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TOWARDS AN INTEGRATED STRATEGY
DEVELOPMENT FRAMEWORK

A New Synthesis Based on the
Giants of the Past

Dr. Staffan Canback, Tellusant, Inc.”

There are numerous definitions of strategy for corporate planning purposes. Most
are poorly thought through and of little value. The goal of this paper is to to take
the most important contributions to strategy science since the late 1950s and
integrate them into coherent perspective.

The following chapters discuss:
e Strategy definitions and history
e A new strategy development framework based on exisiting authoriites

e A new strategy development process incorporating key learnings from
industrial psychology and strategic planning

The “strategy cube” below will gradually be filled in as the strategy concepts are
explored.

.

1. STRATEGY DEFINITIONS

The starting point is a review of what strategy is and how it has evolved since the
late 1950s. Any new framework must take at least some of the various historical
strategy concepts into account to be credible.
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Strategy Versus Operations and Tactics

What is strategy? Having a correct definition is crucial to any strategist. The U.S.
Marine Corps' definition in manual #1, 'Warfighting' is instructive.'

The Marine Corps definition is therefore adapted to a corporate setting. Corpo-
rate activities thus take place at three interrelated levels:

...coordinates and focuses all

company assets to reach a set of
STRATEGY objectives. It assigns resources and

sets boundaries over the long run

...link strategy with tactics and

OPERATIONS answer the whe_n ,'where’, and wh_at
questions over time and across units
in the medium term

...deal with the here and now in a

creative manner while building on
TACTICS repetitive methods and procedures.

They result in short term action

STRATEGY

Scope TACTICS

Time
horizon

OPERATIONS

Source: US Marine Corps: ‘Warfighting'; Tellusant synthesis

e Strategy has the longest time horizon and the broadest scope. It covers all
functions and geographies for the business unit or company at hand.

e Operations bridge the strategy into tactics. Operations are conducted in
campaigns (for example, brand renovation or entering a new market).

e Tactics are the practical implementation of the operational campaigns.



Sometimes strategy and operations are part of the same plan. This is called a stra-
tegic plan, 3-year plan, or similar. It has both strategic and operational elements.

Differences Between Planning Processes

Many executives are unclear about the differences between strategy (develop-
ment), strategic planning, and financial budgeting. The graph below shows these
differences.

* Ad hoc when need arises at corporate or divisional levels
* High level thinking

* Porter’s 5 forces or similar

* 5-10 years horizon

* Usually with external advisors

* No automation

STRATEGY

* Annual cycle at country / BU level
* Fairly detailed templates

* KPIs and financials important

* 3-5 years horizon

* Usually by company executives

* Little automation

STRATEGIC PLANNING

* Annual cycle covering all organizational units

« Strict templates with data pull from financial systems
* Detailed revenue, cost, and capex commitments

FINANCIAL BUDGETING * Well established process since decades back

* Usually by company executives

« Significant automation

A few observations:

e Strategy development and strategic planning are often seen as the same
thing. They are not. Strategy development is a truly intellectual exercise
performed on an ad hoc basis. It seeks high level answers for where the
company should be heading.

e Strategic planning is somewhere between strategy development and
budgeting. It is programmatic (annual, templates) and defines what line
managers should achieve over the next few years.

e Strategic plans are not extended financial budgets. They focus on the op-
erating realities that in turn feed into budgets.



Strategy Evolution
How has the definition of strategy evolved over the years?

There are four strands of thinking, depicted in the graph below, that today form
the core of strategy thinking.

Any credible strategy framework must incorporate most elements from the four
frameworks. The next chapter reconciles them, starting with an overview of each.
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2. TOWARDS A NEW STRATEGY DEVELOPMENT
SYNTHESIS

In contrast to the classical static frameworks, the new framework presented here
is dynamic. Important trends are switched in and out over time. This is then over-
laid on the synthesis of the classical frameworks. In a way, the framework makes
itself obsolete occasionally and is then refreshed.

This is arguably a revolutionary idea: a dynamic, ever-changing framework of its
time. Apart from being practical, it is also interesting since humans like novelty.
This approach will always feel fresh. Thus, the framework is divided into two
components:

1. A static component called EMIO that is anchored in the micro-economic
frameworks discussed below.

2. A dynamic, trends-based, component that captures the issues of the day.

This is discussed in the rest of the chapter.

Overview of Classical Strategy Frameworks

Strategy frameworks were first introduced in the late 1950s and have been en-
hanced and expanded on till this day. The new framework incorporates the most
important contributions into a coherent whole.

Structure—Conduct—Performance (SCP)

Strategy as a distinct discipline arguably started with Prof. Joseph Bain® book
Industrial Organization.* In it he described the SCP paradigm. Even today, it is
the dominant strategic framework in academia, and thousands of firms have ap-
plied it over the years.

The graph below shows the elements of SCP.

™ No relation to Bain & Company



JOSEPH BAIN'S STRUCTURE CONDUCT PERFORMANCE
With John Stuckey (McKinsey) dynamic additions

STRUCTURE CONDUCT l PERFORMANCE

Regulations « Seller « Seller « Profitability
Commodity concentration concentration « Production
prices » Product » Product scale
Credit differentiation differentiation efficiencies
availability * Barriers to + Barriers to * Innovation and
Exchange entry entry research
rates * Buyer » Buyer efficiency
Inflation and concentration concentration « Social
cost of capital < Barriers to exit » Barriers to exit dimensions

/ sunk costs / sunk costs

» Market » Market
demand demand
growth growth

McKinsey & Co updated the framework in the 1980s with a dynamic compo-
nent.? Industries tend to experience shocks such as a recession, inflation, technol-
ogy shifts, and more. Such shocks lead to changes in market structures, impact-
ing player conduct in those markets, and resulting in altered performance levels.

Strategies are revised to adjust to these new conditions, leading to continuous re-
newal for those that are quick to recognize changes.

Five Forces and Value Chain

Porter's Five Forces framework* is a direct outgrowth from SCP. Its main value
added is that it explains the concepts of SCP in a more accessible way. Like SCP,
it is mainly concerned with the external world although the application of the
framework also touches on what companies could do strategically. An example is
the pursuit of scale versus the pursuit of differentiation, and how hard it is to do
both.



MICHAEL PORTER'’S FIVE FORCES / VALUE CHAIN

Bargaining
power of
suppliers Infrastructure

Human resources

R&D
Procurement

Threat of Industry Threat of

new entrants rivalry substitutes

Bargaining
power of
buyers

Inbound
logistics
Operations

Route to
market
Sales &

marketing

The Value Chain concept’ takes an internal view of strategy. Where in the ele-
ments of the value chain and their combination lie a company's competitive ad-
vantage? This perspective transcends SCP.

The Five Forces together with the Value Chain create a somewhat complete stra-
tegic framework. But not fully. This is where the resource-based view adds to
strategic thinking.

Resource-based View (RBV)

Prof. Wernerfelt took a radically different view of what makes companies dis-
tinct. His RBV framework® focuses on the resources a company can marshal ra-
ther than what the external environment looks like.

BIRGER WERNERFELT'S RESOURCE-BASED VIEW

Companies

Tangible build on resources BRIENT[]6][E

Hetero-

geneous that must be

VRIO
resources

Competitive advantage



The underlying thesis is that companies succeed when they focus on what they
do best, rather than trying to adapt to the environment in a reactive fashion.

Key to the framework are resources that are valuable, rare, inimitable, and orga-
nized (VRIO).” Such resources can be tangible like a warehouse in an optimal lo-
cation where no competitor can find space, or intangible such as industry leader-
ship through intellectual prowess.

It is important that the resources are heterogeneous (such that the mix of re-
sources cannot be replicated), and they are not easily moved to other companies
(e.g., patents).

Prof. Prahalad and Hamel further enhanced RBV and made it more accessible to
a broader audience with the Core Competence framework.®

Cascade of Choices

Martin developed the Cascade of Choices framework® while at the strategy con-
sulting firm Monitor Company and refined it when Dean of the Rothman School
of Management.

Most executives are familiar with the where fo play and how to win paradigm but
may not know the origin of it.

ROGER MARTIN'S CASCADE OF CHOICES

Winning [

aspiration
\
play
- Howto R
A win

Required \4

Bl capabilities

Required

|G processes

Cascade of Choices is as much about process as it is about substance. It is a pro-
cess through which executives in several steps move from aspiration to what is
required to succeed.



EMIO Framework

Based on the classical frameworks a new synthesis is created: the Environment—
Market—Initiatives—Outcomes (EMIO) framework shown in the graph below.

EMIO INTEGRATED STRATEGY DEVLOPMENT FRAMEWORK

ENVIRONMENT MARKET INITIATIVES OUTCOMES

Socioeconomic conditions

« Economic growth

» Demographic trends

« Socioeconomic class
composition

« Urbanization

Government policies

+ Fiscal / monetary policy
*+ Taxes & subsidies

» Regulations

* Investment incentives

» Trade rules

* Antitrust policy

« Corruption

Infrastructure

* Information &
communications
technology (ICT)

+ Transport and logistics

* Education

Risk
« Economic

« Political
* Technological

Market demand

+ Category dynamics

» Growth drivers

« Substitutes

* Price & income
elasticity

Industry supply

+ Level of competition

* Product differentiation
« Brand power

« Barriers to entry

« Efficiency

+ Capacity utilization

Value chain economics

» Economies of scale /
scope

+ Supplier economics

« Marketing
effectiveness

+ Distribution economics

Company position

« Competitive advantage
» Resource base

« Societal standing

Strategic priorities
» Market breadth

» Geographic reach
« Vertical depth

Commercial activities

* Product portfolio

* Pricing

* Marketing spending

* Route-to-market /
channels

» New product
development /
innovation

Supply chain activities
* Production processes
* Procurement
* R&D priorities

Finance

 Funding gaps

« Capital spending
priorities

Resources

* Resource acquisition
« Competence building

Market performance

 Market growth

* Price trends

« Share relative to
substitutes

« Industry value & profit
pools

Player performance

* Productivity

« Organizational
effectiveness

» Growth

+ Relative market shares

- Profitability

« Cost of capital

« Share of profit pool

Behind each topic is a method for quantitatively or qualitatively analyzing it. It:

Explicitly covers the external environment and the resource side.

Spells out the required initiatives so that implementation plans (opera-

tions and tactics) can be built.

Highlights the outcomes in a multi-faceted way including and beyond fi-

nancial results.



The graph below shows how the elements of the four classical frameworks are
incorporated in EMIO. As intended, the classical frameworks are exhaustively

covered in EMIO.
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With this, the first part of the cube is populated:

STRATEGY DEVELOPMENT CUBE—EMIO PART

n
- MARKET -
-
oy

ENVIRONMENT

INITIATIVES

OUTCOMES

Emerging Trends

Turning to emerging trends—the themes of the day, so to speak. These are of im-
portance because companies do not operate in a micro-economic vacuum. There
are always major shifts in what topics should be considered. Some of them are
short-term and do not belong in a strategy. Others are medium- or long-term and
must be considered in a strategic plan.

This explicit focus on trends is new to strategy frameworks.

Based on discussions with executives and experts, these are current trends that
impact strategic planning. The list will differ by industry and geography, but this
list of seven trends serves as a starting point.

o Artificial intelligence: This theme is likely to be central over the next
several decades. Every aspect of a business will be affected by Al (and
its sub-field ML).

o Climate & Sustainability: This encompasses environmental (e.g., climate
change, green issues), social (diversity, work practices), and economic
(e.g., business vitality, equality) sustainability. This is theme for many
years to come and climate change is likely the defining theme of the 21*
century.



e Digital: In this context, digital are all the new methods for communi-
cating with customers, suppliers, and society at large. This theme may be
peaking now with perhaps 10 years remaining of innovative develop-
ments.

e Aging societies: According to the UN and others, this will be an im-
portant trend for the rest of the century. Product and service offerings are
likely to be fundamentally reshaped.

e Pandemic: Covid (and perhaps later pandemics) are fundamentally
changing societal patterns. Industries are reshaped (e.g., travel, hospital-
ity, education). Distribution changes. Products and services evolve. For
now, it must be part of any solid strategic plan.

e Analytics: Until Al is more sophisticated, the evolving field of analytics
will touch on most aspects of a business. Analytics are still at their in-
fancy and can be expected to continue evolve and grow for decades.

e E-commerce: The pandemic has supercharged e-commerce. The theme—
a fundamental shift of distribution channels and capabilities—can be ex-
pected to continue apace.

The second part of the cube is now populated, as seen below. The question mark
in the graph can be any relevant temporary theme.

STRATEGY DEVELOPMENT CUBE—TRENDS PART

- Artificial Intelligence

Pandemic

E-commerce (N '/ Aging societies

At the start of a strategy development effort, relevant trends like the seven de-
scribed above should be identified by the executive team.



Complete Framework

At this point the strategy cube is fully populated covering both the static micro-
economic component and the dynamic trends components.

STRATEGY DEVELOPMENT CUBE—COMPLETE

EMIO - Artificial Intelligence
Trends
- - Sustainability
< s S

Pandemic

Digital
ENVIRONMENT
INITIATIVES

Analytics

E-commerce Aging societies

OUTCOMES

The cube is a visual reminder of what a strategic plan should contain. It is easy to
remember and to refer to. As such, it simplifies one aspect of a complex topic.

The next chapter turns to the practicalities of building a robust process for strate-
gic planning. It starts with observations on why strategic planning is difficult.



3. STRATEGIC PLANNING PROCESS

Here, the strategic planning is codified its strategic planning process in a work-
flow. It is derived by reviewing the obstacles to efficient planning and ends with
the workflow.

Strategic Planning Performance

Late in 2020, interviews were conducted with senior executives and a survey was
carried out to see what the views on strategic planning are. The graph below
shows that executives find the strategic plans highly valuable. However, they
hold a negative view on how the process to create such plans work.

STRATEGIC PLANNING CONTENT IS STRATEGIC PLANNING
VALUABLE? PROCESS WORKS WELL?

swongly agree | —
agree
Disagree -

Strongly disagree -

0% 10% 20% 30% 40% 50% 0% 10% 20% 30% 40% 50%

Source: Tellusant surveys and interviews

Executives uniformly found the process inefficient, costly (especially considering
opportunity costs) and old-fashioned. Verbatim quotes from those interviews
make the point.

o “Most of executives’ time is spent on checking the analysts’ numbers ra-
ther than thinking about the issues.”

e “Ican't trust any data we have; it's ever changing. I can't trust anyone to
do a correct analysis. Our planning is a joke!

e “Every year new analysts join the planning process. They usually have
no clue how to analyze our markets.”

e “The current process takes 5 months. It is too slow and labor intense.”
e  “Current tools are Excel, PowerPoint, and email.”

e “Having a platform with standardized and harmonized data would be
great. Today each unit does it in a way that makes it look good. There is
not one version of the truth.”

It is evident that the process can and should be improved.



Higher-Order Cognitive Processes

A key reason why the process is inefficient or even dysfunctional is that strategic
planning is difficult. It belongs to a small group of efforts that can truly be de-
scribed as higher-order cognitive processes.'”

The graph below shows how various processes rank in a cognitive stack. It also
shows when automation efforts approximately started at the different levels.

COGNITIVE STACK Automation

started

Higher / Strategic planning Product development \ 2020
order :
Budgeting Knowledge management
Brand development Incentives design
Inventory management Advertising
Lower
order \ Payroll processing Routine procurement 1965

Higher order Lower order

corporate cognition corporate cognition
» Systematic decision-making « Applying process steps
» Evaluative thinking * Understanding information
» Concept evaluation « Knowledge of vocabulary /
* Brainstorming & creativity definitions
» Cross-function collaboration * Recalling facts and
» Integrative analytics routines

By 2020, the highest-order cognitive processes see little automation and stream-
lining. This is in part why executives have a negative of how strategic plans are
created. The plans are of solid quality and are important, but the effort to create
them is massive given the lack of standards and automation.

Decision-Making Framework

Another important consideration is how decisions are made within organizations.
It is not only a matter of going through a linear process. The graph below shows
the elements that need to be aligned for the process to work.!!



CORPORATE DECISION-MAKING FRAMEWORK

DECISION
ENABLERS

High quality
supporting
materials

Correctly Botional
Real-time f_ramed style
. issues
scenario
capability

DECISION DECISION CORPORATE
CONTEXT MAKING PERFORMANCE

Timeliness

Right people
Efficient Intuitive
processes style

Collaborative
environment

Source: Adapted from Abubakar et al (2017); Tellusant synthesis

Note that the rational style can take a company only so far. Rationality can be
replicated, or in the terms of the RBV framework (discussed in the previous
chapter), it is neither heterogeneous nor immobile. The intuitive style is what
truly is unique to a company.

A well-functioning strategic planning process frees up to capacity to be intuitive
and creative. By having a streamlined process of a) decision enablers, and b) de-
cision context, decision making is allowed to find the right balance between ra-
tional and intuitive styles.

Strategic Planning Workflow

With this considered, a strategic planning workflow is suggested to facilitate the
process. It runs over 2-3 months instead of the usual 3-5 months (depending on
the size and complexity of the company or business unit). It is predicated on us-
ing cloud-based tools rather than the old-fashioned Excel-PowerPoint-Email
method.
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Above is an example of the process (here a two-month effort). Words are inten-
tionally greyed out.

The process captures all aspects of the strategy cube with the possibility to delete
or add to it. It also captures the elements of the decision-making framework
above by considering the decision enablers, the decision context, and the deci-
sion-making styles.

This introductory paper cannot cover all aspects of the workflow. It is provided
as guidance for the people involved in the strategic planning effort to show that it
possible to make strategic more rationale and efficient.

CONCLUSION

This working paper is aimed at introducing executives to an integrated approach
to strategy development and to demonstrate how the thinking of strategy giants
can be used. It is based on a thorough review of the subject matter and on a deep
knowledge of the academic underpinnings, as well the practical experiences of
the author.
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