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The Fundamental
Dimensions of Strateqgy

apoleon Bonaparte once wrote: “Always ask your
Ngenerals about your strategy, but never assemble
them in the same war room.” That statement sheds light on
a paradox: Whereas most strategists are assertive people,
corporate strategy is a fuzzy discipline. Almost half a cen-
tury after seminal works in the field, corporate strategy
literature boasts at least 10 separate schools of
thought! and more than a dozen definitions that
focus on rather divergent perspectives: planning
resource allocation or satisfying stakeholders,
stretching unique competencies or adapting to the
environment, programming sophisticated manage-
ment systems or muddling through emerging ideas
— even sticking to simple rules. Strategy is often confused
with microeconomics (“Strategy is building rent”), with finance (“Strategy is
creating shareholder value”), with marketing (“Strategy is finding optimal po-
sitioning on the marketplace”) or with organizational design “Strategy is
enabling emergent processes”). There are even some bizarre hybrids, such as
“strategic finance” or “strategic marketing,” as if strategy were only defined vis-
a-vis other disciplines. Strategic innovation often consists of importing concepts
and methods from other disciplines, sometimes as distant as physics (chaos
theory) or biology (organizational ecology). Scholars, executives and consul-
tants alike know that it is problematic to explain to their students, employees or
clients which decisions are strategic choices and which are just operational op-
tions.

To clarify and deepen our understanding of corporate strategy, we need
general guidelines that set the boundaries of the discipline, highlight its specif-
ics and facilitate executive decisions. (See “About the Research,” p. 72.) On a
general level, strategy comprises three objectives: creating value, handling imi-
tation and shaping a perimeter. (See “The Dynamics of Strategy,” p. 73.)

The Why of Strategy: Value
The ability to sustain value creation, whether from the customer’s or the
shareholder’s perspective, is the ultimate goal of any strategy. The essential
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challenge consists of defining the
type of value we expect and the
way we intend to share it.
Focusing corporate strategy on
value creation relates to key de-
bates on managerial ethics, agency
theory and corporate social re-
sponsibility:  How do you
distinguish between pure financial
maximization and long-term sus-
tainability? How do you reconcile
the conflicting demands of differ-
ent stakeholders? What types of
corporate governance structures
can efficiently and fairly monitor
value sharing? Must we include en-

About the Research

In addition to the examples used in this article, over the past six years, | have conducted in-
depth case study research on Benetton, Dell, LVMH, Electrolux, Virgin, Smoby, Alcatel,
Renault, Canal+, Axa, Valeo, MMS, easylet, Ryanair, Danone, BMW, PPR, Hennessy, MCC Smart,
Apple, Palm, Zodiac, Bolloré, France Telecom, Carrefour and Zara. My goal was to identify in
the fundamental dimensions of strategy an encapsulating concept equivalent to the famous
4Ps of the marketing mix — product, price, place (or distribution) and promotion. To do so, |
used both primary and secondary sources and | supervised a series of in-the-field strategic
analyses with executive MBA participants. | complemented my empirical research on this
“strategy mix” with a systematic reading of the strategy literature. My thinking was also
shaped by teaching the strategy core course at ESCP-EAP European School of Management
and through discussions with colleagues, particularly Hervé Laroche, Thierry Boudés and Pat-
rick Joffre. The perspectives of this paper were developed in a research paper presented to
the French-speaking Association Internationale de Management Strategique (AIMS) in 2004.

vironmental or social externalities
in our mission statement? Depend-
ing on how executives define and measure value, strategic options
fall along a broad spectrum of ethical stances.

At one end of this spectrum, some organizations take the view
that their only responsibility is the short-term interest of share-
holders. However, high-profile corporate scandals, such as those
at Enron and WorldCom in the United States, Parmalat and
Royal Ahold in Europe or Livedoor in Japan, tend to prove that
an exclusive focus on financial results does not necessarily align
managerial and shareholder interests; on the contrary, it can give
executives good reason to cheat.?

At the other end of the spectrum, some organizations are mis-
sion driven: They exclusively concentrate on demonstrating best
value for their customers or users, and they do not consider fi-
nancial results as goals in and of themselves. However, this stance
also can lead to strategic failure by threatening the long-term
survival of the organization — when a business reaches effective-
ness at the expense of efficiency, it contradicts its basic purpose.

As a consequence, a sound strategy must evolve between these
extremes of shareholder value and customer satisfaction, profit
maximization and corporate social responsibility.

Strategy must never be confused with operational efficiency.?
It implies more than cutting costs or optimizing day-to-day
processes. In a global economy, cost-cutting techniques are
widely employed among competitors and therefore cannot pro-
vide long-term competitive advantage. The uniqueness of a
strategy resides in value creation; increasing customer value be-
yond cost is the seminal assumption of corporate strategy.

The How of Strategy: Imitation

The dynamics of strategy are tightly linked to the notion of imi-
tation. Concepts such as benchmarking, differentiation, core
competencies, unique resources, institutionalism and competi-
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tive rivalry, or even game theory, organizational ecology and
dynamic capabilities are all connected with the ability to prevent,
implement or leverage imitation.

Defining a new business model and implementing an innova-
tive value offer is worthless if competitors can quickly catch up.
Achieving and sustaining success depends on the ability to be
unique. That is why imitation is a central theme in strategy,
whether it consists of building and defending a sustainable com-
petitive advantage (how to avoid imitation) or, on the contrary,
matching an innovator’s positioning (how to imitate a winning
business model). Because competitors can adopt the same man-
agement techniques, implement identical software or follow
similar marketing approaches, tangible resources and explicit
competences no longer offer robust protection against imitators.
ISO standards, Six Sigma procedures and customer relation
management solutions have become threshold requirements
rather than distinctive best practices. Because the value of any
strategic concept resides in its ability to create competitive ad-
vantage, the concept becomes irrelevant as soon as it is extensively
adopted. In a hypercompetitive context, the better a strategic
idea, the shorter its life.

Imitation also plays a key role in learning processes. Innovation
can be defined either as the opposite of imitation or as the unex-
pected result of imperfect copying. Just like organisms, languages,
the arts or fashion, business models primarily mutate and evolve
because of imperfect copying of existing patterns. This imperfect
copying generally leads to suboptimization or even to failure, of
course: Imitators usually stay behind their models. However, it
sometimes randomly creates a new model that outperforms the
incumbent and becomes the new dominant standard.

Self-imitation also is a major cause of strategic success or
failure. Some companies, such as McDonald’s, Starbucks and



Wal-Mart, based their global expansion on replicating the same
elementary value creation units (shops, points of sale, etc.) in
order to conquer new territories.* Even when development does
not involve this kind of direct replication, organizations exhibit
a tendency to imitate themselves by sticking to accepted beliefs
or experience-based wisdom. Self-imitation certainly is a criti-
cal success factor for any organization, but when a company
indefinitely repeats the same successful patterns, it becomes
prone to strategic drift. Because it replicates what has been suc-
cessful, it limits the scope of its portfolio of resources and
capabilities and truncates its ability to adapt to new circumstances.

The What of Strategy: Perimeter

Beyond designing a valuable business model and managing imi-
tation, the overarching mission of the strategist is shaping the
perimeter of the organization, defining — or setting the limits of
— its scope. Decisions about diversification, outsourcing, vertical
integration, internationalization and positioning, as well as de-
fining new markets untainted by competition, are all linked with
the search for a profitable perimeter. Of course, strategy is not
limited to choices related to the organizational scope, but con-
versely any alteration of the perimeter can be considered as a
strategic move. When Dell Inc. decided to enter the consumer

For instance, when confronted to
the shift from analog to digital
imaging, Polaroid Corp. was un-
able to question its conventional
— but successful — wisdom and
routines about managing innova-
tion. Repeated success thus can
lead to failure.”

Imitation can also shape en-
tire industries. Because it makes
sense for competitors to mimic
successful strategies, there is a
great deal of similarity between
organizations in many industries.
This accumulation of imitation
creates an “orthodoxy” of strat-
egy that legitimizes some
competitive moves and rejects
others. While this leads to a great
degree of conformity, it can open
up new business opportunities to
competitors who dare to chal-
lenge any taken-for-granted
assumptions.® This is one of the
reasons why low-cost airlines like
Southwest in the United States or
Ryanair and easyJet in Europe be-
came so successful: They adopted
a new perspective on their busi-
ness and defined fresh strategic
spaces while many established
airlines were on the verge of col-
lapsing from their conventional
business models. Only when
management practice encourages
variety and tolerates divergent
ideas does building and sustain-
ing successful strategies become
possible.

The Dynamics of Strategy

Any of the three dimensions of strategy — value, imitation or perimeter — can be the start-
ing point of a strategic initiative. Several sequences of value, imitation and perimeter are
possible, and each typifies a strategic development.

When an innovative start-up seeks to implement a new business model, it first focuses on
value, then on perimeter and only later on preventing or leveraging imitation. However, a
me-too competitor enters the competitive game by imitating incumbent winning concepts,
usually altering the existing value proposal and then extending its perimeter. The corporate
parent of a multibusi-

ness organization
Multibusiness

designs its strategic Start-up Profitable Organization
development through Ciguth
enlarging its perimeter VALUE PERIMET!
and tries to replicate its
best practices on new STRATEGY
grounds in order to meet Competitive Strategic
its value obligations. Advantage Stretch
Further, value, imita-
. . IMITATIO
tion and perimeter are
linked by feedback loops,
not by linear causalities.
A new perimeter can re-
sult from imitation (even Co'\rnne;;te%?tor

self-imitation and im-
plicit trade-offs between innovation and inertia) or flow from value imperatives (meeting
shareholder expectations or customer needs). Conversely, a shift in the perimeter (diversifica-
tion, refocusing or value migration) can impact the value proposal (or at least should leverage
synergies with the existing business model) and, when successful, spawns would-be imitators.
Moreover, some strategic issues can be described as trade-offs or overlaps among value,
imitation and perimeter. The growth/consistency dilemma, which limits the extension of di-
versification strategies, is actually a compromise between perimeter and value. (Can we
maintain profitable growth when we extend our perimeter toward unrelated businesses?
What will our parental advantage be?) The search for competitive advantage addresses both
value and imitation. (How can we protect our business model from imitators? What types of
entry barriers can shield our differentiation from commoditization?) Dynamic capabilities
and strategic stretch result from both imitation and perimeter. (How can we extend and le-
verage our competences in order to shape new perimeters? Does a shift in our perimeter
inspire innovation through imperfect copying?)
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How to Clarify Strategies

Because it encapsulates the various dimensions of corporate strategy, looking at value, imitation and perimeter helps clarify a
company’s strategic position.

General Motors

eBay Inc.

Sony Corporation of America

GM focuses on merger and acquisi-
tion operations. Between 2000 and
2005, the group unsuccessfully tried
to merge with Fiatin Italy and ac-
quired Hummer in the United States,
Saab in Sweden, Daewoo in Korea
and a 20% stake in Subaru in Japan,
which it sold to Toyota in 2005. Now
the challenge probably consists of
downsizing this perimeter by reduc-
ing the number of brands (eightin
total) in order to leverage marketing
and design investments.

To gain direct contact with end-
users, GM also migrated along the
value chain of its industry toward
service activities, such as the OnStar
system.

ter is one of the most specific
constituents of its strategy. Apart
from international expansion —
based on opening new local Web
sites — the extension toward new
categories of products is not de-
cided by eBay’s managers. eBay’s
perimeter emerges from the deci-
sions made by its users.

One of the most influential decisions
eBay made was to modify its mission
statement. It no longer presents it-
self as an auction Web site but as an
online marketplace, which signifi-
cantly broadens its potential
perimeter.

Value GM’s focus on maximizing share- eBay is a trust-generating interface Sony based its international success
holder value yields poor results: In able to secure transactions between on its technological advances. Engi-
2005, its market value was lower strangers. Value derives from sys- neers always had the lead,
than Fiat’s or Harley-Davidson’s. tems and processes that strengthen sometimes at the expense of market-

trust, such as users’ rankings, PayPal ing or finance imperatives.
A shift to customer value is probably purchasing procedures, and so on.
required: Even with huge customer In 2005, consumer electronics still
rebates ($3,200 per car on average eBay also provides its members (so- accounted for two-thirds of Sony’s
in 2005), GM’s U.S. market shareisat  called micropreneurs) with a variety revenues, but the company was tak-
its lowest level since the 1920s. of educational tools and services ing a loss. As a consequence, Sony’s
that enable them to start up their market value dropped precipitously
own online business safely and con- between 2000 and 2005.
veniently.

Imitation GM tried to imitate successful prod- eBay can resist imitation from exist- While Sony was self-imitating its
ucts from Japanese manufacturers ing or potential competitors thanks taken-for-granted beliefs about its
(notably through its Saturn division),  to the self-reinforcing size of its com-  unparalleled creativity, design and
but with limited results. munity of users. The larger this reputation, many competitors were

community, the higher the barrierto  able to catch up with and often over-
GM unduly repeated two once-win- imitation. take it: Samsung (cell phones), Sharp
ning formulas: the continuous (TV sets), Apple (iPod), HP (personal
enlargement of its product range (76  eBay rapidly opens new local Web digital assistants), Canon and Kodak
models in 2005, while Toyota Motor sites in order to expand its global (digital imaging).
Corp. had only 26) and the focus on community.
ever-bigger SUVs while the market In the movie business, like many
was evolving toward clean vehicles However, in countries where other competitors, a large part of Sony’s
and subcompacts. online marketplaces already gather strategy consists of replicating
a larger community (such as Japan winning concepts (“Spider-Man 2,”
and France), eBay is unable to reach “Basic Instinct 2,” “The Pink Panther”).
aleading position.
If shared values inside eBay’s com-
munity become too strong, this
could limit its ability to innovate.
Perimeter Driven by its financial perspective, The development of eBay’s perime- Sony dramatically modified its pe-

rimeter in the early 2000s: It merged
its cell phone business with Ericsson
in 2001, scrapped its Clié division
(PDAs) in 2004, discontinued its Qua-
lia top-end range in 2005 and pulled
the plug on its AIBO robot products
in 2006.

One of Sony’s major moves consisted
in migrating along the value chain
from devices to content through the
acquisition of Columbia TriStar in
the motion picture business and its
merger with BMG in music entertain-
mentin 2004.
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electronics business in 2003, its
CEO presented this enlargement
of perimeter as a major strategic
change. Similarly, by divesting its
Hertz Corp. subsidiary in 2005,
Ford Motor Co. signaled a strate-
gic evolution of its perimeter.
Defining the perimeter addresses
the never-ending debate about di-

o . The notion of

versification versus refocusing.

Even if researchers disagree perimeter
about the actual process — does the
perimeter result from deliberate re- addresses two
source allocations, or does it emerge
from day-to-day activities? — it is fu“dame"tal
undoubtedly a central strategic questions in
issue. Indeed, the notion of perim-
eter addresses two fundamental Strﬂtegy: What
questions in strategy: What business . .
are we in, and where do we position busmess are we In,
ours.elves along the value network of a“d Where d 0 we
our industry?

The first question implies a DOSition ourselves
clear definition of the overall mis-
sion statement or purpose of the along the Value
organization. Depending on the network?

answer, it can reduce marketing

myopia.” Rather than defining a

business by the products the busi-

ness sells, perimeter thinking defines the organization in terms of
the benefits customers seek. Because Google did not consider that
its perimeter was limited to Web searching, it sought to become
the leader in “organizing and making accessible all of the world’s
information,” just as Apple did not tie its perimeter to computers
and successfully extended it to the iPod/iTunes business.

The second question addresses a company’s positioning inside
the overall value chain of its industry. Defining the perimeter also
relates to make-or-buy and vertical integration decisions, and
therefore to choosing one’s partners, suppliers, customers and
even competitors. The concept of value migration® reminds us
that because of evolving regulations, technological innovations
or increasing competitive pressures, profitability can be a moving
target within a value chain. Consequently, the organizational
perimeter must migrate along with the locus of value.

For instance, the most valuable positioning in the computer
industry during the 1970s and 1980s was to be a manufacturer.
Starting in the 1990s, value began to move to both ends of the
chain: upstream to components and operating systems and
downstream to services and consulting. Compaq was taken over
by Hewlett-Packard Co.; IBM personal computers were sold to

Lenovo Group Ltd., Intel, Microsoft, Accenture and IBM Con-
sulting Services became the new winners.

In the digital imaging industry, the global conglomerate Thom-
son Electronics Co., once a powerful business-to-consumer player in
consumer electronics — in 1997, 85% of its revenues derived from
TV sets and VCRs, notably through its RCA subsidiary — rede-
signed its entire business by refocusing on business-to-business
activities (professional video equipment, cable decoders, modems,
visual effects for the movie industry and so on). In 2004, Thomson’s
television set business was sold to Chinese giant TCL to create TCL-
Thomson Electronics. Thomson’s cathode-ray tube activity was sold
to Videocon Industries, the Indian multinational. In only five years,
the entire perimeter of Thomson evolved dramatically. Although
half of its employees and one-third of its revenues vanished during
this value migration, its profit margin almost doubled.

A Tool for Executives

Considering value, imitation and perimeter can be a useful tool for
vetting strategic decisions. (See “How to Clarify Strategies,” p. 74.)
Executives can judge whether an issue can be considered strategic by
deciding if it consists of designing or modifying a value system, pre-
venting or ensuring imitation and redefining a perimeter. Decisions
that have no impact on any of these dimensions or just on one di-
mension are not strategic. For example, if a managerial decision
concerns only customer value, it is probably more related to market-
ing; if it is only linked with imitation, it is probably organizational
design; and if it is a pure perimeter issue, it is probably related to fi-
nance. Whether applied to existing businesses or to new entries into
the competitive environment, one thing is constant: True corporate
strategy resides only at the crossroads of all three dimensions.
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