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Abstract

The strategic management literature is replete with seldom-tested directives on crafting strategy. This study used
corporate historical analysis of Proctor and Gamble (P&G) to examine the extent to which the company’s near
decade (2000-2009) strategies reflect the theoretical rationale of Thompson and Strickland’s popular textbook’s
‘10 Commandments’ of crafting strategy. P&G attributed the decade’s performance to the choices it made by
designing the company to lead with clear strategies, core strengths needed to win in the industry, rigorous cash
and cost discipline and diversity of leadership. P&G’s strategy partially reflected the predominantly economic
themes of the 10 commandments. The company also leveraged dynamic capabilities and harnessed alliance
competence, concepts embedded in the evolution of strategic management.
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1. Introduction

The need to deliver on clear strategic choices in today’s hypercompetitive business and uncertain environment is
greater than ever. Strategic management, therefore, has become an expectation, not only on the part of the
company but also the individual manager. Of the topic areas taught in business schools on a global scale and the
various discourses and practices that are involved in managing organisations, private or public, few can be seen
as more significant than strategy in its various forms (Knight and Mueller, 2004). The implications of a poorly
developed and poorly implemented approach to thinking and planning led some writers to suggest that many
companies have lost the art of strategy-making (de Kare Silver, 1997). Over the past 50 years a considerable
amount has been written about strategy and from this a variety of definitions and strategic perspectives have
emerged.

Mintzberg (1994) identified ten views of the strategy process and how they have developed. These schools of
thought are the design, planning, positioning, entrepreneurial, cognitive, learning, power, cultural, environmental
and configuration. Whittington (1993) suggested that there are four principal or generic approaches to strategy
formulation. These are the classical, evolutionary, processual and systemic approaches. Implicit in these
approaches is the concept that strategies are both deliberate and emergent. Giligan and Wilson (2003) proposed
that organisations should pursue ‘umbrella strategies’ where the broad outlines are deliberate while the details
are allowed to emerge within them. An organisation with a well-articulated strategy can achieve sustained
competitive advantage over those organisations that lack strategic vision (Prahalad and Hamel, 1990; Porter,
1987).

Although there are a potentially unlimited variety of effective corporate strategies it has been suggested that if
executives benchmarked their strategies aggressively as they do their operations, most would discover that their
strategies are far from first class (Collis and Montgomery, 1998). Thompson and Strickland (2001), in their
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popular strategic management textbook used by business schools around the world, therefore, proposed the ten
commandments to serve as useful guides for developing sound strategies:

1. Place top priority on crafting and executing strategic moves that enhance the company’s position for the long
term

2. Be prompt in adapting to changing market conditions, unmet customer needs, buyer wishes for something
better, emerging technological alternatives, and new initiatives of competitors

3. Invest in creating a sustainable competitive advantage
4. Avoid strategies capable of succeeding only in the most optimistic circumstances
5. Don’t underestimate the reactions and the commitment of rival firms

6. Consider that attacking competitive weakness is usually more profitable and less risky than attacking
competitive strength

7. Be judicious in cutting prices without an established cost advantage

8. Strive to open up very meaningful gaps in quality or service or performance features when pursuing a
differentiation strategy

9. Avoid ‘stuck in the middle’ strategies that represent compromise between lower costs and greater
differentiation and between broad and narrow market appeal

10. Be aware that aggressive moves to wrest market share away from rivals often provoke retaliation in the form
of a marketing ‘arms race’ or price war- to the detriment of everyone’s profits.

Moncrieff (1999) argued that to have a thought-provoking insight into strategy, one needs to determine whether
strategy is making a difference; as the popular business literature on strategic management is replete with
prescriptions and directives with regard to successful strategic recipes (Vorberda, 2004). This study, therefore,
looks at the extent to which Thompson and Strickland’s guidelines help explain P&G’s performance.

2. Match-up test

Thompson and Strickland’s proposed guidelines of crafting successful business strategies were distilled out of
experience but the attributes are assumed to have a generic application. The study applied Moncrieff’s test for
finding out whether a company’s strategy is making a difference to P&G, by reviewing the extent to which
2009s position was articulated in some form of strategy in 2000 (and thereafter) and the company’s perspective
of the drivers of performance. The study then examined the extent to which P&G’s management’s perspectives
of its near decade strategic performance reflect the theoretical rationale of Thompson and Strickland’s guidelines
for crafting business strategy. While the use of Moncrieff’s test provides a thought-provoking insight into
strategy, it limits the information to the intentions of only the top management.

3. Corporate historical perspective
3.1 Strategic choices

This section provides corporate historical account of P&G for the period 2000-2009. In 2000 there was a change
of leadership at P&G. At the time, the company faced some of the most demanding challenges in its history. The
company made the strategic choices necessary to get P&G back on track to sustainable growth’. Three strategic
choices drove virtually all of P&G’s top-line, bottom-line, and shareholder growth this decade (P&G, 2009). The
first choice focused on P&G’s core businesses and leading billion-dollar brands; to win with the biggest and
strongest retail customers, and to win in the most important countries. Nearly 80% of P&G’s sales and profit
growth this decade came from 10 businesses and 75% of sales and profit growth came from P&G’s leading
billion-dollar brands.

The second choice was to shift the business portfolio to more Beauty and Personal Care businesses. The
percentage of P&G sales in more capital-intensive Paper and Food businesses went from 42% at the beginning of
the decade to 25%. At the same time, the percentage of sales in more asset-efficient, faster-growing,
higher-margin businesses increased from 18% to 33% over the same period. Beauty, Personal Care and Health
Care have accounted for more than 60% of sales and profit growth in the past eight years.

The third strategic choice was to extend the availability and affordability of P&G brands to more low-income
consumers, particularly in developing markets. The company grew sales in developing markets from 20% at the
beginning of the decade to 32% at the end with these markets contributing 42% of the company’s sales growth
and 29% of profit growth. On an aggregate basis, P&G has a 19% share in developing markets, over five times
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the average developing-market sales of its major competitors, and is growing steadily by about half a share point
a year.

With these three strategies P&G delivered strong growth; sales doubled over the past decade and core
earnings-per-share grew 12% on average since 2001 (Table 1). P&G has shown that the need to change creates
choices and strategy reflects managerial choices among alternatives and signals organisational commitment to
particular products, markets, competitive approaches, and ways of operating the enterprise (Thompson and
Strickland, 2001). Fahey and Randall (2001) have indicated that the choices organisation’s make depend to a
large extent on their understanding of current and potential change and their capacity to anticipate, create and
leverage change in scope (i.e. choice of products and customers), posture (how aggressive it competes in its
chosen business) and goals (the choice of what attainment it pursues).

3.2 Capabilities

In addition to clear where-to-play strategies, the company also chose to focus on five core strengths that are
required to win in the consumer products industry: consumer understanding, brand-building, innovation,
go-to-market capability, and scale. P&G was designed to lead in each of these areas. This resulted in virtually all
the organic sales growth delivered in the past nine years coming from new brands and new or improved product
innovation. The company invested two times more, on average, to strengthen innovation capability than its major
competitors and multiplied internal innovation capability with a global network of innovation partners outside
P&G. Currently, more than half of all product innovation coming from P&G includes at least one major
component from an external partner. Over the past 14 years, P&G has had 114 top 25 Pacesetters — more than
the company’s six largest competitors combined. P&G is the brand-building leader of the industry and has built
the strongest portfolio of brands in the industry with 23 billion-dollar brands and 20 half-billion-dollar brands.
These 43 brands account for 85% of sales and more than 90% of profit. Twelve of the billion-dollar brands are
the number 1 global market share leaders of their categories. The majority of the remaining brands are number 2.
As a group, P&G’s billion-dollar brands have grown sales at an average rate of 11% per year for the entire
decade. P&G established industry-leading go-to-market capabilities and is consistently ranked by leading
retailers in industry surveys as a preferred supplier and as the industry leader in a wide range of capabilities
including clearest company strategy, brands most important to retailers, strong business fundamentals and
innovative marketing programs. Over the decade, the company established significant scale advantages as a total
company and in individual categories, countries and retail channels. P&G’s scale advantage is driven as much by
knowledge sharing, common systems and processes, and best practices as it is by size and scope. These scale
benefits deliver consistently superior consumer and shareholder value.

3.3 Cash and Cost Management

P&G’s cash productivity — the percentage of earnings that is converted into cash — has averaged over 100%
since the beginning of the decade, consistently among the very best in the industry (Table 2). Cash productivity
allowed the company to maintain excellent credit rating, pay a strong dividend every year, and to have the
flexibility to invest in the business organically or through mergers and acquisitions. The company relentlessly
focused on working-capital management and operated more efficiently with fewer days of receivables
outstanding than any consumer products competitor. The company reduced overhead costs as a percentage of
sales by more than 300 basis points since 200. P&G also focused on increasing productivity in other business
areas. At the end of the decade sales per employee and profit per employee increased by 61% and 162%,
respectively, while the productivity of the R&D organization doubled; the company supports additional increase
in sales with virtually the same number of R&D employees in the company nearly a decade ago. This
performance has been attributed to continuous innovation and working with the large and diverse global network
of external innovation partners. This productivity discipline ensures that P&G has the flexibility and the
resources to invest in growth even in the most challenging environments.

3.4 Balancing Near-Term Results and Long-Term Growth

The recent credit crisis and global recession tested the strength of strategies; the balancing act of short-term
results and long term growth. P& G made two critical choices to deal with this macroeconomic environment.
The company focused on disciplined cash and cost management and invested in capacity, innovation and
consumer value to ensure P&G was leading and growing market share after the recession. The company focused
first on cash and costs to protect the financial foundation of its businesses. It increased prices to recover higher
commodity costs and foreign exchange transaction impacts.

The company next focused on innovation and brand-building and identified and funded product innovation and
marketing initiatives across the business, with an emphasis on growing profitable value share in P&G’s core
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categories. It also maintained commitment to research and development investments and delivered strong
consumer communication programs that emphasized the powerful performance-based value of its products. The
company at the end of the decade invested 4% of sales in capital spending, including funding for new
manufacturing capacity to support future growth in new markets. The company’s strategy of migrating the
manufacturing base closer to the consumers was aimed lowering costs and enabling better value for more
consumers. P&G’s performance in fiscal 2009, towards the end of the recession, reflected the success of these
choices; the company delivered organic sales and EPS growth and maintained operating margin while delivering
strong free cash flow — the financial lifeblood of the business

4. The 10 commandments and P&G

P & G is globally recognised and a focused (Commandment 9) consumer products marketer that secks
competitive advantage in quality, value-added personal care and personal use products. The company’s approach
to strategy shows they are among successful companies who tend to have well crafted strategies, which contain a
vision and long term mission objectives (Commandment 1) of where the company is going, and are equally able
to translate the vision into operational actions which enable specific objectives to be achieved and response to
change (Commandment 2) made (Ellis and Williams, 1993). The company’s performance shows the strong link
between the corporate and business strategies: the corporate strategy was aimed at adding value to the
operational segments (business units) while business strategies focused on crafting sizeable and sustainable
competitive advantage (Commandment 3). It is recognised that corporate strategy adds value through portfolio
management, corporate core competencies and enhancing business unit performance (Goold and Campbell,
1987). P & G has clear cut growth strategies, pursues brand and technological leadership. The distinctiveness of
a company’s competency lies in its superior skills and superior resources (Prahalad and Hamel, 1990; Collis and
Montgomery, 2005). P & G’s managers view their competency in their differentiation (Commandment 8) in a
combination of technology, product performance, and marketing (P& G, 2009). P & G prides itself as a leader in
innovation and uses competency in innovation and updated technology to protect the company from fast
imitators (Commandment 4).

P & G is an aggressive competitor with strategic clarity about where it plays and how it competes in its chosen
product markets to achieve superior performance. The company understands the competition and have counter
strategies for competing (Commandment 5, 10). P&G’s corporate and business strategies have been designed
with sustainable competitive advantage in view. The company clearly understands its global market and
positions itself (Commandment 1) in the market accordingly. It pursues a strategy of differentiation and also take
advantage of its global presence and better pricing because of its better-performing and higher-margin products.
To maintain its differentiation the company works to deliver value, not necessarily by being the cheapest but
through earning a reputation for high quality products that represent good value for money. For example during
the recession of 2009, P&G maintained a strong business foundation, not through lowering but by increasing the
prices of some of its brands. The rational of the increase was to recover higher commodity costs and foreign
exchange transaction impacts. Despite price increases, the company held global value shares across the majority
of categories, which is a reflection of P&G brands’ strength with consumers and retail customers. Although the
company knew that increased pricing would lead to market share volatility, and even some short-term share loss;
and that higher prices might affect consumption in some more-discretionary categories, they were willing to
accept these short-term consequences to maintain investment-grade financial health (P&G, 2009).

5. Overview and conclusion

P&G’s corporate account of its near decade performance depicts the link between strategy and performance,
including financial outcomes, and that strategy does make a difference. This corroborates the observation that
high-performing enterprises often initiate and lead, not just react and defend and they are always the product of
astute, proactive management, rather than the result of lucky breaks or a long run of good fortune (Thompson
and Strickland, 2001). P&G asserts that their business and financial performance is the result of clear choices
and extraordinary commitment and capability at every level of the company. There is little evidence to suggest
that firms competing in markets which appear to offer attractive opportunities necessarily perform better than
those that compete in markets which seem less attractive (Mintzberg, 1994). Sound strategies should show a
connection between the firm’s capabilities and competitive advantage. Prahalad and Hamel (1990) and Ulrich
and Lake (1991) have emphasised the strategic importance of identifying, managing, and leveraging ‘core
competencies’ rather than focusing only on products and markets in crafting business strategy.

Thompson and Strickland’s 10 commandments propose that generic strategies are one-dimensional and
companies should either seek to develop competitive advantages based on differentiation (being unique) or cost
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(Porter, 1980). Different aspects of this approach has been questioned (Gilbert and Strobel, 1988; Crenshaw et
al., 1990) and it has been suggested that in practice managers need to have recourse to all five dimensions-
differentiation, cost, scope, time and competitive linkages (Ellis and Williams, 1993). P&G’s execution
strategies corroborate this perspective. It is apparent that P&G works on the basis of developing multiple sources
of competitive advantage which are difficult or costly to replicate and attempts to reconcile the tensions between
cost and differentiation. The company’s manufacturing strategy recognises the importance of time as an element
of competitive advantage and its strategic sourcing initiatives strengthened its competitive linkages (Ellis and
Williams, 1993). P&G’s ability to leverage the strength of working with diverse partners across the globe
reflects the emerging ideologies on strategy in the decade.

Venkatram and Subramaniam (2002) have suggested that strategy has moved through a series of three eras, each
characterised by a dominant set of ideas. Firstly, strategy was viewed as the management of portfolio of
businesses where the focus was on industry positioning to gain advantage from scale economies (Porter, 1980,
1985). In the second era, strategy came to be understood in terms of developing a portfolio of capabilities where
success was derived from the inimitability of processes and routines within the organisation (Collis and
Montgomery, 1990; Porter, 1996; Prahalad and Hamel 1990). In the third era, the 2000s, strategy was
conceptualised as a portfolio of relationships whereby position in wider networks of expertise were crucial to
competitive advantage (Starkey and Tempest, 2004).

It appears that P&Gs approach to crafting strategy balances the dominant perspectives in the three eras. P&G
has a dynamic approach to crafting strategy to meet the demands of stakeholders and a dynamic environment. At
the business strategy level of products and markets, P&G’s strategy takes on board some aspects of the guiding
principles of Thompson and Strickland’s 10 commandments of crafting strategy. However, the company also
remarkably uses its corporate core competencies to drive business strategy. There is an integrated approach to
strategic management where all determinants of firm performance, economic and organisational, work in
harmony with each other to create total economic value. This re-emphasises the importance of identifying and
leveraging core competencies and products/ markets in crafting successful strategies.

Regarding this work and its potential implications for managers and students, the limitation of corporate analysis
of one company should be kept in mind. However, if strategy is a managerial imperative, and if, in order to
understand and talk about it academics disintegrate it through theories and guidelines, then strategy appears to be
a holistic, continuous process which managers, in practice, treat as an interdependent whole.
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Table 1. Financial performance

Selected indicator 2009 2001
Net sales $79,029 $38,545
Gross margin $40,131 $17,854
Net earning margins 14.3 8.4

Net earnings per common share 4.49 1.24
Dividend per common share 1.64 0.64
Research and development expense $2044 $1880
Total assets $134,833 $3466
Shareholders equity $63,039 $12673

Amount in Millions (except per share amounts)

Table 2. Progress against P&G’s goals and strategies

Growth Results (average annual) Goals 2001-2009
Organic sales growth 4-6% 5%

Core earnings per share 10% 12%

Free cash flow productivity 90% 112%
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