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INTRODUCTION

'The primary objective of this note is to provide an introduction to the basic tools and techniques required to
understand a company’s strategic position and make high-level decisions about a company’s future. This reading
will introduce:

'The role of a strategic manager

'The strategic model (can, want, need analysis)
Supply-chain analysis

Business valuation

How to approach strategic management decisions

v Vv Vv v Y

Business strategy (also referred to as general management) integrates all functional areas to create a cohesive,
high-level plan for the entire business. Business strategy typically examines the medium and long-term goals of
the organization and guides resource allocation and development across functional areas to achieve these goals.

For example, if a business was a soccer team, the strategic manager would be the soccer coach. The coach develops
a game plan that considers their team’s strengths and weaknesses, competitors’ tactics, and the weather and
conditions of the pitch. The functional areas of a business (finance, marketing, operations, human resources) would
be the players. Each plays a critical role on the team and must adapt to the changing dynamics of the match; but
the coach is ultimately responsible for the overall approach and adaptability for success.
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Strategic Management is distinct from functional managers, ensuring that decisions made across functional areas
are consistent and move the company towards its long-term goals. The responsibilities of the Strategic Manager
(SM) role vary, depending on the size of the business. In a large firm, there might be an entire team dedicated to
strategic management, yet in a small business, the primary decision-maker handles most tasks and fulfills many
tunctional roles. Occasionally, this person needs to step away from daily operations and consider the “big picture”
of business strategy.

STRATEGIC MODEL

Strategic choices involve balancing what a firm needs to do while considering external factors, what it can do with
its resources and capabilities, and what management wants to do. Often, these elements do not seamlessly align
and may require tradeoffs. Business strategy is the process of identifying these gaps and developing action plans to
address the discrepancies. The key to SM is to analyze these factors before making decisions, which is a complex
task for organizations.

Need
to do
External analysis
Business
stmtegy
Can Want
do to do
Internal capabilities Management's preferences

Source: Image adapted from Mary M. Crossan, “Introductory Note on General Management”; Ivey product #9B08MO071, contact Ivey Publishing

MANAGEMENT PREFERENCES: “WANT”

Management preferences influence strategic decisions, as strategies unsupported by management are likely to fail.
In entrepreneurial firms these preferences can drive strategy, while in larger organizations they should ideally align
with shareholder interests. Effective strategies must account for management preferences to ensure successful
implementation.

Difterent managers often have varied preferences, which adds complexity to strategic management. Strategic
analysis must recognize and reconcile these difterences. Management preferences filter assessments of the necessary
tasks and responsibilities and what can be achieved, potentially introducing biases. Managers’ risk tolerance also
affects their strategic choices and willingness to pursue riskier alternatives.
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When beginning strategic analysis, consider management preferences from both a personal and professional
perspective, and their alignment with organizational goals. Understanding these preferences is crucial for effective
decision-making and strategy formulation. Consider which decisions would align with the varying goals of the
individual.

Once the SM’s preferences have been outlined it is important to define their risk tolerance, or the level of risk that
the SM is willing to accept when choosing a strategic alternative. SIMs with higher risk tolerances may make risky
choices, express interest in unorthodox or untested solutions, and have less relative value to lose if their alternative
tails. SMs with lower risk tolerances may express hesitancy about unconventional alternatives, consistently choose
safer solutions, or have more value to lose if the project fails. SMs rarely operate at either end of these extremes;
but rather, operate at varying degrees between these ends of the risk-tolerance spectrum.

EXTERNAL ANALYSIS: “NEED”

Assessing what a firm needs to do involves identifying and analyzing major threats and opportunities for the
business and the industry’s key success factors (KSFs). While there are many strategic decisions a company might
make in the industry, the KSFs are priorities that a company must focus on to be successful.

For example, analyzing the fast-food industry might reveal a social trend toward healthy eating and a technological
trend toward app-based ordering. Analysis might also show that consumers typically purchase fast food when they
are in a hurry and on a limited budget. The SM’s role is to discern which of these factors are core to success, and
which could support success but are not essential.

In this case, the SM might identify low prices and convenience as the industry’s KSFs, and a company’s strategy
should align with them. For instance, if someone proposed a new, healthier menu item that took 10 minutes to
prepare, it could align with the trend toward healthy eating but not align with the KSF of convenience. Therefore,
despite aligning with healthy eating, a new, healthier menu would not be a sound strategic decision because it
would conflict with the convenience KSF.

INDUSTRY TRENDS

External analysis begins by looking at industry trends that create opportunities and threats: things that are typically
industry-wide and beyond the control of the business. Industry trends can be identified in many ways, but SMs
typically employ the Political, Economic, Social, and Technological (PEST) model as a useful starting point. The
PEST model involves looking at the political, economic, social, and technological factors that impact an industry.
'The SM should consider how these factors impact the business, and the industry’s customers, competitors, and
suppliers.

Political factors include government policies, employment laws, environmental regulations, and tax policies. These
regulatory factors are typically slow to be introduced but can create large-scale change within industry. Economic
factors include economic growth, interest and exchange rates, and unemployment rates. Social factors include
cultural attitudes and values, lifestyle changes, and demographic trends. Technological factors include the rate of
technological change, automation and artificial intelligence, and the availability of technology infrastructure.

The PEST analysis is a guiding tool to ensure that industry trends are considered from a variety of potential
sources. Not all factors will impact an industry equally—some require significant attention.
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CONSUMER ANALYSIS

As discussed in the introductory note on marketing, the customer analysis examines the characteristics, needs,
and behaviours of a company’s current and potential customers.' The SM should understand who the customer
is, what they want, and how, when, and where they make purchasing decisions. Through this analysis, the SM
can identify KSFs, as well as opportunities and threats to the current business strategy. If consumer demands and
behaviours are shifting, a business could be prompted to adjust its value proposition.

COMPETITIVE ANALYSIS

Competitive analysis is the process of identifying the strengths and weaknesses of current and potential
competitors. The SM should understand its competitors’ offerings, pricing strategies, and target markets, to then
use this information to identify additional opportunities and threats. A comparison should be made between the
competitors’ and the business’ strengths and weaknesses to help them refine their strategy, effectively differentiate
themselves, and make informed decisions to enhance their competitive advantage.

Competitive analysis also involves predicting consumer and competitor responses to product changes. Companies
can then quickly respond to competitors with product variations, improved quality, and cost reductions, leading
to shorter product life cycles. For example, when Apple introduced Face ID to the iPhone, competitors, such
as Samsung and Huawei, quickly integrated facial recognition technology into their devices as well. This rapid
response to match or exceed competitors’ innovation leads to shorter life cycles for such features, since, in this
example, they just as quickly became a smartphone standard rather than a differentiator.

SUPPLY CHAIN ANALYSIS

Every company in the distribution channel has suppliers and customers. To further understand an organization’s
activities, it is helpful to examine the supply chain and identify the external players in the process. A basic supply
chain for a product might look like the following:

> Manufactu>> Wholesaler>> Retailer>> EndUser>

Once the players are identified, the SM should analyze:

> Bargaining power: determines which players have the greatest ability to negotiate the prices and terms of
the sale.

>  Threat of new entrants: ease with which new competitors could enter the market. The term, barriers to
entry, is often used here to describe how difficult it is to enter a market.

»  Threat of substitutes: availability of alternatives that could satisfy the same customers’needs or desires.

'The purpose of this analysis is to identify constraints, as well as opportunities to create additional value, either
through revenue growth or cost savings.

[1] Michael Pearce, “Introductory Note on Marketing Management,” Ivey product #9808A015, contact Ivey Publishing.
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INTERNAL ANALYSIS: “CAN”

SMs must evaluate the firm’s activities and identify strengths and weaknesses in each of its functional areas. This
involves reviewing past performance and considering the business’s potential performance based on its resources
and goals. Understanding why past performance varied helps determine if issues were the result of strategy or
execution. Ultimately, internal analysis identifies a business’s resources, and it tailors the business strategy to utilize
those resources, or it identifies the need for additional resources. Each functional area supports this analysis.

Finance

As discussed in the financial management note, financial analysis includes past and projected performances, and
sources of funds.” Similarly, the SM analyzes past financial ratios to evaluate financial health. The goal of the
financial analysis is to identify which strategic options are financially feasible.

Marketing

Marketing analysis focuses on evaluating the effectiveness of a company’s marketing initiatives. The goal is to
identify strengths and weaknesses in brand awareness, customer engagement, and market penetration to then use
this information to determine which business strategy will take advantage of marketing strengths and not overly
rely on areas of weakness.

Operations

Operational analysis focuses on how efliciently a company manages its production process(es), quality control
measures, and supply chain operations. It considers cost management and current capacity utilization. The goal of
operational analysis is to identify areas for improvement and consider which business strategies are feasible, given
its current capacity and resources.

Human Resources

Human resource analysis focuses on understanding individuals and groups to achieve organizational goals. It
reviews employee skills, alignment of individual and organizational goals, and leadership styles to anticipate
employees’ reactions and improve task accomplishment.

Sustainable Competitive Advantage

'The goal of any strategy is to achieve a sustainable competitive advantage (SCA). A competitive advantage is a
unique attribute or capability that allows a company to outperform its competitors. The SCA is achieved when
a company develops a competitive advantage that cannot easily be replicated or substituted.” SCA arises from
resources that are valuable, rare, costly to imitate, and effectively utilized by the organization.* It can stem from
various sources, such as innovative products, strong brand equity, superior customer service, efficient operations,
or exclusive access to resources. SCAs are rarely long term, and an SM should understand how long their current
SCA might last, given the environment they are operating in. A business strategy should always build or enhance

an SCA.

[2] R. Bloomfield and L. Nicolaas (2024), “Introductory Note on Financial Management,” Huron Case Studies, London, Canada.
[3] M. E. Porter, (1980), “Competitive strategy: Techniques for analyzing industries and competitors, Free Press.
[4]]. B. Barney (1991), “Firm resources and sustained competitive advantage,” Journal of Management, 17 (1), 99-120.
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STRATEGIC CHOICES

Strategic managers must analyze strategic choices within the firm’s context. Management often desires growth,
and the Ansoff matrix outlines four possible options for growth:*

Market penetration: increasing existing products in an existing market, such as price adjustments, marketing
campaigns, or improving distribution channels, to reach more customers from the same target market. For example,
a coffee chain could grow by launching a loyalty program that offers discounts to frequent customers.

New market development: introducing existing products to new markets, including new geographical areas or
targeting different demographic groups.

New product development: developing a new product or service to sell to an existing customer base, aiming to
capitalize on existing market opportunities by offering new products that complement or enhance the business’s
current offerings. For example, Wendy’s fast-food chain, commonly known for lunch and dinner items, started
serving breakfast food items in 2020.

Diwersification: developing a new product for new markets and can either be related to diversification (entering a
market that shares similarities with the current business), or unrelated diversification (venturing into a completely
new and unrelated market). For example, a soft drink company could introduce a line of energy drinks (related
diversification), or they could diversify into the technology sector by acquiring a video game design company
(unrelated diversification).

These options help strategic managers align strategic decisions with a business’s resources
» and the market opportunities. Knowing when to execute a strategy is equally as important
as knowing which strategy to pursue. Firms must choose between securing a first mover

advantage (FMA) or being a fast follower.

First Mover Advantage (FMA): gained by the initial significant occupant of a market segment. For example,
Netflix succeeded as a first mover by becoming the first major streaming platform. First movers typically benefit
from strong brand recognition and high initial market share, but FMA is especially beneficial when the firm can
protect its position with patents or exclusive distributions. First movers often face larger challenges, such as higher
costs and risks from misjudging customer needs, or technology requirements.

Fast Follower: enter the market shortly after the first mover, learning from the first mover’s successes and/or
mistakes. For example, Microsoft launched the Xbox in 2001, over 5 years after the Sony PlayStation and Nintendo
gaming consoles hit stores. Microsoft learned from Sony’s and Nintendo’s strategies and focused on innovations
in online gaming before they sold on the market. Fast followers can spend more time on innovation and cost
efficiencies, rather than creating a market, though they rely on the first mover for that market to exist.

[5] “Ansoff matrix” (2024), Corporate Finance Institute, retrieved July 2, 2024, https://corporatefinanceinstitute.com/resources/management/ansoff-matrix/
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FIRM VALUATION METHODS

Business valuation is the process of estimating the economic value of a company or business unit. It is used to
determine a business’s fair market value for acquisition, sale, or regulatory and tax reasons. Valuing a business is
complicated and it requires significant professional judgment. There are three primary approaches to valuing a
company, and they are often used simultaneously to decipher a business’s value:®

1. Asset-based approach: examines balance sheet figures to estimate the value of assets and liabilities. This
course will cover the net-book value method and adjusted net-book value method.

2. Income-based approach: examines earnings and projected future cash flows to estimate a company’s
value. This course will cover the capitalization of earnings method but will not cover other income-based
approaches, such as discounted cash flow models (DCFs), and the residual income method.

3. Market-based approach: examines historical sales and other business valuations to estimate the value of
the business.

'This course will cover three methods:

Net Book Value: calculated as total assets minus total liabilities from the latest balance sheet. This is a straightforward
method to calculate value using readily available financial data, and it does not require assumptions. Although, it is
based on the asset’s historical costs and does not consider market conditions. It also ignores certain identifiable and
non-identifiable intangibles, such as intellectual property, innovation and growth potential, and brand recognition.

The adjusted net asset method: similar to the net book value method but uses the current economic value of the
assets, rather than the book value (historical cost). This could mean reducing the value of certain assets (in the
case of lower replacement values or liquidation values) or could require increasing the value of assets if their fair
market value is above book value (this is often the case with assets such as land).

Capitalization of earnings: takes projected net income after tax, multiplied by a price-earnings multiple (P/E
multiple). This method values a firm based on its future earnings potential. Determining the P/E multiple is
challenging and requires significant professional judgment. The multiple is impacted by growth potential and
risk. The higher a business’s growth potential, the higher its potential future earnings, and therefore the higher its
P/E multiple. The higher a business’s risk, the lower its future earnings potential, and therefore the lower its P/E
multiple.

It is important to note that each of the valuation methods will provide different results, as shown in Exhibit 1.

[6] “Business valuation” (2024), Appraisal Economics, retrieved July 2, 2024, https://www.appraisaleconomics.com/range-of-services/business-valuation/
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APPROACHING A STRATEGIC MANAGEMENT CASE STUDY

While no framework can capture all of the complexities of strategic decision-making, key areas of analysis are as
tollows:

SMs should begin by identifying their role in the business, the current issue, and their preferences or goals.
Decision-makers should list initial constraints or concerns, which will be addressed in the analysis. For instance,
financial resources might be questioned, which would require an assessment of capabilities.

Next, SMs analyze what they need to do (external/industry analysis) and what they can do (capabilities/resources).
'This analysis should frame strategic choices, recognizing and reconciling the tension between needs, capabilities,
and preferences. For example, deciding between expanding into new markets or penetrating existing ones involves
weighing management’s growth preferences against resource constraints. SMs must determine how constrained
resources are, whether gaps can be closed, and the importance of market expansion.

As SMs generate, evaluate, and rank strategic alternatives, they consider the required skills and resources,
implementation time frame, associated risks, and expected payofts. These nuances make strategy formulation
challenging and engaging. A thorough analysis of alternatives simplifies the action plan, which details key actions,
responsibilities, and timelines.

The action plan must align with the firm’s corporate goals. The SM ensures that all functional areas—finance,
marketing, production/operations, human resources—integrate into a cohesive corporate strategy.

To assess a new idea, SMs compare the projected results of a “no change” scenario (status quo) with “change”
scenarios. SMs should clearly explain the actions and their rationale to persuade others that their decision is
the right course of action. This structured approach helps make informed strategic decisions that align with the
company’s objectives and resources.

CONCLUSION

Strategic managers must formulate, implement, and evaluate firm strategy systematically, ensuring that it remains
relevant. This involves balancing what the firm needs, wants, and can do, while monitoring results using accounting
and reporting systems, such as financial statement projections and return on investment calculations. Strategic
analysis and implementation alone are not enough; firms must anticipate changes and respond quickly. This requires
business flexibility with adaptive strategies, driven by continuous re-evaluation and proactive management.
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EXHIBIT #1
Examples of valuation methods
Value-Me Inc.: Key Financial Information
Cash $ 8,000 Total Liabilities $ 140,000
Accounts Receivable
Inventory Net income after tax $ 42,000
Land
Equipment, net 125,000
Total assets $227,000
Net book value method.
Net book value = total assets - total liabilities
= $227,000 - $140,000
= $87,000
Adjusted net book value method
Book Value Fair market value Notes
Cash $ 8,000 $ 8,000
Accounts Receivable 4,000 3,400 85%
Inventory 10,000 8,000 80%
Land 80,000 150,000 Based on land sold recently nearby
Equipment, net 125,000 100,000 Equipment is highly specialized and custom-
Total assets $ 227,000 $ 269,400 built with limited demand
Total Liabilities $ 140,000 $ 140,000

Adjusted net book value = total adjusted assets - total adjusted liabilities

= $269,400 - $140,000
= $129,400

Capitalization of earnings method.

Value-Me Inc. is a mature business that operated in a stagnant industry, and it therefore had minimal potential
tor future growth. It was also a very stable, very low risk business. A P/E multiple of 5 is appropriate for this

example, based on this and other industry factors.

Capitalized earnings = net earnings after tax x P/E multiple

= $42,000 x 5
= $210,000



