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Abstract 

 

The traditional process for identifying and executing strategy calls for companies to take 

their external environment as a “given” and analyze that environment to determine the 

best way care out a competitive advantage in that environment by following either a 

“differentiation” or “low cost” strategy.  In this report, however, we examine a different 

approach that argues that organizational strategies can and should vary based on 

structural conditions, the resources and capabilities of the organization and the 

organization’s “strategic mind-set” and that companies can develop and implement 

strategies that actually reshape their external environment in a way that is most 

favorable to them. 

 

The traditional process for identifying and executing strategy championed by Porter and 

others calls for companies to first conduct an analysis of the environmental conditions in 

which they operate and then carve out a competitive advance based on their distinctive 

core competencies by following either a “differentiation” or “low cost” strategy.
2
  Kim 

and Mauborgne have labeled as the “structuralist” approach because it assumes that the 

structure of the environment confronting the company determines the strategy that the 

company must follow—in their words, “structure shapes strategy”.
3
  While noting that 

this approach has obviously dominated the study and practice of strategy for decades, 

they argue that one cannot ignore the examples of situations where firms adopted and 

implemented strategies that shaped the structures of the industries in which they were 

involved and cited Ford’s Model T and Nintendo’s Wii as two illustrations.  Kim and 

Mauborgne suggest that companies do have two choices: “structuralist strategies that 

assume that the operating environment is given and reconstructionist strategies that seek 

to shape the environment”.  Reconstructionist strategies, popularly referred to by Kim 

and Mauborgne as “blue ocean strategies”, are based on the presumption that it is 

possible and preferable in the right circumstances for companies to “reverse the structure-
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strategy sequence” and reshape their operating environment in a way that is most 

favorable to them.
4
 

 

Kim and Mauborgne describe the optimal conditions for each of the two strategies and 

argue that the choice depends on structural conditions, the resourses and capabilities of 

the organization and, finally, the organization’s “strategic mind-set”.  For example, they 

claim that a structuralist approach is a good fit when
5
: 

 

 Structural conditions are attractive and the organization has the resources and 

capabilities to build a distinctive differentiation or low cost position. 

 Structural conditions are less than attractive but the organization has the resources 

and capabilities to outperform competitors based on differentiation or cost. 

 The organization has a bias toward defending current strategic positions and a 

reluctance to venture into unfamiliar territory. 

 

On the other hand, a reconstructionist approach is recommended when
6
: 

 

 Structural conditions are attractive but players are well-entrenched and the 

organization lacks the resources or capabilities to outperform them. 

 Structural conditions are unattractive and they work against an organization 

regardless of its resources and capabilities. 

 The organization has an orientation toward innovation and a willingness to pursue 

new opportunities. 

 

Regardless of which strategic approach is selected, Kim and Mauborgne maintain that the 

chances of success for the strategy hinge on the company’s ability to develop and align 

three strategic “propositions”, which they describe as follows
7
: 

 

 A “value” proposition that attracts buyers and is measured by the utility that buyers 

receive from an offering minus the price they are asked to pay for the offering. 

 A “profit” proposition that enables the company to make money out of the value 

proposition and is measured by first identifying revenues generated from an offering 

and then deducting the costs associated with producing and delivering the offering. 

 A “people” proposition” that motivates persons working for (or with) the company to 

execute the strategy and is measured by the existence and success of the positive 

motivations and incentives that the company puts in place for those persons. 

 

Kim and Mauborgne observe that alignment of these three propositions is important for 

both the structuralist and reconstructionalist strategies; however, a key different between 
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those strategies is that companies following the structuralist approach choose to compete 

on the basis of either differentiation or low cost while companies following the 

reconstructionalist approach will pursue both differentiation and low cost at the same 

time.  As an illustration of how the reconstructionalist approach might work, Kim and 

Mauborgne referred to the strategies adopted by the city-state of Dubai to create, in the 

midst of seemingly impossible conditions, one of the fastest-growing economies in the 

world over the last two decades
8
: 

 

 The “value” proposition to buyers, in this case foreign investors, included creating an 

environment for “doing business” that differentiated Dubai from other emerging 

markets and reduced the costs that investors could expect to incur when establishing 

business activities in Dubai.  Among other things, Dubai created a dozen world-class 

free zones with substantial incentives for investors, allowed 100% foreign ownership 

and free repatriation of capital and profits, eliminated import and re-export duties, 

granted an extended tax holiday for corporate profits, expedited registration 

processes, created world-class logistics capabilities and established a transparent legal 

system. 

 The “profit” proposition for the state included the use of differentiated ways of 

generating revenues and reduction of its cost structure.  Unlike its neighbors, Dubai 

avoided heavy dependence on volatile oil revenues and focused on non-oil-based 

businesses, including investments in the infrastructure created to support the 

investors’ activities (e.g., shipping and port services, transport, tourism, aviation, real 

estate development, export commerce and telecommunications).  Dubai also 

restricted citizenship, which allowed the state to minimize its social liabilities.  

Finally, Dubai outsourced military, diplomatic and security activities to the United 

Arab Emitrates, thereby avoiding substantial burdens on the national budget. 

 The “people” proposition for the citizens of Dubai included “learning and money-

making opportunities, social security benefits, job guarantees and international 

recognition.  In addition, Dubai differentiated itself from other Arab countries in the 

region by striking a “balance between traditional values and a cosmopolitan 

environment”. 

 

Kim and Mauborgne maintain that firms with multiple businesses must make separate 

decisions for each business on the best type of strategic approach to pursue for that 

business.  They argue that “[d]ifferent business units face different structural conditions 

with different resources and capabilities and have different strategic mindsets”
9
 and, as 

such, managers must be prepared to follow a structuralist approach with some businesses 

and a reconstructionalist approach with others.  
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