
What Is Strategy Michael Porter

What is strategy Michael Porter? Michael Porter, a renowned professor at
Harvard Business School, has profoundly influenced the field of strategic
management through his extensive research and publications. He is best known
for his frameworks that analyze industry competition and formulate effective
corporate strategies. This article will delve into Michael Porter's concept
of strategy, exploring its significance, key components, and practical
applications in the business world.

Understanding Michael Porter's Concept of
Strategy

Strategy, as defined by Michael Porter, is not merely about being the best or
outperforming competitors. Instead, it revolves around creating a unique
position in the market that allows a company to deliver value to its
customers while maintaining a sustainable competitive advantage. Porter
emphasizes that strategy involves making choices and trade-offs, which means
that companies must decide what not to do as much as what to do.

The Importance of Competitive Advantage

At the core of Porter’s strategy is the concept of competitive advantage. A



competitive advantage is what distinguishes a company from its competitors
and enables it to outperform them. According to Porter, there are two primary
types of competitive advantage:

1. Cost Leadership: This strategy involves becoming the lowest-cost producer
in an industry. Companies pursuing cost leadership can offer lower prices,
thereby attracting price-sensitive customers and gaining market share.
Notable examples include Walmart and McDonald's, which manage their
operations efficiently to keep costs down.

2. Differentiation: This strategy focuses on creating unique products or
services that stand out in the marketplace. Companies that successfully
differentiate their offerings can charge premium prices and build brand
loyalty. Examples include Apple and BMW, which are known for their innovative
and high-quality products.

Porter's Five Forces Framework

To analyze the competitive environment of an industry, Porter developed the
Five Forces Framework. This tool helps businesses understand the dynamics of
their industry and identify potential threats and opportunities. The five
forces are:

1. Threat of New Entrants: New companies entering the market can disrupt
existing businesses. Factors that influence this threat include barriers to
entry, economies of scale, and brand loyalty.

2. Bargaining Power of Suppliers: Suppliers hold power over firms if they are
few in number or if they provide unique resources. Strong suppliers can
dictate terms and prices, affecting a company's profitability.

3. Bargaining Power of Buyers: Customers have power when they can easily
switch to competitors or if they purchase in large volumes. Companies must
understand buyer preferences to retain their customer base.

4. Threat of Substitute Products or Services: The availability of
alternatives can reduce demand for a company's offerings. Businesses must
continuously innovate to deter customers from seeking substitutes.

5. Rivalry Among Existing Competitors: High levels of competition can erode
profitability. Companies need to analyze their direct competitors and find
ways to differentiate themselves.

Applying the Five Forces Framework

Businesses can apply the Five Forces Framework in various ways:

- Market Entry Decisions: Prior to entering a new market, firms can assess
the competitive landscape using the Five Forces to gauge the feasibility and
profitability of their entry.
- Strategic Positioning: Firms can identify their strengths and weaknesses
relative to competitors and find ways to leverage their competitive
advantages.
- Risk Management: By understanding the forces at play, companies can develop
strategies to mitigate risks associated with competition, supplier power, and



buyer preferences.

The Value Chain Analysis

Another significant contribution from Michael Porter is the Value Chain
Analysis, which provides a systematic way of examining the activities a
company performs to deliver value to its customers. The value chain is
divided into primary and support activities:

Primary Activities

1. Inbound Logistics: Receiving, warehousing, and inventory management of raw
materials.
2. Operations: Transforming inputs into final products or services.
3. Outbound Logistics: Activities required to get the finished product to the
customer.
4. Marketing and Sales: Strategies to promote and sell products.
5. Service: Activities that maintain and enhance the product's value, such as
customer support.

Support Activities

1. Procurement: Acquiring the goods and services a company needs.
2. Technology Development: Innovations that enhance the product or process.
3. Human Resource Management: Hiring, training, and retaining employees.
4. Firm Infrastructure: Company systems and structures that support daily
operations.

Benefits of Value Chain Analysis

- Cost Reduction: Identifying inefficiencies in the value chain can lead to
cost savings.
- Differentiation Opportunities: Companies can discover unique value
propositions that set them apart from competitors.
- Strategic Alignment: Aligning value chain activities with the overall
strategy can enhance operational effectiveness.

Generic Competitive Strategies

Porter also introduced the concept of generic competitive strategies that
companies can adopt to achieve competitive advantage. These strategies
include:

1. Cost Leadership: As previously mentioned, this strategy focuses on being
the lowest-cost producer.
2. Differentiation: Providing unique products or services that justify a
higher price.
3. Focus: Concentrating on a specific market niche, either through cost focus



(becoming the lowest-cost producer in that niche) or differentiation focus
(offering unique products tailored for that niche).

Choosing the Right Strategy

Selecting the appropriate competitive strategy is crucial for success.
Companies must consider:

- Market Conditions: Understanding the competitive landscape and customer
needs.
- Internal Capabilities: Assessing strengths and weaknesses to determine
which strategy aligns best with organizational resources.
- Long-Term Goals: Ensuring the chosen strategy supports the overall mission
and vision of the company.

Implementing Strategy in the Organization

Once a company has developed its strategy, the next step involves effective
implementation. This requires:

1. Clear Communication: Ensuring all employees understand the strategy and
their role in executing it.
2. Alignment of Resources: Allocating resources to support strategic
initiatives.
3. Monitoring and Evaluation: Establishing metrics to assess progress and
make necessary adjustments.

Challenges in Strategy Implementation

- Resistance to Change: Employees may be reluctant to adopt new strategies.
- Resource Constraints: Limited financial or human resources can hinder
execution.
- Market Dynamics: Rapid changes in the market may necessitate strategy
revisions.

Conclusion

In conclusion, Michael Porter's contributions to the field of strategy are
invaluable. By focusing on competitive advantage, analyzing industry forces,
and implementing effective strategies, businesses can navigate complex market
environments and achieve long-term success. Understanding the principles
outlined by Porter allows organizations to make informed decisions, align
their resources effectively, and remain resilient in the face of competition.
As markets continue to evolve, the relevance of Porter's strategic frameworks
remains significant, providing a solid foundation for any company's strategic
planning efforts.



Frequently Asked Questions

What is Michael Porter's definition of strategy?
Michael Porter defines strategy as the creation of a unique and valuable
position, involving a different set of activities that provide a competitive
advantage.

How does Michael Porter distinguish between
operational effectiveness and strategy?
Porter emphasizes that operational effectiveness refers to performing similar
activities better than rivals, while strategy involves doing different
activities or the same activities in different ways to create a sustainable
competitive advantage.

What are the five forces in Michael Porter's Five
Forces framework?
The five forces are the threat of new entrants, the bargaining power of
suppliers, the bargaining power of buyers, the threat of substitute products
or services, and industry rivalry.

Why is competitive advantage important according to
Michael Porter?
Competitive advantage is crucial because it allows a company to outperform
its rivals by offering greater value to customers, either through lower
prices or through differentiated products.

What role does value chain analysis play in Porter's
strategy framework?
Value chain analysis helps identify the specific activities within an
organization that create value and competitive advantage, allowing firms to
optimize operations and improve overall performance.

How can businesses apply Porter's generic strategies?
Businesses can apply Porter's generic strategies by choosing to focus on cost
leadership, differentiation, or focus strategy, thereby positioning
themselves in a way that meets market demands and secures a competitive edge.

What is the significance of strategic positioning in
Porter's view?
Strategic positioning is significant because it enables companies to carve
out a distinct market niche, allowing them to serve specific customer needs
while defending against competitive forces.
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