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Why Purpose Needs Strategy (and Vice
Versa)
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An independent director once had to deal with a conflict on his board when a
strategy consultant presented a report after three months of intensive analysis.
According to the consultant, the only feasible scenario was to abandon the
companys main customer base and move into a new market segment altogether.
This would entail considerable downsizing of the company. The report was based
on a thorough and consistent analysis of the company’s market share distribution,
as well as, demographic trends, economies of scale, and many other statistics. The
report was impeccable. It was so well argued and supported by data that it seemed
impossible that anything other than the consultant’s proposal would be considered.
However, none of it made sense to the CEO. His main argument was emphatic: “I
don’t see how we can do this. Moving to this new market segment is a big leap
[from our traditional business. We've successfully run this company for over 20
years, and weve always known where to focus our efforts. This proposal doesn't fir
at all with the idea that I have for this business. I'm not completely against
downsizing if strictly necessary, but moving into this new segment? Sorry guys, I
simply don’t see it.”
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Next, the president took the floor: “We cannot accept this under any
circumstance. We must remain faithful to the values that have been the beacon of
this company for years. Consultants need to understand that we are a family-
owned company, not a public company that looks only to maximizing profiss. The
best thing to do is to stay true to ourselves and do the right thing. The consultants
advice for us to fire employees would entail the opposite.”

When he got home, the independent director reviewed his notes and became more
and more concerned. The next board meeting would be held in three days and he
needed something more concrete to propose. Each member had his own arguments,
and he could not see how to frame a plausible course of action. He left his notes
and took a deep breath while asking himself: “So, who’s right?”

Despite decades of research on strategy, “we still know little about what strat-
egy means to actual strategists and how they use it in practice.”" Indeed, there
is an increasing concern that most management theories are not relevant to
practice because they are unable to capture the “logic of practice.”” In the real
world, organizations rarely embrace a single logic. Both organizations and
individuals face and maintain coexisting multiple logic that “may or may not
be mutually compatible.”

This pluralistic view of strategy can be explained by what we call the multi-
logic of strategy. The strategic logic is a set of macro-level beliefs and schemas
that strongly influence both strategic theory and practice, and refer to assump-
tions about the nature of strategic choices. As the concept of strategy has the
potential to help us explain “how the relationship between managerial cogni-
tion and managerial practice leads to organizational outcomes,™ the concept
of strategic logic helps us to understand how different kinds of logic may
affect how managers understand strategy.

At the intersection of cognitive and strategic management theories, we
identify three salient sources of strategic logic—the analytical, business model,
and institutional perspectives, each one forming a different perspective of
strategy (see Table 4.1). The first entails the procedures used by managers to
understand reality, the second has to do with business model creation and
development, and the third is related to the role of companies in society and
their business environment.

Table 4.1 Analytical, business model, and institutional perspectives

Strategic perspectives Description
Analytical Reasoning based on analytical procedures
Business model Holistic conceptualization of the business model

Institutional Reasoning based on social and cultural influences
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Analytical Perspective

This strategic perspective is related to the analytical logic present in strategic
reasoning and procedures. The literature on business strategy is full of exam-
ples of how managers make use of analytical logic, traditionally considered a
cornerstone of strategic development. This logic includes, for instance, deduc-
tion,” induction,® prediction, causation,® and effectuation logic.” By using and
combining different analytical logic, strategists can evaluate alternatives, vari-
ables, indicators, and objectives in order to establish a course of action toward
their desired results.

In the example we used at the beginning of this chapter, analytical logic
represented the approach of the consultant, “following numbers and market
estimations.” Through analytical logic, strategists gain a better understand-
ing of situations to obtain further explanations and conclusions.'® Based on
this idea, analytical perspective represents the use of procedures strategists
employ as resources for understanding reality. As analytical logic is based on
explicit information, it uses empirical evidence and predictions to reach
conclusions. In other words, the analytical perspective reflects how strate-
gists make use of different tools, techniques, and frameworks to make stra-
tegic choices.

Business Model Perspective

This perspective is based on the logic that allows us to conceptualize busi-
ness models, initially identified as the dominant logic."' Dominant logic is
the conceptualization of the business model stored as a shared cognitive
map—or a set of schemas—among the dominant coalition (board of direc-
tors, management team). In other words, it is the understanding of how the
business works in a particular company. It acts as a filter and enables us to
process large amounts of information'? and manage complex strategic
issues.’® The concept of dominant logic, initially identified as something
unfinished and highly plastic,' later expanded its scope to encompass spe-
cific dimensions of value creation. These are, for example, value creation
logic," service logic innovation,'® the logic of organizational boundaries,"” and
the logic of exchange.'®

Business model logic is related to intuition, born of experience, and there-
fore it allows strategists to “see” solutions and opportunities beyond analytical
data and procedures. Thus, business model logic requires a profound knowl-
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edge of reality that permits us to establish valid hypotheses regarding the fun-
damental aspects of a given business model. As business models reflect choices
and their consequences,' this logic helps us to understand the key strategic
choices informing the business. In the tale told at the beginning of this chap-
ter, the logic of the CEO was grounded in business model logic (“I simply do
not see it”). Confronted with particular situations, the business model per-
spective does not rely on data and analysis alone, but on the holistic represen-
tation of reality. We see this, for example, when managers pay attention to and
interpreting the value creation of other companies, or experiment with value
creation alternatives, or simply look beyond their existing industry and geo-

graphical borders.

Institutional Perspective

This perspective comes from the intersection of the literature on strategic
management and institutionalism. Institutional logic represents the role of
contingent sets of social norms and principles that shape individual and orga-
nizational behavior in the search for appropriateness.”” “As people go through
their lives, they are constantly working with, for and against multiple forms of
institutional logic that shape their social and cultural contexts.”! In other
words, they represent the way society and business influence thinking inside
the organization. There are several forms of institutional logic seen in business
today such as: commercial logic,* financial logic,” social welfare logic,** environ-
mental logic,” or family logic.*® They shape the practice in firms when they are
represented in the organization by individuals who have a cognitive and moti-
vational affinity for them.”” These individuals become “carriers” of institu-
tional logic.”® For example, salespersons can be carriers of commercial logic,
controllers can be carriers of the financial logic, HR executives can be carriers
of social welfare logic, and board family members can be carriers of the
family logic.

In the story at the beginning of this chapter, the president’s reasoning rep-
resents the institutional perspective (“we are a family-owned company, not a
public company that looks only to maximizing profits”). Under this logic,
strategists base their choices on the identity of the organization relative to
what is legitimate and appropriate. The institutional logic helps managers to
identify the right principles of the company and to recognize when they
should evolve. The articulation of institutional logic into strategy can be
developed through narratives, and other symbolic means, in ways that allow
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companies to manage the degree to which institutional logic becomes both
accessible and active.

Purpose and Profit

Multi-logic approaches can be a source of enrichment for the overall strategy.
However, they can be a source of conflict as well. As we have seen in our initial
story, different forms of logic can lead to a situation of paralysis, instead of
helping the company move forward. The fundamental problem is not the
presence of different logic, but rather the lack of a focal point helping to inte-
grate the different perspectives.

Over decades, academics have suggested that profit maximization is the
overarching principle informing our logic of strategy. Under this theoreti-
cal view, analytical logic should serve the strategies that lead to profit maxi-
mization. Business model logic should aim to maximize economic value
and institutional logic should be managed in such a way that allows orga-
nizations to obtain the maximum profit possible from their institutional
environment.

But reality is quite distant from this. We can compare this with what, for
centuries, was a wrong but somehow useful theory of the universe: the geo-
centric view of the cosmos. In ancient times, people believed that the earth
was the center of the universe and the sun and all the stars revolved around it.
Despite this being wrong, it was still a “somehow useful” explanation that
helped to establish calendar calculations and astronomical charts for over
1500 years. Discordant heliocentric voices like that of Aristarco de Samos in
the second century were not given much attention. Against those who chal-
lenged the heliocentric view, both moral and religious arguments were used
(e.g. as with the excommunication of Galileo). The reason why geocentric
views prevailed for centuries is that heliocentric predictions were not better, as
a practical matter, than geocentric ones. It was not until the universal gravita-
tion theory of Newton that the heliocentric theory definitely triumphed over
the geocentric one. From then on, the geocentric theory became a “no longer
useful” theory.

Something similar is happening with the view that profit maximization
should be the only consideration for businesses. Despite being distant from
reality—as we have known for more than 40 years”—this view has prevailed
for decades because alternative theories did not provide better estimations

(e.g. contradicting research on Corporate Social Responsibility (CSR) and
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performance®). Many purpose-driven leaders have strongly contested the
profit maximization theorists with purpose-driven theories—for example,
David Packard, 1960*'—but their proposals were not given much attention
in strategic theory. Purpose-driven theories were contested with categorical
arguments—for example, by Milton Friedman.?* It was not until prosocial
motivation theories were accepted—demonstrating that individuals and orga-
nizations have social motivations beyond maximizing profits—that purpose-
driven theories started to be accepted.”

This process has been accelerated by the dramatic 2008 financial crisis
that helped us to recognize that the wrong but “somehow useful” theory of
profit maximization was no longer useful, but actually harmful. Consider,
for example, the conclusion of researchers on how Sephora, Four Seasons,
and Danone US quickly recovered from the decline in profits they endured
at the beginning of the financial crisis. How did they do it? Instead of focus-
ing on one goal only, such as profits, their employees collaborated to shape
a collective purpose, “that superseded individual goals and accounted for
the key elements required to achieve and sustain excellence.”* Another
example is the case of the Swedish bank Handelsbanken that enjoyed con-
tinuous growth in profitability during the financial crisis. With no emphasis
on maximizing returns but, instead, with a customer-centric purpose, “the
goals were simply to track a moving target by always having higher cus-
tomer satisfaction and profitability than a weighted average of the competi-
tion.”® These examples, and many others, show that purpose does not mean
giving up striving for excellent economic results. It requires combining pur-
pose and profit.

We can see this, for example, in the main strategic handbooks, where the
latest editions have reviewed the profit maximization dogmas elucidated in
earlier editions.?® Or in the vast majority of the new frameworks for strat-
egy—for example, blue ocean, lean, agile—where purpose is placed at the
very core of strategy. We believe Larry Fink, the CEO of BlackRock, the
largest investment firm in the world, set the example when he demanded
companies in which his firm invests to embrace a social purpose, stating:
“every company must not only deliver financial performance, but also show
how it makes a positive contribution to society.” This reflects a growing
awareness of our current reality. Purpose is not only the result of psychologi-
cal forces but also, and with the same intensity, the result of social and
economic pressures.
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Coupling Strategy with Purpose

Since Bartlett and Ghoshal first made their proposal in 1993 to shift from
strategy to purpose,”® many strategists have been won over to the idea. As we
see it, the fundamental question is not choosing between purpose and strategy
but instead putting purpose at the center of strategy. In this sense, we believe
purpose should be infused with multi-logic strategy and vice versa. While
purpose should not be considered a strategy, purpose requires strategy.

Every strategic logic we have seen provides a fundamental contribution to
the development of purpose in the organization. The various forms of strate-
gic logic contribute to purpose development in the following areas: analytical
coupling, business model coupling, and institutional coupling.

Analytical coupling is related to the way purpose become concrete in plans
and objectives that express the dynamism of purpose in practice. In this vein,
purpose plays the role of an overarching constraint that helps managers main-
tain a firm focus on purpose, while concentrating their efforts on activities
such as strategic analysis, planning, and implementation. One illustration of
this can be seen in Google. The dexterity Google exhibits in big data and
analytical tools helps them decide which products move forward and which
are discontinued. This is in direct relation to the company’s purpose, which is
to “organize the world’s information and make it universally accessible and
useful.” This coupling between analytical logic and purpose can be developed
by different means. There is, for example, the practice of putting the purpose
at the very beginning of any strategic initiative, or using purpose-driven indi-
cators to evaluate how well the organization is fulfilling its purpose.

Business model coupling regards the way value creation strategies and
business models are conceptualized under the framework of purpose. By
imbedding purpose in business models, it helps purpose sustainability,
eliminating potential conflicts between purpose and profit. This is the
approach, for example, of shared value, the concept that calls companies to
establish their business model around the intersection of business interests
and social needs.?® This is also referred to as “massive transformative pur-
pose,” a common trait found in the fastest growing startups of the world
like TED or Singularity University.*’ From this perspective, purpose is not
only a constraint but also a source of opportunity. Such is the case for
IKEA, a pioneer in configurating its business model consistent to its pur-
pose of “creating a better everyday life for the many.” The coupling between
purpose and business models can be reinforced by practices such as
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Table 4.2 The three strategic perspectives integrated with purpose

Perspectives Purpose as Examples

Analytical Constraint Purpose as a filter for strategic decision-making
Purpose-driven indicators

Business model  Opportunity  Shared valueBrand purpose

Institutional Legitimacy Institutional framing
Stakeholder management

purpose-driven innovation or brand purpose, which help businesses to
evolve and reconfigure themselves around the fulfillment of purpose.
Institutional coupling is related to the way organizations develop institu-
tional principles and values with regard to organizational purpose. It offers
companies the ability to both maintain equilibrium between the company
and its stakeholders as well as provide organizational members a source of
higher meaning and motivation. We see a great example of this in Johnson &
Johnson’s credo, which has served the company for decades as a beacon by
establishing its relationship between stakeholders and company members. By
connecting purpose and institutional logic, strategists tap into a deeper source
of motivation, as “one of the most effective ways to influence behavior is to
influence [a person’s] identification with a given logic and its associated prac-
tices.”! In this regard, purpose acts as a source of legitimacy, guiding strategy
by the primary principle of acting accordingly to “who you are.” This can be
promoted by practices such as institutional framing (missions, values, princi-
ples) or stakeholder management, where a company preserves purpose
through the evolution and reconfiguration of its institutional environment

(Table 4.2).

Integrating of the Three Perspectives

Beyond the specific contribution of each perspective, their highest potential
comes by combining the three forms of logic with purpose simultaneously.
Take for example the cases of Google, IKEA, and Johnson & Johnson, they
demonstrate that success does not come from one perspective of logic alone,
but from integrating purpose with all three. In the case of Google, analytical
dexterity shows an outstanding fit between purpose and business model inno-
vation, while also winning admiration and legitimacy in social arenas.
Consider also the lessons that Yofhie and Cusumano derived from the study of
Steve Jobs, Bill Gates, and Andy Grove.”? The way in which their strategies
were built is a good illustration of how the three forms of logic guide their
decisions (e.g. dexterity in analysis, synthesis of information, big picture
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vision, and using guiding principles to generate game-changing busi-
ness models).

This approach is consistent with literature that recognizes the multiplic-
ity of logic as a source of strategic heterogeneity and innovation that help
strategists develop more consistent purpose-driven strategies.’ In this view,
beyond the salient logic related to individual characteristics, such as an
individual’s role in the organization, motivational affinity, or institutional
biography,* purpose-driven strategies call for the combination of each per-
spective in a harmonious way. From a practical perspective, integrating
each logic with purpose can be done by using what we call integrated tools.
These are combinations of existing models—for example, SWOT analysis,
Porter’s five forces, business model canvas, balanced scorecard—that form
new tools and stimulate the integration of each strategic perspective with
purpose.®

An example of this and a very powerful tool is the Purpose Model Canvas. It
is an integrated tool that we have used with much success in companies of
different sectors and sizes, ranging from big multinational corporations to
local medium-sized companies. The tool is based on a model developed by
Casadesus-Ricart.* This model, extensively explained in previous publica-
tions,*” links choices and consequences by arrows based on causality theories,
enabling users to identify virtuous cycles—feedback loops that strengthen the
business model at every iteration. Based on this, the purpose model canvas
helps the user contemplate all strategic choices and consequences forming the
business model (e.g. pricing, segmentation, cost efficiency, productivity, mar-
keting, customer service, innovation, recruitment). Then it considers the
institutional principles of the company—its values, missions, policies, funda-
mental beliefs.

Once it has identified the key institutional and business model choices and
their consequences, the user can identify whether a company’s strategy is
coherent enough to enhance purpose fulfillment in these four areas:

Alignment: refers to choices delivering consequences that move the organi-
zation toward fulfilling its stated purpose in that it helps to clarify which deci-
sions fit (and which do not) into the organization’s purpose.

Reinforcement: refers to choices that complement each other in the fulfill-
ment of purpose. It takes the best from the existing capabilities to create syn-
ergies that amplify the impact of purpose.

Virtuousness: refers to virtuous circles, the feedback loops between choices
and consequences, that help purpose to gain strength over time. Virtuousness
is like the internal engine of purpose. It pushes purpose forward in every
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interaction and is the key distinguisher between great and mediocre pur-
pose impact.

Sustainability: refers to the ability to sustain purpose fulfillment over time.
It considers the challenges facing purpose that come from the competitive
capacities of the business itself (e.g. imitation, substitution) or from the insti-
tutional environment (e.g., social shifts, reputation).

Finally, for each criterion, the model deploys analytical logic through indi-
cators that evaluate various key aspects of the model (e.g. reinforcements
between choices or virtuous circles). These indicators help to assess both how
a company fulfills its purpose as well as the elements that fuel its fulfillment.
In sum, the purpose model canvas helps us to see the connection between the
“what,” the “how,” and the “why.”

Figure 4.1 shows a simplified and basic example of the purpose model can-
vas, illustrating the reinforcement of each perspective. First, the business
model is depicted by the company’s key virtuous cycle (high volume, econo-
mies of scale, low cost, lost value) the key elements that reinforce it (low price
reputation, supplier loyalty) and the overall result (high margins). Second, it
shows how the institutional principles—environmental awareness, culture of
service and cost consciousness—strengthen the virtuous cycle. Finally, it dis-
plays the key indicators (customer survey, gross yield per employee) that mon-
itor alignment, reinforcement, virtuousness, and robustness of the
whole model.

Volume Real Object.
turnover MM$ 270 265

Customer
survey

Real Object.

7,6 8
Customer loyalty

Service culture

Real Object. % Unit cost Real Object.
EBIT 52% 5,7% improvemen$ 8,5% 9%
| HIGH MARGINS | | Economies of scale

Environmental
awareness

Gross Yield per Real Object.
employee MM$ 0,5 0,52

Cost consciousness

- Institutional perspective

|:| Business model perspective

Low costs pplier loyalty

% total Real Object. % Cost Real Object.
costs/sales 75%  75% reduction 4% 4,3%

! Analytical perspective

Fig. 4.1 lllustration of a “purpose model canvas”
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By using the purpose model canvas, we have seen how companies fuel strat-
egy, reinforcing inspiration with analytical rigor over time. Indeed, this is the
strategy we think best fits the example presented at the beginning of the chap-
ter. More than simply coupling the logic of the consultant, president, and
CEO with purpose, a purpose-driven strategy calls for jointly integrating each
perspective with purpose, helping to establish a harmonious way forward.
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