STRATEGY CONSULTING FRAMEWORKS

Layer 3: Strategic Choice

StrategyConsulting.XYZ

Governing Question: "What are we going to do - and more importantly, what are we going to stop doing?"
Sub-questions:

Where specifically will we compete and where will we deliberately not?

What's our theory of competitive advantage?

How do we sequence bets across time horizons so we're not mortgaging the future for today?
What trade-offs are we making and do we have the organizational honesty to live with them?
Which strategic moves are reversible experiments vs. one-way doors?
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Strategic Choice — Basic

Build vs Buy vs Partner

Framework Diagram Framework Purpose

BUILD vs BUY vs PARTNER — Sourcing Decision Framework » Make vs Buy vs Partner is the foundational sourcing decision: when you identify a strategic capability

gap (need payment infrastructure, regulatory compliance platform, data analytics, etc.), do you
develop it in-house (Build), acquire it from an external provider (Buy), or collaborate with an

ecosystem partner (Partner)? Each choice has distinct implications for control, cost, speed, and risk.

» The trap is romantic thinking about what makes your business special. Yes, you want to Build your

_ — core differentiation. But that core is often smaller than founders think. Everything else should be Buy
BUILD BUY PARTNER . . . . . i,
or Partner. The companies that win are the ones that Build relentlessly in their core value proposition

Speed Speed Speed i

P o 36m) P ) npeed em) and Buy/Partner for everything else.

Control Control Control

High Medium Medium

Cost Cost Cost

High TCO Med-Low Variable

Risk Risk Risk

Execution Vendor Alignment

Lock-in Lock-in Lock-in Framework Development Approach
Low High Medium

» Map your value chain and rate each capability on two dimensions: (1) Strategic importance — is this a source of
competitive advantage or a commodity necessity? (2) Organizational capability — can you actually execute this
well, or are you deluding yourself? Plot each capability on a 2x2: core competencies (Build), commodity

WHEN TO CHOOSE EACH OPTION requirements (Buy), partner-dependent elements (Partner), and question marks (risk zone).
@ BUILD: Core differentiator + custom requirements + patient capital available » For Build decisions: invest in unique value propositions where you can achieve defensibility through proprietary
data, network effects, or switching costs. Build requires patient capital, technical talent, and multi-year
@ 5UY: Commodity capability + mature market solutions + fast time-to-value needed commitment. For every Build capability, define the build time, required talent, and 5-year TCO.

» For Buy decisions: outsource mature, non-differentiating capabilities where the market has clear winners and
@ PARTNER: Specialized expertise required + network value creation + shared economics beneficial SWitChing costs are low. Binng is faster and Iower-capital than building, but creates dependenCy- Audit the
vendor's financial stability, exit clauses, integration API quality, and long-term roadmap alignment. A bad Buy
decision locks you into 5 years of pain.

Build your core, Buy your commodity, Partner for scale — the wrong choice on any kills your strategy « For Partner decisions: collaborate when you need specialized capabilities that neither you nor available vendors
can provide. Partnerships require trust, aligned incentives, and clear contracts defining integration, data access,
revenue share, and termination. Most partnerships fail because partners didn't align on economics or control

Source: StrategyConsulting.xyz upfront.
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Strategic Choice — Basic

Build vs Buy vs Partner

Framework Element

Definition

Analytic Approach

Build Option

Buy Option

Partner Option

Decision Criteria Evaluation

Integration Planning

Develop the capability in-house through engineering, product, and organizational investment. Build creates
maximum control and proprietary advantage but requires sustained capital, talent, and time. Choose Build
for capabilities that are (1) core to differentiation, (2) rapidly evolving and require customization, (3)
high-value enough to justify multi-year development. Build is appropriate for unique value propositions like
machine learning models trained on proprietary data, novel transaction types, or regulatory navigation. Build
is appropriate for a firm's core transaction engine. Build is NOT appropriate for mature infrastructures where
the market has clear winners.

Acquire the capability by purchasing from external vendors or partners (SaaS subscriptions, APIs, licensed
software, or enterprise acquisitions). Buy is fastest to market and lowest capital risk but creates dependency,
switching costs, and loss of control. Choose Buy for capabilities that are (1) commoditized (many suppliers,
low switching costs), (2) non-core (valuable but not differentiating), (3) mature with clear market winners. Buy
is appropriate for payment processing (use Stripe, Adyen, FIS), compliance (use Ascent, RegTech vendors),
data warehousing (use Snowflake, BigQuery). Buy may be appropriate for core capabilities if the vendor can
credibly deliver innovation faster than you can build.

Collaborate with ecosystem partners — technology partners, service providers, distribution partners —
where you leverage complementary capabilities. Partner is appropriate for capabilities that require
specialized expertise (legal, regulatory, domain), are capital-intensive (infrastructure partnerships), or create
network value (distribution, data sharing). Partners are useful when no single vendor can provide the
complete solution, or when partnership creates mutual advantage (resale, co-branding, data exchange).
Choose Partner when you need speed and can accept shared control and alignment risk.

The systematic process of comparing Build vs Buy vs Partner across multiple dimensions to reach a
defensible decision. Key evaluation criteria: (1) Speed to market — which option gets you live fastest? (2)
Control and customization — how much capability to adapt to your needs? (3) Cost — what is 5-year total
cost of ownership (TCO)? (4) Risk — what are failure modes and mitigation? (5) Dependency — how locked
in are you to this provider or partner? (6) Scalability — does the solution scale to your 5-year plan? (7)
Strategic value — is this core to differentiation or commodity? Rarely is one option dominant across all
criteria; the decision requires weighting trade-offs.

The detailed execution plan to integrate the chosen solution (Build, Buy, or Partner) into your existing
technology architecture and business processes. Integration planning includes: (1) Technical architecture —
how does the new capability connect to existing systems? Data schemas, API contracts, latency
requirements? (2) Change management — how do existing processes change? (3) Data migration — if
replacing existing solution, how is historical data migrated? (4) Testing strategy — unit, integration, load,
UAT, cutover testing. (5) Rollout plan — phased rollout by customer segment or geography to manage risk.
(6) Rollback plan — if something breaks at go-live, what is fallback? Integration failures often stem from
underestimating data complexity, poor architecture decisions, or inadequate testing.
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For Build initiatives: (1) Create dedicated product team with end-to-end ownership, (2) Set specific capability target
(what does success look like?), (3) Define build timeline and required talent (frontend, backend, QA, data science),
(4) Set capital budget and monthly burn rate, (5) Establish pilot milestones to test against competitors, (6) Plan for
obsolescence — build needs refreshing. Measure Build success by: time-to-market, feature completeness vs.
competitive set, operating cost vs. Buy/Partner alternatives, and customer satisfaction with integration. Most Build
projects fail due to scope creep and talent constraints.

For Buy decisions: (1) Conduct vendor due diligence — financial stability, tech roadmap, customer references, (2)
Negotiate favorable terms — pricing scale, integration SLA, data access, exit clauses, (3) Plan integration — API
complexity, data schema alignment, testing duration, (4) Establish vendor management — quarterly business
reviews, roadmap alignment, escalation processes. Measure Buy success by: time-to-value, integration quality, total
cost of ownership (subscription + integration + switching), vendor stability, and alignment with your roadmap. Bad
Buy decisions often occur because companies underestimate integration complexity or fall in love with a vendor
early in evaluation.

For Partner decisions: (1) Define partnership value — what does each party bring? Revenue model? (2) Negotiate
detailed agreements — data governance, IP ownership, termination, revenue share, liability, (3) Plan integration —
technical architecture, API standards, testing. (4) Establish partner management — dedicated relationship owner,
quarterly business reviews, escalation path. Partner success requires ongoing alignment — misaligned incentives
kill partnerships. Examples: fintech partnering with banks for lending origination, payments firm partnering with
networks (Visa, Mastercard) for settlement, trading platform partnering with brokers for execution. Partnerships are
highest-risk and longest-term to fix if executed poorly.

Build a decision matrix: rows = evaluation criteria, columns = Build/Buy/Partner. Score each option 1-5 on each
criterion. Weight criteria by strategic importance (core differentiator weighted 5x vs. hygiene factor). Calculate
weighted score for each option. Review outliers — if Build scores 20 but has 5-year cost of $50M and 36-month
timeline, is that acceptable? Decision-makers often use matrix to rationalize a predetermined choice; use it to
question assumptions instead. Document the decision and assumptions (if we had built, we'd need 10 engineers; if
vendor fails, recovery takes 6 months; if partnership fails, we revert to legacy system). Revisit decision annually as
circumstances change.

For Build: integrate incrementally — ship MVP to pilot customers, gather feedback, iterate. For Buy: plan integration
in phases: (1) Point solution (connect via API, light integration), (2) Embedded solution (deeper integration, more
dependency), (3) Platform consolidation (replace legacy system entirely). For Partner: plan joint integration roadmap
with partner team; clarify who owns integration vs. vendor responsibilities. For all options, establish a dedicated
integration team (2-4 people) to manage technical and operational coordination. Create detailed integration timeline
(often 2-4x longer than expected). Do not underestimate testing — run 2-3 weeks of production-like testing in
pre-prod before cutover. Establish go/no-go criteria; be willing to delay if criteria not met.
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Strategic Choice — Basic

Ansoff Matrix

Framework Diagram

PRODUCTS
Market Product
Penetration Development

Sell more of what you have
to who you already serve

New products for your
existing customers

Market Diversification

Development

Existing products into New products for
new markets new markets

nw-mxXx>=

Risk increases —

Every company has a growth strategy. Most just haven't admitted which quadrant they're betting on.

Source: Igor Ansoff, 1957
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Framework Purpose

The Ansoff Matrix is the foundational strategic growth framework — a simple 2x2 that forces the most important
question in strategy: where will growth come from? It maps two dimensions (existing vs new products, existing
vs new markets) into four growth strategies, each with fundamentally different risk profiles, resource
requirements, and execution timelines.

Most companies default to market penetration because it feels safe — but the real strategic value of Ansoff is
forcing a deliberate portfolio conversation: what % of growth comes from each quadrant? Companies that put
100% in one quadrant are either under-investing in future growth (all penetration) or gambling the business (all
diversification). The best operators run a conscious mix.

The diagonal from penetration to diversification is a risk gradient. Each step away from your current core
multiplies execution complexity. Diversification requires building new capabilities AND understanding new
customers simultaneously — the compounding of unknowns is what makes it the riskiest quadrant, not either
dimension alone.

Framework Development Approach

Map current revenue by quadrant: Classify every revenue stream and growth initiative into the four quadrants.
Most established companies will find 70-90% of revenue in market penetration. That's not wrong — it's the
baseline. The question is whether the other quadrants have enough investment to sustain growth when
penetration matures.

Set target allocation by time horizon: Define what % of growth investment goes to each quadrant over 1, 3, and
5 years. Near-term should be penetration-heavy; longer-term should shift toward development and
diversification. This isn't a one-time exercise — revisit quarterly as market conditions and competitive dynamics
shift.

Apply different governance by quadrant: Penetration initiatives can be managed with standard P&L
accountability. Product and market development need milestone-based funding. Diversification should use
venture-style stage-gates with explicit kill criteria — treat it as a portfolio of options, not a single bet.

Stress-test each move: For every growth initiative outside penetration, answer three questions: Do we have the
capabilities? Do we understand the customer? Can we win against incumbents? Two 'no’ answers means
you're gambling, not strategizing. The Ansoff Matrix without honest capability assessment is just aspiration
mapping.
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Strategic Choice — Basic

| |
Ansoff Matrix

Market Growth through selling more of your existing products to your existing customers. This is the lowest-risk quadrant Calculate market share and penetration rate for each product-market combination. Identify the gap between

Penetration because you understand both the product and the customer. Tactics include increasing purchase frequency, current share and realistic maximum (rarely 100% — more like 25-40% in fragmented markets). Estimate the cost
winning competitor share, expanding usage occasions, and optimizing pricing. It's where most companies to capture incremental share: early share gains are cheap, but the last 5 points are exponentially expensive.
generate the majority of near-term growth — but it has a ceiling. Market penetration in a mature market eventually Model the revenue growth curve under penetration-only strategy — when it flattens is when you need the other
yields diminishing returns, which is the signal to invest in other quadrants. quadrants producing revenue.

Product Growth through introducing new products to your existing customer base. You're leveraging existing customer Start with customer data: what adjacent needs do existing customers express or reveal through behavior? Size

Development relationships and distribution while taking product-development risk. Success depends on genuine customer each opportunity by willingness to pay x addressable base. Assess build vs buy vs partner for each product
insight: are you solving an adjacent problem your customers actually have, or building something because you concept. Define success metrics before launch — if you can't articulate what 'working' looks like at 6 months,
can? The best product development starts from observed customer pain, not internal capability brainstorming. you're not ready to build. Set kill criteria: how much investment before you pull the plug if adoption doesn't
Customer development risk is low; technical and market-fit risk is the variable. materialize? Product development without kill criteria becomes a resource black hole.

Market Growth through taking existing products into new markets — new geographies, new customer segments, new Rank target markets by three criteria: market size, transferability of your product (how much adaptation is needed),

Development channels, or new use cases. The product is proven; the question is whether it translates. The biggest risk isn't and go-to-market feasibility (do you have or can you build distribution?). Use the CAGE framework for international
product-market fit (you have a product that works somewhere) but go-to-market execution: can you reach, acquire, expansion. For new segments, map the customer journey differences vs your current market — if more than 30%
and serve customers in the new market at viable economics? Many market development failures stem from of the journey changes, you're really closer to diversification. Pilot before scaling: enter with a minimal viable
underestimating distribution and local adaptation costs. footprint, validate unit economics, then invest behind what works.

Diversification Growth through new products in new markets — the highest-risk quadrant because you're simultaneously learning Apply a venture capital lens: build a portfolio of small bets, not one large one. For each diversification initiative,
about an unfamiliar customer and developing an unproven product. Diversification should be treated as venture articulate the strategic rationale beyond 'we think it's a big market' — what specific advantage from your core
investing, not operating strategy. The compounding uncertainty of new product AND new market means most business transfers? Require explicit hypotheses and validation milestones. Fund in stages with clear go/no-go
diversification efforts fail. Success requires either deep strategic logic (the new business creates defensible gates. Track diversification investments separately from core operations — blending the P&L hides the true cost
synergies with the core) or a willingness to invest long enough for the learning curve to play out. and delays hard decisions. Most companies should allocate no more than 10-15% of growth investment here.

Growth Portfolio The meta-framework for managing across all four Ansoff quadrants simultaneously. The matrix isn't a one-time Build a quarterly growth portfolio review: revenue, investment, and return metrics by quadrant. Set target allocation

Management classification exercise — it's a portfolio management tool. The strategic question is allocation: what percentage of ranges (e.g., 60% penetration, 20% product development, 15% market development, 5% diversification) and track
resources goes to each quadrant, and how does that mix shift over time? Companies in growth mode should actual vs target. Create different risk-return expectations by quadrant: penetration should show near-term ROI,
deliberately increase the share going to product and market development. Companies defending market position product development should show customer engagement milestones, market development should show unit
should optimize penetration. The allocation reveals strategic intent more accurately than any mission statement. economics validation, diversification should show learning metrics. Reallocate dynamically based on results —

double down on what's working, cut what isn't.
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Strategic Choice — Basic

Cost vs Differentiation

Framework Diagram Framework Purpose

COMPETITIVE ADVANTAGE . Cost vs Differentiation is the foundational competitive positioning choice — Porter's insight that sustainable

advantage comes from only two sources: being the lowest-cost producer or offering something unique that
Lower Cost Differentiation customers will pay a premium for. Every other strategic choice flows downstream from this one. You can

target broad markets or narrow segments with either approach, creating four generic strategies.

Cost Differentiation . The critical strategic trap is trying to do both simultaneously — what Porter calls 'stuck in the middle.'
Leadership Companies that chase cost leadership while also investing in differentiation end up with neither: their cost
) ' . : structure is too high to compete on price, and their products aren't distinctive enough to command a
Win on price through Win on uniqueness . L . . .
- ) premium. The temptation is enormous because both paths look attractive, but the operational requirements
scale and efficiency customers will pay for )
are fundamentally contradictory.
Broad
T;:)g:aet . The real power of this framework isn't the 2x2 — it's the discipline of choosing. Strategy is deciding what
you will NOT do. Cost leaders must ruthlessly eliminate anything that doesn't drive efficiency. Differentiators
c must invest in capabilities competitors can't easily replicate. The choice shapes your entire operating model:
° hiring, culture, investment priorities, performance metrics, and organizational structure.
e
T
I
K STUCK IN THE MIDDLE
v No clear advantage
£ Framework Development Approach
S
¢ Cost Differentiation . Map your current position honestly: Plot your company and every major competitor on the
P cost-differentiation matrix. Use actual data: relative cost position (cost per unit vs industry average), and
£ Focus Focus . - . . ; : ; 9¢), ¢
. ] ) differentiation premium (price premium customers pay vs commodity alternative). Most companies discover
Lowest costin a Unique value in a they're closer to 'stuck in the middle' than they'd like to admit.
Narrow narrow segment narrow segment . Choose your lane and commit: If cost leadership: identify every cost driver in your value chain and
etdat systematically attack them. Economies of scale, process automation, supply chain optimization, overhead

elimination. Measure obsessively. If differentiation: identify the 2-3 dimensions where customers genuinely
value uniqueness and will pay for it. Don't try to differentiate on everything — pick your battles.

. Align your entire operating model: Cost leaders need lean organizations, standardized processes, tight cost
controls, and cultures that celebrate efficiency. Differentiators need innovation capacity, customer intimacy,
talent investment, and cultures that celebrate creativity and quality. You cannot run both operating models
simultaneously — the resource allocation conflicts will tear you apart.

. Stress-test for sustainability: Cost advantages erode when competitors automate. Differentiation erodes
when competitors imitate. For each position: what structural barriers protect this advantage for 3-5 years? If
'not much,' you have a tactic, not a strategy.

Strategy is choosing what NOT to do. Trying to be all things means being nothing.

Source: Michael Porter, 1980
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Strategic Choice — Basic

Cost vs Differentiation

Cost Competing by achieving the lowest cost of production and delivery in the industry while maintaining acceptable Decompose your cost structure vs competitors: what % is fixed vs variable? Where do you have scale

Leadership quality. Cost leadership requires relentless focus on operational efficiency, economies of scale, process advantages? Map every cost driver in your value chain and benchmark against best-in-class. Identify the 3-5 cost
optimization, and overhead minimization. This isn't about being cheap — it's about having a structural cost drivers that account for 80% of total cost and build systematic programs to attack each one. Calculate your cost
advantage that competitors cannot easily replicate. Walmart, Ryanair, and ALDI are pure cost leaders. In fintech, advantage in basis points or percentage — if it's less than 10%, you probably don't have a real cost leadership
companies like Wise (TransferWise) compete on cost by building infrastructure that structurally reduces the cost of position. Model how your cost advantage changes at 2x and 5x current volume. True cost leaders get MORE
cross-border payments. The advantage compounds: lower costs enable lower prices, which drive volume, which efficient at scale, not less.

further reduce unit costs.

Differentiation Competing by offering products or services that customers perceive as uniquely valuable and are willing to pay a Identify your differentiation dimensions: survey customers on what they value and what they'd pay more for. Map
premium for. Differentiation can come from product features, customer experience, brand, technology, service your differentiation against competitors on each dimension — you need to be clearly superior on at least 2-3
quality, or network effects. The key test: would customers pay 15-30% more for your product vs the commaodity dimensions that matter. Calculate the premium you can command: if your product costs 20% more but customers
alternative? If not, you're not differentiated — you're just more expensive. Apple, Tesla, and American Express are only value the difference at 10%, your differentiation doesn't pay for itself. Track differentiation durability — how
classic differentiators. In Saa$S, Stripe differentiates on developer experience; Shopify on merchant ecosystem. quickly are competitors closing the gap? Invest continuously in widening the differentiation gap on your chosen
Differentiation must be genuinely valued by customers and difficult for competitors to replicate. dimensions. Abandon differentiation on dimensions where competitors have caught up.

Cost Focus Applying cost leadership strategy to a narrow market segment rather than the broad market. Cost focus works Identify segments where your cost structure gives you an advantage that broad competitors can't match. Calculate
when a specific segment has cost drivers that differ from the industry average, allowing a focused player to segment-specific unit economics: does your cost advantage in this segment exceed 15%? If less, broad
achieve lower costs than broad competitors within that niche. Examples: regional banks that achieve lower competitors will eventually compete you away. Map the segment's growth trajectory — shrinking segments aren't
cost-to-serve than national banks in specific geographies; payment processors specializing in micro-transactions worth the focus investment. Assess defensibility: what prevents a broad cost leader from replicating your
where the cost structure differs from standard payments. Cost focus is vulnerable to broad cost leaders who segment-specific advantages? Build a segment cost model that shows exactly why you win here and not
eventually target your segment, and to segment-specific disruption. elsewhere. Monitor segment boundaries — if the segment commoditizes, your focus advantage disappears.

Differentiation Applying differentiation strategy to a narrow market segment. Differentiation focus works when a specific customer Define your target segment precisely — who are they, what do they need that nobody else provides, and how

Focus group has unique needs that broad competitors under-serve. This is the most common strategy for startups and many of them exist? Calculate the segment's total addressable market and your realistic share. Identify the 2-3
insurgents: find a customer segment whose needs are poorly met by incumbents and build a product that serves differentiation dimensions that matter most to this segment and build deep capability there. Track your Net
them exceptionally well. Examples: Mercury (banking for startups), Carta (equity management for private Promoter Score within the segment — differentiation focus requires fanatical loyalty. Monitor segment expansion
companies), Brex (corporate cards for tech companies). The risk is that the niche is too small to sustain a opportunities: can you expand to adjacent segments without diluting your focus? Assess the 'good enough' risk: at
business, or that broad differentiators eventually target your segment. what point do broad competitors offer a product that's 80% as good at 50% of the price?

Stuck in the The strategic no-man's-land where a company fails to achieve either cost leadership or meaningful differentiation. Diagnose honestly: plot your company on the cost-differentiation matrix using customer willingness-to-pay data

Middle Stuck-in-the-middle companies have cost structures too high to compete on price and products too generic to and competitive cost benchmarking. If you're not in the top quartile on either dimension, you're stuck in the middle.
command a premium. This is the default position for companies that refuse to make strategic trade-offs — they The fix requires a decisive strategic choice — not incremental improvement on both dimensions. Pick a lane: if
invest a little in efficiency and a little in differentiation, achieving neither. The result is mediocre returns, loss of choosing cost leadership, prepare to cut differentiation investments that don't drive volume; if choosing
market share to focused competitors on both sides, and a slow death spiral. Most companies that die slowly were differentiation, accept higher costs on dimensions that customers value. The hardest part is killing initiatives that
stuck in the middle for years before anyone admitted it. support the wrong strategy. Half-measures keep you stuck.
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Strategic Choice — Basic

Prioritization Matrix

Framework Diagram

EFFORT
Quick Wins Major Projects
High impact, low effort High impact, high effort
Do these first Plan and resource carefully
I
M
P
A
c - - e
T Fill-Ins Deprioritize

Low impact, low effort
Do when capacity allows

Low impact, high effort
Avoid or defer indefinitely

Low
Impact

If everything is a priority, nothing is. The matrix forces the trade-off conversation.

Source: StrategyConsulting.xyz
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Framework Purpose

The Prioritization Matrix ranks initiatives on two dimensions — impact (value delivered) and effort (resources
required) — forcing teams to confront trade-offs they'd rather avoid. Most organizations carry 3-5x more
initiatives than they can resource effectively, creating a drag on everything. This framework makes the
culling explicit.

Quick Wins (high impact, low effort) are the no-brainers — execute immediately. Major Projects need careful
planning and dedicated resources but drive real value. Fill-Ins absorb spare capacity without demanding
attention. The critical quadrant is Deprioritize: high-effort, low-impact initiatives that consume resources
while delivering little. Killing these is the entire point.

The real power isn't the 2x2 itself — it's the calibration conversation. When a team debates whether an
initiative is 'high impact' or 'low impact,' they're forced to define what impact means, agree on measurement
criteria, and confront pet projects that can't justify their resource draw. That conversation is the strategy.

Framework Development Approach

Start by inventorying every active and proposed initiative across the organization. Most companies discover
they have 40-80 in-flight projects when they thought they had 15. Force each initiative owner to estimate
impact (revenue, cost savings, strategic value) and effort (people, time, capital) using the same scoring
rubric. Inconsistent units kill the exercise.

Plot every initiative on the matrix using a calibration session with leadership. The arguments that erupt are
the point — they surface misaligned assumptions about value and cost. Resist the temptation to score
everything as 'high impact.' If more than 30% of initiatives land in the Quick Wins quadrant, your scoring
criteria are too generous. Recalibrate ruthlessly.

The hardest step is actually killing the Deprioritize quadrant. Every initiative has a sponsor, and sponsors
fight for survival. Set a resource cap: your organization can only sustain N major projects simultaneously.
Everything below the line gets stopped, not paused — paused projects consume management attention and
signal that the prioritization isn't real.

Re-run the matrix quarterly. Priorities shift as market conditions change, and initiatives that were Quick Wins
six months ago may have become Major Projects as scope crept. The matrix is a living tool, not a one-time
exercise.
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Strategic Choice — Basic

Prioritization Matrix

Quick Wins Initiatives that deliver high impact with low effort — the no-brainer priorities. These are often process Score each initiative on impact (1-5) and effort (1-5) using a consistent rubric. Impact should include revenue
improvements, automation of manual tasks, or features that customers are actively requesting and that potential, cost savings, strategic alignment, and customer satisfaction. Effort should include development time,
engineering can ship quickly. Quick Wins build momentum, demonstrate execution capability, and free up cross-team dependencies, technical complexity, and opportunity cost. Quick Wins score 4-5 on impact and 1-2 on
resources for larger projects. The danger is that teams over-classify initiatives here to avoid hard trade-offs. True effort. Validate scoring with the team that will execute — initiative owners systematically underestimate effort. If an
Quick Wins should be deliverable in 2-6 weeks with existing resources. If it needs a new hire or a quarter of initiative has more than two cross-team dependencies, it's not a Quick Win regardless of the effort estimate.

planning, it's a Major Project in disguise.

Major High-impact initiatives that require significant effort, resources, and cross-functional coordination. These are the For each Major Project, build a business case with expected ROI, timeline, resource requirements, and key risks.

Projects strategic bets that drive meaningful business outcomes: new product launches, platform migrations, market Rank Major Projects against each other — they're competing for the same scarce resources (senior engineers,
expansions, or fundamental capability builds. Major Projects require executive sponsorship, dedicated teams, and executive attention, budget). Use a weighted scoring model: 40% strategic alignment, 30% financial return, 20%
clear milestones. They fail most often from under-resourcing — organizations spread senior talent across too feasibility, 10% time-to-value. Assign a single accountable owner and define stage gates. If a Major Project misses

many projects, turning Major Projects into multi-year slogs. The discipline is limiting active Major Projects to 2-3 at two consecutive milestones, trigger a formal review — don't let momentum carry a failing initiative.
a time and staffing them to win.

Fill-Ins Low-impact, low-effort initiatives that can absorb spare capacity without demanding strategic attention. Fill-Ins Maintain a prioritized Fill-In backlog sorted by effort (lowest first). Assign Fill-Ins only when team members have
include minor bug fixes, small UX improvements, documentation updates, and incremental enhancements. They genuine slack — between sprints, during code review cycles, or while blocked on dependencies. Track Fill-In
keep teams productive during transition periods or while waiting for dependencies on Major Projects. Fill-Ins velocity as a health metric: if a team is completing mostly Fill-Ins, they may be avoiding their Major Projects. Never
should never compete with Quick Wins or Major Projects for resources. The risk is that Fill-Ins accumulate into a staff a Fill-In with more than one person. If a Fill-In grows in scope, re-evaluate it — it may have migrated to Quick
comfortable backlog that teams use to appear busy while avoiding harder, higher-impact work. Win or Major Project territory. Cap Fill-In work at 15-20% of total team capacity.

Deprioritize High-effort, low-impact initiatives that consume resources while delivering minimal value. Every organization has Review every active initiative quarterly and force-rank by impact-to-effort ratio. Any initiative below the resource
them: legacy pet projects, features nobody asked for, initiatives that made sense two years ago but no longer align capacity line gets stopped immediately — not after current sprint, not after one more milestone, immediately.
with strategy. Deprioritized items should be stopped, not paused. Paused projects are zombies — they occupy Communicate the decision with clear rationale: 'We're stopping X to resource Y, which has 3x the impact.' Track
mental space, block resource reallocation, and create false optionality. The psychological barrier to killing projects the resources freed by deprioritization and show where they were redeployed. If the same initiative keeps getting
is real: sunk cost fallacy, sponsor ego, and fear of admitting the original decision was wrong. re-proposed, address the underlying sponsor dynamic directly. Build a 'stopped projects' log to prevent zombie

resurrection.

Scoring The calibration rubric that determines how initiatives are scored on both axes. Impact criteria typically include: Define a 1-5 scoring scale for both impact and effort with concrete anchors at each level. Example: Impact 5 =

Criteria revenue or margin contribution, strategic alignment with 1-2 year priorities, customer acquisition or retention effect, >$10M annual revenue potential; Impact 1 = <$100K. Effort 5 = >6 months, dedicated team of 5+; Effort 1 = <2
and competitive positioning. Effort criteria include: development person-months, capital expenditure, cross-team weeks, 1 person. Score all initiatives in a single calibration session with cross-functional leaders present. Use
dependencies, technical risk, and opportunity cost of the people assigned. The rubric must be agreed upon before relative comparison: 'Is Initiative A really higher impact than Initiative B?' Plot scores on a scatter chart and force
scoring begins — otherwise every team will optimize their scoring to protect their preferred initiatives. quadrant assignments. If scoring produces no clear clusters, your criteria aren't discriminating enough — tighten

the anchors.
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Strategic Choice — Intermediate

BCG Growth-Share Matrix

Framework Diagram Framework Purpose

. The BCG Growth-Share Matrix is a portfolio management tool that classifies business units or products into four
RELATIVE MARKET SHARE . . . .
quadrants based on market growth rate and relative market share. It answers the capital allocation question every

High Share Low Share multi-product company faces: where do we invest, where do we harvest, and what do we kill?

. Stars consume cash but generate it too — they're the future Cash Cows if you invest enough to maintain share. Cash

Stars Question Marks Cows throw off the cash that funds everything else. Question Marks are the strategic bets that could become Stars or
Dogs depending on investment. Dogs drain management attention for minimal return.

High growth, high share High growth, low share .
Invest to maintain leadership Invest selectively or divest

* ?

The framework's genius is forcing portfolio-level thinking. Most companies evaluate each business unit in isolation,
which leads to spreading resources evenly across winners and losers alike. The matrix demands you make explicit
choices about which units get capital and which get starved.

M

A

R

K

E

' W — Framework Development Approach

R Cash Cows Dogs . Define your portfolio units clearly — each should have its own P&L, identifiable competitors, and distinct customer

w segments. Map each unit by relative market share (your share divided by the largest competitor's share) on the

N Low growth, high share Low growth, low share X-axis and market growth rate on the Y-axis. Use actual data, not executive intuition.

Harvest cash to fund Stars Divest or manage for cash . Set the dividing lines honestly. The growth threshold is typically GDP growth or industry average — anything above is
'high growth.' The share threshold is 1.0x (parity with the market leader). Resist the temptation to gerrymander the
Low axes to make your portfolio look better than it is.
Growth * . ‘ . Build a cash flow model for each quadrant. Stars should be net cash neutral or slightly negative (heavy investment).

~dd '{,‘ Cash Cows should generate 2-3x the cash they consume. Question Marks need a clear 18-month thesis: invest to

gain share or divest. Dogs should be on a divestiture timeline unless they serve a strategic blocking role.

. Review quarterly. Products migrate across quadrants as markets mature and share shifts. A Star in a slowing market
becomes a Cash Cow. A Question Mark that fails to gain share becomes a Dog. Track the migration patterns — they
reveal whether your investment strategy is working.

Don't feed the Dogs. Fund the Stars. Milk the Cows. Decide on the Question Marks.

Source: Boston Consulting Group, 1970
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BCG Growth-Share Matrix

Stars

Cash Cows

Question

Marks

Dogs

Portfolio
Balance

Business units with high relative market share in high-growth markets. Stars are the portfolio's future — they
generate substantial revenue but require heavy investment to maintain or grow share in rapidly expanding
markets. The strategic imperative is to invest aggressively. Under-investing in a Star hands market share to
competitors in the exact markets where you have the best position. Stars that maintain share eventually become
Cash Cows as market growth slows.

Business units with high relative market share in low-growth or mature markets. Cash Cows are the portfolio's
engine room — they generate more cash than they need to maintain their position. The strategic imperative is to
harvest: minimize investment while maximizing cash extraction to fund Stars and promising Question Marks.
Over-investing in Cash Cows is the classic corporate mistake — pouring capital into mature businesses that
cannot generate proportional returns. Protect the position, optimize operations, but don't chase growth that isn't
there.

Business units with low relative market share in high-growth markets. Question Marks are the portfolio's strategic
options — they could become Stars with sufficient investment or Dogs if the investment thesis fails. This is where
the hardest capital allocation decisions live. Most companies have too many Question Marks and invest too little in
each, ensuring none of them gain enough share to become Stars. The discipline is to pick 1-2 Question Marks to
fund aggressively and divest the rest. Half-measures guarantee failure.

Business units with low relative market share in low-growth markets. Dogs consume management attention,
capital, and organizational energy while delivering minimal returns. The strategic imperative is to divest, spin off, or
manage purely for cash with zero growth investment. The emotional barrier to killing Dogs is the biggest obstacle
— sunk cost fallacy, loyalty to teams who built the business, and fear of acknowledging past investment decisions
were wrong. But every dollar and every hour of executive attention spent on a Dog is stolen from a Star or
Question Mark.

The overall mix of Stars, Cash Cows, Question Marks, and Dogs across the portfolio. A healthy portfolio has
enough Cash Cows to fund its Stars and 1-2 selected Question Marks, with Dogs on a divestiture path. The most
common failure mode is a portfolio heavy on Cash Cows and Dogs with no Stars — this signals a company that
milked its past without investing in its future. The second failure mode is too many Question Marks with insufficient
funding — spreading bets across too many initiatives ensures none succeed.
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Calculate relative market share (your share + largest competitor's share). Stars have RMS > 1.0x in markets
growing above the industry average. Track quarterly share movements — a Star losing share despite investment
signals competitive vulnerability. Model the investment required to maintain share vs the revenue growth
trajectory. A Star should show improving unit economics over time even while consuming net cash. If unit
economics are deteriorating, you may have a Question Mark masquerading as a Star.

Cash Cows should have RMS > 1.0x in markets growing below GDP or industry average. The key metric is free
cash flow yield: cash generated minus maintenance investment, divided by invested capital. A healthy Cash Cow
yields 15-25% annually. Track competitive threats that could erode share — disruption typically comes from below
(new entrants with different cost structures). Set a maintenance investment budget (typically 5-10% of revenue)
and redirect everything else. If a Cash Cow requires increasing investment to hold share, the market may be
shifting — reassess its quadrant.

For each Question Mark, build a share-gain thesis: what specific investment (product, distribution, pricing) will
move RMS above 1.0x within 18-24 months? If you can't articulate the thesis, divest. Calculate the total
investment required to reach Star status and compare against the expected cash flow once you get there. If the
payback exceeds 5 years or requires more than 30% of total portfolio capex, the bet is too expensive. Track share
trajectory monthly — if share isn't moving after two quarters of investment, kill the initiative.

Dogs have RMS < 1.0x in markets growing below industry average. Calculate the true all-in cost of maintaining the
Dog: direct costs, allocated overhead, management time, and opportunity cost of the capital deployed. Most
companies underestimate Dog costs by 30-50% because overhead allocation masks the true drag. Set a 6-month
divestiture timeline. If the Dog serves a strategic purpose (blocking a competitor, bundling with a Star), quantify
that value explicitly — if you can't put a number on it, the strategic value is probably imaginary.

Map the entire portfolio on a single chart with bubble size representing revenue or invested capital. A healthy
portfolio should show: 1-2 large Stars, 2-3 Cash Cows generating 60-70% of free cash flow, 1-2 funded Question
Marks, and minimal Dogs. Calculate the cash flow balance: total Cash Cow output should exceed Star + Question
Mark investment needs by 10-20%. If it doesn't, you're either under-investing in growth or carrying too many
Question Marks. Review portfolio balance quarterly against strategic priorities.
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Blue Ocean Strategy

Framework Diagram Framework Purpose
. Blue Ocean Strategy rejects the fundamental premise of competitive strategy — that you must fight over existing
High customers in defined markets. Instead, it argues the highest-return move is to create entirely new market space
=== Red Ocean (Industry) where competition is irrelevant. A 'blue ocean' is uncontested demand you create by offering a leap in value that
s Blue Ocean (New) makes existing alternatives obsolete.

. The Strategy Canvas is the core diagnostic tool — it maps how your industry competes on a set of factors and
reveals where everyone is converging (red ocean) vs where new value curves are possible. The Four Actions
Framework (Eliminate, Reduce, Raise, Create) is the mechanism for breaking the value-cost trade-off that traps
conventional strategists.

. The insight that makes this framework powerful for digital commerce: incumbents systematically over-invest in factors
customers don't value while under-investing in emerging factors customers desperately need. The blue ocean exists

in the gap between what incumbents offer and what non-customers actually want.
VALUE
LEVEL

Framework Development Approach

. Draw the current Strategy Canvas: list every factor your industry competes on (price, features, speed, brand, service,
etc.) and plot where each major player invests. The convergence pattern reveals where the red ocean is — every
player chasing the same factors creates commoditization pressure and margin compression.

. Apply the Four Actions Framework systematically. Eliminate factors the industry takes for granted but customers don't
value. Reduce factors over-delivered relative to what customers need. Raise factors under-delivered that create real
pain. Create entirely new factors the industry has never offered. The goal is a fundamentally different value curve, not
incremental improvement.

. Study non-customers — the three tiers of people who don't buy from your industry today. Tier 1: soon-to-be
non-customers on the edge. Tier 2: refusing non-customers who consciously reject your industry. Tier 3: unexplored
non-customers in distant markets. The largest blue oceans come from Tier 2 and 3.

. Validate the new value curve against the three characteristics of a good strategy: focus (don't try to compete on every
factor), divergence (your curve looks fundamentally different from competitors), and a compelling tagline that
COMPETING FACTORS communicates the offering clearly. If you can't explain it in one sentence, it's not a blue ocean — it's a confused
strategy.

Price Quality Features Convenience Brand Speed New Factor

Eliminate Reduce Raise Create

Factors the industry Factors well below Factors well above Factors the industry
takes for granted industry standard industry standard has never offered

Stop benchmarking competitors. Reconstruct market boundaries.

Source: W. Chan Kim & Renée Mauborgne, 2005
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Blue Ocean Strategy

Strategy
Canvas

Four Actions
Framework

Value
Innovation

Three Tiers of
Non-Customers

Six Paths
Framework

A visual diagnostic that captures the current competitive landscape by plotting the offering level across key
competing factors. It reveals how an industry competes and where all players converge — the red ocean. The
strategy canvas makes implicit industry assumptions visible. When every competitor's value curve looks nearly
identical, it signals that the industry is competing on the same dimensions and customers are choosing primarily
on price. The canvas is both a diagnostic of the current state and the design tool for creating a new value curve.

The mechanism for creating a new value curve by simultaneously restructuring the cost and value equation.
Eliminate factors the industry competes on that no longer create value. Reduce factors over-delivered relative to
customer needs. Raise factors under-delivered that cause customer pain. Create factors the industry has never
offered. This is not incrementalism — it's a fundamental restructuring of the value proposition that breaks the
value-cost trade-off.

The cornerstone concept — pursuing differentiation and low cost simultaneously by making the competition
irrelevant. Traditional strategy forces a choice between value (differentiation, higher cost) and cost (efficiency,
lower value). Value innovation breaks this trade-off by eliminating and reducing costly factors while raising and
creating high-value factors. It's not about technology innovation per se — it's about redefining what value means to
the buyer in ways that dramatically reduce your cost to deliver.

The demand-side lens that identifies where blue ocean opportunities live. Tier 1: soon-to-be non-customers sitting
on the edge of your market, ready to leave. Tier 2: refusing non-customers who consciously chose against your
industry. Tier 3: unexplored non-customers in distant markets who have never considered your industry as an
option. The biggest blue oceans come from Tier 3 — these are people solving the same underlying need through
completely different means.

Six systematic approaches to reconstructing market boundaries: look across alternative industries, strategic
groups within industries, the chain of buyers, complementary products/services, functional vs emotional appeal,
and time/trends. Each path challenges a conventional industry boundary that competitors take as given. Most
companies only look within their own industry, at their direct competitors, serving the same buyer group, with the
same scope of offering. The Six Paths force you to look in the places where conventional strategists don't.
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List all factors your industry competes on — typically 5-12 dimensions including price, features, service, brand,
speed, customization, and ecosystem. Survey customers and non-customers on perceived importance vs delivery.
Plot each competitor's offering level on a 1-5 scale for each factor. The pattern reveals convergence zones (red
ocean) and gaps (blue ocean opportunity). If all curves overlap by more than 70%, the industry is deeply
commoditized and ripe for value innovation.

For each competing factor on the strategy canvas, ask: can we eliminate this entirely? If not, can we reduce it to
half of industry standard? Which factors should we double? What new factors can we introduce from adjacent
industries or non-customer insights? The hardest part is elimination — every factor has an internal champion. Test
each action against customer willingness-to-pay data. The goal is a value curve that looks fundamentally different,
not a slightly optimized version of competitors.

Map your cost structure by competing factor — what does each factor cost to deliver? Identify factors where you
spend the most but customers value the least (eliminate/reduce candidates). Identify factors where small
additional investment creates disproportionate customer value (raise/create candidates). Calculate the net cost
impact of the Four Actions: eliminations and reductions should fund the raises and creates. If the new value curve
costs more to deliver than the old one, you haven't achieved value innovation — you've just added features.

For each tier, identify: who are they, why don't they buy, and what would change their mind? Tier 1 analysis:
survey recent churners and marginal customers — what's pushing them away? Tier 2 analysis: study people who
actively chose alternatives — what do they value that your industry doesn't offer? Tier 3 analysis: identify the
underlying job-to-be-done and find populations solving it through entirely different means. Size each tier — Tier 3
is usually 5-10x larger than your current market.

Work through each path systematically. Path 1: what industries do your non-customers turn to instead? Path 2:
why do customers trade up or down within your industry? Path 3: who actually makes the purchase decision vs
who uses the product? Path 4: what happens before, during, and after your product is used? Path 5: does your
industry compete on function or emotion — could you flip it? Path 6: what trends are reshaping your industry? For
each path, identify at least one market boundary you can reconstruct.
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Strategic Choice — Intermediate

Core Competence

Framework Diagram Framework Purpose

. Core Competence reframes how you think about corporate strategy. Instead of viewing the company as a collection
of business units competing in separate markets, it argues the real source of advantage is a small number of deep
capabilities that span multiple products and markets. These competencies are the roots of the tree — the business
units are just the fruit.

End Products / Business Units . A trug core competence passes three teslts: it pro_vi_des_ access toa wide_ variety of markets, it makes_a significant
contribution to perceived customer benefits, and it is difficult for competitors to imitate. Most companies confuse
BU 1 BU 2 BU 3 BU 4 BU5 products, technologies, or functional skills with core competencies. If a competitor can buy it, hire it, or replicate it in
18 months, it's not a core competence.
Product Product Product Product Product
Line 1 Line 2 Line 3 Line 4 Line 5 . The strategic implication is radical: corporate strategy should focus on building and deploying competencies across

business units, not managing a portfolio of independent businesses. Companies that outsource or under-invest in

core competencies for short-term cost savings are mortgaging their future competitive position.
Core Products

Core Product A Core Product B Core Product C

Framework Development Approach

. Inventory your capabilities honestly. List every significant skill, technology, and process capability across all business

units. Then apply the three tests ruthlessly: does this capability provide access to multiple markets? Does it contribute
Competency 2 Competency 3 meaningfully to customer value? Is it truly difficult to replicate? Most companies will find 2-4 genuine core
competencies, not 15.

Core Competencies

Competency 1

. Map the competence-to-product linkages. Draw the tree: core competencies at the roots, core products in the middle
(the tangible embodiments of competencies), and end products at the top. This map reveals where competencies are
being under-leveraged — competencies that only feed one business unit are being wasted.

Three Tests: 1. Access to multiple markets 2. Significant customer benefit 3. Difficult for competitors to
imitate . Build a competence investment plan. For each identified core competence, define: current strength (1-5), strategic
importance (1-5), investment level, and key talent. Track whether the competence is strengthening or eroding over
time. The biggest risk is competence erosion through outsourcing, budget cuts, or talent attrition in areas you don't
realize are critical.

The corporation is a portfolio of competencies, not a portfolio of businesses. . Reorganize around competencies, not just business units. Create competence carriers — people who embody and
transfer core competencies across divisions. Prevent business unit leaders from hoarding talent. The corporation's
role is to allocate competence resources across units for maximum strategic leverage, not to let each unit optimize
independently.

Source: C.K. Prahalad & Gary Hamel, 1990

StrategyConsulting.xyz - Resources - Ma Strategy Frameworks - Layer 3/7




Strategic Choice — Intermediate

Core Competence

Core A harmonized combination of multiple resources, skills, and technologies that distinguishes a company in the Apply the three tests to every capability you consider 'core.' Test 1 — Market Access: does this capability enable
Competence marketplace. It is not a single technology, product, or functional skill — it's the collective learning and coordination entry into multiple distinct markets? If it only serves one product line, it's a product-specific skill, not a core
that produces unique capability. Honda's core competence isn't engines — it's the integration of engine design, competence. Test 2 — Customer Value: can customers perceive the benefit? If only engineers appreciate it, it may
powertrain engineering, and manufacturing precision that spans motorcycles, cars, lawnmowers, and generators. be a technical capability but not competence-level. Test 3 — Imitability: would it take a competitor 5+ years to

In fintech, Stripe's core competence isn't payments — it's the ability to abstract complex financial infrastructure into replicate? If they could hire a team and reproduce it in 18 months, it's not core. Most companies fail Test 3.
simple developer interfaces.

Core The tangible link between core competencies and end products — the components or platforms that embody one Map every end product back to its underlying core products, then map core products to core competencies. This

Products or more core competencies and can be deployed across multiple business units. Core products are where reveals dependency chains and vulnerabilities. Calculate your core product market share separately from end
competence becomes commercial reality. A company can have market leadership in core products while losing in product share — core product share is often more strategically important. If you're outsourcing a core product,
end products if distribution or branding fails. Conversely, strong end-product positions built on outsourced core you're outsourcing competitive advantage. Identify core products where you have share leadership and those
products are strategically fragile — you've rented competitive advantage rather than building it. where you're dependent on suppliers. Any supplier dependency on a core-competence-linked product is a

strategic risk requiring a build-vs-buy decision.

Competence The gradual weakening of core competencies through under-investment, outsourcing, talent loss, or organizational Track competence health metrics quarterly: key talent retention rate, R&D investment by competence area, patent
Erosion fragmentation. Erosion is insidious because competencies are invisible on financial statements — the P&L looks and IP pipeline, internal vs outsourced production ratio for core products, and time-to-market for
fine while the roots rot. Classic patterns: outsourcing to cut costs, losing key engineers to competitors, spreading competence-dependent innovations. Build an early warning system: if any two metrics decline simultaneously,
competence carriers too thin across too many units, and failing to invest in next-generation capabilities while trigger a strategic review. The most dangerous signal is rising profitability combined with declining competence
harvesting current ones. By the time erosion shows up in market share data, it's 3-5 years too late to recover. investment — it means you're harvesting the competence rather than building it. Model the competence half-life:

how quickly would your advantage erode with zero investment?

Competence The strategic deployment of core competencies into new markets, products, and business models beyond their For each core competence, brainstorm: what other markets, customer segments, or product categories could this

Leverage current application. Leverage is how competencies create corporate-level value that independent business units competence serve? Score each opportunity on market attractiveness, competence fit, and investment required.
cannot. Canon leveraged precision optics and mechanics from cameras into copiers, printers, and medical Prioritize opportunities where competence fit is high and market attractiveness is high — these are your growth
equipment. Amazon leveraged logistics and infrastructure competence from e-commerce into AWS, fulfillment vectors. Calculate the leverage ratio: how many end products and markets does each competence serve? A
services, and third-party logistics. The highest-value strategic moves deploy existing competencies into adjacent competence serving only one market is under-leveraged. Build cross-unit competence councils that actively seek
markets rather than building new competencies from scratch. new deployment opportunities.

Competence The deliberate building or buying of new core competencies required for future strategic positions. Some Define the competence gap: what capabilities does your future strategy require that you don't have today? For

Acquisition competencies can be developed internally through sustained investment; others must be acquired through M&A, each gap, evaluate build vs buy vs partner. Build if: you have adjacent capabilities, time horizon is 3+ years, and
partnerships, or talent acquisition. The decision depends on time pressure, internal capability gaps, and whether the competence requires deep organizational integration. Buy if: time pressure is high, standalone competence
the competence is available in the market. Building takes longer but creates deeper integration. Acquiring is faster targets exist, and integration complexity is manageable. Partner if: the competence is evolving rapidly and
but creates integration risk. The worst option is halfway measures — hiring a few people and hoping competence commitment risk is high. Set measurable milestones for competence development regardless of path — vague
emerges spontaneously. ‘'we're building capability' claims must be backed by specific metrics.
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GE-McKinsey Nine-Box

Framework Diagram Framework Purpose
COMPETITIVE STRENGTH . The GE-McKinsey Nine-Box Matrix is a portfolio prioritization tool that improves on BCG's Growth-Share Matrix by
replacing single-factor axes with multi-factor composites. Instead of just market growth and share, it evaluates
Strong Medium Weak industry attractiveness (market size, growth, profitability, competitive intensity, cyclicality) and competitive strength
(market share, brand, margins, technology, distribution).
Invest for Invest Protect & ) ) . . . " ) o
Growth Selectively Refocus . The nine cells create a strategic action map: green cells (high attractiveness + strong position) get investment priority,
P et S yellow cells require selective strategies, and red cells are harvest or divest candidates. This nuance matters — BCG's
S ﬁwestm’em strengthen posm{;n — nichfs ' binary high/low classification forces business units into four buckets, while the Nine-Box creates more actionable
gradations.
. The real value is the calibration process. Forcing leadership to weight and score multiple factors for each business
unit surfaces disagreements about what matters, exposes data gaps, and builds alignment around portfolio priorities.
The arguments during scoring are more valuable than the final chart.
| Invest Manage for Limited
N . . .
0 Selectively Earnings Expansion
$ Invest in attractive lP.rotvectlposition, Look for onv-risk
5 segments minimize investment expansion Framework Development Approach
f . Define the scoring factors for each axis. Industry attractiveness typically includes: market size, growth rate,
R profitability margins, competitive intensity, entry barriers, technology change rate, and regulatory risk. Competitive
£ strength includes: relative market share, brand strength, profit margins vs competitors, technology position,
distribution reach, and management quality. Weight each factor by importance.
Protect & Manage for Harvest / . Score each business unit on every factor using a 1-5 scale with concrete anchors. Calculate weighted composite
Refocus Earnings Divest scores for both axes. Plot each unit on the matrix with bubble size representing revenue or invested capital. The
S . Sell timing scoring must be done by a cross-functional team, not just the business unit leaders — unit leaders invariably
defend strenéths minimize investmeYnt cut fixed cos’ts over-rate their own attractiveness and strength.
Low . Translate matrix position into resource allocation decisions. Green-zone units get disproportionate capital, talent, and
management attention. Yellow-zone units get maintenance investment with specific conditions for continued funding.
Red-zone units get a harvest or divestiture timeline — not a vague 'monitor and review.' The matrix is meaningless if
it doesn't change how money and people are allocated.
. Update annually with fresh data. Track whether units are migrating across cells — improving units validate
Invest / Grow Selective Harvest / Divest investment, declining units signal strategy failure. Compare your portfolio mix to your strategic aspirations: if you're

70% red-zone units, no amount of optimization will fix the problem — you need a fundamental portfolio restructuring.
The Nine-Box replaces gut feel with structured portfolio discipline.

Source: GE / McKinsey, 1970s
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GE-McKinsey Nine-Box

Industry
Attractiveness

Competitive
Strength

Invest /
Grow Zone

Selective
Zone

Harvest /
Divest Zone

A composite measure of how desirable a market or industry is for investment, independent of your current position
in it. Unlike BCG's single-factor 'market growth rate," industry attractiveness incorporates multiple dimensions: total
market size and growth trajectory, average profit margins across the industry, competitive intensity (number and
strength of rivals), barriers to entry and exit, technology disruption risk, regulatory environment, and cyclicality. An
attractive industry has large addressable markets, growing demand, healthy margins, and moderate competition.

A composite measure of how strong your business unit's competitive position is within its industry. This replaces
BCG's 'relative market share' with a richer assessment: market share and share trend, brand recognition and
loyalty, profit margins relative to competitors, technology and innovation position, distribution reach and efficiency,
cost structure advantages, and management capability. Competitive strength measures your ability to win — not
just today, but over the next 3-5 years as the industry evolves.

Business units in the green zone (top-left cells) where high industry attractiveness meets strong competitive
position. These units deserve maximum resource allocation — capital, talent, management attention, and strategic
priority. The prescription is clear: invest aggressively to build or defend market leadership in attractive markets.
Under-investing in green-zone units is the single most common portfolio strategy mistake because resources get
diverted to turnaround efforts in red-zone units with lower probability of success.

Business units in the yellow zone (diagonal cells) where either attractiveness or strength is moderate. These
require nuanced, conditional strategies rather than blanket invest-or-divest prescriptions. Options include: invest
selectively in specific segments where you can win, protect current earnings while minimizing new investment,
seek niche positions in attractive sub-segments, or prepare for harvest if conditions deteriorate. The discipline is
setting clear conditions under which you'll upgrade to invest or downgrade to harvest.

Business units in the red zone (bottom-right cells) where low attractiveness meets weak competitive position. The
strategic prescription is to extract maximum cash while minimizing investment, with a divestiture timeline for units
that can't generate acceptable returns even in harvest mode. The emotional resistance to harvesting and divesting
is the biggest barrier — leadership teams struggle to admit that past investments should be written off. But every
resource spent maintaining a red-zone unit is a resource denied to green-zone growth.
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Select 5-8 attractiveness factors relevant to your industry context. Weight each factor so weights sum to 100%.
Score each business unit's industry on a 1-5 scale with explicit anchors (e.g., Growth: 5 = >15% CAGR, 3 = GDP
growth, 1 = declining). Calculate the weighted score. Validate by asking: would a rational new entrant invest in this
industry today? If not, your attractiveness score is too generous. Common error: weighting growth too heavily
while ignoring profitability and competitive intensity.

Select 5-8 strength factors. Weight them by strategic importance (not by where you score well). Score each factor
1-5 using competitor benchmarking data, not self-assessment. Calculate weighted score. Critical validation: have
a competitor or external advisor score you independently — internal teams consistently over-rate competitive
strength by 0.5-1.0 points. Pay special attention to trend direction: a share that's declining at 2% per year signals
eroding strength even if absolute share is still high.

For each green-zone unit, define: investment budget (should be 2-3x maintenance level), target market share
trajectory, key talent requirements, and strategic milestones. Track actual investment vs plan monthly —
bureaucratic processes often starve green-zone units of approved resources. Calculate the expected ROl and
payback period for incremental investment. If a green-zone unit isn't growing share despite heavy investment,
either the investment is being deployed wrong or the competitive strength assessment was inflated.

For each yellow-zone unit, define specific investment conditions: "We will invest if [X metric] reaches [Y threshold]
within [Z timeframe]." Without these conditions, yellow-zone units absorb resources indefinitely with no
accountability. Set a review cadence (quarterly) with predetermined triggers for reclassification. Calculate the
minimum investment required to maintain current position — this is your baseline. Any investment above baseline
must have a clear thesis for moving the unit toward the green zone.

For each red-zone unit, calculate: current free cash flow, maintenance-only investment level, expected cash flow
over a 3-year harvest period, and estimated divestiture value. Compare harvest-then-divest NPV against
immediate sale — sometimes early exit maximizes total value. Set non-negotiable divestiture timelines. Track cash
extraction monthly. If a red-zone unit requires any incremental investment to maintain cash flow, it should be
divested immediately — harvesting only works when the unit can self-fund its decline.
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Innovation Ambition Matrix

Framework Diagram

WHERE TO PLAY (MARKETS)

Existing Adjacent New
Markets Markets Markets

Core Adjacent Adjacent
Optimize existing Expand existing Extend existing
for existing markets to new markets to new markets
Existing
Products
Adjacent Adjacent Transformational
New products for New products in New products in
existing markets adjacent markets new markets
Adjacent
Products
Adjacent Transformational Transformational
Breakthrough for Breakthrough for Breakthrough in
existing markets adjacent markets new markets

New
Products

Framework Purpose

The Innovation Ambition Matrix forces companies to allocate innovation investment across three distinct categories:
Core (optimizing existing products for existing customers), Adjacent (expanding into related markets or offerings), and
Transformational (creating breakthroughs for markets that don't yet exist). Most companies default to 90%+ Core
innovation, which delivers incremental improvement but guarantees eventual disruption.

The critical insight from Nagji and Tuff's HBR research: companies that consistently outperform their peers allocate
innovation investment roughly 70% Core, 20% Adjacent, and 10% Transformational. The returns profile is inverted —
Core delivers predictable but modest returns, Adjacent delivers higher returns with more risk, and Transformational
delivers the highest potential returns but with the highest failure rate.

Each category requires a fundamentally different management approach — different metrics, different timelines,
different team structures, and different tolerance for failure. Applying Core innovation metrics to Transformational
initiatives kills them. Applying Transformational timelines to Core improvements wastes resources. The matrix makes
this distinction explicit and manageable.

Typical Allocation: Core 70% - Adjacent 20% - Transformational 10%

Companies that outperform allocate closer to 70-20-10. Under-investing in transformational invites disruption.

Innovation isn't one thing. Manage three distinct types with three distinct playbooks.

Source: Nagji & Tuff, HBR 2012
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Framework Development Approach

Audit your current innovation portfolio: classify every active initiative as Core, Adjacent, or Transformational. Calculate
the actual spend allocation across the three categories. Most companies discover they're running at 85-10-5 or worse
— heavily over-indexed on Core with virtually no Transformational investment. This is the burning platform for
change.

Set target allocations appropriate to your industry and strategic position. The 70-20-10 benchmark is a starting point,
not a universal answer. Technology companies in high-disruption sectors may need 60-20-20. Mature companies in
stable industries might run 80-15-5. The key is making the allocation explicit and defending it against budget
pressure.

Build separate management systems for each category. Core innovation uses traditional stage-gate processes, ROI
metrics, and 12-18 month timelines. Adjacent innovation needs cross-functional teams, market-testing frameworks,
and 2-3 year horizons. Transformational innovation requires dedicated teams insulated from quarterly pressure,
venture-style funding, and 5+ year patience.

Track the portfolio quarterly and rebalance. Core initiatives that stall should be killed, not nursed. Adjacent initiatives
that validate their thesis get scaled up. Transformational initiatives get funded based on learning milestones, not
revenue targets. The CEO must personally protect the Transformational budget — it's the first thing cut in a downturn
and the hardest to rebuild.
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Incremental improvements to existing products and services for existing customers in existing markets. Core
innovation is the bread and butter — optimizing features, improving quality, reducing costs, extending product
lines, and enhancing customer experience within your current business model. Examples: a bank adding mobile
check deposit, an e-commerce platform improving search relevance, a payment processor reducing transaction
latency. Core innovation has the highest success rate (typically 70-80%) but the lowest individual return per
initiative.

Leveraging existing capabilities into new markets or developing new offerings for existing customers. Adjacent
innovation stretches the business in one dimension at a time — either new customers with familiar products or
new products for familiar customers, but not both simultaneously. Examples: Stripe expanding from payments to
Atlas (incorporation), Amazon moving from retail into AWS by leveraging infrastructure expertise. Adjacent
innovations have moderate success rates (30-50%) and moderate returns, but they're where most sustainable
growth originates.

Breakthrough innovations that create new products for new markets — offerings that don't exist today serving
customers who aren't being served. Transformational innovation is where disruption originates and where the
largest potential returns live. Examples: Apple creating the iPhone (new product, new market), Tesla creating the
electric vehicle market, Square creating mobile point-of-sale for micro-merchants. Success rates are low (5-15%)
but successful transformational innovations create entirely new categories and can deliver 10-100x returns.

The deliberate distribution of innovation investment across Core, Adjacent, and Transformational categories. The
research-backed benchmark is 70-20-10 for companies that outperform peers on total shareholder return.
Under-allocation to Adjacent and Transformational is the most common failure mode — companies harvest current
products without planting seeds for future growth. Over-allocation to Core feels safe but guarantees vulnerability to
disruption. The allocation must be a conscious strategic choice, not the emergent result of individual business unit
budget requests.

The distinct organizational structures, processes, metrics, and incentives required for each innovation category.
Using one management system for all three categories is the most common reason innovation portfolios fail. Core
innovation thrives under efficiency-oriented management with tight timelines and clear ROI targets. Adjacent
innovation needs cross-functional teams with market exploration mandates. Transformational innovation requires
entrepreneurial teams with venture-style governance and high failure tolerance. Mixing these systems destroys all
three.
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Track Core innovation through traditional product metrics: feature adoption rates, NPS improvement, cost per
transaction reduction, time-to-market for incremental releases. Use stage-gate processes with clear go/no-go
criteria at each phase. ROI calculations should be straightforward — if you can't model the return on a Core
initiative, it's probably not Core. Set a maximum lifecycle of 12-18 months from concept to launch. Kill
underperforming Core initiatives quickly — the opportunity cost of nursing them is higher than the sunk cost of
stopping.

Evaluate Adjacent initiatives on capability fit: how much of your existing technology, distribution, brand, and talent
can you leverage? The best Adjacent moves reuse 70-80% of existing capabilities. Use lean experimentation —
test market demand before building full products. Metrics should blend product metrics with market development
metrics: customer acquisition cost in the new segment, time to product-market fit, and revenue from new vs
existing customers. Set 2-3 year horizons with quarterly milestones. Adjacent initiatives that don't show early
traction (pilot customers, revenue signal) within 12 months should be reassessed.

Manage Transformational innovation like a venture portfolio, not a product roadmap. Fund multiple small bets
rather than one big bet. Use discovery-driven planning: define assumptions, design experiments to test them, and
iterate based on learning. Metrics should focus on learning velocity and assumption validation, not revenue or ROI
— demanding financial returns from Transformational initiatives in year one is how large companies systematically
kill their most important innovations. Insulate Transformational teams from Core operations — separate budgets,
separate reporting, separate incentives.

Calculate your current actual allocation by classifying every innovation initiative and its budget. Compare against
the 70-20-10 benchmark and your target allocation. The gap between current and target is your rebalancing
agenda. Protect the Adjacent and Transformational budgets at the corporate level — if allocated to business units,
these budgets get redirected to Core initiatives under quarterly earnings pressure. Track allocation quarterly and
report to the board. Set a 'minimum viable Transformational' investment level below which you will not drop
regardless of short-term financial pressure.

Design separate processes for each category. Core: stage-gate, quarterly reviews, ROl hurdle rates, 12-18 month
timelines. Adjacent: lean startup methodology, 90-day experiment cycles, product-market fit metrics, 2-3 year
horizons. Transformational: venture board governance, assumption-testing milestones, learning metrics, 5+ year
patience. Staff accordingly: Core teams need operators and optimizers, Adjacent teams need entrepreneurs with
domain expertise, Transformational teams need visionaries comfortable with extreme ambiguity. Incentive
structures must match: don't penalize Transformational teams for high failure rates.
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Not all the smart people work for you. Build the bridges to reach them.

Source: Henry Chesbrough, 2003
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Framework Purpose

Open Innovation challenges the assumption that all good ideas must originate inside your company.
Chesbrough's insight: the knowledge landscape has shifted — useful knowledge is widely distributed,
and companies that rely solely on internal R&D are competing with one hand tied behind their back. The
framework provides a systematic approach to sourcing innovation externally and monetizing internal
innovations externally.

Inbound open innovation brings external ideas, technologies, and capabilities into your development
pipeline — through licensing, partnerships, acquisitions, crowdsourcing, and API ecosystems. Outbound
open innovation takes internal ideas that don't fit your current business model and monetizes them
through licensing, spin-offs, or platform strategies. The most powerful model is coupled: simultaneous
inbound and outbound flows.

Current

Market

Framework Development Approach

Audit your current innovation sourcing. What percentage of your product innovations originated externally vs
internally over the past 3 years? Most companies discover they're running a closed model by default. Map every
external partnership, licensing deal, acquisition, and API integration — this is your current open innovation footprint.
Identify gaps where external sourcing could accelerate development or reduce risk.

Design your inbound strategy. Identify the 3-5 capability areas where external innovation is faster, cheaper, or better
than internal development. Build sourcing channels for each: university partnerships for research, startup scouting for
emerging technologies, customer co-creation for product innovation, and developer ecosystems for distribution.
Create a technology radar that systematically scans external sources.

Design your outbound strategy. Inventory internal IP, technologies, and capabilities that aren't being fully leveraged in
your current product portfolio. Evaluate each for external monetization: licensing to non-competitors, spinning off as
independent ventures, or building platform/API business models. The hardest organizational shift is accepting that
sharing technology externally can be more valuable than hoarding it.

Build the organizational infrastructure: dedicated open innovation team, partnership evaluation criteria, IP
management protocols, and cultural change programs. The biggest barrier isn't strategy — it's the 'not invented here'
syndrome that causes internal teams to reject external innovations. Measure and reward adoption of external
innovations alongside internal ones.
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The systematic acquisition of external ideas, technologies, and capabilities to enhance your internal innovation
pipeline. Inbound channels include: licensing technologies from universities or other companies, acquiring startups
for their technology or talent, partnering with research institutions, running hackathons and innovation challenges,
sourcing from developer communities, and integrating customer-generated innovations. The strategic logic: the
cost of accessing external innovation is often 10-50% of building it internally, with faster time-to-market.

The strategic monetization of internal innovations through external channels. Outbound models include: licensing
IP to companies in non-competing markets, spinning off non-core technologies as independent ventures,
publishing APIs that create platform ecosystems, contributing to open-source projects that accelerate ecosystem
growth, and creating developer marketplaces. The insight: every company has technologies and capabilities that
are more valuable outside than inside. Leaving them on the shelf is a dead-weight loss.

The most powerful form of open innovation — simultaneous inbound and outbound flows creating a virtuous cycle.
Platform companies exemplify coupled innovation: they absorb external innovations through developer
ecosystems (inbound) while sharing infrastructure and APIs that enable external innovation (outbound). Apple's
iOS ecosystem, Salesforce's AppExchange, and Stripe's developer platform are coupled models. The flywheel
effect: more outbound sharing attracts more inbound innovation, which creates more value to share outbound.

The governance framework that determines what to protect, what to share, and how to capture value from
intellectual property in an open innovation model. Traditional IP strategy hoards everything — open innovation
requires a nuanced approach. Some IP must be protected as core competitive advantage. Some IP should be
shared freely to build ecosystem adoption. Some IP should be licensed for revenue. The wrong classification in
either direction destroys value: over-sharing erodes competitive advantage, over-protecting prevents ecosystem
growth.

The deliberate architecture of external relationships, platforms, and communities that enable open innovation at
scale. Ecosystem design determines who your innovation partners are, how they connect to your platform, what
value exchange governs the relationship, and how the ecosystem grows over time. The best ecosystems are
self-reinforcing: each new participant makes the ecosystem more valuable for everyone, creating switching costs
that protect your platform position.
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Map your product roadmap against internal capability gaps. For each gap, evaluate: build time, build cost, external
availability, licensing cost, and acquisition targets. Create a sourcing scorecard: if external sourcing delivers 2x
speed at 0.5x cost with acceptable IP risk, it should be the default path. Track the ratio of externally-sourced vs
internally-developed innovations and set a target (20-40% external for most tech companies). Build a startup
scouting function that evaluates 100+ companies per year to identify 3-5 partnership or acquisition targets.

Inventory all internal IP, patents, technologies, and capabilities not currently deployed in your product portfolio. For
each, evaluate: external market size, licensing revenue potential, competitive risk of sharing, and platform value.
Prioritize IP where external value exceeds internal opportunity cost by 3x or more. For API-based outbound
models, calculate the ecosystem multiplier: each API partner should generate 2-5x the value of the direct licensing
revenue through network effects, data, and distribution. Track outbound revenue as a separate P&L line.

Design the coupled model around a platform thesis: what is the core capability you share outbound that attracts
inbound innovation? Map the value exchange: what do external partners get (distribution, infrastructure, data) and
what do you get (functionality, market access, revenue share)? Measure the coupling ratio: for every dollar of
value you share outbound, how much inbound value do you capture? Successful platforms generate 3-10x return
on shared value. Monitor platform health metrics: developer growth, API usage, partner revenue, and
time-to-first-integration.

Classify all IP into three tiers: Tier 1 (Protect) — core differentiators that provide competitive advantage, never
share. Tier 2 (License) — valuable IP that generates more revenue externally than internally, monetize through
licensing. Tier 3 (Share) — infrastructure IP where broad adoption creates network effects that benefit you
disproportionately. Review classifications annually as competitive dynamics shift. Build IP evaluation criteria:
strategic importance, competitive uniqueness, ecosystem value, and revenue potential. Create fast-track licensing
processes — if licensing takes 6 months, partners will build alternatives.

Map your target ecosystem: who are the participants (developers, partners, customers, universities), what do they
contribute, and what do they receive? Design the value architecture: APIs, SDKs, documentation, sandboxes, and
support channels. Set ecosystem economics: revenue sharing, pricing tiers, and incentive structures for early
adopters. Measure ecosystem health: participant growth rate, activation rate (% who build something), retention
rate, and gross ecosystem value. The critical metric is time-to-value for new participants — if a developer can't
build something useful in a weekend, your ecosystem is too complex.
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Playing to Win
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Strategy is choice. The essence of strategy is choosing what not to do.

Source: A.G. Lafley & Roger Martin, 2013
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Framework Purpose

Playing to Win reframes strategy as an integrated cascade of five choices that must reinforce each
other. Lafley and Martin's core insight: most companies confuse strategy with planning. Plans are
comfortable because they don't force trade-offs. Strategy is uncomfortable because it requires saying no
to attractive options. The cascade forces each choice to constrain and enable the others.

The framework is deliberately sequential but iterative. Your winning aspiration sets the ambition level.
Where to play narrows the playing field. How to win defines the competitive advantage you'll build.
Capabilities identify what you must be distinctively good at. Management systems wire the organization
to execute. Each choice only makes sense in context of the others.

Framework Development Approach

Start with Where to Play and How to Win — not the aspiration. Most teams start at the top and produce vague
aspirations that constrain nothing. Instead, define 2-3 specific where-to-play / how-to-win combinations and test them.
For each combination: what would have to be true about our customers, our capabilities, competitors, and costs for
this to work? This is 'reverse engineering' the strategy.

Map your current choices explicitly. Write down what your organization is actually choosing today — not what the
strategy deck says, but what resource allocation, hiring, and product decisions reveal. Most companies discover they
have no coherent set of choices: they're playing everywhere and winning nowhere. The gap between stated and
revealed strategy is where the real work begins.

For each strategic option, identify the 'must-have' capabilities — the 2-3 things you must be world-class at. Then audit
honestly: are you actually world-class? If not, can you build or acquire those capabilities in the required timeframe?
The most common strategy failure is choosing a where-to-play/how-to-win that requires capabilities you don't have
and can't build fast enough.

Build management systems that make the chosen strategy the path of least resistance. Metrics, incentives, org
structure, and resource allocation must all reinforce the cascade. If your strategy says 'win through innovation' but
your metrics reward cost reduction, your management systems are fighting your strategy — and the systems will win
every time.
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The animating purpose of your enterprise — what winning looks like in terms of impact on customers and the
world. Not a financial target but a statement of the value you intend to create. Lafley's P&G aspiration was to
'touch and improve more consumers' lives.' This isn't vague — it directly constrains where to play (consumer
products, not industrial) and how to win (brand-led, not cost-led). A good aspiration eliminates 80% of possible
strategies.

The specific playing field: which customers, geographies, product categories, channels, and value chain stages
you will compete in. This is the most consequential choice because it determines the competitive set you face.
Playing everywhere is not a strategy. The power of where-to-play comes from deliberate narrowing — choosing
segments where your how-to-win advantages are strongest and competitors' advantages are weakest.

The specific competitive advantage that will make you the preferred choice in your chosen where-to-play. Only two
generic approaches: cost leadership (deliver equivalent value at lower cost) or differentiation (deliver superior
value customers will pay more for). Most strategy fails here because companies try to be both or neither. Your
how-to-win must be specific enough that competitors can see it and still struggle to replicate it.

The 3-5 mutually reinforcing capabilities that together deliver the where-to-play/how-to-win combination. Not a long
list of competencies but a tight, integrated set where each capability makes the others more powerful. P&G's were:
deep consumer understanding, innovation, brand building, go-to-market capability, and global scale. The system
matters more than any individual capability because it's the interaction effects that create the moat.

The organizational structures, processes, metrics, and incentives that translate strategic choices into daily action.
Management systems are where strategy either gets executed or dies. The systems must make the chosen
strategy the default behavior — not something people have to remember to do, but the natural output of how the
organization operates. If you have to constantly remind people of the strategy, your management systems are
broken.
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Write your aspiration, then test it: does it eliminate options? If your aspiration is compatible with every possible
strategy, it's too vague. Pressure-test with 'would we stop doing X because of this aspiration?' If the answer is
never yes, rewrite it. Compare your aspiration against your actual portfolio — are there businesses or products
that don't fit? Those are candidates for divestiture or strategic realignment.

Map all possible where-to-play options across 5 dimensions: customer segments, geographies, product/service
categories, channels, and value chain position. For each option, score: market attractiveness (size, growth,
profitability), right to win (do you have or can you build competitive advantage here?), and strategic fit (does this
reinforce other choices?). Eliminate any where-to-play that scores below threshold on right to win — attractiveness
alone is not enough.

For each where-to-play, define the how-to-win. State the value proposition in one sentence: '"We win by delivering
[specific value] to [specific customer] through [specific mechanism] that competitors cannot easily match because
[specific barrier].' Test it: can a competitor copy this within 2 years? If yes, it's not a sustainable how-to-win. Map
the reinforcing activities that make your how-to-win hard to replicate — the activity system, not the individual
activities, is the moat.

For your chosen strategy, identify the minimum set of capabilities required. For each: rate your current level (1-5),
required level, and gap. Prioritize the 1-2 capabilities with the largest gap that are most critical to how-to-win. Build
detailed capability-building plans with milestones. The hardest test: if you could only be world-class at 2 things,
which 2 would make the strategy work? Those are your must-win capability battles.

Audit every major management system against the strategy cascade: does it reinforce or contradict the choices?
Check: resource allocation (does budget follow strategy?), talent (are you hiring for the capabilities you need?),
metrics (do KPIs measure what matters for how-to-win?), incentives (do rewards drive the right behavior?), and
org structure (does the structure enable or block the strategy?). Fix contradictions immediately — they create
more damage than missing capabilities.
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Framework Diagram Framework Purpose

. Real Options Theory applies financial options pricing logic to strategic investments. The core insight:
under uncertainty, the ability to defer, expand, contract, or abandon an investment has measurable
economic value. Traditional NPV analysis assumes a now-or-never, all-or-nothing decision. Real options
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Framework Development Approach

. Identify the options embedded in your current strategy. Every staged investment, pilot program, partnership, and R&D
project contains real options. Map them: what is the option (expand, defer, abandon, switch)? What is the exercise
price (cost to scale)? What is the expiration date (when does the window close)? Most companies have dozens of
unrecognized options sitting in their portfolio.

Real Options Value
Option Value = NPV of Project + Value of Flexibility
Small initial investment buys the RIGHT (not obligation) to invest more later.

Asymmetric payoff: upside is uncapped, downside is limited to the option price. . Restructure major investments as option sequences. Instead of a $50M all-in commitment, design a $5M Phase 1

that buys the right to invest $45M in Phase 2. Define the stage gates: what specific information must you learn at
each stage to justify the next investment? The key metric is the ratio of information gained to capital deployed — you
want maximum learning per dollar spent.

. Value the flexibility explicitly. Use decision tree analysis: map the possible outcomes at each stage gate, assign
probabilities, and calculate the expected value of the staged approach vs the all-in approach. The difference is the
option value. For high-uncertainty investments, the option value often exceeds the static NPV — meaning the
flexibility itself is worth more than the base case.

Uncertainty is not risk — it is the raw material from which option value is created. . Build organizational capability to exercise options quickly. The value of an option depends on your ability to act when
conditions are right. If it takes 18 months to scale a successful pilot, your option expires worthless. Create
pre-committed resources, pre-approved budgets, and pre-built infrastructure that let you move from pilot to scale in
weeks, not quarters.

Source: Stewart Myers / Avinash Dixit & Robert Pindyck, 1994
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The right to delay an investment decision until uncertainty resolves. Deferral is valuable when information arriving
over time could significantly change the investment's attractiveness. The cost of deferral is the foregone cash
flows and potential first-mover advantages. The value is avoiding costly mistakes when conditions turn
unfavorable. In fast-moving markets, the deferral window may be short — but it's rarely zero.

The right to scale up an investment if early results are favorable. Expansion options are created by any investment
that establishes a beachhead: entering a new market, launching a product, building a platform. The initial
investment is the option price. The expansion investment is the exercise price. The value comes from participating
in upside while limiting initial exposure.

The right to exit an investment and recover residual value when conditions deteriorate. Abandonment options are
valuable because they cap downside — you lose the option price, not the full investment. The salvage value
includes tangible assets, IP, talent, customer relationships, and learning. Structured abandonment is not failure —
it's rational capital reallocation.

The right to change the use, inputs, or outputs of an investment based on changing conditions. Switching options
are embedded in flexible manufacturing, multi-use platforms, and modular architectures. The value comes from
the ability to respond to market shifts without starting over. Platform businesses are essentially bundles of
switching options — the same infrastructure serves different use cases.

The structuring of large investments as a sequence of smaller commitments, each contingent on the results of the
previous stage. Staged investment converts a single high-risk bet into a series of options. Each stage gate is a
decision point where you can expand, pivot, or exit. The total cost of the staged approach may exceed the all-in
approach, but the expected value is higher because you avoid full commitment to bad outcomes.
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For each major investment, calculate the value of waiting 3, 6, and 12 months. What information would you gain?
How much would that information change your go/no-go decision? Compare the cost of waiting (lost revenue,
competitor moves) against the value of better information. If the information value exceeds the delay cost, defer.
Track the key signals that would trigger action and set explicit tripwires.

Design every major initiative with explicit expansion triggers. Define: what metrics at what levels justify scaling?
What is the pre-committed expansion budget? What infrastructure must be in place before you can scale?
Calculate the expansion multiplier: if Phase 1 costs $X and Phase 2 costs $Y, what return on $Y is required given
Phase 1 learnings? Build 'expansion readiness' into Phase 1 — don't just prove the concept, prepare the scaling
infrastructure.

For every investment, define the kill criteria before you start. What specific conditions would make abandonment
the right call? Set tripwires that trigger automatic review — don't rely on managers to self-report failure. Calculate
the salvage value at each stage gate: what can you recover? Build abandonment plans that maximize salvage:
which assets can be redeployed, which teams can be redirected, which IP can be licensed?

Audit your current assets for switching potential. Which investments could serve different markets, customers, or
use cases with minimal additional cost? Design new investments for optionality: modular architecture, API-first
design, multi-tenant platforms. Calculate the switching cost for each potential pivot. The lower the switching cost
relative to the value of the alternative use, the more valuable the option. Build flexibility into contracts, technology,
and org design.

Restructure your top 5 investments as staged sequences. For each: define 3-4 stages with clear deliverables,
decision criteria, and go/no-go gates. Calculate the 'option premium' — the additional cost of staging vs all-in.
Compare against the expected value of the information gained at each gate. Design each stage to maximize
learning per dollar: what is the cheapest experiment that answers the most important question? Build stage-gate
governance that is fast and decisive.
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Framework Purpose

Scenario Planning forces organizations to confront multiple plausible futures rather than betting on a
single forecast. Developed by Pierre Wack at Shell in the 1970s, the method helped Shell prepare for
the oil crisis that blindsided every competitor. The core insight: forecasts are always wrong, but thinking
through divergent scenarios builds the mental models and organizational flexibility to respond to
whatever actually happens.

The framework identifies 2 critical uncertainties — the forces that matter most but are genuinely
unpredictable — and uses them to construct 4 distinct future worlds. Each scenario is a coherent,
internally consistent narrative about how the future could unfold. The power comes not from the
scenarios themselves but from stress-testing your strategy against all four: which strategies are robust
across scenarios, and which are fragile?
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The point is not to predict the future but to prepare for multiple futures.

Source: Pierre Wack / Royal Dutch Shell, 1970s
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Framework Development Approach

Identify the driving forces that will shape your industry over the next 5-10 years. Brainstorm 15-20 forces across
PESTEL categories: political/regulatory, economic, social/demographic, technological, environmental, and legal. Rank
each force on two dimensions: impact on your business (high/low) and uncertainty (predictable/unpredictable). The
forces that are both high-impact and highly uncertain are your candidates for scenario axes.

Select the 2 most critical uncertainties and construct the 2x2 matrix. Each quadrant defines a distinct future world.
Name each scenario with an evocative label that captures its essence. Write a 1-page narrative for each: what
happened, why, what the world looks like, who won and who lost. The narratives must be plausible, internally
consistent, and genuinely different — not just 'good,' 'bad,' and two variations.

Stress-test your current strategy against all four scenarios. For each: does the strategy work? What breaks? What
must change? Identify the 'robust' elements that succeed across all scenarios and the 'fragile' elements that only work
in one. Build adaptive strategies: core commitments that are robust plus contingent moves triggered by early signals
of which scenario is unfolding.

Define early warning indicators for each scenario. What observable signals would tell you which scenario is becoming
more likely? Set up monitoring dashboards that track these signals quarterly. The goal is not to predict which scenario
will happen but to detect which is unfolding early enough to activate your contingent strategies before competitors
realize the world has changed.
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The macro-level forces that will shape your industry's future regardless of your actions. These include
technological change, regulatory evolution, demographic shifts, economic cycles, geopolitical dynamics, and social
trends. Some driving forces are predetermined (aging demographics, climate change trajectory) while others are
genuinely uncertain (regulatory direction, technology adoption speed). The art is distinguishing between the two.

The 2 driving forces that are simultaneously most impactful and most unpredictable. These become the axes of
the scenario matrix. Good critical uncertainties are genuinely binary or spectrum-like (not multi-dimensional),
independent of each other (correlated uncertainties produce redundant scenarios), and consequential enough that
different outcomes create fundamentally different strategic environments.

Detailed, internally consistent stories about how each future world unfolds. Each narrative describes the sequence
of events that leads to that scenario, the key actors and their motivations, the implications for your industry, and
what 'winning' looks like in that world. Good narratives are vivid enough to be memorable, plausible enough to be
taken seriously, and different enough to challenge current assumptions.

The systematic evaluation of your current strategy against each scenario. For each scenario, assess: does the
strategy succeed, partially succeed, or fail? Which assumptions are validated and which are invalidated? What
capabilities become critical or irrelevant? The goal is to identify strategy elements that are robust (work across all
scenarios) vs fragile (only work in one scenario). Fragile elements need hedging or contingency plans.

Observable signals that indicate which scenario is becoming more likely. Each scenario should have 3-5 leading

indicators that can be monitored in real time. Effective indicators are: measurable (not subjective), leading (signal
the scenario before it fully materializes), available (data exists or can be collected), and actionable (detecting the
signal gives you enough time to respond).
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Run a structured brainstorm to identify 15-20 driving forces. For each, score impact (1-5) and uncertainty (1-5).
Plot on a 2x2 of impact vs uncertainty. Predetermined forces (high impact, low uncertainty) are planning
assumptions common to all scenarios. Uncertain forces (high impact, high uncertainty) are scenario axis
candidates. Low-impact forces can be deprioritized regardless of uncertainty.

From your shortlist of high-impact/high-uncertainty forces, select the 2 that are most independent and most
consequential. Test independence: if Uncertainty A resolves one way, does it determine how Uncertainty B
resolves? If yes, they're correlated — choose a different pair. Test consequence: would your strategy change
meaningfully depending on the outcome? If the answer is the same regardless, the uncertainty doesn't matter
enough to be an axis.

For each quadrant, write a 1-page narrative answering: What triggered this scenario? What were the key turning
points? Who are the winners and losers? What does the competitive landscape look like? What do customers
value? Give each scenario a memorable name. The narratives should be written in past tense (as if looking back
from the future) to make them feel concrete. Validate with diverse stakeholders to ensure plausibility.

Build a strategy robustness matrix: list your key strategic bets as rows, scenarios as columns, and score each cell
(greenlyellow/red). Any strategy element that is red in 2+ scenarios needs immediate attention: either redesign it
to be more robust or build explicit contingency plans. Calculate the 'regret’ for each strategy under each scenario
— the difference between what you'd choose with perfect foresight and what your current strategy delivers.

For each scenario, identify 3-5 specific, measurable signals. Define threshold values that trigger strategic review.
Build a monitoring dashboard updated quarterly. Assign scenario 'owners' responsible for tracking indicators. The
critical discipline: when indicators suggest a scenario shift, activate contingent strategies immediately — don't wait
for confirmation. By the time a scenario is obvious, the response window has closed.
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Strategy Diamond

Framework Diagram Framework Purpose

. The Strategy Diamond provides a comprehensive checklist for strategy completeness. Hambrick and
Fredrickson's insight: most strategies are incomplete. They address where to compete and maybe how
to differentiate, but ignore the vehicles (how to get there), the staging (in what sequence), and the

Wﬁren:s economic logic (how it all generates returns). An incomplete strategy is not a strategy — it's a wish list.
ere will we
be active? . The five facets must form an internally consistent, mutually reinforcing system. Arenas define the playing

field. Vehicles determine the mode of entry (organic, M&A, partnerships). Differentiators specify how you
win customers. Staging sequences the moves. Economic logic explains the profit engine. Change one
facet and you must reassess all others — the power is in the integration, not any single element.

Differentiators Economic Vehicles
How will we Logic How will we
win? How will we earn get there?

our returns? Framework Development ApproaCh

N\ . Start with Arenas — define specifically where you will compete. Not 'financial services' but 'embedded B2B payments
for Saa$S platforms in North America with ARR $10M-100M.' The more specific your arena definition, the more useful
the rest of the diamond becomes. List 3-5 arenas maximum. For each, define the customer segment, geographic
scope, product/service category, and value chain position.

. For each arena, specify the Vehicle. Will you enter through organic development, acquisition, joint venture, licensing,
or partnership? The vehicle choice has massive implications for speed, cost, risk, and capability building. Most
companies default to organic and wonder why they're slow. Map each arena to the optimal vehicle based on:
urgency, capability gap, capital available, and strategic importance.

Staging
What will be our . X . . . X X
speed & sequence? . Define Differentiators that are specific and defensible. Not 'great technology' but 'sub-200ms payment processing with
99.999% uptime and pre-integrated with the top 15 SaaS billing systems.' Test each differentiator: is it valuable to
customers, rare among competitors, costly to imitate, and embedded in your organization? If it fails any test, it's not a
real differentiator.

. Design the Staging and validate the Economic Logic. Staging defines the sequence: what comes first, second, third,
and why that order? The sequence should build capabilities and assets that make each subsequent move easier.
A strategy is not a collection of choices — it is an integrated set of choices that fit together. Economic logic must be crystal clear: we will earn above-average returns because [specific mechanism]. If you can't
complete that sentence in one breath, your economic logic is unclear.

Source: Donald Hambrick & James Fredrickson, 2001
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Strategy Diamond

Arenas

Vehicles

Differentiators

Staging &

Pacing

Economic
Logic

The specific domains where the firm will be active. Arenas are defined by product categories, market segments,
geographic areas, core technologies, and value-chain stages. The key discipline is specificity — broad arena
definitions like 'financial services' or 'enterprise software' are useless because they don't constrain resource
allocation or guide trade-offs. Arenas must be narrow enough that you can be meaningfully different in each one.

The means by which you will enter and advance in chosen arenas. Options include: organic/internal development,
joint ventures and partnerships, licensing agreements, mergers and acquisitions, and franchising. Each vehicle
carries different implications for speed, cost, control, risk, and capability development. The vehicle choice is often
the difference between a strategy that works on paper and one that works in reality.

The specific attributes that will cause customers to choose you over alternatives. Differentiators can include: brand
image, product reliability, customization, pricing, styling, speed/time-to-market, or proprietary technology. The
critical test is whether the differentiator actually influences purchase decisions in your chosen arenas — a
differentiator that customers don't value is not a differentiator. Avoid lists of 10+ differentiators; if everything is
special, nothing is.

The sequence and speed of strategic moves. Staging determines which arenas to enter first, which vehicles to
deploy when, and how quickly to scale. Good staging creates a series of wins that build momentum, capabilities,
and resources for subsequent moves. Each stage should make the next stage easier or cheaper. Bad staging tries
to do everything simultaneously and achieves nothing at scale.

The central mechanism by which the firm will generate above-average returns. The economic logic connects all
other facets into a profit engine. It answers: why will this combination of arenas, vehicles, differentiators, and
staging produce returns that exceed cost of capital? Only two fundamental sources: cost advantages (scale,
scope, learning, replication) or premium pricing (brand, quality, network effects, switching costs).
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List every arena you currently compete in, then every arena you're considering entering. For each: define the
boundaries precisely (customer type, geography, product scope). Score each on market attractiveness (size,
growth, profitability) and right to win (capability fit, competitive intensity). Rank-order and select the top 3-5 where
attractiveness and right-to-win scores are both above threshold. Cut everything else — spread across too many
arenas is the most common strategy failure.

For each arena, map the optimal vehicle against four criteria: speed (how fast must you be in-market?), capability
gap (what do you lack?), capital efficiency (buy vs build economics), and strategic control (how much do you
need?). Build a vehicle decision matrix. If speed is critical and capability gaps are large, acquisition or partnership
beats organic. If control matters and capabilities exist internally, organic development wins. Avoid defaulting to one
vehicle for everything.

For each arena, identify the top 3 purchase criteria from the customer's perspective (validated through research,
not assumption). Map your performance vs competitors on each criterion. Your differentiators must align with the
criteria that matter most. Apply the VRIO test: is each differentiator Valuable (customers care), Rare (competitors
lack it), costly to Imitate, and Organizationally embedded? Only VRIO-passing differentiators are sustainable.

Map your strategic moves on a timeline. For each phase: what arenas are you entering, through what vehicles,
with what milestones? Define the dependencies — which moves enable or require other moves? Sequence to
maximize learning and minimize risk: enter the arena where you have the strongest right-to-win first, build the
capabilities and brand equity there, then leverage those assets into adjacent arenas. Set explicit phase-gate
criteria for advancing to the next stage.

State your economic logic in one sentence: 'We will earn above-average returns because ___.' If you can't, the
strategy lacks coherence. Validate the logic with unit economics: what are the specific cost advantages or pricing
premiums that make the math work? Model the P&L for each arena under conservative assumptions. Test
sensitivity: what must be true about market size, share, pricing, and costs for the economic logic to hold? If it
requires heroic assumptions, it's not a strategy.
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Three Horizons

Framework Diagram

7~ N

H1

Extend & Defend
Core Business

H2

Build Emerging
Businesses

Growth /
Revenue

Framework Purpose

Three Horizons solves the fundamental tension between running today's business and building
tomorrow's. Most organizations either over-invest in the core (and get disrupted) or over-invest in
innovation (and starve the cash engine). The framework provides a portfolio approach: Horizon 1 is the
current core business generating today's cash flows, Horizon 2 is the emerging businesses scaling
toward profitability, and Horizon 3 is the seeds of future businesses being explored.

The key insight is that all three horizons must be managed simultaneously with different metrics,
different governance, and different talent. H1 is measured on efficiency and profitability. H2 on growth
rate and market share. H3 on learning velocity and option creation. Applying H1 metrics to H3 kills
innovation. Applying H3 tolerance to H1 destroys cash flow. The framework forces explicit resource
allocation across time horizons.

H3

Create Viable
Future Options

-

| | |
0-12 months 12-36 months 36-72 months Time

Manage the present, selectively forget the past, and create the future — simultaneously.

Source: Mehrdad Baghai, Stephen Coley & David White, 1999
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Framework Development Approach

Classify every initiative, product, and business unit into H1, H2, or H3. Be honest: if it's generating significant revenue
and profit today, it's H1 regardless of how innovative it feels. If it's scaling but not yet profitable, it's H2. If it's still in
exploration, pilot, or R&D phase, it's H3. Most organizations discover they're 90% H1, 8% H2, and 2% H3 — which
means they're optimizing the present and ignoring the future.

Set explicit resource allocation targets by horizon. A common starting point is 70-20-10 (70% H1, 20% H2, 10% H3),
but the right split depends on industry velocity and competitive pressure. High-disruption industries may need
50-30-20. Track actual spending vs target quarterly. The single most common failure: H1 absorbs all investment
during downturns, killing H2 and H3 precisely when they matter most.

Design different governance for each horizon. H1 needs operational reviews, efficiency targets, and cost discipline.
H2 needs growth-stage metrics: customer acquisition, retention, unit economics trajectory, and milestone-based
funding. H3 needs venture-style governance: small bets, rapid experimentation, kill criteria based on learning not
revenue. If your H3 initiatives are being evaluated on the same P&L metrics as H1, you're guaranteed to kill them.

Build the transition pipeline: how do H3 seeds become H2 businesses become H1 cash engines? Define the stage
gates, the graduation criteria, and the handoff process. The hardest organizational challenge is the H2 to H1
transition — where emerging businesses must integrate into the core without losing their innovation DNA. Design the
integration process before you need it.
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Three Horizons

Horizon 1:
Extend &
Defend

Horizon 2:
Build
Emerging

Horizon 3:
Create
Options

Resource
Allocation

Transition
Pipeline

The core businesses that generate today's revenue and profit. H1 initiatives focus on defending market position,
optimizing operations, and extending the life of existing products and business models. These are the cash

engines that fund everything else. The management imperative: maximize cash generation while acknowledging
that every H1 business has a finite lifespan. The question is not whether H1 will decline, but when and how fast.

Businesses that are past the idea stage and actively scaling, but not yet generating the revenue or profit to sustain
themselves. H2 is the most dangerous zone: initiatives need significant investment but can't yet prove ROI on H1
terms. Most H2 failures come from premature scaling (investing too much before product-market fit) or premature
defunding (killing initiatives before they've had enough time to prove themselves).

Seeds, experiments, and early-stage explorations that could become the next generation of businesses. H3 is
where you invest small amounts to learn whether large opportunities exist. The portfolio logic applies: most H3
bets will fail, but the few that succeed will become the H2 and eventually H1 businesses of the future. H3 requires
radical tolerance for ambiguity and a fundamentally different management approach than H1.

The explicit distribution of investment capital, talent, and management attention across all three horizons.
Resource allocation is where strategy becomes real — stated priorities that don't show up in budgets are not
priorities. The typical failure mode: H1 consumes all resources because it has the loudest advocates, the clearest
metrics, and the most urgent demands. Deliberate allocation requires executive discipline to protect H2 and H3
funding.

The process by which initiatives move from H3 to H2 to H1 as they mature. The transition pipeline ensures
continuity: as current H1 businesses decline, new ones are ready to replace them. The hardest transitions are
H3-to-H2 (moving from exploration to scaling) and H2-to-H1 (integrating emerging businesses into the core). Each
transition requires different skills, governance, and metrics.
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Inventory all H1 businesses and products. For each: current revenue, growth rate, margin trajectory, competitive
position, and estimated remaining lifespan. Identify the 2-3 moves that extend H1 life by 2-5 years (pricing
optimization, market expansion, product refresh). Set efficiency targets: H1 should generate increasing cash flow
on decreasing investment. Track the 'cash conversion ratio' — how much of H1 revenue converts to investable
cash for H2/H3?

For each H2 initiative: define the key milestones for the next 12-18 months. What must be true for this to graduate
to H1? Set growth-stage metrics: customer acquisition cost, retention rate, unit economics trajectory, and total
addressable market validation. Fund H2 in stages with clear go/no-go gates. The critical discipline: protect H2
budgets from H1 raids during downturns. If you cut H2 every time H1 has a bad quarter, you'll never build the next
business.

Maintain a portfolio of 8-15 H3 experiments. For each: hypothesis, minimum viable experiment, learning
objectives, and Kill criteria. Fund each at the minimum level required to test the hypothesis. Review quarterly: has
the experiment generated enough learning to justify continued investment? Apply venture-style governance:
expect 70-80% failure rate. Measure success in learning velocity, not revenue. The single metric that matters: are
we creating options on the future faster than the industry is changing?

Set target allocation ratios (e.g., 70-20-10) and track actual spending quarterly. Compare allocation to strategic
intent: if your strategy depends on H2 businesses scaling, but you're allocating 95% to H1, the strategy is fiction.
Build separate funding pools for each horizon with different approval processes. Create 'innovation reserves' that
cannot be raided for H1 shortfalls. The most important resource isn't capital — it's senior leadership attention.
Track how much C-suite time goes to each horizon.

Map the current pipeline: how many initiatives at each stage, their health, and expected transition timing. Define
graduation criteria for each transition: what must be true for an H3 to become an H2? For an H2 to become an
H1? Build transition support: dedicated teams that help initiatives navigate the shift from one horizon's governance
to another. Track pipeline velocity: are initiatives moving through fast enough to replace declining H1 businesses?
If the pipeline is empty, the future is undefended.
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Hedgehog Concept

Framework Diagram Framework Purpose

. Defines the strategic sweet spot where three circles intersect: what you're deeply passionate about,
what you can be the best in the world at, and what drives your economic engine — companies that
find this intersection and stay disciplined about it dramatically outperform

. Prevents strategic overextension by creating a clear filter: if an opportunity doesn't sit in the
intersection of all three circles, it's a distraction regardless of how attractive it appears in isolation
. The key insight is that being 'the best in the world' is not about aspiration — it's about honest
Deep assessment of where you have structural advantages that competitors cannot easily replicate
Passion . The economic engine circle is the most often neglected: passion and capability mean nothing if you
can't identify the core economic denominator (profit per X) that makes the business sustainably
profitable
Hedgehog
Concept Framework Development Approach
. For each circle, conduct a rigorous assessment: survey leadership on genuine passion (not

aspirational), benchmark capabilities against best-in-class competitors, and identify the single
economic denominator that most drives profitability

. The 'best in the world at' circle requires the most intellectual honesty — this is not what you want to
be best at, but what you actually could be best at given your structural position, capabilities, and
history

. Identify the economic denominator by testing different 'profit per X' formulations — profit per

customer, per transaction, per employee, per geographic region — the right denominator is the one
that, when optimized, creates the largest sustainable economic value

. Test every strategic initiative against the three-circle intersection: if it doesn't pass all three filters, it
doesn't get funded. Discipline in saying no is the mechanism that makes the Hedgehog Concept
work

Source: Jim Collins
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Hedgehog Concept

Deep Passion What your organization is genuinely and enduringly passionate about — not what you think you should be Survey leadership and key talent with a deceptively simple question: what work would you do even if you weren’t paid? Where
passionate about, but what actually energizes the team and sustains commitment through adversity. Collins does the organization consistently over-invest discretionary effort without being asked? Look for revealed preferences, not
found that great companies didn’t choose to become passionate about something because it was stated ones — track where people voluntarily spend extra time, which projects attract the best internal talent, and which
strategically attractive; they discovered what they were already deeply passionate about and built strategy capabilities the organization builds even when not economically justified in the short term. Distinguish genuine passion from
around it. Passion is the sustainability engine: when markets contract, competition intensifies, or execution inherited inertia: some organizations confuse ‘what we’ve always done’ with ‘what we love doing.” Test passion durability by
gets brutal, organizations without genuine passion retreat to safe mediocrity. Passion must be asking: if this capability became 50% less profitable for three years, would the organization still pursue it? If the answer is no,
organizational, not just the CEO’s — it has to permeate the culture and survive leadership transitions. it's a business preference, not a deep passion.

Best in the World What you could potentially be the best in the world at — a capability where you have structural advantages Benchmark your top 3-5 capabilities against the best operators globally — not just direct competitors but any firm with
that are difficult or impossible for competitors to replicate. This is not aspirational cheerleading; it's a brutally analogous capabilities. For each capability, ask: if we devoted 10 years of focused effort, could we become the undisputed
honest assessment of where your organization has or could develop a durable, defensible edge. Collins best? If you can’t build a credible path to best-in-world, it's not your hedgehog. Identify the structural source of advantage: is it
emphasizes that this is not about what you are currently best at, but what you could become best at given scale, proprietary data, network effects, talent density, regulatory position, accumulated institutional knowledge, or unique
enough focus and time. Equally important is its inverse: what can you not be the best in the world at? process IP? Capabilities built on structural advantages compound over time; capabilities built on effort alone are vulnerable to
Organizations that refuse to confront this question spread resources across capabilities where they will better-funded competitors. Map the ‘anti-hedgehog’ as well: capabilities where the organization persistently underperforms
always be mediocre, starving the ones where they could dominate. despite investment. These are signals to exit, outsource, or partner rather than continue investing in permanent mediocrity.

Economic Engine The core economic denominator (profit per X) that drives sustainable profitability — the single metric that, Test multiple ‘profit per X’ formulations against historical data to find the denominator with the highest explanatory power for
when optimized, creates the most economic value. Collins found that every great company identified a value creation. Start with the obvious candidates (profit per customer, per transaction, per employee, per unit) then test
single economic ratio that best captured the logic of their value creation. For Walgreens it was profit per non-obvious ones (profit per customer-year, per product category, per square foot, per API call). The right denominator
customer visit; for Wells Fargo it was profit per employee. The economic engine is not revenue growth or satisfies three criteria: (1) It explains historical performance variation better than alternatives — periods where the
market share — it’s the unit-level mechanism that converts activity into profit at scale. Finding the right denominator improved should correlate with periods of value creation. (2) It is structurally improvable — if the denominator is
denominator forces strategic clarity: it reveals whether the business creates value through volume, margin, at a ceiling, it's not the right engine metric. (3) It connects to strategic levers the organization can actually pull — a
velocity, efficiency, or compounding relationships. The wrong denominator leads to strategies that grow denominator no one can influence is an observation, not a strategy. Validate the denominator by testing whether improving it
revenue while destroying economic value. by 10% would improve total economic profit more than improving any other single metric by 10%.

The Intersection The sweet spot where all three circles overlap — the singular strategic focus that the organization is deeply Map each candidate strategic focus against all three dimensions simultaneously using a 3-circle Venn diagnostic. For each
passionate about, could be the best in the world at, and which drives a powerful economic engine. Collins’s candidate, score: Passion (1-5 based on organizational energy evidence), Best-in-World potential (1-5 based on structural
central finding is that greatness comes from this intersection, not from any individual circle. Organizations advantage analysis), and Economic Engine fit (1-5 based on denominator optimization). Only candidates scoring 4+ on all
that pursue passion without economic viability become noble failures. Those that chase economic returns three circles warrant serious consideration. Test the intersection for coherence: does being passionate about this naturally
without passion burn out their people. Those that aim to be best at something they lack passion for or can’t develop the capability to be best? Does being best at this naturally drive the economic engine? If the three circles reinforce
monetize build unsustainable capability. The Hedgehog Concept is not a goal, vision, or strategy statement each other, you have a Hedgehog Concept. If they require separate strategic efforts, you have three initiatives pretending to
— it is an understanding of what the organization can sustainably excel at, and it requires the discipline to be a strategy. The acid test: can you state the intersection in a single clear sentence that every employee would understand
say no to everything that falls outside the intersection, no matter how attractive. and that would remain valid for a decade?

Strategic Discipline The organizational commitment to relentlessly pursuing activities within the Hedgehog Concept and Audit the current portfolio of initiatives, products, and investments against the Hedgehog intersection. Classify every material
ruthlessly eliminating everything outside it. Collins found that the critical difference between good and great resource allocation as: (1) Core hedgehog — directly within the intersection, strengthen and protect. (2) Adjacent hedgehog —
companies was not the quality of the Hedgehog Concept itself but the discipline to adhere to it. Great one step from the intersection with a clear path to alignment, evaluate and timeline. (3) Non-hedgehog — outside the
companies built ‘stop doing’ lists that were as important as their strategic plans. They declined acquisitions, intersection regardless of profitability, candidate for exit. Build a formal ‘stop doing’ list reviewed quarterly by the leadership
market entries, and product extensions that fell outside the three circles regardless of short-term team. Track the percentage of total investment allocated within vs. outside the hedgehog and set an explicit target (great
attractiveness. This discipline is counterintuitive: it requires turning down growth opportunities that would be companies typically have 85%+ concentration within the intersection). The hardest discipline is declining profitable
profitable but dilutive to strategic focus. The Hedgehog Concept without discipline is an insight; with opportunities that fall outside the three circles — establish a governance process that requires explicit justification for any
discipline, it becomes a compounding competitive advantage. resource allocation to non-hedgehog activities.
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Decision Trees

Framework Diagram Framework Purpose
. Decision Trees decompose complex strategic choices into a visual sequence of decisions, uncertainties, and
outcomes. The framework forces rigorous thinking about the structure of a decision before evaluating alternatives.
Scale Up Most strategic failures happen not because the wrong option was chosen, but because the decision was poorly
Scale? +$50M structured — critical uncertainties were ignored, sequential decisions were conflated, or contingent choices weren't
recognized.
. The tree makes three things explicit that most strategy discussions leave implicit: the sequence of decisions (what
Hold Position must be decided now vs later), the uncertainties that matter (and their probabilities), and the payoffs under each
+$20M scenario. By 'folding back' the tree — calculating expected values from right to left — you can identify the optimal
strategy at each decision point, including the value of waiting for information.
Go Big
Big Loss
Launch -$30M
Strategy?
Framework Development Approach
Steady Growth

+$15M . Map the decision structure first, before assigning any numbers. Identify every decision point (what you control), every
chance event (what you don't control), and every terminal outcome. The most common mistake is jumping to
probabilities before the structure is right. A well-structured tree with rough probabilities beats a poorly-structured tree
with precise numbers every time.

Go Lean

. Assign probabilities to chance nodes using the best available evidence. Use base rates from comparable situations,
Small Loss expert judgment calibrated against historical accuracy, and sensitivity analysis for the most uncertain estimates. The
----------- -$5M goal is not precision — it's to make your assumptions explicit and testable. When two people disagree about a
probability, the tree reveals exactly where they disagree, enabling focused debate.

. Estimate payoffs for each terminal outcome in comparable units (usually NPV or risk-adjusted return). Include all

relevant costs: direct investment, opportunity cost, time value, and strategic cost of losing optionality. Fold back the
Il oecision Node (O chance Nose [] outcome tree: at each chance node, calculate the expected value. At each decision node, choose the highest-value option.
The result is a complete contingent strategy — what to do now and what to do later depending on what happens.

. Run sensitivity analysis on the key assumptions. Which probabilities or payoffs, if changed, would flip your decision?

Make the structure of the decision visible before you evaluate the options. Those are the variables worth investing in to reduce uncertainty. If the decision is robust across a wide range of
assumptions, move fast. If it's sensitive to one or two variables, invest in learning before committing. The decision

tree reveals which information is actually valuable.

Source: Howard Raiffa, 1968
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Decision Trees

Decision
Nodes

Chance
Nodes

Terminal
Payoffs

Fold-Back
Analysis

Sensitivity
Analysis

Points where you have a choice to make — represented as squares. Decision nodes represent moments of
agency: what action will you take? Each branch from a decision node is a distinct strategic option. The discipline of
the tree is that you must list ALL viable options, not just the ones you're already leaning toward. Forcing yourself to
articulate the full option set often surfaces the winning strategy.

Points where uncertainty determines the outcome — represented as circles. Chance nodes capture what you
cannot control: market response, competitor actions, regulatory decisions, technology evolution. Each branch from
a chance node is a possible outcome with an associated probability. The probabilities must sum to 1.0. Chance
nodes make your assumptions about uncertainty explicit and debatable.

The financial or strategic value at each endpoint of the tree. Payoffs quantify what you gain or lose under each
scenario. They should include all relevant value: revenue, cost, time-to-market advantage, strategic positioning,
option value created, and downside risk. Use consistent units (typically NPV) and a consistent time horizon.
Terminal payoffs are where the tree connects to financial reality.

The process of working backward through the tree to determine optimal strategy. At each chance node, calculate
the expected value (probability-weighted average of branch payoffs). At each decision node, select the branch with
the highest expected value. The result is a complete contingent strategy: what to decide now and what to decide
later depending on how uncertainty resolves. This is the analytical engine of decision trees.

Systematic testing of how changes in assumptions affect the optimal decision. The most valuable output of a
decision tree is often not the answer but the insight into which assumptions matter. Sensitivity analysis identifies
the 'swing factors' — the probabilities or payoffs that, if changed, would flip the optimal decision. These are the
variables where additional information has the highest value.
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For each decision node, list every viable option — including 'do nothing' and 'wait for information.' Test
completeness: are there options you're excluding because of organizational politics or personal preference rather
than strategic merit? Ensure options are mutually exclusive (choosing one precludes the others) and collectively
exhaustive (they cover all reasonable paths). Label each branch with a clear, specific action description.

For each chance node, define the possible outcomes. Keep to 2-4 branches (more creates false precision). Assign
probabilities using: historical base rates, expert judgment, or Monte Carlo simulation for complex dependencies.
Test calibration: are you overconfident? Research shows executives systematically overestimate favorable
outcomes. Apply a 'pre-mortem': imagine the unfavorable outcome happened — how likely does it feel now?

Estimate payoffs using DCF models, comparable transactions, or scenario-based financial projections. Include
three types of value: direct financial return (NPV of cash flows), strategic value (market position, capabilities built,
options created), and risk-adjusted cost (probability-weighted downside). For high-uncertainty estimates, use
ranges rather than point estimates and run sensitivity analysis. Always include opportunity cost — what else could
this capital do?

Start at the rightmost endpoints and work left. At each chance node: EV = sum of (probability x payoff) for all
branches. At each decision node: optimal choice = branch with highest EV. Record the optimal decision at each
node. The fold-back reveals: (1) the optimal first move, (2) the contingent strategy for future decisions, and (3) the
overall expected value of the optimal strategy. Compare this to the EV of alternative first moves to quantify the
value of the optimal path.

For each key probability and payoff estimate, determine the 'switching value' — the level at which the optimal
decision changes. If the probability of market success must exceed 35% for 'Go Big' to beat 'Go Lean,' and you
estimate it at 40%, you know the decision is sensitive to that estimate. Focus information-gathering and debate on
variables with switching values close to your best estimates. Variables whose switching values are far from
estimates are resolved — stop debating them.
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Expected Value Modeling

Framework Diagram
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Expected value forces you to weight the upside and downside of every bet before you place it.

Source: John von Neumann & Oskar Morgenstern, 1944
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Framework Purpose

. Expected Value Modeling provides a rigorous quantitative framework for comparing strategic
alternatives under uncertainty. The core principle: the value of a decision is the probability-weighted sum
of all possible outcomes. This forces decision-makers to move beyond gut instinct and 'best case'
thinking to systematically evaluate the full distribution of outcomes for each option.

. The power of EV analysis is in making hidden trade-offs explicit. An option with a higher upside may
have lower expected value because the downside is severe or likely. An option that looks conservative
may actually have the highest EV because it avoids catastrophic losses. EV modeling reveals these
dynamics, converting qualitative debates about 'risk vs reward' into quantitative comparisons that can be
scrutinized and challenged.

Framework Development Approach

. Define 3-4 distinct scenarios for each strategic option. These should cover the realistic range: bull case (things go
right), base case (most likely outcome), and bear case (things go wrong). Avoid the trap of 'optimistic, realistic,
pessimistic' labels — they invite anchoring. Instead, define each scenario by its specific drivers: what market
conditions, competitive responses, and execution outcomes define this scenario?

. Assign probabilities that sum to 1.0 for each option's scenarios. Use historical base rates, expert calibration, and
reference class forecasting to ground the estimates. The most common error: overweighting the base case and
underweighting tail scenarios. Check calibration by asking: 'If we ran this decision 100 times, would these
probabilities reflect the actual distribution of outcomes?' Adjust for known cognitive biases, especially overconfidence.

. Estimate the financial payoff under each scenario using consistent assumptions and discount rates. Include all
relevant value streams and costs. Calculate EV for each option: sum of (probability x payoff) across all scenarios.
Compare EVs to identify the optimal choice. The option with the highest EV is the rational choice — unless risk
considerations warrant a different approach (see: risk-adjusted EV and utility theory).

. Run sensitivity analysis: which probability or payoff assumptions, if changed by 10-20%, would alter the ranking of
options? These are the 'swing variables' where additional information has the highest value. If the decision is
sensitive to one assumption, invest in reducing that uncertainty before committing. If the ranking is robust across wide
ranges, decide quickly — analysis paralysis destroys more value than imperfect decisions.
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Expected Value Modeling
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The identification of distinct, mutually exclusive future states that could result from each strategic option. Good
scenarios are specific (defined by observable conditions), plausible (grounded in reality), and comprehensive
(covering the full range of outcomes). Avoid vague labels; instead specify the market conditions, competitive
dynamics, and execution outcomes that define each scenario.

The assignment of likelihood to each scenario. Probability estimation is where most EV analysis goes wrong —
people use round numbers (25/50/25), anchor on the base case, and systematically underweight extreme
outcomes. Good probability estimation uses reference class forecasting (what happened in similar situations),
calibrated expert judgment, and explicit acknowledgment of what we don't know.

The financial or strategic value assigned to each terminal outcome. Payoffs must be comprehensive: include direct
revenue, cost of capital deployed, opportunity cost of resources used, strategic value of market position created or
destroyed, and option value of future flexibility gained or lost. Use NPV as the common currency. The discipline of
payoff quantification forces strategic arguments into measurable terms.

Expected value adjusted for risk preferences beyond simple probability weighting. Standard EV treats a $10M gain
and a $10M loss as symmetric — but for most organizations, losses hurt more than equivalent gains help.
Risk-adjusted EV applies utility functions that penalize downside outcomes more heavily. This captures the
real-world asymmetry: a loss that threatens the company's survival is not offset by an equivalent-probability gain.

The expected value of reducing uncertainty before committing. If you could eliminate uncertainty about a key
variable, how much would that change your decision and its expected value? The difference between the EV with
perfect information and the EV without it is the theoretical maximum you should spend to reduce that uncertainty.
This directly answers: should we invest more in research, pilots, or analysis before deciding?
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For each option, define 3-4 scenarios. For each scenario, specify: the trigger conditions (what must happen), the
market environment (demand, pricing, competition), and the execution requirements (what your team must
deliver). Scenarios should be MECE — mutually exclusive (no overlap) and collectively exhaustive (no gaps). Test
by asking: is there a plausible outcome that doesn't fit into any scenario? If yes, add one.

Start with base rates from comparable situations. If 60% of product launches in your category achieve breakeven
within 2 years, that's your prior for the base case. Adjust for specific factors that make your situation different
(better team, worse timing, etc.). Use the 'outside view' to check the 'inside view': does your probability distribution
match historical outcomes for similar decisions? If you're assigning 80% to your bull case, you're almost certainly
overconfident.

Build a financial model for each scenario-option combination. For revenue projections: use bottom-up estimates
grounded in market size, share assumptions, and pricing. For costs: include all investment required, ongoing
operational costs, and exit/shutdown costs in bear cases. Discount at WACC plus a risk premium appropriate to
the uncertainty level. Always sanity-check: does the upside payoff in the bull case exceed the cost of capital? If
not, even the best case doesn't justify the investment.

Apply a risk-adjustment factor based on your organization's risk tolerance and the scale of outcomes relative to
your balance sheet. Common approaches: use a higher discount rate for more uncertain outcomes, apply a
loss-aversion multiplier (losses weighted 2-3x more than equivalent gains), or set a 'maximum acceptable loss'
threshold that eliminates options where the bear case exceeds it. The adjusted EV may rank options differently
than raw EV — that's the point.

For each swing variable identified in sensitivity analysis, calculate the Expected Value of Perfect Information
(EVPI): the difference between the EV of the optimal strategy with perfect knowledge of that variable vs without it.
If EVPI is $5M, you should invest up to $5M to learn the truth. In practice, you can't get perfect information —
calculate the Expected Value of Sample Information (EVSI) for realistic information-gathering activities like pilots,
surveys, or test markets.
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Game Theory

Framework Diagram

Framework Purpose

Game Theory provides a rigorous framework for analyzing strategic interactions where your outcome depends on
both your actions and your competitors' actions. The fundamental insight: in competitive markets, you cannot
optimize in isolation. Every pricing decision, product launch, and market entry move triggers responses from
competitors, and the best strategy accounts for those responses before they happen.

The payoff matrix makes competitive dynamics explicit: it maps out the outcomes for each combination of your moves
and your competitor's moves. This reveals critical strategic insights — situations where mutual cooperation creates
more total value than mutual competition (but each player is tempted to defect), where first-mover advantage exists,
or where credible commitments can change the game entirely.

Competitor
Cooperate Compete
Win-Win You Lose
i
g You: +8 You: -2
g
© Them: +8 Them: +12
S
S E
> i They Lose Lose-Lose
Nash
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@ . . ] Both compete
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(<]
© Them: -2 Them: +3

Your optimal strategy depends on what your competitor will do — and theirs depends on you.

Source: John Nash / John von Neumann, 1950s
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Framework Development Approach

Identify the players and their available strategies. Who are the 1-3 competitors whose actions most affect your
outcomes? What are the realistic strategic options for each player? Keep the strategy sets small (2-3 per player) —
the goal is insight, not exhaustive enumeration. Map the game: is it simultaneous (both move without knowing the
other's choice) or sequential (one moves first)?

Build the payoff matrix. For each combination of strategies, estimate the payoff to each player. Use market share,
profit, or NPV as the payoff currency. The hardest part: estimating your competitor's payoffs, not your own. You need
to model their economics, their strategic priorities, and their constraints. If you can't estimate their payoffs, you can't
predict their behavior — and your strategy is a guess.

Find the Nash Equilibrium — the combination of strategies where no player can improve their outcome by unilaterally
changing their strategy. This is the prediction of where the game settles. If the Nash Equilibrium is suboptimal for all
players (as in the Prisoner's Dilemma), look for mechanisms to shift the game: credible commitments, repeated
interactions that enable cooperation, or structural changes that alter payoffs.

Design game-changing moves. Can you change the game rather than just play it? Options include: making credible
commitments that force competitors to respond differently, creating switching costs that lock in customers, building
network effects that tip the market, or signaling intentions that coordinate behavior. The most powerful strategic
moves don't just win the game — they change the rules.
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Game Theory
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A structured representation of strategic interaction that maps every possible combination of player strategies to

their resulting payoffs. The matrix forces you to think through what happens under every scenario — not just the
ones you're hoping for. In a 2-player game with 2 strategies each, the matrix has 4 cells. Each cell contains two

payoffs: yours and your competitor's. The matrix reveals the complete structure of the competitive interaction.

The strategic outcome where no player can improve their payoff by unilaterally changing their strategy. At Nash
Equilibrium, every player is playing their best response to the others' strategies. This doesn't mean the outcome is
optimal — the classic Prisoner's Dilemma has a Nash Equilibrium where both players compete and get worse
payoffs than if both cooperated. Understanding the equilibrium reveals whether the game naturally leads to good
or bad outcomes.

A strategy that is optimal regardless of what competitors do. If you have a dominant strategy, the decision is
simple — play it. In practice, truly dominant strategies are rare in complex business situations. More common is
'‘dominated' strategies — options that are never optimal regardless of competitor moves. Eliminating dominated
strategies simplifies the game and can reveal the equilibrium through 'iterated dominance."

Actions that irreversibly bind you to a strategy, changing the game by eliminating options from your own strategy
set. Paradoxically, reducing your own flexibility can improve your outcome by changing competitor behavior. A
credible commitment signals that you will follow through regardless of what happens — making it rational for
competitors to adapt. The commitment must be visible, irreversible, and costly to break.

Games played multiple times, where the history of interaction shapes future behavior. In one-shot games,
defection is often rational. In repeated games, cooperation can be sustained because players can punish defection
in future rounds. The 'shadow of the future' — the value of future interactions — determines whether cooperative
equilibria are sustainable. Most business competition is a repeated game, which is why cooperation is more
common than theory predicts.
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Identify the 2-3 most consequential strategic options for each player. For each combination, estimate payoffs using
market modeling, competitive simulation, or historical analogues. Validate competitor payoffs by modeling their
cost structure, market position, and strategic priorities. The matrix is only as good as the payoff estimates — invest
in getting competitor economics right. Sanity-check: does the total value created vary across cells? If mutual
cooperation creates more total value, there's a cooperative surplus worth fighting for.

For each player, identify their best response to each of the other player's strategies. The Nash Equilibrium is
where best responses intersect. If there are multiple equilibria, assess which is more likely based on coordination
mechanisms, precedent, and focal points. If the equilibrium is suboptimal (both players would prefer a different
outcome), identify what prevents cooperation: is it a one-shot game? Is there information asymmetry? Can you
change the game structure to shift the equilibrium?

For each of your strategic options, ask: is this the best choice regardless of what competitors do? If yes, it's
dominant — play it immediately. If no, identify any dominated strategies (options that are never best) and eliminate
them. Then repeat for competitors' strategies. Each round of elimination simplifies the game. If iterated dominance
reduces the game to a single outcome, that's the predicted result. This process often reveals that the 'obvious'
strategy is actually dominated.

Identify moves that credibly signal your strategic intent: capacity investments that signal market commitment,
exclusive contracts that foreclose alternatives, public announcements that create reputation stakes, and
organizational changes that embed the strategy. Test credibility: would it be rational for you to reverse this
commitment? If yes, competitors won't believe it. The most powerful commitments are investments that have high
value if the strategy succeeds and low salvage value if it fails.

Assess whether your competitive interaction is effectively one-shot or repeated. If repeated: consider 'tit-for-tat'
strategies that cooperate initially and mirror competitor behavior. Signal willingness to cooperate through pricing
restraint, capacity discipline, or explicit communication. Punish defection swiftly and visibly but proportionally. The
key metric: is the present value of future cooperation greater than the one-time gain from defection? If yes, the
game supports cooperation — if you can credibly commit to punishing defectors.
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Resource-Based View / VRIO

Framework Diagram
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Each test is a gate: a resource must pass all four to deliver sustained advantage.
Most resources fail at Inimitability — they can be copied, substituted, or acquired.

Competitive advantage comes from resources that are valuable, rare, costly to imitate, and
organized to capture value.

Source: Jay Barney, 1991
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Framework Purpose

The Resource-Based View flips strategy from outside-in to inside-out. Instead of asking 'what market
should we enter?', it asks 'what do we have that's hard to copy?' VRIO provides the acid test: a resource
must be Valuable (enables you to exploit opportunities or neutralize threats), Rare (few competitors
possess it), Inimitable (costly to copy or substitute), and Organized (your firm can capture the value).
Fail any gate, and you don't have a sustainable advantage — you have a temporary one at best.

The strategic implication: stop investing in resources that only pass 2 of 4 gates. Double down on the
1-2 resources that pass all four. That's where compounding advantage lives.

Framework Development Approach

Inventory your resources and capabilities ruthlessly. List tangible assets (technology, data, capital, infrastructure),
intangible assets (brand, IP, culture, relationships), and organizational capabilities (speed, execution quality, talent
density). Be specific — 'our technology' is useless; 'real-time fraud detection trained on 2B+ transactions' is testable.
Most firms list 15-20 candidate resources.

Run each resource through the VRIO gates sequentially. Valuable: does it let you win customers or reduce costs in
ways that matter? Rare: do fewer than 3 competitors have something equivalent? Inimitable: would it take a
competitor 3+ years and significant investment to replicate or substitute? Organized: is your firm structured to extract
full value? Be honest — most resources fail at gate 2 or 3.

Build your strategy around the resources that pass all four gates. These are your competitive moat. For resources
that fail at Inimitability, ask: can we build barriers (patents, network effects, complexity) to make them harder to copy?
For resources that fail at Organization, the fix is internal — restructure teams, incentives, or processes to unlock the
value.

Reassess annually. Resources decay: what was rare 3 years ago may be table stakes today (e.g., mobile banking
apps). The best firms continuously invest in the next generation of VRIO resources before the current ones erode.
The question isn't just 'what advantage do we have?' — it's 'what advantage will we have in 3 years?'
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Resource-Based View / VRIO
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Aresource is valuable if it enables the firm to exploit an environmental opportunity or neutralize a threat. Value is
market-relative: a resource that was valuable in one competitive context may be worthless in another. The test is
not whether the resource is expensive or impressive, but whether it lets you create more value for customers or
deliver equivalent value at lower cost. Resources that don't pass this gate are strategic liabilities, not assets —
they consume management attention and capital without generating advantage.

Aresource is rare if it is possessed by a small number of competing firms. If many competitors have the same
resource, it becomes a competitive necessity rather than a source of advantage — table stakes rather than a
differentiator. Rarity can come from historical uniqueness (first-mover data accumulation), causal ambiguity
(competitors don't know exactly what to copy), social complexity (culture, relationships), or path dependence (the
resource could only be built through a specific sequence of decisions).

A resource is inimitable (costly to imitate) when competitors face a significant cost disadvantage in developing or

acquiring it. This is the hardest gate to pass and where most claimed advantages fail. Four sources of inimitability:

unique historical conditions (being in the right place at the right time), causal ambiguity (even you can't fully
explain why it works), social complexity (organizational culture, interpersonal relationships), and patents or legal
protections (the weakest and most temporary barrier).

A resource passes the Organization test if the firm's structure, processes, incentives, and culture are aligned to
exploit it fully. This is a necessary but not sufficient condition — a firm with VRIO resources but poor organization
is leaving money on the table. Organization includes formal reporting structures, management control systems,
compensation policies, and the informal culture and norms that determine how resources are actually deployed.
Many firms possess potentially advantageous resources but fail to extract their full value due to organizational
misalignment.
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Map each resource to specific revenue drivers or cost advantages. Can you trace a line from this resource to
customer willingness-to-pay or operational efficiency? Test with a counterfactual: if a competitor lacked this
resource, would they be meaningfully disadvantaged? If the answer is unclear, the resource probably isn't valuable
enough to build strategy around. Quantify where possible: what is the revenue or margin impact of this resource?
Resources that contribute less than 5% of competitive differentiation are noise.

Conduct a direct competitive comparison: which competitors have equivalent resources? If more than 2-3
competitors have something comparable, it's not rare. Be honest about substitutes — a resource isn't rare if
competitors achieve the same outcome through different means. Assess the supply: can new entrants or existing
competitors acquire or develop this resource? If there's a market for it (you can buy it), it's likely not rare. The most
strategically valuable resources are those that can't be purchased — they must be built over time through
deliberate investment.

For each resource that passes V and R, ask: what would it cost a well-funded competitor to replicate this? If the
answer is less than 3 years and $100M (adjusted for industry scale), it's imitable. Test for substitutability: can
competitors achieve the same strategic outcome using a different resource? Network effects, proprietary data
flywheels, and deeply embedded organizational capabilities are the most durable sources of inimitability. Patents
expire, technology gets copied, talent gets poached — but complex systems of interacting resources are
extremely hard to replicate.

Audit the organizational infrastructure around each VRIO resource. Are the teams that manage this resource
empowered and well-resourced? Do incentive structures reward exploiting this advantage? Is there organizational
clarity about how this resource creates value? Common failure modes: the resource is managed by a team with no
P&L accountability, incentives reward short-term metrics that undermine the resource's long-term value, or
organizational silos prevent the resource from being deployed across all relevant business lines. Fix the
organization before investing more in the resource.
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Reverse Innovation

Framework Diagram
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The next breakthrough for developed markets may already exist in an emerging one — built for
constraints you haven’t considered.

Source: Vijay Govindarajan & Chris Trimble, 2012

StrategyConsulting.xyz - Resources - Ma

Framework Purpose

Reverse Innovation challenges the default assumption that innovation flows from rich countries to poor ones. The
core insight: products designed for resource-constrained markets — where customers have less money,
infrastructure is unreliable, and skilled labor is scarce — often represent fundamentally better solutions that
developed-market customers want too. GE’s $1,000 portable ultrasound, designed for rural India, became a massive
U.S. product because American EMTs and sports medicine doctors needed the same thing: portable, affordable,
good-enough imaging.

The strategic question: what innovations are being born in constrained markets right now that will reshape your
industry in 5 years? If you're not looking, your next competitor is already building there.

Framework Development Approach

Identify the binding constraints in emerging markets that force radically different solutions. Don’t look for slightly
cheaper versions of existing products — look for 10x cost reductions, solutions that work without reliable electricity or
internet, products that can be operated by minimally trained users. These constraints are the innovation forcing
function. Map your industry’s emerging-market landscape: what startups and local companies are solving the same
customer need you serve, but under radically different conditions?

Establish a local growth team (LGT) with real autonomy. The biggest failure mode in reverse innovation is running it
from headquarters. HQ teams optimize for existing customers and existing margin structures — they’ll kill the $50
product that threatens their $500 product every time. The LGT needs its own P&L, its own engineering resources,
and direct access to local customers. Govindarajan’s research shows that organizational separation is the single
strongest predictor of reverse innovation success.

Validate in the emerging market first. Prove product-market fit where the constraints are real. Iterate rapidly with local
customers. The goal is a solution that is not “good enough” but genuinely superior for the constrained use case. Once
validated, assess the migration path: which developed-market segments value the same attributes (portability,
affordability, simplicity) that the emerging-market product delivers?

Scale upward deliberately. The migration from emerging to developed markets requires adaptation — regulatory
compliance, integration with existing systems, channel partnerships — but the core innovation stays intact. The
competitive advantage is structural: you've already achieved a cost structure that incumbent developed-market
players can’t match without cannibalizing their own products. That’s the classic innovator’s dilemma, and you’re on
the right side of it.
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Innovation forced by severe resource limitations — not incremental cost-cutting of existing products, but
fundamentally rethinking what a solution looks like when customers earn $2/day, infrastructure is unreliable, and
distribution is fragmented. The constraint isn’t a handicap; it's the creative catalyst. Products born from these
constraints often achieve 10-50x cost reductions while maintaining 80%+ of the functionality. This isn’t about
making things cheaper — it's about making things differently.

A dedicated, autonomous team based in the emerging market with full authority to develop products for local
needs. The LGT is organizationally separate from the core business because the core business will optimize for
existing customers and kill innovations that threaten current margins. LGTs need their own P&L, engineering
resources, and decision-making authority. They report to senior leadership, not to the business unit whose
products they may eventually disrupt.

The mechanism by which an innovation proven in an emerging market is adapted and scaled into developed
markets. Migration is not automatic — it requires identifying which developed-market segments value the same
attributes (portability, simplicity, affordability, resilience) that the emerging-market product was designed around.
The migration path often targets underserved segments in developed markets first: small businesses, rural areas,
cost-conscious consumers, or entirely new use cases that incumbent products don’t address.

Approaching product development with zero assumptions carried over from developed-market solutions.
Clean-slate design means questioning every feature, every component, every process step. Why does an ECG
machine need a screen? (It doesn't — a smartphone can display the output.) Why does a banking product need a
branch? (It doesn’t — a mobile phone is the branch.) The goal is to strip away every element that exists because
of legacy rather than customer need, then rebuild from the customer’s actual constraints.

The organizational capability to operate simultaneously as a global company (leveraging scale, brand, distribution)
and a local innovator (responding to market-specific needs with autonomy). Glocal strategy resolves the central
tension in reverse innovation: global companies are optimized for efficiency and standardization, while reverse
innovation requires flexibility and local responsiveness. The companies that master this — Unilever, GE
Healthcare, Mahindra — build organizational architectures that can do both.
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Map the constraint stack for your target emerging market: income levels, infrastructure gaps (power, connectivity,
logistics), regulatory environment, skill availability, and distribution channel limitations. For each constraint, ask:
what would we build if this constraint were permanent and non-negotiable? The best reverse innovations don’t
work around constraints — they embrace them as design parameters. Benchmark against local competitors
who've already adapted: what can you learn from their architecture decisions?

Staff the LGT with a mix of local talent (who understand the market) and corporate veterans (who can navigate
headquarters). Give them a separate budget and performance metrics tied to local market outcomes, not global
revenue targets. Protect them from corporate antibodies — the quarterly pressure to show revenue that will kill
early-stage innovation. The LGT’s mandate is to achieve product-market fit in the emerging market first.
Headquarters involvement should be limited to strategic oversight, resource allocation, and eventually scaling the
innovation globally.

Segment your developed markets by willingness-to-pay and feature requirements. Identify segments where “good
enough at 1/10th the cost” is compelling — these are your beachhead. Map the adaptation requirements:
regulatory compliance, integration with existing infrastructure, channel development, and customer education. The
core innovation stays intact; the wrapper changes. Calculate the structural cost advantage: if your COGS is 80%
lower than incumbents, what market share can you capture even with significant adaptation costs? This cost
structure advantage is your strategic moat.

Start with the customer job-to-be-done, not the existing product category. Document every assumption embedded
in your current solution and test whether it holds in the new context. Use “zero-based design” workshops: give
engineers the customer need and the constraint set, but no access to the existing product. What do they build?
The best clean-slate innovations often come from teams with no industry experience — they don’t know what's
“impossible.” Iterate with local customers at extreme speed: weekly prototyping cycles, not quarterly development
sprints.

Design your organizational architecture to support both global scale and local autonomy. Create clear handoff
protocols between LGTs and global business units: when does a local innovation become a global product? What
triggers the transition? Build a portfolio view of reverse innovation bets across markets, with stage-gate funding
that increases as innovations prove out. Establish reverse knowledge flows: what are your emerging-market teams
learning that your developed-market teams need to know? The biggest organizational failure is treating reverse
innovation as a one-time project rather than a permanent capability.
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Strategy Under Uncertainty

Framework Diagram
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Framework Purpose

Strategy Under Uncertainty solves the most dangerous problem in strategic planning: treating all
uncertainty the same way. Most companies either pretend they can predict the future (and make big bets
on single forecasts) or throw up their hands and refuse to commit (and lose to competitors who do).
McKinsey’s framework identifies four distinct levels of residual uncertainty — the uncertainty that
remains after the best possible analysis — and matches each level to the appropriate strategic posture.

The power of the framework is in the matching. Level 1 (a clear enough future) calls for traditional
strategic planning: forecast, commit, execute. Level 2 (alternate futures with discrete scenarios) calls for
scenario-based planning with hedged bets. Level 3 (a range of futures) calls for real options and flexible
positioning. Level 4 (true ambiguity) calls for small experiments, rapid learning, and shaping strategies.
Using the wrong approach for the uncertainty level is the single biggest source of strategic failure.

The right strategy depends on how much you can know — not how much you wish you could.

Source: Hugh Courtney, Jane Kirkland & Patrick Viguerie (McKinsey), 1997
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Framework Development Approach

Diagnose the uncertainty level for each strategic decision independently. Don’t apply a blanket uncertainty level to
your entire business — different decisions face different levels. Map each major decision to a level: what is the
residual uncertainty after you've done your best analysis? Level 1: you can build a reliable single forecast. Level 2:
you can identify a few discrete scenarios. Level 3: you can bound a range but not identify specific outcomes. Level 4:
you can’t even define the dimensions of uncertainty.

Match strategy posture to uncertainty level. For Level 1: commit fully, execute with discipline, and focus on
operational excellence. For Level 2: develop contingent strategies for each scenario and invest in “no-regret” moves
that pay off under all scenarios. For Level 3: build real options — small investments that give you the right (not
obligation) to scale up later. For Level 4: run rapid experiments, invest in organizational learning capability, and try to
shape the uncertain environment through partnerships, standards-setting, or market-making.

Choose your strategic role: adapter, shaper, or reserver of the right to play. Adapters take the future as given and
position to win under their best forecast. Shapers try to create the future they want through investment, lobbying,
partnerships, and market-making. Reservers make small investments to maintain optionality until the uncertainty
resolves. The right role depends on your resources, risk tolerance, and the degree to which you can actually influence
outcomes.

Build a portfolio view. Your strategy portfolio should contain a mix of big bets (Level 1 decisions where you're
confident), options (Level 2-3 decisions where you're hedging), and experiments (Level 4 decisions where you're
learning). If your entire portfolio is big bets, you're overconfident. If it's all options and experiments, you're not
committing enough to win anywhere.
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Strategy Under Uncertainty
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The uncertainty that remains after you've completed the best possible analysis. This is the critical distinction: most
uncertainty in business is resolvable through better research, data collection, and expert analysis. Residual
uncertainty is what'’s left after all that work. It's the irreducible uncertainty about the future that no amount of
analysis can eliminate. Strategy under uncertainty is specifically about this residual component, not about the
uncertainty that lazy analysis leaves on the table.

The three fundamental approaches to dealing with an uncertain future: shaping, adapting, and reserving the right
to play. Shapers try to create the future they want through investment, influence, and market-making actions.
Adapters accept the future as given and position for the most likely outcome. Reservers make small investments
to maintain optionality until uncertainty resolves. No posture is universally superior — the right choice depends on
the uncertainty level, your resources, and your risk tolerance.

Strategic actions that generate positive returns regardless of which future materializes. These are the foundation
of strategy under uncertainty — moves you should make immediately because they pay off under every scenario.
Typical no-regret moves include cost reduction, capability building in areas needed across all scenarios,
information gathering that resolves uncertainty, and investments in organizational agility. No-regret moves are the
starting point for every uncertainty level, because they reduce risk without sacrificing optionality.

The two primary investment types beyond no-regret moves. Big bets are large, concentrated commitments that
pay off handsomely if the preferred scenario materializes but create significant losses otherwise. Options are
smaller investments that give you the right (but not the obligation) to scale up later as uncertainty resolves. The
ratio of big bets to options in your strategy portfolio should directly reflect the uncertainty level: more bets at Level
1-2, more options at Level 3-4.

Uncertainty levels change over time as information arrives, competitors act, and the environment evolves. A
situation that was Level 4 two years ago may be Level 2 today. Strategy under uncertainty is not a one-time
exercise — it requires continuous re-assessment of the uncertainty level and corresponding adjustment of
strategic posture. The most common failure: companies that set a strategy based on Level 3 analysis and never
reassess even as the situation clarifies to Level 1 or 2, leaving money on the table by maintaining excessive
optionality.
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Before classifying uncertainty levels, exhaust your analytical toolkit. Commission research, build financial models,
interview experts, analyze historical patterns. The goal is to shrink residual uncertainty to its minimum. Only then
assess what remains. Many “Level 4” situations are actually Level 2 or 3 once you’ve done the analytical work.
The framework should push you toward better analysis first, not toward premature acceptance of ambiguity. What
you can’t resolve analytically becomes your strategic design challenge.

Assess your shaping capacity: do you have the resources, market position, and relationships to actually influence
the outcome? Shaping requires significant investment with uncertain returns. If you can’t credibly shape, default to
adapting or reserving. For adapting: make big, concentrated bets that pay off if your forecast is right. For
reserving: identify the minimum investment needed to maintain optionality. Key question: what is the cost of being
wrong? If the downside is existential, reserve. If the upside of being right is transformational, shape.

For each major uncertainty, identify the 3-5 actions that create value regardless of outcome. Test each candidate
against your scenario set: does this investment pay off in every scenario, or only in some? True no-regret moves
are rare — most actions have scenario-dependent payoffs. Prioritize: which no-regret moves create the most
value? Execute immediately. Then assess how much residual uncertainty remains and how much of it your
no-regret moves have resolved. Often, executing no-regret moves reveals information that clarifies the remaining
uncertainty.

Structure every uncertain investment as either a big bet or an option. For big bets: define the go/no-go criteria,
size the bet relative to your risk capacity, and commit fully once you decide. Half-hearted big bets are the worst
outcome — you incur the cost without the commitment needed to win. For options: define explicit trigger points
that determine whether you exercise (scale up) or abandon. Calculate the option value: what is the upside of being
positioned to move fast when uncertainty resolves, minus the cost of maintaining the option? Kill options that have
decayed in value.

Establish a cadence for uncertainty re-assessment: quarterly for fast-moving domains, semi-annually for slower
ones. Define information triggers that would shift the uncertainty level: what would have to happen for this to move
from Level 3 to Level 27 Build these triggers into your strategic monitoring dashboard. When uncertainty resolves,
convert options into bets immediately — the companies that act fastest when uncertainty clears capture the most
value. The discipline is bidirectional: also escalate when new uncertainty emerges (e.g., regulatory change shifting
a Level 1 to Level 3).
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War Gaming
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The best way to predict what competitors will do is to become them — then stress-test your
strategy against their best moves.

Source: Military strategy — Management consulting adaptation
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Framework Purpose

War Gaming is the most visceral strategy tool available — it forces executives to stop theorizing about
competition and actually simulate it. Teams role-play as competitors, regulators, and market forces,

making real-time strategic decisions across multiple rounds. The result: your strategy gets stress-tested
against the smartest thing your competitors could do, not the thing you hope they’ll do. Every major military
operation and most Fortune 100 strategy reviews use some form of war gaming because it surfaces blind
spots that no amount of PowerPoint analysis can reveal.

The fundamental insight: executives consistently overestimate their own strategic moves and
underestimate competitors’ ability to respond. War gaming fixes this by forcing smart people to think like
the competition. When your best strategist spends a day as Competitor A, they find moves that your
standard competitive analysis would miss. The debrief — where all teams reveal their reasoning — is
where the real strategic value gets created.

Framework Development Approach

Define the strategic question and the competitive landscape. What specific decision are you stress-testing? (Market
entry timing, pricing strategy, product launch sequence, M&A response.) Identify 2-3 key competitors whose actions
most affect your outcome. Add a “market/regulator” team to simulate customer behavior, regulatory responses, and
macro shocks. The scenario setup should be realistic: give each team the same public information plus their own
“private” data (cost structure, strategic priorities, known investments).

Assemble teams of senior executives and subject-matter experts. Each team role-plays a specific competitor. This is not
a junior analyst exercise — you need people who can think strategically under pressure and make realistic decisions
with incomplete information. The “home team” (your firm) should include your actual decision-makers. The “red teams”
(competitors) should include people who deeply understand those competitors — ideally people who’ve worked at or
competed against them.

Run 2-3 rounds of simultaneous decision-making. Each round, all teams independently decide their moves (pricing,
product launches, partnerships, marketing campaigns). A neutral facilitator collects decisions, reveals them to all teams,
and calculates market outcomes. Then the next round begins. The magic is in Round 2 and beyond — when teams
must respond to competitors’ actual moves, not their assumed moves. This is where assumptions shatter and real
strategic insight emerges.

Debrief ruthlessly. The debrief is 50% of the value. Each team explains their reasoning: why they made each move,
what they expected competitors to do, where they were surprised. Document the “aha moments” — the moves no one
anticipated, the assumptions that proved wrong, the competitive dynamics that only became visible through simulation.
Translate insights into strategy adjustments: what moves should you make now? What contingency plans do you need?
What capabilities should you build to be ready for the scenarios you just simulated?
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]
War Gaming

Red Team Teams that role-play as specific competitors, making strategic decisions from the competitor’s perspective using Staff red teams with people who know the competitor intimately: former employees, competitive intelligence

(Competitors) the competitor’s actual resources, constraints, and strategic priorities. The red team’s job is to find the smartest analysts, or executives who've competed head-to-head. Provide each red team with a detailed briefing: the
thing the competitor could do — not the most likely thing, but the most dangerous thing. Red teams must think with competitor’s financial position, strategic priorities, recent moves, executive profiles, and known capabilities. Give
the competitor’s economics, not your own. If Competitor A has a 15% cost advantage, the red team must use that them 30-60 minutes of “in-character” preparation before Round 1. The red team should present their strategy
advantage aggressively. The quality of red team play determines the value of the entire exercise. rationale at the end — their reasoning is as valuable as their moves.

Home Team The team representing your company, composed of the actual decision-makers who will implement the strategy The home team must include the executives who will actually make the decisions being simulated. This is

(Your Firm) being tested. The home team'’s role is dual: execute your planned strategy in Round 1, then adapt in real-time as non-negotiable — the learning happens through the experience of adapting under pressure, not through reading a
competitor responses are revealed. The home team experiences the emotional and cognitive reality of competitive summary afterward. Brief the home team on the simulation rules but don’t pre-script their moves. Their Round 1
pressure — discovering that your “brilliant” strategy provokes a devastating competitor response is far more strategy should be the actual strategy under consideration. After each round, give the home team structured time
impactful in a simulation than in a slide deck. to reassess and adapt. Track how their strategy evolves across rounds — the evolution reveals their implicit

assumptions.

Market & The “wild card” team that simulates customer behavior, regulatory actions, macroeconomic shifts, and other Staff with people who understand customer economics, regulatory processes, and macro trends. Give them
Regulator environmental forces that no single competitor controls. This team introduces realistic market dynamics: authority to introduce market-level events: a new regulation, a technology disruption, a demand shock, or a new
Team customers don’t passively accept whatever competitors offer, regulators respond to market changes, and external entrant. These events should be plausible but surprising. The market team should also “score” competitive moves
shocks (recessions, technology shifts, geopolitical events) create unexpected conditions. The market team from the customer’s perspective: which firm’s offering would actually win in the market? This grounds the
prevents the war game from becoming a sterile two-player game disconnected from reality. simulation in customer reality rather than letting it become an abstract strategy exercise.
Simulation Sequential decision-making periods (typically 2-3 rounds) where all teams simultaneously choose their strategic Design each round to last 30-45 minutes of team deliberation. Use a structured decision template: each team must
Rounds moves, a facilitator reveals the combined impact, and teams adjust for the next round. Round 1 tests your opening specify their pricing, product, channel, and investment moves. A neutral facilitator calculates market outcomes
strategy. Round 2 tests your ability to adapt when competitors respond. Round 3 tests escalation dynamics and between rounds using a pre-built market model (spreadsheet-level is fine — don’t over-engineer it). Reveal all
endgame scenarios. Each round represents a strategic time horizon (quarterly, annually, or multi-year depending moves simultaneously to maximize surprise. Between rounds, give teams 15-20 minutes to process results and
on the industry). The multi-round structure reveals competitive dynamics that single-move analysis cannot. plan their next move. The time pressure is a feature, not a bug — it forces intuitive strategic thinking over analysis
paralysis.
Strategic The structured post-simulation session where all teams reveal their reasoning, assumptions, and surprise Allocate at least 90 minutes for the debrief — equal to the simulation itself. Structure it in three phases: (1) Each
Debrief moments. The debrief transforms a day of role-playing into actionable strategic intelligence. Key debrief questions: team presents their strategy rationale and key decision points. (2) Cross-team discussion: where did assumptions
What competitor moves surprised you? What assumptions were proven wrong? Where is your strategy most diverge from reality? What were the “aha moments”? (3) Strategy implications: how should the actual strategy
vulnerable? What capabilities would have changed your response? The debrief produces a concrete action plan: change based on what was learned? Document everything — especially the moves that no pre-simulation analysis
strategy modifications, contingency plans, intelligence gaps to close, and capabilities to build. anticipated. Assign specific follow-up actions: intelligence to gather, capabilities to build, contingency plans to

develop, and a timeline for the next war game.
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