
in the third step of the strategic
management process
in the third step of the strategic management process, organizations focus on
strategy formulation, a critical phase where gathered insights and analyses
are transformed into actionable plans. This step serves as the bridge between
understanding the internal and external environments and making informed
decisions that guide the organization’s direction. The strategic management
process consists of several stages, and the third step is pivotal because it
involves developing strategic alternatives, evaluating them, and selecting
the most suitable strategy to achieve organizational goals. This article
delves into the nuances of the third step, exploring its components,
significance, and practical applications in business settings. Additionally,
it highlights how organizations can leverage this step to maintain
competitive advantage and adapt to dynamic market conditions. The ensuing
sections will cover the fundamentals of strategy formulation, types of
strategies, tools used, and the challenges faced in this phase.
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Understanding the Third Step of the Strategic
Management Process
The strategic management process is typically divided into five essential
steps: environmental scanning, strategy formulation, strategy implementation,
evaluation, and control. In the third step of the strategic management
process, organizations engage in strategy formulation, which involves
crafting strategies based on data collected during environmental scanning.
This step translates analysis into concrete strategic choices that address
how the organization will compete and achieve its objectives. It requires
synthesizing information about strengths, weaknesses, opportunities, and
threats (SWOT analysis) to develop coherent strategies that align with the
organization’s vision and mission.

Strategy formulation is a dynamic and creative process that demands a
thorough understanding of both the internal capabilities and external market



conditions. It sets the stage for the subsequent implementation phase by
providing clear strategic direction. This step is foundational in determining
the long-term success or failure of an organization’s strategic efforts.

Key Components of Strategy Formulation
Several critical components characterize the third step of the strategic
management process. These components guide organizations in crafting
effective strategies that are well-aligned with organizational goals and
external market realities.

Environmental Analysis Integration
Organizations integrate insights from the internal and external environment
analyses to identify strategic options. This integration ensures that
formulated strategies capitalize on strengths and opportunities while
mitigating weaknesses and threats.

Setting Long-Term Objectives
Clear, measurable long-term objectives are established in this step to
provide a roadmap for strategy execution. These objectives act as benchmarks
to track the organization’s progress toward achieving its mission.

Developing Strategic Alternatives
Multiple strategic alternatives are developed to address different scenarios
and opportunities. Organizations consider various pathways such as market
expansion, diversification, cost leadership, or differentiation.

Evaluating and Selecting Strategies
Each strategic alternative is assessed based on feasibility, risk, resource
requirements, and alignment with organizational values. The most appropriate
strategy is selected to guide future actions.

Documentation and Communication
Once selected, the strategy is documented and communicated clearly across the
organization to ensure alignment and prepare for implementation.



Types of Strategies Developed in the Third Step
During the third step of the strategic management process, organizations
typically develop various types of strategies, depending on their goals and
competitive environment. Understanding these strategy types aids in crafting
comprehensive plans.

Corporate-Level Strategies
Corporate strategies determine the overall scope and direction of the
organization. Decisions about diversification, acquisitions, or entering new
markets fall under this category.

Business-Level Strategies
These strategies focus on how the organization competes within a particular
industry or market segment. They address competitive positioning, such as
cost leadership, differentiation, or focus strategies.

Functional-Level Strategies
Functional strategies support business-level strategies by optimizing
specific departments or functions like marketing, operations, finance, and
human resources.

Growth Strategies
Growth strategies aim to expand the organization’s market presence or product
offerings. These include market penetration, market development, product
development, and diversification strategies.

Stability and Retrenchment Strategies
Sometimes, organizations opt for stability strategies to maintain current
operations or retrenchment strategies to reduce scope during downturns.

Tools and Techniques for Effective Strategy
Formulation
Utilizing structured tools and techniques during the third step enhances the
quality and effectiveness of formulated strategies. These methods enable
systematic evaluation and decision-making.



SWOT Analysis
SWOT analysis remains a foundational tool that identifies internal strengths
and weaknesses alongside external opportunities and threats, providing a
clear framework for strategy development.

PESTEL Analysis
This technique assesses macro-environmental factors—Political, Economic,
Social, Technological, Environmental, and Legal—that impact strategic
choices.

Porter’s Five Forces
Porter’s Five Forces model helps analyze industry attractiveness and
competitive intensity, informing strategic positioning decisions.

BCG Matrix
The Boston Consulting Group (BCG) matrix assists in portfolio management by
categorizing business units or products based on market growth and market
share.

Scenario Planning
Scenario planning prepares organizations for various future environments by
developing flexible strategies adaptable to changing conditions.

Strategic Choice Matrix
This matrix evaluates strategic alternatives against criteria such as risk,
return, and alignment, facilitating objective decision-making.

Checklist for Strategy Formulation

Define clear objectives aligned with organizational vision

Identify and evaluate multiple strategic alternatives

Assess resources and capabilities for strategy feasibility

Analyze external environment for opportunities and threats



Consider risks and prepare contingency plans

Engage stakeholders for input and buy-in

Document and communicate chosen strategy effectively

Challenges in the Third Step and How to
Overcome Them
Despite its importance, the third step of the strategic management process
presents several challenges that can hinder effective strategy formulation.
Recognizing and addressing these obstacles is crucial for successful
strategic planning.

Complexity in Environmental Analysis
Integrating vast amounts of data from internal and external sources can
overwhelm decision-makers. Organizations can overcome this by adopting robust
analytical tools and involving cross-functional teams.

Uncertainty and Rapid Change
Dynamic market conditions and technological advancements increase
uncertainty, complicating strategy formulation. Scenario planning and
flexible strategies help organizations remain adaptable.

Resource Constraints
Limited financial, human, or technological resources restrict strategic
options. Prioritizing strategies based on resource availability and potential
return ensures practical implementation.

Resistance to Change
Employees and managers may resist new strategic directions. Transparent
communication and involvement in the formulation process foster acceptance
and commitment.

Bias and Subjectivity
Personal biases or organizational politics can skew strategy selection. Using



objective evaluation criteria and external consultants can reduce bias.

Alignment Issues
Misalignment between strategy and organizational culture or capabilities can
cause failure. Regular reviews and adjustments ensure consistency and
feasibility.

Frequently Asked Questions

What is the third step of the strategic management
process?
The third step of the strategic management process is Strategy Formulation,
where organizations develop specific strategies based on the analysis
conducted in the previous steps.

Why is the third step important in the strategic
management process?
The third step is important because it involves creating actionable plans and
strategies that will guide the organization towards achieving its goals and
objectives.

What activities are involved in the third step of
the strategic management process?
Activities include setting long-term objectives, generating alternative
strategies, evaluating those alternatives, and selecting the most appropriate
strategies to pursue.

How does the third step relate to environmental
analysis in strategic management?
The third step uses insights from environmental analysis conducted earlier to
formulate strategies that align with external opportunities and threats as
well as internal strengths and weaknesses.

Who is typically involved in the third step of the
strategic management process?
Senior management, strategic planners, and sometimes external consultants are
involved in strategy formulation during the third step.



What tools are commonly used in the third step of
the strategic management process?
Common tools include SWOT analysis, PESTEL analysis, Porter’s Five Forces,
and various scenario planning techniques to formulate effective strategies.

Can the third step of the strategic management
process impact resource allocation?
Yes, strategy formulation directly influences how resources are allocated to
different projects or business units to achieve strategic objectives.

How does the third step affect organizational
competitive advantage?
By formulating effective strategies, organizations can leverage their
strengths and market opportunities to build and sustain a competitive
advantage.

What challenges might organizations face during the
third step of the strategic management process?
Challenges include uncertainty in forecasting, conflicting stakeholder
interests, and difficulty in choosing among multiple viable strategic
options.

How is success measured after completing the third
step of the strategic management process?
Success is measured by the clarity, feasibility, and alignment of the
formulated strategies with organizational goals, and later by implementation
outcomes.

Additional Resources
1. Competitive Strategy: Techniques for Analyzing Industries and Competitors
This classic book by Michael E. Porter delves into the third step of the
strategic management process—strategy formulation. It provides frameworks and
analytical tools to assess industry structure, competitive forces, and to
develop sustainable competitive advantages. The book is essential for
understanding how to craft strategies that position a company effectively in
its competitive environment.

2. Blue Ocean Strategy: How to Create Uncontested Market Space and Make the
Competition Irrelevant
W. Chan Kim and Renée Mauborgne introduce innovative approaches to strategy



formulation by encouraging businesses to explore new market spaces, or "blue
oceans," rather than competing in saturated markets. The book offers
practical tools and frameworks to help organizations develop value innovation
and break away from the competition. It’s a vital resource for the third step
where strategic options are generated and evaluated.

3. Strategic Management: Concepts and Cases
Authored by Fred R. David and Forest R. David, this book thoroughly covers
the entire strategic management process, with a strong focus on the
formulation phase. It integrates case studies that illustrate how companies
develop strategic plans based on internal and external analyses. The text is
widely used in academia and provides clear guidance on crafting effective
strategies.

4. Good Strategy Bad Strategy: The Difference and Why It Matters
Richard Rumelt emphasizes the importance of clear and coherent strategy
formulation in this insightful book. He explains common pitfalls and how to
avoid them when developing a strategy, focusing on identifying critical
issues and leveraging unique strengths. It is particularly relevant for the
third step of strategy formulation, helping managers create actionable and
focused strategic plans.

5. Strategy Safari: A Guided Tour Through The Wilds of Strategic Management
Henry Mintzberg, Bruce Ahlstrand, and Joseph Lampel present an overview of
the various schools of thought in strategic management. The book aids readers
in understanding different approaches to strategy formulation and when to
apply them. It helps in the third step by broadening perspectives on how to
develop and choose strategic options.

6. The Art of Strategy: A Game Theorist's Guide to Success in Business and
Life
Avinash K. Dixit and Barry J. Nalebuff explore strategy formulation through
the lens of game theory, offering insights into competitive and cooperative
strategic interactions. Their approach helps managers anticipate competitor
moves and craft robust strategies accordingly. This book is useful for the
third step as it enhances strategic decision-making skills.

7. Playing to Win: How Strategy Really Works
A.G. Lafley and Roger L. Martin provide a practical framework for strategy
formulation built around five key choices, including winning aspiration and
where to play. The book draws on real-world examples to demonstrate how
organizations can create and sustain competitive advantage. It serves as a
practical guide for the third step in the strategic management process.

8. Strategic Management and Competitive Advantage: Concepts and Cases
Jay B. Barney and William S. Hesterly focus on resource-based views and
competitive positioning in strategy formulation. The text explains how firms
can leverage internal capabilities to build and sustain competitive
advantage. This resource is particularly valuable during the third step,
where internal and external analyses converge to shape strategic choices.



9. The Strategy Process: Concepts, Contexts, Cases
Henry Mintzberg and colleagues offer a comprehensive look at the formulation
and implementation of strategy, emphasizing the dynamic nature of the
process. The book includes case studies that illustrate how strategies are
crafted in various organizational contexts. It is a helpful resource for
understanding the complexities involved in the third step of strategic
management.
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