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Abstract: This introductory paper to the area of strategic management aims to provide readers with a 
thorough understanding of the issues underlying value generation in business. You will be familiarized 
with various models, theories and tools that will allow you to effectively analyze complex competitive 
situations and to make decisions that increase a firm‟s competitive standing vis-à-vis its competitors. 
In order to enable readers to effectively manage companies, this paper will introduce you to the 
mission and realities of general management. The paper will cover various technical analysis tools, 
along with strategic concepts intended to enable readers to help companies adapt to current and future 
market situations. This paper focuses on strategic analysis and how to build competitive advantage at 
the business and corporate levels. The main theories, models and tools within the field of strategy will 
be covered with a strong emphasis on the application to ambiguous real settings.  
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1. Introduction 

The future looks risky for Nokia as the company’s stock has fallen more than 80% since 2007.Once 
the undisputed leader of mobile handsets, the company has been unable to maintain its dominant 
position and is losing market share to new players in the industry[1-2]. The Finnish firm has been a 
slow innovator (an aspect partly related to the absence of significant competition in an era when it 
dominated the industry) and hasn’t been able to match the pace of innovation provoked by recent 
entrants.  The analysis presented in this report focuses on the smart phone market, as recent market 
trends have shown that traditional handsets will soon become obsolete. Specific emphasis will be 
focusing on Nokia and its main competitor, the Android based manufacturers[3-4]. 

2. Industry Analysis 

The smart phone industry is a fast-growing and rapidly evolving industry. It is characterized by 
short product life cycles, innovative designs, fast imitation, aggressive pricing and price sensitive 
consumers.  The competitive landscape consists of various types of actors exercising different degrees 
of influence on the industry’s development. We have used Michael Porter’s five forces to understand 
the overall market structure and to determine the long-run profit potential[5-6]. (See Figure 1). 

  
Figure 1: Michael Porter’s Five Forces Framework 
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2.1. Threat of New Entrants (Low) 

Barriers to entry in the smart phone industry are set high. New players need to achieve economies 
of scale in order to be profitable, in both hardware and software capabilities, which in turn require 
substantial capital investments.The incumbents of the industry are in a stronger position since they rely 
on already patented technology and can leverage their brand awareness to obtain privileged access to 
distribution channels. Customers already committed to a particular smart phone ecosystem face high 
switching costs to migrate to a new platform, making the industry very attractive to incumbent 
companies who benefit from first-mover advantage[7-8].  

2.2. Bargaining Power of Suppliers (Low) 

The smart phone hardware supplier industry is heavily fragmented and increasing smart phone sales 
are attracting more competitors in the component industries. Suppliers end up being in a low bargaining 
position due to high volume orders from smart phone producers and usually have to maintain a high 
level of innovation (through R&D) in order to differentiate their product offering (mainly the display, 
microprocessor and wireless components). At the other end of the spectrum we find software suppliers 
who also have a low bargaining power; most smart phone operating systems are proprietary and rely on 
software suppliers only for application development, a process characterized by fierce competition 
among small developers who must achieve high download volumes in order to reach profitability[9-10].  

2.3. Bargaining Power of Buyers (High) 

Smartphone users tend to be well informed consumers that demand innovative products and expect 
a rich user experience.Consumers are looking for their smart phone to replace other electronic devices 
(cell phone, camera, watch, etc.) so the number of features and functionalities are a very important 
buying decision. Price is also important, and it may be the reason why potential customers end up not 
buying a particular smart phone[11-12].  

2.4. Competitive Rivalry (High) 

The rivalry among smart phone companies is intense, being driven by product innovation and price 
conscious customers. With consumers being more and more appealed by the available features of the 
smart phone, there is a permanent competition among firms to match each other in terms of product 
functionality. This aspect has been recently materialized into a fierce patent war, with companies trying 
to prevent competitors from developing a specific technology that they have already[13-15].  

2.5. Threat of Substitute Products (Moderate) 

As technology rapidly evolves an increasing number of products become available as substitutes for 
smart phones. Similar functions can now be found in a wide range of devices, such as iPads, Netbooks, 
Pdas, etc. One of the main drivers of smart phone sales remains the ability to connect to wireless 
mobile carriers, but this too can be altered as more alternatives to traditional mobile networks such as 
Skype are implemented. 

3. Nokia’s Challenges 

Table 1: Nokia’s Plummeting Share of Smart Phone Market 

Company 1Q2011 units 1Q2011 market share % 1Q2010 market share % Unit growth % 
Android 36,267.80 36 9,6 539,9 
Symbian 27,598.50 27,4 44,2 14,7 

iOS 16,883.20 16,8 15,3 102 
RIM 13,004.00 12,9 19,7 20,9 

Microsoft 3,658.70 3,6 6,8 -1 
Source: Gartner Research 

Recent data for the smart phone industry show impressive sales volumes for Google’s Android but 
bring bad news for Nokia and its mobile operating system partner Microsoft. The data shows that the 
smart phone market grew by 84.9% in volume compared to the first three months of 2010, but only 
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Google’s Android was able to grow sales more quickly than the other competitors.  The Symbian smart 
phone OS collapsed from 44 % share a year ago to 27% in the first three months of 2011, leaving 
Nokia at its lowest market share  since 1997 [1] ( See Table 1). 

We have identified several issues that led to such a drastic loss of market leadership, among them 
developer frustrations and poor platform performance stand out as the most critical, and have helped 
Nokia’s competitors to capture its market share. From an analytical point of view the approach handled 
in this report focuses on Nokia’s strategy formulation and execution. We have chosen Google’s 
Android as the other basis of our analysis for two main reasons: it is Nokia’s biggest competitor and 
represents a different approach to the global smart phone market.  

3.1. SWOT Analysis 

We have used SWOTs as a general framework to better understand why Nokia’s corporate strategic 
planning has failed and to identify key areas where value propositions can be effectively achieved [2]. 
(See Table2). 

Table 2: SWOT Analysis 

STRENGHTS WEAKNESSES 
1. Brand awareness 
2. Global presence 

3. Wide product range 

1. Low competitiveness in smart phones 
segment 

2. Weak presence in U.S. market 
3. Slow-performing software 

OPPORTUNITIES THREATS 
1. Strong presence in developing countries 

2. 4G 
3. Infrastructure business (Nokia Siemens Network) 

1. Growing customer loyalty for competing OS 
2. Rapidly changing industry 

3.1.1. Strategy Diagnosis I 

Product differentiation and positive network effects:The reason behind Nokia’s new strategy in the 
smart phone market was given by Nokia’s CEO and is based on the belief thatthe battle of devices has 
now become a war of ecosystems. Product differentiation in the smart phone industry is achieved 
through applications, services and user experience. If conceptualized and implemented efficiently, this 
ecosystem will serve as the main product differentiator and will directly attract the critical mass of 
users needed for the emergence of positive network effects[9-10]. Nokia correctly anticipated the need 
for a surrounding ecosystem but has not achieved its OVI vision and, as a result, failed to achieve the 
benefits of network effects, which led to user attraction and retention problems, which reflected 
customer dissatisfaction (See Table 3).  

Table 3: Smart Phone Satisfaction Index 

iPhone 92% 
Android 77% 

RIM 73 % 
Nokia (Symbian) 66% 

Windows 66% 
Source: CFI Group Research 

Prior to February 2011 (when Nokia announced the partnership with Microsoft and the Windows 
Phone), Nokia’s strategy in smart phones was to use the Symbian & MeeGo platforms, linked by a 
common software platform and service layer (OVI). Nokia would control all areas, in both hardware 
and software. This strategy proved to beineffective, allowing competitors such as Android to better 
anticipate market trends and user expectations. By building a complex ecosystem around its value 
proposition, Android has gained sufficient advantage in order to surpass Nokia. By sticking to a 
decade-long status-quo, Nokia simply refused to change the game it played, not knowing that the game 
was changing independently, driven by customers and a new age of telecom[11-12].  

3.1.2. Strategy Diagnosis II 

Game theory and maximin strategy:We have applied game theory in order to better understand the 
strategic choice of abandoning the Symbian ecosystem and pursuing a partnership with Microsoft. 
Faced with increased competition from Android’s open-source platform and seeing its market share 
reduced to alarming levels, Nokia had to choose between two strategies[13-15]:  
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Invest aggressively in its own software platform, hoping that eventually it will become competitive 
in the market place, or Adopt one of the competitor’s software platform the first strategy would cause 
Nokia to exit the market if it fails, but would also bring the largest payoff ifit succeeds. The downside 
of the second strategy is not as severe as the first one and keeps Nokia in the market as one of many 
manufacturers, an outcome definitely not as bad as exiting the market. The success of this strategy will 
not generate profits comparable to levels obtained using the previous strategy, since it will not have 
control over the software platform. We can observe that Nokia had to adopt either a minimax or 
maximin strategy: it can either choose the strategy that minimizes the possible loss for a worst case 
scenario, or pick the strategy that maximizes the minimum guaranteed payoff. After analyzing both 
strategies we believe Nokia made the right decision of choosing the conservative maximin approach by 
adopting a competitor’s software platform and ensuring that the worst case scenario will not force 
Nokia out of the market. (See Figure 2). 

 
Figure 2: Game Theory and Maximin strategy 

3.1.3. Strategy Diagnosis III 

Value chain emphasis:Nokia has to radically change its perception and approach to the industry 
value chain. Wireless telecom operators exert almost total control in distribution and Sales & 
Marketing, therefore influencing the total sales of smart phones in any particular geographic area. 
Telecom operators tailor specific tariff plans for each smart phone and sell them through their 
distribution channel. Nokia has seen its market share significantly reduced especially in the U.S. due to 
poor relationships it has with telecom carriers. These carriers are not motivated to carry Nokia’s smart 
phones and hence Nokia is losing prospective buyers to other manufacturers. In order to increase its 
market share the Finnish company must reevaluate its current view of the value chain in such a way 
that will motivate telecom operators to push Nokia’s products within their extensive distribution 
channels. 

4. Recommendations 

Nokia needs to transform itself into a software and services company in order to survive and 
recapture the market space it has lost to Android and Apple. The need to build an array of services 
around its hardware devices must become a permanent focus; in its inception form this focus was given 
shape in the form of the OVI services but it failed to fully deliver on this vision.The biggest failure in 
the OVI strategy is that Nokia completely underestimated the importance of third-party applications. 
The OVI store is limited by an inadequate software catalogue, which is the direct result of a dangerous 
inability to connect with developers in order to build the platform requirements they needed. While 
continuously working on developing a viable and sustainable ecosystem that would allow the 
emergence of positive network effects, Nokia should consider the following strategy 
recommendations[5-6]: 

Reduce its product portfolio & concentrate on HIT products. One HIT product can prove to be 
sufficient to grab attention of customers and telecom operators. Nokia should try to develop a product 
that would challenge Google’s Nexus phone and Apple’s iPhone;  

Collaborate intensely with telecom operators, particularly in the North American market where 
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most smart phones are sold via operators. Subsidies from carriers would enable Nokia’s product to be 
sold at cheaper prices; 

Ensure Nokia Windows Phone gets display space in retail stores. Windows Phone failed to steal 
customers ‘attention because retail stores preferred to display Android/Apple handsets. Nokia must 
change/motivate retailers’ perception and ensure that customers can test Nokia Windows Phone in the 
store; 

Aggressively advertise the benefits of Nokia Windows Phone. Customers must believe its product 
is competitive against Android based manufactured phones and iPhone; 

Target business segment. The new platform has features strong enough to support business 
activities, such as Office and email. Nokia has to reach more effectively the corporate market in order 
to gain new customers; 

Cooperate closely and uniformly with Microsoft. This strategic partnership is just as important to 
Microsoft as it is to Nokia and is of a bigger scale than anything else Microsoft has done in the mobile 
industry. Nokia has the know-how and the ability to transform it into a serious challenger in the smart 
phone ecosystem war.  
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