered in a consistent, low-key décor and friendly atmosphere.”

Wal-Mart—
• “To offer all of the fine customers in our territories all of their household needs in a manner in which they continue 

to think of us fondly.”

American Motorcycle Association—
• “To protect and promote the interests of motorcyclists while serving the needs of its members.”

General Electric—
• “We will become number one or number two in every market we serve and revolutionize this company to have the 

speed and agility of a small enterprise.”
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• Define what distinguishes the company from others
• Define the framework to evaluate current activities
• Be defined clearly for all to understand, in a limited number of statements

Mission statements can be lengthy and broad reaching or short and to the point. Here are some 
examples:

• Patagonia—‘Build the best product, cause no unnecessary harm, use business to inspire and imple-
ment solutions to the environmental crisis.’

• American Express—‘At American Express we have a mission to be the world’s most respected service 
brand. To do this, we have established a culture that supports our team members, so they can provide 
exceptional service to our customers.’

• Warby Parker—‘We believe that buying glasses should be easy and fun. It should leave you happy and 
good-looking, with money in your pocket.’

• Honest Tea—‘Honest Tea seeks to create and promote great-tasting, healthier, organic beverages. We 
strive to grow our business with the same honesty and integrity we use to craft our products, with 
sustainability and great taste for all.’

The difference between the vision statement and the mission statement is quite straightforward 
(Figure 1.5). The vision statement describes the company’s future business (“where we are going”), while 
the mission statement describes the company’s present business and purpose (“who we are, what we do, 
and why we are here”).

The values of a company are those operating philosophies or principles that guide the management 
and employees on how they should conduct business as well as what type of relationship the firm should 
have with its customers, partners, and shareholders. There is a close relationship between the firm’s core 
values and its mission statement, as core values are usually summarized within the mission statement 
and are often seen as the foundation of a company’s organizational culture. An organizational culture 
is the set of values, norms, and standards that control how employees work to achieve an organization’s 
mission and goals. 

Figure 1.5 Comparison of Vision and Mission

• A strategic vision concern’s a firm’s 
future business path—“where we are 
going”
 – Markets to be pursued
 – Future technology-product-

customer focus
 – Kind of company management is  

trying to create
 – It should be a bit beyond the  

company’s reach

• The mission statement of most 
companies focuses on current business 
activities—“who are we and what we 
do”
 – Current product and service 

offerings
 – Customer needs being served
 – Technological and business 

capabilities
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Organizational culture develops over time and is based on shared attitudes, beliefs, customs, and 
both written and unwritten rules on how the organization is to conduct its business and treat its employ-
ees, customers, and the community in which it serves. Organizational culture affects productivity and 
performance and is commonly seen as an important source of the organization’s competitive advantage. 

ESTABLISHING GOAL AND SETTING OBJECTIVES
The driving forces of the firm are the goals and objectives: the performance that the firm will seek to 
achieve. Strategy is the means to attainment of the objectives. There is a marked coupling between the 
substrategies and the objectives in which each substrategy is the means by which the corresponding 
objective/goal is attained. 

Corporate vision affects the choice of strategy; the firm’s strategy chooses the environment; the 
environment determines the attainable objectives and goals; and the goals affect the strategy, subject to 
the resource constraints. 

Goals are broad, general statements of what the organization intends to accomplish. Goals describe 
broad outcomes and concepts expressed in general terms (e.g., profitability, customer service, efficiency, 
growth, etc.). Goals should provide a framework for determining the more specific objectives of a 
strategy and should be consistent with the mission of the organization. A single goal may have many 
specific objectives. 

An objective is a precise and measurable desired future state that the company attempts to realize. 
Hence, the purpose of a well-stated objective is to specify what action must be accomplished if the firm 
is to attain its mission or vision. A well-stated objective has five characteristics:

1. The objective is precise and measurable. There must be one indicator that measures progress against 
completing the objective. Lord Thomas Kelvin, British mathematical physicist, once said, “If you 
can’t measure it, you cannot improve it.” Measurable goals give managers standards by which they 
can judge performance.

2. Well-stated objectives should be specific, address only the issues that are crucial and critical to the 
performance of the firm, and provide a clear message as to what needs to be accomplished.

3. Objectives should be realistic and achievable, presenting a challenge to employees and focusing on 
ways to improve the operational performance of the organization.

4. A well-stated objective must specify a time period in which it should be achieved. Time periods 
tell the employees that by a given date the objective must be attained and, as such, create a sense of 
urgency in goal attainment. 

5. Objectives must be appropriate and consistent with the organization’s vision and mission. 

In Figure 1.6, the differences between goals and objectives are illuminated.

Goals are Broad Objectives are Narrow

Goals are General Intentions Objectives are Precise

Goals are Intangible Objectives are Tangible

Goals are Abstract Objectives are Concrete

Goals can’t be Validated as is Objectives can be Validated

Figure 1.6 Comparison of Goals and Objectives
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In 1995, Coca-Cola asked the following question in their annual report:

“What is our most underdeveloped market?”
Several answers to this question surfaced, such as “sports drinks” or a specific demographic sector 
currently not being served. As correct as those responses were, however, they were, in Coca-Cola’s 
vision, limited. Coca-Cola’s answer to the question posed was “The Human Body”; to expand 
on this response, management stated, “People can do without most things for an entire day. 
However, every day, every one of the 5.7 billion people on this planet must consume roughly 64 
ounces of fluid to live. We currently account for less than 2 of those ounces.”

Once the mission is formulated, the next step is to translate the mission into criteria that management 
can use for guiding the firm’s performance. The results of this translation are the goals and objectives 
of the firm. 

While specific goals and objectives will differ among firms, they come from a common master list. In 
general, however, business objectives fall into four distinct categories:

1. Performance Objectives—are attained through activities that assure the desired trends of growth 
and profitability.

2. Risk Objectives—are attained through activities that assure strategic invulnerability of the firm’s 
growth and profitability, on the one hand, balanced against the firm’s participation in areas of major 
opportunities.

3. Synergy Objectives—are attained through activities that assure sharing of capabilities among the 
strategic business units (SBUs) of the firm.

4. Social Objectives—these objectives include philanthropic activities that are outside the profit-
making behavior and typically absorb a part of the profit made by the firm.

Each objective is further discussed in detail.
Performance Objectives—It is common practice when drafting business forms to use two perfor-

mance objectives:

1. The growth (strategic) objective—The goal for the growth objective is typically expressed as the 
future annual percentage growth rate of sales and is the best and most reliable indicator of the firm’s 
future success; achieving those objectives that provide a higher probability of financial success is 
considered the strategic objective. 

• Strategic objectives are leading indicators and are focused on the firm’s competitive stance and 
market position within the industry. Examples of strategic objectives include gaining x percent 
market share, acquiring x number of new customers, increased sales from new products by x 
percent, reduction of product development time by x months, etc. Thus, it is fair to presume 
that, with those firms that are achieving their strategic objectives, a reasonable expectation of 
future financial performance will occur. Conversely, if a company fails to achieve its strategic 
objectives, then its ability to achieve its financial objectives, such as profitability, is highly  
unlikely.

2. The profitability (financial) objective—A commonly used goal, particularly in single-industry 
firms. The goal is expressed in terms of the ratio of net profit to the equity investment as a profit-
ability goal.
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Financial objectives are those that relate to the financial performance of the firm, such as profit-
ability, revenue growth, ROI, internal cash flow, dividend increase, and credit rating, to name but a few. 
Financial objectives are referred to as lagging indicators, as they reflect the results of past decisions and 
organizational activities. Managers, who rely solely on lagging indicators as the foundation of strategic 
formulation and use extrapolation of those results for future strategies, provide the firm with an incom-
plete and ill-positioned strategic plan. History is witness to firms that may have performed well in the 
marketplace and since have fallen on hard times.

• The primary goal of strategy is firm-value maximization to its shareholders. The two main drivers 
of firm valuation are return on invested capital (ROIC) and the growth rate of profits, g.

• ROIC is defined as net operating profits less adjusted taxes (NOPLAT) over the invested capital of 
the firm (IC). Example: NOPLAT for a firm is calculated as Operating Income × (1 − Tax Rate). 
Hence, a firm with $250,000 in operating income and a tax rate of 30% would have NOPLAT of 
$175,000. The growth rate of profits, g, is defined as the percentage increase in net operating profits 
(NOPLAT) over a given time period, t. 

Two basic conditions determine a firm’s profits: the amount of value that customers perceive that good 
or service is worth and the firm’s costs. The more perceived value that customers place on the firm’s prod-
ucts, the higher the price the firm can charge for that product, up to a limit. When pricing, the firm must 
consider consumer surplus; this is the price that is typically less than the perceived value placed on that 
good or service by the consumer. The consumer captures some of that value because the firm is competing 
with other firms for the customer’s business, so the firm must charge a lower price than it could if it were a 
monopoly supplier. Additionally, due to each market’s demographic uniqueness, it is virtually impossible 
to microsegment the market so that the firm can charge each customer a price that reflects that particular 
customer’s perceived value of the product; this is referred to as the customer’s reservation price. 

Value creation is measured by the difference of the value of a product to the consumer (V) minus the cost 
of production per unit (C) as represented by the formula (V − C). A firm creates value by converting inputs 
that cost C into a product on which consumers place a perceived value V. Firms have two options available to 
them to increase the perceived value: either lower the production costs (C decreases) or increase the product 
attractiveness through design, functionality, features, quality, etc., thus placing a greater perceived value on 
the product (V increases), resulting in the consumer’s willingness to pay a higher price (P increases). 

The concept of value creations is illustrated in Figure 1.7.

Figure 1.7 Value Creation

V = Value of Product to Consumer
P = Price per unit
C = Cost of production per unit

V – P = Consumer surplus per unit
P – C = Profit per unit sold
V – C = Value created per unit

V – C

V P C

V – P

P – C

C
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Risk Objectives—Performance objectives are sufficient in environments in which turbulence is low 
and unpredictable events are infrequent. In turbulent and discontinuous environments, two risk objec-
tives must be given serious consideration.

1. The first objective is the strategic invulnerability objective that seeks to limit the damage to the 
firm’s performance that may be caused by a strategic threat. It may be described as insurance against 
strategic surprises. Examples of strategic threats are:

• Invasion of one or more of the firm’s markets by new technologies
• Invasion of the firm’s market by new competitors
• Economic collapse of one or more regions in which the firm does business (e.g., new home con-

struction, 2008)
• A political revolution that brings to power a government hostile to a market economy
• Nationalization of the firm’s assets in one or more countries in which it does business (e.g., petro-

leum industry in Venezuela)
• Protectionist measures that limit the firm’s access to one or more of its major markets 

The goal of the strategic invulnerability objective can be specified as the maximum percentage of 
profits that the firm will seek from any of its strategic business areas that are vulnerable to catastrophic 
surprises.

2. The second risk that must be given consideration is the strategic opportunity objective. All prudent 
firms whose future is expected to be turbulent and discontinuous must pursue the invulnerability 
objective. Another risk objective is needed in firms whose management is entrepreneurial and seeks 
to position the firm in SBAs with potentially attractive strategic opportunities. Whereas the invul-
nerability objective seeks strategic insurance from threats, the opportunity objective places strategic 
bets on opportunities. Examples of strategic opportunities are:

• Birth of a new industry spawned by a new technology
• Major demographic shifts that create new markets
• An economic growth takeoff in a developing country
• Deregulation of an industry
• Denationalization of an industry
• A shift of power to a pro-business government
• Emergence of a national industrial strategy

The goal for the strategic opportunity objective can be as specified as the probable percentage of 
profits that will be contributed by the firm’s investments in future opportunity SBAs.

Synergy Objectives—Synergy objectives call for optimizing commonalities and sharing of resources 
and capabilities among the firm’s SBUs. There are three possible synergy objectives: 

1. The first is the management synergy objective that seeks to optimize the similarities between the 
capabilities of the corporate management and the managements of the respective SBUs. Examples 
of such similarities are skills in managing the following:

• In highly turbulent environments
• High-technology businesses
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• Market-driven businesses
• Aggressive strategic risk-taking businesses
• Mature businesses

The goal of management synergy can be stated as the average degree of capability overlap between 
the corporate management capability and the SBU general management capabilities.

2. The second synergy objective is a functional synergy objective that seeks to maximize the common 
threads among functional capabilities in different parts of the firm. Examples of functional syner-
gies are:

• Technological know-how
• Product-development skills
• Production facilities
• Purchasing know-how

3. A third synergy objective is strategy synergy that seeks to maximize commonalities among the 
competitive strategies of the respective SBAs of the firm.

Social Objectives—Finally, firms that choose to serve constituencies whose needs cannot be satisfied 
entirely through economic performance would enunciate their social objectives. These fall into two 
categories:

1. An employee well-being objective that seeks to serve the needs and aspirations of the employees of 
the firm. Examples are:

• Guarantee of job security
• Providing opportunities for advancement
• Assuring satisfying and self-fulfilling work
• Respect for the individual

As the list suggests, the goals of the employee well-being objectives need to be formulated in different 
terms, depending on the dimension of the well-being that the firm seeks to enhance.

2. Societal objectives that seek to respond to the needs of society, such as education or preservation 
of the environment. These objectives are not necessarily enhanced by the growth and profit-seeking 
activities of the firm.

The goal of the societal objective may be expressed as the percentage of the firm’s operating profits 
that will be used to pursue the various societal objectives. 

All of the goals and objectives discussed are summarized in the following table of objectives/goals 
that are observed in business practice. In each firm, its mission determines the objectives. The goals 
established for particular objectives depend on two factors: the preferences of the stakeholders of the 
firm and the performance opportunities offered by the firm’s markets. 
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SUMMARY OF CHAPTER
A strategy is management’s action plan for running the business by positioning the firm in such a way 
that it sells more products or services than the competition in order to improve the company’s financial 
and market performance.

The strategic management process consists of five components: defining the mission and vision; 
determining the major goals and objectives of the firm and conducting meaningful environmental 
scanning; formulating the strategy that aligns an organization’s strengths and weaknesses with external 
environmental opportunities and threats; implementing the strategy, adopting controls and appropriate 
organizational structure to support the chosen strategy; monitoring and adjusting.

A vision statement defines what your business will do and why it will exist tomorrow. It is massively 
inspiring, overarching, and long-term.

A mission statement explains the organization’s reason for being—its raison d’être—and answers the 
question “What business are we in?”

Goals are broad, general statements of what the organization intends to accomplish, whereas objec-
tives are precise and measurable desired future states that the company attempts to realize. Objectives 
fall into four distinct categories: performance objectives, risk objectives, synergy objectives, and social 
objectives.

DISCUSSION QUESTIONS
1. How is “strategic management” defined in the text?
2. Briefly discuss the key activities in the strategic management process. Why is it important to recog-

nize the interdependent nature of these activities?
3. How are goals different from objectives?
4. List the five characteristics of a well-stated objective. 
5. What is the difference between the vision statement and the mission statement of the firm?
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