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1.1

LEARNING OBJECTIVES |

\fter studying this chapter, you shondd be able to pnderatand the following |

What is a Strategy?

Sirategic, Operational and Tactieal Planning:
Strategw Management Process

Corporate Lavel Strategy Formulntnon

= Diversification Strategy

= Siability Strategy

= Retrenchment and Combination Strategies
BOG Matnx;

Husiness Level and Functional Level Strategies

Strateeie Choteo, Control and Askessment

1.2 INTRODUCTION

Companies have to fight competition on a daily basis To survive and Nourish in

a competitive world, companies have (o consistently deliver out standing value (offerng
unmatched guality at alfordabli prices) to customers To this ond, they must make the
rucht moves and put resources (0 best use If they simply follow the crowd, they will
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never be able to make it big. They must stay ahead of the pack, make winning moves,
innovate constantly and move closer to the hearts of customers.

The fortunes of a firm must always be guided by a concrete plan of action and to
this end, evervthing must be put in place to execute the game plan with chilling
efficiency. To remain ahead of competition, the firm must focus on markets, technologies
and processes, which are known to it and over which it has got a grip. This is where a
strategy comes into play a pivotal role. Generally speaking, suceessful companies
possess the winning habit of managing their resources well They are also able o
manage their environment proactively. In such u scenario, the firm is able 1o fight
competition on terms that are extromoly favourable to it. The unique internal strengths
coupled with a favourable market position would ultimately help a firm gain an
unbeatable competitive ‘edge’ over its rivals. -

1.3 WHAT IS A STRATEGY?

A firm's strategy reflects a firm's awareness of how, when and where it should
compete; against whom it should compete and for what purpose it should compete It
is an integrated and coordinated set of commitments and actions designed to exploit a
firm’s internal strengths and external opportunitios with u view to gain a competitive
advantage. (Hitt, Black and Porter) This definition reveals the following key elements
of u strategy.

*  Scope: A strategy focuses attention primarily on how to use the resourees of
a firm most effectively in a changing environment. A steategy defines the
scope of the firm that is, the kind of produets the firm will offer, the markets
(geographies, technologies, processes) it will pursue and the broad areas of
activity it will undertake. It will, ot the same time, throw light on the sctivitios
the firm will not undertake.

* Goals: A strategy invariably indicates the long-term goals towards which all
offorts are directed. For example, long-term goals might be to 'dominate the
market, to be the technology leader or to be the premium quality firm' Such
enduring goals help the employees to give their best in a unified manner and
enable the firm to specify its competitive position very elearly to its rivals. A
recent ndvertisement from Maruti Susuki, for example, elaims: "W don't just
sell more cars than No 2. We sell more ears than the entire competition put
together’. Maruti's commitment to being number one (sales, distribution
network, lowest cost producer. highest resale valus, one stop solution provider
ete ) in the markets it serves sends cloar signals to its rivals in more than one
Way.

* Comprehensive, well-integrated plan of action: A strategy is o long-
term plan of action seeking answer to certain basic questions such as where
are we going? How are we going to get there? How to attract and please
customers? How to grow the business? How to respond to changing market
conditions? It is thus a comprehensive and well-integrated plan that ties all
parts of a firm together, covering almost every aspect of business and critieally
examining whether all parts of the plan are in syne with ench other or not.

» Competitive advantage: A strategy seeks to put resources to best advantage.
It seeks to put the firm in a favourable position when compared to its rivals
[t tries to strike a rapport between a firm's unique strengths and the external



environmental forces in order to give the firm an edge or a competitive Strategnic Planning
advantage over its rivals, Competitive advantage is ‘anything that a firm and Management
does especially well, compared to rival firms

e Toerrain: The term ‘terrmin’ is highly relovant in explaming the concept of
steategy more cloarly. From n business.sense, terrsin refers to markets, - NOTES
segments and products used to win over customers. The essence of strafegy
is to match strengths and distinetive competence with terrain in such 4 way
thut one's own business enjoys o competitive advantage over ‘rivals competing
in the same terrain. The basic premise of strategy, as things stand now, is
thist an adversary can defeat n rival—even o larger, more powerful one—if it
can manoeuvre o battle or engagement onto a terrain favourable 1o its own
capabilities. The term ‘eapability’ refers to the ability or capacity of a bundle
of resources deployed by a firm to perform an activity (Pitts and Lie). For
example, IM's capability is developing radically new products frequently:
Sony's is making high-quality consumer electrome produets in compact sizes
and Tovota's 15 manufacturing cars. efficiently.

¢ Logic: This is the most impartant element of steategy. For example, a firm's
steatogy is to dominate the market for nexpensive detergents by being the
Jow-cost, mass-market producer. Here, the goal is to dominate the detergent
market ‘The seope is to produce low-cost detergent powder for the Indian
mnss markot The eompotitive advantage is the firm's low-cost. Yet this
oxample does not explain why this strategy will work. Why the firm will get
ahead of others by limiting its ecope and by being the low-cost producer
(competitive ndvantage) in the detergent industry. The ‘why’ is the logic of
the strategy. To see how logie is the core of a strategy, consider the following
expanded version of a strategy: ‘our strategy is to dommnate the Indian market
for inexpensive detergent powder by being the low-cost producer selling
through mass-market channels. Our low price will generste high volumes.
This, i turn, will make us a high volume, low-cost producer. The economies
of senle would help us improve our bottom-line even with a low price’. The
anly thing that needs to be qualified here is that the economies of scale must
be sufficient enough to give the firm the cost advantage it believes it will
have over its rivals.

« Strategy is all about winning — eapturing mindshare and conguering
markets (Trout): It is about matching the strengths and distinetive
competencies of 4 firm with the terrain i such a way that one's own business
enjoys on edge over rivals competing on the same terrain (Pitts and Lie).
Riviils should be compelled to come to a terrain where you have the capabilities
to gain an edge. A good strategy—when executed properly —enables a company
to enrn supenior returns and gam financial strength over tme. The firm is
alsa able to improve its competitive strength and market standing. Strategy
is an mherently creative process. Onece one understands the firm's current
situation and has a view of the future, improving the firm's performance
requires thinking up new opportunities for ereating and eapturing value by
leveraging its important assets

A strategy provides consistent guidelines far the activities of business. It enables
a business (o have o dear purpose and proper direction. A strategy does not inilicate as
to what is 1o be done in detail_ it anly provides n genoral programme of action, outlining
the deployment of human and material resources in order to increase the chances of
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schieving selected objectives like survival, stability, growth, profitability and so on.
Strategy is forward looking. It takes the long-range view and that is why, strategic
planning is often used interchangeably with long-range planning, Steategy's life span
is limited. it i o single-use plan. 11 is designed to fil a specifie situation and is ‘used
up’, when the goal is accomplished. Strategies are products of top management thinking

It is believed that only executives ai the highest levels have the necessary perspective
and information to plan for the organisation, as a whole, Only top executives can adopt
the strategic moves, which the firm plans to make by assuming certain caleulated
risks. Strategy 1= dynamic and Oexible programme of action. [t is basically designed
to meet the enviconmental challonges. Business involves great risk-taking anid
strategies provide management the necessary data so that reasonable and informed
gambles ean bee made, when necessiry. Flexibility and dynamism are ingramed in the
strategic planning proeess. Changes in the enviranment bring about chianges in strategic
planning activities. Thus, strategies are more actionoriented; they specify the need
for changing gears and 1aking appropriate direction in the light of continuous changes
in the pnvironment,

1.4 STRATEGIC PLANNING

The rapid advances iy technology, global competition, changing preferences of
customers, changing policies of government have multiplied the problems of managers
all over the globe. Most of these changes are thrust on managers and they are foreed 1o
adjust their activities (customer service, tenmwork, speed, product/service quality,
productivity improvement have become the new eorporate mantras!), in order to take
full advantage of favourable developments or to minimise the adverse offects of
unfavourable ones. Suceessful managers introduce original actions aimed at removing
present difficulties; anticipating future problems; changing the goals (o meet internal
and external challenges: exporimenting with ereative ideas; attempting o shape the
future and creating a more desirable environment. Strategic planning involves settmg
long-term oljectives and deciding about the judicious deployment of resources to achieve
those abjectives,

Popular Definitions of Strategic Planning

According to Alfred Chandler: It is ‘concerned with the determination of
basic long-lerm goals and olyectaves of an enterprise and the adogtion of eourses of
action and allocation of resources necessary for earrying out these goals

According to William Glueck: It is ‘s stream of decisions and actions which
lead to the deployment of an effective strategy or strategies to help achiove corporate
objectives .. decimons and actions, which determine whether an enterprise excels,
survives or dies )

According to Hellriegel et al: ‘Strategic planning is the process of disgnosing
the organisabion's external and internal snvironments, deciding on a vision and mission,
developing overall goals, croating and selecting general strategies to be pursued nnd
allocating resources to achieve the organisation’s goals

Features of Strategic Planning

Steategie planning. is long-term in nature. 11 tends (o be a top management
responsibility. It requires looking outside the organisation for threats and opportunities.



It also requires looking inside the organisation for finding out weaknesses and sirengths.
It affects many parts of the organisation. as its devisions have eaduring effeets that
are difficult to reverse. It tries fo oquip the organization with capabilities needed to
eonfront future uncertainties by taking a holistic view of the entire organisation. 1ts
foeus i elearly on the ‘jungle, not the trees’ The main objective is to position the firm
in an ndvantageous position in relation to the environment, keeping the firm's own

capabilities in mmid
Strategic, Tactical and Operational Planning

Strategic plans are designed to meet the broad objectives of an organisation.
They are long-range pluns. Tactical plans are coneemed with implementing strategic
plans by coordinating the work of various departments in an organisation. Thoy are
known as intermediate plans. Oporational plans are short-range plans. They offer
details as to how the strategic plans will be secomplished. Tuble 1.1 draws the
distinetion botween these terms clearly

Table 1.1. Compurison botween Strategie, Tactical and Operational Planning

- =F=" E—

~ (lng-range) P e 1 LY ra

long range plan Intarmedists plan Bhart rangn plan.

Time frame: i or more yeurs Time frame: 2-3 yonrs, Time frame: One your.

Tep Msnagement responsibility. | Performed by manngers [ome usunily st lower

. it myddle lovol lovels.

Conorrned with brosd objectives | Concerned with integrating | Covers duy-to-dny

of the orgnnisation the work of various aperationg; implements
dopartments in the internal goals.
PERATEATIOn.

Focus on planmng and Forius en coordination Foeus on control,

foreonsting primrily.

To be fully offective, the organisation's strategic, tactical nod operational plins
mist be oligned o, they must be consistent, mutually supportive and focused on
meeting the common purpose and direction. For example, Whole Food's strategie goal
is to ‘sell the highest quality products that also offer high value for customers’. Hs
aperational goals focus on ingredients, freshness, taste, nuiritional value, safety and
appenrance thot meel or exceed its customers’ expectations including guaranieeing
production satisfaction. Tactical goals include store eavironments that are ‘nwviting,
work environments' for o= employees,

Evolution of Strategic Planning

The first three decades of the twentieth century witnessed significant changes
in business sctivity, Firms focused their energies on increasing production of
standurdised goods to derve the stonomies of seale, They were more comfortable
working with day-to-day. operational plans. Whatever came mto the market, got readily
ahsorbed. Large volumes. standardisod products, ever-inereasing demand characterised
thi= era.

After the 19405, firms witnessed increased environmental turbulence
Competition became intense with the emergenie of new players; technological changes

Krranegic Planming
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muwﬂlmdpuummmtpdﬂummﬂndthami:fmaﬂmu{m firms in
most countries. Consumer tastes and preferences changed radically, New products
with novel features made headlines and to sustain demand, firms had v promote
products heavily and spend significant amounts on market segmentation. They had to
commit their resources carefully, assessing various alternatives offered by the external
environment from time-to-time. The reactive, ad hoc responses rarely yielded results,
forcing firms to change their onientation from short-term to long-term) and look beyond
the four walls of the arganisation, more closaly.

The 1950s saw dramatie changes in technology; new products emerged rapidly:
compatition became cut-throat: multinational corporations began to dominate global
markets and governmen tal policies encouraged froe market forces. These snvironmental
complexities literally compelled the firms to come out with prosctive steps by fnning
their hopes an route maps provided by strategic plans. They had to be lean and Bexible
0 that they could remain solvent and move fast, -

They had to almost undo existing styles, svstems and standards, looking at
internal as well ss external environments from o strategic perspective.

Why Strategic Planning?

Nomilitary officer would undertake to engage his enemy without s clear idea of
strategy. No seasoned politician would undertake a campaign for a major offics without
n clenr concept of his strategy. Likewise, no business firm ean afford to gel nhend
without a clear map of why and where it wants (o go. Strategic planning provides the
route map for the firm.

Importance of Strategic Planning

* It provides the road map for the firm; it shaws the way for achieving targots

* It helps the firm utilise its resources in the best possible manner. Tt allows more
effective allocation of time and resources for identifying opportunities.

* The firm can respond to environmental changes in a botter way — by exploiting
opportunities to its advantage and avoiding costly mistakes in imvestment
decisions.

¢ It minimises the chances of mistakes and unpleasant surprises. It seeks to
prepare the firm to confront future challenges through cortain proactive slops
and even shape the future (o its advantage, As rightly pointed out by FR David,
strategic planning “allows an organisation 1o nitiate and inNuence (rather thun
just respond to) activities, and this exert control over its own destiny’

+ Itereates a framework for internal communication among persannel. 1t helps 1o
integrate the behaviour of individuals into n total effort. It provides a basis for
the clarification of individual responsibilities. It gives encouragement (o forward
thinking. It encourages a favourable attitude toward change. It provides a
cooperative, integrated and enthusistic approach 1o tackling problems and
opportunities (Greenley).

It serves as a comprehensive guide; it provides the big picture for all employ ees
of an organisation, By defining the mission of the organisation in specific terms, it
helps managers give needed direction and purpose 1o orgamisational efforts. The
arganisation is able to function better as a result and becomes more responsive to g
dynpmic enviranment. It helps in identifying apportunities early and exploiting the
same vigorously. It helps to decide where and when to use the available resourees in
an optimal way. Additionally, it provides a complete and broad base for judging each

-



#xpeutive's contributions. Targets are clarified and the means to follow are outlined.
As the future unfolds, adequate controls can be estabhished 1o evaluate whether the
right course of action has been adopted or not and whether the resultsare satisfactory
or not. Strategie planning also mimimises the chances of mistakes and unpleasant
surprises becisuse goals and strategies are subjected o caroful examination. There are
loss chanees of committing mistnkes and decisions arrived at ultimately, can stand
the test of time.

Pitfalls: Sirategie planning is_ laborious and time-consuming. There are very
fow satisfactory short-cuts. Immediate results are rarely obtained. Further, establishing
and maintaining a formal system involves many expenses. Sophisticated strategic
planning systems are # luxury for smallscale organisations. Again, i should be
remembered that trying to reach 100 per cont perfection is an ideal, o pious mtention
that can never be satisfied through strategic planning. Many executives, enthralled
by strategic planning, tend to overdo the fact-gathering job. Much time and effort is
wasted in collocting ull sort of dasta that i not fully put 1o fruitful use. Strategic planning.
quite often, restricts the organsation and executives to the more rational and risk-
free options. Managers are wedded to o philosophy of adopting those strategios or
ohgectives that bear the weight of careful serating and detailed analysis. In the process,
many attractive opportunities may be lost since they are characterised by a high degres
of risk and uncertanty '

1.5 STRATEGY vs POLICY

Sratewies define the overnll character, mission and direction of an enterprise

They foeus on an organisation's long-term relationship with its external environment.
Thiey spectfy what an organisation will be doing i future, reflecting the kind of
saterprise that the manogers envision, Strategies are formulated and implemented
with & view 1o achieve specific goals. An appropnate stritegy will give managers an
advantage over their opponents or competitors; it will enable them to marshall their
resontreos so that they will be more effoctively utilised. In other waords, the basic purpose
of # strategy is to deploy human as well as physieal resources in order to maximise the
chanees of schieving a selected objectve n the (nee of difficulties. 1t 1s an important
affensive dovice, in the hands of aspirmg Davids to combiat corporate Golinths

A policy, on the other hand, tells prople what they should and should not do,
arder to contribute to the achievement of corporste goals. It states how goals will be
attained, 1t is n helpful guide that makes the sirategy of the business oxphicit, nnd
provides direetion to subordinates

Table 1.2. Roveals the differences betwoon strategies and policies clearly

o Dials with steategic docisions thot govern | o Tt offars guidelines for managers to take
the long-torm hualth of an wnterprise Iis | approprste decisions.

n comprehsnsive plan of nction desgined 1o

ment cortnin spocific goals
o It is & menns ol putting o poliey into effect. | o It 15 a general courso of ection with no

within eortain tima limats I defined time Hmits

e e e e . S R S S S—— A — —— T ———— =
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* Deals with these decisions, which have not | # [t 15 & guide to sction in amas of repetitive
boen ancountervd bafor in quite the sams | activity
form. for which no predstormined and
explioit st or apderad responmes oxise in the
organikntion and which are dmportant in
terms of the resourees ecommitted or the
preesdonts sl

e Doals  with crucial  docimons  whose |« Onee poliey decisions are formulated, thess
implemyent ation requines constont attention can be delegated and implemented by
aof top management others independently.

3

1.6 STRATEGIES vs TACTICS

It is useful to deaw the distinetion between stratogios and tactics at this stage
Strategy is o comprehensive plan designed 10 ensure that the basic objectives of an
enterprise are achieved. It ineludes determination of a specific course of action that 15
capable of meeting competition as well as fulfilling an enterprise’s objoctives. Tt is
action-based and more specific than objectives. Tactics are the action plans of specific.
step-by-stop. methods by which strategies are executed. Tacties convort the philosophy
of management into practice and force the enterprise to go down to the nuts and bolis
of it= operations. Tactics are formulated at the supervisory level and their primary
focus s on mmplementing policy decisions taken at the top level They are short-term
i nature and mainly concenteate on people and their actions,

The differences betweon strategios and (sctics are outlined below:

Table 1.3
Stratogies : Taction
& Developand by manngement! thuse docisions | « Employed and related to lower lovels of

arv never delogated below a cortain level minn agement
in manngemont hierorehy

# Generally, the focus in on long-lorm o The forus 18 on short -term

* The uncertainty levol is quite high; lots of | » Ducisions nre mero vertain and are taken
information to be obteined from diverse within the femmeweork of stentegies
=il frea .
® Affects various parts of nn orgnnisition in | » The reach is limitod to only specific segments
n significant way, of un vrgnmsalion

These differences should not wlways be taken serionsly as tachics are nothing
but sub-strategies developed at a lower level

1.7 STRATEGIC MANAGEMENT

Strategic management is a process through which managers (@) formulate and
implement strategies geared to, (b) optimising strategic goal achievement, (¢) given
available environmental and internal conditions. This definition  recognises that
strafegic management is geared to moeet long-term  goals, weighs  important
environmental factors. considers major internal features of the organisstion and



invalves  developing specifie strategies. Other popular defimitions o strategic
management are grven below

Definitions of Strategic Management

e It is acontinuous process of effectively relating the organisation s objectives
and resouress o the oppartunitios in the environment (Schellen Berger and
Boseman).

e It ix aprocess of formulnting, implementing and evaluating cross-funetional
decisibns that enable an organisation 10 schieve 1its objectives (F R Davad)

o It is o steam of decisions and actions which lead o the development of nn
effective strategy or strategies o help achieve comporate obynctivis {Uilupek
nnid |Iﬂ'ﬂl‘h,‘].

Elements of Strategic Management

The shove definitions clearly reveal four mmportant elements of <trategie

management and are as discussed below:

Strategic analysis: This i concerned with the strolegic situntion of the
arganisation. Here, the organisation looks into issues such as changes in the
orgamsational environment and its likely impact on the organisstion. asses<ment
aof its resources and strengths and weaknesses in the light of changes
environment. A vigilant and pronetive organsation always tries to get ahead of
competition through a constant re-exammation of its position m the marketplace
in terms fils products. services, stralegiis. ote

Strategic choice: Strategic analysis provides n basis for strategic ehaire. This
is basically coneerned with the formulation of suitable courses of action, their
evaluation and the choices between them. The pelovant issues include deciding
whit new businesses to enter, what businesses to abandon. how to allocate
resources. whether to expand operations or diversify. whether 1o enter
international markets, whether to merge or form s joint venture, how to avoid a
hostile takeover. ete. Sinee nn organ sation has o utilise its resources judiciously
it must decide on choosing those alternntivo steategies that wall benefit the firm
mist

Strategy implementation: This is the action stage of strategic management.
Implementation means mobilising employees to translote formulnted strategies

into concrete detion. This step requires o firm to (a) establish annual objectives..

(b) dovise policies, (0) motivate employees, (d) allocate resources, (o) develop o
sirategy of supportive culture, (f) crente an effective organsation structure.
(&) channel marketing efforts, (h) prepare budgets. (1) dovelop and utilise
information systems and (1) link emplovee rewnrds to organisational
performanee. Often, sucesssful strategy implementation hinges upon a manager s
ability to motivate people.

Strategy evaluation: This i= the linal stage in strategir management.
Evaluation is required. because suceoss todny i no guarantee of suecess
omorrow. Suceess creates new and complex problems. So, managers need to
constantly (i) review external and internal factors that form the basis for current
strategies. (b) measure performance. and () take corrective steps. Ultimately,
all strategivs are subject o change because the environment n which they
aperate is constantly changmg.

Strateyre Mloanwing
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Strategic Management Process

Strategic management basically aims at formulating and implementing effective
strategios. Effective strategios. of course, are those that help & superior ‘fit’ between
the arganisation and its environment and the achievement of strategic gonls (Androws).
Strategies necessarily need to change overtime to suit environmental changes. But to
remain competitive, organisations develop those strategies that foeus an core
competence. develop synergy and erente value for customers -

¢ Coare competence: An organisation's core competence is something it does
exceptionally well in comparison to its competitors. 1t reflects a distinet
competitive advantage (like superior research and development, mastory of o
technology, distribution channel, manufacturing efficiency or customer service)
that provides the firm: (a) access to a variety of products/markets, (b) contributes
greatly to customer benefits in the end products, (c) is an exelusive and inimitable
preserve of the firm that 1s long-lasting and cannot be easily copied by
compelitors.

* Synergy: When organisational parts internet to produce a joint effort, that is
greater than the sum of the parts acting alone, synergy ocours. Some eall this.
the 1+ 1= 3 effect. In strategic managemen!, managers are urged 1o achisve as
much market, cost, technology and management synergy as possible, when
arriving at strategic decisions (such as mergers, acquisitions, new products,
new technology, ete) When one product or service strengthens the =ales of one
or more other products or services, them market synergy oeeurs. Wal-Mart's
new Supercentres and Super K marts"that put o discount store and & grocery
store under one huge roof (Crossroads. Mumbai: Spencer's in Chennai) are good
examples of market synorgy i action. Cost synergy ean oeeur in almost oVery
dimension of organised effort. When two or more products can be designed by
the same engineers, produced in the same favilities. distributed through the
same channels, or sold by the same salos persons, overall costs will be lower
than if each product receved separate treatment. In Europe today, banks and
msurance componies are linking up in an efort (o market & wide arrav of
financial products that each would have troulile selling on its own (Wall Street
Journal). Technology synergy involves transforring technology from one
application 1o another. thus opening up new markets In management synergy
also, a similar kind of technology transfer is nooded. Management synergy would
be achieved. for example. if a software product eompany with weak roots in
traning and education line, hires s new CEO with strang academic and training
crodentinls. Tdeally, the new CEOQ woulldl transfer his tochnical skills 1o good
effect.

» Value creation: Exploiting core competencies and achieving synergy helps
arganisations to ervate value for their customers. Value is the sum total of
henefits received and costs paid by the customer, in a given situation Ideally
the purpose of a strategy should be 1o create a lasting value that is greater than
the cost of resources that are used o create the same.

Steps Involved in Strategic Management Process
The sirategic management process includes the following steps .
L. Establishment of Mission, Vision and Strategic goals: The strategic

management process beging by spelling out the firm's mission and objectives
The mission of a firm is the unique purpose that sets it apart from other



companies of its type and ientifies the scope of its operations. MeDonald's
Mission is “To be our customers’ favourite place and way to eat’. Microsoft's
Mission is ‘We work to help people and businesses throughout the world to realize
their full potential. The mission describes the organisation as it currently
operntes. The vision statement decides the long term direction of the company.
For example, Dupont’s vision refers (o bemg a ‘dynamic science company that
works towards o “better, safer and healthier life” for people ” This vision inspires
innovation aimed at making the world better. Strategic goals evolve from the
mission and vision of the organisation and they clarify the real purpose for
which an organisation exists,

External Analysis: The firm's external environment is challenging and complex.
Hecause of the impact the external environment has on performance, the form
must develop requisite skills to identify opportunities and threats existing in
that environment The external environment has three important parts i) the
general environment (elements in the broader society that affect industries and
their firms), (i) the industry environment (factors that mfluence a firm. its
competitive sctions and responses and the industry’s profit potentiol) and (i) the
competitive environment (in which the firm examines each mojor rival's future
ohjectives, current steategies, assumptions and eapabilities).

Internal Analysis: In order to exploit environmental opportunities to its
advantoge. o firm must have internal resources and capabilities. A systematic
internal appraisal helps a firm find () where it stands in terms of its strengths
and weaknesses, (i) pick up opportunities that are in tune with its resource
base. (i) take steps to bridge any resource gaps and (ir) selert appropriate
arens that help consolidate it position in the industry. A major task of the
strategists, while carrving out internal analysis, is to match the conditions of
the external environment with the firm's internal strengths and weaknesses. If
a firm can perform an activity better than its rivals, it then possesses n distinctive
{or core) competence that helps the firm 10 build s own source of competitive
advantage In the final analysis, the choice of which strategy 1o pursue should
be basisd on using and exploiting the firm's competitive mbvantage

SWOT Analysis and Strategy Formulation: Once managers have analysed
the external environment and the internal resources of the organisation, they
will have the information that they require to assess the organisation's strengths.
weaknesses, opportunities and threats. Such an assessment is normally referred
to a5 8 SWOT analysis. For example, an organisation’s strengths might include
prolessionsl management. positive eash flow and highly respected brands.
Weaknesses might include lack of spare production capacity and the absence of
relinble suppliers. Opportunities might include a vast unexplored market for a
new product, a market niche that is eurrently undiscovered. a new technology
that might strengthen the supply chain. ete. Threats might include the possibility
that campetitors will enter the underserved niche once it has been found to be
rewarding. SWOT unalysis helps managers summarise the basic focts from their
external and intermnal analyses. Based on this summary, they can formulate the
strategies that help a firm exploit the available opportunities by leveraging on
its strengths.

Saraategic Plarmving
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1.8 CORPORATE LEVEL STRATEGY FORMULATION

Corpornte level sirategy pertains (o the organisation as a whole and the
combination of business units and product lines that make up the corporate entity It
addresses the overall strategy that an crganisation will follow The process generally
nvolves selecting a grand strategy and using portfolio strategy approaches to determine
the types of businesses in which the organisation should be engaged Grand strategy
18 the general plan of major action by which a firm intends to achisve its long-term
goals. It provides basic direction for the strategie actions of a firm. Grand strategies
fall into four general categories: (1) growth/expansion, (2) stability, () retrenchment
and {4) combination

|
i | | |
Expansion Stability Retrenchment/ Combination

A intensificaton * Incramentm + Joint Veniures

* Marke! Penstraticn Growth * Divestmaont « Strategic Allances

* Markat Devedopmant = Profit + Tumsaround + Consortia

« Product Developrmant » Suniamable = Liqusdaticn

* Innovation Growin « Bankrupicy
B Diversificabon » Pause

« Horizontal Strategy

» Concaniric

* Conglomsrats

» Vertical

s Forward

» Bachwiarg

Fig. 1.1. Strategic Alternatives

Growth/Expansion Strategy

Orgunisations generally seek growth in sales. market share or some other
measure as a primary objective. When growth becomes a passion and organisation's
motive is 1o seek sizeable growth, (as agamst slow and steady growth) it takes the
shape of an expansion strategy. The firm tries to redofine the business enter new
businesses that are related or unrelated or look at its produet portfolio, more inten ey
Growth or expansion moves are made in ordér to survive in & competitive terrain
Growth options, when exploited properly, offer scale sconomies and permit best use of
talent and push the organisation to commanding heights. Growth may be an exciting
option for firms willing to go that extra mile and willing to burn cash on risky ventures.
But before taking the call. managers must see whether growth is manageable or not
Growth must happen in syne with environmental demands.

Of course, o firm can have as many alternatives n= it wants, by changing the
mix of products. markets and functions. Thus, the growth opportunities may come
miemally or externally. Internal growth possibilities muny be exploited through
mntensification or diversification. External growth options include mergers. tnkeovers
and joint ventures,



Strategic Growth Options/intensification Serategse Planning

_ i A feamrgeemient
According to Ansoff, there are four strategic growth options wvailable to n lrm
Current Products Naw Products
NOTES

Fig. 1.2. igor Ansaff's Product/Market Expansion Grid

1. Concentration or Market Penetration: |t is the strategy of a firm that directs
ix resources to the profitable growth of a smgle product, in a single market,
with a single dominant technology. The firm tries to thoroughly exploit its
expertise, in o delimited competitive arena and increases the sale of its existing
products in the existing markets by:

{a) Incrensing sales to current customers (for example. buy toothpaste and take
toothbrush free wffers).

(b) Wooing customers away from competitor products (for example, offer the
Santro car ot an attesctive initial price to lure the potential buyers of Marut:
car). :

{0} Converting non-users into users (for example. draw the rural folks to buy
toothpaste. eolour televisions, Tata-Sumo vehicle, ele)

Conesntration reduces the amount of resources needed to increase market share
or salos revenues and as such s low-risk steategy. However, it is also o high-
pisk strategy, as it is like putting ‘all eggs in one basket', and the firm may
bocome 4 vietim. in case of slowdown in the economy (say, heavy vehicle
munufactures like Ashok Leyland, TELCO, ote). In most cases, however, firms
that hive pursued concentrated growth strategy have enjoved exceptional returms
(Infosys Technologies, McDonald's, Good year). The suceess of such n strategy
ean be traced back to the firm's use of superior insights into its technology.
product and customer 1o obtain a sustainable competitive advantage {(Pearce
and Robinson)

2. Market Development: It consists of marketing existing products in new
markets. The firm teies to achieve growth by finding new uses for the existing
products and tap new customers on that basis {within the country or outsude
the country). The firm con add new channels of distribution o expond the
customer reach of the product. [t enn also enter new market segments, by eoming
out with slightly different products for each price segment, undertaking cosmetic
changes in colour, taste, packaging. vte (For example. Hindustan Unilever's
afferings in toilet soap, detergent power segments). Changes m maedia selection,
promotional appeats and distribution ecould also serve the same purpose. DuPont's
nvlon provides a elassic story of new-use expansion. Every rime, nylon became
a mature product. DuPont found a new use. Nylon was first used in parachutes,
then #s i fibre for women s stockings: later. a major material in women's blouses
and men's shirts: still Inter. it entered automobile tyres, seat upholstery, and
corpeting (Kotler) The recent discovery that the use of aspirin may lower the
incidence of heart attacks is expocted to boost sales in the analgesic market,
tremendously. Nestle oxpanded the market for its product “Milkmaid™ by
advertising the new uses of the product. aggressively (ingredient for a variety of

| sweets and pastries) in Indin,
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8. Product Development: Product development strategy tries to achieve growth
through new products in existing markots. The new products in this case, are
not essentially new products, bur mproved versions of an existing product or
substitutes serving the sume need, catering (o the same market, as at present,
This strategy is "aften adopted 1o sttract satisfied customers to prolong the life
eyele of current products or to take advantage of existing reputation or brand
name. A new car style, o new formula of shampoo for aily hair, new soap for
fairer complexion, a revised edition of o callege textbook are examples of the
product development strategy
4. Innovation: Here, the orgamisation tries to develop new produets or services
and thereby makes similar existing products obsolete, unlike product
dovelopment strategy, which extends an existing product's lifecyvele, There eould
be radical innovations. where the company tries to replace existing products or
technologies in an industry. In the casé of incremental innovations, the firm
tries to focus on new products or services that modify the existing ones. For
example, compact disc technology has virtually replaced long playing vinyl
recards n the recording industry, and high-definition television is likely to replace
regular television technology, soan. Apart from such radical innovations, firms
also carry out incremental innovations to differentiate their products. One
example 15 Toyota's multt-utility vehiele: Qualis. Although other Indian
companies had similar products, Toyota more effectively combined the styling
and engineering that resulted in inereased demand for its product (a great hit
compared to Sumo, Bolero ete., as per litest, sales figures in 2000-2001). Technical
and product innovations (changing appearance/performance of products of
services) and process novations (changing the way a product or service is
manufictured, created or distributed) sre also quite commonly, used by growth-
oriented firms. As & strategy. innovation could prove to be very costly because of
high research. development and pre-marketing costs of converting a promising
iden into o suecessful product.
Diversification Strategy

A single-product strategy is always a risky one. Beeause the firm hus staked its
survival on a single product (or a small basket of products like Colgate), the arganisation
has to work very hard to onsure the success of that product. 1T the product is not
accepted by the market (like, taking a big call en Indica by TELCO) or is replaced by n
new one (the challenge of Close-up from HUL to Colgate) the firm will suffer Given
the risk of o single produet strategy. most large organisations tddny operate in several
different businesses, industries or markets Diversification deseribes the different
businesses that an organisation is engaged in snd the extent to which these businesses
are related to one another. Diversification is said to minimise risks pssocinted with
confining the business to one or very few products. The company can enter new lines of
business to pre-empt potential competitors or (o gain superiorily over competitors
entering the market at an early stage. It can introduce new products, satisfying n
variety of needs. This helps in consolidating its position in the industry The company
can put its resources and related eapabilities to good effect. The existing businpsses
might have saturated a bit and the only way to grow could be through diversification,
exploiting opportunities in the environment. Diversification. of course, is not o sure
bet. Diversification may lead to negleet of old business. The managers may [ail 1o
understand the intricacios of new business as well, because they have entersd the
field without full knowledge and adequate preparation, To make matters worse.



eompetitors may retaliste with full force. adversely impacting even the existing
businesses To be suceessful, diversification requires eareful plannming and metirulous
preparation. The company must have doep pockets and strong staying power. Building
competitive advantages takes tme and involves a lot of money. The company must
have relovant core sompetency in the field that it is teving to look at now. The chosen
finld must be atteactive and the company should have eapable managers to handle the
nssocinted risks in 0 competent way . The cost of entry should also be reasonable. To be
snfe, the company should sereen and pretost the proposals earefully and proceed in a
enutious manner. There are two tvpes of diversification stratemes. Horzontal and
Vertical Horizonlal Diversifieation is further divided into two. namely concentrie
diversification and conglomerate diversification. Likewise, Vertical Diversification could
eome through forward integeation or backward integration. Let us explain these m
greater detail:

Horizontal Integration

Horizontal integration takes place when some firms expand by acquiring other
eompanies in the same line of business (adding new products or services to the existing
product or serviee ling). Such scquisitions elimimnate competitors and provide the
nequiring organisation acoess (o new markets. Horiontal mtegration could come, thus,
through mergers nnd acquisitions. The purchase of one firm by another firm of
approximately the same size is called n merger. 1t 15 enlled nn acquisition when one of
the organisations mvolved is considerably larger than the other. Most software
pompanies use the mergers and sequisitions route to sequire complementary businesses,
products or services linked by o commaon technology and common customers. The obvious
purpose is to ereste and exploit synergies in marketing, operatons, managerinl
competence, ole. Al times. two firms may combine (o explot complemeniary core
competoncies (one firm that w strong in research and product development may merge
with another that is strong in distmbution).

Concentric or related diversification: It occurs when an organisation
diversifies mto a related but distinet business. With concentric diversification, the
new businesses can be related to existing businesses through products, markeis or
technology. The new product is a spin-off from the existing (acilities, products and
processes. For example, Philips, the electronies major, decided to diversify into related
businesses such as cellular phones, telecommunication equipment,  eloctronie
components, eic,, to exploit its core advantages in the form of related technology, strong
distribution network, ete. 1BM has used a concentrie diversification stentegy, right
from the 60k onwards. In the early 60s, IBM concentrated on the mamframe computer
business. Today, the company’s products include small computers. termmals.
COMMUNICHLN équipment. sic

Conglomerate or unrelated diversification: Conglomorate diversification
takes place when an organisation diversifies into areas that are unrelated (o its current
business. The decision to diversify into unrelated aress is generally undertaken by
firms in volatile industrics that are subjeel to rapid technologieal change. The obvious
purpose i to reduce risk. Tt s also assumed that by restructuring the portfolio of
businesses. the firm would be in a position to create value. Similarity in products.
tochnology or marketing knowledge between the two firms is not an ssue here, the
acquiring firm simply wants to make an attractive investment. Unrelated diversification
was @ very popular strategy in the 19605 and early 1970s For example, the ITCs
diversificntion into edible oils. hotels. financial services, ote, is 1 conglomernte
diversification (likewise, NEPC group's foray into agro foods, textiles, paper, airlines
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wind energy, ten plantations ete.; Ballarpur Industries unrelated diversifieation into
chemicals, nylon fibre, leather, ete.. in addition to paper; and Essar s foray mto shipping,
oil. sponge iron, marine construction, ete.) Conglomerates have failed. m most cases,
becaune of various reasons: inadequate focus, failure to understand the business fully,
competitive disadvantage compared 1o organisations that use relnted diversificatson.

Vertical Integration

Vertical integration takes place when one firm acquires another firm which is
nvolved either in an early stage of the production process (backward or upstream) or
a later stage of the production process (forward or downstream). Backward vertical
ntegratwon occurs when the companies acquired supply the firm with products,
components or raw materinls. Reliance Industries, for example, started their business
with textiles and went for backward integration to manufacture PFY and PSF, eritical
raw materials for textiles, PTA and MEG-raw materials for PSF and PFY, parasylene
— raw materials for PTA and MEG, and ultimately naptha for producing paraxylene.
The company has also gone in Favour of forward integration, by opening retail shops
for marketing it= textile products. The main reason for backward integration & to gaimn
a firm grip over supply and quality of raw materials. Forward integration, on the
other hand, helps a firm gain control over sales and prices of its existing products
However. mncreased risks are inherently present in both types of integration. It is not
easy toshare the additional burden and diverse responsibilitios thrust upon managers
in the changed scenario. The longer chain increases the costs of coordination and
buresueracy, At times, u technological innovation n the vertical channel may compel
all of the vertically linked businesses 1o modify their operations. In a dynamic setting
where changes in technology and demand are highly unpredictable, outsourcing (for
suppliers and distributors) may be a better option (Wright).

Table 1.4

s It oliminatos or reduees the costs of buying
und solling incurred when separate firms
earTy ouk vanous steps (transsolion costs)

LA _ Costs
o Vertical intogration may load s firm to over
commil seare Mescuroes to @ given

technology, production proesss or other

of converting raw materinls into Gnishod
goods. Most stee] production is undertaken
by integrated steel producers in plants that
firet produce pig iron (rom iren core and
then, convert iron into steel. Linking the two
stagon of production st & single loostion
reduces transportation snd energy cosis.
Same is the cose with pulp and paper
production.

» Vortienlly integrated firms oan coordinute
their operations in o better woy

o [t reduces unoertninty of rolving on extornnl
suppliers or buyers

* It raises entry barriers to competitors by
foreing  them to integrals, loo, al high
investments

» [t pressrves the company's competitivg edge
by protecting its technologise

nebivity that could loek the firm inte
aventunl obsolesconce

» When things turn bad, high fixed cost= may
onl awny profits,

® i ik not sy to mewh different copabilitios
and skl ssts smeoothly

o The firm becomes more susceptible Lo
orgumsed  labour  strikes.  Vortional
integration compounds the nsk: problems
At any oo stage of production threaten
production and profitability wi all other
stagos. The strike that broke out st the
Ciwneral Motors brake plant in 15597 halted
production of GM's suto sssembly plants
us well




Stability Strategy

A stability strategy involves maintamning the slalus quo or growing m a
mothodical but slow manner. The fiem follows a salety-orionted, status qui-type strategy
without bringing about any major changes in its present operations. The resources are
putl on existing operations to achieve moderate, ineremental growth. As such, the
primary focus 1= on current products, markets and Tunctwns, maintaining the same
level of efforts as present. Organisations might follow a stability strategy for a variety
of reasons:

«  Why to rock the boat? If the company is doing rensonably well, managers
may not like to take the risks or hassles associated with more aggressive
growth

» Why not stop for a while? Stability allows the firm 1o stop for a while, re-
examine what has already been done and proeeed continuously. An
organisation that stretches its resources during a period of accelerated growth.
may wanl to attain stability before it attempis further accelerated growth.

e  Why to swallow risk? If managers believe that growth prospects are low,
they may follow a stability strategy with a view to hold on to their current
market share. Stability strategy, however, is not a ‘do-nothing’ strategy. To
maimtsn current position, the organisation definitely needs to carry out
marginal improvements in performance, in line with the changing trends

«  Where are the resources? Introducing new products, entering new markets
undertaking major organisational changes, all require huge investments.
Where there is an internal resource constraint, a stability strategy is preferred
If the organisation’s strategic advantages lie in the current business and
market. it pursues the stability strategy 1o exploit its competitive advantages
fully.

Retrenchment Strategy

It is a corporate level, dofensive strategy followed by o firm when its performance
is disappointing or when its survival s at stake. When a firm s confronted with a
precipitous drop in demand for its products and services, it is forced 1o affect across-
the-board cuts in personnel and expenditures. Retrenchment strategy, ns such, s
adopted ot of necessity. not by deliberate choice. In actual. practice. retrenchment
may take ane of the. following forms;

Divestment

When # company sells or “spins off one of its business units, it is engaging in
divestment. Divestment usually takes place when the business unit is not doing well
or when it no longer fits the compnny's strategic profile. Divestment may be necessary
in » number of other situntions as well—where the business unit drans resources
from other profitable units: where the business unit is nol as efficient as alternatives
in the marketplace; where the unit's interdependence with other units is not HYIETEIStC,
where the company needs funds urgently to focus on more profitable areas. At another
level, divestment may be the only choice when the company wanis o gel out of
businessos where it is not 8 major player. In all these cases. divestment involves
dropping of products, markets, functions (leading to cost reductions as well as asset
reductions) — redefining the business, as a whole.
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Divesiment may take one of three forms: (a) Outright sale to another COmMpany,
(b) Leveraged Buyout (LBO), and (¢) Spin-off. A leveraged busout oceurs when o
company’s sharcholders are bought out (hence, buyout) by the company’s management
and other private investors uging borrowed funds (hence, leveraged). In the lust case.
the parent company creates a new company and then, distributes its shares 1o
shareholders of the parent. Companies in Indin have followed divestment for various
reasons: ITC divested ITC Classic Financial Services when the latter began bleeding
heavily; Parle sold ite brands including Thums Up to Coea Cola visualising stiff
cumpetition from MNC giants; Godrej Soaps spun off its consumer products division
and iransferred all its brands to the new unit; Glaxo divested its food division to Heinz
afier taking a decision to stick to its core pharmaceutical business,

Tumaround

Aturnaround is designed to reverse a negative trend and bring the organisation
back to normal health and profitability. It usually involves getting rid of unprofitable
products, trimming the workforee, pruning distribution outlets, and finding other useful
ways of making the organisation more efficient. If the turnaround is successful the
organisation may then focus on growth strategy.

Liquidation

This is a strategy to be followed as ‘last resort’. When neither a turnaround nor
a divestment seems feasible, liquidation is used Liguidation involves selling or
disposing of. all or part of, an orgamisation's assets. Liquidation is generally followed
when () the future of a unit looks bleak in terms of sales. profitability. ete. (i) the unit
has unmanageable accumulnted losses; (i) some other firm is willing to buy the unit
to avail tax benefits; (1) it is not possible to revive the unit with the existing resources.

By selling assets, the term wants to avoid bankruptey and secure a better doal
for shareholders. Planned hiquidation is a worthwhile option because the assets of the
liquidating firm ean be sold gradually, securing greatest possible return to shareholders.

Bankruptcy

It is a means whereby an organisation that is unable to pay its debts can seek
eourt protection from creditors and from eertain contract obligations: while it tries (o
regain financial health and stability (reorganisation bankruptey) In case of 8 mare
semious one, liquidation bankruptey, the liquidating firm agrees to distribute all assets
to creditors. most of whom receive a small fraction of the amount they owed. If the
firm can convines its oreditors about the revival of the firm in the near future, a
reorganisation bankruptey comes into existence. (The Gujarat High Court gave the
debt-ridden Arvind Mills, a breather by dismissing a petition filed by the lender banks
for debits worth T 2,634 crore—thus granting some time for the company to repay loans
gradually, by selling off its assets and reorganisihg its operations )

Combination Strategies

Large, diversified organisations generally use a mixture of stability. expansion
or retrenchment stratogios either simultaneously (st the same time in varous
businesses) or sequentially (at different times in the same business) For example,
growth could be achieved by an organisation through acquisition of new businesses or
divesting its unprofitable ventures. Depending on situntional demands, therofore, an



prganisation can employ various stentegies [0 survive. grow and remuin profitable. In
recent times, three more strategies have gained populanty namely, joint ventures,
strategic alliances and consartin
o Joint ventures: When two or more firms pool resourees Lo sccomplish a task
that a firm could not accomplish or that can be done more effectively by joining,
the pesult is o joint venture. Like o mergor or acquisition. m jont venture is
not & stratogy but s way of implementing a strategy. [+ helps a firm undertake
giant projects by spreading risks move efficiently (Thompson and Strickland).
Examples include. the joint venturos between Thermax, Babeock and Wileox;
Maruti Udyog and Suzuki; TELCO and Hitach Construction Company, efe.,
in addition. the Tata's, the Birle's. the Oberoi's, the Kirloskar's and many
software giants also have joinl ventures with globnl partnors from outside
the country To be successful, however, joint venture partners should be willing
to share technology in the real sense, resolve cultural differences clearly and
integrate operations at vanous locations in a more compact manner In any
ense. “joint ventures often limit the dscretion, control and profit potential of
partners, while demanding managerial attention and other. resources that
might be direeted townrds the firm's mainstream nctivities
« Strategic alliances: In ajoint venture, the companies involvad take an equity
stake in one another In strategie alliances, however, the partners contribute
their skills snd expertise to a cooperatively conceived and executed project
for u specific period. Partners, during the said period. try to keegi up with
sach other's know-how and learn from one another, Alliances could take the
shape of a heensing agreement. too, where the licensor would transfer his
property right over patents, trademarks, techmical know-how ete., to s bicensee
for  specified time, in réturn for a royalty. Outsourving is another useful
approach to strategic nllianees that belps firms gain & competitive advantage
(espocially in technology intensive fields such ax saltware. tolecommumicntions,
electronics, biotechnology, ete)
« Consortin: Consortin are mierlocking relationships between businesses of
an industry. It works more or less ke a Japanese Ketretan, involving up to
50 different firms that ave joined around u large trading company or bank
and are coordinated through interlocking directories and stock exchanges
(such as Sumitomo, Mitsui, Mitsubishi. Sanwa)

How to Manage Corporate Strategies?

Ones the :i-lnd strutegy has beon determined, ie, once the organisation has
established the major action by which il seeks to achieve lmg-term objectives, a portfolio
strategy is developed Portfolio strategy pertans to the mix of business anils and
produt lines that fit together in o logenl manner 1o offer synergy and competitive
advantage for the corpoeation. The concept 15 analogous (o that of an ndvidual irying
to halanee his investment portfolio by picking up some high-risk stocks, some low-risk
stocks and porhaps, a fow income bonds In much the same way ., diversified corporations
like to have a balanced mix of busimess divisions called Stratogie Business Units (SBUs)
An SBU is a division of the organisation that hns o unique business mission, product
line, competitors and markets relativo to other SBUs in the same corporation. It can
be a single business or a collection of rolatod businesses. Many compames set up SBUs.
as separate profil centees, somoetimes grantng them virtual autonomy, while other
companies have tight contral over their SHUs enforcing corporate policies and
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standards down to very low levels in the organisation. The portfolio strategy was
originally developed by General Electric in 1971 to integrate its many different
businesses. Since then, the Boston Consulting Group (BCG) has refined the approach
for use by other organisations (Glueck).

The BCG Matrix

The BCG matrix compares various businesses in an organisation's portfolio, on
the basis of relative market share and market growth rate. Relative market share is
determined by the ratio of a business's market share (in terms of unit volume) compared
to the market share of its largest rival Market growth rate is the growth in the market
durmg the previous year relutive to growth in the economy as a whole. The combinations
of high and low market share and high and low business growth rate provide four
categories for a corporate portfolio. (Hedley, Navlor) '

High
Stars Question Marks

Market Growth
Finte

l Cash Cows Dogs
Low

High Low
+— Rolatlve Market Share —#

Fig. 1.3. The BCG Growth-Shara Matrix

* Stars: SBUs that are ‘stars’, have a high share of a high growih murkét and
typically require large amounts of cash to suppart their rapid and significant
growth. They have additional growth potential and so, profits should be
ploughed back into this business for future growth and profits,

¢ Cash cows: SBUs that are ‘cash cows’ (provide lot of cash for the firm) have
& high market share of a slowly growing market. As a result, they tend 1o
generate more cash than is necessary to mmntun their market position. Cash
cows are often former stars and can be valuable in a portfolio because they
can be ‘milked' to provide cash for other riskier and struggling businesses

*  Question marks (problem child or wild cat): SBUs that are ‘question
murks have a small share of a high growth market. The question mark
business is risky, since there is already a market leader in that business. As
such, it requires lot of funds to invest in plant. equipment and personnel. in
order 1o keep pace with the fust-growing market. The term question mark is
well ponceivid, because at every stage, the organisation has to think hard
about whether to keep investing funds in the business (to turn it into a star)
or o get oul.

* Dogs: SBUs that are ‘dogs’ have a relatively small share of a low-growth
markét. They may barely support themselves, or they may even drain cash
resources that other SBUs have generated. Usually, dogs are harvested.
divested or hguidated (if turnaround is not possible)

After the SBUS of an organisation have boen plotted on the growth-share matrix,
the next step s to evaluate whether the portfolio is healthy and well-halanced. A
balanced portfolio obviously, has a number of stars and eash cows and not (o0 many



guestion marks or dogs. Depending on the position of each SBU. four basic strategies
can be furmulated while building a balanced portfolio:
e Heavily invest in stars: High market share and high industry growth mean
highor probability of future suceess
o Maintain ensh cows becauso they provide resources for future growth —
investment in wild cats and stars.
s  Use seleetive resouree alloention for wildeats (o convert them into stars.
s Liquidate or divest dogs that are not worth investing in to improve thinr
oINS,

Business Level Strategy Formulation

Business lovel stratogy deals with how a particular business competes. The
prineipal focus is on meeting competition, protecting market share and earning profat
at the business unit level. The strategies of growth, stability and retrenchment discussed
above. are applicable at the business level as well as the corporate level, but they are
accomplishei through competitive actions rather than by the acquisition or divestment
of other businesses. A useful approach for formulating business lovel strategies s
based an Michael Porter's ‘competitive analysis’ and three general alternative business
strategies that are dervved from il

Porter’s Competitive Strategies

ME Portor studied n number of business organisations and proposed that
business level stratogies are the result of five competitive forees i the company’s
environment. Accordme (o him, competitiveness within an industry is determined by
the following factors, namely new entrants or new companies within the mdustry.
products that might act #s n substitute for goods or services; the ability of suppliers to
control msues like cost of materials; the bargaining power that buyers possess within
the industry: and the general level of rivalry or competition smong frms within ithe
mdustry. According to Porter, buyers, product substitutes, suppliers and potential
new companies within the industry, all contribute to the level of rvalry among industry
firms Undorstanding the forces that determine competitiveness within an industry
should help managers develop strategies that will enable individual companies within
the industry to be mord competitive, Porter suggestisd three generic strategies that
manngers might take up 1o make organisations more compelitive

o Differentiation strategy: It invalves attempting o develop produets and
sorvices that are viewed as unigque in the industry. Successful differentiation
allows the business to charge promium prices leading 1o above average profits.
Dilferentintion can take many forms. for oxample. design or brand - image
(Rolex watches, Levis Jeans, Pepsi or Coea Cola; technology (Macintosh stereo
components, Honda's vehicles, Hystor in Lifl trucks), customer service
(Citibank, HDFC), unigque channels (Tupperware), unique features (Mercedes-
Benz) Cross writing meiruments and quality (Nerox in capiers, Holls Royee).
Differentiation works best when the differentinting factor i both important
10 customers and difficult for competitors (o imitate. If buyers are loyal 1o a
company's brand, o differentintion strategy can reduce rivalry with
competitors. Of eourse, when costs are 1o high, customers muy choose less
costly slternatives, oven though they forege some desirable features. Alsa,
customer (astes and needs can change. <o businesses following a differentiation
strategy must carefully evaluate customer's shifting preferences. from time-
to-Lame
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* Cost leadership: Cost leadership 15 a strategy that focuses on making an
organisation more competitive by producing its produets more choaply than
competitors. The logic behind this strategy is that by producing products more
cheaply than competitors, organisations can offer products to customers at
lower prices than the competitors and thereby, hopo to incroase market share,
Nirma Chemicals was able to challenge the might of Hindustan Unilever by
pursuing this strategy aggressively, without, of course, sacrificing quality. A
low-cost strategy is not without risks. To be effective, the company in question
should be the cost leader, not just one of several. Otherwiss, two or more
companies buying for cost leadership can push prices to unremunerstive levels.
The business, therefore, must have a cost advantage that eannot be easily
imitated and it must stay abreast of new technologies that can upset cost
caleulmtions completely, Further, managers must still earry out product or.
service innovations that are very important to customers, lest competitors
using a differentiation strategy woe customers awny using product or serviee
improvements (o good effeer

* Focus: Il 15 a strategy that emphasises making an organisation more
competitive by targeting a specific regional market, product line or buyer
group. The organisation can use either n differentiation or low cost approsch,
but enly for a narrow target market. The logic of this approach is that an
organisation that limits its attention 1o one or a few market segments can
serve those segments better than organisations that seek to influence the
entire market. For example, products such as Rolls-Royes automobiles, Titan
Jowellery watches, Cross pens are designed to appeal to a narrow segment of
the market and serve the same well, rather than trying to cover the whole
ground. The important risks are possibilities that the costs for the foeused
firm will become too great, relative to those of less focused one; differentiation
too, will become less of an advantage as competitoes serving broader markets

“embellish their products, and competitors will begin forussing on o group
within the customer population being served by the firm with the focus
stratogy

Porter found that many firms did not consciously pursue any one of these thres
strategies and were. thereflore. struck in the middle of the pack with no strategic
advantage. Without & stratogic advantage, the business sarned helow -overage profils
and therefore, was not in a position to compete successfully.

Functional Level Strategy Formulation

Functional strategies are formulated by specialists in each area of a business.
suth as marketing, production, finance, human resources, research and development
Functional strategies outline the action plans that must be put mito practice to execute
business level strategy. Business level and functional level specialists must coordinste
their activities to ensure that the strategies pursued by them are consistent and lead
to the achievement of overall goils.

* Research and development strategy: Businesses cannot grow and survive
without new products. [t is the role of R&D spocinlists (o generate now product
ideas, nurture them carefully and develop them fully into commercially viable
propositions. Where innovation proves 1o be a costly exercise, imitation could
also be tried as a fruitful option. Many Japanese eloctronics COMPANIES were
quite suceessful in copying American technology and by avoiding R&D costs.
improved thewr competitive strength significantly (Certo and Peter),



« Operations strategy: This strategy outlines the steps (o koep costs under
check and improve operational efficiency. The locus i on arriving at decisions
regarding plant layout, plant eapacity, production processes, invientory
management, efc

e Financial strategy: It deals with financisl planning, evaluating mvestment
proposals, securing funds for various investments and eontrolling financial
resources, Thus, rawng funds, acquiring assets, allocating funds to operations,
using funds efficiently, ete . are all part of this steategy.

o Marketing strotegy: It deals with strategies relating to product, pricing.
distribution and promotion of company’s afferings. Important issues here cover
type of products, prices. distribution channel and the use of promotional tool
nnd sales forew. ete.

¢« Human resource strategy: HR steategy deals with hiring, training,
assessing, developing, rewarding, motivating and retaining the numbier and
types of employees required to run the business effectively. Internal (union
contracts, productivity indices. labour turnover, absentecism, aecidents, ele.)
and external factors (labour laws, sons of the soil. reservation, equal
employment opportunity, employment of children and women, ete.) need to
bie earefully svaluated while formulating HR strategies.

Constraints and Strategic Choice

Viewed callectively, the R&D strategy should encourage innovation; markeling
chould stress brand loyalty and reliable distribution channels, production should
muintain long production runs. cost reduction and rutinisation; finance should focus
on ensh fows and positive returns; and HR dopartment should develop strategies for
retaining and developing a stable workforce. Of course, organissuons do come peross
constraints while formulating functional level stratogies in several forms namely, hiow
1o finance the proposals: what kind of risk to be taken: how to combine strong produetion
<kills of the company with its own weak marketing skills; how to keep suppliers and
channel partners happy and how to encounter competitive retalintion, ete.

Strategy Implementation

Stratogy implementation is the process of translation of strategies, policies mto
action through the development of programmes, budgets and procedures. 1t s typieally
ponducted by middle and lower level management but reviewed by top moanagement
Hewever, progeammoes and procedures are simply more ditpiled plans for the eventual
implomentation of strategy. Unless the corporation 1s appropriately organised.
adequately staffed and activities are properly directed, these operational plans fail 1o
deliver the good. To b effective, a steategy must be implemented through the rght
organisation  structure and  appropriate  management  practices. In addition.
management must also ensures that there is progress towards objectives according to
plan, by imstituling o rgorous process of control over important activities. The following
figure would help in undemstanding the process of steategy implementation.
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Fig. 1.4. Strategy Formuiation and Implementation Procass

Organising

In 1 elassie study of large Amernican corporations (DuPont, General Motors, Sears
Rovhuck, Standard Oil), Chandler concluded that strueture follows strategy (Strotegy
and Structure, MIT Press, 1962). Changes in corporate strategy have invarinbly led to
changes in corporate structure, Chandler found that most corporations begin with o
centralised organisation struoture. As they add new product lines and ercate
ndependent distribution networks, the centralised strueture is disearded by the
organisatioms in favour of a decentralised structure that permits the ereation of semi-
asutenomous  product drvisions. Burns and Stalker also found that mechanistic
structures (contralised decision- making and buresucratic rules) soem to be appropriate
for orgamisations operating in stable environments However, organie structures,
(decentralisation and fexible procedures) in contrast, seem to be appropriate for
organiaations operating in a constantly changing environment. The research conducted
later on, also supporis Chandler's proposal that an approprinte organisation structure
is necessary (o meet changes in corporate strategy, The firm ‘should. therefore. work
to make its structure congruent with its stratogy.

Staffing

Effective strategy implementation calls for utilisation of human resources (ally

For implementing growth strateges, new people should be recruited and given requisite
training. Rotrenchment strategies call for o sound basis for firing people, e, semority,
performance, absenteeism. ete. In order to translate atrilegy into action, the services
of capable and commiited people are necessary. To this end. management =hould
mstitute proper performance appraisal systems which permit people to compars their
performance with others and to find out where they stand. These systems also help
management to identify ‘star’ performers easily and reward then adequately,
Perspiration does not go far without s Little bit of inspiration

Directing ’

People should be motivated to implement new stemtogies in dosired wayve. Tt 15
not sufficient merely to have people who can do the job, [t is necessary to have people
who want to do the job, the way it needs to be done. In addition o traditional
motivational techmigques, managers should also make use of modorn technigues in
arder to mspire people to peak performance.



Motivational Techniques

The traditional motivational techniques are based on a reward-punishment

psychology and invalve the use of performance sppraisals and performance-hased
incentive programmes. These appronches, including MBO indicate that specifie resulis
are best achieved by elearly outlining realistic goals and then, suitably rewarding
those managers who achieve them. They are overly reliant on money as the primary
motivator, while overlooking other foetors that might be truly motivating to many
managers According to Morse and Martin, motwvating the organisation to implement
sirategy requires the following:

Supportive culture: The successful mmplementation of strategy must take
into account the history of an organisation and dominant values or culture
that exists. The corporate eulture is a system of shared beliefs and values
that the people within the eorporation hold,

Some of the eritieal dimensions of culture are:

s Clarity of direction: How well the ecompany's goals and plans for achieving
them are known. understood. and found to be motivating throughout the
orgonEation:

-

o Docigion-making structure and processos: Whether the culture i docision-
oriented or decision-avoidant and whether decisions are made on the basis of
sound mformation or ‘seat of the pants’ intuiton,

o Management style: Whether wo little or too much participation n making
decisions exists ot each level of the company:

o Integration of effert: Whether teamwork, sharing, and smooth meshing of
activities aceurately deseribes the eulture or the opposite;

& Performance arientotion: Whether people feel accountable for end results and
whether rewards are volated . performance or not;

» Compensation: Whether it is equitably, farly administered and motivational
OFr not;

o Human resource development: Tow much this characterises the culture;

o Organisational vitality: That drive to perform and that sense of urgeney il
desite to be a winner which some organisations have and others do not,

o Risk taking Whether it is encouraged or punished: and

» Finally, campetitive image: Whether company views piself as fasier, sharper
and better than the competitor, or viee versa

Fvery eompany should try to measure these dimensions of euliure and determine

whitt kind of culture and sub-cultures best support the company s sbrategy. Senor
exeeutives should determine the desired culture, considering the short-torm
requirements of the ecompany

Short-term motivational environment: Whercas a company's eulture
affects steategy implementation over a long period, the short-term
motivationsl environment affects steategy implementation, today. The short-
term environment reflocts the immedinte mood of the company’s employees
and contributes to the way they faie immediate problems. Building such an
onvironment invalves actions similar to publie relntions activities:
() communication programmes, (i) morale-building conferences: (i) visibality
of charismatic leaders; (1) use of awards. language, symbols, gestures, ele.
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*  Performance management: The traditionnl motivators (MBO, perdformance
appraisal, ete.) should be logieally and firmly linked to what is called an
mtegrated performance management process. To this end, detailed budgets
and programmes should be drawn . Individuals should also know, exactly what
piece of the organsation structure they are accountable for and what goals
and objectives they must attain this year to stay on plan. Performance
management ensures thal eewards and  sanctiong result from a measure of
good or poor performance. [t links human resource planning with the firm's
strategy formulation and performance appraisal processes so as to guide the
future offorts of the company.

s Individual motivators: In sdditon 1o the teaditional motivating technigues,
the organisation should also provide for individual motivators for acheving
results, competently, Over-reliance on bonuses and incentives may not fully
motivate individual managers in today's world Top mmnagement should.
therefore, fully understand the individual differences and devise an
appropriste motivatonal steategy. Though, it is difficult to eategorise
individual motivators, some of the important ones moy be stated thus:

* Mastery: The act of mastering n new skill or (o gain control over a challenging
problem is most motivating to many indviduals \

o Approval: Lack of approval can hamper and constriet the performance of
talented and bright managers.

* Rigk and adventure: High visibility positions having risk and adventure nre
maostly preferred by managers possessing entreprencurial talents

e Security: In order (o perform effectively and efficiently, managers need to
firel that there i= little ot risk with respect to their careers,

o Power and influence: Organisational positions that enable managers 1o gain
power and control over human as well a= non-human resources are highly
malrvatmmg.

Strategic Control and Assessment

Strategic control, the last step of the strategic management process, = monitoring
and evaluating the strategy management process us a whole, 1 order o make sure -
that it is operating properly. The focus is clearly on activities involved in environmental -
analysis, orgamsational direction, strategy formulation and strategy implementation
ensuring that all steps of the strategy management process are appropriate, compatible
nnd functioning properly. There are three basie steps 1o the strntogic control prvess
{Roush et al):

s Measure performance: Strategic sudit= are usimd to find what s actually
happening in the organsation. Both qualitative and quantitative tools are
employved for this purpose. Acconding to &, Tilles, the qualitative measurement
looks into five questions: (1) Is the strategy internally consistent” () 1s it
consistent with its enviconment” (i) Is it approprate, given organisational
resources? (iv) Is ot too risky? () Is ll'u-I time horizon of the strategy
appropriate?

Quantitastive tools such as return on mvestment (the relstionship berween
the amount of income generated and the amount of assels required Lo operate
the organisation); = seore (an analysis that numerically weighs and sums five
measures that are working capnaliotal assets; retained earmings/total assets,



earning belore interest and taxes/total assets: market value of equity/book
value of total liabilities and salesitotal sssets—to find whether the company
in quostion is likely to go sick and become bunkrupt) and shareholders’ audit,
ete.. are used to measure organisational performance

« Compare performance to goals and standards: Here, management builds
4 ease for concluding whether the, performance is according to the
prodetermined standards. in respect of certain key areas, At General Electric;
the following eight types of standards are set for comparing performance at a
later stage: profitability, market position, productivity, product, leadership,
persannel growth, employee attitude, social responsibality, and standards
reflecting balance between short-range and long-range goals.

«  Corrective action: If the actual performance is not in line with predetermimed
sinndirds sot for the purpose corrective action is necessary. In such o cnse,
every attempt 15 made to modify the enterprise's strategy and/or
implementation so that the orgamisations ability to sccomplish its goals will
be mmproved.

1.9 BUSINESS POLICY

Definition of Business Policy

Business Policy defines the scope of spheres within which decisions can be taken
by the cubordinates i an organisation. It permits the lower Jievel management to deal
with the problems and issues without consulting top Jovel manngement every time for
tecisions.

Business policies are the guidelines developed by an arganisation to govern ils
actions They define the limits within which decisions must be made. Business policy
also deals with acquisition of resourees with which organizational goals can be aehievid
Business policy i the study of the roles and responsibilities of top level management,
the significant issues affecting organisational success and the decisions affecting
grganisation in Jong-run.

Features of Business Policy

An effective business policy must have following features:

1. Specific: Policy should be specific/definite. If it is uncertain, then the
implementation will become difficuli

2 Clear: Policy must be unambiguous. It should avoid use of jargons and
connotations. There should be no misunderstandings in followmng the policy.

3. Reliable/Uniform: Policy must be uniform enough so that it ean efficiently
followed by the subordinates

4. Appropriate: Policy should be approprinte 10 the present organisational goal.

5. Simple: A policy should be simple and easily understood by allin the orgamisation.

6. Inclusive/Comprehensive: In order (0 have n wilde scope. a policy must be
comprehenswe,

7. Flexible: Policy should be flexible in operation/application. This does not imply
that & policy should be altered always, but 1 should be wide in scope so as o
ensure that the line managers use them n repetitive/routing Scenaro.

8. Stable: Policy should be stable else it will lead to mdecisiveness and untertainty
in minds of those who look into it for guidance.
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The term “policy” should not be considerod as SYRONYmous to the term “strategy”

'i'he difference between policy and strategy can he summarsed as follows:

Policy is a blueprint of the organizational activities which are repetitiveroutine
in nature. While strategy is concernod with those organisational decisions which
have not been dealtfaced bofore in same form.

2 Policy formulation is responsibility of top level management. While sirategy
formulntion i= basically done by middle level management.

3. Policy deals with routine/daily activities essential for effoctive and efficiont
running of an organisation. While steategy deals with strategic decisions

4. Policy is concerned with both thought and actions. While strotegy 18 coneerned
mostly with action.

5. A poliey is what is, or what is not done. While a strategy is the methodology
usad to achieve a target as prescribed by a policy

1.10 SUMMARY
= Strategy is designed (o Iw!i: firms gain a compoetitive advantage over rivals

Competitive advantage comes from a firm's unique ability to perform activities
maore distinetively or more effectively than rivals. Toacties are the action plans
or specific, step-hy-stop methods by which strategies are executed.

Strategic planning tries to equip a firm with capabilities. needed to confront
future uncertainties by taking a holistic view of the firm's external as well as
mternal environment. The importance of strategie planning has grown
substantially in recent years due to rapid technological advanies, smergence
of new products, free market forces. changes in government policies, efc
Strategic planning offers a clear roadmap for the firm. 1t helps o firm choose
its own ‘miche’ arva and deploy its resources in the best possible manner
Strategic management process outlines the steps by which management
converts a firm's values, mission and objectives mio a workable strategy. It
consists of a series of inter-related stops: First, the firm outlines ils mission,
t.e., s reason for existence. Then. the long-term objectives in terms of
profitability, productivity, competitive position. employee development. social
responsibility, ete., are outlined Second. the firm tries o look outside, to
identify the opportunities and threais present in the environment, Third.
depending on its own unique organisational capabilities, the firm tries to
identify its focus arens. Fourth strategies at corporate level business leve)
and functional level are formulated. Several stratogic alternatives are
considéred here, with a view to match the firm's internal strengths with that
of external opportunities. Fifth, the most suitable strategy is picked up (that
helpe the firm, reach its goals using its resources in the best possible way)
Sixth. the chosen strategy is wmplemented earefully. To this end. a sound
organisational structure, motivational elimate. supportive organisational
culture, ote., are croated Finally, the strategy is nssessed, o find whether
the chosen long-term goals are met or nor If something goes wrong,
wectificational steps are inttisted. Apart from rectifving things. leaming from
past mistakes s also emphisised



1.11 REVIEW QUESTIONS

1.
-

‘l

10.
11.

12.
13.

Define strategic planning State the important benefits of strategic planning,
Define ‘strategy . Draw the distinetion between (a) strategies and tactics;
ib) strategics and policies, clearly.

Define Strategic management. What are the elements of strategic mansgement?
What is the role of CEO in strategic decisions?

Identify and biriefly deseribe the grand or master strategies that grow out of the
strategic planning process,

What is the difference between a single product strategy, a related diversifieation
strategy and an unrelated diversification strategy?

Deseribe the three major generic strategies available at the, corporite level and
explain the sub-categories within each. For each generic strategy, give an
example of an organisation that appears to be pursuing that strategy

Outline the major componenta of the strategic management process Explain
why engaging in strategic management s likely to be benehicial for an
Orgnnisntion

Distinguish between
(@) Horizontal and Vertical Integration

(b Conglomernte and Concentrie Diversafication

() Produet and Market Development
ey Joint Venturee and Strategw Allinnee

What are the three setivities or capabilities that a firm should possess to support
a (i) low-eost leadership strategy (1) differentiation-based strategy?

Expluin in detail, how SWOT analysis can be used (o formulate strategy”
Explain the role of strategies at the functional level Deseribe the carrelation
botween functional sicategies and distinetive competence.

Ohutline the process of Strategy Implementation.

Define Strategy Review and Conirol Why is it necessary ns o final stage in
steategie management”
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2.1 LEARNING OBJECTIVES

After stridving this chapler, vou should be able to understand the following:

* Learn what business policy and strategy is all abour

* Know the framework nnd importance of strategic management

* Know the steategic MANAZEMONT prodi=s

* Have an understanding of corporate visions and mission

* Learn how strotegy operates al different levels of the organisation:

Without a sirmtegy the organization is like o ship wethowt o rudder

Joel Ross and Michael Kami

Strategic management is not o box of tricks or a bundle of lechnigues. It 15
| cmealyticed thinking and commitment of resources to action

Peter Drucher

2.2 INTRODUCTION

Kelf-d ecirmomg A literial

This chapter introduces the concept of busmess poliey and strategic management

With the merensed TR RTATIT the M R Tt of business has -'I'l.'l'.[llll"{'li stratogic




dimension. An professionals, including the (hartered Accountants, working towards
growth of their businesses must possess sound knowledge of strategic managemeni
Business policy and strategic management are highly mtertwined

2.3 BUSINESS POLICY AS A DISCIPLINE

The origins of business policy ean be traced back to 1911, whoen Harvard Business
School introduced an mtegrative course in management aimad at the erontion of general
management capability. This course was based on internctive case studies which had
been in use at the school for instructional purposes since 1908, The course wis intended

1o enhance general managerial eapability of students Howewver, the mtreduction of
business policy in the curriculum of buginess schodls/management mstitutes came
much later. In 1969, the American Assembly of Collegiste Schools of Business, n
regulntory body for business schools, made the course of business poliey. 0 mandatory
requirement for the purpose of recognition During the next fow decades. business
policy as a course spread 10 different management institutes noross different nations
and hecome an integral part of manngement curriculum. Basirally. business poliey 18
considered as n capstone. integrative course offered to students who have previously
been through a set of core functional aren courses The term ‘Business Poliey’ has beon
trnditionally used though new titles for the course have begun to be introduced n
recent Years

According to Willism F Glueck. development mn business policy arose from the
developments in the use of planning techniques by managers, ‘Starting from oy 1o
day planning in earhier times, managers tried to anticipate the future through
proparation of budgets and using control svstems like capital budgeting and
management by objectives. With the inability of these techniques o adequately
emphasize the role of future, long-range plinning came (o be used. Soon, long-range
planning was replaced by strategie planning. and later by strategic management, o
term that is currently used to deseribe the process of strategic decision making

Business policy, as defined by Christensen anil others, is "the study of the
funetions and responsibilities of senior management, the crucial problems that affect
<ucress in the total enterprse, and the decisions that determine the divection of the
arganisation and shape its future The problems of policy in busness, like those of
policy in public affars, have 1o do with the choice of purposes. the moulding of
organisational identity and churacter. the continuous definition of what needs to be

done. and the mobilization of resources for the attmnment of guals in the face of
competition or adverse circumsiance |

Business Policy tends to emphasise on the rational-analytical nspect of strategic |
management. 1t presents o framework for undirstanding strategie decision making
Such o framework enables a person to make preparations for handling general
management responsibilities

2.4 MEANING AND THE NATURE OF MANAGEMENT

To understand strategic management to be studied later we need 1o have n
biasie unierstinding of the ferm managemant The term ‘manpgement can be used in

two major conlexts
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(@) Tt is used with reference to a key group in an organisation in~charge of s
affairs. In relation to an organisation, management is the chiel organ entrusted
with the task of making it & purposeful and productive entit v, by undertaking
the task of bringing togother and mtegrating the disorganised resources of
manpower, money, materials, and technology into a functioning whaole
An organisation becomes a unified functioning svstem when management
systematienlly mobilises and utilises the diverse resources. The survival and
suceess of an organisation depend to a large extent on the competence and
character of its management. Management has to also facilitate organisational
change and adaptation.

(&) The term is also used with reforence to o set of intor-rolated functions and
processes, (o a field of study or thscipline in soeial sciences and 1o a vocation
or profession. The functions and processes of management are wide-ranging
but closely inter-related. They range all the way from design of the
organisation, determination of the goals and activities. mobilisation and
aciquisttion of resources, allocation of tasks and resources among the personnel
and activity units. They also include adoption of certain tochniques, tools
and methods for carrying on activities, through artieulation of skills and offorts
of organisational personnel in a unified manner and installation of
communication and control systems to ensure that what is planned is achwved

Awade range of definitions of management exist in the literature On mAnagement
Here we shall eite the definitions of a few theorisis:

Peter Drucker: Management is o function, & discipline, o task to be done, and
managers practise this discipline, carry out the funetions and discharge these tusks

Dalton MeFarland: Management is the process by which managers create.
direct, maimntain and operate purposive organisations through systematic, co-ordinated
and co-operntive human sffort

Management is an influence process to make things happen. to gain commanid
over phenomena, to induce and direct events and people in a particular manner
Influence is backed by power. competence, knowledge and resources. Managers
formulate their goals, values and strategies, to cope with, to adapt and to adjust
themselves with the behaviour and changes of the environment.

2.5 WHAT IS STRATEGY?

A typeal dictionary will define the word strategy as something that has 1o do
with war and wavs to win over enemy. In business organisational context the torm is
not much different. Businesses have to respond to d ynamie and often hostile external
forces for pursuit of their mission.

The very injection of the idea of strategy into business organisations is mitended
to unravel complexity and to reduce uncertmnty of the environment Strategy seeks to
relate the goals of the organisation to the means of achieving them. Strategy is the
game plan management is using to take market position, conduct its operations, piiract
and satisdy customers, compete successfully, and achieve organisational objoctives.

To the extent the term strategy is associated with unified design and action for
aschieving major goals, guining command over the situation with a long-range
perspective and securing a critically advantageous position. [ts implientions for
corporate functioning are obwious



We may define the term ‘strategy’ as a long range blueprint of an organization s
desired image. direction nnd destination what it wants to be, what it wants to do and
whore it wanis o go

Following other definitions are also important to understand the term:

Igor H. Ansoff: The common thread among the organzation's actvities and
product-markets that defines the essentinl nature of business that the organisation
was or planned to be i future )

Willinm F. Glueck : A unified. comprehensive and integrated plan designed to
assure that the basie objeetives of the enterprize are achieved.

Strategy is consciously considered and flexibly designed scheme of corporate
intent and action to achieve effectivencss, to mobilise resources. to diroet effort and
bhehaviour to handle events and problems. to perceive and utilise opportunities, and to
meel challenges and threats o corporate survival and success.

Strategy s meant to fill in the need of orgamsations for a sense of dynamic
direction. focus and cohesiveness. Objectives and goals alone do not fill in the noed.
Strategy provides an integrated framework for the top management to search for
ovaluate and exploit beneficial opportunities, to pereeive and meet potential threats
and erises. to make full use of resources and strengths, to offset corporate weaknesses
and to make major decisions in general Top management operates in an environment
of partial ignorance and uncertamty.

Strategios are formulated at the corporate. divisional and functional level.
Corporate sirategies are formulated by the top managers. They include the
determination of the business lines, expansion and growth, vertical and horigontal
integration, diversification, takeovers and mergers, new investment and divestment
arcas, B & D projects, and so on. These corporate wide strategies need to be
operationalized by divisional and functional strategics regarding product lines,
production volumes, quality ranges, prices, product promotion, market penetration,
purchasing sources, personnel development and like

However, strategy is no substitute for sound, alert and responsible management.
Steategy enn never be perfoct Tawless and optimal. 18 s o the very nature of strategy
that it is flexible and pragmatic: it is art of the possihle; it does not prechade second-
best choices. trade-offs. sudden emergencies. pervasive pressures, falures and
frustrations. However, in a sound strategy, allowances are mado for possible
miscaleulations and unanticipated events.

Strategy is partly proactive and partly reactive: \ company's strategy is
typically a blend of (1) prosctive actions on the part of managers to improve the
company & market position and financial performance and (2) as needed reactions to
unanticipated developments and fresh market conditions

The biggest portion of a company s current strategy flows from previously
initisted actions and business approaches that are working well enough to merit
continuation and newly Iunchod managerial initiatives o strengthen the company s
overall position and performance. This part of mansgement's gnme plan is deliberate
and prosctive, standing as the product of management s analysis and steatogic thinking
about the company's situition and its conclusions about how to position the company
in the marketplace and tackle the task of competing for buyer patronage.

But not every strategic move is the result of proactive plotting and deliberate
management design. Things happen that cannot be fully anticipated or planned for
When market and competitive conditions take an unespected turn or some aspect of a
company s strategy hits a stone wall, some kind of strategic reaction or adjustment is
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required. Henee, a partion of a company’s strategy is always developed as a reasoned
response to unforeseen developments. But apart from adapting strategy to changes in
the market, there is also a need to adapt stratogy as new learning emerges nhout
which pieces of the strategy are working well and which aren't and as management
hits upon new ideas for improving the steategy. Crafting a strategy thus invalves
stitching together a proactive/intendid stratogy and then adapting first one piece and
then another as circumstances surrounding the company's situation change or betier
aptions emerge-a reactive/adaplive strategy.

Fig. 2.1. A compnay's Actual Strategy is Partly Planned and Partly Raactive

2.6 CORPORATE STRATEGY

Carporate strategy is basically the growth design of the firm: it spells out the
growth objective — the direction. extent, pace and timing of the firm's growth. It also
spells out the strategy for achieving the growth. Thus, we can also deseribe corporate
strategy as the objective-strategy design of the firm. To arrive at such an objoctive-
strategy design is the basic burden of corporate strategy formulation.

In corporate strategy., the set of goals has a system of priorities; the combination,
the sequence and the timing of the moves, means and approaches are determined in
advance, the initiative and responses have a cogent rationale behind them, are highly
integrated and pragmatic; the imphications of decisions and action programmes are
eorporate wide, flexible and contingent.

In general. a corporate strategy has the following characteristics:
o Itis generally long-range in nature. though it is valid for short-range situations
ilso and has short-range implications
It 15 action oriented and s more specific than objectives.
* It is multipronged and integrated
s [t is exible and dynamic

¢ It formulated at the top management level though middle and lower level
managers are associnted in their formulation and in designing sub-strategies.




e It is generally meant to cope with s competitive and complex seftmg.

e It flows out of the goals and objectives of the enterprise and is meant to
translate them into realitios.

e It is concerned with percewing opportunities and threats and soizing
initiatives to cope with them. [t is also concerned with deployment of hmited
oreanisational resources in the best possible manner.

s It gives importance (o combnation, sequence, liming, direction and depth of
various moves and action initintives taken by managers to handle
environmental uncertainties and complexities,

o It provides unified eriteria for managers in function of decision making .

2.6.1 Nature, Scope and Concemns of Corporate Strategy

Corporate steatogy 1s basically concerned with the choiee of busmesses, products
and markots The following points will clarify the corporate strategy.

e It can also be viewed as the objective-strategy design of the firm.

It i the design for filling the firm's strategic planning gap.

o It is concerned with the choice of the firm's produets and markets; it actually
denotes the changes/additions/deletions n the firm's existing product-market
postures. 1t spells out the businesses in which the firm will play, the markets
in which it will aperate and the customer needs it will serve

o It ensures that the right fit is achioved between the firm and its environment.
It helps build the relevant competitive advantages for the firm.

Corporate objectives and corporate strategy together describe the firm's
concept of business.

2.6.2 What does Corporate Strategy Ensure?

Corpornte strategy in the first place ensures the growth of the firm and ensares
the correct alignment of the firm with its environment. It serves as the design for
filling the strategic planning gap. It also helps build the relevant competitive
advantages. Masterminding and working out the right fit between the firm and its
external environment is the primary contribution of corporate strategy. Hasically the
purpase of corporate strategy is to harness the opportunities available in the
environment, countering the threats embedded therein. How does corporate strategy
actually accomplish this task? 1t 1= by matching the umique capabilities of the firm
with the promises and threats of the environment that it nchieves this task.

It is obvious that responding to environment is part and parcel of a firm's
existence. The question is how good or how methodical is the response. This s where
strategy steps in. Strategy is the opposite of adhoc responses to the changes in the
environment-in competition, consumer tastes, technology and other varables. It
amounts to long-term, well thought-out and prepared responses to the various forees
in the business pnvironment. |
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2.7 THE DYNAMICS OF COMPETITIVE STRATEGY

Strategic thinking involves arientation of the firm's internal environment with
the changes of the external environment, The competitive strategy evolves out of
consideration of several factors that are external to the firm as shown in the Rgure -
Context in which competitive strategy is formulated

The ceonomic and technicnl components of the external environment nre
considered as major factors leading to new opportunities for the organisation and nlso
closing threats. Similarly the broader expectation of the society mm which the
organisation operstes is agnin an important factor o determine the compeiitve
strategy. The strengths and weaknesses of erganisations are the internal factors, which
determine the corparate steategy. [t is to be analysed and find out in which functional
area such ns marketing. R & 1) operations, ete., the organisation has superiority over
the competitors. The strength is to considered in the context of the opportunities arsing
in the external environment. The personal values of the key implementers also play
major roles in formulnting the compelitive strategy

Company Strength & Industry Opportunities and Threats
Wazkness - * . (Economic & Technical)
' \ / &
Factors Intarmal Factors Extemal
hllmﬂum \ Competiive Strategy 1o the Company
v /\ v
Personad Values . Broader Societsl
of tha ey = ©  Espectation
Imiphermsniars :

Fig. 2.2. Context in wilich competitive sirategy s formulated

2.8 STRATEGIC MANAGEMENT

In a hyper competitive marketplace. companies can upernte successfully by
creating and delivering superior value 10 target customers ani also learming how o
adapt to a continuously changing business envirmment. So to meet changing conditions
in their industries, companies noed to be farsightod and visionary, and must develop
long-term strategies. Strategic planming, an important component of strulogic
munagement, involves developing a strategy to mest competition and ensure long.
term survival and growth, The overall olyective of strategic manngement is two fold:

* Tocreate competitive advantage, so that the company can oulperform the
competitors in order to have dominance over the markt

* Toguide the company successfully through all changes in the environment
The present organisational operations are highly influenced by the increasing

rate of change in the environmoent and the ripple effect created on the Organsation
Changes can be external to the firm or it may be change introduced (o the firms by the
managers. [t may manifest in the blurring of industey and firm boundaries. driven by
technology, deregulation, or, through globalisation The tasks of crafi ing, implementing



and executing company stratoges are the hoart and soul of managing n business
onterprisi

Strateic manngement starts with developing o company mission (to give it
direction), objectives and goals (to give it means and methods for accomplishing its
mission), business portfolio (to allow management to utilize all facots of the
organisation), and functional plans (plans o carey out daily operations from the different
functional diseiplines)

No mattor how well the stratoge processes hove boen desaigned and ‘implemented,
succéss depends on how well each department performs its customer-value-adding
activities and how woll the departmenis work wgethor o sorve the costomer. Value
chaing and value delivery notworks have become popular with organisations that are
sonsitive to the wanis and needs of consumers, Ulitmately the mum of strategic
management 1% 1o save the company s business products, services and communieations
#0 that they achieve targeted profits and growih.

The term stentegie manngement relers (o the managerinl process of forming a
strategic vision, setting obgectives, erafting a strategy, implementing and executing
the strategy, and then overtimes initiating whatever corrective adjustments n the
vison. olyectives, strategy . and execution are deemed appropriate.

2.8.1 Framework

The basie feamework of steategic process onn be deseribed in g sequence of five
stnges as shown in the figure - Fromework of strategic management. The five siages
are as follows:

Stage one - Where are we Now? (Hegmming): This s the starting point of
strategic planming and consisis of doing a situational analysis of the firm in the
environmental contest. Here the firm must find out sts relative markel position,
corporate image. its strength and weakness and also environmental threats and
opportumities. This is also known as SWOT (Strength, Weakness, Opportunity, Threat)
analysis You may refer third chapter for a detaled diseussion on SWOT analysis.

Stage two - Where are we Want o Be” (Ends): This is o process of goal settng
for thi organisation after it hoas fnalised it vision and mossion. A strategie vision s a
roadmap of the company'= future — providing speeifies about technology and customer
focus, the geographic and product markets o be pursued. the capabilities it plans o
develop. and the kind of company that management is trving 1o create.

An organ=ation = Mission states what customers it serves, what need ot satisfivs,
and what type of product it ollers,

Stage throe - How Might we Get There? (Means): Here the organisation deals
with the various steatégie alternatives it has

Stage four - Which Way is Best? (Evaluntion): Out of all the allernatives
generated m the earbier stage the organisation selects the best suitable alternative, in
Line with s SWOT analysis

Stage five - How Can we Ensure Arrval” (Control): This is an implementation
and control stage of a suitable strategy. Here agam the organisation continuously
does situntionnl analyss and repeats the stages agnin.
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Herar Can wa Ensure Anfval?
{Contsol) infroduction
Four
Which Wary is Besr? Stage One
§ | Evabution) Whnre arn we Now?

[ Beginning))

Siage Thioe Sisge Two
How might we Get Thame? Whete are we Wani 1o Ba7?
{Muarm) (Endn)

Fig. 2.3. Framework of Strategic Managemant

2.8.2 Importance of Strategic Management

Strategic planning and implementation have become must for all organisations
for their survival and growth in the present turbulent business environment, ‘Survival
af fittest ‘s propagated by Darwin is the only principle of survival for organisstion.
where fittest’ are not the ‘largest’ or ‘strongest” organisntion but those who ean change
and adapt successfully to the changes in business environment. Many organisational
ginnts have also followed the path of extinetion failing to manage drastic changes in
the business environment. Also business follows the war prineiple of ‘win or lose’, and
not necessarily win-win situation arises in business world Henee the organisation
has to build its competitive sdvantage over the competitors in the business warfare in
order to win. This can be done only by following process of strategic management —
strategic analysis, formulation and implementation. The major benefits of steategic
management are:

s Strategic management helps organisations to be more pronctive instead of
reactive in shaping its future. Organisations are able to analyse and take
actions nstead of being mere spectators. Thereby they are able to control
there own destiny in a betier manner. It helps them in working within vagaries
of environment and shaping it instead of getting carriod sway by its turbulence
or uncertamnties.

*  Strategic monagement provides framework for all the major business decisions
of an enterprise such as decisions on businesses, products, markets,
manufacturing facilities, investments and organisational structure Tt provades
better guidance to entire organisation on the erucial point — what it is tryving
to do.

¢ Strategic management is concerned with ensuring a good future for the firm.
It seeks o prepare the corporation to face the future and act as pathfinder to
various business opportunities. Organisations nre able todentify the available
opportunities and identify ways and means as how to reach them

"e Strategic management serves as a corporate defence mechanism against
mistakes und pitfalls. [t helps organisations to avoid costly mistakes in product
market choicos or investments

¢ Over a period of time strategic manngement helps organisation to svolve
certamn core competencies and competitive sdvantages that assist in its fight
for survival and growth



2.9 STRATEGIC DECISION MAKING

Decision making s o managerial process and function of choosing a particular
course of setion out of several alternative courses for the purpose of accomplishment
of the organisational goals. Decisions may relate to general day-to-day operations,
Thev mav be major or minor. They may also be strategic i nature. Strategic tleeisions
are different in nature than sll other derisions which are taken at various levels of the
organisation during day-to-day working of the orgamsations. The magor dimensicons of
stentegic decsions are gwen below; :

s Sirategic issues require lop-monagement decisions: Strategic 1ssuvs invohve
thinking in totality of the organisations and also there is lot of risk involved
Henee, problems calling for strategic decisions require to be congidered by
o management

o Strategic igsues involve the allocation of large amounis of company resources;
It may require huge finaneial investment 1o venture into o new area of business
or the organisation may require huge number of manpower with new set of
skills in them,

e Strategic issues are likely to have a significant impact on the long term
prasperity of the firm: Generally the results of strategic implementation are
sven on o long term basis and not immedintely

s Strategic (ssues are fulure orented: Strategie thinking involves prodicting
the future environmental conditions and how to orient for the changed
conilitons

o Strategic issues usnally have major multifunctional or multi-businesy
consequences: As they involve organisation in totality they affect different
seetions of the organisation with varyving degree.

e Strafegic issues necessitate consideration of foctors in the firmi's external
smcironment: Strategic focus in orgamsation involves onenting its nternal
environment to the changes of external envronment.

2.10 STRATEGIC MANAGEMENT MODEL

Identifying an organisation’s existing vision, mission, objectives, nnel serategies
i the startmg pont for sny strategle MANAEMENT Proeess because an organisation
present situation and condition may preclude cortain strategies and may even dictate
a particular course of action. Every orgamisation has n vision, mission, objectives, and
strategy, sven if these elemenis are not consciously designed, written, or communicated
The answer 10 where an organisation is going can be determined largely by where the
organisation has been.

The strategic management process is dynamic and continuous. A change in any
one of the major components in the model can necessitate a change m any or all of the
other components. For instance, a shift in the economy could represent a major
opportunity and require o change in long-term objectives and strategies: n failure (o
accomplish annunl objeetives could require a change in policy: or A major competitor's
change in strategy could require a change in the firm s mission.

Husameay Podicy and
Servitegic N fumigernont

NOTES

Self-Learming Viateriol 39



Self-Laarming Maternal

Therefore, strategy formulation, implementation, and evaluation activities
should be performed on o continual basis, not just ot the end of the year or semi-
annually. The steategic management process never really ends.

The strategic management process can best be studied snd applied using a model
Every model represents some kind of piocess. The model illusteated in the Figure
Strategic monagement model is a widely necepted, comprehensive. This model like
any other model of management does not guarantes surc-shol suceess. bul it does
represent a cléar and practical approach for formulating, implementing. and evaluating
strategies. Relntionships among major components of the strategic managoment process
are shown i the model
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Fig. 2.4. Strategic Management Modal

The strategic management process is not as cleanly divided and nithy performesd
n practice as the strategic manngement model suggests. Stratogists do not go through
the process in lockstep fashion. Generally. there 1s give-and-take among hierarchieal
levels of an organisation. Many organisatons conduct formal mectings semi-annually
to discuss and update the firm's vision/mission. opportunitiesithreats. sirengihs/
weaknesses, strategies, objectives, policies, and performance. Creativity and candour
from participants are encouraged in meeting: Good communication and feedback are
needed throughout the strategic management process

Application of the strategic management process is typically more formal in
larger and well-established organisations. Formality refers to the extent that
participants, responsibilites, authority, duties, and approach are spocified Smallor
businesses tend to be leas formal. Firms that compete in comples, ripidly changing
environments. such as technology companies. tend 1o be more formal in strategic
planning. Firms that have many divisions. products, markets. and technologies also
tend to be more formal in applying strategic managoment uncepts Creater formality
in applying the strategic management process is usually positively associated with
the cost, comprehensiveness. aceurney, and success of planning across all types and
srees of organisations



2.11 VISION, MISSION AND OBJECTIVES

Amongs=t the various steps in the strategie management model we will restrct
thiseussion to vision, mission and objectives in this chapter.

How can you lead if vou do not know where are vou going?
Gearge Newman, The Conference Board
Munagement’s job is not o see the company os il is ... But as if can become,
~dohn W Teets, CEQ, Grevhound Corparation

2.11.1 The Vision

Very early in the strategy making process, a company's senior managers must
wrestle with the issue of what directional path the company should take and what
changes in the company's product-market-customer-technology foeus would improve
its current market position and future prospects. Deciding to commit the company o
one path versus another pushes managers to draw some carefully reasoned conclusions
about how to try to modily the company's business makeup and the market position it

should srake out

Top management's views and conclusions about the company’s direction and
the product customer-market-technology focus constitute a strategic vision for the
company, A strategie vision delineates manngement's aspicsitions for the business,
providing a panoramic view of the “where we are going -and a convincing rationale for
why this makes good business sense for the company. A strategie vision thus poinis an
organsation in a particular drecthion, charts a steategic path for it o follow n preparmg
for the future. and molds orgamsational identity. A cloarly articulaed strategie vision
communicates management s aspirations 1o stakeholdess and helps steer the energies
of compuny personnel in o common direction, For mstance, Henry Ford's vision of a
car in every garage had power because it captured the imagination of others, aided
mternal efforts to mohilize the Ford Motor Company s resources, and served as a
reference point for gauging the merits of the company’'s strategic actions,

A Strategie vision s a rood map of a company’s future - providing specifies about
technology and customor focus, the geographic and product markets to be pursacd,
the capabilities it plang te develop, and the kind of company that monageminl is
trying lo create.

The three elements of a strategie vision:
1. Coming up with a mssion statement that defines what business the company 1s
presontly in and conveys the essence of “Who we are and where we are now?”
2 Using the mission statement as basis for deciding on a long-term course making
choices about "Where we are going”
3. Communicating the strategic vision in clear. exeiting terms that arouse
organisation wide commitment.
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Some examples of Vision are;

The four pillars of our vision sef oul the long-term direction for the company - where
e wantd fo go and how we ore going lo get there;

TCAT: World s leading aecounting body, a regulator and developer of trusted
and independen professionals with world class competencies in gecounting,
assirmee, trxalion, finance and business ad isory services.

Reliance Industries: Through susioinable measures, create value for the
nation, enhanee quality of life across the entire socio-econmic spectrum and
help spearhead Indion as a global leader in the domains where we operate.
TATA Power: To be the most admired and responsible Integrated Power
Company with international footprint, delivering sustainable volue to all
stakeholder.

TATA Motors: To be a world class corporate constantly furthering the inferest
of all its stokeholders,

Hindustan Unilever: Unilever products touch the lives of over 2 billion
peaple every day - whether that's through feeling greal because they've got
shinty hair and a brilliant smile, keeping their homes fresh and clean, or by
enjoying a greaf cup of tea, satisfying meal or healthy snack.

We work to create a belter future everyday

We help people feel good, look good and get more out of life with bronds and
serviees that are good for them and good for athers.

We will inspire people to take small everyday actions thal can add up to a big
difference for the world

We will devetop new ways of doing business with the oitm of doubling the size
of our compony while reducing our environmental impoel.

We've always believed in the power of our brawids to improve the quality of
prople’s lives and in doing the right thing. As our business grows, so do our
reaponsibilities, We recognise that global challenges such as climate change
concern us all. Considering the wider inpact of our actions is embedded in
our values and is a fundamental part of who we are.

How to Develop a Strategic Vision

.

The entreprencurial challenge in devoloping a strategic vision i= 1o think
creatively about how to prepare a company for the future.

Forming a strategic vision is an exercise in mielhigent entreprencurshap,
Many suceessful organisations need to change direction not in order to survive
but in order to mainiain their succoss

A well-articulated strategic vision creates enthusiasm for the course
management has charted and engages members of the organisation.

The best-worded vision statement cloarly and erisply illuminates the direction
in which organisation is headed.

2.11.2 Mission

Acvording 1o Glueck & Jauch mission is answer to the question ‘'what business

are we in’ thet is faced by corporate-levol steategist. Analysis shows thst m actuaal
practice many business firms fail to conceptualise and articulate the mission and



business defimition with the required clarity. And such firms are seen to fumble in the

Businexs Policy and

seloction of opportunities and the choice of strategies. Firms wodded to the idea of  Stategic Management

strategic management of their enterprise cannot afford 1o be lax in the matter of mission
and business definitions, a5 the two ideas are absolutely central (o strategw planning,

Why organisation should have mission?

« Toensure unanimity of purpose within the organisation.

¢ Toprovide a basis for motivating the use of the organisation’s resources.

s Todevelop a basis, or standard, for allocating organisational resources.

To estnblish n general tone or orgamsational climate, for example, (o suggest
a business like operation.

e To serve as a focal peint for those who can identify with the organisation’s
purpose and direction, and to deter those who cannot form participating
further in the organisation's activities,

e To facilitate the teanshation of objective and goals into a work structure
involving the assignment of tasks to responsible elements within the
organisation

o  Tospocify organisational purposes and the translation of thess purposes mto
goals in such a way that cost time, and performance parameters can be
assessed and controlled

A company's Mission statement is typically focused on ils present buesiness scope —
“who we are and what we do”; misyion statements broadly deseribe an organisations
present capabilities, customer fociis, aclivities, and business makeup.

Mission should contain elements of long-term strategy as well as desired
outcomes they often basic values and the philesophy of the organisations that is
perceived by the senior managers ol the senior level who write them. A good mission
statement should be of precise, clear, feasible, distinctive and motivating. 1t should
indicate major components of strategy. Following points are usedul while writing mission
of a company:

o One of the roles of o mission statement is to give the organisation ils own

* apecinl identity, business emphasis and path for development — one that

typically sets it apart from other similarly situated companies

e A company's business is defined by what neetls it teving to satisfy, by which
customer groups it s targeting and by the technologies and competencies it
uses and the activities it performs.

« Technology, competencies and petivities are important in defining a company s
business because they indicate the boundarics on its operation.

e Good mission statements are highly personalized — unique to the organisation
for which they are developed.

Some examples of Mission are
+ Reliance Industries:
o (reate value for all stakeholders
s (row through smnovalion
e Lead in good goversianed prachices

{7se sustainability to drive product development and enhance operational
efficiencies _]

Self-Learning Matertal 4!
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*  Ensure energy security of the nation
¢ Foster rural prosperity
* TATA Power: We will become the most admired and responsible Power Company
delivering sustainable value by: '

*  Uperating our assets al benchmark levels,

o Executing projects safely, with predictable benchmark quality, cost and time.

¢ Growing the Tata Power businesses, be it across the value chain or aerosy
geographies, and also in ollivd or new businesses.

s Driving Organisation Transformation that will make ws have the conviction
and capabilities to deliver on our strategic intent.

o Achieving our sustainability intent of ‘Leadership with Care’, by having
leading and best practices on Care for the Environment, Care for the
Community, Care for the Customers and Shareholders. and Care for the
Peaple.

+ TATA Motors: ;

e Sharehoiders: To consistently create shareholder value by generating returns
in exess of Weighted.

*  Average Cost of Capital (WACC) during the upturn and af least equal fo
Weighted Average Cost of

»  Capital (WACC) during the downlurn of the business cvele,

s Customers: To strengthen the Tata brand and create lasting relationships
with the customers by working closely with business partners o provide
superior value for money over the life eyele.

* Employees: To create a seamless organisation that incubates and promoles
innovation, excellence and the Tata core values.

*  Vendor and Channel Partners: To foster a long-term relationship so as to
introduce a broad range of innovative products and services, that would
benefit our customers and other stakeholders.

*  Community: To proactively participate in reshaping the country's economir
growth. To take a holistic approach towards environmental protection.

Whath&wﬁluhn?mm&uhmmmin?

The well-known management experts, Petor Drucker and Theodore Lovitt were
among the first to agitate this 1ssue through their writings. They emphasised that as
the firsi step in the business planning sndeavour every business fiem must clurify the
corporate mission and define accurately the business the firm is engnged in. They also
explained that towards facilitating this task, the firm should raise and answer cortain
basic questions eoncerning its business, such as:

*  What is our mission?
What is our ultimate purpose?
Whast do we want to become?
What kind of growth do we seek?
What business are we in?
Do we understand our business correctly and define it accurately in its
broadest connotation?
* Do we know our customer?

*® & 8 B B



« Whom do we intend o serve? '
What human need do we intend 1o serve through our offer?
Whaut bringe us 1o this particular business?

o  What would be the nature of this business in the future?

& |n what business would we like to be in, in the future?

At the time these two experts raised this issue, the business managers of the
world did not fully apprecinte the import of these questions; those were days when
business management was still a relatively simple process even in industrally advanced
countries like the US. [t was only in subsequent vears that captains of industry all
ever the world understood the significance of the seemingly simple questions rased by
Dirucker and Levitt

The corporate mission is an expression of the growth ambition of the firm_ 1t 1=
in fact, the firm's future visualised. 1t provides a dramatic picture of what the company
wants to become. It is the corporation's dream ervstallised. 1t is o colourful sketeh of
how the firm wants its future to look, irrespective of the current position. In other
words, the mission is a grand design of the firm's future.

Mission amplifies what brings the firm to this business or why it s there, what
existence it seeks and what purpose it seeks to achieve as n business firm. In other
words, the mission serves as a justification for the firm's very, presence and existence;
it legitimises the firm's presence.

Mission is also an expression of the vision of the corparntion, its founder/flender.
To make the vision come alive and beeame relevant it needs to be spelt out. Tt is through
the mission that the firm spells out its vision,

It represents the common purpose, which the entire firm shares and pursues. A
mission is not 1 confidentinl affair to be confined at the top; it has to be open to the
entire company. All people ard supposed to draw meaning and direction from it. It
adds geal to the firm and itz people. A mission is not a fad — it is a tool to build and
sustain commitment of the people to the corporation’s policies. A mission s not rhetoric
~ it i the corporation’s guiding pranciple.

A mission does not represent a specific target. At the same time it is not all
suphoria either [t ropresents the whole thrust of the firm. To quote Thomas Watson,
Jr., former ehnirman of IBM, “The basee philosophy, spivit, and drive of an organisation
have far more to do with its relative achievements than technological or economic
resources, organisational structure, innovation and timing. 11 also expresses the core
values and beliofs of the firm”,

Every organisation functions through n network of aims. M:samn is the
foundation from which the network of sims 18 built. The mission serves as a
proclamation to insiders and outsiders on what the corporation stands for. A mission,
however, is not & PR document; while it legitimises the corporntion’s existence and
role in society, its main purpose is to give internal direction for the future of the
corporation.

According to Peter Drucker. every organsation must ask an important guestion
“What business are we in?” anid get the correct and meaningful answer. The answer
should have marketing or external perspective and should not be resiated to the
production or generic activities of business, The table given below will elarify and
highlight the importance of external perspective.

Buxiness Podicy and
Serutegic Management
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What business are we in?

Wn opurate n |.t.|n.n|I :umnm ph'ﬂl-rh mult.lp:ll funm- aff
telsphonn company reliablo, officient and
wexpensive telocommunication
mervicon "
Indinn Ol Wi produce oil and gnsoline We provide varinus types of safo
products. and cost-eective energy.
Indinn Roilways | We run o raileesd We offer s Lranspostation and
mutorinl hundling systom.
Enstman Kodak | We make cameras and film, Wo help proserve bonutiful
mETmaries
Revlun In the [nctory, we make cosmeties | In the drugstors, we sell hope

Understanding Mission and Purpose: The missiwon is a statement which
defines the role that an orgonisation plays i the society, The organisations also have
some purpose that is anything that an organisation strives for. Organsations relate
their existence 1o satisfving a particular nead of the society. They do this in terms of
their mission and purpose. Wo can described mission as o statement which defines
the role that an orgamsation plays in the society”, and purpose as “anything which an
organisation strives for” . In business policy. both ‘these terms are either used jointly
or singly. Sinee both mission and purpose go hand in hand, they ean be used togother
while mmntaining the basic differones between them. Mission strietly refers to the
particular needs of the society. for instance, its information needs. Purpose relates to
what the organisation strves to nehiove in order to fulfil s mission to the soriety. A
book publisher and a magazine editor are both engaged in satisfying the information
nkeds of society but they do it through different means. A book publisher may aim at
producing excellent reading materinl while 8 magazine editor maoy strive to present
news analysis in a balaneed and unbiased manner.

2.11.3 Objectives and Goals

Business organsation trunslates their vision and mission into ohjectives, As
such the term olyectives ure synonymous with goals, however, we will make an attempt
to distinguish the two. Objectives are open-ended attributes that denote the future
stntes or outeomes. Goals are close-ended attrtbutes which are precise and expressed
mn specific terms, Thus the goals are more specific and teanslate the objeetives Lo short
term perspective. However, this distinetion 18 not made by sevoral (heorists on the
subject Accordingly, we will also use the term interchangeably

Objectives are organisations performance targets — the results and owleomes if wanls
to aclieve. They function ns yardstick for tracking an organisations performance
and progress .

All organisations have objectives. The pursuit of objectives is an unending process
such that organisations susiain themselves. They provide meaning and sense of
direction to organisational endesvour. Organisational structurs and activities are
designed and resources are allocated around the objectives to facilitate their
achievement. They alse act ax benchmurks for guiding organisational activity and for
evaluating how the organisation s performing :



(bjectives with strategic focus relate to outcomes that strengthen an
orgamsations overall business position and competitive vitality. Objective to be
meaninglul 1o serve the intended role must possoss following characteristics:

s Objectives should define the organisation's relationship with its environment.
« They should be facilitative towards achievement of mission and purpose.
e They should provide the basis for strategwe decision-making.
« They should provide standards for performance nppraisal
Objectives should be understandable.
Objectives should be concrete and specific
Objectives should be related to a time frame.
Objectives should be measurable and controllable.
o  Objectives should be challenging.
Differont objectives should correlnte with each other
o Objectives should be set within constraints.

- = -

2.12 STRATEGIC LEVELS IN ORGANISATIONS

A typieal large organisation 1s a multidivisional organisation that competes in
sevoral different businosses. 1t has separate self-contained divisions to manage each
of these There are three main levels of management: corporate. business, and
functional, General Managers are found ai the first two aof these levels, but their
strategic roles differ depending on their sphore of pesponsibality.

Haad
Corporate Level fce
CED, othar senior snBoulives,
board of direclom, and
comporate siaff
i
Businoss Level
’ ‘ EM#J Drivisicsn B Divvimion C
arsed atui [ e
Funetional Level Bunitnes Business Brpsiness
Functional managers Functions Functions Functions
l l L
Market & Market B Marked G

Fig. 2.5. Lavels of Stratagic Management

An orgnnisation & divided into weveral funetions and departments that work
together (o bring a particular product or service 10 the market. If a company provides
several different kinds of products or services. it often duplicates these funciions and
creates o series of self-contained divisions (ench of which contimn, it own set of
funetions) to manage each different product or service. The general managers of these
divisions then become responsible for their particular product line The over-riding
concern of generdl managers is for thi health of the whaole company or division under
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their direction; they are responsible for deciding how (o create a competitive advantage
and achieve high profitability with the resourees and capital they have at their disposal.

The corporate level of management consists of the chief exeeutive officer (CE(),
arher senior executives, the board of directors, and corporate stafl. These individunls
occupy the apex of decision making within the organisation. The CEQ is the principal
general manager. In consultation with other senior executives. the role of corporalte-
level managers is to oversee the development of strategies for the whole organisation
This role includes defining the mission and goals of the organisation, determining
what businesses it should be in, allocating resources among the different businesses,
formulating and implementing strategies that span individual businesses and
providing leadership for the organisation.

Consider Godrej as an examplo. Godrej is active in a wide range of businesses,
including soaps, insecticides, edible oil. furniture, Information Tochnology, and real
estate. The main stratogic responsibilities of its Group Chairman, Adi Godrej. are
setting overall stratogic objoctives. allocating resources among the differont business
areas, deciding whether the firm should divest itself of any of its businesses, and
determining whether it should nequire any new anes. In other words, it is up to Adi
Godrej to develop strategies that span individual businesses: his concem is with building
and managing the corporate partfolio of businesses (o maximize corparate profitability.

It is not his specific responsibility 1o develop strategies for competing in the
individual business nreas, such as financial sorvices. The development of such strategies
i5 the responsibility of the general managers in these different businessos or business
level managers.

Besides overseeing resource allocation and managing the divestment and
Acquisition processes, corporate-lovel managers provide a link between the people who
oversee the strategic development of a firm and those who own it (the sharcholders)
Corporate-level managers, and particularly the CEO, can be viewed as the guardians
of sharcholder welfare. It is their respongibility to ensure that the corporate and
business sirategies that the company pursues are consistent with maximizing
shareholder wealth. If they are not, then ultimately the CEO is likely to be called to
account by the sharcholdors.

A business unit is a self-contained division (with its own funetions-for example,
finance, purchasing, production. and marketing depariments) that provides a product
or service for n particular market The principal genoral managor at the business level
or the business-level manager is the head of the division. The strategic role of these
managers is to translate the general statements of direction and intent that come
from the corporate level into concrete stratogies for individual businesses. Thus.
whereas corporate-level general managers are concerned with strategies that span
mdividual businesses, business-level general managers are concerned with strategies
that are specific to a particular business.

Functional-level managers are responsible for the spocific business functions
or operations (human resources. purchasing, produet development. customer service,
and 50 on) that constitute a company or one of its divisions. Th us, i functional manager's
sphere of responsibility is generally econfined to one organsational aetivity, wherens
general managers oversee the operation of 3 whole company or division. Although
they are not responsible for the overall performance of the organisation. funetional
managers nevertheless have a major strategic role: 1o develop funetional straegies in
their area that help fulfil the strategic objectives set by business- and corporate-level
general manogers



Functional managers provide most of tho information that makes it possible for
business- and corporate-level general managers to, formulate realistic and attainable
strategies. Indeed. because they are closer 1o the customer than the typical general
manager is, functional managers themselves may generate important ideas that
subsequently may become major strategies [or the company. Thus, it is important for
general managers (o listen closely to the ideas of their functional managers. An equally
great responsibility for managers at the operational level is strategy implementation
the execution of corporate and business-level plans

Characteristics of Strategic Management Decisions at Different Levels

Type Conceptual Ciperational

Measuratulity Value judgemenis Semi gquantifiable | Usually
dominant quantifinble

Frequency Sporadic or Periodic | Periodic or sporadic | Periodic

Relution to presont | Innovative Maxed Supplementary

nctivitins

Risk Wide range Moderate Low

Profit Potential Large Medium Small

Cost Mmor Medium Modest

Time horon Long range Medium range Short range

Flexibility High Medmm Low

Cooperation Consmderable Moderate Little

required :

2.13 SUMMARY

s With the increased competition, the management of businesses have acquired
strategic dimensions. We initiate to explain the meaning of strategy. A
company's strategy consists of the combination of competitive moves and
busimess approaches thai managers employ to please customer, compete
successfully and achieve organisational obyectives. This chapler elucidates
business policy as a discipline in management. [t presents a framework for
understanding strategic decision making.

Corporate strategy is also diseussed which 1s basweally a growth design of the
firm. It serves as the measure for filling the strategic planning gap. Later wo
learned the concept of dynamics of competitive strategy which involves several
factors from external environment
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* Strategic management refers to the managerial process of forming strategic
vision, setting objectives, crafting a strategy, implementing and executing
strategy. In the chapier, we have also discussed the concept of strategic
decision making and strategic management model. Amongst the various steps
in the strategic management model we emphasized on the vision, mission,
objectives and goals in the chapter

= Later, the three strategic levels in an organisation are explained Managers
formulate and implement strategies at corporate level, business level and
functional level ‘

2.14 REVIEW QUESTIONS

ﬂ i.%mm Jllhﬂ"ﬂ"

L. What is strategy?

2. Explain meaning and the nature of management?
3. What does corporate stratogy ensure?

4. Explain importance of strategic management

5. Explain the basic framework of strategic process.
6. How to develop a stratogic vision?

7. Explain the strategic lovels in organisations




UNIT 3: STRATEGIC MANAGEMENT
IN NON-PROFIT ORGANISATIONS
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Summary
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3.1 LEARNING OBJECTIVES

After studving this chapler, you ghiould be albde in

Understand different categories of non-profit arganikation

Discusi the mission, ohjeetives and goals of non-profit arganisations:

Annlvse the process of strategy formulation and implemtentation of non-profit

Organsaions

Diseuss various populnr strniogins of nom-profit organisabons

Explain the strategic evaluntion and control in non-profit organisations,

Identify the measures (o control the constraimts

\nalvse the noed for environment scanning for formulation of strateg

L

Study the soctat ] and culturnl environmoent i order to find out the business
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*  Analyse the economic environment in order to find out the influence of income
and expenditurs pattern;

*  Discuss the technological environment to find out the appropristeness of the
tochnology;

* Explam the influence of the palitical environment on the business:

*  Discuss the industry analysis in order to find out the growth of the industry.

3.2 INTRODUCTION

Traditionally, studies in steatogic management have dealt with profit makrng
business organisations engaged in manufacturing and/or service They neglected the
non-profit organisations. The basic concepls of strategic management discussed in the
carlier chaptors are applicable to profit and nonsprofit organisations. All OrganIsntnns
formulate the MOST, i.e., Mission, Objectives, Strategies and Tactics. In fact, they
unalyse their environments — internal and external, formulate strategies analyse and
seloct the appropriate steategies, implement the strategies and evaluate and control
the strategies. However, there are distinet differences betweon profit and non-profit
organisntions. .

William F. Glueck dofined the term environmental analysis us, "the process by
which strategists monitor the economic, governmental/logal, market/competitive,
supplierftechnological, geographic and social setting to determing opportunities and
threats to their firms " “Environmental dingnosis consists of manngerial decisions made
by analysing the significance of data (opportunities and theeats) of the environmental
nnalysis”,

3.3 CATEGORIES OF NON-PROFIT OGANISATIONS

Non-profit organisations can be basically classified into two Eroups, viz,
(i) private non-profit organisations, and (i) public non-profit organisations. Significant
differences among profit organisations and non-profit private organisations are
presented in Fig 31

Chwnneship Privite Private

Funding Balos revenus Membership foe, contributions from
public andlor private sourms, sales
of produsts services

Types Single proprictorship, Floated by membeors
partnnrship, corporation

Astivitios Production andiar Eduentional, charituble, soninl servico
Marketing of goods Health sepviee, foundation, eultural
nndfor prrvicos roligious, and reerentiongl

Main abjective Profit mexmisation Serive moaximisabion

Fig. 3.1. Differences between Profit and Non-Profit/Private Organisations



Significant  differences  between  business  and  non-profit  government
orgunisations nre presonted m Fig 3.2
Though, the puble organmsstions like contral government, siste governmenis
and local governments are also included under non-profit orgamsations, typically the
term non-profit includes private non-profit organisations such as hospitals, private
universities, private colleges, recreational societies, ete. Public utilities  like
transportation corporatim, water supply corporations, dairy corporations are in a grey
aren samewhore botwoen profit and non-profit organisations, Non-profit organisations
assumes importance as the society particularly the low-income people depend on these
organisations. Further, they provide services, which cannot be provided by the profit-
making organisations,
1. Types of Non-Profit Organisations: The different types of non-profit
organisations melade:
(1) Private edueational institations ke private universiies. colleges. and schools
(i) Charities
(i) Socinl service orgamsations
(i) Health service organisations like Sri Venkateswara Institute of Medical

SciEnees,
Maen Obypective Profit
Eoonomic Objectives | Profit required No profit required
bankruptey possible bankruptey unliksly
Structure Froquently decontralised | Usnally o centralised bureaueracy
Aseduntable Lo Shnreholdors Roprosantutive of the peogle
Control of Serategy Monagemunt Reprosontatives of the peaple
Scape of Activity Unlimited, no monoply Limited. State monopoly
Mumor Source of Funds | Shareholders, banks, Giovornment Taxation
finnncial companios

Fig. 3.2. Significant Differances between Business and Public (Government) Organisations

{t) Foundations
(i) Cultural orgamsatons.
(r1i) Rebigions organisations like Tirumala-Tirupati Devasthanams and Shirdi Sai
Samsthanams.
(i) Socil organisations.,

Importance of Source Revenue

The sources of revenue is one of the imporiant factors which differentiates the
profit erganisations and non-profit organisations. The profit organisations mainly
diepend upon the revenue of sales of goods and/or services. Their sourves of meome is
the customer who buvs and uses the product andfor servies, and who pays for it when
recoived Profit results when the rovenue s more than the costs of producing and
distributing the product. Profit i the maim measure of the corporntion’s effectiveness.
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The non-profit organisations depends on membership dues, assessments,
donations, funding from sponsor agencies, subseriptions (o the periodicals published
by the arganisations. Thus, revenue for these organisations comes from a variely of
SOUTEES,

Strategic Issues in Non-profit Organisations

Strategic manngement is applicable for both profit-making orgnnisations and
non-profit organisations. Now, wo discuss various issues of strategic managemont
concerning to non-profit organsations, These issues include: formulation of mission,
goals and objectves, environmental analysis. strategy formulation and implementation
and strategie contral '

3.4 MISSION, OBJECTIVES AND GOALS

Even, non-profit organisation should have mission, objectives. and goals

1. Mission: Formulation of well-deflined mission is important to non-profit
organisations 1o have a clear diroction. In fact, the major non-profit erganisntions
formulate mission. According to Peter F. Diracker, “the best non-profits devote a
great deal of thought to defining their arganisation’s mission
The non-profit arganwsations while fonoulating the mission should consider the
questions like: What is our business? Or what are our activities” Who is the
customer”? Or who are our clients? What does our customer (or client) consider
the value? As Hesselbein exploined, “more than any one thing, that made the
difference. Because when you are clear about your mission, corporate goals and
operating oljectives flow from it.”

As an example, the mwsion statement of one non-profit medical mstitute s
“Our mission shall be the promotion of human knowledge within the field of the
basic science= (principally in the field of medical research and medical edueation)
and the effsctive application thereof for the benefit of mankind.”

The mission statement of o management educational mstitute is

The establishment of a full-fledged management mstitute as an wiermational
centre of excellence for education, research and consultaney in all the aress of
management.

2. Objectives and Goals: The non-profit organisations based on their mission
statement, should formulate objectives and goals. But many nen-profit
orgnrisations fail in this regard. Profit arganisabions can easily mensure their
production, sales, turnover, profits, market share, ete. But the non-profit
organisations cannot have such clear goals. The reasons for the absence of clarity
in goals are:

(i} Many goals of the non-profit organisatons are value-laden.
(i) Non-profit goals often mvolve mmportant (rade.offs

(i) Goals may often be deliberately vague, broad and general like. *Frotect our
environment,” “or provide high quahty educaton”.
Gonls in non-profit arganisations are often vague beeause leadership is subject
to frequent changes snd it leads to change in direction
Goals may sometimes not reflect the needs of the organsation s customersiclients
as much as they reflect the wishes of the arganisations financial donors. Some
nap-profit organisations, may not tuen down substantial donations, if the donors



insists that the funds be used for a purpose other than the basie mission of the
orgamisation. In view of these observations, though, it 15 difficult to formulate
gonls compared to that in business firms, non-profit organsations should
formulate goals, Formulntion of objectives and goals will help the organisation
to have a elear direttion.

The nen-profit organisations may formulite objectives and goals by con sidering
the intarests of all the stakeholders. They should bring balance among the
conflicting interests of different stakeholders. The organisations ean define
specific, if not quantifiable objectives and goals. Motheds of detormining cost-
benefit ratios and stondards are essentinl, The standards like expenditure per
client. norms for defining a deserving client may be dotermined. Such standards
act as 0 surrogate performance measurs whon profit figures are not applicable.
The goals of the non-profit health organisation melude:

(1) Community services like health, educational and environmental protection.

(i) A centre for prevention of ill health, community problims,

(iif) Education for the community regardimg health, sanitation, clranliness,
consumersam, ele

(ied Traiing and education of volunteers who will carry out the mission of the
organisation like instructors, medical practitioners, eeligious priosts, ete.

(t) Providing focilities for physicisng, teachers ele

Determining the goals of a temple or church is equally pemplexing. The goal 1o
provide: () worship facilities, () religious education, (i) evangelical effort,
(ir) missionary effort, (1) opportunities for members w fulfill social and psychologicnl
noads. (i) fund rasing for charitable organisations, (ri) contnibuiion (o the
identification and solution of societal problems, (vir) contribution to the develoment
of educationa) and health meilities hke Sri Satva Sai Centreal Trost, (6) revival of the
ruined temples like Triramala Tirupati Devasthanams. Figure 1.9 shows the objectives
and goals of 8 management nstitute.

Objectives: To pursue the stated mission, the Institue sirives (o achiove the
following objectives.

(iy To train young students add the value, develop their competency and
ineuleate professionalism among them in order to prepare appropriate
managers and entrepreneurs for Eritrean economy

(i) To undertake research studies with a view to provide inputs to the policy
makers of the Government, und business, \

(iif) To organize management development and training programmes with o view
to equip practicing managers with latest skills and techniques of
management profession. .

(i1) To organize seminars and conferences in order to disseminate the ndvaneos
managerinl knowledge (0 the procticing managers.

(1) To provide consultaney services with a view to solve the manageral and
operational problems of Eritrean business.

() To undertake any related aetivities to pursue the mission

Strategies: To pursue the above mentioned olbgectives. the following strategics are
formubaied

(1) Strengthening teaching facilinies hke curriculum revision, prepuration of
qualitative course material nnd teaching anls
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(i) Human resource development. It includes the development of junior stafl
through Ph.D), programmes of inkage Universitios.
{ii) Secondment of semior faculty.
(1) Support the library in the process of procurement of books and journals
Goals: Cur goals tiuring the 1997-98 Academic vear are:
(1) Educate the studenis towards their MUBA, degree with concoptual, practical
skills and knowledge.
(i1} Modify the curriculum incorporating the courses relevant to Eritroan

business,

(iet) Carryout the research studies in the areas of
{1y Human Resource Management and
() International marketing

(iv) Provide Tutarial classes for the government offices who are pursuing
certificate course in management of the Open University UK.

i) Provide consulianey servives
{(vi) Organisation of National and Internation] Seminars and Conferences
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(v1r) Conduct Manngement Development and Training Programmoes.

Fig. 3.3. Objectives and Goals of a Management Institute

3.5 STRATEGY FORMULATION AND IMPLEMENTATION

Strategy formulation 18 more or less the same in non-profit organisations
compared to that of profit organisations. In general most of the organisations attempt
to satisfy specific social needs. The strategies of non-profit organisations complement
the strategies and services of governmental agencies. For example, the strategios of
Minzstry of Health, Government of India and the non-profit health organisations
strategies are more or less similar. They include: providing medical and henlth facilities
to the people, development of hospitals and health elinies, development of doctors and
para-medical personnel ete. Some non-profit organisations have the distinet strategies,
However, they are comparable with the corpornte strategies. Fig. 3.4 shows the growth
sirntegies for churches, -

One of the nation's largest churches s Willow-creek Community Church in South
Barrington, illingis. a Chicago suburh, Although the church was founded only in
1974, it now has over thirteen thousand parshioners. [t founder and pastor, Rill
Hybels, adopted the growth strategy. based on business fundamentals. Ho origmally
went door to door asking people why they did not attend church. From this market
research, he began to offer services that catered to the needs of his “customers” For
mstance, he holds full services an Wednesday evenings because some working parenis
prefer to spend Sundays with their children. And for those unable (o attend any of
the services, he providgs his sermons on cassette tapes.

Another huge religious institution following a growth strategy in Houston's Second
Haptist Church. With a Sunday morming attendanee of twelve thousand, ihe church
complex covers 32 acres. In 1984, however, the church was simply geonventional
church on a large plot of land. Its incoming pastor, H Edwin Young, was Faoni e




with the demographscs of the nrea; thousands on young families and single people
new to Houston. He sold his vision of 8 growing church 1o his congregation and
persunded them to pledge over 1 million nesded for new physical facilities while
the ¢hurch borrowed over $26 mallion for sddiional construction costs.

Postor Young dispatehed church members to study office management technigues
at Xerox. and IBM and parking and people skills at Disney World. He vaned religans
services (o fit purticular needs. In addition to the traditonal Sunday morming service

there is 8 Sunday evening servive that eiiters to o mostly singles crowd. and on
Wednesday nighis, separate services are offered, one traditional and one with
religious rock musie

Today, computers regulnte mood bghting during church services; shutile buses bring
late comers in from outlying parking decks: parking attendants empty the churches
numerous parking lots every Sunday in hall an hour; billboards and television ads
invite poople to visit this “Fellowship of Exeitement”, an information desk. s staffed
with cheerful beginning st 6,00 A M. and n restavreant offors two types of menus:
“samis” for those who prefor o low-calone meal and “sinners” for those who desire
awcher food.

Fig. 3.4, Growth Stralegies for Chutches

Sometimes, the strategies of non-profit organisations particularly government
ngencies differ from those of corpurate strategios. One of the important reasons for the
difference 15 the presence of greater political constraints upon their strategie chowes
Muost of the decisions in public organisations are to be approved by the ministers,
parliaments or the legislative assemblies. These bodies politicalise the strategie
decizions by their public visibility i the press, The rules. regulations, procedures and
formalities of pubbic orgamsations complicate the process of strategy formulation.

1. Constraints on Strategic Management: Though. there are some common
features of the srotegic monagement i profit and non-profit orgamsations,
non-profil ergamsations are different from profit-making organisations. There
are a number of charscterstics peeulinr (o the non-profit orgamsations that
constrain thewr behoviour and affect their strategie manasgement Newman and
Wallender list the following five constraming characteristics:

(1) Service is often intangible and hoard to measure. This problem s compounded
by the existence of multiple. service objectives developed m order to satisfy
multiple sponsors

(i) Clhient influence may be wenk. Often the organisation has a local monopaoly,
and payments by customers may be a very small source of funds.
(1) Strong emploves commitment to profession or to o eause may undermane their
allegiance to the organisation emploving them
(i) Resource contributors — notably fund eomtributors and government — may
intrude upon the organigation’s internal management

Stakeholder Constraints on Publie Organisations are shown in Fig. 3.5

In view of these constraints, the strategic management process for any given
situation will be different in a non-profit organisation than in o profit making
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Fig. 3.5. Stakeholder Constraints on Public Organisations

2. Impact of Constraints on Strategy Formulation: The above mentioned
constraints affect the long-range planning and deeision-making. The
complitations nrise in strategy formulation are:

(i) Goal Conflicts Interfere with Rational Planning: Divergent goals and
objectives are likely as the non-profit organisations typically lacks a single
and clear-cut goal. Different nterests of the sponsors may prevent the
management from formulating the goals. The low influence of the clionts
permits the organisation to have diversified values and goals to occur. This
goal conflicting situation intorfore with rational planning of the organisation

(il An Integrated Planning Focus Tends to Shift from Results to
Resources: There is almost no net hottom line as non-profit erganisations
tenid 1o provide services that are bard to measure. Therefore, planning s
coneernsd with the resourer inputs then the serviee onieomes:

(i) Ambiguous Operating Ohjectives Create Opportunities for Internal
Politics and Goal Displacement: The combination of vague objectives and
resource coneern give a room for more sell interest than the organsational
interest. There is a scope (o ignore the cliems as the organisation concentrates
on satisfying the sponsors than the clients. Even the Board of the Trustees
are selected on the basis of thewr ability to mobilise funds rather than
managerinl experience. These factors result in goal displacement and erontion
of politics

{iv) Professionalisation Simplifies Detailing Planning but Adds Rigidity:
The professional employees contribute 1o the detailed planning. But the
svstematee and seentific operations ns applicable w business organisations
are applied by the professionals (o the strategic planning. This adds rigidity.

3. Impact of Constraints on Strategy Implementation: The constraming
charncteristics affeet the organisation structure and job design of the non-profit
arganisation. The complications are:

(i) Decentralisation is Complicated: Decentralisation and delegation of
decigion-makmg suthortty 15 complented due wo the absence of clear cut gonls
and hord to measure outpui Le., serviee, Thorefore, the decision-making 1
centralised. Further, the defensive centralisntion 18 necessary to avoud the
obyections of the sponsors.

(i) Linking Pins for Extemal-Intemal Iul&:rntinn hecome lmpnrunt. As
indicated earlier, the non-profit organisatipns excessively depend upon the
external sources for funds particularly the sponsors, and donors. Some
employees should net as hinking pins between the internal operations and



external sponsors. Some arganisations employ public relations officers or fund
rnisiny officers,

(iii) Job Enrichment and Executive Development: Job enrichment and
executive development may be restramed by professionalism. Employment
of Professionals ot various levels will resteain job enrichment as it is vieweid
as encroachment into the authority of the next higher level professional.

3.6 POPULAR STRATEGIES OF NON-PROFIT
ORGANISATIONS

The general objective of non-profit organisations s (o satisfy an ultimate need
of o segment of n general public. The organisation pxpands its actvities, if the revenue
i« more than the eost. In contrast, the organisations reduces its actvities., il the expenses
are more than (he revenue. Some organisations change their missions m order o attraet
new sponsars and earry out activities different from the existing ones But more
organisations reject such donations and they stick to their missions. Such organisations
impose pressure on their membees (o inerease mombership contributions and enable
the organisations to carry out their activities, successfully. Three popular strategies
are: (1) Strategic pggybacking. (2) inter-organisational linking, and (3) Linkage with
a profit making organisation

1. Strategic Piggybacking: The term stratege pigevbacking is coined by Noilsen.

This term refers to the development of a new activity for the non-profit
arganisations for the purpose of generating funds needed 1o makeup the deficios
in the budget. The new activity is taken up primarily to wuhsidise the primary
serviee activities. Further, the new activity may be somewhat related to the
existing activities even, indirectly. Top management invests an new, safe cash
cows to fund its current eash-hungry stars, question marks and stars, i an
inverted use of portfolio analysis.

Edward Skloot, President of the New York Consulting firm New Ventures

suggests that a non-profit organisation hive e resources hefore begmning a

revenue-earming activity. They are:

(i) Something to sell: The organisation should see whether it can find a markot

for 1ts goods or services

(i) Critical mass of management todent: There must be enough prople available
{0 nuriure and sustain an income venture over the long hould

{iii) Trustee support; Trusiees may actively or pussively resist commercial
involvement, if they do not like earned-income ventures

(iny Entreprencurial attitude: Management must be able to combine an interest
in innovative ideas with business like practicality

() Venture capital: Engaging a joint venture with a business organisation can
provide necossary funds to imitinie the activities s well as marketing and
management support

3. Inter-Orgamisational Linkage: A\ major strategy often employed by non-profit
organisations to inceease their allity to sorve clients efficiently or to acquire
resourees is developing cooperatve ties with other organisations. Nuon-profit
hospitals incrensingly use this strategy as a way 10 cope up with raiging cosis or
declining revenues Through the co-operation with other hospitals, services can
be purchased and provided more efficiently than if done alone
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3. Linkage with a Profit-Making Organisation: The strategy of dieveloping »
linkage with a profit making organisation is an effective one as it solves the
problems of shortage of funds, marketing of services and management of non-
profit organisations. This strategy is more popular in educational institutions
in India. Educational institutions, particularly busimess schools adapt this
stratogy. They get funds, manpower like guest leetures, employment for their
graduates ete. This strategy solves the problem of funds throughout the life
time (or at least until the financial position of the profit making organisation is
sound) of the non-profit organisation.

3.7 STRATEGIC EVALUATION AND CONTROL

Strategic evaluation and control is rather very difficult as the objectives and
goaly are unclear. For example, the efficiency of hospitals can be mensured in a number
of ways They are:

() number of patients treated

(1) number of patients cured

(1if) number of medical doctors

(i) number of total staff

(v) number of beds, ete, These controls may not be effective without formulating
goals clearly.

Similarly the efficiency of educational institutions can alse be measured in o
number of ways. They are:

i) number of und level of courses the institutions is offering,

(18) number of and level of staff

(1i1) number of students registered :

{ir) number of students successfully completing their courses EVery year

(v) number of students getting placements, ete. These standards are also not
effective unless the goals are clearly stated.

Obvigusly, control is more difficult, when goals are not clear or when goanls are

conflicting. Some non-profit organisations have literally no gonls.

However, the strategies of non-profit organisations may be evaluated in one
aspect. This appronch to evaluation in the absenee of quantifinble objectives, is being
cost-aware and concentrating upon making the operation efficient, i.e., to achisve the
sume output with less input. However, if the organisation does not have objectives/
gonls, the importance of 4 budget-based arganisation is determined by the size of its
stall and the size of its budget,

1. Impact of the Constraints on Evaluation and Control: There are two
problems caused by the constraints discussod earlier. They are.

(i) Rewards and Penalties have Little or no Relation to Performance:
When the objectives and goals are unclesr or conflicting, the results expeeted
nre vague. Under such situntions, judgement about perform ance is subjective.
Performance is judged either intuitively or on the basis of these small aspects
of a job that can be mensured. Therefore. the rewsards and punishments have
little or no relation to performance.

(ii) Control the Inputs Heavily Rather than Output: The non-profit
organisations may control the in puts heavily rather than out put, as inputs
can be measured than output as stated earlier. Therefore, more emphasis
may be lmd on controlling costs and expenses.




3.8 MEASURES TO CONTROL THE CONSTRAINTS

The non-protli organisation can deal with the complications ansing from the
constraints (o some extent through the lollowimng measures
(i) Select a Dynamic and Forceful Leader: The leader should be selectod
baged on values to be used in decwion-making, enough power to make
important choices. be influential 1o make the others to accept hisher decisions
The leader can formulste appropriate mission, objectives and goals and rase
to npproach that the decisions are pushed from top to the down Therefore.
the lower livel managers should adapt the approaches of ‘play it aafe. "nwnit
the guidance’. sle
(i) Develop a Mystique: The non-profit organsation mtegrated toward efficient
goal secomphshment by developing o 'mystique’ that dominates the enterprise
and sttrsets the likely sponsors, The shared value about the important mission
by the employees and sponsors can serve to motvate unusually high
performance und client satisfaction, Onee established. the mystique sets the
character and values to decision-makevs and others pre expected to follow

(i) Generate Rules and Regulations: The non-profit ongansations suffer from
the absence of obyectives and goals and concentrating on the sponsors rather

than elients. Hence, the top mansgement should formulate rules and |

regulations so that the employees will pay enough atiention towards the
chients
(iv) Appointment of a Strong Board: Appomtment of o strong board of trusiees
will help the organisation in funds raring. fazmulation of mission and
objectives. Then the emplovees ean concentrate on the chents. The board can
concentrate on steategic issues o8 well ns on the operational issues like hiring,
directing and developing the budgot
{v) Establishment of Performance-based Budgets: Estabhishment of
performance-based budgets is the ifth approach in dealing with complications
aof non=profit organisations. This approsch & to institute an mlormation system
that ties measurable objectives to budget line items. One such system is
plonning. programming and budgetmg system. It includes five stepe
() Specily objectives as clearly ns possible in quaniitative measurable torms.
i) Analyse the actual output of the non-profit orgamsation i terms of the
stated obyectives,
{r) Measure the eosi of the particular programme.
() Analyse the aliernotives and search for those that have the greatesi
effectivoness in achieving the olyectives
{¢) Establish the process in a systematic way, =o that it continues to oecur

WEr Lime
Business Environmental Factors

Business eovironmental faetors are broadly divided into external environmental
fuctors and internal environmental factors. Extornal environmenial factors that affect
the business inelude Sosal and Cultural fictors (8), Technological factors (1), Economic
factors (E). PolitiealGovernmental factors (), Internationsl factors (1) and Noturnal
factars (N) (STEPIN). Internal environmental factors mfluenceaffect the business from
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within. They include: human resource management, trade unions, organisation
structure, financial management, marketing management, production mansgement,
muanagement/loadership styles. ote

External environmental factors are further divided into miero external factors
and maero external environmental factors. - Miero external environmental factors
nelude: competitors, customers, market intermediaries, suppliers of raw materials,
bankers and other suppliers of finance, shareholders, and other stakeholders of the
business firm.

|mmt€m]
1

Extemal Mg Emdronmuent Exiarmnal Macm
ALL STAKEHOLDERS Environmaent
[ | | | : I | I
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Financial Raw Materials
Institutians. & othar Inputs
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I | I | | I |
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Cultural Faciors Faclors Factors Facios Faciors
Factors (this s in-taull)
Fig. 3.8. Business Environment

External macro environmental factors include; social and ewltural factors,
technological factors, economic factors. political and governmental factors, international
factors and natural factors. In recent times environmental protection has received
greater attention in order to protect people. animals, plants and (o maintain scological
balance. The analysis of internal envieonmental factors indicates the steengths and
weaknesses of the business firm while the analysis of micro external and macro external
environmental fsctors indicate the opportumities privided by the environment to the
business. The strengths, weaknesses, opporturiities and threats (SWOT) analysis helps
to formulate strategies for the business firm

Strategic Management and Environmental Analysis

Strategic management involves three levels of analysis, viz, the organisation's
macro epvironment/general environment, the industry in which the organisation
operates. and the organisation itsell. We will discuss the first two levels in this chapter
and the third level in the nest chapter. Every company operatos within a complex
network of external environmental forces both international and national



Need for Environmental Analysis and Diagnosis

Environmental analysis is the procoss by which steategisis monitor the
enyirommental factors to determine opportunities for and threats to their firms. Analysis
also involves studying each factor minutely to find its nature, function and relationship.
Strategic manager essentinlly searches for opportunities and threats, their sources
and their impact on the business. Environmental diagnosis consists of managerial
decisions made by assessing the significance of the data (opportunities and threats) of
the environmental nnalysis, A strategist examines the relationship between the
pompany s steategy and the environment. Then, he/she forecasts the future environment
and compares the strategy with the future envirenment. If there are gaps, hifshe
reformulntes the steategy alter revising the business mission and objectives. Otherwise,
hisshe will continue with the present steategy as presented in Fig 3.7

—Gwm
Eaternal
Envionmental | | Develop new opponunties
Analyss and cosmact cument threats
'DM &
= Threats h '
N\
Vinion Rarvine Mission, ' Stratogc
™ i
» Misson objectives and goals, | m - . sm.r Altematves
» Objectives il necosaary - ! nnd Chosca
Im 1
! Corporats level strtegy
i +
Cuirrant : Giobal strategy
Anstysis mﬂlwm Busmoss unit sirnieges
« Sirengths WHARMAART it
* Weaknesses Funcbional strategies
¥
| Siratagy Implementation |
v
[ Strutegy Revew and Cantrol |

Fig. 3.7, Strategic management process
Systematic environmental analysis and dingnosis are necessary due to the
following reasons:
(i) Environmental factors are prime influences of strategy change
(i) They help to determine what factors in the environment present threats to
the organisation s present strategy and objective necomplishments,
(iii) Environmental analysiz and diagnosis provide the time o the strategist 10
forecast opportunities and (o plan to respond aptly to these opportunitics
(it) Environmental analysis and diagnosis help steategists develop an carly
warning system to prevent threats (o develop strategies whith can convert a
threat into an opportunity
{t) They help to determine what factors in the environment present opportunities
for optimal utilisation of resources and achievement of obpectives viToetively,
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Buvimess Policy (vi) Thoy also help i identifving the inherent risks involved in utilising the

and Strutegy opportunities as, normally, risks are involved in any opportunity.
(rid) They help the managers to achieve the organisational ohjectives effectively
than other organisations.
NOTES (v41i) Systematie analysis and dingnosis enables the managers to prediet the future

and to have enough time for other sctivities. This minimises the time pressure
aof the managers on the unanticipated vvents.

Thus, these reasons clearly state that environmental analysis and diagnosis
are easential for effective stratogic management. The external, environment consists
of international environment and genereal (national) environment, Now. we discuss.
the international environment

3.9 INTERNATIONAL ENVIRONMENT -

Kenichi Ohmae attempts to show that two major phenomena of the 1990s hive
highlighted forces at work that are knocking down borders, croating as it were, a truly
global market place with its ngenis governed by pure self-interest and not idealogy or
culture. Now, a theory of eross-border affinitios. of annlyses that try to demalish the
reality of nation-siates has emerged.

Trend Towards Globalisation

The trend towards mternationalisation and globalisation has emerged around
the world. Consequently, the concept of global village has emerged. Nations have ovolved
economic policies around self-reliance and export-oriented business development. In
other words, the economies have been tending towards development of thoir
competences and strengths in certain areas of production of goods and rendering
services, Thus, they plan to be self-reliant. Then, the cconomies find the Opporiunities
to develop export-oriented business. Further, the economies opened their business to
the rest of the globe. These changes have also been taking places in the erstwhile
Socialistic/ Communist countries. Thus, the business in different countries has become
husiness in o global village. These factors resultod in the close and direct impact of
international environment on the national business firms.

Nature of Globalisation: Globalisation refers to the process of integration of
the world mnto one huge market. This type of unification calls for removal of all trade
harriers among economics. At the organisational level, globalisation means () the
organiation commits itsell heavily with several manufaciuring loeations around the
world and offers products andior sorvices in several countries and (1) ability to compote
in domestic markets with foreign competitors.

Amulunational company (MNC) or a transnational company (TNC) operates in
more than one country, gmns production, technology., marketing, finsncial. human
resources and R&D advantages — in its costs and reputation over the domestic
competitors

Why do Companies go Global?

Companies go global due to the fo Uowing retisons:
F () Rapid shrinking of time and distance across the globe owing to the significant
| development of transportation and teleeommunieation facilities
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(i) Inadequacy of and low purchasing ability in the domestic markets.
(i) The short span of product life-cyele in the domestic market.

(it} To have diversified portfolio of markets.

(1) To secure reliable and cheap mputs like raw material, finance and human

TRROUTTRS,
(11} Due to politieal stability in some countries and political disturbances in other
countries g
{r11) To reduce high transportation costs L

(i1t} To set up plants close to the raw material
Stages of Globalisation: There are four stages of globalisation. Companies at
the first stage of globalisation have only passive dealings with foreign individuals and
organisations. In the second stage, companios deal directly with their oversgas interests,
In the third stage. a company = international interesis shape it= overall make-up in an
important way. In the final stage, the company sees its activities as essentially
multinational as opposed to domestic,

Impact of International Environment on Domestic Business

Global environment consists of international political environment. pohicies of
various governments, level of technology, social and cultural factors, level of sconomie
development of different countries, level ol industrial development, ¢te. has its impact
on the business organisations of the domestic country. The impact 15 discussed
hereunder.

(i) Configuring anywhere in the world: An MNC can choose the location of
its plants or business units in different couniries on the basis of availabahity
of raw material. consumer markets, availability of cheap labour, etc. Thus,
an MNC compoetes with the domestic company for inputs as well as selling
the outpul.

(i) Interlinked and interdependent economies: Feonomie policy of most of
the nations is to develop the countries through inter-linkage and
interdependence. Therefore, domestic industries also develop inter-hinkage
and interdependency with the foreign companies.

(iii) Minimisation of trade and tariff barriers: The recent trend towards
globalisation in most of the nations in the world resulied in mimmisation of
trade and tariff barriers. Consequently. the protection provided to the home
industry has been withdrawn. Therefore. the domestic industry is alfected by
the quality, price and conveniénce of the foregn products and services,

(iv) Effect on related industries and ancillary units; Globalisation may render
many companies sick and defunct. This effect is more in case of ancillary
industrial units and small seale industrial units compared to large seale
industrint units. Globalsation of Indian economy m 19491 affected badly many
ancillary mdustrial unis,

(1) Infrastructural resources and inputs at international prices: The pnces
of infrastructural resources like banking, transportation and
telecommunications and inputs like raw materials and human resources
adjust at international prices. In other words, prices of these factors, which
wore lower before globalisntion would incrense due to ineresse in demand for
the same,
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(vi) Increasing trend towards privatisation: Governments in many countries
recently started withdrawing their capital from public sector industrial units
and/or privatising these units aftor globalisation

(vi1) Entrepreneur and his unit have a central economie role: The trend of
shifting the business from the bureaucrat to the entreprencur has started
consequint upon globalisation of business.

(viir) Mobility of skilled resources: The traditional factors of production viz,
land, labour, capital and organisation are no mare immaobile. Globalisation
has resulted in the inflow of these factors into the potential developing
couniries.

(ix) Market side efficiency: Integration of global markets implies that costs.
quality, processing time and terms of business become dommant compotitive
drivers .

(x) Formation of regional blocks: A linal corollary 1o globalisation is the
formution of trade blocks like North American Froe Trade Area (USA, Canada
and Mexico), European Eeonomie Community and South Asian Preferontial
Trading Agreements. These regional blocks provide the opportunities to the
business from within and ereates threats (o the business [rom other areas.

Now, we shall diseuss the maero internal snvironmental factor, We start our

discussion with social and cultural fnctors.

3.10 SOCIAL AND CULTURAL FACTORS

Social and cultural factors in various countries of the globe affect business. These
factors include attitude of the people W work, attitude to wealth, family, marrisge,
religion, eduention, ethics, human relations, socinl responsibilities, ete.

Cuiltural Attitude and Business

Dressing habits, iving styles, eating habits and other consumption patterns,
prionity of needs are dictated/influenced by culture of the land Some Chinese and
most of the Indians do not consume beef Thailand Chinese believe that consumption
of beef is improper and Indian (particularly Hindus) believe that eating beef is a sin as
they believe cow is sacred (Kamadhenu). The eating habits vary widely. Chinese eat
fish stomachs and bird's nest soup, Japanese eat uncooked sea food, Iragis eat dried,
salted locusts and snakes while drinking The French eat snails, Americans and
Furopeans eat mostly non-vegetanan food. Indian eat mostly vegetarian food. [t was
surprising to the rest of the world 1o know that there were pure vegetarians in India.
However, the foreign culture regarding food has been adapted very openly. Indian
food items like Chapati, Masala doso and Hyderabadi biryani have become populir in
Europe and the USA whereas pizzas have become popular in India.




Ln.fnm‘ the culture around the world has been evolving as global culture.

Chicken tikks masala may be ruling the roost in Britam, but in curry eountry -
India - pizzas are the Mavour of the month. Take. for example, Noelam Mehta
Whenever she hears the question “What's for dinner. mum?” after she comes home
from her Delhi office. her answer is often the same: " Pizzn” “IUs the vasiest thing to
do. Just pick-up the phone and order. T don't have Lo swent it outin the kitchen at
the end of the day,” said Mehta. an Indian exporter with two teenage sons Ever
sinee Indis threw open its economic doors in the early 1990, a host of global pizaa
chains meluding Pizga Hut, run by Yum! Bronds Inc.. and Domino's Pizza have
boen fighting for a shee of the country’'s growing pizza market

Behavioural Factors Affecting Business

Cultural factors mfluence human behaviour. Cultural differente in various
countries result in variation in human behaviour, consumer behaviour and behaviour
of other stakeholders Variation m behaviour can be ascertained through the social
stratification of o country. Business should consider the behavioural patterns of social
groups in hiring, marketing and m selecting suppliers of mputs and market
intermediaries  Behavioural ‘patterns ean be studied based on ascribed group
membership and sequired group memberships, Aseribod group membership is based
on genders, age. family, coste, community, ethnic, rocinl and nation of origin. Aequired
group membership 1= based on religion. politieal affilintion, professonal and social
associntions. These memborships influence human behaviour of a socwty

Behaviour based on Group Membership

Cortan socisties like USA reward people based on performance while other
speieties like Malavsia rewned people based on sthnie group in addition to performance.
Attitude towards fomale eoployment vary from country 1o country. Egalitarian societies
do not diseriminnte employment of people based on sex whereas Aralnan countries
disconirage females from seeking employment. Family membership is paramount rathoer
than individunl's schievements or traits — in cortain societies like India, China and
Soaihern Tialy.

Impact of Culture on Consumer Behaviour

Culture influences the behaviour of the consumer though valid genoralisations
have not yet been developed. Montrose, Sommers and Jerame Kernin have made a
beginnimg in this direction, They identify the value onentations that underline market
behaviour as falling in six categories:

(1) Egaliturian or elitist, (2) prone to lay stress on pecomplishment or on mherited
attributes; (1) expectod material or non-material rewards; (4) evaluating mdividuals
or products in terms of objective norms or of subjoctive stnndards; (5) focused on the
distinctiveness of the parts (intensivoness). and (6) oriented towards personal rather
than townrd group's gain. The U8 eonsumer tends 10 have the attributes deseribed
by the first term in each pair. British attitudes tend to fall on the opposite side. A
number of examples illustrate the significance of theso differences,

“When performance orentation is coupled with o predispesition (o b mtensive
~ ie.. to perceive many separate and distinet needs 1o be acted upon ns well as a

Strtegre \famagement in
N omp-prosfif (Irguamisations

NOTES

Self-Loaring Mareral 67



Husiness Policy

68 Self-Learning Material

variely of ways in which these needs can be served — the probability of accepting new
contingencies s real is greater than when an extensive value orientation prevails,
Americans see more separate and distinet activities plus more separate and distinet
products which ean be used in their performance than do Canadians, Australians or
Britons. Such a diposition supports their market for gadgets, the great array of
household appliances accessories.

i e =
1 i i bt o = o = e e e e e

A medium-sized Swedish angineering company manufnctured fire-fighting
equipment, but was jncurring losses. In 1983 a new marketing director was
appointed. After four years of work. turnover rose from £3 million to £10 billion and
profitahility was restored, mainly on the hasis of o complete reapprampl of markets
and marketing policy.

The marketing director found that the company had been dealing with about 100
country markets, but many produced orders anly in small quantities, and these too
intermittently. In total, the orders were a surprisingly small proportion of the
turnover, but were just as costly and time-consuming to service as arders from the
lnrger, steadior markets,

A careful process of selection showed that if the company concentrated more
extensively on 50 markets, its chanees of progress would improve, and of these 50,
some 10 which looked the most promising were selocted for constant and nereasing
attention; for example, visits were planned with inereasing frequency. The company
found that this core of key markets provided an almost ideal ratio, breause only five
or six countries accountod for 75 per cont of teade. A contraction of business in those
few conntries could prove very harmful Recognising important national differences
amang the 10 key markets, with local issues and customer contracts, by reducing
the total number of markets. but retaining these with significant trade, the company
improved its profit performance.

Ageing Populations

Population ageing is constituted by a shift in the distribution of a country's
population towards greater ages. An increase in the population’s mean or median uge,
means a decline in the fraction of the population composed of children, or a rise in the
fraction of elderly prople.

Ageing population has seen an inerease in many advanced countries as wall as
n some developing countries where advanced modical and health facilities are availablo.
In addition, the babyboom generation (people born in the 20-vear period after World
War IT) in some countries like USA, UK and Australia continues to age. Added o this,
the reduced birth rutes in advaneced countries and some developing countries like Indin
and China has contributed to the ageing populaiion,

Population ageing s u highly generalised process: it is most advanced in the
maost highly developed countries. Among the countries currently classified by the United
Nations as more developed (with a population of 1.2 billion in 2005). the median age of
the population rose from 29.0 years in 1950 to 37.3 in 2000 and it is estimated (o rise
10 45.5 by 2060, The corresponding figures for the world as 5 whole were 299 years for
1950, 26.8 for 2000 and 37.8 for 2050. Japan is one of fastest ageing countries in the
world. There will be 9.3 peaple under the age of 20 for every person older than 65 by
2025. The ageing population would result in inereased domand for medical care,
pharmaceutical products and social security and decling in the demand for existing
products like motor cycles, luxury cars and luxurious white goods.
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Ineresse in career orientation of women particularly after globlisation has
provided wider opportunities for fost foods and ready-made food industry, white goods,
luxurious housing, automobile and the like. This trend is significant in India, China, NOTES

Mulavsin and Middle-Knst counines,

Demographic factors such as
o population size and distribution
« aee distribution
e education levels
s income levels

e ethnie origins

e riligmous sffilintions

e gender distribution
Avttudes wowards

» materialism, copitalism, free entorprise  ©

o individualism, role of family, role of government, collectivism

s role of church and religion

*  CONSEMETSm

s environmentali=sm

e importance of work, pride of pecomplishment
Cultural structures including: ;

o diet and nutrition

s housing conditions

&  ibressing habis

o work habits and work-culture

o punetunlity

3.11 TECHNOLOGICAL ENVIRONMENT

Technological changes enabled business 1o take up the shape of transnational
business through the concept of global business, Intemational business, n fact, gamned
signifiennee due to the amaang advancements in technology.

Tochnological environment has significant nnd direct mfluence on business in
genoral and internatwnal business in particular. Technology is application of
knowledge J K Galbraih dofines technology as “a systematic application of scientific
ar other organised knowledge to particular tasks ™ Technology advaneed phenomenally
during the past 50 vours

Tochnology changes are taking place at a faster rate. In fact, it brings changes
in the society, economy and politics. Technology affects all walks of life, all countries
and the entire globo As stnted by Alvin Toffler, “Technology feeds on itsell. Technology
makes more technology possible ” Thus, technology is self-reinforcing. Technology brings
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the globe eloser. Technology Mows from the advanced countries to the developing world
through the multinational corporations (MNCs), joint ventures, technological alliances,
licensing and franchising.

Influence of Technology

Technology influences the way we live, we cook (sleetrie rice cooker), we drink
water (filtered and mineral water), communicate (telephone, fax, e-mail,
videoconferencing, e-mail chatting, ete ), prepare for a class or u case, design or read a
newspaper through the Internet, get marriage alliances (through the Internet),
{(computer aided), produce. sells (e-commerce), satellite networks electronic fund
transfers, lasers fibre optics, unmanned factories, miracle drugs, new diagnostic
methods, new studies i technology like eye scanning for the password and using the
remote for car will be changing our lives

Technology and International Competition

Nations develop economically when they translate seience into useful technology
and in turn ereate wealth from innovations. Innovation s the useful adaptation of
science or knowledge including invention of new products or processes. Invention is
creation of entirely new things. A few companies or people invent but MANY companies
adapt scientific knowledge to generate wealth by application and commorcialisation.

Major inventions or discoveries do not remain private property for longer period.
The inventions or mnovation process and global competitiveness are two determinants
of a nation's wealth. Japan concentrates on process innovation in automobiles. stesl.
telocommunieation and microeleetronics. Germany concentrates on innovations in
chemicals, pharmacouticals, automotive enginesring, medical instruments and machine
tools. Italy concentrates on innovations in textiles and leathers.

Scanning of Technological Environment

The level of technology i not the same in all the countries. Advanced countries
enjoy the fruats of the latest technology while the developing nations face the
consequences of shaolete or outdated technology. Therefore, MNCs have to undorstand
technology, analyse it before entering the foreign markets, MNCs have to procure
technological environmental information regarding:

The level of technology of the industry in the home country.
The level of technology of the industry in the proposed host country
Compatibility of the home eountry’s technology with the host country's
technology

*  Itechnology i not compatible, then select the appropriate technology for the
host country. if possible. If not. select the host country’s technology that suits
the home country's technology.

*  Study the compatibility of the technology to the culiure of the host pountry
including tastes and preferences of the host country’s customers.
Study the host country’s Government policies regarding technology transfer,
Study the modes of technology transfer like joint ventures, technological

" allinnees, ote

*  Study the impaet of technology on the envirenment of the home country

meluding the laws pertaining to environmental pollution.



Technology and Globalisation

The Indusirial Revolution resulted in large-scale production. The recent
technological revolution took it further to the production of high quality products at
lower costs. This foreed the domestic companies to enter formgn countries in order 1o
find markets for their products. Thus, technaology is one of the mportant causes for
global=aton.

information Technology and Globalisation

As indicated earlier, information technology redefined the globul business
through developments like Internet, websites, e-mail, cyberspace, information super
highways, Computer Aided Design (CAD), Computer Aidod Production (CAFP) and online
ransactions brought significant development in the global business. These fcilities,
sevording to M J. Xavier, help the global companies in:

s Reducing the size of inventories

s Reducing delivery time

o Reducing unproductive waiting time

s Keducing the meidents of stock-outs and lost sales

s Responding to market changes st o {nster rate

e Reducing rush orders

o Cutting down over production

o Redurimg unnecessary movements of forwarding and back-tracking
»  Reducing paper work and wasteful processes

e Planning production levels accurately

e Reducmg/avaiding physical movement of emplovees, suppliers and customers.

MNCs have to understand and analvse more of seoncmic environment of the
fureign countries for strategy formulation,

Honee, we now disouss the eeonomic environmenial factors of the global countries
IN SUMMARY THE FOLLOWING TECHNOLOGICAL
FACTORS NEED TO BE ASSESSED

o Efficiency of infrastructure, ineluding: roads, ports. airports. rolling stock.
hospitals, education, healthoare, communieation, ele.

o  Industral productivioy

e  New manufacturing processes

e New products and services of competitors

+  New produets and services of supply cham partners
« Any new technology that could impact the company
s (Cost and aceessibility of electrical power

3.12 ECONOMIC ENVIRONMENT

The sconomic environment of various countries directly influences nternational
business. In ficl. international ceonomie environment and global business interact
with each other. Global economy has undorgone a sen change dunng the last 50 years
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The change revolutionary has been after 1990, The results of these changes are
emergence of global markets, ostablishment of World Trade Organisation. emergence
of global business houses and global ompetitors rather than loea) competitors.

Economic Systems

Economic systems is an organisation of mstitutions established to satisfy human
needs/wants. There are three types of economie systems, vie, Capitalism, Communism
and mixed. Economic systoms are based on resource alloeation in the system. They are
muarket allocation in case of capitalistic, command/central allocation in case of
communist and mixed allocations in case of the (Key questions to scan technologicn
environment are given below.

Key Questions of Technological Environment

*  What are the technologies within the corporation?

*  Which technologies are utilised in the firm's business? Produets? Components
and Parts?

* How critreal i= each technology to each of these producis and business?

¢  Which of these technologies are shared among different products and
businesses”

¢ Which technologies are eontained in purchased parts and materials?

s Which of these external technologies might become critical and why ? Will
they remain available outside the firm?

e  What was the evolution of these technologies over time? In which companies
were these technological changes initinted?

s What is the likely evolution of these technologies in the future?

«  What have been the firm's investments in critical teehnologies over time?

o What were the investments and investment patterns of s leading
technological competitors? Historical? Planned?

¢ What has been the investment i the product and in the process side of these
technologies? For the firm and for its competitors? Design? Production?
Implementation and serviee?

¢ What is the subjective ranking of different firms in each of these technologies?

¢«  What are the firm's business and producis?

o What is the cost and value-added utruﬂurr of these parts, components,
products, and buginesses?

*  What has been the historieal. finanvial and stratogic performance of the
business, and what are the implications of these trends? Interms of cash
generation and samings charncteristics? lovestment reguirements? Growth?
Market position and market share?

s  What are the applications of the firm's technologies?

* In which technologies applications does the firm currently participate and
why? In which does the firm not participate and why?




e  How attractive s each of these applications as an iovestment gpportunity in
terms of its market growth, its potentinl for profit Improvement and/or its
poteniial for incressing technological leadorship?

— Underlying growth characteristics?
— Evolution of customer needs and requirements?
— Current and emorging market segmonts; segment growth rates?
— Competitive positioning nnd likely strategies of key compotitors?
*  How eritical are the firm's technologies to esch of these applieations?
o What other technologies are eritical 1o the external applications?
* How do the technologies differ in cach of these applications?
s What other technologies are eritical to the external applications?
¢ What are the competing technologies in each application? What are the
determinants of substitution dynnmics?
*  What is and will be the degree of technological change in each of thess
technologies?
*  What are the applications that the fem should consider entenng? .
o What should be the priorites of technologieal resource imvesomaent?
»  What technologieal resources are required for the firm (o achiove itk current
business objectives” '
= What should be the level and rate of corporate technology investments?
*  Which technological mvestments should be curtaled or eliminated?
What addivonal technologies will be required in order to schiove the current
corporate business objectives?
s What are the impheatuons of technologies and business porifolios for corporate
strutegy?

Mixed economuc system. In fact, there are no example of pure Capitalistic or
Communist economics. All actual svatems are mixed economic systems of vaned degrees
of market allocntions and command allocations

Capitalistic Economic System: Under this system, customer allocates
resources. Customers  choiee for product/services decide what will be produced by
whom. This economie system provides for economie demoeracy, thus giving the
customer, his choice for producteservices.

Mixed Economic System: Under this economic svstem, major factors of
production and distribunion are owned, managed and controlled by the state. The
purpose 1= to provide the benefits to the publie sector, agrarian reforms, control over
private wealth, regulation of private investment! and nationnl sell-relinnes

The trend that 15 tnking place in the globe today is the move towards
privatisation, Le, move towards market allocation. U K France, Holland and India,
for example, have reduced their command sector after 1K)

Communistic Economic Svstem: In this econome systom. private property
and property rights (o income are abolished The State owns all the factors of production
and distribution. [t provides less seope for foreign mvestment and business.

Strategic Manayemens in
Now- prrvnfit gt ffoms

NOTES

Self-Laaarming Matvwrial T3



T4

Banimess Poliey
and Sirmegy

NOTES

Salf-Loarming Mapenal

After o lmg negoiiatons hﬂwean MeDonald's and blmrt -:ﬂﬁc'mh the furmer entered
Russian market in 1990, Moscow city council was o partner of MeDonald's in the
Russian Joint Venture. Bui MeDonald's faced severe shortages in supply of bailding
materials to build the restaurant as these requirements were not ncloded in the
central plan: The company was not provided with sulficient supply of whest Bour,
sugnr, mustard either due (o non<inelusion in the central plan or due to inability of

 Soviet manufacturers (o deviate from their standard ouiput or due o the strict
control that Sovier manufacturers should sell 1o the Soviel companies, Another
problem was that certain products like weoborg lottuee, pickled cucumbers and the

Russet Burbank potatoes used for MeDonald's French fries were not produced or
consumed in Russia. MeDonald s educated Soviet farmers and cattle ranchers on
how to grow and ruse the products it needed.

MeDonald's did not face any problem in respect to employees and costomers and
advertising. Russian television covered the event: it became almost impossible o
accommodate the customors for the frst time in January 1990 even though the
Moscow's restaurant was biggest in the world. Customers favoured it though it was
five times costlier than the normal local meal. Despite the erisis in 1998, MeDonald's
grew in Russin and had 73 stores by the end of 2001 McDonald s success in Hussin
enabled it 1o enter China and also become suceessful there

Countries Classified by Income

The World Bank categorised veonomies into one of the following groups according
to the per enpita gross national income in 1989,

Low Income countries IS4 755 or less

Lower Muddle Income countries USS 756 to US$ 2,995

Upper Middle Income countries LSS 2086 to USS 9,265
“Higher Income countres LSS 9,266 or more

Macroeconomic Issues Affecting Business Decisions

Various macroeconomic issues like sconomic growth. inflation, balanee of
paymenti= nnd transibion to market economics affect business decisions

1. Economic Growth: The high ceonomic growth rate of the countries lift the
quality of life of therr eitazens in additson to providing an opportunity of expanding
market share to international business firms. The stagnation or decline in
economie growth of countries result in intense competition nmong the companies
to retamn their market share andfor to inerease their market shares. The
stagnation in global economy 2000 and 2002 led to aggressive competition
among the mternational business firms
Managers of the multinational companies are interested in knowing the future
oconomic growth rates of various countries i order to select the markets either
to enter or coneentrade o o commit more resourees W the market. According 1o
the Organsation of Economie Cooperation and Development (OECD), global
eeonomic recession in 2001 was highest i the lnse 20 years and European Union
started rocovering after this reecssion al a faster rate than that of Japan.
However, China and India recorded continuous growth rates of around 7 per
eont and G per cont respoctively. Manager of multindtionnl eompanies should
know the growth rates of different eountries on o continuous basi= in order o
avert the possible fuilures and enhance their market shares.



1.

Inflation: Inflation is another important fctor that alfects the market share
of international business firms, Inflation affects rates, as the demand for money
is high due to hagher prices. Banks increase mierest rales in order to attract
deposits and governments rmse interest rates with  view to combat mflation

Inflation alko affects exchange rate of the domestic currency in terms of various
foreign currencies. Inflation weakens the domestic currency and thereby makes
wxports denr and imports cheap

Inflation forees people to spend their meomes immediately as happened in Brozl
in the early 1990 when the nflation was rismg at the rate of 1 per cent per day

High inflation affects exporting firms atlversely and importing firms favourably.
The rate of inflation has been declining since 1990, It came down from 4 per
cent in enrly 1990s to 2.5 per cont in 2000 n advanced countries. International
business managers have to continuously monitor inflation rates m order to
manage cash flows in such a way that the adverse affects of inflation are kept at
a minimum s managed by Pizea Hut in Brazil during 1550«

Balance of payments: Halance of payments position of & country is an outeomse
af intevnational business and also affect the future of the international business
Export and import trade n goods and services affocts current secount position
and flow of eapital affects the capital account pogition. Excessve impaort of goods,
services and capital over exports result in negative balanee of paymenis,
Continuous nogative balance of payments will lead to currency instabality nnd
control over imports and meentives to boost exports

Exesssive imports over exports also lead to external debt from foreign countries
and internationsl financinl agencies. Heavily indobted countries in the waorld
are Brazil (3238 0 bilhon), Mexico (8 150.3 bilhon), China (3149 8 ballion),
Argentina (3 146.2 llion) and Indonesia (5150 3 billion). Most of these countries
have GDE higher than the external debt. Many African countries hove external
debt in exeess of GDP. Many foreign mvestors pumped money into Argenting as
the currency was pegged to U8, dollar even when thie SCONOMY WS 1N FECESEI0n
in 1996 Argenting kept spending heavily and this rosultied in Argenting s defanl
to the tune of US $155 billion i external debt — the largest defeult by any
country in history.

Managers of multinational companies should monitor the balance pavments
positions of the countries where they operate n order 1o take preventive measures
rather than becoming & part of the debt trap or its ndverse effects as happened
in the Asian crisis

Economic Transition: Many former Communist/eommanid seonomies and
mixed eeonomies are undergoing transition to market sconomaes due 1o the

failure of central planning and public sector to generate pemmomie development,

The collapse of the former USSR and the breaking of Berlin wall and foreign
exchange crists in Indin in 1991 and opening up of China townrds oxtensive
international trade paved the way for incroased globalsation of business. This
process enhanced the nterest of the multinational companies m carrying oul
business i many parts of the werld and conversion of many natonal companies
in various countries into multinational companies.

Feonomie Transition includes

Liberalising economic setivities, prices and market operntions nlong with
reallocating resourees to their most efficient use.

o  Dspensing with licensang system and regulated markeis

Developing indirect. market-oriented instruments for macro-economic
stabilisation
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¢ Arhieving effective enterprise management and sconomic efficiency usunlly
through privatistion

¢ Imposing hard budget constramts which provide incentive to improve
efficiency .

*  Creation and establishment of institutional legal frumework to MCUTE Property
rights, the rule of law and transparent market entry regulations.

As mdicated earlier. many eountries iitiated transformation from different
economic systems like Communism/Socinlism and mixed cconomies (o market
economies and they are in different stages of the transformation process. Most of these
countries came across with various disabling factors such as:

*  Opposition o liberalisation, privatisation and globalisation due to the vesied
interesis of various groups and political parties.

*  Ineffective enforcement of laws. rules and reguliations due to the underground
and virtual economy

*  Provalenee of corruption and illegal sctivities,

e Frecaing of market transformation resulted in finnneinl metabilit v, low growth
or reverse growth of the sconomy.

Many countries thal faced these problems during the initial stages of
transformation eventually overcume these problems. And some of the countries are in
the process of overcoming these problems. Countrios those overcame these problems
experience the following environment or situation factors in the transformation process

e Spread of benefits of market economy.

*  Suong fiscal position in terms of increaso in government income.

* Increase in confidence in banks and other financial institutions

e Growth in industrinlisation, employment and sutput.

¢ Inerease in credibility and financial position of the government.
Improvement in goverment s financinl ability to finance and administer social
snfely net

* Early roecovery and adjustment 1o the market economic situntions.

*  Steady progress towards open and liberal markots.

= Development of market-friendly environment.

*  Growth in foreign and domestic investment, further industrialisation_ increase
n employment, output, living standards and quality of life of the people

Opportunity to MNCs

The process of liberalisation and transition provided significant opportunities
to the multinational corporations to enter most of the countries of the world sither by
locating their manufacturing facilitios or extending their markets or both, Privatisation
helps multinational companies to sequire the public sectar companes in the libernhsed
seonomies. Thus, MNCs are the immedinte and greatest beneficiaries of liberalisation.
privatisation and globalisation of world economies

Transition Process

Transition processes vary from country (o country. Russia changed both economic
and political systoms simultaneously. As such, the country faced severe consequences
during its early stage of the process. Now, the eountry is comparatively comfortable in



the transition process as the administrative constraints disappeared. In eontrast, Chinn
opted for only economic transformation by strongly holding its political system of
totalitarinnism, China's economic growth rate is higher than that of other countries.
India is the largest democracy in the world and i opted for economie transformation
from mised economy 1o market peonomy. India’s economic growth rate is also significant
compared to that of many countries in the world. though. it is o little bit less than that
of Chinn

Economic vs Social Issues in Transition

Though the transition has set trends for economic growth of at least some
countries and the soonomie future of other countries seems to be bright, the contribution
of transition to the social issues, widening gap between rich and poor, poverty, child
care. medical facilities and HIV/AIDS would be the future challenges to the world.

These problems would be paramount in lower-income couniries in general and
lower-income African countries in particalar unless certain measures are taken
immediately it would affect the cause of humanity unable to reap the economic benefits
of transition 1o markel sconomy

Indian Economic Environment

There are three distinet economic philosophies, viz., Capitalism, Socialism and
Communism. Economic environment refers to all those economic factors which have a
bearing on the functioning of a business. Economic environment and business are
mutually interdependent. In fact, the dependence of the business on the economic
environment is more. The important eeonomie factors that constitute the economic
enviromment nre

im) Girowth strotegy

() Eeonomic system

ie) Economic planning

(e Industry

(¢) Agriculture

(i Infrastructure

(@) Finaneial and fscal sectors

() Removal of regional imbalanees

() Price and distribution controls

) Eeonomic reforms

(k) Population

(h Per eapita and national income

India is ane of the mugor economies in the world. India has developed her economy
in different areas The important facets of Indian economic environment (Fig. 3.8) are

() Industrial Policy: Industrial poliey is the most important document which

indicgtes the relationship between the government and business. The
Indusirial Policy Hesolution previously laid emphusis on industrial
development through the development of public sector Industrinl poliey, 1991
was o major departure from the carlier policies, The significant objectives ol
this policy were: Self reliance. to build on the many-sided gains already made.
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removing regulatory system and other weaknesses, link the Indian cconomy
to the global markets so that we sequire the ability to pay for imports, and 1o
make us less dependent on aid, incroasing competitiveness of industries for
the benefit of the common man and ensuring running of public sector
undertakings on business lines and to reduce their losses, J

| | i | |
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Agreomaents.
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Fig. 3.8. Facets of Indian Economic Environment

(b) Industrial Licensing: Abolition of industrial licensing for many projects
except those specified (13 in number), irrespective of levels of investment is
worthwhile. These specified industries will continue to be subject to
compulsory licensing for reasons related to security, strategic concerns, social
rensons, problems related to safety, overriding environmental issues,
manufacturing of products of haznrdous nature and articles of elitist
consumplion.

(c) Foreign Investment: [t has been decided to provide approval for direct
foreign investment upto 51 per cpnt foreign equity in high priority industries
requiring large investments and advanced technology. There shall be no
hurdles in this process. This group of industries is generally known as the
“Appendix-1 Industries” and are areas in which FEMA companies have nlready
been allowed to invest on a discretionary hasis

() Foreign Technology Agreements: Government of Tndia now, provides
automatic approval for technology agreements related to high priority
indusiries within specified parameters, in order to inject the desired lovel of
technological dynamism in Indian industry. Other industries can also avail
similar facilities, if the agreements do not require free foreign exchange. Indian
entreprencurs can negotiate the terms of technology transfer. The hiring of
foreign technicians and foreign testing of indigonously developed technologies
do not, now. require prior clearance

(¢) Public Sector: The objective of the government before apening the Indian
ccanomy 1o the rest of the globe had been to establish socialistic pattern of
society. This objective made the government to give top priority for publie
sector to develop industrial sector in the country. Publie sector playved a
dominant role by establishing industries in the areas of public utilities,
infrastructure, development banks. capital goods idustries, core and key
mdusines and industries requining huge capital resources.



In fact the government nationalised commercial banks, insurance industry  Stealegic Managenwent in
and coal mines to achieve its objectives, Public sector was made responsible  Non-profit Orgamisitions
to achieve the obyectives of the government like creation of employment

opportunities, balanced regional development, providing infrastructural

facilities and acting as a model employer. Public sector has played a crucial NOTES

role in the country i the direetion of these olyectives. But, the publie sector,
in view of s eonflicting dunl roles of profit making nnd service rendermg,
could not do justice 1o any of these two objectives. Senous problems observed
were: insuflicient growth of productivity, poor project management,
overmanning, sbeonco of continuous technologieal up-geadation, inndeguate
attention to R&D and human resource development. These factors led to the
distnvestment and privatisation of publie sector in addinon 1o liberalisation
of the sconomy

The most likely areas for public seetor, in the future will be ss follows:

() Essentinl infrastructure and services.

(b) Exploration and exploitation of oil and mineral resources.

(e) Technology development and building of manuficturing capabilities in
arens which are erucial in the long-term development of the economy and
where private sector investment is madequate

(th Manufacturing of produets where strategie considerations predomanate
such as defence pguipment.

) Monopolies and Restrictive Trade Practices: The Monopolies and
Restrictive Teade Peactices Act, 1909 had two objectives before 1991 They
wore

(i) Regulation of monopohes and presention of concentration of economic
power and (1) Prohibition of monopolistic. resteictive and unfair trade
rrackices

The economic liboralisation of 1991 aimed at achieving high productivity,

competitive advantage to the domestic industry in the international market and
soonomies of seale led to the amendment of the Act in 1891 The objectives of the
amended Act are;

(i) Controlling monopohstie trade practices. and

(i1) Regulsting ristrictive and unfair trade practices

(2) Foreign Trade: It was widely recognised during the 1990s that the
internationalisation of business, export-onented industmal growth and self-
rehiance in the development of competencies were the highly essential factors
for rapid economic development of the developing countries. Some countries
believe in import substitution whilst majority of the countries believe in mutual
dependence of the world nations for production and consumption. India
recognised the significance of export and import trade for its development
This was quite evident in the new economic poliey of 1991

(h) Privatisation: The word privausation has been receving much attention in
business and government all over the world Privatisntion technigues have
already been tried in countries like Great Britain, China, USA Turkey,
Brazil, Eritres, Mexico and Japan. The process of privatisation hos already
been started in Indin through disimvestmont of government s shareholdings
in public sector, The process of privatisation should be accelorated for effective
functioning of public sector and rapad industnal growth. In fact, Government
of India recognised the noed for privatisation for rapad and efficient industrial

growth,
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(i) Small Scale Industries: It was argued that ‘small is beautaful 1t was further
believed that small w efficient, innovative and productive. Further,
government viewed that small seale sector solves the problems of the country
like unemployment, and regional imbalance. Consequently, the government
provided huge financial and non-finuncial feilities to this sector. But the
government realised that this sector failed to a greater extent in playing its
role and is a misfit in the market economies, Given below table shows the
SWOT analysis of this sector, It s elear from this givon table that the
protection and assistance of the government to this sectar s reduced at least
in the magnitude, if not in direction .

() Financial Sector: The financial sector consists of commereinl banks,
development banks, mutual funds, unorganised financial seetor institutions,
custodial service institutions, stock exchanges, underwriting and eapital issue
houses. The economic liberalisation brought significant changes in finaneial
soctor. The important ones among them are:

~ Permission for Non-Resident Indians (NRIs) to enter the Indian stock
market,

- Estnblishmont of the Securities and Exchange Board of Indis;

~ Setting up of the Investment Information and Credit Rating Ageney of
India (HCRA) and

— Establishment of Credit Rating Information Servicss of India Led, (CRISIL)

——— - T e A e

AP S S
Flexibility in production volumes and design changes
Faster decmsion-making
Lower labour costs
Lower overhonds
Often lack of mansgement, marketing or financial skills
Technologienl ohsolescence
Poor financing
Lack of marketing strength
Large companies are outsourcing more o reduce their own costs
Promising export markets
Higher investment limits mean companies can expand snd
modernise
* Big companies ean take a larger equity stake i small ones
Threats » With concessions disappearing, inefficient units will die
= With desreservation, competition will come from lurge companios
s With import liberalisation. competition will come from MNCs
and cheap inputs
o Smaller. less nggressive compunios will suffer,

_ul:;‘rr.l.'rw-r

Weaknesses
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Opportunities

(k) Infrastructure: The infrastructural facilities improved significantly in India.
But, Indin ranks very poorly in global compotitiveness. This is n not weleome
sign (o mvite foreign investment in a big way

() Income Levels: The high growth rate of income indicates the level of seonomie
development of the country. Natonal income in India imcreased from 2 110,685
erores in 1980-81 w ¥ 2.00.265 crores in 1993-94. The per capita meome



increased from 2 1.630 in 1980-81 to T 2.255 in 1993-94. The slow growth of
per capita income compared to that of national income is due to higher growth
rate of population

{m) Five-Year Plans: Five-vear plans were introduced from 1951-52 with aview
to develop the economy on planned lines The targets regarding national
income were arhieved during the First, Sixth and Seventh Five-Year Plans,
Agricultural sector, industrinl sector and service sectors were developed during
the different five year plans.

in) Agricultural Sector: Agricultural sector 15 a magor component of our
seonomie enviranment. The agriculiural sector has been developed by means
of green revolufion and white revolution. Agricultural productivity ranks
weond in viee and whont in the world Indin achieved self sufficiency in
agricultural output. This devolopment paved the way for the development of
agro-bassd industries.

(o) Consumers: Inflation and economic Aux causes sweeping changes m
consumer buying patterns. As consumers perceive that mors money is buying
them less, many people are adopting the much publicised ‘buy now. save later
matio at the expense of future seeurity
Eeonomie [netors have a dirset impact dn the potential nttractiveness of various
company stratogies - The various important economic variables that afien
represent opportunities and threats for companies include: monetary policy
of the Reserve Rank of Indin, shitre pricos, mierest rates, tax rates and policies,

employment trends, price variations, ete. They are presented given below.
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~ Shift to a service economy i India
— Level of development of commercial banks
— Level of growth of development banks

— Level of availability of eredit

= Saving philosophy and trends

= Lavel of disposable income

— Propensity of prople to spend

—Interast rates

~ Inflation rates .

~ Economiss of seale

~ Money market rates

~ Cywvernment budgots

— Giross National Product trends

~ Consumption patterns

- Unemployment trends

~ Worker Productivity Lovels

- Value of Rupn; in terms of other currencies
— Stock market Lrends

— Formgn countries ecomomic conditions
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= Import/Export factgrs

—Demand shift= for different categories of goods and services
= Income differences by regon and consumer groups

= Price Mluctuntions

~ Monetary policies

= Fiseal polivies and tax policies and rates

= Industrial and licensing policies

— Agnicultural pohimes

— Labour palicies

= Policies of various trading bloeks like SAARC, EEC, NAFTA
~ Policies towards joint ventures

e ¥ Pl e - -

= GDP pir capi

= Economic growth

= Unemployment rato

> Inflation rate :

3= Consumer and investor eonfidence
= Inventory levels

= Currency exchoange rates

= Merchandise trade balance

> Financial and politieal health of trading pariners
> Balance of payments

= Future trends

3.13 POLITICAL ENVIRONMENT

Political ldeclogies

Political ideclogy is the body of complex ideas, theories and objectives that
constitute a sociopolitien] programme. Most of the countries st presont are politienl by
pluralistic as different poople have vanous ieologies. Politieal ideclogies of the people
in the same country vary widely due to the variations in culture. sthnie eroups, tribal
groups, community groups, religious groups and the economie groups. These variations
influence the people to form different political partios. Managers in multi-politicsl
party environment find it difficult 10 articulate the company's interest and formulae,
s mission in order to balanes them with the ideology of the political parties

Democracy

The ideology of pure democracy aims that all citizens should be equal politically
and legally, should enjoy freedom and participate in the political process. Pure
demoeracy 1 not practically implemented and as such countries practice different forms



of representative demoerscy. where citizens elect representatves o make decision on
their behall Charseteristies of contemporary and representative democracy include
e Freodom of opinion, expression, press and froedom to erganise
o Fraodom ol électing the ropresentative by voung.
¢ Limited terms for elected officials

o An independent nnd fair jucheial system with higher regard for individual
righis and proporiy

e A non-political bureaveracy and defence infrastructure.
s An accessibility (o the decision-making process .

Totalitarianism

Totalitarinnism is sxtreme to demoeracy and 14 of two types viz., theooratie and
secular Religious leaders also assume the roles of political leaders and rule the country
in theotratic totalitarianism. as is the case in lran. One or a group of leaders or a
single political party without aligning with uny religion assume the power and rule
the country with military force under secular totalitarianism as in case of Cambodia.
Afehanistan before Taliban rule and Leag under Saddam Hus=ein rule. Totalitnrianism
is also categorised as fascism, authoritarianism and communism. Fascism and
authoritarianism are non-existent at present, Communism 1< also wiewed as secular
totalitarinnism where politien] and economic systems virtually go together. Many former
communist countries like Russia, Sweden and Estonin moved towards different degroes
of capitahism and demoeracy. However, China, Vietnam and North Korea continue to
be communist counirss.

However, political and economie uncertainty prevails in thise countries that
shift from communism to eapitabism and democracy due to their transition., These
uncertainties cause problems to international business firms.

Political environmental factors also influenee the operations of international
business firms enormeusly. The influsnce of the political system of a country influences
the business from multiple angles, viz., deciding, promohing, fostering, ENCOLTAZING,
sheltering. dirveting and controlling the busimess activitios The success and growth of
international business dopend upon stable, dynamic, honest, people participative,
seeured politieal system in a country. .

Countries with stable political system enjoyed the suceessful business operations
The USA is the best example for politieal statility and dynamism. Hence. business
preople prefer to loeate their business operations in the USA. According to Johin Ienneth
Galbeaith, no country with a stable and honest Government has not had a reasonably
sotisfactory state of sconomic progress. The Government, m nddition to being stable
should slso be afficient. Tanzania had a stable government dunng 1965 and 1985 with
Nyerere ns the hesd of the Government. Ho resigmed in 1985 leaving o near-ruined
country behind him Zaire had similar experience with Mobutu and Zambia with
Kenneth Kaunda

Jolin Kenneth Galbeaith argues that, in all the advanced countrivs, “the carly
emphasis was not on eapital investment but on political and then on cultural
developmeni. In USA. West Europo nnd more recently n Japan, a secure political
context was stressod in both thought and aetion on economic development; it was
considered the first requisite for economic progress.”

In addition to the stable and dynamic governments, the political environment
meludes the policies and charncterisiios of political parties, the nature of the constitution
and govermiment sysiem
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Busmens Folicy Some countries do not differ from other countries regarding the philosophies of
and Strategy the politieal parties. some othor countries differ endically. Some countrios are highly
burenucratic in decision making regarding foreign investment, technology imports,
ete., while some other countries have simple and quick decision-making mechanisms
NOTES with their democentie npproach
The characteristies of bureancratic and communistic countries include:
¢ Limitations controls and eurbs on private enterprises,
¢ Rule of the trade is state trading and counter trading.
*  Many restrictions on imports and foreign eapital both inflow and outflow
¢ Restrictions on mternational/multinational corporations
The trend has changed even in communistic countrivs They have besn
progressively shifting towards hberalisation, privatisation and globalisation (LPG).
As many as 8,500 public sector enterprises were hrought under the umbrella of private
sector in over 80 countries up to 1991 The emstwhile communist eountries including
the former USSK countries and the China are in the direction from Marx to the Market.
The politieal philosophy of the developing countries shifted from self-sufficient
to self-reliant. As such they compete among themselves to woo foreign capital,
technology and managerial expertise
The palitical philosophy of most of the governments seem to be broadly one of
convergence .
However, they differ widely in imposing restrietions and regulations, scope, trade
policies, procedures, taxes, custom duties, incentive systems, elc.

Political Relations and International Business

Political frigndship/Mriendly diplomatie relations result in the growth of bilaters
or multilaieral trade. For example, the friendly diplomatic relations botween Indin
and the former USSR helped not only the Indian companies bul also the MNCs
operating in India o have close business linkages with the former USSR Similarly,
the friendly diplomsatic relation between Pakistan and the USA helped Pakistan
companies 10 have close business linkages with the USA

Hostilities between countries also affect the international business among the
companies of these countrios. Arab countries did not prefer (o carey on business with
the business firms of Israel. These countries preforred business relations with those
countries which boycoit lsrael Hence, countervailing laws were adopted in USA to
prevent the US companies from complying with this boveott.

In USA, the firms follow the policy of ‘maintenanee of arm's longth' with the
competing firms. But in other countries, particularly in Europe and India, they come
to an agreemont among themselves regarding price. produet design, division of markets,
ete. This difference s mostly due to the fact that. the US market is large onough to
sccommodate any number of firms to operate independent of competing firms. But, the
size of the European countries is very small and the firms cannot enjoy large seale
economies. Therefore, European firms divide the markot among themsolves either in
terms of products, geographical areas or customers in order to have large scale
CCONOMmies,

Level of Economic Development and Political Stability: South Africa and

Italy are economieally developod countries. South Africa has been facing internal and
external problems and Italy has been facing labour problems and internal dissension.

B Solf-Loaming Matersal



Vietnam 15 politieally stable but economically developing country. This s due 1o vared
regional. ethnie, language, religious issues problems

Political Risks: Intornational business firms face political risks as nnd when

thers dre changes in government policies and/or changes in political parties in power.
Risks nre based on the host governmoent s sctions like confiscation, expropriation,
nationnliston, domestication and ereeping expropeakion.

Confiscation: The process of nationalisation of a property without
compinsation 15 called confiscation. Chinese government's sezure ol US
property in 1949 when Chinese Communist party took power is an exumple
ol conlsention

Expropriation: Expropriation i the process of nationalisation of a property
with compensation. Indian Government nationnlised commercinl banks with
compensation in July 1969

Nationalisation: Nationalisation is the process of shifting the ownership of
private property from privaie jndividunls or institution (o the Government.
Hurma nationalised entive (oregen teade. Polund and Czech Communists
nntionalised 100 per cont of their sconomy.

Domestication: In domestication, foreign business firms refinquish control
and ownership i favour of domestic mvestors either partly or fully. For
example. Indian Leaf Tobneeo Devolopment Company Lad . in India, Popsi,
Genoral Motors mivd Burclays Bank m South Africa

General Instability Risk: These nisks are due 1o social. pohitical. religious
unrest in the host country like the recent coup in Fip and problems due to
Muslim rebels in Phalippines

Operation Risk: These risks are due to the mmposition of controls on the
foreign business operation (like produetion levels. markeung, finance and
human resouree) by the host governrnent.

Indicators of Political Instability

Political instability can be viewed from the social unrest, attitudes of nationals

and pobieies of hest governmenis .

Corruption: Corruption and bribory became scute and prevalent not only
among burequerats but also among politicinns during the early stages of
political instabality

Social Unrest: Social unresi is caused by clushes between or among
comimunity groups, religious groups and ethnie groups. For example,
Christian-Muslim canflict in Lebanon, Hindu-Muslim conflict m India. White-
Black confbet in the USA, the civil war between Serbs and Croats in 1891 1n
Yugoslavia, ethnie conflict botween Christion i Armenin and Muslims in
neighbouring Azerhaijan, ete

Attitudes of Nationals: The negatve attitude of nationals towards foregn
business and foreigners is a groster nsk. These negntive attitudes include
exploitation, coloninlism, repatrintion, non-employment o foreigners, ete.
Policies of the Host Government: Host Government's policies affect the
aperntion of international business firms directly and internally or externally.
For example, Janata Government in India asked Cocn-Coln (o leave the
country in 1077 dus 1o the policy of discouraging multinationals. The dispute
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between Chile and Argenting made Argentina to restrict exports (including
the foreign companies operating in the country like General Motors, Peugoot
and Renault) to Chile. The Enron Corporation’s experience is another example

Strategies to Minimise Political Risks

Political risks cannot be completely eliminated. However, they enn b minimised
by eontributing (o the change of the attitudes of the people and government of the host
country like stimulation of the host country’s economy, employment of nationals, sharme
ownership, being ervie minded, politieal noutrality, behind-the-scenes lobby, observation
af political mood and reduction of exposure

Stimulation of the Local Economy: The forvign company can stimulate the
economic development of the host country by investing in their priority nreas/portfolios.
Further, the foreign company may encourage the loeal companies by purchasing the
raw materials and other inputs (rom the latter. assist the local companies in
technological nspects, using the loeal companies as ancillary units, ste. For example,
IBM 15 the foreign company allowed to sell switchboards in France.

Similarly, the foreign company ean stimulate the host economy by being export
oriented. For example, ATET entered France with an agreement with Generale de
Electricity of France to produce digital switches and export to the USA

Employment of Nationals: Most foreign companies feel that the people of
developing eountries are lazy, unintelligent, unmotivated, and less educated. As such
foreign companies hire the people from advancod eountries and do not employ the
loeal people.

Multinational companies can mimimise political nisks by emploving, developing
and promoting the local people.

Sharing ownership: If the multinational company owns the entive eapital by
isell, it magnifies politieal risks. Hence, it ix suggested that the foreign companies
should allow the domestic investors Lo invest and share the ownership by converting
the company nto  publie limited company. In fuct, some countries have imposed a
condition that the foreign companies can enter the domestic country only with tho
participation of local mvestors. Eritrea is an example in this case, Ownership can be
shared through joint ventures. Ford chose 1o merge its nutomobile operations in South
Afrien with Anglo American by reducing its shars to a manority position of 40 per cont,

Being Civic Minded: US based MNCs sometimes encounter the ‘Ugly American
label abroad. The MNCs in addition to doing business in foreign countries, should be
good corporate citizens there, MNCs may help the foreign eountries in different ways
like constructing schools, hospitals, ronds, water reservoirs, ete. Du Ponit supplied 1.4
million water jug filters o eight African countries. H.J. Heinz spent US$ 94000 1o
fund infant nutrition stadies in China, TBM donated computer squipment and expertise
worth £ 60,000 to Costa Rica.

Political Neutrality: It is criticised that the MNCs actively involve themselves
in political affairs of developing countries. It is suggestod that the MNCs should not
involve in political alfairs or disputes among the local groups of the host countries
from the point of view of long-run interests. Brazilian companies for example, do not
get involved in the political activities of Central American countrips.

Behind-the-Scene Lobby: Firms attempt to influence political decisions to
help out the host countries. Mobil corporation issued newspaper advertisements urging
US to sell missiles to Saudi Arabia. Pizza Hut came to Ching's rescue when the US
mushroom industry nsked for a quota against imports from China.



e Polieal elimate — amount of government activity
o Pulitieal stability and risk

o Lovernmont debi

e Budget deficit or surplus

o  Comporate pnd personal tnx rates

o Payroll taxes

e lmport tarifls and quotas

»  Export resinotions

e Restrictioms on international financial flows

Legal Environment s

Laws of the lund direetly affect the internationa] business wherever they operente.
Therefore, international business managers should be aware of the legal systems and
laws that are in-foree in various forsign countries in addition to their home country as
well as host countrey. Different forms of laws ke ecommon lows, ewvil laws, contraet
laws and theoretical laws and the degree of independenee of the judictary system vary
from country to country. However, the countnies i transition from Communism to
market economy, mixed economic to market-economy and different types of
totalitarianism (o democracy and capitalism may not have perfect business Laws
Therefore, mternational business managers should perform their activities coutiously

Protection of Intellectual Pmp-ny

The output of ntellectunl sctivity like an ivention, a screenplay. computer
software, chemical formula for a new drug and the Like are intellectual properties of
those mvolved Patents. copyrights and trademarks estabbsh ownership rights over
mtellectual property righis. Patent provides sxclusive rights 1o the myventor of a new
product or proesss for o partiealor perod w produce and morket the produet/procoss.
Copyrights provide exclusive rights to the authors, publishers, composers and the like
to publish and market their works Trademarks are designs. woons, nomes used by the
producers and marketers o difforentiste their product</services from those of others.
These trademarks are officially registered snd become exelusive rights of the
manufacture s who register them. Protecting mtellectual property rights across the
globe i a problem due 1o the volume of the task, eultural differences aeross the globe
and hmitations of various governments in eaforeing the laws. World Trade Chirganisation
15 enforcing the ntellectual property regulations. Governments in various member
countries of the World Trade Organisation have been either formulating new laws or
amending the existing laws i order to protect the intellectual property nghts.

Product Safety and Product Liability

Products must sdbere 1o certmn safery standards as preseribed by product safety
laws. Firms nnd ns exeeutives hold responsibibity under product lability when imjury.
death or damage 15 eaused by usage or consumption of product. These laws and
standards are more comprehensive in USA compared to other countriez. Differences
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in eoverage of these laws among the countries resull in varistion in competitive
advantage as well as non-uniformity of othicsl standards to and among countries
Thus, the countries with less comprehensive produet safety and product Eability laws
provide an opportunity to the business Lo reduce its cost and possess more competitive
advantage than their counterparts in thu_m countries, where the laws are more
comprehensive.

Labour Laws: Labour legislations are enncted in various countries, mostly
based on the resolutions of the Internstional Labous Organisation. These legislations
preseribe the minimum wages, trade union netivities, employee-employer relations
collectve negotiations, reeruitment and employment practices, stipulations regarding

| working conditions, employee benefits, regulations and modalities of prevention and

settloment of industrinl disputes. However, MNCes foree most of the governments (o

| play an indifferent role with respect to implementation of labour laws. MNCs enter

those countries where the cost of human resource is less inorder to acquire competitive
advantage through low labour costs. However, these practwes sometimes result in
exploitation of lnbour i developing countries,

mmrm WM

o  Minmimum wage Inwu

Environmental protection Inws
Warker sufety laws

Labour laws

Copyright and patent liws
Ant-monopoly laws

Sunday elosing lows

Mumeipal heences

Laws that favour business investmont
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3.14 NATURAL ENVIRONMENT

Nutural enviconment ¢onsists of ecological [netors and elimatic conditaons tha
affect business. Topography of the region, rvers, climatie conditions, humadity
wheather conditions, ete . influence rthe business directly and indirectly. For example
the output and quality of products i cotton textile mdustry are affocted by the humadity
in the wenther. Similarly svailability of water influsnces the soft drinks industey s
well as brewery and mineral water industry.

In addition to affecting location strategies, the natural factors affect cost
strategies, vestment strptegies, groo-marketing steategos snd quality strategios
of different industrios. Mamtenanee of pallution free snvironment, companies need o
invest heavily on erecting additiomal machinery and equipment. Similarly certan
climatie conditions favour the maintenance of high quality of output while other climatic
comilitions disfavour the quality of the product. Further the hilly geographical territories
ereate problems for construction and maintenance of infrastructural facilities like ronds.
railway lines and telecommunication facilities. Therefore, companies have 1o sean
natural environment (o find out opportunities provided by snd the threats posed by
natural environment and to craft approprinte strategies

-



Climate change s widely regarded as one of the most serious challenges the
world faces with consequences thai go far bevond its effects on the envirenment. Climate
change has reached a tippiog point in global awareness. Therefore, the companies
need to muntam appropriate measures with regard to the challenges of elimate change
and its aftermath affocts '

3.15 THE INDUSTRY ENVIRONMENT

Industry i a group of firms producing (or rendening) the same or similar products
{or services) which depend on others for inputs. The strategies of the firm will be
affected by the attractiveness of the industry in which it chooses to do business and it=
relative competitive position within that ndustry. The important factors of this
environment inelude:

Market, customer, demographic factors, geographic factors and competition.

The Market Environment

The market environment consists of all factors and groups having impact on
the demand for the firm's products andior services, competitors, ote. The factors
mfluceneing the fiem's market onvirsnment include:

* Product design, eomfigurntion, demand. packing, uses, hfecvele, ote.

* Place of the market, spocin) fontures of the market. ete

* Place alo includes eustomer related factors like customer taste, preference,
needs, poreeptions. values, bargaining abilities, satisfaction, dealers,
distributors, wholesalers, retailirs, ete

 Prace of the product. payment terms and eomditions. special offers, diseount.
competitor s price, price of the substitute and complomentary products ete.

* Promotional factors like expenditure and effectiveness of advertising, personal
selling and sales promotion of the firm and competng firms

Customer

The significant factor of the marketing environment is the customer, The
strategists are mostly concerned with the customers of the firm and their needs and
desires. In fhet, the customer has become king to the strategists i the country with
the Liberalisation of the economy m 194911 The strategists are interested in not only the
present customers but also the potentil and future customers.

According to Lawrence B Jauch and William F Glueck. strategists include three
factors as part of their industry analysis of customer sector, iz, buyer identification,
demographic factors and geographic loeations of markets

Buyer Identification: Markeis nonnally indicate three distinet classes of
customer=. Different factors affect each elass of customers in making their purchase
decision as presented in Fig 3.9 Steategists identify the nsture of these customers
and their uidlities in order o avoid threats of loss of customers and 1o find or ereate
opportunities for themselves to find new customers or to sell more to existing ones.
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Fig. 3.9. Factots Influancing Differant Types of Buyers
Demographic Factors

The demographic factors that influence the industry analysis include:
(i) Changes in population size and structure;

(i) Age shifts in the population: and

(i) income distribution and changes of the population,

Geographic Factors

The strategists should also analy=e the geographic environment to know the
opportunities and threats as part of analysing casiomer sector. The ulrmugmt shaould
think of extending the market to new locations,

Supplier: Suppliers provide material. capital and the hkw. to & firm The
strategist should analyse the supplier changes in the environment like price of the
materinl, continuous supply of material, providing materinl on credit, ete. Michoel
Parter summarised this environment ns follows:

(i) The power of the supplier o raise prices. The farther away the supplier 1=,
the greater is has power.

(i) The power of the supplier to raise the prices s less, if the buyving firm 1=
~ momopolist or oligopolist.
(i) The power of the supplier to raise prices is greatest when the buyer is not an
important customer or when the supplier can have forward linkage.

The power of the buyer ean nlso affect the cost of suppliers. The power of the
buyer can be maximum when () the buyer's firm is concentrated (i) the buyer represents
a significant portion of the supplier's business and (i) i the buyer can virtually
miegrate backward

Ahternatively, the buyer's power would be minimum when () the buyer's firm is
competitive (i) the cost of switching 1o a substitute is high, (17) the supplier's product
is especially a vital part of the production process and (1) the supplier can virtually
integrate forward.

In addition to analvsing the bargaining power of supplier and buyer, the
strategist must analvse the environment to examine: (1) availability and cost of raw
materials and sub-assemblies, (i) availability and cost of energy, (00 availability and
cost of financial resources and (o) svailability and cost of labour




Competitors

The strategist analyses the demand for and supply of the produet that the firm
produces. Further, he examines the level and nature of competition the firm faces and
will face. Factors to be examined regarding competition are: (i) entry and exit of major
competitors, (i) substitutes and complements for current products and serviees and
(iir) major strategic changes by current competitors,

Barriers 1o entry or exit determine the entry or exit. Michael Porter contends
that the following factors must be appraised with respect to their impact on barriers
to enkry in an industry. .

(i) Produet differentintion;

(i) Ecomomies of scale;
{111} Absolute cost advantages;
tiv) Aceess to marketing channels: and

(1) Likely reaction of current firms.

According to Porter, the following are the barriers to exit from an industry:

(i) Managerial valves prevent it, (i5) Other products or services are related to
exit candidates, (i) Costs are sunk in assets (i) direct exist costs are high and
() Indirect costs may reduce exit behaviour, Key questions about competitors are
given below:

1. What are our major competitors’ strengths?
2 What are our major competitors’ wenknesses?
3. What are our major competitors’ goals, objectives and strategies”

4. How nre our major competitors most likely 1o respond to current economie, social,
cultural, demographic. geographic, political, governmental, technological and
competitive trends affecting the industry?”

How vulnernble are our major competitors to our alternative company strategies?

How vulnerable are our alternative strategies to successful counter attack by

pur major competitors?

How are our products or services positioned relative 1o our major competitors?

To what extent are new firms entering and old firms leaving the industry?

What key foctors have resulted in the present competitive position in the

industry?

1. How have the sales and profit rankings of major competitors in the industry
changes over recent vears” Why have these rankings changed that way?

11 What is the nature of supplier and distributor relationship in this industry?

12 To what extent could substitute products or services be n threat 1o competitors

in thas industry? 5

&

= m o=

The Concept of Driving Forces

Industry conditions change beeause important forces driving industry
participants (competitors, customers, suppliers) alter their actions, the driving forces
in an industry are the major underlying causes of changmg industry and competitive
conditions. Several different factors can affect on industry poworfully enough 1o net as
driving forees. The imporiant among them are:

s (“hanges in the long-term industry growth rate:
Changes in who buys the product and how they use it:
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Product innovation;

Technological change;

Marketing innovation;

Entry or exit of major firms:

Diffusion of technical know-how

Increasing globalisation of the ndustry;

Changes in cost and efficioncy;

Emerging buyer preferences for a differentiated instead of a commodity
product;

Regulatory influences and government policy changes,
Changing societal concerns, attitudes, life-style; and
Reduction in uncertainty and business risk

Competitor Analysis

Studying the actions and behaviour of close competitors is essential Unless g
company knows what competitors are doing, it ends up “fOying blind" into battle.
Therefore, suceessful stratogists take great pains in scouling competitors —
understanding their strategies, watching their strategies, watching their actions, simng
up their strengths and weaknesses and trying to anticipate what moyes they will make
next. This activity includes the following actions:

L Identifying competitor's strategies: Strategisis can get a quick profile of key
competitors by studying where they are in industry, their strategic objectivies
and their basic competitive approaches

2 Evalusting who the industry s major players are going to be.

4 Predicting competitor's next moves.

4 Pinpointing the key factors for competitive suceess: Key success factors spall
the difference between profit and loss and ultimately between competitive success
and failure. A key success factor can be a skill or talent, a competitive capabality
or a condition a company must achieve, it can relate to technology,
manufacturing. distribution, marketing or organisation resources

. Drawing conclusions about overall industry attractiveness, Whether an industry
is relatively attractive or unattractive depends on several situationnl
considerations.

Types of Key Success Factors

Technology-Related KSFs ,
* Sewentific research expertise (important in such fields as pharmaceuticals,
medicine, space exploration, other “high-tech” industries)
Production process innovation capability
Product mnovation capability
¢ Experiise in a given tochnology

Manufacturing-Related KSFs
¢ Low-cost production efficiency (achieve seale economies, capture experience
curve efferts)

*  Quality of manufacture (fewer defects, less neod for repairs)



High utilisation of fixed assets (important in capital intensive/high fixed-cost
midustries)

Low-ecost plant locnt jons

Aceess to adequate supplies of skilled lnbour

High labour productivity (important for items with high labour content)
Low-cost product design and engineering (reduces manufacturing costs)
Flexibility to manufacture o range of models and sizes take care of custom
arders

Distribution-Related KSFs .

A strong network of wholesale distributors dealers

o  Gaining ample space on retailer shelves
¢ Having company-owned retail outlets
* Low distmbution costs
« Fast delivery
Marketing-Relnted KSFs

A well-traned, offective sales foree

Available, dependable service and techmical assistance

Aceurate filling of buver orders (few back orders or mistakes)

Breadth of product ling and product selection

Merchandizing skills

Attractive styvling/packing

(‘ustomer guaraniees and warranties (important in mail-order retailing, ng
ticket purchases, new product introductions)

Skills-Related KSFs

Superior talent (important in professional services)

Guahity control know-how

Design expertise (important in fashion and apparel industries)

Expertise in a particular technology

Ability to come up with clever, catchy ads

Ability to get newly developed products out of the R&D phase and into the
market very quickly

Organisational Capability

Superior information systems (important in airline travel, car rental, eredit
card, and lodging mdustres)

Ability 1o respond quickly to shifting market conditions (streamlined decmion-
making, short lead times to bring new products (o market)

More experience and managerial know-how

Other Types of KSFs

Favourable image/reputation with buyers

Overall low cost (not just in manufacturing)

Convenient loeations (important in many, retathng businesses)
Pleasant, courteous employvees

Access to fimancinl capital (important in newly emerging industries with high
dogrees of business risk and in capital-intensive industries)

Patent protection

Srroregic Management in
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Michael Porter's Approach to Industry Analysis

According to Michael Porter, the business while analvsing the environment
should be concerned more with the intensity of competition is dotermined by various
potential entrants, suppliers, industry competitors, rivaley among existing firms,
buyers, substitutes ete.

The collective and internctive, “strength of these forees determine the ultimate
profit potential in the indusiry, where profit potential is measured in terms of long
run retwm on invested capital "

Strategists can identify unities and threats in each of these competitive
forces and rate their strength as"high or medium or low force. No force is regarded as
an opportunity. However, the business firms in the long run can change the threats
nto either opportunities or neutral forces through their strategies. But they have to
craft their strategies in the short run within the limitation of these forces.

For example. a soft drink company in India could currently rate as follows:

Ty Y ‘..-;.,_1-‘, TV = o T e ) . !.- ..-.'T.'“-'_..:‘:,I-:E 'I'"_‘__:‘F-__‘-__ =
I"rs.‘u-m; PR W 02 » ﬂ{ﬁi | Comments _r_;ﬁ_;:t Sl Mg
Rivalry High Coca-Cola nnd Pepsi cols
Threat of petentin] antrants Lo Industry renched matarity stage,
silos growth 1s slow
Threat of substitutes Liorw Oither soft drnks do ot provide
Mavour close to Cou-Caln
or Pepsi Cala
Barguining power of the buyers Larwr Largs number of buyers with
nogligible share in the total seles
Bargaining power of the Medium Coos=Coln and Pupsi Coln males lnrgs
supplivrs quantities of buying of sugnr, water
and carbon dioxide
Development seconds market Medium | Dovelopment of sscond murkot for
books ke www amuzon.com
and cars
Threat. of other stakeholders Medium | Agitation ngainst Coen-Coln
and Pepa Cola environmental
concern, ingredients of the product s
are on ‘high.

The soft drink industry is currently at high level of competitive intensity based on
the above factors. In other words, the industry growth rate is low and the profit margins
are nurrowed down

Now, we shall discuss oach of these competitive focuses in detail

Potential/threat of new entrants: Normally new entrants pose a threat to
the existing firms as they enter the ndustry with new and creative management
practices, new and improved product features, low price, latest tochnology, and write
new promises to the customers. For example, Reliance mobiles entered mobile industry
in Indin with latest technology, reduced price, wide area network and enhanced
bandwidth. Similarly, Degicel entered mobile market in Papus New Guines with wide
area network, reduced price and latest technology.

However, the existing firms and/or the industry can create entry
barriers: They include: Large seale operations sales and low prices provided, an
advantage (o Relisnce mobile phones to prevent the entry of rivals in Indian mobile
industry whereas the exorbitant tariff fixed by ‘Be' mobile ereated an ‘invitation 1o
enter’ the mobile market 1o Digicel mobiles in Popua New Guinen.



Firma in other industries
offering substitute products
Threat of subatituie products
Supplien of Havalry Amaong
key Inputs | pargaining Competiees Bargaining e
power of ] pawet of
suppliers. buyers
Thraat from NGOs, =
Other stakeholders mﬁﬂﬂﬂmﬂm ':"_d""“m"‘“ M‘“““
Potential New Entrants

Fig. 3.10. Forces Driving Industry Competition

Product Differentiation: Product differentiation ereated by Cocn-Cola like
Sprite, Fanta, Diet coke, ete., ereated entry barriers to other companies and tough
competition to Pepsi Cala

Capital Requirement: The need for inventing large capital creates entry barrier
for new entrants For example, steel industry, airway= and shipping companies need
huge eapital and therefore less number of new firms enter these industrios.

Switching Costs: Entry barriers aro created when the cost of switching to
other businesses or systems is oo high.

Accession to Distribution Channels: The existing firms can create o block
to the aceess of the distribution channels by employing role distribution dealers.

Government Regulations: Government imposes entry barriers by imposing
licensing and other regulations in certain industry like oil exploration. food processing,
air travel, agro-based and chemical industry.

Rivalry Among Existing Firms

Actions of a firm affects the other firms of the same industry directly and the
firms of somo of the other industries indirectly. In fact, the moves of the French National
Radlways with regard to the enhanced speed affected the airlines industry m France.
Thus. rivalry takes place even across the industries. The tanff reduction by domestic
airlines in India affected the Indian Railways, which brought a vanety of schedules to
provide convenience to customers like tatkal tickets

Thus. rivalry among firms are independent in their actions and counter actions.
Intense rivalry, aceording to Michael Porter, is related 1o the presence of the following
fnctors:

Number of competitors: Presence of number of competitors depends upon
the nature of industry and the size of the market. Thers are more than 10 competitors
in mobile industry in India wherens there are only two competitors in mobile industry
in Papun New Guinoes owing to the small size of the market. In number of fast moving
consumer goods industry, the firms watch the strategies and actions of the competitors
very closely and erafl their strategies when the number of competitors s less.
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Industry Growth Rate: The war based on price, product improvement and
differentiation is relatively more when the growth rate of the industry s slowed down.
Indian mobile companies used to charge a tariff of more than ¥ 2 per one minute of the
outgoing calls when the industry growth rate was high during late 1990s and early
2000. They reduced the same to around T (.50 when the growth rate slowed down by
2007. This is due to the fact that the firms compete for the same market whose growth
i slowod down,

Product/Service characteristics: The factors like availability and location
proximity play vital role in the competition when the product/service characteristics
are the same or do not matter much when compared to other factors like time and
location proximity. For example, customers weigh the time and location proximity in
buying food for immediate consumption and also when the produet characteristics are
the same.

Bargaining Power of Buyer

Current and potential bargaining power of the buyers detormines the competitive
strength of the firms for example, airlines, bargaining power in buying petrol is
relatively high compared to that of a truck owner. Bargnining power of the buyer is
relatively more in the following situations:

¢ Purchases form a larger share of the sales of company. For example, the
quantity of books purchased by distance education department/centres of
universities is larger, than publishing the total sales by o company Smmilarly,
the share of purloin of computers by colleges and universities is larger to the
total purchases by a computer company.

¢ Ability of the buyer to implement backward integration strategy for example,
the ability of Airlines Company or Indun Railways to hive its own catering
and the ability to start their own colleges and universities to eduente the
prospective employvees like Kirlosker.

¢ Availability of alternative suppliers: Liberalisation of sconomies resulted in
the alternative supply of produets and services. For example, Air India was
the major supplier of mternational air travel before 2000, Now. there are a
wide range of alternatives.

¢ High share of the value of purchase: The buyer prefers to reduce the cost of
buying when the share of value of purchase is relatively high. This 1= true in
case of purchase of barley by 8 brewery.

Low Margins of the Buyer in Sales

Market intermediaries when they are foreed to maintain low margin bargain
for low price. This is more applicable in case of fast MOVINE consumer goods.

Bargaining Powers of Suppliers

Bargaining power of the supplier influsnces prices Bargaining power of the
suppliers of pharmaceuticals is more in Papun New Guinea and is one of the reasons
for high cost of medical facilities in Papus New Guinea Similarly, the bargaining
power of OPEC is significant in supplyving oil which resulied in increase in airfiros
n 2008,



The suppliers enjoy higher lovel of bargaining power under the following
gV DR T TR S

s When the suppliers in the industry = dominated by o few firms.
s When the supply of ithe product/service s less than the demand for it.
e When the product has distinetive sttributes and difficult to switch over.

®  When easy substitutes are not available like rail teavel in Indin and air travel
in Papun New Guwimnea,

e When suppliers can have forward linkage and direct dealing with customers
like nirline business

Development of Second Market

Development of second/used products market poses a wide threat in some
industries particularly in publishing and automobile industry. For example
www amazon com focilitates second market for a wide range of used books posing a
threat to the publishing mdustry. Similarly, n number of compamies started the business
in procuring such and supplying used cars to various foreign countries. Such trends
pose competition to the firm in the publishing industry as well as automobile industry.

Relative Power of Other Stakeholders

Other stakeholders inelude political parties and non-government organmsations.
This is an additional factor for the Porter's model. For example: the products of Coca-
Cola and Pepsi Cola have been challenged by the Bhartiva Janata Party activists on
the ground that natural fruits, tender coconut and juices are far better than the cola
product, in terms of health ssues and price. These actvities posed challenges w Coca-
Caln and Pepsi Cola

Some of the Papun New Gumeans favour ‘Be’ mobile, a public sector unit, eausing
competition to Digicel mobile company i the country. Agitations by the consumer
associations and voluntary organisations force governments 1o plan to enact special
legislations and impose regulations to proteet the consumer and the environment.
These regulations enhance the cost of assets and production. The enhanced costs
intensify the competition.

For example, water, air and sound pollution control measures imposed by the
Government of india enhanced the eost of production of chemical industry.

Industry Boundaries

An industry 1= a group of firms that produce the spme or similar products or
render the same ar similar services. Similar products indicate that they serve the
same purpese for example, orange juice, grape juice, apple juice and mango juice serve
the same purpose. So, firms producing different kinds of juices belong 1o the juices
manufacturing industry. Different kinds of passenger cars like economy ears, luxury
cars and cars-cum-truck serve similar purpose of conveyance. These firms belong to
the automobile industry along with other automobile manulscturing firms. Sometimes
would be quite unelear to classify the industries for example, Coca-Cola producers
beverages as well as mineral water which can include mineral water under beverages.
The answer is partly ‘Yes' as both these products satisfy the need of thirsty and partly
“No as the beverages satisfy the need for excitement, unlike water,

Strvstege: famagement
Now-profil Orgomasglions

NOTES

Salf-Learming Materiol

97



Business Policy
el Serivtegy

9 Self-Learmmyg Marersal

Similarly some firms producing bicyeles for riding also produce toy bicycles
How do we classify such companies? Such examples ereate s confusion over industry
boundaries. These confusions complicate the task of crafting strategy as each
operational aren override other area of operations of the firm.

Industry definition is necessary:

(1) to determine the aren in which the firm is competing.

(i) to focus the attention of the strategies on the firm's competitors.
(14d) to identify the environment and common opportunities and threats,
(k) to evaluate the strategies, goals and objectives of the firm.

Though industry definition is necessary, the following problems are involved in
the process.

Growing competition forces companies to spread thewr operstions to other
industry. For example universities spread their activities into publishing industry,
hotel and transport industry,

Industry evolutions create industries within industries like telephone industry,
mobile industry, e-mail and Internet within telecommunication industry.

Globalisation led to the creation of global industry.

Yet how to draw Boundaries

Despite these problems, executives have (o design boundaries in order to focus
on strategic management. The executives, therefore, should examine the following

1SSUes:

* Identify the goals of each portfolio of the company.

* Focus on the critical success factors of each portfolio of the business.

*  Secan the firm's strengths to compete in other areas of the ndustry and if not,
acquire such strengths.

*  Future opportunitios and threats that force the firm to enter areas of other
industries.

*  Acquisition of new strengths and reduction of future threats of entering new
mdusiries.

¢ Reduetion of conflict, overlap and gap areas of strategies that result owing
the expanding industry boundaries.

Environmental Scanning

The procass of environment seanning has been far from being systematic except
with regard to information relating to current developments. Environmental scanning
requires information inputs which can be devised from different strategies like:

* Verbal information from audio-visual media, suppliers, sales people, ete,,

* Written and documenting information from newspaper, journal and reports,
* Information from management information system

¢ Industrial spying

* Forecasting reports



1. Key Sources of Information for Environmental Scanning: Onee strategists
have selected key environmental varinbles, the next step is to seleet koy sources
of environmental information for seanning. The sources of information include:
{i) The economic and business daily newspapers like The Economic Times,

Business Standard. Business Line and Financial Expross.

(ify Journals and periodicals like Business India, Busimess World, Business Today,
Update, Fortune Indis. Main Stream, Long Range Planning dournal,
Eeonomist. IMF World Economic Outlook, Harvard Business Review, Foreign
Trade, Finanee and Development, Environmental Trends & Scenarios, ele

{iif) Institutional publientions like Mumbai Stock Exchange Directory, the Centre
for Monitoring Indian Economy, Kothari Industrial Directory of India,
Publications of Market Research, Agencies like Operations Research Group,
the National Council for Applied Economic Research, ote., annual reports of
various companies, publications of professional organisations like Federation
of Indian Chamber of Commerce and Industry.

(ir) Government publications like Economic Survey, Guidelines to India Bulletins,
1C1C] Portfolio Studies, Business Intelligence and Data, The State of Nation
Report. Quarterly Sarvey of Industries, Indian Trade Journal, Yojana, ete.

(1) Other publications include United Nations Publications, World Economic
Survey, Internatonal Financial Statistics, Economice Survey of Asia and the
Far East, Commodity Trade Statistics, Year Book of International Trade
Statstics. sle.

2. Approaches to Environmental Scanning: The experiences of various
pioneering companies reflect the emergence of four basic principles regarding
effective implementation of environmental scanning funetion.

1. Environmental analysis must be linked, conceptually and practically to
current planning and operntions.

2 Environmental analysis serves a number of separate purpeses, different
analytic structures and systems may be required in order to achieve those
different purposes.

3. Systems for environmental analysis must fit the culture anid decision-making
styles of the argnnisation and areas they serve.

4 Continuing support in spite of internal changes 18 required to sustain
environmental analysis in an organisation over tiune.

3. Factors Affecting the Environmental Scanning: Several fnctors affect the
environmental seanning. These factors are classifiod as () Strategist related
factors, (@) Organisation related factors and (#i1) Environment related factors
(i) Strategist related factors include: age. family background, educational

background, experience, socio-cultural background, motivational level,
perception and cognitive stylos, ability to face challenges, ability to cope up
with stress. ahility to motivate and lead people, ability to adopt 1o different
cultures and problem situntions, ability to form and lead team work. ability
to forecast. judgement. analytical and mterpretation skills ete.
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Bawwiness Policy (i#) Organisation related factors melude the nature of the business, product or
oSy services and markets, age, size and complexity of the organisation.
organisation structure and its nature ele,
(111} Environmental factors include: complexity. volatility or turbulence. hostility
and diversity of the environment. :
The stentegist may face the problem of comprehending massive information
and a number of environmental factors. Hence. the strategist should select
priority based environmental factors to forecast the future or seanning the
environment.
4. Scanning Systems: There are three types of scanning systems. They arm:
@) Irregular Scanning Systems: These consist of ad hoe studies in response 1o
environmental erises.
(i) Regulor Scanning Systems: These consist of regular reviews of the
environment or selected strategic environmental components. These reviews
include annual planning exercises

(i) Continuous Scanning Systems: This is an ongoing nirtivity, Established
boundary, scanning offices often coordinnte this activity. This is more future
orionted system. Compares these three scanning systems along several
dimensions.

Techniques of Environmental Scanning

1. Expert opimion: Knowledgeable peaple are selected and asked to assign
mpaortance and probability ratings to various possible future developments.
The most refined version, the Delphi method, puts experts through several rounds
of event assessment, where they keep refining their assumptions and judgements

2. Trend extrapolation: Researchers fit curves (linear, quadriatic, or S-shaped
growth curves) through past time series to serve as o basis for extrapolation.
This method can be very unreliable if new developments slter the expieted
direction of movement -

3. Trend correlation: Researchers correlate various time series in the hope af
ulontifying leading and lagging relationships that can support forecasts.

4 Dynamic modelling: Researchors build sets of squations 1o try to deseribe the
underlying system. The coefficients in the equations are fitted through statistical
means. Econometric models of more than 300 equations, for example, are used
1o forecnst changes in the US econamy.

Comparison of Scanning Models

Medin for Seanning

Activity

Ad hae studies Poriodically updatod Structurod dutn enllootion
studies and processing systems

Scope of Scanning

Speailic ovents Seleoted svents Hrond ranjpe of

environmenlial systoms
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Motivation for Activity
Creisis tnitiaded

Temporal Nature of
Activity

Rinctive
Time Frame for Data
Retrospective

Time Frame for
Decision Impact

Curreni and noonr futum
Organisational makeup
Vanous stnif agencies unit
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Deeigion and issue orfentod Planning process arionod

Provnrbive

Primarily current and
et fimpisetive

Nearderm

Viarous stall agenriss

Frusactive

Prospective

Long-term

Envirenmental scanning
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Crogs-impact analysie Resenrchers sdentify o set of key tronds (those high in
importance and/or probability) and ask, “If event A occurs, what will be the
impact on all other trends?’ The resulis are then used to build sets of “domine
chmns,” with one event triggering others.

Multiple scenarios: Resenrchers build pictures of alternative futures, each
internally consistent and with a certain probability of happening. The major
purpose of the scenanios s o stimulate contingency planning
Demand/hozard forevoasting: Researchers identify major events that would
groatly affoct the firm. Each event is rated for its convergence with several
major trends taking place in society and for its appeal 1o each major public
group in the society. A higher convergence and appeal inereases the probability
that the event will oecur. The highest-scoring ovents are then resenrched further
Environmental Threat and Opportunity Profile: ETOP

Analysis of environmental informanon, data and factors, and determining
opportunities and threats require a systematic techmgue. Lawrence R Jauch
and William F. Glueck suggest the tochnigue of Environmental Threat and
Opportunity Profile (ETOP). This technique conveniently summarises the
dingnoses of all the vanous factors of the environment which is important to the
strategiec gaps facing the firm. The ETOP presents the impact of each
environmental fctor like veonomic, political and social on the organisation.
Reolow given table presents an environmental threat and opportunity profile
(ETOP) of & bank.

Environmental Threat and Opportunity Profile of a Bank

Environmental Factors

s e e . . i, — e —— o — — — i e e e —— —— e, S ——

Continued  smphasis on anfrasteectural favilitios

including teleammunications
+ Increase mn educationnl lovels wnd income lovels
¢ Inorease in husiness sebivity
—  Establishmint of finnacing companies
Inorensid computerisaton

Shortage of pomputer operstors and spginesrs




Budsew Py .. [Goverament | - ~ Beonomic liberalisation allowed private banks to operate |

aanied Strufegy

nnd compote with the existing banks

Customer —  Shift from the present banks to the newly establishod bunks
with modern faalities.

Supplier = Hourow of technology will become senree

Competitor +  Lass competition from the existing banks

v+ No competition from eooparative banks
= Strength of the foreign banks in terms of technology, peopls
and Munds.

3.16 SUMMARY
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Non-profit organisations are of two groups, viz, private non-profit
organisations and public non-profit organisations.

Types of non-profit organisations are eduestional institutions hospitals,
charities, socinl servies organisations, foundations. cultural organisations and
social organisations.

Goals of non-profit organisations are value-laden, trade-offs and provide high
quality serviee.

Strategy formulation i more or less the same in non-profit organisations
compared to that of private and profit oriented organisations

There are certan constrainis on strategy formulation and implemetation of
non-profit organisations.

Popular strategies of non-profit organisations include strategic piggybacking,
mterorganisational linkage, and linkage with other non-profit organisations.
Non-profit organisations deal with the complications arising from the
constrpnis o fome exient,

Strategie management involves three levels, viz, the organisation's macro
environment or general environment, the industry in which the arganisation
operates and the organisation itself

Environmental factors are prime mfluences on strategy change.

The trend townrds globalisation has emerged around the world.

Social and cultural factors influenee business

Technological changes enabled business to take up the shape of transnational
business through the coneept of global business.

Economic system is an organisation of institutions established to satisfy
human neads/wants

Politieal wdeology 1s the body of ideas. Theories and ohjectives constitute a
socig-political programme.

Industry is a group of firms producing the same or similar products vets.



3.17 REVIEW QUESTIONS

-
:

1L
12
13.
14.
15.
16.

17.
18.

What are non-profit organisations? Discuss various types of non-profit
organisntions

Discuss mission, objectives and goals of non-profit organisations,

How do you formulate strategies for non-profit organisations?

How do vou implement strategies for non-profit organisations?

Whit e the popular strategies for non-profit organizations?

Discuss the process of strategy evaluation and control in non-profit organisations”
Suggest measures to control the constramnts of strategic management in non-
prafit organisations

Deseribe the strategic management i non-profit orgamsnions

Why do you sean the business environment?

What is economic environment? How do vou use sronomie factors in determining
opportunitios nnd threais?

What are the global factors that affect the business?

Why do companies go global?

What nre the socil and cultural factors that affect the business?

What are the technological factors® How do they mfluence business”

What are the political ideologies? How do political factors influsnee business?
What is industry analysis? Disouss the demographic factors that influence the
business

What 1& competitor analysis?

How do you identify opportunities and threats of a business?
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UNIT 4: CORPORATE GOVERNANCE,
CSR AND SOCIAL AUDIT

‘ 4.1 Learning Objectives

4.2 Corporate Governanoce

43 Objectives of Corporate Governance

44 Prineiples of Corporate Governance

4.5 A Briel History of Corporate Governanee in Tndia

4.6  Socml Responsibibities

| | 47 Social Audi ;h

- 48  Values in Business |
4.0 Summary

L10  Heview Questions !l

| = — |

4.1 LEARNING OBJECTIVES

Vter studyving this chapler, you should be able o wndergland
o Corporate Governanee: Need, Importones and Hisiory
L ‘-'nl‘||l|r.'ll|~ Sownal Hl‘lﬂhmmhllilllr- Arguments For and \eminsi:
s Dlyectves
s C5R in India;
¢ Company Law and CSR

« Social Audit: Seope and Objectives

¢ Vilues m Business

o Case study: Aftermath of a Tragedy

: 4.2 CORPORATE GOVERNANCE

I Like mdividuals. corporations nesd to conduet their oporations in an éthieal
and morally rosponsible manner. Thoy need o take decisions in the best interests of
all stakeholders. The ethieal and moral side of the coin cannot be put pside while
chasing goals, returns and profits. Corporate governance 1= o healthy misture of three
viewpoinis: the values for which the company should be known. the ethical feameowark
and the moral framework. Managers need o put resources entrusted (o them 1o best
advantage without trving to diseount the sthaeal and moral fenmework. Creation of
wealth ennnot be nt the cost of socioty. Thoy are not supposed (o tnke deetsions thai
are unethical, immoral and illegal

Self-Lecorming \laterial



What do you Mean by Corporate Governance?

o  Corporate Governanee s concerned with holding the balance between
economic and social goals and between individual and communal goals. The
corporate governance framework s there to eneourage ihe efficiont use of
resources and equally to require aceountability for the stewardship of those
resources. The aim is to align as nearly as possible the interests of individuals,
corporations and society (Sire Adrinn Cadbury i 'Global Corporate Governones
Forum', World Bank, 2000)

s The =et of obhigations and decision-making structures that shape ‘the complex
st of constramts that determine the profits generated by the firm and shape
the ex post bargaming over those profits. — Stin Cloessens

»  Corporate governance 15 the relationship between corporate managers,
directors and the providers of squity, people and institutions who save and
mvest their eapatal to earn o return, It ensures thal the boared of directors is
accountable for the pursait of corporate objectives and that the corporsation
isell conforms to the law and regulations. — International Chamber of
Commarce

o Corporate governance is about “the whole set of legnl. eultural, and
institutional arrangements that determine what public corporations can do,
who eontrols them, how that control is exercised, and how the risks and return
from the activities they undertake are allocated ™ -~ Morgaret Blair, Cwnership
and Control: Rethindang Corporafe (sovernance for the Trwenty-First Century.

s Coprporate governance is the relationship among vamnous participants fehwef
exocutive officer. management, shareholders, emplovees| in determining the
dirsetiin and performance of corporstions — Monks and Minow, Corporate
Crovernaney.

The definition of corporate governance most widely used = “the system by which
companies are divected and controlled” (Cadbury Commattee, 1992 More specifically
it = the framework by which the various stakeholder interests are balanced, or. as the
IFC states, “the relationships among the management, Board of Directors, controlling
shareholders, minority shareholders and other stakeholders” The OECD Prineiples
of Carporate Governanee states: “Corporate governance involives a set of relationships
bettreen o company 5 managemend, its board, is shareholders and other stakeholders.
Carporate gorernance also provides the steactire through ahach the olyectives of the
company are set, and the meons of attaining those olyectives and monitoring performance
are determmed.”

Corporate governance, as the above definitions indicate, demands o close
examination of three important issues (0 Transparent decisions (1) tnken by peaple
who are respostsible and accountable for resulls and (i) such decisions being (aken in
the best inlerests of ol stakeholders — ineluding owners, employees, supphbiers, financiers,
customers and society at large. Corporate governance, therefore, s nothing but
accountabulity assuring efficient and effective use of funds keeping the best interests
" of all stukeholders in mind. 1t defines the manner in which o corporation must run its
operations. The obvious purpose of pvery buginess must be to bring strategic value to
eustomers while trving to make profits for it=elf In the name of chasing returns, it
vannot ignore the ethical, social and moral side of the coin. Within o broad framework
of vilues, sthies, morals, norms and laws - set by socsety at large — o business musi
run the show. 11t tries to violate any of these in any manner. then it would be inviting
trouble. When businesses try to cross the hmits set by any of the stakeholders at any
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point of tume, they are made to pay a price for such negligence —whether it is the case
of Enron, Satyam or any other company. Tlegal donntions to a politieal party, insider
tradmg, bnbery nnd kbckbacks, famous court cases and other scandalg in recont times
— all aver the globe -~ have created & perception that all is not woll with business
houses ns far as corporate governanes ssues are coneernsl

4.3 OBJECTIVES OF CORPORATE GOVERNANCE

Good corporate governance consists of a system of structuring, operating and
controlling & company such as to achieve the following. (www. applied-corporate-
FOUPraGnoe. com)

s The ethical side: a cultare based on a foundation of sound business ethics
¢ Achievement of goals keeping the interests of all stakeholders: fulfilling
the long-term steutegic goal of the owners while (aking into account the
expectations of sl the key stakeholders, and in particular
> employees: consider and care for the interests of employees, past, present
and future
= customers work to maintain excellent relations with both customers and
suppliers
= envvronment and local communily interests: take account of the needs of
the environment and the local community
* Legal camplinnee: muntaining proper complianee with all the applicable
legal and regulatory requiremont= under which the company is carryving out
its activities

4.4 PRINCIPLES OF CORPORATE GOVERNANCE

Corporate governance is all about striking a happy balance between economic
and social goals. The resourees of a corporation must be put 1o effective and efficient
use, Managers should run the show in a transparent manner. They must keep the best
interests of soriety in mind while fixing prionities, identifving goals, chasing returns
or making profite. Corporate governance demands accountability from corporntions
for actions taken by them. They need to answer knotty, ticklish and vexatious questions
posed by social activists, environmental seientists, moral policeman, legal hawks from
time to time. To this end, therefore, corporations must conduet their operations in a
transparent manner — keeping the interests of owners, employees, customers and society
at large. They must remain above board and should not feel embarrassed when members
of society were to question the ethical and moral side of their decisions.

Principles of Corporate Governance

1. Rights and equitable treatment of shareholders: Organizations should
respect the rights of shareholders and help sharehalders 1o exercise those rights
They can help sharcholders exereise their rights by effectively communicating
information that is understandable and accessible and encouraging shareholders
to participate in general mestings

Solf-Lecirning Material



2. Interests of other stakeholders: Organizations should recognize that they  Corponate Governance,
hive legul nnd ather obligations 1o all legitimate stakeholders. CSR and Soctal Awdit

3. Role and responsibilities of the board: The board needs a range of skills
and understanding to be able to deal with various business issues and have the
ability to roview and challenge management performance. 1t noeds to be of NOTES
sufficient size ond have an appropriate level of commitment to fulfill its
rosponsibilities and duties. There are issues about the appropriate mix ol
pxweutive and non-executive directors. The key roles of charrperson and CEO
should not be held by the same pprson

4. Integrity and sthical behaviour: Ethical and responsible decision-making is
not only important for public relations, but i is also a necessary element in risk
management and avouding lawsuits. Organizations should develop o code of
conduct for their directors and exeeutives that promotes ethical and responsible
decision-making It is important to understand, though, that reliance by a
company on the integrity and ethies of individuals is bound 10 eventual failure.
Bocause of this. many oeganzations establish Complinnes and Ethies Programs
to minimize the risk that the firm increase if it steps outside ethical and legal
boundaries.

6. Disclosure and transparency: Organmations should clarify and make publicly
known the roles and responsibilities of board and management to provide
sharcholders with a level of accountability. They should also implement
procedires to independently verify and sufeguard the integrity of the company’s
finaneial reporting. Disclosure of material matters concerning the organization
should be timely and balanced 1o ensure that all investors have access Lo clear,
factual information

4.4.1 Need for Corporate Governance

Corporate governance has assumed addinonnl significance i the light of & series
of corpornte friuds and seandals hitting almost every country in the recent past. Without
goad governanes in place. the funds entrusted to managers are likely to be dhiverted for
private purposes. Management might pursue a seandalous private agenda away [rom
publie gree and scrutiny. literally throwmg mud on the fuces of fegulatory authorities
gnd the gullible public. And when capital is squandered away like that, global capital
might not flow nto companies and countries where there is a question mark over
ethies and morals. Foreign institutionnl investors might skip those companies and
countries and might even downgrade them as risky bets. Good governance is the only
outstanding guarantes that funds are put tw best use. Banks and finaneial nstitutons
can bl such companies to safety. When every company adopts a strict ethieal and
moral code, there is very little risk of compames faihing to meet the expectations of
stakeholders necording to Varun Bhat (fowa Law Review, 2007). Good governance 1s
essentinl because of the fullowing reasons:

1. Good governanee snsures transpirency, accountability and enforceability in the
market place

9 Countries whers there are no question marks over governunce, are safe bots for
fareign institutional investors. 1t 1s widely bebieved that comporate governance
can rase officiency and growth.

3, Inan open market. investors choose from a variety of investment vehicles The
existence of n corporntesgovernance systom is likely a part of this drcron-making
process. In such a scenano, firms that are “more open and transparent,” and
thus well governed. are more likely to raise capital successfully because inyestors
will have “the information and confidence necessary for them to lend funds
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directly” o such firms. Moreover, well-governed firms likely will obtain eapital
more cheaply than firms that have poor corporate-governance practices because
investars will require a smaller "risk premium” for investing in well-governed
firms.

Five Golden Rules of Best Corporate Governance
* 1. Ethics: a clear ethical basis to the business.
2. Align Business Goals: appropriste goals, arrived at through the creation
of a suitable stakeholder decision-making model

3. Strategic management: an offective strategy process which Imcorporates
stakeholder value.

4. Organisation: an organisation suitably structured to offect good corporate
governance

5. Reporting: reporting systems structured to provide transparency and
accountability.

108 Self-Leaming Maierial

4 Also, sound corporate-governance practices ennble management to allocate

-

resources more efficiently. which increases the likelihood that investors will
obtain a higher rate of return on their investment.

Finally. leading indices show that developing countries that have good
governance structures consistently outperform developing countries with poor
corporate-governance structures. Thuk, in an efficient capital market, investors
will mvest in firms with better corporate-governance frameworks bocause of
the lower risks and the likelihood of higher returns. At a maero level, if firms in
developing countries attrnet investment, they will stimulate growth in the local
economy. If they “cannot attract equity capital, they are doomed to remain on s
small, ineflicient seale,” and they will be unable to stimulate growth in their
host country,

Finally, research shows that well-governed firms are valued significantly higher
than firms with imperfect corporate-governance practices.

4.4.2 Importance

Corporate governance is something that cannot be consigned to the fames.

Corporations cannot have an agenda of making profits at the cost of socieiy. The
importance of good governance has pssumed additional significance in the light of
what is happening all around us in recent times. Lot's examine the benefits that acerue
to o company if it were to conduct its operations in an ethical and socinlly responsiblo
IMANNEr:

1.

Ensures Success of a Company: A corporntion s & congregation of various
stakeholders, namely, customers, emplovees, investors, vendor partners,
government and society. A corporation should be fair and transparent to its
stukeholders in all its transactions. This has become imperative in today's
globalized business world where corporations need to access global pools of
capital. need to attract and retain the best human capital from various parts of
the world, need to partaer with vendors on mega collaborations and need to live
m harmony with the community. Unless a corporation embraces and
demonstrates ethical conduct, it will not be able to succeed.

Conduct Business in Sync with Expectations: Corporate governance is about
ethical conduct in business. Ethics 1 concerned with the code of values and
principles that enables a person to choose between right and wrong. and



therefore, select from altérmative courses of action. Further, ethical dilemmas
nrise from eonflicting intorests of the parties involved. In this regand, managers
make decisions based on s set of principles influenced by the values, sontext
and culture of the organization. Ethieal leadership 15 pood for business as (he
organtestion i soen (o conducet s business in line with the expectations of all
stakeholilers,

3. Ensures Fairness to All: Corporate governance is beyond the realm of law. i

stems from the culture and mindset of management. and cannot be regulated
by legaslation alone. Corporate governance deals with conducting the affairs of
a company such that there 1s fairness 1o all stakebolders and that its actions
benefit the greatest number of stukeholders. 1t is about openness. integrity and
Jaecountubility. What legislntion can and should do, is to lay down a common
framework — the “form” to ensure standards. The “substance” will ultimately
determmne the eredibility and integrity of the process. Substanece is mexorably
linked w the mindset and ethieal standards of management

4 Act as a Trustee and Win the Hearts of Stakeholders: Corporations need to

recognise that thewr growth requires the cooperation of all the stakeholders,
and such cooperntion s enhaneed by the corporation adhering 1o the best
corparate governanee preactices. In this regard, the manngement needs to net as
trustecs of the sharcholders at large and prevent asymmetry of benefits between
vanous sections of shureholders, sspocially betwien the owner-managers and
the rest of the shareholders

5 Ensures Economic use of Funds Entrusted to a Firm: Corporate governance

is & key element in improving the economic efficiency of n firm. Good corporate
governance also helps mmsure that corporntions take into aceount the interests
of a wide range of constituencies, as well a= of the communities within which
they operate. Further, it ensures that their Boards are sccountable to the
shareholders. This, m toen, holps ossure that eorporatons opernte for the benedit
of somiety as n whole. Whilde lnrge profits can be made taking sdvantage of the
asymmetry between stakeholders in the short run. balaneing the interests of all
stakeholders alone will ensure survival and growth in the long ran. This ineludes,
for instance, tnking mto account socieinl concerns about labor and ithe
environment,

6. Open Invitation to Trouble if You Don't Comply: The {milure to implement

-

good governanee com have o heavy cost bevond regulatory problems. Evadence
sugpests that companios that do not employ meaningful governanee provedures
ean pay a significant risk premium when competing for scarce eapital in the publie
market= In fact, vecontly, stock mprket analysts have sequired nn ineresisd
apprecintion for the eorrelation between governanee and returns. In this regard,
an mereasing number of report= not only discuss governance i general terms,
but also have exphbeitly altered investment rocommendations based on the strength
or weakness of a company's corporate governanes infrastructure

Easy to Attract Patient Long Term Capital: The evedibility offered by good
corporate governance procedures also helps maintain the eonfidence of investors
- both foreign and domestic = lo attenct more"patient’ . long-term capital, and
will reduee the o * of capital. This will ultimately induce more stable sources of
financing. (Report of the committes on corporate governance, 20060
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4.5 A BRIEF HISTORY OF CORPORATE GOVERNANCE
IN INDIA

The need for corporate governance was not clearly visualized and put into practice
by the architects of modern India. The 1951 Industries Act was a step in this direction,
requiring “that all industrial units obtain licenses from the central government ™ (55)
The 1956 Industrial Policy Resolution “stipulated that the public sector would dominate
the evonomy.” To put this plan into effect, the Indian government created enormous
state-owned enterprises, and India steadily moved toward a culture of “corruption.
nepotism and inefliciency.” As the government took over floundering private enterprises
and rejuvenated them, it essentially “convert{ed] private bankruptey to high-cost public
debt.” One scholar referred to Indin's sconomic history as “the mstitutionalization of
mefficiency ” The absence of a corporate-governance framework exacerbated the
| situation. Government necountability was minimal, and the few private companies
| that remained on Indin's business landseape enjoyed free reign with respoct to most
laws; the government rarely initinted punitive action, even for nonconformity with
basic governance laws. Boards of directors invariably were stalfed by friends or relntives
of management, and abuses by dominant shareholders and manngement were
commonplace. India's equity markets “were not liquid or sophisticated enough” to punish
these abuses. Scholars believe that “takeover threats act as [o] disciplining mechanism
to poorly performing companies” beeause as the stock price of poorly governed firms
decreases (because disgruntled investors diseard stock), the firms become susceptible
to hostile-takeover attempts. Thus, “the fear of a takeover s supposed to keop the
management honest.” However, until recently, hostile tnkeovers were almost entirely
non-existent in India, and therefore. the poorly governed Indian firms had litte to
warry about in terms of following corporate lnws once they had raisod eapital through
their initial public offering. Thus. corporate governance in Indin was in o dismal
condition by the early 1990s. In 1999, in a defining moment in India's corporate-
governance history. the Indian Parliament created the Securitivs and Exchange Board
of India ("SEBI") to “protect the interests of investors in securities and o promote the
development of. and to regulate] ] the securities market " In the vears leading up to
2000, as Indian enterprises turned to the stock market for capital, it became important
to ensure good corporate governance industry-wide. Additionally, a plothora of seams
rocked the Indian busmess seene. and corporate povernance emerged as a solution 1o
the problem of unscrupulous corporate behavior. In 1998 the Confederation of Indinn
Industry (“CIT"), “Indin's premier business association,” unveiled Indin's first code of
corporate governance. However. sinee the Code's adoption was voluntary, few firms
embraced it Soon after. SEB] appointed the Birla Committee to fashion o code of
corporate governance. In 2000, SEB] sceepted the recommendations of the Birla
Committee and introduced Clause 49 into the Listing Agreement of Siock Exchanges.
Clause 49 outlines requirements vis-a-vis corporate governance in exchange-traded
companes. (78) In 2003, SEBI instituted the Murthy Committee to scrutinize Indin's
corporate-governance framework further and to make additional recommendations to
enhance its effectivencss (80) SEBI has since incorporated the recommendations of
the Murthy Commitiee, and the latest revisions to Clause 49 beeame law on
danuary 1, 2006

Corparate governance reform in Indin has focused primarily on the “role and
composition of the board of directors * Each of the three sets of recommondations (the
CIT Code recommendations from 1997, the Kumar Mangalam Birla Committes
recommendations from 2000, and the Murthy Committee recommendations from 2003)
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has advaneed a more nuanced nnd sophisticnted uniderstanding of comporate governanee
in this respeet For esample, while the CT1 Code was silent on the financinl-literacy
lovels expected of directors, the Murthy Committes recommended that companies train
their “Hoard members .. in the business model of the company as well as the risk
profile of the business parameters of the company " Another notable recommendation
of the Murthy Committee was that the Audit Committee be comprised entirely of
“linancally kterate non-executve members with at least one member having accounting
or relpted discipline ”

Recommendation of K.M. Birla Committee ;

1.

Ei

Board of directors: The board of a4 company provides lendership and stratege
guiilanee. objective judgemeont indopendent of management 1o the company and
exereises contral over the company, while remaining at all times accountable to
the shareholders. The measure of the board s not stmply whether it fulfils s
legal roquiremonts but more importantly, the board's attiude and the’ manner
il translates its swareness and understanding of its responsibilities. An effective
corpoente governance systom s one. which allows (the board to perform these
fhanl funcrions efficiently

Composition of the board of directors: The board of a company must have
an optimum combination of executive and non-executve directors with not 7.
than fifty percent of the board comprising the non-executive directors. The
number of independent directors would dependent on the nature of the chairman
of the board. In ease n company has a non-executive chairman, at least ane-
third of board should comprise of mdependent directors and in case a company
has an executive charman, at least half of the board should be independent,

. Nominee directors: Institutions should appoint nominess on the boards of

companies only on a selective basis where such appomtment s pursuant to a
right under loan agreements or where such appointment is considered necessary
o protect the interest of the mstitution. When a nominee of the institution s
appointed as a director of the company, he/she should have the same™
respansibility, be subject to the same discipline and be accountable to the
shareholders in the same manner as any other direcior of the company. In
particular, if he/she reports to ony department of the mstitutions on the affairs
of the company, the institution should ensure that there exist Chinese walls
betwoon such department and other departments which may be dealing i the
shares of the company in the stock market

Chairman of the board: The role of Chatrman is to ensure that the board
meetings are conducted in o manner which secures the effective participation of
all directors executive and non-executive alike, and encourages all (o make an
effective contribution, maintain a balance of power in the board, make cortoim
that all directors receve adequate information, well m time and that the
executive directors look bevond their executive duties and aceept full share of
the respansibilities of governanee.

Audit committee: The need for having an audit committee grows from the
recognition of the audit commitlee’s position in the larger mesaie ol Lhe
governance process, as it relates 1o the oversight of financial reporting. A proper
and well functioning svstem exists therefore, when the three main groups
responsible for financial reporting — the board. the internal auditor and the
outside auditors — form the three-legeed stool thai supports responsible financind
disclosure and active and participatory oversight. The audit commauttee has an

impartant role to play in this process. since the audit committee 1= a sub-group
of the full board and henee the momitor of the process. The committee's job s
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Busiriess Policy clearly one of oversight and monitoring and in carrying out this job it rehies on
and Strategy senjor financinl management nnd the outside auditors.
6. Remuneration committee of the board: The board should set up a
remuneration committee to determine on their behalf and on behalf of the
NOTES shareholders with agreed terms of reforence, the company's poliey on specific
remuneration packages for executive directors including pension nights and any
compensation payment. .

7. Disclosures of remuneration package: All elements of remuneration package
of all the directors i.e., salary, benefits, bonuses, stock ophans, pension ot has
to be disclosed to shareholders. -

8. Accounting standards and financial reporting: Reporting on sccounting
should be based on accounting standards. Roporting should include consolidated
accounts in rospect of all its subsidinries in which they hold 51% or more of the
share capital. Segment reporting is 0 must where a company has multiple lines
of business. It is important that finaneial reporting in respoct of sach product
segment should be avalable to shareholders and the market to obtain a complote
financial picture of the company.

9. Management: The management is subservient to the board of direetors and
must operate within the boundanies and the poliey framework lnid down by the
board.

10. Responsibilities of shareholders: The General Body Meetings provide an
opportunity to the sharcholders to address their concerns to the board of directors
and comment on and demand any explanation on the annual report or on the
overall functioning of the company. 1t is important that the shareholders use
the forum of general body mectings for ensuring that tho company is being
properly stewarded for maximizing the interests of the shareholders

11. Shareholders' rights: Half-yearly declaration of financial performance
meluding summary of the significant events in last six months, should be sent
to each household of shareholders. A board committer under the chairm anship

o of a non-executive direetor should be formed to specifically look into the redressing
of sharcholder complaints like tennsfer of shares, non-recoipt of balanes shoot
non-receipt of declared dividends ete, The Committee believes that the formation
of such p committee will help focus the attention of the company on shareholders
grievances and sensitise the management to redressal of their griovances, To
expedite the process of share transfers the board of the company should delegate
the power of share transfer o an officer, or # committes or Lo the registrar and
share transfer agents. The delegated suthority should attend to share transfor
formalities at least onee in o fortnight.

12. Institutional shareholders: The institutional shareholders take sctive interest
n the compesition of the Board of Directors, be vigilant, mamtain regular and
systematic contact at senior level fur exchange of views on management, strategy.
performance and the quality of mansgement, ensure that voling intontions nre
translated into practice and evaluate the corporste governance performanee of
the company

4.6 SOCIAL RESPONSIBILITIES

Business objectives may broadly be divided into two categories: cconomic and
social. Economic objectives are goals with respect to the marketplace. Sogial objectives
refer to the company s intentions toward its employees, shareholders and the publie at
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large. Traditionally. the primary responsibality of the business firm was to produce
and distribute goods and services in return for a profit. Businesses have performed
this funclion effectively, contributing in a lange mepsure o a tromendous mprovement
in standards of living evervwhere - Despite significant improvements in standards of
living in the recent vears, society has begun expecting, even demanding, more out of
all its mstiutions, Goals, values, and attitudes in the society are changing to reflect a
greater concern for improvements in the quabity of hife. As business firms operate by
public consent. they must satisfy the needs of the society, Business should bury the
old values and ontdated profit maximisation policies in its archives and try 1o put sn
end to all evils in the world between sunrise and sunset, The mewitable conflict hetween
economic and social objectives, thus has led 1o an ageless controversy and a focal point
of discussion among academiciins and practitioners everywhere. Profits are absolutely
essential for the survival of the business Attainment of the profit objective is essential
for the health and growth of a business eoncern. Only a profitable business can expand.
modernise, and even replace its capital equipment to continue its operations, If the
firm cannot show profits m its operations, investors are highly reluctant to invest
additional funds in the enterprises. If the business were (0 experience financial losses
over a period of time, the firm would eventually become bankrupt. An unprafitable
firm i= also a poor employer. Profit. thus, is a measure of the suecess of a business, I
profits are growing, the business is generally regarded as healthy If they are declining,
o question exists as (o the trend or future of the firm. [t is profits which constitute the
ocid test of managenal performance. Profit implies socially preferred behaviour, There
is nothing unworthy about profits, It means placement of funds 1o the best advantage.
loss means impaverishment of society. Profit, further, is the dynamic element and
motivating foree behind economic development and all-round progress. According to
Milton Friedman. there 1= one and only one social responsibility of business and that
is to genorate profits, so long as it stays within the rules of the game, by engnging in
open and free competition without deception and fraud

4.6.1 Arguments against Social Responsibility

The principal arguments against social responsibility are as follows

L A competitive buginess cannot be genuingly selfless. Management canpot
commit funds irrationally just to satisfy public expectations in areas where
there are no direct or indirect benefits. If an onterprise spends lavishly on
social setion programmes and its competitors do not emulate the example, it
will significantly increase the éost of the secially responsible institution and
hence, its prices will be higher and it will certainly lose business. Managers,
as omplovees of shareholders, have no diseretion to indulge in this type of
extravagance. According to Milwn Friedman, the Nobel Laureate, sorial
responsibility is o ‘theft'; managers are trying to distribute what is not theirs,
strictly speaking It is an illegitimate exercise of power.

2 The corporation s basically an economic institution. 1t is not a charitable
agency or o community service institution. Outlays for general socially
responsible activities will distart the allocation of scares funds avilable (o a
firm and will turn the firm into & vast wasteland in the long run. Actually,
social responsibility should be the function of the government, civie
organisations and other socinl institutions. “Social problems can be
successfully solved only by those mstitutions best fitted to deal with them ™
In the case of a firm, it has neither the necessary freedom nor the appropriate
standards of selection for pursuing many of the socially desirnble activities
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blessed by society. Social responsibility s clenrly anti-business rhetoric
smuggled into the sconomie seene yust to mollify an angry public.

4 Managers are not trained to pursue socinl goals. They do not have an
appropriate apparatus to destroy the public ‘bads’ and concentrate on public
‘goods”. They are nol competent to orchestrate the non-economic objectives
syccessfully and decide the ssue of turning corporate ‘had guys’ into corporate
‘good guys’ by applying their value judgements Il these prous intentions were
to be turned down by the society, they may find themselves suddenly in a no-
win pogiticn. Sinee there is a consaderable disagresmoent among the public as
to what should be done. corporate managers hence will be eniticised, no matter
what is attempted. ;

4. Managers are not magicians. Society cannot expect the eorporation managers
to perform miraclos. They cannot offer goods at fair prices, satisfy ever-hungry
working groups, fatten the coffers of sharcholders. keop the inflstion monster
under check, pay exorbitant taxes and also bless the numerous unrelated
socinl propects i nsellless manner. *Business corporntions aro not bottomless
cornucopia nble to solve all of society’s ills.” Attempts to soft-pedal profic
maximisation policies would prove to be disastrous for the firm in the long
run. Profit implies socially preferred behaviour 1t moans placemeni of funds
to the best advantage; loss means impoverishment of society, Profit is the
dsnamie element and motivating foree behand economie development and all-
round progress. Further, social responsibility s a fnre-weathered concept:
management cannot dream of philanthropy unless profits are sufficient
Emphasis upon the profit objpctive tends to obscure the pxastence of other
goals of the enterprise. Every business has other objectives that st must
accomplish, however, primarily focussing on its sales and realisation of its
profits. The social responsibility of business, as it is often termed, imples a
sense of obligation on the part of the husiness towards the general public.

4.6.2 Arguments for Social Responsibility

The issue of socinl responsibility 1s a complex one sinee it deals with an mstitution
that is ot the heart of socioty. Businesses employ o vast magority of the workforeo in
India and are in control of vast human and financial resoureos. Any modification or
decision about how these resgurees are put to use has obvious consequences for the
bulance of sociery. Tt is this resource power base that generates many of the argumenis
favouring greater social mvolvement of business:

1. A healthy businese cannol exist in a sick sociely: An organisation does not
fourish in & vacuum. In all its operations. it is vitally influenced by its
environment. Corporations are social institutions and ax such must live up 1o
society's exacting standands. Society’s expectations of business have broadened
considurubly in the rocent yonrs to encompass more than the teaditional economie
function, In the light of the "revolution of rising expectations’, it is the first duty
of every business to ensure that its decisions and operations meet the needs and
interests of society. [t must mirror the ideals and values of socioty of which it is
an ‘mtegral part’. The preseriptions provided by Milton Friedmon and others
are convineing, but quite often many problems cannot be satisfactorily resolved
through a sudden rush to profit caleulus. 1t is true that mansgers are not given
any rigorous traming to assume social roles, but the soeial and politieal influsnce
of their actions is mevitable and will have far-reaching consequences. The
decisions made by corparations not only affect the community but may affoct
significantly both the national and international economic activity, For mstance,
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when a manager decides to rase product prices or move out of an economically
backward region, the lives of millions of people are affected. Modern corporation,
thus, s the principal producer of environmental impacts. Managers a= such
must bear the responsibility for the social impoacts. 11 s too late to ilmim
incompotence and inexperience. A healthy organisation should visunlise these
impacts realistically and deal with them firmly, by converting theso social
problems into opportunities for ‘sucecessful pecformance and positive
contribution’. After all. businesses eannot survive for long in a sick and
imprverishod society.

Business has surplus to distribute: The market eeonomy model does not
operate now: competition is no longer a strict disciplinarian; oligopohistic
industries abound, owners do not control firms, apd government is keenly
interested in markel power, Organisations during this decade have bl
to gigantic proportions, they command an enviable reservoir of resources, hold
the powerful threads of control and are economically empowered to raise the
standard of living of the people. Society oxpects these institutions to be socially
responsible, As business organisations grow i size and economic strength,
society continues to expect more benefits from them, o mprove ther ‘quality of
life' and living standards. Corporations will have to pay o heavy price. if social
expectations are neglected or dismissed as ‘trivial issues’. They can function
suecessfully only by public consent. Socinl power and socinl responsibidity form
an equation that must be rationally balanced. When an institution s power grows,
its responsitulity also grows accordingly. In fact, proper solution to such
ymportant issuos such as produet quabity, product safeiy, healthy working
environment, pollution and other ecological problems are i the best mterests
of the corporation itsell. These arens should not require iny great public outery
or government action (o cause management o do its utmost to meet sound
standards

Inexpensive Insurance: For many firms, social resp..ibility provides an
extromely inexpensive insurance packnge 1 business firms il to lonren the
new language of sccountability, the government with its potential for inefficiency
and msensitive bureaucratic methoils will step into the arenn. usurp the power
and place restrainis on corparate performance. Social pressures generate legal
mensures it s in the best interests of the business t pursue socially responsilie
programimes

Profit motive is the Villain: Incronsed profits are not always b-products of
exorbitant prices or sconomic exploitution. Firms these days do not try to
maxtmise profits, they try to optimise and achieve ressamuble profits whiaeh con
only provide a satisfactory cushion to absorb business shocks and vicissitudes

It is fundamentally wrong 1o consider profits ani social responsibility as mutually
distinet, hostile and exeludnble items

Conflicting Interests: A vorporation in today's changing world, faces many
challenges and is confronted by a whole array of finward and 'outward
responsihilities. 1t is true that if corparations were (o live up 1o every rule and
rogulation Luid down by the society, government. employees and others, it would
be paralysed o inactivity and will have a entastrophie ond 1t is also true that
the eorparation is an inappropriate instrument for brnging ROCIFCMOTIC
reforms. Still, corporations must be genuinely concerned aboul society's needs
and interests beenuse, society is the ultimate entity which sanctions busingss
oporations. Howevor, these collateral ohjectives should not frustrate the firm in
achisving the primary goal of wealth maximisation. Managers shall have 1o
balance these conflicting demands snd think of an appropriate solution, In futare,
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they are expected 10 ereate wealth, generate profits and provide employment
for the fulfilment of public policy. Simultansously, they must police their own
activities, keep their houses in order, enforee self-discipline and self-regulation
and display a basie regard for human values.

4.6.3 Types of Responsibilities

In determining a firm's social responsibility, managers must identify the groups
that are influenced by its actions and what their expectations are out of the business.
In a broad sense, such groups may include owners, employees, customers, the
community, the government. suppliers and the socioty in general,

Fig. 4.1. Social Responsibilities of Managers
1. Responsibility to owner:
» Committing funds in the best possible manner.
* Ensuring a fair rate of return regularly
* Fair and honest reporting of business operations from time-to-lime,
2. Responsibility to employees: '
* Recognise the social needs of workers and provide adequate partieipation to
employees in the matters affecting their life.
* Fair and ressonable rates of pay.
¢ Creating a healthy work climate, improving working and living ronditions
and making the workplace safe and pleasant
* Improving the quality of working ife of employees.
3. Responsibility to customers:
* Providing goods of superior quality at reasonable prices.
e Avoiding deceitful, false and highly exaggerated advertisements and high
pressure publicity gimmicks aimed st wooing the customers
* Management should not indulge in anti-socinl setivities such as bloek-
marketing. hoarding, ote.



4. Respousibility to creditors and suppliers: { orporste Ciovermance,

» Provide necurnte information regaeding the financial health of the CER i Social Audit
arghnisation,

# Ensure a reasonable price for the articles supphed, and make prompt
repavments (involving mterest on borrowimngs), there should be fairness in
tronsnciions,

s Promote a healthy atmosphere where creditors, suppliers and other mterest
groups are treated as partners in i cooperative entdeavour

6. Responsibility to community:

e Devolop constructive relationship with members of the community.

e Participate in community activities and promote community wellare
Renovating neighbourhoods surrounding the company = headquarters,
building public parks with plavground equipment, and granting employees
puid leave of absence to work in socinl programmes.

e Provide safe and secure communities with good housing and efficient
transporiation

6. Responsibility to government:

e Follow fuir trade policies and practices.

* Py taxes to the government

» Obay the laws

s Diseourage unhealihy practices like bribing the government officials to curry
favours, obtain beences in arder (o kill the compotition, ete,

7. Responsibility to society:

 Elimination of poverty and provision of quality healtheare.

o Preservation of the environment by reducing the level of 5 -Hution.

o Providing equal employment and eduenational opportunities to all, regardless
of race, colour, ereed or sex.

o Providing sufficient number of jobs and career opportunities and facilities
for all members of sooety

« Improving the physical environment and developing human resources fully.
Some of the exnmples in this regard may be: conducting educational
programmes to combat drug abuse, provision of seed money to minority
suppliers, urban rehabilitation loans to construet low-cost houses, providing
managerial training to small entreprencurs, establishing manufaciuring
plants i economically backward regions, ete.

4.6.4 Corporate Social Responsibility in India

For most Indinn compoanies, CSR s not a duty mandated by militant amons,
angry public or demanding legislative provisions. Most undertake CSR work out af
emputhy, nol sympathy. They do not consider it as charty but try to integrate SR
work with eorporate image-building exercide. For example, The Tay Group of Hotels
recontly unveiled the Varanasi hand-woven saree that will now be worn by all their
front-of-house staff in one stroke, keeping the ceaftsmanship of the Varanasi artisans
alive and their livelibood going, preventing an art form from going extinet and mt the
same time adding to the image of the Group.

NOTES
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Lit's now have o look at CSR activities of some of the major companies in Indin,

Bajaj Auto: The company has been running o Samaj Seva Kendra st Akrudi
near Pune simee 1975 (900 famibes as members). The Kendra ams at
improving the quality of life of its members by providing eduention, healtheare,
voentional training, ote. The eompany nlso runs the Janki Devi Bajag Gram
Vikas Sanstha near Pune The Sanstha's aim is to promote rural development
(water mansgement, procurng vital sgricultural inputs, feed and vacemation
for livestock, sanitation, ele.)

Larsen & Toubro: The Company spenis about T 10 crores annually on social
projects. In healthcare, it sponsors efforts directed towards birth control:
mother and child care; organises camps 1o cheek for tubereulosis, leprosy and
specinl surgery camps along the lines of the Life Line Expross — the world s
first ever hospital on rails. LET also helps the loeal populace 10 source soeds,
improve soil quality snd encourages dairy and poultey developmeni in and
around the areas of its work. Finally, as part of its environment enhancement
schemes, il assists in afforestation and promoting biogas plants and smokeless
chullhaz (stoves),

Shriram Investments: The Shriram Group formed a trust in 1992 1o carry
oul its socind projects. Tt runs five schools for over 2,000 children. A home for
orphans is run by the group. The group offors worksheds along with capital :
and management support to women in Thanjavur who make incense sticks
and candles. In 1995, the group had lasunched the Shriram Rural Development
Project in Kanchipuram distriet of Tamil Nadu with a view to reduce
indebtedness and offer credit o rural population at concessional rates.
Tata Steel: Toia Steel has been a pioneer in employoee wellire in the eountry
and has acted as a beacon for labour lawmakers. Tuta Steal adopted several
welfare measures for employees, decades before they were incorporated in
the country’s lnws. These include an eight-hour working day, leave with pay,
maternity benofit nnd leave, workers' provident fund and paying gratuity on
relirement, '

Beyond employee welfore. Tata Steel has been mvolved in social projects that
nclude environmental conservation activities. edueation, voeationsl (raining
and healtheare for the underprivileged, revival of teaditional arts and erafis,
and sports development

The company has been running o community development and socinl welfare
department since 1958 that takes care of the educational and voeational
training needs of the underprivileged in and around Jamshedpur. The
department sets as o catalytic enabler rather than doer. so that the hutment
dwellers become more responsible citizens and participate in improving their
own quality of lifo.

Tata Steel established a tribal cultural centre to preserve tribal cusioms.
arts and habits. It organises an annual fair at Jamshedpur which serves as a
marketing platform for traditional handicrafis. 1t has also set up link rosds,
irnigation facilities, and sports actvities for the benefit of society at large.
Otis Elevator Co. India: Otis foruses on soctally responsive activities by
mproving the lot ol the mentally retarded or "special people”. Worldwide,
Oitis havs been involved in promoting sports for these specinl people. As a part
of this initiative, Otis India sponsored 350 special athletes from Maharashirs



for the World Specinl Olympics in 1995 Since then, Otis employees of all
ranks have been involved in fund-raising for this couse on a voluntary basis
Through these fund-raising efforts, the company employees have been able
1o help equip spreial schools with items such as fans, music systems, sewing
machines, wheelchairs, hoaring mds, learning mds, books, ete. Regular medical
camps pre also undertaken ot an orphan home for the mentally retarded. Not
anly that, many company employees are motivated enough o take out time
to repair and pamt furniture for such schools and partieipate m various
erlebeations with the special children

The work put in by Otis India's Team Otis in this regard. helped o bag the
Special Partnership Award for 1996 and 1997 from the Otis organisation
that is judged by Special Olympics International. Washington, USA,

The Assaciated Cement Companies: Medical cure, rural development
activities and environmental conservation have long been areas of concern
for this company. The company installed pollution control equipment 15 years
before it became legally necessary. 11 also takes special care to see that there
1 no eeological degradation during the process of mining hmestone that is
required to make coment. So, it undertakes restoration and rehabilitation of
used up mining areas. The company also offers its experience and expertise
in these aress o those willing w emuolate ACC m such activities. The company
has now shifted its foeus to integeated rural development. [1s entire healtheare,
edueational and voeational traning measures mm at enabling the
beneficiaries. ACC has recently taken up another social project that involves
conservation of heritage buildings and structures, primarily in Mumbai.
Hindaleo: “Rural development work” . aceording to the company, “is not the
amount spent but how much you involve yourselfl on a dmly basis that matters.”
Its obgective s to mobilise resources and work with NGOs and the government
to bring about a chunge within the 20-30 km area of their operation. It has
earried out CSR work in villages belonging to Uttar Pradesh, Chhuttisgarh,
Jharkhand and Silvassa

Titan: Titan has continuously belped the disabled people by gving them
employment (over 5 per cent of the total workforce),

Infosys: The Company works for the empowerment of vulnerable groups and
has supported educational institutes and medical facilities. 11s efforts through
the Infusys Foundation began in Karnataka and are now spread over Tamil
Nadu, Andhra Pradesh. Maharashtra, Orissa and Punjab

Reliance Industries: The Company spends about 0.5 per cont of its profits
on ("SR work including setivitios such ns ATDS and TB treatment, Sea-water
desalination. Community development in the form of Drishii project. o
nationwide eorneal grafting drive for underprivileged where funding per
surgery s T 5000 -

Tata Tea: The Company has changed the world for many disabled men and
women. [t spends generously on CSR projects, including Srshin project in
Munnar niming to bring out the best in differently-abled children; the
company # stationery unit recyeles ton waste (o mutke papor: it runs the Day-
School to provide education based on each kid's eapabilities
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Bwniness Policy e NTPC: At NTPC, there is complete employes contribution into CSR initiatives

ol Srosgy in the areas of health, environment, development of the girl child and
education. The beneficiaries meludo more than 3000 people from different
Vi :

" illages,

4.6.5 CSR under the Companies Act, 2013

With effect from April 1, 2014, every company, private limited or public imited,
which either has a net worth of T 500 crore or a turnover of T 1,000 crore or nt profit
of T 5 crore, needs to spend at least 2% of its average net profit for the immediately
preceding three financial years on corporate socinl responsibility activities. The CSH
activities should not be undertaken i the normal conrse of business and must be with
respect to any of the activities mentioned in Schedule V11 of the 2013 Act. Contribution
to any political party is not considered to be a OSR activity and only activities in Indin
would be cansidered for computing CSR expenditure. The sctivities that can be
undertaken by a company to fulfil its CSR obligations inelude:

»  Eradicating hunger, poverty and malhutrition,

* Promoting preventive healtheare, promating education and promoting gender
oquality,

=, Setting up homes for women, orphans and the senior citizons, measures for
reducing mequalities faced by socially and sconomically backward groups,

¢  Ensuring environmental sustainabality and ecological balanee, animal welfare,
protection of national heritage and art and culture, measures for the benefit
of armed forces voternns, war widows and their dependents,

¢ Traming to promote rural, nationally recognized, para-Olympic or Olympic
sports, contribution to the Prime Minister's national relief fund or any other
fund set up by the central government for socio economic development and
relief and welfare of SC. ST and other minorities and women,

¢ Contributions or funds provided to technology incubators loeated within
academic institutions approved by the central government and rural
development projects.

4.7 SOCIAL AUDIT

Meaning: A social audit is a systematic assessment of a company's activities in
terms of their social impact. It ix an attempl to measure, monitor and evaluate the
organtsation’s performance with respect to its social programmes and social objectives.

Approaches to Social Audit

There are various operationnl approachies to social audit
* Inventory approach: Involves preparation of a list of all the socin] netivities
carried out by a company.
* Outlay approach: In this approach, the amount spent on each social activity
i disclosed. 1t recognises the costs involved nnd identifios ways (o reduce
such costs
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s Programme management approach: ln this upproach, in addition o the  Corporate Governance,
above steps, n statement is made as to whether or not the company realised 5 ol Social Audic
itz objectives for each social activity

» Cost-benefit approach: It trnies (o quantify the contributions (benefiis) made
to social life ns against the expenses incurred in each social activity and
prosent them in the form of a social balance sheet

A company’s social performance 1 usually measured in terms of such activities
ag producing goods and services that people need, creating jobs for society. paving fair
wages, ensuring worker safety, muking efforts o preservie the natural environment
ete. Such a measurement givies some indication of the economic contribution the
organisation 1= making to society” it also shows whether it is upholding or improving
the general quality of life in society. Although it 15 not easy to measure social
performance in pecurate terms. companies generally opt for cost-benefit analysis (o
find where they stand m respeet of undertaking sovinlly relovant and meaningful
aetivities ina cost-effective manner.

NOTES

4.7.1 Scope and Objectives of Social Audit

Social audit, primarily, tries to cover the following areas:

o Ethical Issues: Ethical questions range from on-the-<job performance 1o ofl-
the-job nctivities.

s  Egual Opportunity: A second relevant soeial issue which comes under social
audit is the equity of treatment in employment and a fair justice system in
the orgamsation. Employment decisions in an organisation should be based
on merit and ability and not on the basis of arbitrary quotas based on sex,
race or relmon

*«  Quality of Work Life: The quality of life issue pertains to several on-the-job
areas. Besides demands for o safe, healthy and human work environment,
people are speking greater meaning in their lives. Pay alone will not meet
these requirements Greater responsibility. growth, sutonomy and rewards
contingent upon performance are all [actors that people are demanding from
the workplace and management is increasingly sensitive to these neods now-
n-days

* Consumerism: Business has a special obligation towards the consumer —
that 15, to serve and satisfy the needs of the concumers, 1t i the principal
duty of business to make available to the consumer items of daily needs in
the night quantity, at a right tme. price and of the nght quality. Social audst
therefore envisages the ereation of consumer counels o proteet the consumers
agninst unethical practices like mislending advertisements, speculation,
hoarding, profiteering, black marketing, violation of prn:ium guaraniees efc

* Environmental Protection: Froiecting the socwety from air, water and
environmental pollution by various industries has become the focal point of
nttention in recent timies
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NOTES b evnluntod in an obpective way. socinl sudit not resdily avalable

o Awareness atid commitrent ovols of ench | o It roquires firm commitment from one and
employes toward socinl projects improves. ull, which is missing in most coses

» Hocial wudit boouts up the mmage of a| * Which items to be meluded m socinl mudit
Dompany. 1w a question over which there is no

complets sgreament

» Every stakeholder comos to know about | « Every company s not very open about
how socinlly sctive and responsible o revenling how socially responsible and
business is metive it ks

» Businoss onn quantily the bonefits and koy | » [Rifoull to classify activitios into two
tiiks in undorisking socially relavant compartments social and non-sccial
jrropeits

4.7.2 Social Audit in India

Social nudit in Indin 8 0t 0 noscent stnge. Theeo are no neceptod standareds for
measuring social performance of o company. Data regarding social performance & not
shared nor kept in the public domain, other than a few details here and there The
costs and benelits arising oul of socual projects have not been quantified nor presented
in an acceptable/comparable way. Reports about socinl performance are more
appenidages to the annual report of 3 company. And very few would even bother 1o
take n look at how mueh & company has really spent on social projects and deaw
comparisons with others in the field

4.8 VALUES IN BUSINESS

Values define what 15 good or bad, nght or wrong. They guide our behaviour
wherever we go and are the primary sources of our actions. Right from childhood. we
are guided by our parents to be honest and true to ourselves and to be accountable (e
our actions. When we grow up and enter organisations we continue 10 judge events,
prople and situntions with preconcenved notions of “what ought” and "what ought not”
to be, (Robbing) Values (such ag freedom, honesiy, self-respect, equality etc) are
perceptions about what 5 good or bad. right or wrong. They tend to be broad views of
life and are mAuenced by parents, teachers, peer groups and sssocintes. In faet, peoples
values develop as a product of the leaming und experience they face in the culiural
setting in which they live Value differences basically arse because leaming and
experiences differ from one person to another. As a result, one person may give more
importance to money whereas another person may look at honesty and truthfulness
as more mportant than money. Such differences are likely 10 be deep seated and
somewhat difficult to change, many have their origins in early childhood and the way
n person has been ransed(Rokeach). From a managerinl standpoint, it is important to
know that values are those concepts, principles. things, people or activities for which
n person is prepared to work hard and even make sacrifices for. Compensation.
recognition and status are common values i the workploce Values, quite often, help
managers o tie the knot bertween employes decisions and actons with overall corporate
goals.
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4.8.1 Values and their Impact on Human Behaviour

Peaple are not born with values: rather they acquire and develop them early in
life, Parents. teachers, relatives, friends and others influence an indmidual' s values.
Vilues such as ‘stealing 15 bad" “Honestly is the best policy’, 'Respect your elders and
teachers. Be kind to people’ are taught and remforced in sehools, religious institutions
and sovial geoups. Over tho years, these values become relatively stable and enduring.
As we grow in years, we often seck envirouments that are compatible with the values
we learned as children. For example, values help find oul what companies we are
attracted to and how long we stay therein, They also influence how motivated we are
at work: people who share same values as the arganisation are committed to the
organisation than those who do not. Whenever people make decisions or talk about
whist eonstitutis approprinte behaviour at work, we can ensily see the impaet of values
or even conflicts between different values. For example. consider the question of laying-
all employees. Managers with dominani economic villues would be less hesitant to lay
them off quickly than would munagers with high social values. Onen a particular value
1% internalized, it becomes a standard for guiding action. [t becomes instrumental in
developing and maintaining attitudes towanrds relevant objects and situations for
justifymng one's own and others actions and attitudes, for morally defining self and
others and for comparing self with others. When mdividuals enter an organisation
with certain pre-set values, of what is right or wrong, they tend to look at the world
through coloursd glasses. For example, you believe that an organisation should promote
people on the basis of ment and not on seniority. However, the organisation does the
opposite thing. vou tend to feel disappointed and totally out of place. Your attatude
and behaviour towards the organisation perhaps would be very optimistic if your values
match with organisation’s promotion policies. Values. thus, overpower obyectivity and
rationality .

4.9 SUMMARY

e Business s stuck with society. It is an economie institution. It is expected 1o
make profits to survive and flourish in & compétitive environment. Al the
same time, it 15 expected to share the fruits of progress with various sections
of society There i growing concern for CSR in recent times.

o Corporate governance is all about striking a huppy balance between economae
and socinl goals. The resources of a corporntion must e put 1o effective and
officient use. Managers should run the show in i transpurent manner They
must keep the best interests of society in mind while fixing priorities.
identifyving goals. chasing retarns or making profits

e (SR is 1o be viewed a5 o kind of obligation felt by a company to conduct it
aperations in an ethical and responsible manner. In Indin, of course, the law
requires every company to carmark a specific sum toward social projects with
effect from 2013,

e  Social audit is the systomatic assessment of social impacts of o firm. Social
audit, however, 15 ai 8 very nascent stage in Indin

e Values define what is good or bad, night or wrong. They guide our behaviour
wherever we go and are the primary sources of our pctions.
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oSy 410 REVIEW QUESTIONS

L Outline the reasons for the growing concern for social responsibilities of business
NOTES in 21* century,
2. Last the pros and cons of social responsibilities of business
3. Write short notes on:
() Social nudit
(b) Values in busineis
(e} Corporate Governance.
4. Define ‘corporate governanee. Why, aceording to you, Indian companies ignore
governance issues? What needs to be done in order to bridge the gaps?
b. De&ti:u ‘social audit. Explain why social nudit has not taken off in a big way in
India?
Outline the factors influencing business ethies
Explain the mmportance of values in business
Is there any clash between economic and social objectives of a business? Why or
Why Not? ;
8. Explan briefly:
() CSR in India
(b) Values in Business
* (e) Nature, scope and importance of social audit

10. "Values in Business are deteriorating day by day.” Do you subscribe to this
view” Why or why not? Support your nnswer with examples

Case Study: ArTermaTH OF A TRAGEDY

Shortly after midnight, on December 3, 1984, outside Bhopal, India. a cloud of
deadly methyl isocyanate gas leaked from a pesticide plant, owned by the Indian
subsidiary of Union Carbide. The choking gus covered the town, quickly killing
hundreds-including many children, who were less resistant to the gas than adults ~
and forcing Bhopal's 670,000 imhabitants to flee in panmic. By the end of the week, more
than 2,000 people had died from inhaling the gas, nnd 150,000 more had 1o be
hospitalised for respiratory and eve damage, making Bhopal's ‘night of death’ the worst
industrial disaster in history. Images of stunned families buryving or burmning their
dead and blaming Union Carbide for their agon v were broadeast worldwide.

There were immediate ropercussions for Union Carbide and for the chemical
mdustry as well The Indian government accused the plant management of failing to
take adequate safety precautions and indicated that it held the parent company
ultimately responsible. Lawsuits brought by American lawyers on hehalf of the victims
asked for billions of dollars in compensatory and punitive damages and threatened to
send the company into bankruptey. Union Carbide's stock price plummeted; it halted
production of methyl socyanate at its West Viginia plant that produced the chemical
in the United States

Officinls in the United States and India called for increased regulation and
nspection of chemicnl processing plants. Many U.S. localities considered passing “right-
to-know” laws that would require chemical companies to provide detailod information
about hazardous materials to the employess who make them snd to residents living
near the plants. Several companies countered with voluntary right-to-know

124 Self-Leaming \futersal

AP




programmes (0 head off public sentiment for governmoent regulation. In the wake of
protesis agamnst Union Carbide in other parts of the world, some multinational
corporntions clauimed that the Bhopal disaster had chilled the international elimate
for 11 8. business

Union Carbide. which had earned an above-average record on industrial safety
aver the decade preceding the disaster, appeared paralyzed by the magnitude of Bhopal's
suffering. Corpornte Chairman Warren Anderson rushed to India to inspeet the site
and was briefly arrested by Indian authorities. Union Carbide's one hundred thousand
emplovees observed a moment of silence for the dead and injured, many donated money
for disuster reliefl. Top management spent sleepless nights geappling with the compuny’'s
erushing problems and its uncertain future. Morale at the company was low; production
at many plants temporanly dropped. However, while expressing profound sympathy
for the Bhopal victims and promising to make a fair restitution, Union Carbide
maintaimed its essential innocence. “There's no crminal responsibility here,” said
Anderson.

Questions

L. What are the key ssues in this case?

2. If vou were a manager of Umon Carbide, what effect would the news of the
disaster have on vou? What would you tell vour subordinates?

3. What responsibilities does Unjon Carbide have 1o the victims of the Bhopal
disaster”

4. What do vou think the long-term effects of the disaster will be on the company”?

5. Should the government require thal corporations make public information on
haeardous materinls or processes even if that woulid harm their business? What
effect would such “right-to-know” lnws have?
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UNIT 5: STRATEGY FORMULATION,
IMPLEMENTATION AND CONTROL
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5.6 porter's Competitive Forces and Strategioes

3.7 Compentive Strategies
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5.1 LEARNING OBJECTIVES

After studving theg chapter, you should be oble to understond the following:
= Sirnlegy Evaluation
= Formulation Process
= What 1= Strategie Manogement?
s Formulation Business.Lovel Strategy
= Partnership Strategy

= Strategy Implementation and Control

5.2 STRATEGY FORMULATION VS STRATEGY
IMPLMENTATION

Following are the main differences between Strategy Formulation and Strategy
Implementation

i Strategy Formulation Strategy Implementation

Strategy Formulstion ineludes planning and | Surotegy Implementation involves all those |

)

deciston-making  invalved  in developing | means related to vxeeuting the st ratoegs piluris
organisation's strotogie goals and |||.-||:1-.

!-]!I'I short, Strategy Formulation 1= placing the | In short. Strategy [mplementation s
Forces before the sction. i managing forces during the sction.
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Actizity based on strategie decision-making

rﬁlntm Formulatisn is an Enlmnmrhﬂ

Strategic Implomentation is mainly an
Administrative Task based an strategic and
operatinnal divisjons

Strategy Formulation emphasizes on
offectiveness.

Steatogy Implementation emphasizes on
efficiency.

Strntogy Formulntion = a rational process.

Steategy Implementation 18 basically an
operational prooess

Birategy Formulation requires cooridination
among few imdividunls

Sirategy Implementation requires co-
ordination among many individuals

Eﬂh;}' Formulation requiresa gront deal of
imitintive logiond sloilis

Syputegy Implumentntion reguires specifie
metivational and leadorship traits

5.3 STRATEGY EVALUATION PROCESS AND ITS

SIGNIFICANCE

Strategy Fvaluation s s significant as strategy formulition bocause it throws
light on the efficiency and effectiveness of the comprehensive plans in achieving the
desired results. The managers can also assess t
strategy in todays dynamic world with soci-econo

innovations. Strategic Evaluation is ihe
management him)d

The significance of strategy evaluation lies in its capacity to co-ordinate
departments ete, through control
ificant hecause of various factors such
rge for feedback. apprasal

af

the task performed by managers, groups.
Sirategie Evaluation s sign
strategic planning, the u
strategic management process, yudging the validity

of performance.
a=—developing inputs for new
and reward, development of the
strategic chon ele

The process of Strategy Evaluation consists of following steps:

1.

roquirements

prspsement of performance.

Fixing benchmark of performance: While fixing the benchmark, strategiss
encounter questions such ns ~ what hench
how Lo express them, In order 1o determine
sot. it i essential 1o discover the specia
tnsk. The performance indicator that best 4
might then be determined to
arganisation can use both quantitative
Guanitaty

profit, ROI sarning per share. cost of production. rate of employee turnover ele

Among the Qualitative fhetors are subjeetn

skills and competencies, risk taking potential. fexibility ete

Mensurement of performance: The standard performunce 15 8
with which the actual performance is to be
communication system help in messuring the

performance. I

are availible for measuring the performance and if the standards are set i the

right manner, stralegy evaluntion bosmes eas
will not misel 1= purpose.
like—balanee sheet. profit and |

managers contribution
financial statements
prepired on an annual basis

he appropristeness of the current
mic, politieal and technological
final phase of strategic management (strategie-

marks to set, how to set them anl
the benchmark performance (o be
| roquirements for performing the mam
dentify and express the special
be used for evaluation, The
and qualitative eriteria for comprehensive
« criteria includes determination of net

o evaluation of factors such as —

bench mark
compnred. The roporting amid
f appropriate means

wr. But various factors such as
For measurng the performance,
i pecount must be

|
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Business Policy 3. Analyzing Variance: While measuring the actual performance and comparing

and Strategy it with standard performance there may be variances which must be analyzed.

The strategists must mention the degree of tolerance hmits between whith the

variance between actual and standard performance may be accepted. The positive

NOTES deviation indicates a Iu-t!mr p-nrfnr!mnue hn._lt it is quite unusual etceedmg the

target always. The negative deviation is an issue of concern beeause it indicaies

shortfall in performance. Thus in this case the strategists musi discover the
causes of devintion and must take corrective action to overcome it

4. Taking Corrective Action: Onee the deviation in performance is identalied, it

15 essential to plan for a corrective action. If the porformance is consistently less

than the desired performance, the strategists must carry a detailed analysis of

the factors responsible for such performance. If the stratogists discover that the

organisational potential does not match with the performanee requirements,

then the standards must be lowered. Another rare and drastic corrective metion

i reformulating the strategy which requires gomg back to the process of strategic

management reframing of plans according to new resource allocation trend and

consequent means going to the boginning point of strategic management process.

5.4 STEPS IN STRATEGY FORMULATION PROCESS

Strategy formulation refers to the process of choosing the most appropriate course
of action for the realisation of arganisational goals and objectives and thereby achieving
the organisational vision. The process of strategy formulation basically involves
six main steps. Though these steps do not follow a rigid chronalogical arder, however
they are very rational and can be easily followed in this order.

1. Setting Organisations’ objectives: The key component of any strategy

statement is to set the long-term objectives of the organization. It is known that
strategy s generally a medium for realisation of organisational objectives.
Objectives stress the state of being there whoreas Strategy stresses upon the
process of reaching there. Strategy includes both the fixation of objectives ns
well the medium to be used 1 realize those objectives. Thus. strategy 1s a wider
term which believes in the manner of deployment of resources so as 16 sehieve
the objectives.
While fixing the organizational objectives, it is essential that the factors which
influence the selection of objectives must be nnalysed before the seleetion of
objectives. Once the objectives and the factors influencing strategie decisions
have been determined, it is easy (o take strategic decisions.

2. Evaluating the Organisational Environment: The noxt step is Lo svaluate
the general economic and industrial environment in which the Organisation
operntes. This includes a review of the organisations competilive position. I) is
essential to conduet a qualitative and quantitative review of an organisations
existing product line. The purpose of such a review is to make sure that the
factors important for eompetitive success in the market can be discoversd 50
that the management ean identify their awn strengths and woenknesses as well
as their competitors’ strengths and weakn : ;

After identifying its strengths and weaknesses, an organisation must keep a
track of competitors’ moves and actions =o as to discover probable opportunitices
of threais to its market or supply sources.

3. Setting Quantitative Targets: In this step, an organisation must practically
fix the quantitative target values for some of the organsational objectives. The
idea behind this is to compare with long-term customers. so as to evaluate the
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contribution that might be made by various product zones or operating
departments

4 Aimingin context with the divisional plans: In this step, the coninbutions
made by each department or division or product category within the organisation
is identified and sccordingly strategie planning is done for each sub-unit. This
requires a careful analysis of macroeconomic trends.

5. Performance Analysis: Performance analysis includes discovering and
annlysing the gap between tho planned or desired performance. A enitical
evalustion of the organisations past performance, present condition and the
desired future conditions must be done by the organisation. This critical
evaluation identifies the degree of gap that persists between the actual reality
and the long-term aspirations of the organisation. An attempt is made by the
organisation to estimate its probable future condition if the current trends presist

6. Choice of strategy: This is the ultimate step in Strategy Formulation. The
best course of action i= actually chosen after considering organisational goals,
organisational strengths, potential and limitations as well a2 the external
opportunities. Tough choices and trade-offs that define and support sirategy.
However, senior executives at such companies as General Electric. 3M. and
Johnson & Johnson want middle- and low-level managers to think strategically.
Some companies also are finding ways to get front-line workers involved in
strategic thinking and planning, Strategie thinking means to take the long-term
view and to see the big picture, including the organisation and the compeiiive
environment. and 1o consider how they fit together. Understanding the sirategy
concept, the levels of strategy, and strategy formulation versus implementation
i an important start toward strategic thinkng.

What is Strategic Management?

Strategic management is the sei of decisions and actions used to formulate
and implemont strategies that will provide a competitively superior fit between the
organisation and its environment so as to achieve organisational goals. Managers ask
questions such as, “What changes and trends are occurring in the competitive
pavironment ? Who are our customers? What products or services should we offer?
How can we offer those products and services most efficiently?” Answers to these
questions help managers make choices about how 1o position their organisation in the
pnvironment with respect to rival companies, Supernior organisational performanee is
not 4 matter of lack. 1t 1 determined by the choices that managers make, Top executives
use strategic management to define an overall directivn for the organisation. which is

the firm's grand strategy

Grand Strategy
Grand strategy is the genernl plan of major action by which a firm miends to

achiove its long-term goals. Grand strategies (all into three general eategories: growth,

stability, and retrenchment. A separate grand strategy can also be defined for global
operations :

Growth. Growth can be promoted internally by investing in expansion or
extornally by acquiring additional business divisions. Internal growth can include
development of new or changed products, such ms Starbucks’ introduction of
Frappuceino, a bottled coffee drink. or expansion of current products into new markets,
such ns Avon's attemp to begin selling products in major rotail stores. External growth
typically mvolves diversification, which means the acquisition of businesses that are
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Bwsiness Policy related to current product lines or that take the corporation into new nreas. The number

and Strategy of companies choosmg to grow through mergers and sequisitions s astounding. us

organisations strive to acquire the sze and resourees to compoete on a global seale. to

mvest in new technology, and o control distribution ehannels and guarantes sccess 1o

NOTES markets. WorldCom, once an obscure long-distance earrior, has sequired more than

40 companies in the past decade and expanded nto loeal phone serviees, data

transmission, and Internet teaffic. Another strategy for mternational growth is the

formation of a joint venture, such as WorldCom's venture with Spanish tolocom ginnt
Teleforea, which extended WorldCom's reach into South Ameriea.

Stability. Stability, sometimes called a pause stralegy, means that the
organisation wants (o remuin the same size or grow slowly and in a controlled fashion

The corporation wants to stay in its current business, such o8 Allisd Tire Stores,
whose motto 15, “We just sell tires.” After organisations have undergone a turbulent
period of rapiul growth, executives often focus on a stability steategy to integrate
strategic business units and ensure that the organisation i working efficiently. Mattel
15 currently pursuming a stability strategy o recover from former CEO Jill Barad's
years of big acquisitions nnd new businesses. The current top executive is soeking
only modest new ventures to got Mottel on a slower-growth, more stable course.

Retrenchment. Retrenchment means that the organization goes through a
period of forced decline by either shrnking current business units or selling off or
hquidnting entire businesses, The argamisation may have experienced a precipitous
drop in demand for its products or services, prompting managers to order neross-the-
hoard cuts in personnel and expenditures.

Global Strategy

In addition to the three preceding alternatives—growth, stabiliy, and
retrenchment—companies may pursue a separate grand strategy as the focus of global
business. In today's global corporations, senior executives try to formulste coherent
strategies to provide synergy among worldwide operations for the purpose of fulfilling
common goals. A systematic strategic planning process for deciding on the appropriate
strategie alternative should be used. The grand strategy of growth s a major motivation
for both small and large businesses going international. Each country or region
represents a new market with the promise of increased sales and profits

In the international arens. companies face a strategic dilemma between global
mtegrabon and national responsveness. COrrgan eations must docide whothor they want
each global affihate (o act autonomously or whether activitios should be standardised
and centralised across countries. This choice leads managors to select a basie grand
strategy alternative such as globalisation versus multidomestic Mratogy. Some
corporations may seek (o achieve bioth global integration and national responsiveness
by using a transnational steategy, The three global steategies are:

1. Multsdomestic strmegy

Z Transnational steategy

A Globalisation strategy

Multidomestic Strategy. When an organisation chooses o multidomestic
| strategy, it means that competition in each country is handled independently of
mdustry eompetition in other countries. Thus, a multinational company i present in
many countries. but it encourages marketing, advertising, nnd product design 1o be
modified and adapted to the specific needs of each country. Many companies reject the
idea ol a smgle global market. They have found that the French do not drink orange
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juiee for breakfast, that lnundry detergent is used o wash dishes in parts of Moxico,  Strwtegy Formulition,
and that people in the Middle East prefer toothpaste that tastes spicy. Proctor & Gamble Implementation and
standardised diaper design across European markets, but discovered that lualian Control
muthers preferred dinpers that covered the baby '« naviel, This dosign fenture was so

important to the sueressful sale of diapers in ltaly that the company eventually NOTES
incorporated it specifically for the ltalian market Baskin-Robbans introduced a green-
ten (lavored ice croam in Japan, and Haagen-Dagzs doveloped o new favvar eallod dulee
de leche primanily for sale in Argenting,

Transnational Strategy. A transnational strategy secks to achiove both
globil integration anil nstional Fesponsiveness. A Lrue transnational strategy is difficult
1o achiove. because one goal requires close global eoordination while the other goal
requires Jocal fexibnlity. However, many industres are finding that, although inereased
competitiom means they must achievo global efficioncy. growing pressure (o meet local
‘meeds demands national responsivencss (e company that effectively uses a
tronsnational steategy s Catorpallar, Ine., a heavy equipment manufacturer, Caterpillar
achieves global efficiencies by designing itx products to use many yden tival components
and centralizing manufacturing of components in n fow large-scale facilities. However,
assembly plants located in each of Caterpillar's major markets add certam product
festures tailored to meot loeal needs.

Although most multinational companies want to nchiove some degres of global
integration 1o hold costs down, even global products may FeQUIRS SOM® CUSLOMsation
to meet government regulations in various countries or some Lailoring to fit consumer
preferences. In addition, some products are botter suited for standardisation than
others. Most lnrge multinational corporations with diverse products will attempt to
use n partial multidomostic strategy for some product lines and global strategies for
othors. Coordinating global integration with a responsiveness o the heterogeneity of
intornational markets is a difficult baloncing act for managers, but an increasingly
mmpartant one in today s global business workd

Purpose of Strategy

Within the overall grand strategy of an organsation, executives define an exphent
strategy, which is the plan of action thit deseribes resouree allocation and activities
for dealing with the environment and attaining the orgunisation's goals. The essence
of formulating strategy i choosing how the organisation will be different. Managers
make decisions about whether the company will perform different setivities or will
execute similar pctivities dilferently than competitors do. Strmtegy neeessnrly chnnges
over time to fit environmental conditions, but to remain competitive, companies develop
strategies (hat focus on core compitencies, dovelop synergy, and create value for
CUSLOM TS,

Core Competence. A company s core competence is something the
arganisation does especially well in comparison o its competitors. A core competence
represents A compeiinve athvantage because the company aciuires expertise that
competitors do not have. A core competence may b in the area of superior research
and development expert technological know-how, process officiency, or exceplional
customer service M Amgen. a pharmaceutical company, strategy foeuses on the
company’s core competeace of high-quality sciontific rosearch. Rather than starting
with a specific disease and working backward, Amgen takes brnllinnt science and finds
unique uses for it, Boeing Corporation has & eore compelence in flesable design and
assembly of aweraft. And Home Depet thrives bocnuse of o strategy focused on superior
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Business Policy customer servico. Managors stress (o all employees that listening to customers and
and Strategy belping them solve their do-it:yourselfl worries takes precedence over just making a
sale. In each case. leaders identified what their company does particularly. well and
built strategy around it. Dell Computer has suceesded with its core competencies of

NOTES spoed and cost efficiency.

Dell Computer is constantly changing. adapting, and finding new ways to master
its environment, bui one thing hasn't changed from the doys when Michael Dell first
began building computers in his dorm room: the foous on speed and low cost Most
observers agree that a major fuctor in Dell's success 1s that it has retained s clear
image of what it does best. The company spent years developing a core competence in
speedy delivery by squeezing time lngs and inefficiencies out of the manulcturing
and assembly process, then extended the same brutal standards to the supply ehain.
Good relationships with a few key suppliers and precise coordination mean that Dell
€An Rometmes receive parts in minutes rather than days.

The system is most evident at Dell's new OptiPlex factory in Austin, Texas,
where Dell first introduced n now way of making PCs, called Metric 12, that combines
Just-m-time inventory delivery with a complicated. integrated computer system that
practically hands a worker the right part—whether it be any of a dozen different
microprocessors or a combination of software—at just the right time. The goul of the
new system i= not only to cut costs, but also to save time by decreasing the number of
worker touches per machine. Rather than building computers in progressive, assembly-
line fashion, small teams of workers i OptiPlex build a complcie machine by following
precise guidelines and using the components that areive in carefully indicated racks
m front of them. A small glassed-in office above the factory floor functions as a control
tower, where employees Lake orders, alert suppliers, order parts, and arrange shipping,
much of this handled over the Internet. By using sophisticated supply-chain software,
Dell can keep a few hours' worth of parts on hand and replerush only what it needs
throughout the day. Dell's just-in-time system works so smoothly that nearly 85 percent
of orders are built, customized, and shipped within sight hours

Dell's fixation with speed and thrift comes directly from the top. Michael Dell
believes the core competencies that made Dell a star in PCs and servers can also make
the company a winner as it moves into developing low-vost stornge systems and Internet
services. To anyone who doubts that Dell can compate in this new market. he says,
"Bring them on. We're coming right at them”

Synergy. When arganisational parts interact to produce a jont effect that s
greater than the sum of the parts ncting nlone, synergy occurs. The Organisation may
attain a special advantage with respect to cost. market power, technology, or
management skill When properly managed, synergy can create additional value with
existing resources, providing a big boost to the bottam line. A good example is PopsiCo's
new | “Power of One” strategy, which is aimed at levoraging

5.5 FORMULATING BUSINESS-LEVEL STRATEGY

Now we turn o strategy formulation within the strategie business unit, in which
the concern is how to compete. The same three generic strategios—growih, stability,
and retrenchment—apply at the business level. but they are accaomplished through
competitive actions rather than the nequisition or divestment of business divisions.
One model for formulating strategy is Porter's competitive steategies, which provides
a framework for business unit competitive action.
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5.6 PORTER’'S COMPETITIVE FORCES AND
STRATEGIES

Michael E. Porter studied a number of business organisations and proposed
that business-level strategies are the result of five competitive forees in the company's
environment. More recently, Portor has examined the impact of the Internetl on
business-level strategy. New Web-hased technology is influencing industries in both
positive and negative wivs, nnd understanding this impact is essentinl for managéss
to necurately anplvze their competitive environmenis and design appropriate stentegic
actions

Five Competitive Forces. lllustrates the competitive forees that exist in a
company s environment and indicates some wavs Internet technology 15 affecting cach
prea. These forees help determmne o company's posioon vis-fisvis compoetitors in the
industry environment.

1. Potential new entrants: Capital requirements and sconomies of seale nre
examples of two potential barviers to entey that ean keep oul new competitors.

It = far more costly to enter the sutomobile industry, for example, than to start

o specinlized mal-order business. In general, Internet technology has made

much easier [or new companies to enter pn industey, for example, by eurtailing

the need for such organisational elements as nn established sales foree, physical
nrsels such s busldinges and machinery, or aceess (o exsting suppher and sales

channels, 5

« Intpmet reduces . Potential
barriar 1o anlry Navw Enlrants

o rabisat Diurs diffensnces

armexig compatilon
Threat of
Subsiruis Porwenr of
Products Buyers
o Inlirmel Crealon few = Irdairiel ahifts groaales
substrutlon threats pownr t0 e comSUMeTs
Barpaining
Porenr of
Suipgriers

« Intermet lends o
ncreann the bangainmg
power af suppliers

Fig. 5.1

2. Bargaining power of buyers: Informed customors become smpowered
customers. The Intermel provides: easy access to o wide oreay of information
about products. services. and competitors. thereby greatly inereasing the
hargnining power of end consumers. For example, o customer shopping for a car
can gather extensive information about various options, such as whalesale prices
for new cars or average value for used velcles, detailed specifications, repair
records. and even whether a used ear has ever been involved in an aceideni
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Bargaining power of suppliers: The concentration of suppliers and the
availability of substitute suppliers are significant factors in determining supplier
power. The sole supplier of engines 1o 8 manufacturer of small sirplanes will
have great power, for example. The impact of the Internet in this area can be
both posative and negative. That is, procurement over the Web tends to give a
company greater power over supphers, but the Web also gives suppliers access
to n greater number of customers, as woll as the ability to reach end users
Owverall, the Internet tends (o raise the bargaining power of suppliers.

Threat of substitute products: The power of alternatives and substitutes for
a company’s produet may be affected by cost changes or trends such as inereased
health consciousness that will deflect buver lovaliy (o companies. Companies in
the sugar industry suffered from the growth of sugar substitutos: manufacturers
of aerosol spray cans lost business a8 environmentally consmous consumers
choose other products. The Internot has erentod o greater threat of new
substitutes by enabling new approsches to meeting customer nesds. For examplio,
traditional travel agencies have been hurt by the offering of low-cost airline
tickots over the Internet.

Rivalry among competitors: As illusirated in Fig 5.1, rivalry among
competitors is mfluenced by the preceding four forees; as well a8 by eost and
product differentintion. With the leveling force of the Intornet and informntion
technology. it has become more difficult for many compamies to find woavs to
thstinguizh themselves from their competitors. so rivalry has mtensified
Porter referred to the “advertising sluglest” when deseribing the serambling
and jockeving for position that often occurs among fierce rivals within an
industry. Famous examples include the competitive rivalry botween Popsi and
Coke nnd between LIPS and FedEx. TBM and Oracle Corp. are currently involved
in a flght for the No. 1 spot in the 350 hillion corporate-software market. TBEM
recently rented o billboard near Oracle's hendquarters proeluming a “search
for intelligent software ™ A few days later, Orncle fired the pext shot with n
competing billboard retorting, “Then you've come to the right place”

5.7 COMPETITIVE STRATEGIES
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In finding its competitive edge within these five forees, Porter suggesis that o

company enn adopl one of three strategios: differentintion, cost lesdorship, and focus.
Companies can use the Internet to support and strengthen the strategic approach
they choose. The arganisational charactersties typically associnted with each strategy
are summariged m Table 5.1

Differentiation: The differentiation strategy mvolves an attempt o
distinguish the firm's products or services from others in the industry. The
organisation may use advertising, distnetive product festures, exceptional
service, or new technology to achieve a product perceived as unique The
differentintion strategy ean be profitable because customers are loval and will
pay high prices for the product. Examples of products that have benefited from
o differentintion  strategy  mclude Mercodes-Benz  automobiles, Mayiag
apphances, and Tommy Hilfiger elothing, all of which are perceived as distunctive
in their markets. Service companies, such as American Express and Hilton
Hotels, can also use a differentiation strategy. The Harloysville Group uses its
corporate culture to differentiate itself in the insurance industry, as described
in this chapter's Puiting Peaple First box.



Companies that pursue a differentintion strategy typically need strong marketing
abilities. & creative flair, and a reputation for leadership. A differentiation
stratogy can reduce rivalry with competitors of buyers are loyal to o company s
brand. Considor the example of oaline company eBay, described earbier in the
chapter. Rather than cutting prices when Amazon com and other rivals entered
the onling auetion business, ellay continued to foeus on building n distinetive
community, offering customers services and experiences they could not get on
other sites. Customers stayed loyal to eBay rather than switching to low-cost
rivals, Successful differentiation can also reduce the bargaining power of large
buyers because other products are less attractive, and this also helps the firm
fight off threats of substitute products. In addition, differentiation erects entry
barriers in the form of customer lovalty that a new entrant into the market
would have difficulty overcoming.

Coat leadership Strong eentral suthority. tighl cost controls

Focus May use combination of sbove policies directed ut particulur

Table 5.1
Differentiation Arte in o Mexable, leosely kit way, with sirong coordinution among
depinrtments

Strong capability m basic research

Croative Dair, thinks “out of the box®

Strong marketing ahilithes

Rownrds employes innovition

Corparite roputntion for quality or technologienl loadershap

Muintains standard operating procedures

Ensy-to-uso manufsoturing tochnologios

Highly efficlent procurement and distribution systems
Dlose supervision: finile employes empow crmend
Froguent, detailod contral roporis

strategie Largal

Values snd rewnrds foxibility and custemer inlimaey
Measures cost of providing servioe and muiataining castomer
loyalty

Pushes empowermem to smploveos with customer contat

2. Cost Leadership. With a cost leadership strategy, the orgamsation

aggresively seeks efficiont facilitios, pursues cost reductions, and uses tight cost
controls 1o produce products more efficiently than competitors. A low -cost position
means that the company can undercut competitors prices and still offer
comparable quality and earn a reasonable profit. Comfort Inn and Motel 6 are
low-priced alternatives to Holiday Inn and Ramada [nn. Dell Computer,
described earlier in the chapter. has squeszed every cent possible out of the cost
of building and selling PCs, making it the undisputed low-cost leader anil the
number-one maker of personal computers

Being a low-cost producer provides a successful stratogy 1o defend aguinst the
five competitive forees i Fig. 5.1, For example, the most efficient, Tow post
company is in the best position (o sugeeed in o price war while still making n
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profit, For example, Dell declared a brutal price war in mid-2001, just as the PC
mdustry entered its worst slump ever The result? Dell racked up $361 million
in profits while the rest of the industry reported losses of $1.1 billion, Likewise,
the low-cost producer i protected from powerful customers and suppliers,
because customers cannot find lower prices elsewhere, and other buvers would
have less slack for price negotistion with suppliers. I substitute produets or
potentinl new entrants occur, the low-cost producer is better positioned than
higher-cost rivals to prevent loss of market share. The low price acts as a barrier
ngninst new entrants and substitute produets.

3. Focus. With o focus strategy, the organisation concentrates on a specific regional

market or buver group. The company will use either a differentintion or low-
cost approsch, but only for n narrow target market. Enterprise Rent-A-Car has
made its mark by focusing on a market the major companies such as Hertz and
Avis don't oven play m—the low-budget insurance replacement market. Drivers
whose cars have been wrecked or stolen have one less thing to worry about
when Enterprise delivers a car night to their driveway. By using a focus strategy,
Enterprise has beon able to grow rapidly.
Managers think earefully about which strategy will provide their company with
its competitive advantage. Gibson Guitsr Corp. . famous i the music world for
its mnovative, high-quality products, found that switching to a low-cost stratogy
to compete against Japanese rivals such as Yamaha and Ihanez sctually hurt
the company. When managers realized people wanted Gibson products because
of their reputation, not their price, they went back to o differentiation strategy
and mvested in new technology and marketing. In his studies, Porter found
that some businesses did not consciously adopt one of these three strategios
and were stuck with no strategic sdvantage. Without a strategic advantage,
businesses earned bolow-average profits compared with those that used
differentintion, cost leadership, or focus strategies. In addition. because the
Internet is having such a profound mpact on the competitive environment in
all industries, it is more important than ever that companies distinguish
themselves through careful stentegic positioning in the marketplace.

5.8 PARTNERSHIP STRATEGIES

So far, we have been discussing sirategies that are based on how to compete
with other companies. An alternative approach to steategy emphasizes collaboration,
In same situntions. companies can achieve competitive advantages by cooperating with
other firms rather than competing Partnership stratogios are becuming increasingly
popular as firms in all mdustries join with other organisations to promote innovation,
expand markets, and pursue joint goals. Partnering was once a strategy adopted
primarily by small firms that needed greater marketing musele or international seeess,
Today, however. it has become s way of life for most companies, large and small. The
question is no longer whether 1o collaborate, but rather where, how much, and with
whom to collaborate, Competition and cooperation often exist at tho same time. In
New York City, Time Warner (now AUL Time Warner) refused to carry Fox's 24-hour
news channel on its New York City cable systoms. The two companies engaged in
allout war that inchuded court lawsuits and front-page headlines. This conflict, however
masked a simple fact: the two companies can't live without each other. Fox and Time
Warner are wedded to one another in separate business deals sround the world. Th ey
will never lot the loeal compotition in New York upset their larger COUPEFALION on o

global seale.
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The Internet is both driving and supporting the move toward partnership
thinking. The ability to rapidly and smoothly conduct fransactions, communicate
information. exchange ideas. and collabarate on complex projects via the Intermel means
that companies such as Citigroup. Dow Chemieal, and Herman Miller have been alile
to enter entirely new businesses by partnering in business areas that were previously
ummaginable, IBM is collaborating with numerous partners around the world on the
Internet, including competiors such as Dell and Hewlett-Packard. to develop, enhance.
and market Linux-based software and serviees.

Mutual dependencies pnd partnerships hove become a fact of Life, bue the degree
of collaboration varies, Organisations can choose to build cooperative relationships in
many ways. such as through preferred suppliers, strategic | business partnermg, jomnt
ventures, or mergers and ncquisitions. Fig. 5.2 tlustrates these major types of strategic
husiness relationships sccarding to the degree of collsboration involved With preferred
supplier relationships, a company such as Wal-Mart. for example, develops a special
relationship with a key supplier such as Procter & Gamble that eliminates muddlemen
by sharing complete mformation and reducing the costs of salespeople and distributaors.
Preferred suppher arrangements provide long-term security for both orgamisations.
but the level of collaboration s relatively low. Strategie Business purtnering reguires
o lgher level of collaboention. Tovs "B Us and Amnseon eom have nogotinted o stratogie
partnership to sell tovs online. Amazon agroed to provide warshousing. order fulfillment
and site design, and in retuen got warrants o purehase 5 pereent of tovsrus com, plus
up-front pnyments and a share of the site's sules.

A stll higher degree of collaboration 1= reflected in joint ventures, which are
separate entibies crented with two or more active firms as sponsors. For example,
MTV Networks wias originally ereated as o joint venture of Warner Communications
and American Express in the late 1970 In a joint venture, organsations share the
risks and costs associnted with the new venture. It is estimated that the rate of joint
venture formation between U S, and international companies has been growmg by 27
percent annually since 1985 Merck has put rogether major ventures with such
competitors as Johnson & Johnson DuPont, and AstraZenecn.

Mergers und sequisitions represent the ultimate siep in collaborative
relationships. 118 business has been in the midst of a teemendous mergers and
acquisition boom. The U S pharmaceuticals company Upjohn merged with Sweden's
Pharmacia. Boeing acquired MeDonoell Douglas to form the industry's largest eompany,
and Phillips Petroleum and Conoeo recently merged 1o ereate the nation's third largest
oil and gas company.

Fig. 5.2. A continum of partnership strategies
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Busmess Policy Today's companies simultancously embrace both competition and cooperation
and Strategy Few companies can go it alone under a constant onslaught of international competition
changing technology, and new regulntions. In this new environment, husinesses choose
a combination of competitive and partnership strategies that add w their overall

NOTES sustiinable sdvantage.

5.9 FORMULATING FUNCTIONAL-LEVEL STRATEGY

Functional-lovel strategies are the action plans adopted by magor departments
to support the execution of business-level steategy. Major organisational functions
include marketing. production. finance, human resources, and research and
development Senior managers in these departments adopt strategies that are
coordinated with the business-level strategy to achieve the organization's strategic
wonlks.

For example, consider a company that has adopled o differentintion strategy
and is introducing new products that are expected to experience rapid growth. The
human resourves department should adopt a strategy npproprinte for growth, which
would mean recruiting additional personnel and training middle managers for
movement mto new positions, The marketing department should undertake test
marketing, aggressive advertising cnmpagns, and consumer product trials. The finance
department should adopt plans to borrow money. handle large cosh investments, and
authorize construetion of new production facilities,

A company with mature products or o low-cost strategy will have different
funetional steatogies. The human resources department should develop stentegies for
retaining and doveloping a siable work foree. including transfers, advancements, and
incentives for efficiency and safety. Marketing should stress brand loyalty and the
development of established, relinble distribution channels. Production should maintain
long production runs. routinization, and eost reduction. Finanee should focus on net
cash flows and positive cash balances

5.10 STRATEGY IMPLEMENTATION AND CONTROL

The final step in the steategic monigement process is implementation - how
strategy is put into action, Some people argue that strategy implementation 1= the
most difficult and important part of strategic management. No matter how ereative
the formulated strategy, the organsation will not benefit of i is incorrectly implemented.
In today's competitive environment, there 1s an increasing recognition of the need for
more dynamic approaches to formulating as well as implementing strategies, Strategy
is not & static, analytical process; il requires vision, intaition, and employee
participation. Many organisations are abandoning central planning departments, and
strategy 15 becoming an evervday parf of the job for workers at all levels. Strategy
implementation involves using several lools — parts of the Hirm that can be adjusted 10
put steategy into action as illustrated in Fig 5.2 Onee a new strategy s selected, it 1=
mplemented through changes i leadership, strueture, mformation and control
systems, nnd human resources. For strategy (o be unplemented suceessfully, all nspects
of the organization need to be in congruence with the strategy. Implementation involves
regularly making difficult decisions about doing things in o way that supports rather
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than undermines the organization's chosen strategy. Remaming chapters of this book
examing in detail topics such as leadership. organsations! structure, information and
control systems, ond human resource manogement,

Leadership

The primary key to successful strategy implementation is leadesship. Leadership
in the ability to influence people to adopt the new behavidrs needed for strategy
implementation. An important part of implementing strategy i= building consensus
People throughout the organization have to believe in the now strategy and have a
strong commitment to achieving the vision and goals. Leadership means using
persunsion, motivating employees, and shaping culture and values to support the new
steategy. Managers may make speeches to employees, build eoalitions of people who
support the new strategic direction, and persuade middle managers 1o go nlong with
their vision for the ecompany. Michael Dell of Dell Computer is 8 master of stratege
leadership. Dell builds support for his vision and strategy at each year's employee
meeting, where he his o chanee to tell employees fnee-to-face exactly where he wants
them to take the company in the year ahead. Dell's charisma and persuasive leadership
keep emplovess fired up about his goals for the company. With o elear sense of direction
and n shared purpose, employees foel motivated. challonged, and empowered to pursue
niew strategic gonls. Another way leaders build consensus and commitment is through
birond participation. When people participate in strategy formulation. implementation
is easier because managers and employees already understand the reasons for the
new strategy and feel more commatted to .

Structural Design

Structural design typically begins with the organisation chart. [t pertains to
manngers responsibilities, their degeee of authority, and the eonsoldation of fncilities,
departments, and divisions Structure also pertains to such matters as centralisalion
versus decentralisation, the design of job tasks, and the organization’'s production
tochnology. Structure will be discussed in detail in previous chapter

In many cases, implementing 8 new strategy requires making changes n
- organational structure, such as adiling or changing positions, reorganzmg (o (eams.
redesigning jobis, or shifting managers” responsibility and aceountability. For example,
# eereal manufacturing company that wantad 1o reduce costs and improve effioency
to pursue # low-rost leadership strategy revised task design by combining several
packing positions into one job and cross-training employees to operate all of the packimg
line's equipment. This reduced the number of workers needed during peak nmes and
avoided leaving some workers wdle during slow periods. The structural changes cut
overall plant costs and manufacturing expenses while significantly increasing the
faetory’s productivity and yield, thus helping wimplement the new strategy. At Limited
Inc., achain of specialty stores ineluding Express and Vietorin's Seeret, founder and
chairman Loslie Wexoer decided 1o shift 1o 0 contralized organizational structure to
implement a differentintion steategy. Limited was Josing its fashion direction and
customer insight, with many different stores pursuing their own goals and ideas. The
new centralized structure, which includes 4 “corporate brain trust” of executives who
gversee design, marketing, and distribution across the company’s nearly 5.000 stores,
has gotien the company refocused.
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cand Strateyy 5.11 INFORMATION AND CONTROL SYSTEMS

Information and conirol systems mclude reward svstems, pay incentives, budgets
NOTES for alloeating resources, information technology systems, and the organization s rules,
policies, and procedures. Changes in these systems represent major tools for putting
strategy inlo action. For example, managers can reassign resources from research and
development to marketing if a new strategy requires increased advertising but no
product innovations. Managers and employees must also be rewarded for adhering to
the new strategy and making it a success,

At ConAgrn, maker of Healthy Choice and Bangquet brands, wop executives
mnstituted top-down cost controls in the corporatons operating unite and developed
new syvstems for pooling resonrces to reduce purchasing. warehousing, and
transportation costs. To ensure that manngers embraved the now steategy of cooperation
nnd efficiency, leaders tied 25 percent of their bonuses directly to savings targel.
[Mvision heads saved £100 million in the first fiseal vear: Top leaders also made changes
in information systems by introducing a computerized network to teack how much
suppliers charge sach ConAgra umit,

Human Resources

The organisation's human resources are its employees. The homan resource
function recruits, selects, traing, transfers, promotes, and lays off emplovees to schisve
strategic gnals. For example, training employees can help them understand the purpose
and importance of a new strategy or help them develop the necessary specific skills
and behaviors. Sometimes employoes may have to be let go nnd replaced. One nowspaper
shifted its strategy from an‘evening to o morning paper to compete with a large
newspaper from a nearby city. The new strategy fostered resentment and resistance
among depariment heads. In order o imploment 1w, 80 poreent of the department
heads had to be let go because they refused to cooperate. New people were recruited
and placed in those positions, and the morming newgpaper strategy was a resounding
HUCCERS,
Mannie Jackson revived the Harlem Clobotrotters, an orgamzation on the brink
of bankruptey and irrelevancy, by recruiting new players who could recapture the
glory the Globetrotters enjoyed in the 1960s and 1970 Jackson rates potential players
on their skill, charisma, punctuality, and attitude. He wants only top athletes who can
promote the Globetrotter brand and are willing to be mle models.

Implementing Global Strategies

The difficulty of implementing strategy is greater whon a company goos global
In the nternational arena. flexibility and superb communication emerge as mandatory
leadership skills. Likewize, structural design must merge suceessfully with foreign
cultures ns well as link foreign operntions to the home eountry. Managers must make
decisions about how to structure the organisation to achieve the desired level of global
integration and local responsivensess, as deseribed earlier, Information and control
systems must fit the needs and incontives within local cultures. In a country such as
Japan or China, financial bonuses for star performance would be humiliating to an
individual, whereas group motivation and reward are acceptable. As in North America,
control is typically created through timetables and budgeis and by monitoring progress
toward desired goals, Finally, the recruitment, traming, transfer, promotion, and layolT
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of international human resources create an array of problems not confronted in North
Amerien Labor Inws, guarantoed jobs, and cultural traditions of keeping unproductive
emplovees on the job provide special problems for strategy implementation

In summary, strategy implementation is essential for offective stentegic

management. Managers implement strategy through the wols of leadership, structural
design, mformation and control systems, and human resources. Without effective
implementation. even the most creative strategy will fail

5.12 SUMMARY

This chapter desceribed important coneepts of stratogic management. Strategic
management begins with an evaluation of the organization’s current mission,
goals, and strategy. This evalaation is followed by situation nnalysis (called
SWOT analysis), which examines opportunities and threats in the external
environment as well us sirengths and wenknesses within the organization

Situation analysis leads to the formulation of explicit strategic plans, which
thien must by implemented

Strategy formulntion takes place at three lovels: corporate, business, and
funetionnl. Comparate grand strategies include growth, stability, retrenchment.
and global. One framework for accomplishing them is the BCG matrix. An
approach to business-level strategy is Porter's competitive forces and
strategios. The Internet is having a profound impact on the compettve
environment. and managers should consider this when analvzing the five
competitive forces and formulating business strategies. An nltornative
approach 1o strategic thought emphasizes cooperation rather thim eompettion.
Partnership strategies include preferred supplier arrangements. strategic
business partnering, joint ventures, and mergers and acquisitions. Most of
todny's companies choose n mix of competitive and partnership strategies.
Omee business strategies have been formulated. functional strategies for
supporting them can be developed

Even the most croative strategies have no value if they cannot bo translated
into netion. Managers implement stratogy by aligning all parts of the
organization to be in congruence with the new strategy. Four areas that
managers focus on for strategy implementation are leadership, struetural
design, information and control systems, and human resources

Returning to the openmng problem at Cocn-Cola, CEO Douglas Daft has made
several strategic moves (o try 1o get the company back on top. Although Coke
continues to use primarily a globalization strategy, Dafl recognizes the growing
need to e more responsive 1o the heterogeneity of international markets.
Therefure, he is gradually shifting toward a transnationsl steategy. Whereas
the company ance sought unity in its marketing and advertising strategios,
for example, it is now giving bottlers both i the United States and nbroad a
free hand 1o tailor promotions to loeal events and activities, Daft is pushing
global managers to think outside the conventional bounduries and come up
with ideas for everything from new products to new ways to gather market
research New produets include ealcium-fortified waters, vitamm-enriched
drinks, and new products for international markets such ns an Aswn tea and
a volfee drink Partnerships are an important part of Coke's new business-
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level strategy. Coke hopes to attain synergy theough a 50-50 joint venture
with Procter & Gumble, by marrying Coke's distribution musele with P& s
successful juice and snack brands. A similar partnership with Nestle will
develop new coffee and tea drinks for the global market. A deal with Wamer
Bros. allows Coke to co-market with the film Harry Potter and the Sorcerer's
Stone pround the world. And plans are in the works to create an “incubator”
project that will provide office space and seed money to start-ups with
mnnovative ideas that could benefit the guant corporation. The partnership
approach is new for Coke, which has long been seen as an insular conpany
bent on doing it all According to Marketing Director Stephen (. Jones, Daft
realizes that “thers are 100 many changes now for us to have all the answers”

5.13 REVIEW QUESTIONS

1.

RI

10.

M2 Self-Lesrming Material

Assume vou are the general manager of a large hotel and have formulated a
strategy of renting banquet facilities to corporations for big svents. Ata monthly
management meeting, your sales manager mformed the head of food operntions
that 5 big reception in one week will require converting a large hall from
meeting room to a banquet facility in only 60 minutes—a difficult but doable
operation that will require precise planning and extra help. The food operations
manager is furious about not being informed earliee. What 15 wrong here?
Which is more unportant—strategy formulation or strategy implementation?
Do they depend on each other? Is it possible for strategy implementation to
oeeur first? :

If an organisation has hired steategic munagement professionals to help top
munngors, during which part of the strategic managoment process would they
play the largest role?

Perform a situation (SWOT) analysis for the university you attend. Do vou think
unversity administrators consider these factors when devising their strategy?
What is meant by the core competence and synergy components of strategy?
Give examples

Using Porter's competitive strategies, how would you describe the strategies of
Wal-Mart, Bloomingdale's, and Target? Do any of these companies also uso
partnership strategies? Discuse

Walt. Disney Company has four major strategic business units: movies
(Touchstone) , theme parks, consumer products, and television (primarily cable).
Place each of these SBUs on the BCG matrix based on your knowledge of them.
As administrator for a medinm-sized hospital, you and the board of directors
have decided 1o change to n drug dependeney hospital from s short-term, acute-
care facility. Which organisational dimensions would you use to implement this
atrategy” :

How would functional stratogies in markoting, research and development, and
production departments differ if a business changoed from a differentintion (o a
low -cost strategy?

Deseribe how the Internet increases the bargaining power of consumers, one of
Porter's five competitive forces. Have you felt inereased power as a consimer
because of the Internet” Explain.
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