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Optimizing Profitability in Turbulent Environments A Formula for Strategic Success :



H. Igor Ansoff and Patrick A. Sullivan



This article describes a formula for strategic success which states that the profitability of a firm is optimized when its strategic behaviour is aligned with its environment. The formula was developed over a 25-year period and has been extensively field tested. The article briefly reviews other prescriptions for profit optimization which now compete for management attention, presents the formula, discusses the results of the field research, and describes a practical strategic diagnosis procedure which can be used to determine a firm’s preparedness to succeed in the future.
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The Problem For the first 50 years of the twentieth century the formula for optimizing profitability of firms appeared to be clear and unambiguous. Based on microeconomic theory, this formula was to manufacture an undifferentiated product at the least possible unit cost and to offer it to the market at the lowest price. This formula worked with outstanding success during the first 30 years of the twentieth century and was claimed to be universally applicable in all industries and market places. During the 1930s the first signs of difficulty appeared in the United States, and 10-20 years later in the increasing other industrialized countries. An number of firms found that the microeconomic success formula no longer optimized growth and profitability. As a result, managers and academics began to search for alternative formulas for profit optimization. Professor lgor Ansoff is a Distinguished Professor of Strategic Management at the U.S. International University in San Diego, California. He has been a leading pioneer in the development of strategic planning and strategic management and has published over 100 articles and books. Dr Patrick A. Sullivan is an Associate Professor of Strategic Management at US. International University in San Diego, California, and a partner in Sullivan & Associates, a management consulting firm.
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for optimizing



profitability



Over the years a long list of replacements for the microeconomic formula has appeared in business and academic literature. A selected list of these formulas is illustrated in Figure 1. All of these formulas have common characteristics: they are proposed by reputable researchers or experienced managers yet they all appear to contradict one another; most of the formulas have worked in some firms and failed in others, and each was claimed by its proponent to be a formula that would lead to profitability if properly applied. One of the important results of the research reported in this paper is that all of these formulas are valid under different environmental conditions. These conditions will be discussed later.
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A study of patterns of business success over the past 90 years begins to explain the paradoxical state of the success prescriptions described above. A somewhat simplified pattern of success behaviours, which evolved since the 1900s in the U.S., is
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shown in Figure 2. The milestone dates shown in the Figure apply to the U.S.A. and the same patterns have been observed 20 to 50 years later in other industrialized nations. As Figure 2 shows, during the first 30 years of the twentieth century success came to production driven firms which used the microeconomic success formula. The most visible example of such firms was the Ford Motor Company led by Mr Henry Ford I who pioneered the development of mass production technology and insisted on selling his cars ‘in any color so long as it was black’. In the 1930s some firms, notably those in consumer goods industries, became market driven by shifting their attention to satisfying customer needs and/or convincing the customer that their products were superior to those of competitors. The pioneer in this shift was the General Motors Corporation under the leadership of Alfred P. Sloan. About 1940 some other firms, primarily in industrial goods industries, shifted to product development driven behaviour by basing the firm’s success on the continual improvement of their products. The appearance of the Second Industrial Revolution in the 1940s led to a proliferation of research driven firms which succeeded through marketing products incorporating the latest state of the art technology. A majority of these firms were in the defence and aerospace industries. A significant number of firms such as pharmaceuticals and computers, showed that research driven behaviour could also be a success in civilian industries.
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1993 The four success behaviours discussed above had one common feature. In each of them behaviour was dominated by one of the four key functional activities found in all firms: production, marketing, product development or advanced research. As Figure 2 shows, since the 1950s firms in each category began to shift to the environment driven behaviour. Such firms continually evaluate the future critical success factors in their businesses and recognize that, in the environment of the 199Os, no single function is the success-determining function. As a result, all functions that are important to the firm’s success are allowed to exert influence on the firm’s strategy. Consequently, general management, and not the management of one of the functions, is the dominant guiding force in environment driven firms; and it balances contributions of the four functions in a way which optimized the firm’s future profit potential. Furthermore, environment driven firms, unlike the single function driven firms, do not make the assumption that their markets will continue to grow and remain profitable in the future. They continually monitor the environment for signs of demand saturation, technology substitution, structural changes in consumer demand, social and political discontinuities, and assess the future inherent profitability and growth in their historical markets. And, if the prospects in any of the firm’s markets loom unprofitable, environment driven firms search for an enter new areas of opportunity, while they divest from the unpromising market.
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An example of such firms was the American Telephone and Telegraph Corporation which, following deregulation of the telecommunications industry, converted itself from a production driven into an environment driven firm. Similarly Apple computers and Hewlett Packard shifted from the technology driven to the environment driven behaviour. Typically, such firms become more they were before the transformation.
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The Contingent Strategic Success Formula is based on three key variables. The first is the Environmental Turbulence which is a measure of the degree of changeability (or discontinuity) and predictability of the_tirm’s environment.



As Figure 2 suggests, while many firms are shifting to the environment driven orientation, others remain successful using their historical success formulas. Over the past 10 years Ansoffhas gathered data from more than a thousand firms, in developed and rapidly developing countries around the world, on the success formulas which these firms expected to use in order to succeed in the 1990s.



In the Contingent Strategic Success Formula, Environmental Turbulence is the external variable, whose values specify the type of behaviour necessary for success. It is described by five different turbulence levels. Each level is further described by four factors which determined the turbulence level.



The results of this research show that in the 1990s about 85 per cent of firms expect to be environment driven in at least one of their Strategic Business Units (SBUs). The remaining SBUs are likely to be using one of the other four success behaviours.’



(2) Familiarity



These results suggest an explanation of the paradoxical claims of universal applicability by the proponent of the respective success formulas shown in Figure 1. The explanation is simply that in the environment of the 1990s there is no single success _formula which has universal validity.



Descriptions of the four elements at each turbulence level are shown in Figure 3. The environment at turbulence level 1 is essentially unchanging. When change does occur, it is very slow and response is gradual over a long period of time.



The results also suggest a need for a contingent success formula which consists of a series of different formulas and identifies the conditions under which each formula becomes successful. The remainder of this paper is devoted to presenting such a contingent
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In an environment at turbulence level 2, change is slow incremental. Change is slow and a firm can respond in the time between initial and full impact. Changes is as fast incremental in an environment at turbulence level 3. The future is a logical extension
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of the historical past. Firms at this level must have a forward-looking strategy so response can start before initial impact.



the focus of attention environment.



At turbulence level 4, change is very fast and and the future is only partially discontinuous, predictable. Since the future bears little or no resemblance to the historical past, firms must have both a forward-looking strategy, and an environmental scanning system that is not based on extrapolation of the past.



Responsiveness of General Management Capability



The environment at turbulence level 5 is full of surprises. Change is moving so fast, and the environment is so unpredictable that even wellmanaged firms will experience strategic surprises. In a particular environment, the turbulence level is determined by using Figure 3 to select the subvariable (complexity, familiarity, rapidity and visibility), which best describes the environment, and then computing their average.
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The second variable in the formula is the Strategic Aggressiveness of a firm’s behaviour in the external environment. The level of strategic aggressiveness is determined by two elements: (1)Th e dg e ree 0fh c an gbt e e ween a firm’s successive strategic moves in the environment. (2) The database
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Descriptions of the level of turbulence Figure 4. A firm’s determined just like



the moves.



two elements at the respective are shown in the lower part of strategic aggressiveness level is the turbulence level, except that
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and not on the



The third variable in the CSSF is the Responsiveness of a jrm’s General Management. Description of the responsiveness levels is shown in the lower part of Figure 5. For purposes of this paper, general management responsiveness is measured by a single subvariable: The Way the Firm Manages Change. (In practical applications responsiveness is described by a number of elements (see Figure 5 below).
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Figure 6 summarizes Figures 3,4 and 5 and presents the formula in tabular form. In words the formula is stated as follows: For optimum profitability the levels of both the strategic aggressiveness andgeneral management responsiveness of the firm must be aligned with the environmental turbulence level.



Validation of the Contingent Strategic Success Formula The key concepts of the Contingent Strategic Success Formula were developed by Ansoff over a period of 25 years.‘” During this period Ansoff presented many occasions to senior managers,
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On all of these occasions the formula received a favourable reception. However, such credibility test was also passed by most of the other success formulas described in Figure 1, and later turned out to be valid in some cases and invalid in others. Thus, the ‘favourable reception’ credibility test does not guarantee that any of the formulas will optimize the profitability of firms which use it. With this in mind, during the period from 1984 to 1992, the authors of this paper conducted a series of empirical tests of the CSSF” in The Strategic Management Doctoral Program at the U.S. International University in San Diego, California. These tests are summarized below.“‘” ‘CSSF=the



A Formula



CHANGING



EXPANDING Slow Incre-



turbulence,



intruments,



Environments:



REPEllTlVE



responsiveness



ENVIRONMENTAL TURBULENCE



Figure



in Turbulent



contingent strategic success formula.



Figures 3, 4 and 5 were expanded into a detailed questionnaire expressed in managerial language. The questionnaire was administered in nine different settings to senior managers of enterprises in seven different types of firms and five countries. A total of 420 firms was studied. The list of settings is shown in Figure 7. Managers used the questionnaire to diagnose the average environmental ?turbulence, strategic aggressiveness, and responsiveness of general management capability over the 5-year period immediately prior to administration of the questionnaire. In addition to responding to questionnaires, each firm also supplied data on their average financial performance. As the next step, the alignment of the firm’s strategy and capability with the environmental turbulence
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THE STARTEGIC SUCCESS FORMULA HAS BEEN STATlSTlCALLY PROVED IN THE FOLLOWlNG SETTINGS (A TOTAL OF 420 FIRMS):
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(1) There



is no single success formula which can guarantee optimum profitability to all firms.



United States (Total 210) l Manufacturing Firms (43) l Retail and Service Firms tl6) l Federal Service Agency (69) l Regional Banks in San Diego (16) l Major U.S. Banks (28) l Savings & Loan Banks (39)
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formula level.



Strategic Success Formula provides a ‘conceptual umbrella’ which identifies the environmental turbulence levels at which success prescriptions found in management literature become valid. Figure 9 demonstrates this by matching names of distinguished management scientists who offered (apparently contradictory) success formulas with turbulence levels at which the formulas become valid.
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The alignment of environmental turbulence and a firm’s response was measured by the respective gaps between the level of turbulence and the level of strategic aggressiveness on the one hand, and general management responsiveness level on the other hand. For technical details of the research the reader is referred to Empirical Proof of A Paradigmic Theory of Success Behaviors in Environment Serving Organizations, Ansoff, Sullivan eta/., international Review of Strategic Management, Vol. 4 (II. E.. Hussey, ed), John Wiley and Sons, 1993.



CSSF deals only with (4) As its name implies, strategic behaviour of the firm. Once the strategic behaviour (which generates a firm’s pro@ potential in the form of new products, markets, and technologies and competitive strategies) is completed, the firm’s operating bchaviour must also be optimized before the firm can realize optimum profitability. The results of the research on CSSF show that firms which succeed strategically tend to be successful operationally.
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Strategic Mangement provides practical management tools which assure that a firm’s profitability will be optimized in thefuture. These procedures are briefly



described below. (For a detailed description Strategic Management see ref. 6). (1) The first step is strategic diagnosis,



used at the beginning of a jirm’s cycle. The diagnosis identifies the gaps between a



firm’s present strategic aggressiveness and general management capability and the aggressiveness/capability which will be needed for success in the future (see ref. 16). Figure 10, which is a modification of Figure 9 , shows the



If both gaps are less than one, the firm is strategically ready for the future. (Although some improvements may be needed).
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If the general management capability gap is greater than one, a discontinuous transformation of the general management capability must be made.



Figure 11 shows optimum profiles of general management capability at different turbulence levels. As the Figure shows, a gap of one requires a
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the general management capability (4) Therefore, transformation process must include anticipation, diagnosis, reduction and control of resistance to change (see part 6 of ref. 6). gap is greater than (5) If the strategic aggressiveness one, the competitive strategy of the firm must be transformed.6,‘7 11 shows, if the expected fittrre (6) As Figure environmental turbulence level is 4 or 5, the _firm must install three new key management systems: entrepreneurial strategic planning, issue management, and at level 5, surprise management. All three of these systems have been developed recently and are not yet widely used. Figure 12 describes the key differences between entrepreneurial strategic planning and extrapolative strategic planning (which is widely used in current practice). (For a description of the new systems see ref. 6.) The Strategic Management System must be used in turbulent environments. It consists of the following components :
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Summary This paper presented a research-validated Contingent Strategic Success Formula which specifies the conditions under which a firm’s profitability is optimized.
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Figure 16. Strategic effectiveness vs performance Ethiopian state owned enterprises, Algerian state owned enterprises, U.S. Federal public works organizations
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The most visible example of such firms was the Ford Motor Company led by Mr Henry Ford I who pioneered the development of mass production technology. 
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