porter what is strategy harvard business

porter what is strategy harvard business is a foundational concept in the field of
business management and competitive analysis. Introduced by Michael E. Porter in his
seminal Harvard Business Review article, this strategy framework redefined how
companies approach competitive positioning and long-term success. This article explores
the core principles of Porter’s definition of strategy, its differentiation from operational
effectiveness, and how businesses can apply these ideas to achieve sustainable
competitive advantage. Understanding Porter’s strategy concepts is essential for
managers, executives, and business students aiming to navigate complex market
environments. The article further delves into the five forces framework, value chain
analysis, and the importance of trade-offs in strategic decision-making to provide a
comprehensive view of Porter’s contributions to strategic management.

e Understanding Porter’s Definition of Strategy

e Distinguishing Strategy from Operational Effectiveness
e Competitive Advantage and Trade-offs

e Porter’s Five Forces Framework

e Value Chain Analysis and Its Strategic Importance

e Practical Applications of Porter’s Strategy in Business

Understanding Porter’s Definition of Strategy

Michael Porter’s concept of strategy, as articulated in Harvard Business Review,
emphasizes the importance of making deliberate choices to create a unique position in the
market. According to Porter, strategy is about performing different activities from rivals or
performing similar activities in different ways. This definition moves beyond mere
competition to focus on how firms can establish a distinct value proposition that sets them
apart sustainably.

Porter highlights that strategy involves a system of activities that fit together and
reinforce one another. It is not just about being the best but about being unique in a way
that is valuable to customers. This uniqueness forms the foundation of a company’s long-
term success and competitive advantage, making Porter’s definition central to strategic
business thinking.

Distinguishing Strategy from Operational



Effectiveness

Porter makes a critical distinction between strategy and operational effectiveness, two
concepts often confused in business management. Operational effectiveness refers to
performing similar activities better than rivals, such as improving processes, reducing
costs, or increasing productivity. While important, operational effectiveness alone cannot
produce sustainable competitive advantage because its benefits are easily replicated.

Strategy, in contrast, is about choosing a unique position and making trade-offs to protect
that position. It involves deliberately deciding what not to do and creating a fit among
activities to reinforce the chosen strategic direction. This differentiation prevents
competitors from easily imitating a company’s success.

Key Differences Between Strategy and Operational
Effectiveness

e Focus: Operational effectiveness focuses on efficiency; strategy focuses on
uniqueness.

e Imitability: Operational improvements can be copied; strategic positioning is harder
to replicate.

e Scope: Operational effectiveness improves existing activities; strategy involves
creating new or different activities.

e Trade-offs: Strategy requires making choices and trade-offs; operational
effectiveness aims for continuous improvement.

Competitive Advantage and Trade-offs

At the heart of Porter’s strategy framework is the concept of competitive advantage.
Porter argues that companies gain advantage by choosing a distinct value proposition and
aligning their activities to support that choice. This alignment creates a fit among
activities that competitors find difficult to copy.

Trade-offs are essential in Porter’s strategy because they force companies to choose what
they will and will not do. These trade-offs protect the company’s position by limiting
imitation and creating a unique identity in the marketplace. Without trade-offs, a firm
risks becoming “stuck in the middle,” lacking clear strategic direction and competitive
advantage.

Types of Trade-offs in Strategy

¢ Choice of customers: Serving one group of customers may exclude others.



¢ Choice of product or service: Offering certain features may preclude others.
e Choice of activities: Selecting specific activities may prevent performing others.

e Trade-offs in image or reputation: Building one brand image may conflict with
another.

e Trade-offs in resources or capabilities: Allocating resources to one area may limit
investment in others.

Porter’s Five Forces Framework

While “What Is Strategy?” primarily focuses on defining strategy and its principles,
Porter’s broader work includes the influential Five Forces framework. This model helps
businesses analyze the competitive forces shaping their industry and influences strategic
decisions. Understanding these forces is crucial for developing a robust strategy that
accounts for external pressures.

The five forces include the threat of new entrants, bargaining power of suppliers,
bargaining power of buyers, threat of substitute products or services, and the intensity of
competitive rivalry. Each force affects the company’s ability to maintain profitability and
competitive advantage.

Impact of Five Forces on Strategy

e New Entrants: Assess barriers to entry and their impact on competition.

e Supplier Power: Evaluate supplier influence on costs and input availability.
e Buyer Power: Understand customer leverage and price sensitivity.

e Substitutes: Identify alternative products that may reduce demand.

¢ Industry Rivalry: Analyze the level of competition and its effect on profitability.

Value Chain Analysis and Its Strategic
Importance

Another key concept introduced by Porter is the value chain, which breaks down a
company’s activities into primary and support activities. Analyzing the value chain allows
firms to identify areas where they can create value and achieve differentiation. This
analysis also helps to understand how activities fit together, reinforcing the overall
strategy.



Value chain analysis is essential for implementing Porter’s strategy because it supports
identifying strengths, weaknesses, and potential sources of competitive advantage. Firms
can optimize or innovate specific activities to enhance their unique positioning in the
market.

Components of the Value Chain

e Primary Activities: Inbound logistics, operations, outbound logistics, marketing and
sales, service.

e Support Activities: Procurement, technology development, human resource
management, firm infrastructure.

Practical Applications of Porter’s Strategy in
Business

Applying Porter’s “What Is Strategy?” framework enables organizations to craft clear,
focused strategies that differentiate them from competitors. Many successful companies
use Porter’s principles to guide their strategic planning, focusing on unique value creation
and aligning their activities accordingly.

Businesses can apply Porter’s strategy by first identifying their unique value proposition,
analyzing the competitive environment using tools like the Five Forces, and conducting a
thorough value chain analysis. Subsequently, firms must make deliberate trade-offs and

ensure internal consistency in their activities to sustain competitive advantage over time.

Porter’s strategy framework also provides a useful diagnostic tool to evaluate whether
current business activities align with strategic objectives or represent operational
effectiveness improvements that do not contribute to long-term success.

Frequently Asked Questions

What is the central idea of Michael Porter's 'What is
Strategy?' article?

The central idea of Michael Porter's 'What is Strategy?' is that strategy involves creating a
unique and valuable position, making trade-offs, and forging fit among a company's
activities to achieve sustainable competitive advantage.

How does Porter differentiate between operational



effectiveness and strategy?

Porter differentiates operational effectiveness and strategy by explaining that operational
effectiveness means performing similar activities better than rivals, while strategy is about
performing different activities or similar activities in different ways to deliver unique
value.

Why are trade-offs important in Porter's definition of
strategy?

Trade-offs are important because they force companies to choose what not to do,
preventing them from trying to be everything to everyone and thus preserving a unique
strategic position.

What role does 'fit' play in Porter's strategy framework?

In Porter's framework, 'fit' refers to how a company's activities complement and reinforce
each other, creating a system that is difficult for competitors to imitate and enhancing
overall competitive advantage.

How does Porter's perspective on strategy help
businesses achieve sustainable competitive advantage?

Porter's perspective helps businesses achieve sustainable competitive advantage by
emphasizing distinctive positioning, making clear trade-offs, and ensuring activity
integration, which collectively make the strategy difficult to replicate and maintain over
time.

What are common misconceptions about strategy that
Porter aims to clarify?

Porter clarifies that strategy is not the same as operational effectiveness, not just about
goals or vision statements, and not about responding to external trends alone, but about
making deliberate choices to build a unique position.

How can companies apply Porter's '"What is Strategy?'
principles in today's business environment?

Companies can apply Porter's principles by clearly defining their unique value proposition,
making conscious trade-offs to focus resources, designing coherent activities that
reinforce each other, and resisting the pressure to imitate competitors' operational
practices.

Additional Resources

1. Competitive Strategy: Techniques for Analyzing Industries and Competitors



Written by Michael E. Porter, this seminal book introduces frameworks for understanding
industry structure and competitive forces. It provides tools for analyzing competitors and
developing strategies to achieve sustainable competitive advantage. The book is
foundational for anyone interested in strategic management and business competition.

2. What Is Strategy?

This influential Harvard Business Review article by Michael E. Porter distinguishes
between operational effectiveness and true strategy. Porter argues that strategy is about
choosing a unique position and making trade-offs to deliver distinct value. It remains a
crucial read for understanding the essence of strategic thinking in business.

3. Competitive Advantage: Creating and Sustaining Superior Performance

In this follow-up to Competitive Strategy, Porter delves deeper into the concept of value
chains and how companies can create and sustain competitive advantage. The book
emphasizes the importance of aligning activities and resources to support a coherent
strategy. It is essential for managers aiming to improve organizational performance.

4. Strategy Safari: A Guided Tour Through The Wilds of Strategic Management

Henry Mintzberg, Bruce Ahlstrand, and Joseph Lampel explore ten different schools of
thought in strategic management. The book offers a comprehensive overview of varying
perspectives, including design, planning, positioning, and entrepreneurial schools. It is a
great companion for understanding the broader context of strategy beyond Porter’s
frameworks.

5. Blue Ocean Strategy: How to Create Uncontested Market Space and Make the
Competition Irrelevant

By W. Chan Kim and Renée Mauborgne, this book introduces the concept of creating “blue
oceans” or untapped market spaces. It complements Porter’s competitive strategies by
focusing on innovation and differentiation to escape intense competition. The book
provides practical tools and frameworks for identifying new growth opportunities.

6. The Innovator’s Dilemma: When New Technologies Cause Great Firms to Fail

Clayton M. Christensen discusses how established companies can lose their market
leadership by failing to adopt disruptive technologies. This book highlights the challenges
of innovation within strategic management and complements Porter’s work by addressing
the need for strategic adaptability. It is crucial for understanding the dynamics of industry
disruption.

7. Good Strategy Bad Strategy: The Difference and Why It Matters

Richard Rumelt offers clear insights into what makes a strategy effective or flawed. He
emphasizes the importance of diagnosis, guiding policy, and coherent action, echoing
Porter’s emphasis on focus and trade-offs. The book is rich with real-world examples and
practical advice for crafting strong strategies.

8. Playing to Win: How Strategy Really Works

A.G. Lafley and Roger L. Martin present a practical approach to strategy formulation
based on choices about where to play and how to win. This book builds on Porter’s ideas
by focusing on decision-making and execution in strategy. It provides actionable
frameworks for leaders aiming to drive competitive success.

9. Harvard Business Review on Strategic Thinking



This collection of articles from Harvard Business Review includes key writings by Michael
Porter and other leading strategists. It covers fundamental concepts in strategy,
competitive analysis, and strategic innovation. The compilation serves as a valuable
resource for students and practitioners seeking diverse perspectives on strategic
management.
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