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Chapter 7 
Strategic options and choice 
 
 
 
Chapter learning objectives:  
 
Lead Component Indicative syllabus content 

B.1 Evaluate the 
process of strategy 
formulation. 

(a) Evaluate the processes of 
strategic analysis and strategic 
options generation. 

• Vision and mission statements and their use 
in orientating the organisation’s strategy. 

• The process of strategy formulation. 
• Strategic options generation (e.g. using 

Ansoff’s product/market matrix and Porter’s 
generic strategies). 

• Scenario planning and long-range planning as 
tools in strategic decision making. 

• Value drivers (including intangibles) of 
business and the data needed to describe 
and measure them. 

• Game theory approaches to strategic 
planning and decision making. Note: Complex 
numerical questions will not be set. 

• Real options as a tool for strategic analysis. 
Note: Complex numerical questions will not 
be set. 

• Acquisition, divestment, rationalisation and 
relocation strategies in the context of strategic 
planning. 

(b) Recommend strategic 
options. 

The identification and evaluation of strategic 
options, including the application of the suitability, 
acceptability and feasibility framework. 

B.2 Evaluate tools 
and techniques 
used in strategy 
formulation. 

(a) Evaluate strategic analysis 
tools. 

• Audit of key resources and capabilities 
needed for strategy implementation. 

• Forecasting and the various techniques used: 
trend analysis, system modelling, in-depth 
consultation with experts (e.g. the Delphi 
method). 
 

(b) Recommend how to manage 
the product portfolio of an 
organisation to support the 
organisation’s strategic goals. 

• Management of the product portfolio. 
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1. Strategic analysis and choice 
The following question is asked at this stage: 

• What should we do now to enable us to have the best chance of achieving our 
objectives? 

Or, in other words,  

• What strategy should we follow? 

2. Key decisions to make 
When making a strategic choice, there are three key levels of strategy to consider: 

Key level Explanation 

1. Where to compete Which markets/products/SBUs should be part of 
our portfolio? 

2. How to compete For each SBU, what should be the basis of our 
competitive advantage? 

3. Which investment vehicle to use Should the organisation enter the market via 
organic growth, acquisition, or some form of joint 
expansion such as franchising? 

3. Strategic options 

 

4. Porter’s Generic Strategies 
Porter suggests that competitive advantage arises from: 

• Selection of a generic strategy that best fits the organisation’s environment 

• Organising value-adding activities that support the chosen strategy 
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  Competitive Stance 

Strategic Scope 

Broad Scope –  
Targets whole market 

Cost leadership Differentiation 

Narrow scope –  
Targets one segment 

Focus 

Cost leadership – becoming the lowest cost producer. 

Differentiation – creating a customer perception that the product is superior to that of 
competitors so that a premium can be charged. 

Focus: 

• Utilising either of the above in a narrow profile of market segments 

• Also called niching 

Benefits of the different strategies: 

Strategies Benefits 

Cost leadership strategy • Can earn higher profits by charging the same prices as 
competitors 

• May build defence against price wars 
• Enhances barriers to entry 
• Develops new market segments 

Differentiation strategy • Higher margins due to the premium charged 
• Less price elastic demand 
• Avoids costly price wars with competitors 
• Life cycle extends as branding becomes possible 
• Strong barriers to entry 

Focus strategy • Smaller segments and smaller investments in marketing 
operations 

• Allows specialisation 
• Less competition 
• Low barriers to entry 
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5. Ansoff Matrix 
The product/market growth framework 

 Products 
Existing New 

Markets 
Existing Market penetration Product development 

New Market development Diversification 

 

Market penetration 
 

Aim Approach Key notes 

Increasing 
market share 
using existing 
products within 
existing 
markets 

• Stimulate usage by existing 
customers 

- New uses of advertising 
- Promotions and sponsorship 
- Quantity discounts 

• Attracts non-users and competitors’ 
customers 

- Pricing 
- Promotion and activities 
- Process redesign 

Considered when: 
• Overall market is growing. 
• Market is not saturated. 
• Weak or leaving competitors. 
• Strong brand presence with 

established reputation. 

• Strong marketing capabilities 
exist within the company. 

 

Market development 
 

Aim Approach Key notes 

Increase sales 
by taking the 
present 
product to a 
new market. 

• Add geographical areas. 
• Add demographic areas. 
• New distribution channels. 

• Slight product modifications 
may be needed. 

• Advertising in different areas in 
different ways. 

• Primary research. 

• High switching costs exist for 
transfer to other product types. 

• Strong market ability is needed. 
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Product development 
 

Aim Approach Key notes 

Development 
of new 
products for 
existing 
markets. 

• Developing product features of a 
significant nature. 

• Creating versions with different 
quality. 

 

• The company needs to be 
innovative and strong in R&D. 

• Should have an established 
and reliable marketing 
database. 

 

Diversification 
 

Approach – new products to a new market. 

Key notes: 

• Appropriate when:  

- existing markets are saturated. 

- products are reaching the end of their lifecycle. 

- the company has excess cash and powerful shareholders. 

- objectives can no longer be met in known markets - possibly due to a 
change in the external environment. 

• Can spread risk by broadening the portfolio. 

• Leads to synergy-based benefits, allegedly. 

Benefits 

• Diversification promises greater returns. 

• Greater use of distribution systems and corporate resources. 

• Possible to brand stretch and benefits from past advertising and promotion in other 
SBUs. 

6. Diversification 
Diversification can take two main forms: 

RELATED DIVERSIFICATION (CONCENTRIC DIVERSIFICATION) 
• Growth into similar industries. 

• Growth forward into the customer marketplace. 
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• Growth backward into the existing supply chain. 

- Vertical backward:  

§ Company seeks to operate in markets in which it currently obtains its 
resources. 

§ The benefits would arise from greater control over resource supply. 

- Vertical forward: 
• Company seeks to move into its customer base. 

- Horizontal: 
• Company enters into complementary or competing markets. 

Vertical integration 
Taking over a supplier (backwards vertical integration) or customer (forward vertical 
integration). Key issues relate to: 

• Cost 

• Quality 

• Risk/flexibility 

 

Benefits of integration: Costs of integration: 

• Economies of combined benefits. 
• Economies of internal control and 

coordination. 
• Economies of avoiding the markets. 
• Tap into technology. 
• Safeguarding proprietary knowledge. 
• Assured supply and demand. 
• Reduction in bargaining power of 

suppliers and customers. 
• Enhanced ability to differentiate. 
• Defence against lockout. 

• Increased operating gearing. 
• Reduced flexibility to change partners. 
• Needs capital investment. 
• Cut off from suppliers and customers. 
• Dulled incentives. 
• Differing managerial requirements. 
 

Horizontal diversification 
Horizontal diversification refers to development into activities that are competitive with or 
directly complementary to a company’s present activities.  
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The three cases: 

• Competitive products: 

- Taking over a competitor can have obvious benefits and eventually lead 
towards achieving a monopoly. 

• Complementary products: 

- A full product range can be presented to the markets, and there may well be 
benefits to be reaped from having many of the components common 
between the different ranges. 

• By-products: 

- Diversification can be moved forward by excelling in by-products. 

UNRELATED DIVERSIFICATION (CONGLOMERATE 
DIVERSIFICATION) 

• Completely new areas with which the business shares no common ground. 

• More risk from going into unknown markets and products. 

• Taken when serious restrictions are evident in existing markets and products or 
when growth opportunities appear in other areas. 

• Opportunity for return exists and there is nothing else to do with the resources. 

• Greater spread of the overall risk portfolio. 

7. Product Portfolio Theory – Boston Consulting Group 
(BCG Matrix) 
BCG Consulting Group Growth/Share Matrix 
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Relative market share: 

• The ratio of an SBU’s market share to that of the largest rival in the market. 

• BCG suggests that market share gives the company a cost advantage from 
economies of scale and learning effects. 

Market growth rate: 

• Represents the growth rate of the market sector concerned. 

• High-growth industries offer a more favourable competitive environment and better 
long-term prospects and vice versa. 

Appropriate strategies – using the matrix 
Hold: 

• Adopting strategies to keep the product in the current quadrant. 

• Invest heavily in the advertising and promotion of a star product in order to 
maintain its current high market share. 

Build: 

• Increase investment in the product in an attempt to boost its market share. 

Harvest:  

• Reduce investment in the product in order to maximise the net cash return from 
the product to the business. 

Divest:  

• Disposal/closure of the product in order to release tied-up cash. 

Cash Cows – hold, build or harvest 
• High market share in low growth markets. 

• Cash-generator or profitable products. 

• Cost leaders, as economies of scales usually earned. 

• Low growth implies a lack of opportunity. 

• Low capital requirements. 

• Defensive strategy is used to protect the product. 

Stars – hold, divest or build 
• High market share in high growth areas – a market leader. 

• Offer attractive long-term prospects – may one day become cash cows. 

• Capital requirements are high. 
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• Need fixed asset investments to sustain growth. 

• Cash required to beat competitors. 

• Require advertising in both offensive and defensive style. 

Question mark – build, harvest or divest 
• Low market share in high growth industries. 

• Heavy investment needed to secure market share. 

• Investment required – but uncertainty exists regarding what is actually required. 

• Careful consideration required at corporate level. 

Dogs – build, harvest or divest 
• Low market share in low growth markets. 

• To cultivate would require cost and substantial risk. 

• Often divested. 

• Could be niched and turned into success. 

• Little belief in future prospects. 

• May require investment just to keep in the portfolio. 

BCG recommendations 
• Cash cow cash flows can be used to support stars and develop question marks. 

• Cash cows need to be defended from new competitors entering the market, as 
they are a key source of cash for the business. 

• Weak, uncertain question marks should be divested to reduce demand on cash. 

• Dogs should be harvested, niched or divested. 

• For an unbalanced portfolio, consider acquisitions and divestments. 

• Harvesting is less damaging than sudden divestment but reduces the value at 
eventual disposal. 

Limitations: 
• Simplicity – only considers two variables. 

• Connection between market share and cost savings is not so strong. 

• Cash cows do not always generate cash. 

• Fails to consider value-creation. 
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8. Acquisition 
• More expensive than organic growth. 

• The owners of the acquired company will need to be paid for the risks they have 
already taken. 

• There is a trade-off between cost and risk. 

• A company can gain synergy by bringing together complementary resources in 
their own business and the business acquired. 

“Synergy is defined as the advantage to a firm gained by having existing resources which 
are compatible with new products or the market the company is developing.” 

Acquisition Vs Organic Growth 
 

Advantages of acquisition over organic 
growth 

Disadvantages of organic growth over 
acquisition 

• High-speed access to resources. 
• Avoids barriers to entry. 
• Less reaction from competitors. 
• Can block a competitor. 
• Can help restructure the operating 

environment. 

• Acquisition may be more costly than 
internal growth. 

• There is bound to be a cultural 
mismatch between the organisations. 

• There may be differences in the 
managerial salaries. 

• High disposal of assets. 
• Risk of not knowing all about the 

business is minimised. 
• Reduction in return on capital 

employed. 
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9. Joint methods of expansion 

 

Joint venture 
A joint venture is a separate business entity whose shares are owned by two or more 
business entities. Assets are formally integrated and jointly owned. This is a useful 
approach for: 

• Sharing cost 

• Sharing risk 

• Sharing expertise 

Strategic alliance 
This is defined as a cooperative business activity formed by two or more separate 
organisations for a strategic purpose that allocates ownership, operational responsibilities, 
financial risk and reward to each member while preserving their separate identity and 
autonomy. 

Seven characteristics of a well-formed alliance: 

• Strategic synergy 

• Positioning opportunity 

• Limited resource availability 

• Less risk 

• Cooperative spirit 

• Clarity of purpose 

• Win-win 
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Franchising 
Franchising is the purchase of a right to exploit a business brand in return for a capital sum 
and a share of profit or turnover. 

• The franchisee pays the franchisor an initial capital sum and thereafter the 
franchisee pays the franchisor a share of profit or royalties. 

• The franchisor provides marketing, research and development, advice and 
support. 

• The franchisor normally provides the goods for resale. 

• The franchisor imposes strict rules and controls to protect its brand and reputation. 

• There is lower risk, as the franchisee buys a successful formula. 

• The franchisor gains capital as the number of franchises grow. 

Licensing 
Licensing is the right to exploit an invention or resource in return for a share of the 
proceeds. Licensing differs from franchising, as there will be little central support. 

Outsourcing 
Outsourcing means contracting out aspects of the work of the organisation, previously 
done in-house, to specialist providers. Almost any activity can be outsourced. 

10. Divestment 
Divestment may occur because: 

• The SBU may no longer fit within the existing group. 

• The SBU may be too small and not warrant the management attention given to it. 

• Selling the SBU as a going concern may be a cheaper alternative to putting it into 
liquidation if redundancy and wind-up costs are considered. 

• The parent company may need to improve its liquidity position. 

• An MBO is one way a divestment can occur. 

11. Evaluating strategies – making a strategic choice 
The final selection will be a function of the following: 

• Relative power of stakeholders and their personal characteristics 

• Information available and perceived reliability 

• Historical experiences 
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• Presentation of options 

• Other corporate experiences 

• Objective ordering and perceived ordering 

Viability – a basic approach 
According to Johnson and Scholes, potential strategies can be evaluated against the 
following three criteria: 

• Suitability is concerned with whether the strategy addresses the circumstances in 
which an organisation is operating – its strategic position. 

• Feasibility is concerned with whether the strategy could be made to work in 
practice. 

• Acceptability is concerned with the expected performance outcomes of a strategy 
and the extent to which these would be in line with the expectations of the 
stakeholders. 

Use within the Ansoff matrix 
A market development strategy would fit: 

• Channels of distribution are available. 

• The business has a strong market presence. 

• Products are superior to competitors. 

• An unsaturated market exists. 

• Spare production capacity exists. 

• Economies of scale are possible. 

A product development strategy would fit: 

• Brand reputation is high. 

• The brand is transportable. 

• Strong research capabilities exist. 

A market penetration strategy would fit: 

• Current markets are not saturated. 

• Present customers will rebuy. 

• Competitors are weak. 

• Spare production capacity exists. 
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A consolidation strategy would fit: 

• There is a lack of funding. 

• Owners do not want to grow. 

• Human resources are not available. 

• Any kind of restraining factors exist. 

A diversification strategy would fit: 

• There is a strong brand presence. 

• Significant resources are available to enable the development of new 
competencies. 

• The market research base is reliable and competent. 

12. Chapter summary 

 


