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ABSTRACT

This paper articulates a framework for evaluating Strategic Fit. It begins by considering the basic generic strategies as specified by Porter, then examines the underlying architecture of firms that compete using these strategies. Strategic Fit is described through examples and a Strategic-Fit Grid is introduced to facilitate the analysis of organizational strategies.
INTRODUCTION
Organizations succeed using either a cost-based strategy, competing on price; or through a differentiation strategy, creating value added products and services [1]. There are trade-offs between cost and differentiation; simply stated, it is costly to add value. A cost-based strategy relies on achieving a low-cost position while maintaining at least adequate quality in the production of its goods or services. A differentiation strategy is essentially a high-quality strategy (quality as a surrogate for value added) requiring adequate costs in the delivery of goods and services. To be successful, differentiation must be achieved within a cost structure that is at least adequate, or be destined to fail as a money-losing venture. 

Strategic fit for cost-based firms and differentiators is achieved when strategy is in-synch with organizational capabilities and markets. It is simply not enough to articulate a viable strategy. It must be deliverable. And for this to occur, organizational capabilities need to be aligned with strategy. 

Cost-based and differentiation strategies can be represented by end-points on a continuum, with cost-based strategies anchoring one end, and differentiation strategies anchoring the other. To more explicitly highlight the tradeoff between costs and quality in generic strategies, they have been re-stated in the Strategic Fit Grid shown below. A cost-based strategy is identified as low-cost, adequate-quality; whereas a differentiation strategy is identified as high-quality, adequate-cost. 
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The Strategic Fit Grid shows this continuum as a straight line under the Generic Strategy headings. Below the continuum, nine variables are listed, with corresponding end-points typically associated with the generic strategies. These variables enable a fairly comprehensive categorization of organizational capabilities that support strategy. By identifying and evaluating these variables in light of the organization’s strategy, it is possible to evaluate the degree of Strategic Fit between an organization’s strategy and its capabilities. 
Two examples of Strategic Fit follow, using the nine-variable Grid for two firms competing in the same industry: Sony and Sharp, competitors in the electronics industry. As a differentiator, Sony competes with a product strategy of innovation. It aims to be first to market with innovative, unique products that command a price premium. Sony spends a great deal of money on R&D to create these innovative products. Its structure is relatively decentralized to enable closeness to markets and rapid responses to opportunities in those markets. Note that decentralization is a relatively expensive organizational form as coordination costs are incurred to a greater degree than in centralized firms. To facilitate speed to market, decision makers are given significant autonomy to act. Decision maker autonomy is also expensive; firms do not allow discretion without a need, and personnel that can handle discretion are expensive to employ. Production at Sony is typically carried out in small batches, relying on economies of scope to create sufficient efficiencies to enable adequate cost production. Scale is often lacking in early stage production, making production costs relatively high. Labor is skilled, and expensive, yet necessary to facilitate transitions between the multiple products produced, and to enact processes that create learning in future product iterations. Rarely is the first attempt at production the most efficient. Marketing relies on expensive pioneering strategies, usually including pull-strategies designed to attract final customers to the products. Marketing expenses precede sales, making this a particularly expensive variable. The entire process of introducing new products is high risk. Three out of four new products fail. Failure is expensive and could threaten firm viability. As such, the firm’s capital structure is fairly conservative, relying to a greater degree on equity than debt. This enables the firm to act on multiple opportunities at a time and to survive a run of less than stellar product launches. But conservative capital structures mean a higher cost of capital to the firm. 

Sony is built to create innovative products and get them to market quickly. The firm’s architecture enables the creation and delivery of value added products. But for Sony, and differentiators in general, the organizational costs necessary for the creation of value added products makes it very difficult to compete on costs. Paraphrasing Porter, strategic choice is not only about what a firm will do. It is also an explicit choice about what it will not do [2].  Sony chooses to compete as a differentiator; it simultaneously chooses not to compete on costs. 

As a cost-based firm, Sharp presents an interesting contrast to Sony. Its product strategy is that of a rapid follower. It monitors the performance of new products produced by firms like Sony, and enters markets when they have been proven viable. Risk is reduced. Reverse engineering enables a smaller R&D base to create products. Technology is often licensed; typically from differentiators like Sony, who look to capitalize on their innovations without having to chase market-share in their own product offerings. Structure is more centralized, with less autonomy given to decision makers. Instead, information is efficiently funneled to decision makers at the top of the organization. Costs are lowered as a result. Production is geared towards scale, and to achieve scale the firm will often produce for other firms using their brands. Labor is less skilled with more emphasis on mass production and division of labor to reduce the skills necessary to perform the work. Again, the emphasis is on lowering costs. Marketing focuses on a comparative message: “Our product is as good as Sony’s, at a lower price”. A less expensive push-strategy, providing incentives to intermediaries to sell the product, is used in place of the more expensive pull-strategies typically used by differentiators. With the lower risks of failure from the rapid-follower approach, Sharp is able to employ a more leveraged capital structure foregoing the financial cushion that differentiators need to offset innovation risks, and enabling smaller margins to be leveraged for greater returns on investment. 

Like Sony but in reverse, Sharp’s architecture simultaneously enables its low cost strategy but constrains its ability to create value added products. It simply does not have the necessary organizational capacity to sustain the creation of a series of differentiated products and services. 

Both Sharp’s cost-based and Sony’s differentiation strategies are successful, even though they compete in the same industries and markets; they are successful because they occupy separate space. Cost-based and differentiated strategies co-exist in most industries. Their relative frequency varies from industry to industry. Examples: there are very few cost-based pharmaceutical firms or differentiated oil companies. 

The Sony and Sharp examples are meant to demonstrate how Strategic Fit is achieved, and how in general, successful differentiators and cost-based firms occupy separate competitive spaces. The separate space can be seen on the Strategic Fit Grid. In general, differentiators occupy the space on the right of the Grid; cost-based firms occupy the space on the left. But while this is generally true, it is not necessarily true. A very critical distinction. The exact positioning on the Grid for successful cost-based and differentiator firms will vary depending on the specific strategies and markets served. 

Many examples of this can be made but two will suffice as demonstration. First, many cost-based firms, integrated oil companies for example, spend significant sums on R&D to create state-of-the-art processes that facilitate lower cost production. High R&D expenses play a significant role in achieving Strategic Fit for these cost-based firms. On the other hand, Science Diet used a push-strategy, more commonly used by cost-based firms, to enhance its differentiation. By providing incentives to veterinarians to sell its products, it utilized key influencers on the purchase decision, whose opinions are regarded as critical adjudicators of quality, to market its products, thus enhancing differentiation. 

These examples provide insight into how best to use the Strategic Fit Grid to evaluate strategy. One should start by identifying the strategy at an organization, Cost or Differentiation, then proceed to evaluate the appropriateness of the positioning for each of the nine variables with respect to the specific strategy employed.  Through this articulation process, variables that appear to be outliers may instead be viewed as enablers of Strategic Fit. 

This produces a nuanced analysis of strategy, facilitated by modifications to the Strategic Fit Grid. Consider the following Grid developed for Electronic Arts. The Grid utilizes a 1 to 10 scoring of each variable. The relative position on each variable is designated with a star, and the associated arrows show the adjustments to Strategic Fit that have occurred over time. Recommendations for future adjustments can be shown in a similar manner, perhaps with a different color arrow, transforming the Grid from a snapshot of Strategic Fit at a point in time, to a dynamic representation of Fit as it evolves over time. 
Moving through the example: Electronic Arts is a differentiated producer of games for computers, and game consoles like Sony PlayStation, Microsoft’s X-Box and Nintendo’s Wii. It does so by creating relatively innovative games. But because it now relies more on yearly, incremental upgrades of its existing games rather than new game-genres, the score for Innovation on the Grid is placed at 7 rather than 10. This level of innovation may seem too low for a differentiated producer of electronic games, but innovation in this industry comes with significant risks. EA now employs other strategies to reduce its innovation risks, as detailed below. 

EA spends significant sums of money on R&D, focusing its efforts on continuous improvements in production values, enhancing the look and feel of games to make them more life-like. Games are produced at separate studios that are largely independent from one another. Each studio is responsible for the development of a specific portfolio of games. Within each studio, highly skilled game developers are given tremendous autonomy to be creative in the development process. However, as the production of games has become increasingly complex, individual autonomy is increasingly constrained by the need to work in coordinated teams. Thus the shift left in the autonomy score on the Grid. 

EA utilizes its portfolio of games to diffuse the potential impact on the firm of any single game’s possible failure. Its conservative capital structure offsets risks in a number of ways: by enabling bets on games without risking the viability of the firm; by allowing it to weather slow periods which occur late in the development cycle for new game platforms; and by enabling EA to act opportunistically to purchase firms that have developed new genres. Gaming firms that get acquired by EA are typically happy to join the firm because the high degree of decentralization at EA allows the acquired firms to continue to act independently, but with greater access to resources that enable enhancements of their games, and with better distribution, helping to ensure that the new games reach their full market potential. Porter describes this type of fit as second-order fit, where variables combine to create more sophisticated competitive advantages. Here, the second-order fit enables EA to acquire highly innovative games rather than developing them internally. 

In conclusion, the alignment of organizational resources with strategy creates the Strategic Fit that enables successful enactment of strategy. The Strategic Fit Grid facilitates the analysis of strategy within an organization. Both the notion of Strategic Fit and the Strategic Fit Grid tool offer promise for future development and refinement, and may lead to a more comprehensive understanding of strategy overall.
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