
Operational effectiveness versus strategic positioning 





Mapping activity systems 

Activity-system maps, such as this one for lkea, show how a company’s strategic 

position is contained in a set of tailored activities designed to deliver it. In 

companies with a clear strategic position, a number of higher-order strategic 

themes (in dark grey) can be identified and implemented 

through clusters of tightly linked activities (in light grey). 





Vanguard’s activity system 



Activity-system maps can be useful for examining and strengthening 

strategic fit. A set of basic questions should guide the process. First, is each 

activity consistent with the overall positioning—the varieties produced, the needs 

served, and the type of customers accessed? Ask those responsible for each 

activity to identify how other activities within the company improve or detract 

from their performance. Second, are there ways to strengthen how activities and 

groups of activities reinforce one another? Finally, could changes in one activity 

eliminate the need to perform others? 





Southwest Airlines’activity system 





The five forces that shape industry 
competition 





Average return on invested capital in U.S. industries, 1992– 

2006 

Return on invested capital (ROIC) is the appropriate measure of 

profitability for strategy formulation, not to mention for equity investors. 

Return on sales or the growth rate of profits fail to account for the capital 

required to compete in the industry. Here, we utilize earnings before interest 

and taxes divided by average invested capital less excess cash as the 

measure of ROIC. This measure controls for idiosyncratic differences in 

capital structure and tax rates across companies and industries. 



Source: Standard & Poor’s, Compustat, and author’s calculations 



Profitability of selected U.S. 
industries 

Average ROIC, 1992–2006 



Articulating a vision 





The Elements of a Successful Business Model 

EVERYSUCCESSFUL COMPANYALREADY operates according to an effective 

business model. By systematically identifying all of its constituent parts, executives 

can understand how the model fulfills a potent value proposition in a profitable way 

using certain key resources and key processes. With that understanding, they can 

then judge how well the same model could be used to fulfill a radically different 

CVP—and what they’d need to do to construct a new 

one, if need be, to capitalize on that opportunity. 





Hilti Sidesteps Commoditization 

HILTI IS CAPITALIZING ON a game-changing opportunity to increase 

profitability by turning products into a service. Rather than sell tools (at lower and 

lower prices), it’s selling a “just-the-tool-you-need-when-you-need-it, no-repair-

or-storage-hassles” service. Such a radical change in customer value proposition 

required a shift in all parts of its business model. 





Dow Corning Embraces the Low End 

TRADITIONALLYHIGH-MARGIN DOW CORNING found new 

opportunities in low-margin offerings by setting up a separate business unit that 

operates in an entirely different way. By fundamentally differentiating its low-end 

and high-end offerings, the company avoided cannibalizing its traditional business 

even as it found new profits at the low end. 



A snapshot of blue ocean creation 

This table identifies the strategic elements that were common to blue ocean 

creations in three different industries in different eras. It is not intended to be 

comprehensive in coverage or exhaustive in content. We chose to show American 

industries because they represented the largest and least-regulated market during our 

study period. The pattern of blue ocean creations exemplified by these three 

industries is consistent with what we observed in the other industries in our study. 







*Driven by value pioneering does not mean that technologies were not 

involved. Rather, it means that the defining technologies used had largely 

been in existence, whether in that industry or elsewhere. 



Red ocean versus blue ocean strategy 

The imperatives for red ocean and blue ocean strategies are starkly different. 





The simultaneous pursuit of differentiation and low cost 

A blue ocean is created in the region where a company’s actions favorably 

affect both its cost structure and its value proposition to buyers. Cost savings 

are made from eliminating and reducing the factors an industry competes on. 

Buyer value is lifted by raising and creating elements the industry has never 

offered. Over time, costs are reduced further as scale economies kick in, due 

to the high sales volumes that superior value generates. 



What matters most to strategy execution 

When a company fails to execute its strategy, the first thing managers often 

think to do is restructure. But our research shows that the fundamentals of good 

execution start with clarifying decision rights and making sure information flows 

where it needs to go. If you get those right, the correct structure and motivators 

often become obvious. 





The 17 fundamental traits of organizational effectiveness 

From our survey research drawn from more than 26,000 people in 31 

companies, we have distilled the traits that make organizations effective at 

implementing strategy. Here they are, in order of importance. 



Within 18 months, the company was working in the new model. “This was a 

revolution that became a renaissance,” Owens recalls, “a spectacular transformation 

of a kind of sluggish company into one that actually has entrepreneurial zeal. And 

that transition was very quick because it was decisive and it was complete; it was 

thorough; it was universal, worldwide, all at one time.” 



Mapping improvements to the building blocks: some 

sample tactics 

Companies can take a host of steps to improve their ability to execute 

strategy. The 15 here are only some of the possible examples. Every one 

strengthens one or more of the building blocks executives can use to 

improve their strategy-execution capability: clarifying decision rights, 

improving information, establishing the right motivators, and restructuring 

the organization. 







Translation vision and strategy: four perspectives 





Managing strategy: four processes 





How one company built a strategic management system . . . 





. . . around the balanced scorecard 





How one company linked measures from the four 



perspectives 



It’s all in a phrase 

A handful of companies have distilled their strategy into a phrase and have 

used it to drive consistent strategic action throughout their organizations. 





Where the performance goes 

This chart shows the average performance loss implied by the importance 

ratings that managers in our survey gave to specific breakdowns in the 

planning and execution process. 





The venetian blinds of business 

This figure illustrates a dynamic common to many companies. In January 2001, 

management approves a strategic plan (Plan 2001) that projects modest 

performance for the first year and a high rate of performance thereafter, as shown 

in the first solid line. For beating the first year’s projection, the unit management 

is both commended and handsomely rewarded. A new plan is then prepared, 

projecting uninspiring results for the first year and once again promising a fast 

rate of performance improvement thereafter, as shown by the second solid line 

(Plan 2002). This, too, succeeds only partially, so another plan is drawn up, and 

so on. The actual rate of performance improvement can be seen by joining the 

start points of each plan (the dotted line). 




