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1.0 LEARNING OBJECTIVES

After reading this chapter students will be able fo:

* define strategic management

®*  explain about business policy

* explain basic concepts of strategic management
® describe impact of globalization

* explain about strategic decision making

* define finance and global competitiveness.
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Strategic Management . . .

Notes

1.1 INTRODUCTION-

Strategies are means to ends. All organizations, large and small, profit-seeking and not-for
profit, private and public sector, have a purpose, which may or may not be articulated in the
form of a mission and/or vision statement. Strategies relate to the pursnit of this purpose.

Strategies must be created and implemented, and it is these issues which are addressed
by our study of strategic -management. This opening chapter begins by outlining how
successful organizations manage their strategies, and what they achieve, before exploring the
meaning of strategy in greater detail. It then continues with an explanation of the strategic
management process in the context of the framework upon which this book is structured
before explaining the different ways in which strategies are created. Next it desciiles how the
subject of strategic management has developed in the last 30 ycars, before concluding with
a brief consideration of the similarities and differences in strategic management i1 various
typés of organization.

There are a number of aspects to strategic ‘management. First, the strafegy itself. This
is concerned with the establishment of a clear direction for the organization and for every
business, product and service, and a means for getting there which requires the creation of
strong competitive positions. The second requirement is excellence in the implementation of
strategies in order to yieId effective performance. Third, creativity and innovation are needed
to ensure that the organization is responsxve to pressures for change and that strategies
are improved and renewed.

Fourth is the ability to manage'strategic change, both continuous, gradual, incremental
changes and more dramatic, discontinuous changes, Innovation and change concern the
strategy process in an organization. :

Sound implementation and innovation should enable an organization to thrive and
prosper in a dynamic, global environment, but in turn they depend on competencies in
strategic awareness and learning. Organizations must understand the strategic value of the
resources that they employ and deploy, and how they can be used to satisfy the needs and
expectations of customers and othér stakeholders while outperforming competitors.

Strategy is about actions, not plans - specifically the commitment of resources to achieving
strafegic ends ... concrete steps that immediately affect people’s lives, not abstract intenfions.
' Andrew S Grove, CEQ, Intel

The Low-price, No-frills Airlines, which showed that:.
* newcomers can change an industry - by being creative, innovative and different
* new competitors can, and will, find ways of breaking dovvn apparent barriérs to entry

* companies need to find some clear and distinct competitive advantage, something
which is both attractive to customers and profitable

¢ this advantage will come from what organizations do: their distinctive competencies
and capabilities :

® charismatic and visible strategic leaders often have a major impact on the choice and
implementation of key strategies

® people are critically important if strategies are to be implemented effectively

2 11 Self-Instructional Material



Intreduction to Strategic Management

* theInternet is becoming increasingly important; and
* business can be funl

It is, however, also important to realize that in many organizations certain parts may
be ‘world class’” and highly profitable while other businesses are not. Good practices in the
strong businesses can be discerned, transferred and learned, but this may not be enough.
Some industries and competitive environments are simply less friendly and premium profits
are unlikely. The real danger occurs if the weaker businesses threaten to bring down the
strong ones that are forced to subsidize them. It is an irony that companies in real difficulty,
possibly through strategic weaknesses, need to turn in an excellent performance if they are to
survive. Finally, it must be realized that past and current success is no guarantee of success
in the future. Companies are not guaranteed, or entitled to, continued prosperity. They must
adapt and change in a dynamic environment. Many fail to do this, for all sorts of reasons, and
disappear. Some close down; others are acquired. McDonald’s, at the end of this chapter. In
summary, it is no longer adequate for organizations to have strong, professional management

- they also need good change management. What works efrectively today may not be.

appropriate tomorrow. Organizations need new visions fu. the fuiare and the capability to
deliver them. They require open communications and a team approach, a willingness to listen
and respond to customers, the delegation of real power, the ability to share learning across

the organization and the ability to use culture to convey aims and values. Change is seen

as an opportunity, not a thireat. This sometimes implics an.enzcproneurial strategic leader.
It invariably requires flexibility and innovation, which implies intiapreneurial managers
who accepl responsibility for driving the change initiadves. fypically such managers will
exhibit the following skills and attributes:

» A tolerance of calculated risks

® A combination of ieadership, peneral management and financial skills

¢ Planning, tirne and project management skills

* Receptiveness to innovation

* A commitment to continuous learning

= A willingness to delegate

¢ Motivated by factors other than financial gain

® Self-confident, resilient and persevering

* Good conunurication skills.

1.2 BASIC CONCEPT OF STRATEGIC MANAGEMENT

More than anyone else, Henry Mintzberg has been responsible for drawing attention to
alternative views and perspectives on strategy, all of them legitimate. Mintzberg et al. {1998)
provide an excellent summary of his work on this topic. The top oval in Figure 1.1 suggests
that strategies can be seen in a visionary context. Here it is implied that strategy can be
considered as a clear strategic purpose, intent and direction for the organization, but without
the detail worked out. In a dynamic environment, managers would then determife more
detailed and specific strategies in ‘real time’ rather than exclusively in advance. However,

Notes
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they would always have a framework of dlrectlon to guide then‘ decision-making and help
them to determine what is appropriate.

In addition, some strategies come from a visionary input from an entrepreneurial manager,
or strategic leader, who spots an opportunity and is minded to act on it. This contrasts with

‘some people’s thinking that strategy and planning are synonymous. Certainly, as we shall

see later in this chapter, strategic planning has a crucial role in strategy creation, but it does
not fully explain how strategies are changed.

Both the visionary and planning perspective are concerned with thinking ahead as far

- as it might be sensible to think and plan. While the tactical view is also about the future, it

is really about the immediate future, The assumption being made here is that competitors in
a dynamic market will constantly adopt new ploys in an attempt to steal a short-term gain
or advantage. Their tactics may be easily copied, but there can be some temporary advantage
when rivals are caught by surprise and need time to react.

Metaphorically, we can relate these ideas to a game of competitive football. There will
be a broad purpose concerned with finishing at a certain level in a league or winning a cup
competition, and this will influence the fundamental approach to every game, Sometimes a
win would be seen as essential; on other occasions a “clean sheet’ would be more dealrab]e
or a draw could be perfectly satisfactory.

From this, more . detailed game plans will be devised for every match. But,
inevitably, ‘the best laid schemes o’ mice and men gang aft a gley’.

Early goals by the opposition can imply a setback and demand that plans are quickly
revised and tactics changed. This is always possible at half-time, but during the match the
tearn will have to rely on shouted instructions from the touchline and leadership from the
team captain as play continues. Individual players will always be allowed some freedom of
movement and the opportunity to show off their particular skills. New tactics will emerge
as players regroup and adapt to the circumstances, but quite often games will be turned
around by the individual vision, inspiration and brilliance of key players.

These three views all concern the future and imply change; the notion of position is -
akin to the idea of freezing time momentarily. It relates to strategic fit and the organization’s
competitive position at the present time. It is, in effect, a staternent of what is happening; and

" it can be vital for ‘taking stock’, realizing and clarifying a situation so that future changes
. are based on clear knowledge rather than assumption.

Of course, organizations come to their present position as a result of decisions taken
previously; plans have been implemented and tactics adjusted as events have unfolded.
It is again crucial to analyse and understand this evolving pattern, appreciating just what
has happened, why and how. This can be a valuable foundation for future decisions, plans
and actions but, although l'ustory can be a guide to the future, rarely in strategy are events
repeated without some amendment. The importance of clarifying the pattern from the various
decisions and changes also explains why strategy has irreverently been described as a “series
of, mindless, random events, rationalized in retrospect’!

Our Lmderstandmg of these alternative perspectives W111 be strengthened when we look -
at how strategies are created and changed

4 I Self-Instructional Material



Introduction to Strategic Management

" Perspective/
vision

] 'Pattern

Strategy . -

P

°* Position " Tactic

Figure 1.1 Five views of strategy

1.3 BUSINESS POLICY

When we argue that an organization needs a sound, or a winning, business model we mean
that there is a need for a very clear picture concerning what the organization is — and what
it isn't - and who will buy its products and services and why. The business model thus
embraces three key themes: the product (or service); the market; the ‘compelling reason to buy’.

It is important to remember here that strategy always involves choices. Organizations
have to make decisions about what they intend to do - at the same time ruling out things
it is less appropriate or desirable for them to do. Maybe it is because competition is
too intense; or perhaps they do not possess the required competencies and capabilities. This
picture then needs to be communicated and understood throughout the organization.
Moreover, the model - and the strategies which underpin it - need to be reviewed constantly.

The picture should embrace the business as it is now, and how it will be in the future
- where and how it will change and grow. One interesting example of choice and timing is
the high technology start-up which offered its Internet systems to BT, whose engineers were
truly enthusiastic about the prospects. However, in BT it was the marketing and sales
people who bought new systems and they felt the product’ was too far ahead of its time,
and, as a consequence, they would be unable to sell it to BT customers. As a-result it took
18 months for the market to catch up with the technology.

For the low-cost, no-frills airline. This model may have been pioneered by Southwest Air
but it has been copied extensively by others, including easyJet and Ryanair. It is important
to realize that the business models for-these two competitors, whilst similar, are different.

Notes
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Ryanair looks to be low cost in every activity whilst easyJet chooses to incur some higher
costs to offer a slightly different service. In particular easyJet opts for main airports in the
cities it flies to, whilst Ryanair invariably chooses the cheapest available in the vicinity.

Passengers are likely to have to travel further to caich their flights. In addition, easyJet
broke ranks with. the basic model when it decided to use more than one plane, adding
Airbuses to its Boeing fleet. ‘

The fundamental underpinning to the model is a low-cost culture with a constant
search for savings to allow ever-lower prices, but without reducing passenger safety. This
demands that only those aspects of the service that are seen as essential or important are
included; others that are offered by the traditional full-service airlines are dropped. The
market is anyone — business, holiday or gerieral passengers ~ who wants low prices and will
trade off certain aspects of service to pet them. The mode] then has to be delivered and
implemented; and this is where we come down to the operational details that support the
model. The choice of a single type of aircraft and the selection of fringe airports ave
typical actions that make up the strategy to deliver the model.

By contrast, Manchester United is far more than a successful football club. It is a
collecon of diversified but related activities that can be associated. with a distinctive brand
- a brand which signifies success, such that association with it automaticaily implies being

‘part of something that is successful. It reflects high quality — and consequently customers

expect to have to pay premium prices tu buy this association. The ‘core moerket’ might be
the 60,000 plus fans who turn up at Old Trafford for Premizr Leagtte matches, but there
are many more people 2!l round the world who are interested in having some part of this

“success story. In Porter terminology, Manchester United is vary clearly diffcrentiated -~ and

very profitable. Drawing upon this introduction to the business model we can restate strategy
as a set of four visions or articulated pictures - for:

* The businesses and industries the organization should be in - its corporate strategy

s How itwill ccimpeté in each one in its search for advantage - which takes in its targeted
customers T

s How every‘ activity which supports these strategies can be linked effectively to create
“synergy and avoid fragmentation
* How anhd when to change stratégies. .

It will be appreciated that all of these support the essential purpose of the organization.

Functional, Competitive and Corporafe Strategies
Figure 1.2 reflects that there are three distinct perspectives of strategic analvsis:

1. The strategic environment
2. The competing organization
3. The individual strategist.

The diagram summarizes three distinct, but interrelated and interdependent, levels
of strategy: corporate (the whole organization), competitive (the distinct strategy for each
constituent business, product or service in the organization) and functional (the activities

‘which underpin the competitive strategies).

6 W Self-Instructional Material .,
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The strategic perspective
(range, scope, diversity)
of the organization

Corporate
satrategy

!

1

] \ The search for a
Competitive ' distinctive competitive
satrategy advantage for each

business/product/service

l The source of \
Functional competitive advantage
strategies in the activities and

: functions carried out by
the business

Figure 1.2 Levels of strategy

Simply, most organizations choose to produce one or more related or unrelated products
or services for one or miore markets or market segments. Consequently, the organization
should be structured to encompass this range of product markets or service markets. As the
number and diversity of products increases the structure is likely to be centred on divisions
which are sometimes referred to as strategic business units (SBUs). Such SBUs are responsible
individually for developing, manufacturing and marketing their own product or group of
products. Each SBU will therefore have a strategy, which Porter (1980) calls a competitive
strategy. Competitive strategy is concerned with 'creating and maintaining a competitive
advantage in each and every area of business (Porter. 1980). It can be achieved through
any one function, although it is likely to be achieved through a unique and distinctive
combination of functional activities. For .each functional area of the business, such as
produchon, marketmg and human resources, the company will have a functional strategy. [t
is important that functional strategies are designed and managed in a co-ordinated way so
that they interrelate with each other and at the same time collectively allow the competitive
strategy to be implemented properly.

Successful competitive and functional strategies add value in ways which are perceived
to be important by the company's stakeholders, especially its customers, and which help
to distinguish the company from its competitors. Adding value is explained and discussed
further in the supplement to Part One. Mathur and Kenyon (1998) reinforce these points.
They contend that competilive advantage is fundamentally about the positioning and fit of
an urganization in its industry or market, and that success is based on disiinct differences
- and sound cost management.

Self-Instructional Material |1 7
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Corporate strategy, essentially and simply, is deciding what businesses the organization
should be in and how the overall group of activities should be structured and managed. It
has been described by Porter as ‘the overall plan for a diversified business’, although it is
perfectly acceptable for a business to elect to. stay focused on only one product or service

- range. This does happen in many companies, especially small businesses.

In this case the corporate and competitive strategies are synonymous. Corporate strategy
for a multi-business group is concerned with maintaining or improving overall growth and
profit performance through acquisition, organic investment (internally funded growth),
divestment and closure. The term strategic perspective is often used to describe the range
and diversity of business activities, in other words the corporate strategy.

Each business activity then has a competitive position or strategy. The management of
corporate strategy concerns the creation and safegunarding of synergies from the portfolio of
businesses and activities, - Y

Synergy and Change

Synergy is a critical aspect of both corporate and competitive strategies. It is important that
the functions and businesses within an organization work collectively and support each other
to improve effectiveness and outcomes. At all times, companies should carry out efficiently
those activities which are essential for creating a distinctive or differentiated competitive
position, and avoid incurring unnecessary costs by providing non-essential values. This
implies that they «clearly understand their markets, their customers.and the key success
factors that they must meet, ie., their defined. competitive strategy. Moreover, they should -
constantly seek improvement by driving their operating efficiencies. These activities will be '

- encapsulated in the organization’s functional strategies, as illustrated in Figure 1.3.

Fong and.
ustainable

mpefiti :
PN 3
osiliongtii:

Figure 1.3 Strategic success thro-ugh complementary activities
Figure 1.3 highlights that these functional strategies must fit a defined, clear competitive

- strategic position and complement each other to achieve internal Syner'gy. Where they fail to

complement-each other. the company’s competitive position will inevitably be weakened. The
outcome will be a strong competitive position which can only be sustained by innovation
and improvement, and sometimes by the move to a new competitive paradigm. Managing
these changes effectively is very dependent upon the style and approach of the strategic
leader and the culture and values of the organization. Michael Forter {1996) has argued
along similar lines. }
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It is important to remember, thodgh, that people are often naturally competitive and Notes
their competitive energy should be directed against external rivals rather than members of
their own organization. Carefully managed, internal competition for scarce resources can, of
course, sharpen managerial skills.

1.4 MISSION, VISION AND OBJECTIVES OF STRATEGIC
MANAGEMENT '

The development of long-range plans for the effective management of environmental
opportunities and threats, in light of corporate strength and weaknesses. It includes defining
the corporate mission, vision, specifying achievable objectives, developing strategies, and
setting policy guidelines.

Mission

An organization's mission is the purpose or reason for the organization's existence. It tells
what the company is providing to society, like service house, cleaning or products. Mission
is the fundamental, unique purpose that sets the company apart from the other firms of its
type and identifies the scope of the company operations in the terms of products offered
and markets served. Mission include the firm's philosophy about how it does business and
treats its employees. It puts into words not only what the company is now, but also what it
wants to become rhanagement's strategy vision of the firm's future,

Mission statement describes what the organization is now, vision statement describes
what the organization would like to become.

A company's Mission statement is typically focused on its present scope "who we are
and what we do"; mission statement broadly describe an organizations present capabilities,
customer focus, activities, and business makeup. Let's see the below example,

“To create and facilitate the development of value-added agriculture”

Here “Create and facilitate” are two clear focus areas. The organization put its energy
into these two areas. The organization makes efforts for the development (Create) and to ease
(facilitate) the agriculture business. And, whatever is not mentioned here, the organization is
not involved. It is a clear direction about what. the organization does and what it doesn’t,

A mission statement is simple, direct and operative. Now the question is - how do you
write a powerful mission statement? What makes an effective mission statement? Let’s see
the following characteristics of a good mission statement:

Short: The mission statement should be easy to remember. Each person in organizations
should be aware of the mission statement to use in context with the work he/she does.

Simple: Mission statement language should be of everyday life. We do not use words
like stakeholder values, financial goals; and best practices in daily life. For example, a
mission statement — “Help people in achieving work using best practices.” How many
people dream about best practices? The answer is very few; do you believe, people talk
in such a language. The answer is ‘NO."

Self-Instructional Material 18 9
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Operative: A mission statement should provide a clear directioni. It should focus on

what an organization does. It also gives a clear route about initiative and resource

allocation. ‘ . ' : '

So, what kinds of resomjf:es needed for the mission statement mentioned above for the
agriculture business? '

* Probably SME, who can provide their services for the developmnnt ‘and facilitation of
the agricutture business.

&  And farmers involved for th- financial su;;pnrt inthe venture.
A mission statement shouid heip to understand:

. Who we are”,

* “Whatwedo” . : " .

® and to “which industry we belong to”

For example, mission statements like “Increasing customer satisfaction”. Well, it is
impossible, anyways - does it provide to which industry a mission belongs to? Or what the
orgamzahon controls? The answer is no, and hence we cannot claim it as a mission statement.
An organization should try to find out a mission statement, which can drive them.

Vision

Very early in the strategy making process, a company senior managers must fight with the
issue of what directional path the coglpany should take and -what changes in the company's
product, market, customer and technology focus vould improve is crrrent market position
and future prospects. Deciding to comnmit the company t0 oire path Liow o Wy to wnodify the
company's business makeup and the market position it should stake oui. A strategic vision
delineates management's aspirations for the business, providing a panoramic view of the
"where we are going" and a convincing rational for why this makes good business sense for

. the company. A strategic vision thus points an organization in a particular direction, charts a

strategic path-for it to follow in preparing for the future, and malds organizational identity.
A clearly articulated strategic vision communicates management's aspirations to stakeholders
and helps leadership the energies of company personnel in a common direction. A strategic
vision is a road ma:p of a company's future providing specitics about technology and customer
focus, the geographic and product markets to be pursued, the capabilities it plans to develop,
and the kind of company that manageinent is iying ‘¢ create..

Ol?jectivés )

Objectives are the end results of planned activity, They state what is to be accomplished by.
when and should be quantified if possible..The achievement of corporate objectives should
result in the fulfillment of a curporation's mission. In effect, this is what society gives back
to the corporation when the corporation does a good job of fulfilling its mission. The term
"ezoal" is often used interchangeably with the term "objective’. In this paragraph, we prefer
to differentiate- the tow terms. Ir ~ontrast to an objective, we consider a goal statement of
what one wants to accomplish with no quantification of what is to be achieved and no time
criteria for completion: For example, a simple statemerit of "increased profitability" is thus
a goal, not an objective,: because it doesn't state how much profit the firm wants to make
the next year. An objective would say something like, "increase profits 5% over last year".

10 Il Self-Instructional Material



Introduction to Strategic Management

Strategies ' ‘ Notes

A strategy of a corporation forms a comprehensive master plan stating how the corporation
will achieve its mission and objectives, It maximum competitive advantage and minimum
competitive disadvantage. Often, the typical business firm considers three types of strategy:
Corporate, business and functional. ‘ '

Corporate strategy: Describes a company's overall direction in terms of its general
attitude towards growth and the management of its various businesses and product
lines. Corporate strategies typically fit within the three main categories of stability,
growth strategy by acquiring and other appliance companies in order to have a full
line of major home appliances,

Business strategy: Usually occurs at the business unit'or product level, and it emphasizes
improvement of the competitive position of a corporation's products or services in the
specific industry or market. businéss strategy may fit within the two overall categories of
competitive or cooperative strategies. For example, APPLE computer uses a differentiation
competitive strategy that emphasized innovative products with create. design.
Functional strategy: The approach taken by a functional area to achieve cor porate and
business unit objectives and strategies by maximum resource productivity. [tis concerned
with developing and a distinctive competence to provide a company or business unit
with a competitive advantage. Functional strategies are technological follower ship

"and technological leadership. This helped the company to Keep its costs lower than
its competitors and consequently to compete with lower prices. in terms of marketing
functional strategies. The process of spending huge amounts on advertising in ‘order
to create customer demand. This shpports competitive strategy of differentiating its
praducts from its competitors, . ‘

" Policies: A policy is a broad guideline for decision making that links the formulation of
strategy with its implementation. Companies use policies to make sure that employees
throughout ‘the firm make decisions and take actions that support the corporation's
mission, objectives and strategies. . .

All newly appointed chief txecutives should ask five key questions:

* What are the basic goals of the company?

* What is the strategy for achieving these goals?

¢ What are the fundamental issues facing the company?

¢ What is its culture?

® And is the company organized in a way to support the goals, issues and culture?

_ Bob Bauman, ex-chief executive of SmithKline Beecham
When Sir lan MacGregor took over the ailing British Steel Corporation he met each senior

executive face-to-face and asked him to justify the existence of his part of the 6rganization.
Each one was given a maximum of ten minutes.

Traditionally, courses in strategic management have been built around three important
elements:

Self-Instructional Material 1 11
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Notes ® strategic analysis
» ‘strategy creation and choice
= strategy implementation.

These three elements are shown in Figure 1.4, together with the key aspects of strategy
that relate to them. In this book, however, we typically use the term ‘strategic- awareness’
to embrace the analysis of the current situation and an assessment of the routes forward
that are available, and 'strategit change to reflect the selection of the route to follow and
its implementation. , .

All within the overall purpose of the prganization. Strategic management, then, involves
awareness of how successful and strong the organization and its strategies are, and of how
circumstances are changing. At any time, previously sound products, services and strategies
are likely to be in decline, or threatened by competition. As this happens, new 'windows of
opportunity' are opening for the vigilant and proactive companies.

T

.
Purpose.

a

Resources
. . and )
-competencies

Environmental’
awareness

Analysis of
competition
"\,® current”
\e future

Strategic
analysls

d Current levels’
of success

Changing circumstances
" and -opportunities

T ‘Strategic s
A leadershi 4
Monitoring P Competitive

.and Values and advantage
evaluating culture

competitive
strategies )

existing .
Strateg[es

_Analysing and
, choosing new
strategies |

Managing the
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Introduction to Strategic Management

New strategies, which may be changes to the corporate portfolio or changes at the
competitive level, must be created. Sometimes these strategic ideas will emerge from formal
planning processes; at other times, and particularly in the case of functional and competitive
strategies, changes will emerge as managers throughout the organization try out new ideas,
The actual strategies being pursued at any time reflect the organization's strategy content,
and the important issues are: ' '

* the ability of the organization to add value in meaningful ways, which exploit
organizational resources to achieve synergy, and at the same time

* satisfy the needs of the organization's major stakeholders, particularly its shareholders
and customers.

The selection of new strategies must take account of these criteria. Existing and new
strategies must be implemented. A strategy is only useful when it has been implemented, and
hence the organization must have an appropriate structure, clear and contributory functional
strategies and systems which ensure that the organization behaves in a cohesive rather than
a fragmented way. The larger or more diverse the organization becomes, the more likely it is
that this becomes a problem. In multi-product, multinational organizations with considerable
interdependence between the products or services and between subsidiaries, for example,
divisions may become competitive with each other and not pull together. The processes
involved in designing and carrying through any changes must be managed, monitored and
controlled.

These process themes can be captured in relevant frameworks for studying strategy,
such as the one featured in Figure 1.5 (a), which all tend to follow a pattern:

* appraisal of the current situation and current strategies, invariably using a SWOT
(strengths, weaknesses, opportunities and threats) analysis, which itself is likely to be
informed by a number or other external and internal analysis frameworks

® determination of desirable changes to objectives and/or strategies - at all levels,
corporate, competitive, functional

* asearch for, and choice of, suitable courses of action
* implementation of the changes ‘
®* monitoring progress; ongoeing appraisal.

Histarically this process model has been seen as a deterministic framework for strategy
creation and strategic management. However, whilst this framework certainly helps us to
understand strategy, this is not the same as implying that effective strategies can always
be created by systematically following the steps in a model such as this. Such an approach
would imply that strategy is top-down and leader-driven, that creating routes forward is
relatively straightforward and that the majority of problems are likely to be found at the
implementation stage. This is not altogether realistic; and, in fact, many strategic leaders have
confirmed R does not reflect the reality of strategic decision-making in practice.

Figure 1.5 (a) therefore shows the process as an unbroken circle rather than a sequential
analysis. Figure 1.5 (b) goes a stage further and annotates this basic process model by, first,
adding a number of key questions which, realistically, organizations, and managers at various
levels in the hierarchy, not just the most senior layer, should be addressing all the time,

Notes
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Figure 1.5 (b) Strategic management: awareness and change

These are not issues which only need to be considered once a year as part of a planning
cycle; in dynamic environments ¢ircumstances are changing all the time and organizations
must continuously search for new opportunities as well as appreciafing the reactive changes
to strategies and tactics that are required in order to remain effective, Leadership and culture
have also been placed in the centre of the chagram, illustrating their critical impact on strategic

"decision makmg and strategic performance

Arguably, strategy and strategic change in orgamzatlons cannot be understood without
some understandmg of the contribution of the strategic leader and the way in which
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the culture acts either as stimulus or constraint on the necessary changes, The way that Notes
an organization is structured into divisions and/or functions, and the amount of authority
delegated to individual managers must inevitably influence day-today decision-making.
These “coal-face’ decisions determine the actual strategies pursued and the levels of success.
The objectives that an organization is pursuing in reality therefore stem from strategy
implementation. In order to properly appreciate just how well-an organization is doing relative
to both its objectives and its competitors, to explore opportunities and threats, to appraise
strengths and ‘weaknesses, to evaluate alternative courses of action and so on, it is vitzal to
have an effective information system. How an organization gathers and uses mformanon is
therefore another unportant aspect of strategic management.

1.5 IMPACT OF GLOBALIZATION .

Here the emphasis is very much on corporate strategy: diversity, geographical scope and co-
ordinating the countries where products are made with the countries where they are sold.
Using low-cost labour factories int Eastern Europe and the Far-East can prove controversial
while still being an economic necessity. In addition, these are often very powerful companies
whose annual turnover exceeds the gross national product (GNP) of many of the world’s
smaller countries. Nevertheless, issues of competitiveness and competitive advantage are as
relevant as they are for a small business. One key complication can be currency fluctuations
when component supplies and finished goods are moved around the world.

. The major dilemma for many global companies concerns their need to achieve globai-
scale economies from concentrating production in large plants whilst not sacrificing their
local identity and relevance in the various markets. To accomplish this they must stay close
to their customers and markets, whose specific tastes and preferences may differ markedly,
even though they are buying essentiallv the same product.

The organizational structure can be, and often is, just as important as the strategy.
This, in turn, raises a number of important people issues. People may be switched from
business to business and from country to country as part of their personal progression. This
movement also helps the whole organization to transfer skills and knowledge and to learn
trr:)c)d. practices from different parts of the business.

Global corporations also need to develop expertise in financial management. Attractive
development grants and packages will be available in certain countries and influence strategic
developments. Interest rates are not the same around the world, and consequently loans can
be more attractive in certain countries and not in others. Moreover, tax rates vary and it can
be very beneficial to be seen to be earning profits in low-tax countyies instead of high-tax ones.

Not-for-profit organizations

Organizations such as churches and charities clearly fit into this sector very well, but certain
other profit-generating businesses, such as museums, zoos and local theatres, are relatively
closely aligned. In the case of the latter examples, the profit objective is often designed to
create a “war chest’ for future investment rather than to reward an owner or a group of
investors. For this reason there are many common characteristics. Money may be perceived
differently in not-for-profit organizations than in proﬁt—seekmg businesses, but there is still
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a need to create a positive cash flow. A charity, for example, can only spend on good causes
if it can generate funds. For this reason, churches and charities can legitimately appear very
commercial in their outlook, and this must be accepted alongside the cause that they are
targeting,. '

These not-for-profit organizations need social entrepreneurs or strategic leaders who,
in many ways, will be similar to those found in the profit-seeking sector. They will possess
similar entrepreneurial and leadership qualities, but they will be driven by a cause, which
attracts them to the particular organization and sector. This, in turn, guides the mission,
purpose and culture. In addition, there is likely to be a greater reliance on voluntary helpers

‘and possibly managers and others who readily accept salanes and wages below those that

they might earn in the profit sector.

There are likely to be variations on the modes of strategy creation discussed herein.
There is likely to be some committee structure, involving both salaried employees and
unpaid volunteers, the latter often in senior roles. Decision-making can be slow and political
in nature, although clearly it does not have to be this way. However, strong and dominant
leaders (either paid or unpaid) quite often emerge and are at the heart of strategy-making,.
Because there is a need for accountabxhty for the funds raised, planning systems are likely
to be prominent.

Public sector organizations

In many countries around the world the composition of this sector has changed over recent
years. Typically essential service industries, such as telecommunications, gas, electricity, water,
and air, bus and rail transport, have been privatized, often resulting in the creation of a
number of complementary or even competing businesses.. The outcome in each industry has
been one or more private companies, some of which have since mérged or been acquired,
sometimes by overseas parents. In the case of the UK this privatization programme has also
included individual companies such as British Airports Authority (BAA), which manages
several airports but is largely a retail organization.

QOutside direct government control, BAA has expanded overseas and now manages a
number of other airports around the world. In évery case there is some form of regulation
and government influence, as distinct from the direct government control of the past. The
trend towards privatization has gathered momentum for many reasons, one factor in Europe
being the stronger stance on government subsidies to individual industries by the European
Commission. The key appears to lie in the effectiveness of the regulation, which must attemipt
to balance the needs of all key stakeholders: customers, employees and investors, As a result,
we now tend to think of local authorities and public health and emergency services as the
archetypal public sector organizations.,

Clearly these are service businesses, and ones which will always have to choose and
prioritize between different needs and stakeholders. In general, they will always be able to
achieve more outcomes if they can acquire more resources. However, they remain largely
dependent on central government for their resources and are therefore influenced by the

political agenda of the day.

Increasingly, some have greater involvement with the private sector than was thie case
in the past. The British National Health Service works alongside the private health-care sector

.
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and, although their roles and remits differ, the same consultants operate in both sectors.
Many services in local communities were subjected to compulsory competitive tendering
(CCT) during the early and mid-1990s and, as a result, were outsourced to providers in the
private, profit-seeking sector. CCT has now been replaced by the need to find and deliver
“best value'. ' ‘

Decision-making and style features some element of bureaucracy, in part because of
the role of governing bodies, be they elected (local councillors) or appointed (e.g., NHS
Trust Boards). As accountability has become increasingly public in recent years, analysis and
planning will also be very prominent. Again, however, strong leaders can, and will, make
an impact; and, as the public sector enviromment is no more stablethan the one affecting
commercial businesses, emergent strategy is also very important. )

1.6 BASIC MODEL OF STRATEGIC MANAGEMENT

The business model provides an explanation of an organization's 'recipe for success', and it
contains those factors that essentially define the business, It is, in many respects, the vehicle
for delivering the purpose or mission. It encapsulates both 'big picture' and 'little picture'
elements arid it can be applied to both the present and the future, Over time the model,
and the stfategies it encapsulates, are likely to change, even if the basic purpose remains
constant. Put simply, the business model should clearly show how the business is going to
make money. Many dot.com business essentially failed because they did not address the
issue of how they were going to make money. They offered technology to deliver a product
that customers simply were not prepared to pay for— they failed to blend business and
technology innovation.

Comnpeiitive
logic—

. the compelling

reason to buy |

| The big
picture

Products/
services

The future
picture

Ideas for the future

Delivery ‘

Change-ability

Figure 1.6 The business model

Every organization is practicing a model, even though it may not have thought it
through in any depth. Where this is the case, any success could well be short-lived as. it
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'unphes there is a reliance on good fortune rather than analyhcal insight. One might argue

that if the model can’t be articulated or written down, ‘then the organization’s managers
don’t know what the model is.

The business modeI is outlined in Figure 2.1 and the elements of this. diagram are -
discussed below. The three fundamental elements of the model itself are shown at the top,
metaphoncally mounted on an important base, g

~ The basic themes of the business model are products (or servxces) customers and
competmve logic - thie compelling reason for people to buy the products and services. 1t is,
of course, important to’recognize that good ideas and a plausible outline model are relatively
easy to imagine and define ... the secret lies in delivering the model and implementing’
the strategies. In military terms, tactlcs can be trickier than the grand strategy - even though
we clearly need both.

. Products and services constitute what the organization produces or markets. The range
can be broad or narrow, focused or diversified. The choice, like the seleétion of target customers
and competitive strategies, implies a decision concerning what to do and what not to do.
There néeds to be a clear strategic logic for what is in the range. Every one should be able
to make a.contribution to the business; none of them should be in a position where they
bring harm to any of the others because, perhaps, they are underperforming and demandmg
cash subsidies. . -

Customers make up markets - they-are the who in the model. Again the coverage can
be narrow or broad. The scope of the business can be localized, national or international.
And these cdn vary between the various products. The link between products and customers
represents the organization’s sirateglc or competitive position. If it is a. strong, or a winning,
position, then there is a good reason for this. When we add the third element, competitive

- logic, we have our why, our compelling reason to buy. These three together constitute the

organizational ’blg picture’. The competitive logic can be based on price; equally it can be based
on dl.fference There are four basic approaches to the ‘positioning element of the model:

* A narrow product (or service) range for a broad range of customers - - the basics of the
business model for Starbucks and the low-cost airlines

¢ A broad product range for a defined segment of the market ~ Harrods provides a vast
choice of items for those people who are willing to pay prémium prlces and who enjoy
being seen out with a Harrods bag

* A narrow range for a targeted niche - hand-made Morgan cars appeal to a limited .
number of people who want a sports car with an essentially pre-war style and who
are willing to join a waiting list of some four years duration

® A broad range for a wide market - Amazon.com has added a diverse range of products
to its original books and it sells to anyone who is interested in buying online.

The delivery section of the base is an.essential adjunct, even thouglh it may not strictly
be part of the outline model. Without a clear strategy for implementing and delivering the
model the organization will be compromising on efficiency and effectiveness. This then is

.the how element and it includes the structure of the organization and the operations and
' activities carried out by people within the structure Cost management and synergy are key
. themes. Unnecessary costs should be avoided; equally it can be a mistake to ‘penny-pinch’
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on things that really matter to customers. At the same time it can be helpful if the activities Notes
complement and support each other. This is the ‘little picture’ behind the ‘big picture’. '

What works successfully today cannot be'guaranteed to work for ever, Business models
and strategies have life cycles and therefore organizations must address when they might
need to make changes. They need an appreciation of a ‘future picture’, concerning changes
to what, how and for whom. This is the future model.

Essentially the right model changes with circumstances. Therefore developing and
adapting the business model is the key to business success. Getting it right is essentially
the main test for the top management of any business. When they get the business model
wrong profits suffer. In 2003, out of town retailer Matalan had ceased to get it right. Chief
Executive John King is quoted as saying: ‘I've come to the conclusion the value wasn’t good
enough, we have not been aggressive enough on price and we went on promotion too late.”
As a result, Matalan was forced to cut prices by 50 per cent before. Christmas and 75 per
cent in the New Year,

We can use Matalan to reprise the main elements of an effective business model. The
business model must clearly show and prove how you are going to make money. It must
address and answer the following questions.

® What is different about our value proposition?
*  Who are our customers?

* What do customers value today?

*  What will customers value tomorrow?

The. questions asked of customers should also be addressed of investors. The capital
- markets need to be convinced that a business understands the needs of investors. If not
they will not buy into the business model.

Ensuring' the future model can also be delivered when it is needed means that the
organization needs charnge-ability, which in turn will be very dependent upon its strategic
leadership. Hamel (2000) argues that new business models are emerging all the time as frésh
opportunities are found. Amongst the examples he cites are:

1. Consolidation in the small and medium-sized enterprises (SME) sector as large
organizations grow bigger by systemaltically absorbing a series of small (and sometimes
local) businesses. Examples include funeral services and Hanson, the UK-based aggregates
business which operates mainly in the US and UK

2. Throwaway varieties of such products as watches and cameras

3. Individual customizing. Collector’s editions of the ubiquitous Barbie doll appeal to certain
enthusiasts and command a premium price. Apple’s iPod allows people to download
music of their own choosing to compile a CD of their favourites.

William Morrison : The Williatn Morrison supermarket group, strongest in the north
of England and still a family company in many respects, competes successfully with Tesco,
Sainsbury and ASDA. Founded in Bradford and led by the septuagenarian entrepreneur Sir
Ken Morrison, and prior to its acquisition of Safeway, Morrisons had approaching a 20 per
cent share of the food retailing market in Yorkshire, although across the country as a whole
it was nearer 4 per cent. The market leader, Tesco, now has 18 per cent of the UK market.
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Fundamentally the large supermarket chains offer broadly the same product ranges,
although there will be some clear differences. Across a wide range of goods there are the
leading brands and own-label alternatives, which normally are cheaper. Morrisons’ customers
‘are not going to be markedly different from those who pick Tesco or ASDA. They all
emphasize competitive prices. Location, of course, and convenience will influence customer
choice. Sainsbury is somewhat different as their prices overall are slightly higher. Waitrose
(owned by John Lewis) and Marks and Spencer, with a focus on premium products and higher
prices, have a different market appeal. So where is the Morrisons ‘compelling reason to buy’?
The Morrison strategy is not identical to those of its rivals. Morrison focuses on a composite
package of ‘everyday low prices’ (which itself isn't unique - both ASDA and Tesco claim the
same), multi-buys and special offers. It is this combination that makes it distinctive. Unusually
it also manufactures a substantial proportion of its own food products, even owning its own
abattoirs. It packages most of its own fresh food and displays these in-store as they would
feature in a traditional open street market. This is very deliberate and it reflects Morrisons’
origins as market traders. In addition, every store looks the same. Bananas are hung up to
keep them fresh, when normally they will be laid out in trays. Again unusually, it owns its
own delivery fleet rather than relying on specialist logistics companies. In a Morrisons store
you will see fishmongers and butchers in white hats and striped aprons - which is pretty
ubiquitous - but they will be found in a section of the store which is designed to feel like
an open street market. The focus is on food; Morrisons is less interested than its main rivals
in clothing and other nonfood products. There are no online sales and no loyalty cards.

In this respect we can see Morrisons’ northern roots being strongly reflected in its
ambience and culture. Some would argue’ that these northern roots are also reflected in
Morrisons taking more trade credit days from its suppliers than any of its leading rivals.

Dell : It has been said that Michael Dell, founder and CEO of Dell Computer, is fast.
becoming the Henry Ford of the information age - as a mass producer of standardized
products. Dell assembles and sells PCs and laptops and, more recently, sefvers and storage
hardware. The com.pany began when Dell was a university student some 20 years ago. In the
early days Dell sold only to the business market, and, although this remains his dominant
market, home consumers are a growth area. The business model is simple and powerful -
and unusual for the industry. '

Dell buys in standardized components in order to minimize the need for any expensive
R&D, Sales are direct to customers;, typically over the Internet. Together with a telephone
helpline, this alleviates the need for middlemen and the consequential distributor margins.
Dell builds to order and carries very little inventory of finished. products.

This cannot happen effectively without strict attention to detail and constant process
re-engineering. As a result Dell has relatively low costs. It then adopts a very aggressive
pricing policy in order to seize market share from any competitor who has taken its eye off
the ball and let its costs increase. The assumption is that this business model can be used for
other consumer electrical products such as digital music players and flat screen televisions.

Some critics argue that the model has to be limited as a substantial proportion of
consumers would be unwilling to buy without being able to inspect a model in a store. But
the logic-of this argument becomes thinner as more and more of us know people who have
bought a Dell - we can inspect theirs.
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Avon : Like Dell, Avon's business model is also built around direct selling. Avon was Notes
117 years old in 2003, having started life as the California Perfume Company. Most of us
would recognize the brand from the ‘army’ of Avon ladies who deliver catalogues to their -
customers every few weeks, take their orders and later deliver their choices.

Customers pay their locai agent. The products themselves are manufactured in various
countries around the worid. Aithough the direct selling remains constant, other elements of
the model are constantly changing. Existing product ranges are likely to change at any time;
and new products are added, often replacing poor-selling items. Packaging often changes to
freshen the appearance of products. No two catalogues are identical, although some products
do appear regularly; and there are always special offers. More recently ‘well-ness’ products
for health-and fitness-conscious customers have been included. These range from vitamin
supplements to yoga mats. Avon ‘Cosmeceuticals’, brands endorsed by dermatologists, fit
somewhere between medications and cosmetics.

Avon has also diversified to widen its overall customer appeal. [t became prominent as
a convenient supplier to middle class mothers who were short of time for personal shopping,
but this is no longer adequate. Although the average age of Avon’s customers is around 39,
this average is falling slowly.-In part this is affected by the wider product choices; it is also
enhanced by the choice of younger role models to promote the products.

Model Yasmin le Bon and tennis stars, Serena and Venus Williams are included here. In
addition, in the US, Avon has developed its new Mark range for 16-24 year oid customers.
Like Ikea, Avon has seen the benefit of moving into Chii and Russia, two huge consumer
markets. However, direct selling is illegal in China and so Avon trades through specialist
boutiques.

London Zao : In the case of London Zoo we see evidence of difficult decisions concerning

‘products’ and customers. Without at least some retailing activities London Zoo would be out
of business. A part of the Zoological Society of London, the zoo has a key scientific purpose
related to conservation and the preservation of endangered species. However, those animals
that are particularly attractive to most paying visitors are often not the mdst endangered.
Moreover, there is a duty to educate as a large proportion of the visitors are children. Many
national animal collections around the world are much more heavily subsidized, but in recent
years London Zoo has not been allowed to become grant-dependent. It has had to establish
a revenue generating business model without losing sight of its origins and fundamental
purpose -~ within the constraint of its location in a Royal Park which seriously affects any
possibility of expansion. London Zoo has therefore had to build a model which balances
conservation, education and entertainment.

The Opera : Globally, opera can only survive if it is subsidized, so again the business
model must embrace this. The subsidy can be from government - in the UK The Arts Council,
which, for example, accounts for 30 per cent of the budget at The Royal Opera House - or
corporate and private donors.

Customers are willing to pay very high prices for the best seats as long as the quality
performance merits it. And many operagoers are discerning. In part opera is expensive
because it demands a large number of singers and musicians. In the UK, prices for the
Royal Opera House Covent Garden rise to £160.00 - although the cheapest restricted view
seats can sometimes be bought for £3.00. The Metropolitan in New York is more expensive,’
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with top prices of US$280.00. But opera houses have to be maintained through the year and
orchestras retained. They are not gomg to be full of customers every night of the year. The

. market is-too limited for that.

Opera has long enjoyed an elitist image; operagoers are so-called aficionados. And
yet the reality has changed in recent years. The opera ‘product’ now extends well beyond
the! world’s leading opera houses. The change began when Nessun Dorma was used as the
theme music for the 1990 football World Cup and, on the back of this, the concert by “Th
Three Tenors’ was broadcast to the world on television and the accompanying CD became
the best-selling ‘classical album of all time. More recently more populist singers like Lesley
Garrett and Russell Watson have brought operatic arias to an everwider audience. And who
will ever forget Julia Roberts being introduced to the opera in the film Pretty Woman and
being so moved she almost ‘peed in her pants’! In other words, the opera ‘product’ now.
encapsu.lates CD-and popular television as well as actual performances for a growing and

' changing market. The leading singers have been very carefully ‘packaged’ and marketed to

give them a w1der appeal.

Invensys : Invensys began life as BTR and was later absorbed by another engineering
conglomerate, Siebe. When Sir Owen- Green stepped down as strategic leader in 1993 BTR_
had enjoyed some thirty years of acquisition, diversification and growth. It was the seventh
largest company in the UK. Ten years later Invensys was relegated from the FTSE 100, the
share price*had collapsed and the debt was regarded as ‘junk’. Things began to go downhill

when the once successful business model was no longer appropriate.

Interestingly Hanson, a very similar business to BTR in.nany respects, was deliberately
split into five separate businesses. BIR did not opt for.such radical change and has paid
a penalty. The BTR business model relied on control through cash. Companies, typically |
anything mvolvmg engineering of some form, were bought if they were undervalued and
capable of some rejuvenation. Overheads were reduced and’ parts might be sold on as the _
company was split up. Prices were increased because many-customers are captive in the short
term. Strategic leaders of business units were rewarded-for profit success - but there was a
penalty for failure! Cash was repatriated from the individual businesses to BTR's head office
and invested selectively.in those businesses that could provide the highest-returns. Synergy
and linkages between the businesses was not high on the agenda,

‘However, as the productivity reforms of the Thatcher government tock hold the number
of undervalued businesses declined. They. were driven out of business .altogether. When the
economy stagnated, the ability to generate'cash as BTR had been able to do in the past was
also reduced. This led to less investment in the businesses, which became less competitive
as a result. BTR was now in a downward spiral. A new business model was based on
divestment and selective acquisition to build a different empire of related businesses — but .
the company has never been able to restore its cash-generating successes of the 1980s and
early 1950s. Invensys now has its fifth strategic leadet in ten years.

1.7 STRATEGIC DECISION MAKING

'Flgure 2.2 shows the relahonshlps between these terms, l'ughhghtmg thexr key constituents.

The word ‘values’ is.important in both the mission and vision statement, but with a different

-
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emphasis. It is important that'a mission statement captures how an organization will create Notes
. and add value for its customers; the vision relates to the corporate values that should be
held by employces and visible to the outside world. The expression aims is sometimes used
as an alternative to mission. The term goals is seen as synonymous with objectives, and in
this book the terms are used interchangeably. '

Specifically, where other works are being referred to and those authors have used
the term goal as opposed to objective, their terminology is retained. It is also important to
distinguish between long-term and short-term objectives or goals. Thompson and Strickland
(1980) provide a useful distinction. They argue that objectives overall define the specific kinds
of performance and results that the oi’garﬁzation seeks to produce through its activities. The
long-term objectives relate to the desired performance and results on an ongoing basis; short-tern:
objectives are concerned with the near-term performance targets that the organization desires
to reach in progressing towards its long-term objectives. Making use of such techniques as
management by objectives, these performance targets can be agreed with individual managers,
who are then given responsibility for their attainment and held accountable.
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Figure 1.7 Vision and mission statements and objectives

Vision statements

While mission statements have become increasingly popular for organizations, vision
statements are less prevalent. The lack of a' published statement, of course, is not necessarily
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an indication of a'lack of vision, Where they exist they reflect the company's vision of some
future state, which ideally the organization will achieve. Terminology and themes such as
a world-class manufacturer, a quality organization, a pxowder of legendary service and a
stimulating, rewarding place to work might well appear. The essential elements focus on those
values to which the organization is committed and appropriate standards of behaviour for all

" employees. Possible improvement paths, employee development programnmes and measures

or indicators of progress should be established for each element of the vision.

Strategy developmnent is like driving around a roundabout. The signposts are only useful -if you.
know where you want to go.. Some exits lead uphill, some downhill - most are one-way streets and
some have very héavy traffic indeed. The trick is in picking the journey’s end before you set out -

- otherwise you go around in circles or pick the wrong road.

Gerry M Murphy, when Chief Executive Officer, Greencore plc, [reland

- Amne Ness said, when he climbed Everest: I had a dream. T reached it. T lost the dream and I
wiss it. When we reached our dream we didn’t have another long-term objective. So people started
to produce their own new objectives, not a common objective, but different objectives depending on
where they were in the organization. I learned that before you reach an objective you must be ready
with a new one, and you must start to communicate it to the organization. But it is not the goal
itself that is important ... it is the' ﬁght fo get there. -

Jan Carlzon, when Chalrman and Chief Execuﬁve Officer, Scandinavian Airlines Sy'élem

Mission statements

The corporate mission is the overriding raison d’étre for the business. Ackoff (1986), however,
claimed that many corporate mission statements prove worthless, one reason being that they
consist of loose expressions such as ‘maximize growth potential’ or ‘provide products of

- the highest quality’. How, he queries, can a company determine whether it has attained its

maximum growth petenitial or highest quality? His points are still valid today. Primarily, the
mission statement should not address what an organization must do in order to survive, but
what it has chosen to do in order to thrive. It should be positive, visionary and motivating.

Ackoff suggests that a good mission statement has five characteristics, It will contain a
formulation of ebjectives that enables progress towards them to be measured.

o It differentiates the company f.rom its competitors.

* It défines the business(es) that the company wants to be in, not nécessarily isin.
* Itis relevant to all stakeholders in the fxrm niot just shareholders and managers.
* ltis exciting and inspiring. '

Campbell (1989) argues- that to be valuable Injssion statements must reflect corporate )
values, and the strategic leader and the organization as a whole should be visibly pursuing
the mission. He takes a wider perspective than Ackoff by including aspects of the corporate
vision and arguing that there are four key issues involved in developing a useful mission.
First, it is important to clarify the purpose of the organization — why it exists. Hanson plc, for
example, which is referred to at various stages in this book, was led by Lord Iames Hanson
for some 25 years and he stated: -

It is the central tenet of my faith that the shareholder is king. My aim is to advance
the shareholder’s interest by i mcreasmg earnings per share.
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By contrast. and at the same time, Lex Service Group published an alternative view:

We will exercise responsibility in our dealings with all our stakeholders and, in the case
of conflict, balance the interest of the employees and shareholders on an equal basis over time.

The ifmplications of these contrasting perspectives are discussed in the next section of
this chapter.

Secoad, the -mission statement should describe the business and its activities, and the
position that it wants to achieve in its field. Third, the organization’s values should be stated.
How does the company intend to treat its employees, customers and suppliers, for example?
Finally, it is important to ensure that the organization behaves in the way that it promises it
will. This is important because it can inspire trust in employees and others who significantly
influence the organization.

It is generally accepted that in successful companies middle and junior managers know
where the strategic leaders are taking the company and why. In less successful organizations
there is often confusion about this. Mission statements, like vision statements, can all too
easily just ‘state the obvious’ and as a result have [ittle real value. The secret lies in clarifying
what makes a company different and a more effective competitor, rather than simply restating
those requirements that are essential for meeting key success factors. A mission (or vision)
statement which could easily be used by another business, whether in the same industry or
not - as many can be - is, simply, of no great value. Companies that succeed long term are
those which create competitive advantages and sustain their strong positions with ﬂex:bxhty
and improvement. The vision and mission should support this.

The principal purpose of these statements is communication, both externally and internally
and, arguably, a major benefit for organizations is the thinking they are forced to do in order
to establish sound statements. Nevertheless, many are still worded poorly. In addition, it is
essential that the mission (or vision) is more than a plaque in a foyer; employees have to make
the words mean something through their actions, For this to happen, employees must feel
that the organization actually means what it is saying in the mission and vision statements.
There must be an element of trust, for without it the desired outcomes will not be achieved.

The mission clearly corresponds closely to the basic philosophy or vision underlying
.the business, and if there is a sound philosophy, strategies that generate success will be
derived from it. Sock Shop was founded in 1983, with a simple vision. One newspaper has
summarized it as, ‘shopping in big stores for basic items like stockings is a fag, but nipping
into an attractive kiosk at an Underground station, British Rail concourse or busy high street
is quick, convenient and can be fun’. From this have emerged six key marketing features or
strategies, which have become the foundations of the company’s success and rapid growth:

* shopslocated within areas of heavy pedestrian traffic
® easily accessible products
* friendly and efficient service

* a wide range of quality products designed to meet the needs of customers attractive
presentations

* competitive selling prices.

In 1989, after a number of years of growth and success, Sock Shop began to lose money.

2

Notes
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The hot summer weather and’ the London Underground strikes were blamed for falling
sales. Increasing interest rates caused additional financial problems. Moreover, Sock Shop
expanded into the US and this had proved costly. However, in February 1990 Sock Shop
founder, Sophie Mirman, commented: ‘We provide everyday necessities in a fashionable
manner ... our concept remains sound. GQur merchandise continues to be not to be wary of
each other and prices are held back to some extent for fear of losing market sharé, Suppliers
are interdependent and fear that a price decrease - will be met by competitors (thus reducing
profits) and price increases will not (hence market share will be threatened). There are two
types of oligopoly, depending on whcther opportunities exist for significant differentiation.
In a]l of these models competition is a major determinant of profit potential and therefore
Ob]EChVES must.be set with competitors in mind.

In a monopoly (again somewhat theoretical in a pure sense) excess profits could be
made if government did not act as a restraint. In the UK, although such public
sector organizations as Brit-_ish' Gas and British Telecom have been privatized, their actions
in terms. of supply and pricing are monitored and regulated.

Stakeholder théory

The influence of external stakeholders-looks at the business environment, but it is.important
‘to introduce the topic at this stage. A {urther assumption of profit-maximizing theory is that
shareholders in the business should be given first priority and be the major consideration in
decision-making, and this arose because early economic theorists saw owners and managers
as being synonymous.

. This assumption no longer holds, however. A study of market moddels demonstrates the
important role played by competitors and by government as a restraining force, and it was
also suggested that organizations must pay some regard to their suppliers and distributors.
In addition, managers and employees must. be considered. The decisions taken by managers
‘which create incremental change will be irifiuenced by the objectives and values that they

" believe are important. Managers are paid employees, and whilst concerned about profits,

they will also regard growth and security as important.

These areall stakeholders. Freeman (1984) defines stakeholders as any group or individual
who can affect, or is affected by, the performance of the organization. Newbould and Luffman
(1979) argue that ciirrent and future strategies are affected bv- '

-' ® external pressures from the marketplace, muudmg competitors, buvers and supphers,
shareholders, pressure groups; and government _

* internal pressures from existing commilments, managers, employees.and their i:ade
unions

® the personal ethical and moral perspectives of senior managers.

Stakeholder theory, then, postulates that the objeciives of an organization will take
account of the various needs of these different interested parties who will represent some type
of informal coalition. Their relative power will be a key variable, and the organization will
on occasions ‘trade off” one against the other, establishing a hierarchy of relative importance.
Stakeholders see different things as being important and receive benefits or rewards in a
variety of ways, as’ featured in Table 1.2. Stakeholder interests are not always consistent.
For example, investment in new technology might improve product quality and as a result

-
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lead to increased profits, While customers who are shareholders might perceptively benefit, Notes
if the investment implies Iost jobs then employees, possibly managers, and their trade unions

may be dissatisfied.

If the scale of redundancy is large and results in militant resistance, the government may
become involved. The various stakeholders are not affected in the same way by every strategic
decision and, consequently, -their relative influence will vary from decision to decision. In
1995 Shell, one of Europe's most successful and respected companies, was forced to change an
important strategic decision following a high-profile campaign by a leading pressure group.

Table 1.1 Structural characteristics of four market models

Pure Monopolistic
k i 1
Market Competition Competition Oligopoly Monopoly
1)
Number of firms | Large Large Few ora few One
: dominant
Standardized -
. di
Types of product | identical or Differentiated St.andar .1zed or Unique
; A ; differentiated
almost identical
. Few or Standardized F_.muted by mutual
Control over price inter-dependence; .
. a few or ) . Considerable
by suppliers . . . considerable with
dominant differentiated ;
collusion takes place
.. Very easy, no Relatively .
g Blocked
Entry conditions obstacles casy Significant obstacles locke:
Nou-prfc:e None Yes Yes Yes
competition
itish
Standardized: Britis C.;as
Cement, sugar, (domestic
Agriculture Clothing; vy Sugan consumers);
. Fertilizer
products; Furniture; . . water
. . Differentiated; ..
Examples Some chemicals; | Soft drinks; companies in
. Morganne; . .
Printing, Plumbers; their regions;
. Soaps;
Laundry services | Restaurant. local bus
Detergents .
companies in
certain towns

Shell wanted to sink its redundant Brent Spar oil platform in deep seas some 150 miles
west of Scotland. It had reached an agreement with the UK government that, scientifically,
this was the most appropriate means of disposal for the platform.

Greenpeace objected and protesters boarded the platform, claiming that it still contained
5000 tonnes of cil which would .. entually be released to pollute the sea. The ensuing and
professionally orchestrated publicity fuelled public opinion, and there were protests in a
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number of European countries, including attacks on petrol stations in Germany. Shell backed
down-and agreed to investigate other possibilities for disposal. The UK government expressed

both anger and disappointment with this decision. -

~

Table 1.2 Examples of Stakeholder'.int-érests

 Annual d1v1dends, increasing the value of theu' investment in the company
'as the share price Increases. Both are affected by growth and profits
Shareholders
Institutional shareholders may balance high-risk investments and their
‘anticipated high returns with more stable investments in their portfolio
Managers Salaries and bonuses; perks; status-form working for a well-known and
& | successful organization; responsibility; challenge; security,
: Wages, holidays;, conditions and job satisfaction; secutity - mﬂuenced by
Employees
‘| trade union involvement
Consumers Desirable ancl quality products; i:ompeti't.i.ve ;irices -very much in relation
- to competition; new products at appropriate times
Distributors | On time and reliable deliveries
Suppliers Consistent orders; payment on time
Financiers Interest payments and loan repayments; like payment for supplies, affected
; by cash flow
. | Payment of taxes and provision of employment contribution to the nation's
Government
] exports
Society in . . .. . ]
general Socially responsible actions—Sometimes reflected in pressure groups

Independent inspectors later proved that Greenpeace’s claims were gross exaggerations

. — the residual oil was much, much less than 5000 tonnes. The press concluded: “Shell

went wrong in spending too much time convincing government of the case for sea-bed
dumping, but not attaching enough importance to consulting other stakeholder groups.” Shell
had been made to appear socially irresponsible, yet the ethics of the Greenpeace campaign

are questxonable, these issues are explored further at the end of this chapter.

Waterman (1994) contends that successful companies do not automatically, make
shareholders their first priority. Instead, they pay primary attention to employees and
customers and, as a result, they perform more effectively than their rivals. The outcome
is superior profits and wealth creation for the shareholders. Simon (1964) argues that one
of the main reasons for an organization’s collapse is ‘a failure to incorporate the important
motivational concerns of key stakeholders. Small businesses, for example, are generally weak
in relation to their suppliers, especially if these are larger well- éstablished .concerns; and. if
they neglect managing their cash flow and fail to pay their accounts on time they will find
their deliveries stopped.

For any organization, if new products or services fail to provide consumers with what

they are looking for; however well produced or low priced they might be, they will not
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sell. A 1999 survey by Deloitte Consulting confirmed that ‘customer-centric’ manufacturing Notes
companies worldwide are 60 per cent more profitable than those that are less committed to
customers. In addition, they enjoy lower operating costs. Customer- centricity is seen as a
‘systematic process which sets objectives for customer loyalty and retention and then tracks
performance towards those goals’. It should facilitate the development of higher added value,
premium-price products.

¥
L

Competitors - The organization |« Competitors

& Shareholders ' Employees Customers
Increased worth - - Secure and Satisfaction and. .
of the company satisfying work perceived value
environment : from products
l and services

Violate any one, long-term,
and the organization will
fail to satisfy all its key

stakeholders
i

v

Without committed employees the company
cannot produce quality products and services.

Without quality products and services the
company will fail to satisfy its customers.

Without customers the company's revenue will
fall and it will fail to incredse its worth
for its shareholders.

It is now in a spiral of decline._

If the company's financial performance is
deteriorating it will be perceived as an
insecure place to work; employees will be
increasingly dissatisfied and their work
quality may deteriorate further.

Employees may leave for other jobs; as
aresult, customer service will be affected...

Figure 1.8 Satisfying stakeholders

Figure 1.8 shows that shareholders, employees and customers are the three key
stakeholders that the organization must satisfy, but invariably in a competitive environment:
if they fail with any group long term they will place the organization in jeopardy through
a spiral of decline. Figure 1.9 is an alternative presentation of the same points, On the left
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" is a virtuous circle of growth and prosperity. Satisfied, perhaps even delighted, customers

enable high financial returns, which can be used in part to reward employees. A perception
of fairness here can be instrumental for motivating employees to keep customers satisfied and
thus sustain the circle. The right-hand side clarifies that the needs of customers can sometimes
conflict with the demands of scme shareholders, especially those who are willing to tade
off long-term achievement for short- term financial returns. Competitors are always trying
to persuade customers to switch allegiance and thus impact on an organization’s success.

Satisfied
(delighted)

Customers -
market-driven

customers needs and
- . expectations w .
Enable TN v
. -
Competitors - "‘-\ e

Motivated,

their actions and Shareholders -

High

productive, financial initiatives drive both ! short- and long
committed product/service i g e
returns improvements H erm financia

employees and cost expectations

reductions

However, time pressures and priarity trade-offs
frequently cause the measures to conflict. This is
influenced by competitive pressures

This justifiable philosophy reinforces the case for
a bundle of linked measures affecting all key
stakeholders - e.g. the balanced scorecard -

anu.re 1.9 Complementary or conflicting measures

While these arguments are, in themselves, convincing, many organizations still fail to

satisfy their stakeholders long term. The’ followmg theories prov1de some insight into this
reality.

The investor and the employee are in the same position, bul somelimes the employee is more
important, becduse he will Ye there a long time, whereas an investor will often get in and out on a
whim in order fo make a profit. The worker's mission is to contribute to the company’s welfare, and
his own, every day. All of his working life he is really needed.

Akio Morita, Joint Founder, Sony

Cyert and March’s Behavmural Theory

Stakeholder theory is closely related to the ideas in Cyert and March's A Behavmural Theory
of the Firm (1963). Cyert and March argue that the goals of an orgamzahon are a compromise
between members of a coalition comprising the parties affecting an organization. The word
compromise is used as the actual choice is linked to relative power and there are inevitably
conflicts of interest. Cyert and March argue that there are essentlally five directional pulls
to consxder .

® production-related, and encapsulating stable employment, ease of control and
" scheduling

. ipvehtory-related - customers and sales staff push for high stocks and wide choice,
management accountants complain about the cost of too much stock
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* sales-related - obtaining and satisfying orders . - Notes |
® market share, which yields power relative to competitors

* profit, which concerns sharcholders, senior management and the providers of loan
capital.

This theory stresses the perceived importance of the short term, as opposed to the long
term, because issues are more tangible and because decisions have to be taken as situations
change. Organizations adapt over time and it is likely that changes will be limited unless it
is necessary to change things more radically. In other words, once a compromise situation
is reached there is a tendency to seek to retain it rather than change it, and the goals will
change as the values and relative importance of coalition members change.

As a result, organizational slack develops. This is “payments to members of the coalition
in excess of what is required to keep them in the coalition’. It is difficult, for example, to
determine the minimum acceptable reward for employees; agsets are generally underexploited
since jtis difficult to know the maximum productivity of a perdon or machine; and uncertainties
mean that less than optimal price, product and promotional policies will be pursued. The
existence of slack does allow for extra effort in times of emergency.

This theory can be usefully considered alongside Herbert Simon’s (1964) theory of
satisficing. Here he contends that managers seek courses of action which are acceptable in
the light of known objectives. These actions may not be optimal but they are chosen because
of internal and external constraints such as time pressure, a lack of information and the vested
interests of certain powerful stakeholders.

Objectives and Constraints

Simon (1964) also makes an important distinction between objectives and constraints. Some
of the ends that strategies are designed to achieve are not freely set objectives but constraints
imposed on the organization by powerful stakeholders or agencies. Simply, organizational
freedom - to set objectives — is constrained. For example, an animal food company might
wish to offer low priced feeds for livestock but be constrained by dietary requirements which,
by determining ingredients, influence costs and hence prices.

In recent years, many of the world’s leading drug companies have changed their
strategies as a result of external constraints. Governments have been increasingly reluctant
to fund expensive drugs and treatments.

Some companies have closed plants, while others have relocated for lower costs. There
has been an increased research focus on treatments that ate most likely to receive funding,
arguably at the expense of potential breakthroughs in other areas. Priorities and strategies
in the UK National Health Service (NHS) are affected by the government’s waiting-list
targets. Network Rail (which manages and maintains the UK railway infrastructure for the
government) has an independent regulator who imposes specific requirements and targets
for safety which inevitably affect costs and borrowing needs.

A number of other authors have offered theories in an attempt to explain the behaviour
of organizations and the objectives they seek.
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Baumol’s Theory of Sales Maximization

Baumol (1959) argues that firms seek to maximize sales rather than profits, but within the
constraint of a minimum acceptable profit level. It can "be demonstrated that profit maximizing
is achieved at a level of output. below that which would maximize sales revenue and that,
as sales and revenue’increase beyond profit maximizing, profits are sacrificed. Firms will

.increase sales and revenue as long as they are making profits in excess of what they regard

as an acceptable minimum. Businessmen, Baumol argues, attach great importance to sales as
salaries are often linked to the scale of operations. “Whenever executives are asked “How's
business?”, the typical reply is that sales have been increasing or decreasing.’

Williamson's Model of Managerial Discretion

Williamson (1964} argues that managei‘s can set their own objectives, that these will be
different from those of shareholders and that managerlal satisfaction is the key. Satisfaction
increases if a manager has a large staff reporting to 'him or her, if there are lavish perks
and if profits exceed the level required for the essential development of the business and
the necessary replacement of equipment. This extra profit can be used for pet projects or
the pursuit of non-profit ob]echves The manner in which managers reward themselves for
success is discretionary.

Marris's Theory of Managerial Capitalism

Marris (1964) again postulates growth as a key concern, as managers derive utility from
growth in the form of enhanced salaries, power and status, The constraint is one of security.
If, as a result of growth strategies pursued by the firm, profits are held down, say because
of interest charges, the market value of the firm’s shares may fall relative to the book value
of the assets. In such-a case the firm may become increasingly vulnerable to takeover, and
managers wish to avoid this situation.

Penrose’s Theory of Growth

Penrose (1959) has offered another growth theory, argmng that an organization will seek to
achieve the full potential from all its resources.

Firms grow as long as there are unused resources, diversifying when they can no
longer grow with existing products, services and markets. Growth continues until it is halted.
A major limit, for example, could be production facilities either in terms of total output or
because of a bottleneck in one part of the operation. Changes can free the limit, and growth
continues until the next limiting factor appears.

Another limit is the capacity of managers to plan and implement growth strategies. ¢
managers are stretched, extra people can be employed, but the remedy is not immediate.
New people have to be trained and integrated, and this takes up some of the time of existing
managers. Pen-rose refers to this issue as the ‘receding managerial limit’ because again the

B .lim.iting factor decreases over a period of time.

“In a climate of reasonably constant growth and change managers learn how to cope
"with the dynarnics of change; and properly managed, given that over-ambition is constrained
and that market opporturiities exist, firms can enjoy steady and continuous growth.

32 §8 SelfInstructional Material




Galbraith’s Views on Technocracy

Finally, Galbraith (1969) highlighted the particular role of large corporations, whose pursuit of
size requires very Ia.rge investments associated with long-term commitments. Because of these
financial commitments the corporations seek to control their environment as far as they
possibly can, influencing both government and consumer, and they in turn are controlled by
what Galbraith calls ‘technocrats’ - teams of powerful experts and specialists. Their purposes

are, first, to protect as well as control the organization, and hence they seek financial security .

and profit, and, second, to “affirm’ the organization through growth, expansion and market
share. As is typical of oligopolists, price competition is not seen to be in their interests,
and hence aggressive marketing and non-price competition are stressed. In addition, such
firms will seek to influence or even control (by acquisition) suppliers and distributors, and
they may well see the world, rather than just the UK, as their market. These issues are all
explored later in the book.

Galbraith (1963) also identified the growth of ‘countervailing power’ to limit this
technocracy. Theé growth of trade unions in the past is an example of this, but, as seen in
recent years, the technocrats have fought back successfully. The increasing size and power
of grocery retailers such as Sainsbury and Tesco, and their success with owh-l_abel brands,
has put pressure on all product mamifacturers, especially those whose products are not the
brand leader. As a consequence the owners of the strongest brands have invested heavily to
promote their brands and ensure that they are selected, even though there may be cheaper
alternatives. Moreover, there have been mergers within retailing in an attempt to
strengthen power bases. Tesco has expanded from the UK into Europe, while Wal-Mart has
acquired ASDA. Simply, over time there are swings in relative power and, as a result, the
potential for consumer exploitation-is checked and available profits are shared more widely.

Profit as .an Objective

Whether profit is the ultimate objective of profit-seeking business organizations or whether
it is merely a means to other ends, which themselves constitute the real objectives. Not-for-
profit organizations are considered separately later in this chapter.

Ackoff (1986) argues that both profit and growth are means to other ends rather than
objectives in themselves. He argues that profit is necessary for the survival of a business
enterprise, but is neither the reason for which the business is formed nor the reason why it
stays in existence. Instéad, Ackoff confends,

Those who manage organizations do so primarily to provide themselves with the quality of work
life and standard of living they desire ... their behaviour can be betler understood by assuming this
than by assuming that Heir objective is to maximize profit or growth.

However, it is also important to consider the quality of life of investors (shareholders),
customers, suppliers and distributors, as well as other employees of -the firm who are not
involved in decision-making. Developing earlier points, it can be argued that employees are
the major stakeholders, because if the firm goes out of business they incur the greatest losses.

In many resprcts it does not matter whether profit is seen as an objective or as a means
of providing service and satisfaction to stakeholders, as long as both are considered and not
seen as mutually exclusive. However, the “feel’ and culture of an organization will be affected.
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In simplé terms an organization will succeed if it survives and meets the expectations of its
stakeholders. If its objectives relate to the stakeholders, it is successful if it attains its objectives.

The purpose of industry is to serve the pr}bh’c by creating services t0 meet their needs. It is not
to make profits for shareholders, nor to create salaries and wages for the industrial community. These
ar¢ necessary conditions for success, but not its purpose.

Dr George Carey, retired Archbishop of Canterbury

The responsibility of business is not to create profits but fo create live, vibrant, honourable

organizations with a real commitment ta the community.

Anita Roddick, founder, The Body Shop

. The inﬂuence-of- Shareholders

Some commentators hold the view that too many companies are still encouraged to seek

short-term profits in order to please their major institutional shareholders, and that it is
only by considering the  long term and the interests of all stakeholders that companies
will become more effective competitors in world markets. In the UK, for example, Constable
(1980) stated: 'Britain's steady relative industrial decline over the past 30 years is related to
an insistence on setting pu.rely financial objectives which have been operated in relatively
short ‘time scales.'

Institutions such as pension funds effectively control the UK's largest compam'és through

the sizeable blocks of shares that they own; in contested takeovers, for example, individual

pension fund managers will be instrumental in determining the outcome, These managers
have a remit to earn the best returns that they can obtain for their members. Since the mid-

'1990s there has been a drive to increase the transparency of these large shareholder blocks,

and companies have been requu'ed to pubhsh more information.

The issue of short-tenjmsm is complex, however , and investigates the debate. Companies,
obviously, cannot disregard powerful institutional shareholders. What is crucial is to ensure that
there is dlalogue and mutual understanding and agreement concerning the best interests
of the -company, its shareholders and_other stakeholders. In his debate on the short- and
long-term perspective, Constable (Table 1.3), contrasts two sets of objectives, ranked in
order of priority. He contends that company B is hkely to grow at the expense of company
A, and that these objective sets, A and B, are essentially those adopted by large UK and

‘Japanese companies, respectively, for much of the period since the Second World War. To

suggest that Japanese success rests solely on a particular set of objectives is oversimplifying
reality, but it has certainly contributed.

Table 1.3 Contrasting company objectives

Company A - ) . Company B ]
1. Retun on net assets, 1-3 year time horizon 1. Maintenance and growtl of market share
2. Cash flow 2. Maintenance and growth of employment
3. Maintenance and growth of market share 3. Cash flow
4. Maintenance and growth of employment 4. Return on net assets
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Table 1.4 Perceptions of stakeholder irﬁportance Notes
Stakeholder Iiriuritizatio?‘t by industry Pnc;r;;lt;a:!nostt‘i:zi:z:iysm
: - sirategic l.eader investors

Existing customers 1

Existing employees 2 3

Potential customers . 3 2
Institutional investors - 4 4

Suppliers 5 7

Potential employees 6 6

City analyst 7 5

Private (individual) shareholders 8 10

Business media 9 9

General media 10 11

Local communities 11 12

Members of Parliament/Local

Authorities 12 8

In Japan and Germany, however, shareholders do not exert pressure in the same way
as they do in the UK. Cross-shareholding between companies in Japan means that only 25
per cent of shares in Japanese businesses are for trading and speculation, and this generates
greater stability. In Germany the companies hold a higher proportion of their own shares,
and banks act as proxy voters for private investors. Banks thereby control some 60 per cent
of the tradeable shares, again generating stability. German companies also adopt a two-tier
board structure. A supervisory board has overall control and reports to shareholders and -
employvee unions; reporting to this board is a management board, elected for up to five years.

Table 1.4 pulls together a number of the points discussed here by showing how
organizational strategic leaders and institutional investors do not share completely the same
perspective on stakeholder priorities, although there are clear similarities with the most
important stakeholders. Interestingly, suppliers, key partners in the supply chain, receive a
higher priority from strategic leaders, while the institutions rate politicians more highly than
do organizational leaders. It is both significant and realistic, that small, individual sharehoiders
are not particularly powerful, because they are generally too disparate to become organized.
Individually, they may be able to embarrass an organization with difficult questions at its
Annual General Meeting, but this is far from an expression of ongoing power.

The Importance of the Strategic Ledder

To conclude this section it is useful to emphasize the key role of the strategic leader, and his
or her values, in establishing the main objectives and the direction in which they take the
organization. Personal ambitions to build a large conglomerate or a multinational company
may fuel growth; a determination to be socially responsible may restrain certain activities
that other organizations would undertake; a commitment to high quality will influence the
design, cost and marketing approadh for products. A strong orientation towards employee ~
welfare, will again influence objectives quite markedly. ;
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The objectives and values of the strategic leader are a particularly important consideration
in the case of small firms. While itis possible for small firms to enjoy competitive advantage,

- say by providing products or services with values added to appeal to local customers in a

limited geographical area, many are not distinctive in any marked way. Where this is the -
case, and where competition is strong, small firms will be price takers, and their profits and
growth’ will be influenced substantially by external forces. Some small firm owners will be
entrepreneurial, willing to take risks and determined to build a bigger business, whereas others
will be content to stay small. Some small businesses are started by people who essentially
want to work for themselves rather than for a larger corporation, and their objectives could
well be concerned with survival and the establishment of a sound business which can be
passed on to the next generation of their family.

Each of the ideas and theories discussed-in this section pro\udes food, for thought,_ '
but individually none of them explains fully what happens, or what should happen, in
organizations.

In the authors’ experience certain organizations are highly growth orientated, willing
to diversify and take risks, while others, constrained by the difficulties of coping with rapid
growth and implementing diversification strategies, are less ambitious in this respect. Fach
can be appropriate in certain circumstances and lead to high performance, but in different
circumstances they may be the wrong strategy.

Stakeholder theory is extremely relevant’ conceptually, but organizations are affected
by the stakeholders in a variety of ways. Priorities must be decided for companies on an
individual basis. Moreover, the strategic leader, and in turn the organization, will seek to
satisfy particular stakeholders rather than others because of their personal backgrounds and
values. There is no right or wrong list of priorities. However, while priorities can and will
be established, all stakeholders must be satisfied to some minimum level. In the firal analysis
the essential requirement is congruence among environment, values and resources.

So far this chapter has concentrated on proﬁt—seekmg organizations and considered
just how important the profit motive might be. Not for-profit organizations may be growth
conscious, quality conscious or committed to employee welfare in the same way as profit

seekers, but there are certain differences which require that they are considered separately.

- 1.8 FINANCE AND GLOBAL COMPETITIVENESS :

Causes generate effects. Actions lead to outcomes. On occasions companies may attempt
to seize the competitive initiative and introduce an innovatory charige. An action by one
competitor which affects the relative success of rivals provokes responses. One action can

" therefore provoke several reactions, depending on the extent of the impact and the general
. nature of competition. Each reaction in turn further affects the other rival competitors in the

industry. New responses will again follow. What we have in many markets and mclustnes
is a form of competmve chaos. .

Figure 1.10 shows a competitive business environment which is permanently fluid and
unpredictable. For example, British Telecomn (BT) continues to face competition from cheap
phone call and Internet service providers as well as demands that it provides free access to
its network. ) : . "
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Figure 1.10 Dynamic competition

This is considered a restrictive act and has slowed down the development of both the
Internet in the UK and of broadband services. BT must adapt and respond to defend its
place in the market, or eventually the government will force regulatory change on them. It
is important to differentiate between two sets of similar, but nevertheless different, decisions.
First, some actions are innovatory and represent one competitor acting upon a perceived
opportunity ahead of its rivals; other actions constitute reactions to these competitive initiatives.
Second, some decisions imply incremental strategic change to existing, intended strategies;
on different occasions companies are adapting their strategies (adaptive strategic change)
as they see new opportunities which they can seize early, or possible future threats which
they are seeking to avoid. The process is about learning and flexibility. Often they involve
an intrapreneur, an internal entrepreneur. The skills required by organizations are; ’

* the ability to discern patterns in this dynamic environment and competitive chaos, and
spot opportunities ahead of their rivals

e the ability to anticipate competitor actions and reactions

¢ the ability to use this intelligence and insight to lead customer opinion and outperform
competitors. ;

Ocean Spray has been cited by Rosabeth Moss Kanter (1990) as another US company
which spotted a potentially lucrative competitive opportunity missed by its rivals. Small 'paper
bottles' for soft drinks were being used in Europe, but the leading US manufacturers did not
see them taking off in America and were not enthusiastic. Ocean Spray, which manufactures -
a range of products, including drinks, from cranberries (sometimes mixed with other fruits)
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Notes had empowered a middle manager from engmeenng to look for new ideas for the company
: — an aspect of their planned strategy — and he saw the potential.

The result was an 18-month exclusive rights agreement. The packaging concept proved
attractive and the final outcome was a substantial increase in the popularity of cranberry juice
drinks. Simply, children liked the package and came to love the drink. Ocean Spray products
are now much more evident around the world. The Ocean Spray example. illustrates how
competition can come from unexpected sources. It is dangerous for any organization to assume
that future competitive threats will only come from rivals, products and services that they
already know and understand; in reality, it can be the unrecognized, unexpected newcomers
which pose the real threat because, in an attempt to break into an established market, they

_may introduce some new way of adding value and 'rewrite the rules of competition'.
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Figure 1.11 The competitive cycle

Bill Gates' view of the future, based on personal computers on every desk, was radically
different from that of long-time industry leader, IBM, and it enabled Microsoft to enter and
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dominate the computer industry. British Airways was surprised by the entry and success of Notes
Virgin Atlantic Airways on profitable transatlantic routes, as it perceived its main competition
to come from the leading US carriers. Virgin was adding new values, offering high and
differentiated levels of service at very competitive prices. The success of Direct Line, with
telephone insurance services at very competitive prices, has provoked a response from existing
companies; telephone banking is having a similar effect. In both cases the nature of the service
has been changed dramatically, and improved for many customers. Figure 1.11 shows how
organizational resources need to be used to drive the competitive cycle. Constant, or ideally
growing, sales and market share can lead to economies of scale and learning and, in turn,
cost reductions and improved profits.

The profits could, in a part:cularly competitive situation, be passed back to customers
in the form of lower prices, but more normally they will be reinvested in the organization.
This can generate productivity improvements, sometimes with new capacity and, then, lower_
prices and/or further cost reductions. The investment can also bring about new sources of
added value and differentiation, possibly allowing higher prices and further profit growth.
The improved competitiveness should also increase sales and market share-and drive the
cycle round again. These changes might take the form of gradual, continuous improvements
or radical changes to establish new rules of competition.

In this regard the market for DVD players has shown both dramatic growth and massive
price reductions. When first introduced, a DVD player was a premium item. Now they are
being sold in supermarkets for a fraction of the initial entry price.

1.9 ROLE OF STRATEGIC MANAGEMENT IN MARKETING

A large number of the rapid growth firms present written business plansl for strategy
implementation. The written plans enable CEOs to manage more critical business functions,
grow faster and achieve a higher proportion of revenue from new products and services than
those whose plans are unwritten. Addmonally, written business plan helps growing firms
to increase their revenues faster over their compehtors than those without a written pIan
The major advantages and issues associated with strategic mazkeling planning are as under:

* Strategy is a major focus for higher revenues and profits- and to hatch new products,
expand existing business, and create new markets.

* Business strategy is the single most important management issue and will remain so for
" the next five years.

e Democratize the strategy process by handing it over to teams of lme and staff managers
from different disciplines.

® Create networks of relationships with customers, suppliers, and rivals to gain greater
competitive advantage.

A company may use strategic marketing planning to identify long-term opportunities
and manage day-to-day operations. Strategic marketing planning is an essential instrument
to grow present markets, spot growth markets, recognize new product innovation, and stay
alert to new opportunities. The Figure 2.7 exhibits the key areas of strategic management
and the process thereof.
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| Situation Analysis

Marketing plan process begins with a situation ahalysis of a specific product or market.
Whereas the strategies plans look ahead three to five years, the situation analysis requires
that you look back three to five years to obtain a historical perspective of business. The
situation analysis is divided into three parts: marketing mix analysis, ‘market background,
and competitor analysis. For, marketing mix analysis, objectively and factually write sales
and unit volume by product, analyze pricing and access promotion and distribution. Market
background deals with the nature of audience, human factor, the i image you convey, what
customers think of product, and the frequency of its use. The examination of the background
permits you to think extensively dbout marketplace and customers. The third part also permits
you to analyzé competitors in detail.

Marketing Opportunities

After you have analyzed the situation, the riext step is to evaluate opportunities. Surprisingly,
managers often neglect this part of the process. This planning step is exceedingly important,
since the whole purpose of conducting the situational analysis is to expose opportunities.
Opportunities are voids or gaps in a product, a market, or a service that can be filled to satisfy
customer needs and wants. This stige of marketing plan is best achieved by ‘incorporating
the input -of various functional managers from manufacturing, R&D, product development,

- finance and sales. Brainstorming is a useful technique for identifying opportunities. For

example, consider the features and benefits of product. Study the situation analysis, including
competitive intelligence, and allow the ideas t0 flow. Do not attempt to judge them - just
record them as they emerge. The probability is that you will record 90% to 95% of them,
form a new product, or render a new service.

' Marketing Objectives

Third step in the marketing plan is to work out primary and functional marketing objective.
First, develop primary quantitative objective, such as sales in dollars and units, market shares,
gross margins, return on investment, return on assets, and any other quantitative information
required by the organization. Second, develop functional objectives as they pertain to product,

[y

packaging, services, pricing, promotion, and distribution. These.functional areas are commonly

referred to as the marketing mix. It should be evident that the marketing mix is a key part of
the marketing plan in that it represents the controllable factors you can employ to achieve the
primary financial and volume objectives. The marketing mix also helps you identify sources
of competitive problems and, in turn, suggests possible solutions or strategxes

Strategies and Action Plans

On the basis of marketing objectives, you can now develop the strategies and action plans
that translate those objectives into action. Unless you can support objectives with firm action
plans, they are useless. They are no more than good intentions until you. develop the strategies
and tactics that will make them happen. Thus, for each objective, develop a strategy and a
tactic action plan. Further, each strategy should include details about what is'going to happen,
when it is going to happen, and who is responsible for carrying out the action.

.
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This step in financial plan involves the financial controls, budgets, and variance reports that |

translate into numbers for the actions that you have stated in the previous steps.

Combinations of the long-term strategic and annual marketing plans form a total strategic
marketing plan for any level of an organization, from corporate management down to product
line manager. Further, for every major product and market described in the business portfolio,
you should develop a specific annual tactical marketing plan. Thus, you combine a long-term
strategic viewpoint with a one-year tactical framework to create action ~ sornething that the
strategic plan by itself could not accomplish and for which the marketing plan alone is too
narrow a perspective for today's competitive environment.

« Mission
¢ Strategic direction
- onglerm} , ——>Shortterm -
Areas of expertise, next five years of - g ¥ . Short term
business, categories of customers planning .
for, customer services, technology and = Str?tch Annual
product innovations, change management pian plan
* Objectives : Mission Situati
Market expansion, sales, brand extension ) analys?;'
market share returns of investment Strategic
direction Making
Grown strategies =
Corresponding strategies to objectives . . |°P portunities
intemal and externai straiegies Lw| Objectives
, Making  Lel
Business portfolio GrOWt.h . objectives
Plan breakup, long terrn growth strategies 1.
alternative strategies, opportunity . Strategies &
analysis and targeting Business ‘ Action plans
portfolio
Budgeting &
control

Figure 1.12 Paradigm of strategic marketing management

Financial Controls and Budgets

This step in financial plan involves the financial controls, budgets, and variance reports that
translate into numbers for the actions that you have stated in the previous steps.

Combinations of the long-term strategic and annual marketing plans form a total strategic
marketing plan for any level of an organization, from corporate management down to product
line manager. Further, for every major product and market described in the business portfolio,
you should-develop a specific annual tactical marketing plan. Thus, you combine a long-term
strategic viewpoint with a one-year tactical framework to create action — something that the
strategic.plan by itself could not accomplish and for which the marketing plan alone is too
narrow a perspective.for today's competitive environment.
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1.10 STRATEGIC HUMAN RESOURCE MANAGEMENT

The human resource management that aims to improve the productive contribution of.

‘individuals while simultaneously attempting to attain other societal and individual employee |

objectives has undergone drastic change with the passing of years.

We all know that HRM is concerned with the “people” & keeping the fact in mind that
HRM helps in acquiring, developing, stimulating & retaining the outstanding employees as
it gives both effectiveness & efficiency to the working of the organization, it has been started
being used strategically & is now termed as Strategic human resource management.

The changing role of HRM:

The role of human resource management is changing & is changing very fast, to help
companies achieve their goals. HRM has gone through many phases - from hiring & firing to
relationship building, from there to legislation role, & now its role is shifting from protector
& screener to strategic partner & as a change agent.

Defining SHRM

1. Organizational use of employees to gain or keep a competitive advantage against

competitors. .
2. Involves aligning initiatives involving how people are managed with organizational -

mission and objectives. ) - .

In today’s flattened, downsized & high-performing organizations, highly trained & committed

employees — not machines ~ are often the firm's competitive key. Perhaps the most drastic

change in HR’s role today is its growing involvement in developing & implementing the

company’s strategy. In order to understand the modern aspect of HR ie,, SHRM, lets discuss

the terms which would help us in understanding the concept:

@ Core Competency can be defined as — A unique capability in the organization that
creates high value and that differentiates the organization from its competition.

* Mission Statement explains purpose and reason for existence; it is usdally very broad,
but not more than a couple of sentences & it serves as foundation for everything
organization does. ) ' ’

* Strategy: the company’s plan of how it will balance its internal strengths & weaknesses
with external opportunities & threats in order to maintain a competitive advantage,
earlier this role was performed by the line managers, but now it is carried by the HR
manager. '

Strategies increasingly ‘depend on strengthening organizational competitiveness & on
building committed work teams, & these put HR in a central role. In the fast changing, globally
competitive & quality orfented industrial environment, it's often the firm’s employees - its
human resources - who provide the competitive key. And so now it is a demand of the time
to involve HR in the earlier stages of development & implementing the firm’s strategic plan,
rather than to let HR react to it. That means now the role of HR is not just to implement
the things out but also to plan out in such a manner that the employees can be strategically

" used to get edge over the competitors, keeping in mind the fact that this is the only resource

(HUMANS), which cannot be duplicated by the competitors.
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Benefits of a Strategic Approach to HR:

* Facilitates development of high-quality workforce through focus on types of people

and ckl]lq needed

° r'acxhtates co:,t—eftechve utilization of labor, particularly in service industries where

labor is generally greatest cost

* Facilitates planning and assessment of environmental uncertainty, and adaptation of
organization to external forces

® Successful SHRM efforts begin with identification of strategic needs
* Employee participation is critical to linking strategy and HR practices
* Strategic HR depends on systematic and analytical mindset

Corporate HR departments can have impact on organization’s efforts to launch strategic
initiatives

Role of HRM in Strategic Management

Role in Strategy Formulation: HRM is in a unique position to supply competitive
intelligence that may be useful in strategy formulation. Details regarding advanced
incentive plans used by competitors, opinion survey data from employees, elicit information
about customer complaints, information about pending legislation etc. can be provided
by HRM. Unique HR capabilities serve as a driving force in strategy formulation.

Role in Strategy Implementation: HRM supplies the company with a competent and
willing workforce for executing strategies. It is important- to remember that linking
strategy and HRM effectively requires more than selection from a series of practice
choices. The challenge is to develop a configuration of HR practice choices that help
unplement the organization’s strategv and enhance its competitiveness.

SHRM and Challenges in Globallzed World

Human factor is important and- taken into account by the businesses for sustaining their
growth in the new era of globalization. Cesyniene (2008) emphasizes that HRM is an essential
segment of business to be managed with great care while adopting the expansion strategy
in the operations. In this concern, it is vital to establish an effective association between the
strategy framework and HRM that is applicable at both the national and-international level.
Key issues, which are confronted by the organizations in global marketplace, are related to
the size and cultural differences that are required to be considered for making investment
in the human resource development (Festing, 1997).

Global competitiveness has to be improved and employees are required to be empowered
by making centralization of the HR practices. Some issues are related to the staffing policies
and training of employees for stimulating creativity and innovation in the business operations.
The challenges that have to be recognized by the HR professionals while working in global
market are related to the consideration of performance appraisals, compensation packages,

training and development, and labour relations in accordance with the employment rules

and regulations (Gachoka, 2008).

SHRM is a proactive approach to manage diverse workforce that has a significant
influenice on the corporate strategy of the multinational corporations. It basically emphasizes
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have to be adopted by the organizations for coping in the competitive business environment
(Kim, 1999). The approach of SHRM is an inherent segment of the organizations success in
-attainirig the defined mission and business strategy. This practice is aimed at establishing
a link between the key workforce and strategic goals, which, ate important for sustaining
improvements in the business performance and establishment of culture that promotes the
drive for innovation and flexibility (Inyang, 2010). - -

h

SUMMARY

All organizatioris, large and small, }:;roﬁt-se_eking and not-for profit, private and public
sector, have a purpose, which may or may not be articulated in the form of a mission
and/or vision statement. Strategies relate to the pursuit'of this purpose. '

Strategic Management is concerned with the establishment of a clear direction for the
organization.
Strategy is about actions, not.plans - specifically the commitment of resources to

achjeving strategic ends ... concrete steps that immediately affect people’s lives, not
abstract intentions.

Strategy can be considered as a clear strategic purpose, intent and dlrect]on for the
orgamzahon, but without the detail worked out.

Strategy is a major focus for higher revenues and proﬁts- and to hatch new products,
expand existing business, and create new markets.

Synergy is a critical aspect of both corporate and competitive strategies. It is important
that the functions and businesses within an organization work collectively and support
each other to improve effectiveness and outcomes.

Corporate strategy, essentially and simply, is deciding what businesses the organization
should be inand how the overall group of activities should be structured and managed.

Freeman (1984) defines stakeholders as any. group or mdlwdual who can a.ffect or is
affected by, the performance of the orgamzatlon .

Strategic marketing planning is an essential instrument to grow present markets, spot
growth markets, recognize new product innovation, and stay alert to new opportunities.

The human resource management that aims to improve the preductive contribution

- of individuals while simultaneously attempting to attain other societal and individual

employee objectives has undergone drastic change with the passing of years.

Marketing plan process begi.ns with a situation analysis of a'specific product or market.
Whereas. the strategies plans look ahead three to five years, the situation analysis

requires that you Iock back three to five years to obtam a historical perspective of

business.
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Adaptive Strategy: It is a strategy that breaks free of static plans and is an ongoing
learning process of a self-correcting series of intentional experiments.

Business Policy: Business policies are the guidelines developed by an organization to
govern its actions. They define the limits within which decisions must be made. Business
policy also deals with acquisition of resources with which organizational goals can be
achieved. ‘

Competitive environment: A competitive environment is a system where different
businesses compete with each other by using various marketing channels, promotional
strategies, pricing methods, etc. This system has regulations within it that companies
should follow. .

Core Competency: A unique capability in the organization that creates high value and
that differentiates the organization from its competition.

Corporate strategy: It defines the destination towards which a business should move.
That decision shapes all the strategies and activities in every other part of that business.
A firm’s management must consider how to gain a competitive advantage in business
areas the firm operates in.

Customer value: It is best defined as a balance between the benefits a customer derives
from a service or product and the customer's effort, or the difficulties they face in using
or obtaining the product or service in question.

Human resource management (HRM): It is the strategic approach to the effective and
efficient management of people in a company or organization such that they help their
business gain a competitive advantage.

Marketing opportunity: A marketing opportunity is a sales-accepted lead that has been
qualified as being in need of your product or service.

Mission statement: A mission statement is defined as an action-based statement that
declares the purpose of an organization and how they serve their customers. This
sometimes includes a description of the company, what it does, and its objectives.
Stakeholder: A stakeholder is defined as an individual or group that has an interest in
any decision or activity of an organization.

Stakeholder Theory: It is a view of capitalism that stresses the interconnected relationships
between a business and its customers, suppliers, employees, investors, communities and
others who have a stake in the organization.

Strategy: Action plan devised to maintain and build competitive advantage over the
competition. .

Synergy: It is a critical aspect of both corporate and competitive strategies. It is important
that the functions and businesses within an organization work collectively and support
each other to improve effectiveness and outcomes.

Vision statement: A vision statement is a business document that states the current and .
future objectives of an organization. A company's vision must align with its mission,
strategic planning, culture, and core values.
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: Review Questions

1. What exactly is a sh‘ategy" What have you learned about different perspectives,
levels and ways in which they are changed?

2. What aré the key elements in the strategic management process?

3 How have Marks and Spencer sought to attain and maintain competitive’ advantage?
What do you think their objectives might have been?

Draw and discuss the business model for an organization.
Discuss briefly the basic features of Policy.

Discuss briefly the importance of Business I’olicy..
Discuss briefly different types of Business Policy

Draw and discuss the local and global compeﬁﬁon.
Disctiss role of strategic management in marketing.

10. Discuss strategic human resource management.

¥ ® Nk
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2.0 LEARNING OBJECTIVES -

After reading this chapter students will be able to:

define environmental scanning and explain what is industry analysis

know about various techniques like SAP, ETOP, OCP etc.
Discuss corporate portfolio analysis

describe about strategic budget and audit

explain about scanning functional resources

explain various value chain processes.
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Good ideas for the future can either start inside the organization or be obtained from
external contacts, and the ability to synthesize and exploit the information that is available
to develop new products, new services and new strategic positions is a reflection of the
organization's strategic thinking capabilities. '

Atone level, matching, exploiting and changing the linkages]| between resource competency
and environmental opportunity is an expression of organizational competitiveness, and the
presence (or absence) of competitive advantage. It was shown earlier how it is essential
for organizations to seek competitive advantage for every produet, service and business in
their portfolios. Competitivenéss comes from functions and activities, and the effectiveness
- of the links between them. This is one aspect of synergy. The second aspect of synergy is
the relatedness and interdependency of the different products, services and businesses and
their ability to support each other in some way.

2.2 ENVIRONMENTAL SCANNING

Environmental scanning is an important part of the business process as it is the responsibility
of an organization to keep a check on things which can put negative impacts on their business
and their consurners.

The members of the organization look for the'prominent internal and external threats which
adversely affect the organization. Not only the issues which directly impact their consumers
and suppliers but also the issues which impact the competitors and overall environment of
the industry are scanned and new strategies are developed to deal with these issues.

Large organizations have employees specially hited for the research purpose who
constantly research and learn about market changes and provide information to the higher
management so that company doesn’t lag behind because of the lack of the knowledge about
the market place changes. .

Having knowledge about the issues in the business and market changes, management
can take important decision for the future of the organization. Followings are the efforts
made by the organization to-do an envifonmental scanning:

» Market research is performed and the data collected from the market research process
is studied in order to make planning for future actions.

e Comparing the performa.nce of the competitor company in order to learn about their
strategies and business ideas.

* Learning from the executives of the organization.
* Analyzing and making decisions on the basis of the demographic data. .

® Collecting information from articles issued web pages, journals, magazmes, and
newspapers, etc.
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Importance of Environmental Scanning Notes

Environmental scanning plays an important role in the business process of an organization.
There are many advantages of performing environmental analysis that helps the organization
to stay safe from the business loss and to stay ahead in the competition.

* By performing environmental analysis, you can learn about the strengths, opportunities,
opportunities available, and threats lurking around the industry. Having knowledge
about all these things you can take a decision regarding your business and can reform
your business strategies.

® The environmental analysis helps us to determine whether the resources such as human
resource, capital resource, etc. are being used properly or not. It helps us to curb down
the wastage of these important resources.

¢ Constant environment scanning helps the organization to learn about the opportunities
and threats occurring in the industry and on the basis of that information futire
strategies can be planned and hnplemeﬁted. Hence, it helps the organizations to stay
strong in the game,

* Environmental scanning helps you to learn about the  business strategies of your
competitors. You can take ideas from the strategies and can also form your strategies
accordingly so that you can give constant competition to them.

* The data collected from environmental scanning plays an important role in long-term
business planning,. '

® Environmental scanning helps you to stay connected with your consumers. You can
learn about the changing expectations of your consumers and provide them services
accordingly.

Components of Environmental Scanning

Business environment of an organization can be divided into two types of environment
external environment and internal environment. There are different components associated
with both the environments. Let us learn about them one by one.

1. Internal Environmental component:

Internal environmental components are the components which lie within the organization
and changes in these components impacts the overall performance of the organization.
There are various internal environmental components such as different resources like human
resources, capital resources, technological resowrces, etc., Objectives, Organizational structure,
Value system, corporate structure, and labor union, etc. These components play an important
role in structuring the future of an organization therefore, it is important to analyze these
components as a part of environmental scanning.

2, External Environmental components:.

External components are the components which exist outside the walls of an organization.
Even though these components are not part of the organization, they still impact the business
of the organization. The external environment can be divided into two categories such as
Micro environmental components and macro environmental components. '
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(A) Micro Environmental components: Micro environment components consist of
components such as Competitors, suppliers, industry, organization, consurners, and

" market, etc. - ’ .
(B) Macro Environmental Components: Macro environmental Co'm'pone'nts consist of
components such as Demographical environment, Economic environment, political

environment,. cultural environment, technological environment, etc.

Figure 2.1 illustrates the organization in the context of its external -environment. lts
suppliers and customers, upon whom it depends, and its competitors - both existing and
new-in-the-future — are shown as having an immediate impact. Wider environmental forces
bear on all the ‘players’ in the industry, and these are shown in the outer circle as political,
economic, social and technological {(PEST) forces.

cal'

“Technolog

Figure 2.1 The business environment

The forces and influences have been deliberately shown in concentric circles. It is quite
typical for us to think of the organization as a group of activities (and/or functions) and
then to place everything and everyone else, including suppliers and customers, in a so-called
external business environment. Increasingly, it makes considerable sense for the organization
to see itself working in partnership with its suppliers, distributors and customers. When this
perspective is adopted, then only competitors from the middle ring would be placed in the
external environment, together with the. general forces which impact upon the whole industry.
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Process of Environmental Scanning . . Notes

1. Choosing Personne}

' 3. On-Going Study -
|

4, Data Collection

Y

5. Strategic Decisions

Figure 2.2 Process of Environmental Scanning

Choosing Personnel

Commonly termed as the EAU( Environmental Analysis Urii) is a set of chosen people
who focus on the analysis and deliver the results to strategists. However, it’s not always
necessary to have an extra section for the research work but a special task force is established
as mentioned. .

Trigger
The term refers to the event that tends the indiistry to start with the changes or a desire

for data. The factors can be outside or inside the organisation like a change in government
policy. As a result, managers take environment studies seriously.

On-Going Study

Ongoing study of the environment refers to the greater environment coverage. Making analysis
fimited leaves few areas leaving the scope of potential spots. However, ongoing research
locates better and existing impact of the organisation. Furthermore, the technique serves as
the complementary’ source of informal scanning.

Data Collection

After choosing the path, the information is gathered relating to the specific strategy chosen
which may include all the factors affecting the analysis. Also, the analysis should not be made ‘ -
on the whims of higher-level management but rather going through the proper analysis and
data interpretation. :

_ Strategic Decisions

This step involves the decisjon making which should be made by the specified groups plus,
the people working closely in the area of environmental scanning in strategic management.
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The employees responsible for strategic decisions must make a contact to ensure better
performance. Also, the changes may be needed and fluctuate with time. Therefore the
awareness of environmental factors is required constantly.

Purpose of Environmental Scanning

Environmental scanning is conducted to collect data on for the various areas such as competition,

- employment . trends. Geopolitical climate, economic condition, industry, technological

advancement, industry, and global opportunities, etc.

It is important for an organization to consistently track thé changing trends and to
develop strategies accordingly. It also helps in decision making, for example, you can learn
about the current demands and expectations of the consumers and produce and sell products
accordingly so that you can expand your business. However, in less dynamic organizétion-
environmental scanning can be done once in a year to ]ust to learn about the issues faced
by the orgamzatlon K

Techniques of Environmental Scanning

Environmental scanning is a process where deep analysis of an environment is done in order
to learn about the new opportunities and threats on the basis of which new strategies can be
prepared. The different techniques are used for environmental scanning which is as follows:

1. Research

Environment scanning is conducted to learn about the latest trends of the indusiry and the
lurking threats so that opportunities can be exploited and precautlonary steps can be taken
to reduce the impacts.

Research is an old method that has been used by various industries to learn about the
industry in detail. Even there is a different department named as “Research and Development
{R&D) department to conduct all research.

2. Getting the opinions of experts" Co

In this method, the management of the orgamzanon take the opinion experts who have deep
knowledge about the industry and can easily decode its latest trends and recognize the first
appearance of the opportunities.

. 3. SWOoT analysis

SWOT stands for Strength, Weaknesses, Opportumhes, and Threats. This is a strategic

- technique opted by an organization to learn about its internal strengths and weaknesses. It

is important to learn about business compehtlon and project planning.

SWOT analysis is a technique to learn to identify internal and external factors which

~ can be heIpful in achieving the goal of an organization.

4. PEST analysis

PEST analysis is done to learn about the external macro environmental factors. PEST stands
for P: Political, E: Economic, S: Social, T: Technological. These external macro envirenmental
factors put an impact on the business of the organization and it is important for an organization,

‘
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to keep a track of them. Political factors are regulated by the government and the changes Notes
in the political factors can put a great impact on the business environment, for example, the
change in the tax policy or employment laws, etc.

5. Analysis of industry

There is a different organization in an industry which can be your direct or indirect
competitors. They are part of the micro-environment.| Environmental scanning is done to
learn and understand the business strategies of your competitors in order to plan strategies
to give competition to them.

6. Delphi method

Environmental scanning in strategic management includes forecasting the state of the future
and therefore includes statistical methods. In the Delphi technique, the experts from the
internal and external rankings from wide but related fields are asked to fill a-questionnaire

regarding the problem. The summary is again reviewed and then used to forecast the
strategies to be made.

7. Benchmarking

Environmental scanning in strategic managerent through benchmarking explains setting up
standards or an option is chosen by any competilor/individaal. If a competitor company
manufactures the same product hierarchy with less price then the leading company should
learn the concepts (like tear down or value engineering) and apply them. An example of
environmental scanning who learned from benchmarking, Xerox corporation.

Objectives of Environmental Scanning

* Detecting scientific, techriical, economic, social and political trend and events important
to the business.

* Defining the potential threats, opportunity or change for the business implied by those
tends and events.

* Promoting a future orientation in the thinking of management and staff,

* Altering management and staff to trends that are converging, diverging, speeding up,
slow down or interacting,.

2.3 INDUSTRY ANALYSIS

.

An industry analysis is significant business function ‘which is performed by business
proprietors and other management experts to evaluate the present business environment. This
is considered as effective market assessment tool designed to provide a business with an idea
of the intricacy of a particular industry. Industry analysis reviews the economic, political and
market factors that influence the way the industry develops. Major-factors can include the
power manipulated by suppliers and buyers, the condition of competitors, and the possibility
of new market entrants. An Industry is defined as a homogenous group of companies or
group of firms that manufacture similar products which serves the same requirements of
common set of purchasers. Industry analysis is explained as an evaluation of the relative
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strengths and imperfections of specific industries. Industries are conventionally categorised
on the basis of products like steel, pharmaceutical oil and gas industries, textile, and cement.

Industry analysis is defined as an assessment too! designed to offer business entity a
comprehensive idea about the complex nature of a specific industry. It includes reviewing

“the market, political, and economic factors that have a direct impact on the development of

an industry.

Necessity of Industry Analysis ,

Industry environment inflzences a company’s business operations tremendously. Thus, it is
absolutely essential for a company to fit its strategy to its industry environment. If it becomes
very difficult or impossible to do it, the company must reshape the industry’s environment
to its advantage by adopting appropriate strategy.

- No organizations can expect good strategy-making without a detailed analysis of
industry environment. That is why, it is widely recognized that good strategy-making
should be preceded by good industry and competitive analysis. Industry analysis provides
necessary information about the industry’s situations. From this analysis, managers can obtain
information regarding many mdustry-related issues such as the following;:

¢ Economic features of the industry like market size, number of customers and sellers,
technology, nature of standardization of product, market growth potentlal prospect of
making profitete.

K Strength of competition and competitive pressures.
® Major driving forces in the industry that cause pressures for change. , -
¢ Financial and competitive positions of the competitors in the marketplace.
e Strategies undertaken by the competitors.
® Industry’s key success factors such as-design in garments industry.

s Attractiveness of the industry in terms of growth prospect, degree of uncertainty in the
future.

With these data, managers can achieve several purposes:

(i) Identifying and selectmg the .company’s arena by defining its industry and served
markets

(i) Idenhfymg bisiness opportunities and uncovering mche markets.

(iti) Providing a benchmark for evaluating the company relative to the competitors and,
based'on it, developmg skills and capablhhes necessary for success.

(iv} Shortening the company’s response time to competitors’ moves.
(v} Réstricting or preempting competitors’ moves. .
(vi} Encouraging organizational development through frequent interactions among the
executives during the analysis.
(vii) Helping the company to gain a competitive advantage through 1dent1fymg any area
where the company holds a significant
advantage over its rivals.
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(viii) Enhancing orgenizational learning by exposing managers to the ideas land actions of Notes
their competitors.

(ix) Providing invaluable insights into the industry and comp—et'ition, which help managers -
identify appropriate strategy and implement strategy successfully.

Types of Industry Analysis

There are three commonly used and important methods of performing industry analysis.
The three methods are: :

1. Competitive Forces Model (Porter’s 5 Forces)

2. Broad Factors Analysis (PEST Analysis) s
3. SWOT Analysis

1. Competitive Forces Model (Porter’'s 5 Forces)

Managers need to analyze competitive forces in the industry’s environment in order to
identify the industry-related opportunities and threats confronting their company. Michael
Porter developed this model, and it gives a true impression of the industry. His framework
is known as Five Forces Model, which is shown in Figure 2.3.

According to Porter, analysis of the five forces gives an accurate impression of the
industry and makes analysis easier.

Threat of new entrants

= v
B » r - N N
;;%f;ugfg . Rivalry among the - B: ;fel? 1‘1;1fg .
suppliers existing firms buyers
A

Threat of substitute
products or services

Figure 2.3 Michael E. Porter’s Five Forces Model

(i) Threat of potential entrants: This indicates the ease with which new firms can enter
the market of a particular industry. If it is easy to enter an industry, companies face
the constant risk of new competitors. If the entry is difficult, whichever company enjoys
little competitive advantage reaps the benefits for a longer period. Also, under difficult
entry circumstances, companies face a constant set of competitors.

(iiy Bargaining power of suppliers: This refers to the bargaining power of suppliers. If
the industry relies on a small number of suppliers, they enjoy a considerable amount
of bargaining power. This can particularly affect small businesses because it directly
influences the quality and the price of the final product.

(iii) Bargaining power of buyers: The complete opposite happens when the bargammg power
lies with the customers. If consumers/buyers enjoy market power, they are in a position
to negotiate lower prices, better quality, or additional services and discounts. This is
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Notes - the case in an industry with more competitors but with a single buyer constituting a
T large share of the industry’s sales.

(iv) Threat of substitute goods/servmes The industry is a]ways compehng with another
industry producing a similar substitute product. Hence, all firms in an industry have
potential competitors from other industries. This takes a toll on their profitability because
they are unable to charge exorbitant prices. Substitutes can take two forms — products
with the same function/quality but lesser price, or products of the same price but of
better quality or provxdmg more ultility.

(v) Intensity of industry rivalry: The number of participants in the industry and their
. respective market shares are a direct representation of the competitiveness of the industry.
These ate directly affected by all the factors mentioned above. Lack of differentiation
-in products tends to add to the intensity of competition. High exit costs such as high
fixed assets, government restrictions, labor unions, etc. also make the competitors fight
the battle a little harder!

2. Broad Factors Analysis (PEST Analysis).

Broad Factors Analysis, also commonly called the PEST Analysis stands for Political, Economic,
Social and Technological. PEST analysis is a useful framework for analyzmg the external
environment.

To use PEST as a form of mdustry analysis, an analyst will analyze each of the 4
components of the model, These components include:

(i) Political: Political factors that impact an industry include specific policies and regulations
related to things like taxes, environmental regulation, tariffs, trade policies, labor laws,
ease of doing business, and overall political stability.

(ii) Economic: The economic forces that have an impact include inflation, exchange rates
(FX), interest rates, GDP growth rates, conditions in the capital markets (ability to access
capital), etc.

(iif) Social: The social impact on an industry refers to trends among people and includes
things such as population growth, demographics (age, gender, etc.}, and trends in
behavior such as health, fashion, and social movements. .

(iv) Technological: The technological aspect of PEST analysis incorparates factors-such as
advancements and developments that change the way a business operates and the ways
in which people live their lives (e.g., the advent of the internet). '

3. SWOT Analysis

- SWOT Analysis stands for Strengths, Weaknesses, Opportunities, and fhreats It can be a
~ great way of summarizing various industry forces and detemumng their implications for
the business in question.

(D Internal: Internal factors that already exist and have contributed to the current position
and may continue to exist.

(ii) External: External factors are usualiy contingent events. Assess their importance based
on the likelihood of them happeuing and their potentla] impact on the company. Also,
+ consider whether management has the intention and’ ability to take advantage of the
opportunity/avoid the threat;
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Importance of Industry Analysis - . Notes

Industry analysis, as a form of market assessment, 1s crucial because it helps a business
understand market conditions. It helps them forecast demand and supply and, consequently, .
financial returns from the business. It indicates the competitiveness of the industry and costs
associated with enfering and exiting the industry. It is very important when planning a small
business. Analysis helps to identify which stage an industry is currently in; whether it is still
growing and there is scope to reap benefits or has reached its saturation point.

With a very detailed study of the industry, entrepreneurs can get a stronghold on the
operations of the industry and may discover untapped opportunities. It is also important
to understand that industry analysis is somewhat subjective and does not always guarantee
success, It may happen that incorrect interpretation of data leads entrepreneurs to a wrong
" path-or into making wrong decisions. Hence, it becomes important to collect data carefully.

24 COMPETITIVE INTELLIGENCE

Competitive intelligence is an important aspect of strategic management, It helps decision-
makers measure their performance against rivals and make effective future strategies.

Competitive Intelligence (CI) is the collection and analysis of information to anticipate
competitive activity, see past market disruptions and dispassionately interpret events. -

Competitive Intelligence (CI) is a process that not many companies seriously consider
but all of them can benefit from its accomplishments. Competitive intelligence utilizes multiple
different channels to gather data. This data is provided as a resource that enables the recipient
to make more educated business decisions. This information isn’t always collected from direct
competitors of the specific business in question, information is also gathered from indirect
competitors and. the overall environment of the industry at hand.

Reporting on competitive intelligence can offer the insight needed for any given business
to make informed decisions. Whether it be making sure they don’t make they same mistakes
as a competitor, knowing if an emerging technology is a serious threat or just a passing trend,
or learning if those expansion plans are as good an idea as they seem. By knowing where
your competitors are at and how the current industry landscape is shaping, your company
can be supported by substantial data to make sure you defuse any upcoming threats or take
advantage of any obscure opportunities. .

Advantages of Competitive Intelligence

Competitive intelligence is important for any organization, as it can give them a competitive
advantage over their competitors by enabling their business leaders to make informed decisions.
Competitive intelligence is now an integral part of the business strategy of organizations
globally as it helps them understand their competitive environment, its opportunities as
well as its challenges. By acting as a bridge between information and action, competitive
intelligence enables organizations to do the following;

® Monitor market trends, customer expectations, emerging technologies, disruptors, and
‘changes in their industry to better position themselves.
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e Predict their competitors’ next moves and be ready to counter them through qualitative
and quantitative information.

* Identify future threats that might arise in their industry.

¢ Find opportunities for business growth. .

= [mprove their sales pitches to win more deals.

e Benchmark themselves to identify gaps and understand where they can improve.

* Make strategic busxness decisions with confidence, armed with actionable insights and
‘research. .-

. = Enhance hme—to marke'c market-eniry, and market defense capabilities.

Objectives of Competitive Intelligence

e To provide an advanced warning of risks and opportumhes, suchas mergers, takeovers,
alhances, new products and services.

» To make sure that strategic planning. decision, relies on relevant and up-to-date
competltlve intelligence.

e To ensure that orgamzahon is able to adapt and respond to the changing busmess
environment. :

¢ To provide periodic and systematlc audit of’ flrm s competitiveness, which provideés an
‘unbiaséd evaluation of firm’s actual position, with respect to the environment.

Competitive Intelligence intends to make the firm more compehtlve with respect to the
environment in which the firm operates, i.e. competitors, customers, dist tributors, and other
stakeholders. )

_ Compeﬁﬁi'e Intelligence Process’

There are six main steps in the competitive intelligence process. These steps are to identify
competitors, identify areas of concern, gather information, analyze the information found, -
report on the findings, and make a decision based on the results of compeiitive mtelligence.

Step One: Identifyirig Competitors

The first step in competitive intelligence is identifying competitors. These preliminary stages
may seem obvious, but they are necessary for letting us know where to start our research.
This step also includes finding out more about your industry and its size. Is your industry
reach small or large? While you may already be aware of and keeping an eye on your
direct competitors it’s important to know about any newcomers who might be.starting up
or expanding into your market as well as some bigger players who might become_ more of
a threat as your business grows.

Knowing which competitors to base our research off of gwes us specific companies to
look into but it also gives us different avenues of information to consider. We know that all
businesses do not operate the same. Given the culture, size, and outreach of each industry
we know where we should focus our research efforts. If your industry is big enough that’ yoﬁ
and your competitors are publicly traded it would be in our best interest to compare stock
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index information. Likewise if you and your competitors are not publicly traded it wouldn't Notes
be the best use of our time to look at those sources.

-Step One:
Ideritifying
Competitors

Step Six: Making
Decisions Based on
the Results N

Step Two:
ldentifying Areas
of Concern

Step to create '
a successful CI
Process

Step Three: Gather

Step Five: Report
Information

QOur Findings

Step Four:
Analyzing our
Research

Figure 2.4 Competitive intelligence process

Step Two: Identifying Areas of Concern

Once we have gotten to learn a little bit more about your industry and your competitors, we
can start to narrow our plan for analysis down to specific areas of interest. If there are any
initially areas of concern that your business is concerned with, we can make those priorities.
Knowing what to identify as a key concern will help us narrow our search. Of course, as we
find different pieces of information, we can come across areas of concern that weren’t thought
of at this stage. We will be sure to address these finding in our final report.

With so many different avenues of information available we can’t cover everything, -
in a relevant timeframe. Making sure that we have vital information is our top priority but
if we spend too long on the research stage some of that information may become outdated
and opportunities may disappear. '

Step Three: Gather Informmation

Now we are finally ready to get to the real research. There are many different areas of
‘competitive intelligence that we investigate in order to formulate our research reports. These
components of competitive intelligence are all different areas of interest when it comes to
researching competitors. The components of competitive intelligence are as follows:

® Competitors in the News
® Competitor Human Capital Movement

® Competitor Shift

* Competitor Job Listings: New Positions
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e . Trade Show News
e Social Media Review .
* Market/Stock Index

" .These components are all of the different resources that we explore while gathering .
information. As stated before, depending on the kind of industry you are in and the themes
shared between you and your competitors, we may focus on one of these areas more than

. others. There isn’t one component of competitive intelligence that is more important than

another, but certain’ components might not be relevant to certain client’s research. If your
industry doesn’t use social media to reach its consumers it wouldn’t be in our best interest
to spend time researching in this area. Our research covers as many public resources as we
access. From social media accounts to trade show announcements we can find the newest
updates. By looking at competitor's websites we can find out some of the information that

" might not be publicized as heavily, Seeing if a competitor is looking to hire new workers with

specific skills at a new location can be a key into the fact that they are looking to expand.

Step Four: Analyzing our Research

By taking the information we have found we can start to piece together the narrative of what
is up and coming in your industry. By seeing which new technologies are being implemented
or if new competitors are gaining market share, we can map out where everyone currently
stands in your industry.

The most valuable thing about looking for information from r:nultiple different resources
is that you can start to notice patterns. If a competitor is looking for market research from its
customers via their website-or social media and they start to hire new employees that have
different skills from their existing workforce, while also acquiring new resources or facilities
it is a clear trend that they are lookmg to expand their business.

* In this analysis stage e can start to formulate some potential strategies for handling
these changes No company is invincible to change, and all industries evolve, shifting their
methods and practices to accommodate new technologies and consumer preferences. Many
companies fail because they lack the ability to adapt. The main goal of competitive intelligence
is to provide companies with the knowledge to progriosticate a solution. It is inevitable that
your industry will change but it is up to you to determine how mteneely that will affect
your operations. :

v

Step Five: Report Our Findings

This is the step where you finally get to see all of the work we have done. With- all the
information we have found it can be hard to get a full grasp of it all. That is why we create a
clear and concise competitive intelligence report that you can use to view all of our findings.
Making sure inforrnation is categorized well and easy to find is almost as important as the

" information itself. We hope that this report can lead its usefulness to your company more than

just once and one of the ways to ensure that is to make the information clear and available.

Step Six: Making Decisions Based on the Results

Now that the information is in your hands you can do with it what you please. Whether
you are working on making decisions with our recommendations or with your team, this

.
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is where real action takes place. Decision making can be a hard task, but we hope that our Notes
information will ease that burden. We also know that making big changes at any company
often takes persuasion and committee approval. By having a thorough report that covers all
of the opportunities aud threats that face your company frem your competitors we hope you
can make the changes jun wish 0 see. It helps ie have hud o.idence when facing a board
of executives or sharcholdecs, hesitant 16 change proctices.

Whether these changes are big or small, we hope that our findings can be of benefit to
your company. Making any changes, even ones you are excited about, can be intense and
often are met with a lot of uncertainty. By being informed, we hope you can feel confident
about where 10 take your company 1n the future. These kinds of improvements are made with
the vested interest of your conipany’s future in mind. By ensuring your company is around
to face the prublems of the future we know our compelitive intelligence has been of value.

Tools and Techniques of Competitive Intelligehce'

With the rise in the competition in the last few decades, certain tools and techniques’ are
developed to support competitive intelligence efforts made by the organization. Such tools
are categorized under different heads, depicted in the figure below:

( Stxategic )
Y
( Product Oriented j

¥
Customer Oriented ) ‘

A

Financial )

. L 4 .
( Behavioral )

Figure 2.5 Tools and Techniques of Competitive Intelligence

NN

Each and every decision made by the organization is based on certain assumptions,
competitive intelligenice preves helpful in testing and validating those assumptions. Indeed,
those areas that remain uncovered by the organization’s assumptions are also considered by it.

Compeitive iraelligence is of great help in crafting strategies for competing with other .
firms, by deveioping an wnderstanding of the indusiry and the compciitors as well. It s
beneficial in identifying the strengihs, weakness, opportunities, and threats. By engaging in
competitive intcLigeree, the frm can successfully become the market leader and find best
practices to do business.
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2.5 ENVIRONMENTAL THREAT AND OPPORTUNITY PROFILE
(ETOP) STUDY

There are many techniques available for environmental appraisal (assessment), one such techniique

suggested by Glueck is ETOP the preparation of ETOP involves dividing the environment
into different sectors & then analyzing the impact of each sector on the organization. The
preparation of an ETOP provides a clear picture to the strategists about which sectors & the

. different factors in each sector have a favorable impact on the organization.

By the means of an ETOP, the organization knows where it stands with respect to its
environment. Obviously, such an understanding can be ‘of a great help to an organizations
in formulatmg strategies to take advantage of the opportunities & counter the threats in its

. environment.

ETOP analysis (environmental threat and oppnrturiity profile) is the process by which
organizations monitor their relevant environment to identify opportunities and threats affecting
their business for the ‘purpose of taking strategic decisions.

Meaning of ETOP

ETO?¥ is a device that considers environmental information and determines the relative
impact of threats and opportunities for the systematic evaluation of enviromnental scanning.

ETOP is an environmental analysis results in a mass -of information’ expectations.
Sh-ucturmg of environmental issues is necessary. to make them meaning full of strategy

- related to forces in the environment: They deal with events, trends, issues and formulation.

In short, it is a techmque to structure environmental issues.

It is the process by which organizations monitor their relevant envn-onment to 1dent1fy
opportumhes and threats affecting theirbusiness for purpose of taking strateglc decision.

Why ETOP is needed?
® Helps organization to identify opportunities and threats

* To consolidate and strengthen organizations position

. Proﬁdes the strategists of which sectors have a favorable impact on the oxgarﬁzaﬁon .
s Help organization know where it stands with respect to its environment o
¢ Helps in formulating appropriate strategy ’ ' . -
* Helps in formulating SWOT analysm (Strategic weakness, opportumhes and threats)

ETOP Preparation

The preparation of ETOP involves dividing the environment into different sectors and then
analyzing the impact of each sector on the organization. A comprehensive ETOP requires

" -subdividing each environmental sector into sub factors and then the impact of each sub factor

on the organization is described in the form of a statement.

.o Dividing the environment into different -sectors such as economical, market social,
international, legal, technological, political, ecological, ete.
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* Analyzing the impact of each sector on the organization ’ Notes
¢ Sub-dividing each environmental sector into subs factors

* Impact of each sub-secfor on organization in form of a statement

ETOP Profile Involves

The profile is a technique of environment analysis was organizations make of profile of
their external environment. ETOP analysis provides information about environment threats

and opportunities and their impact on strategic opportunities for the company. The profile
contains mainly three issues, they are: ’

() Forecasting: It means predicting the future events and analyzing their impact on present
plans business organizations analyze the environment but applying various techniques
to forecast government is used to formulate business plans and strategies.

(il) Verbal Written information: Verbal information is collected but hearing and written
information is collected by reading articles, journals, newspaper, newsletters etc...
common sources of information are radio, television, workforce, outsiders. It informs
changes in the environment and prepares business organization to incorporate than in
their business plans and strategies,

(iif} Management Information System [MIS]: It is a formal method of making available to
management to management the accurate and timely information necessary to facilitate
the decision making proceeds and enable the organization planning, control and
operational functions to be carried out effectively. It helps in making decisions based
on future environment.

The profile involves — Environment, Threats and Opportunities Profile

A. Environmental factors: It presents the impact .of each environmental factor like
economic, political and social on the organization. The important factors are as follows:

Table 2.1: The important environmental factors

General economig condition, Rate of inflation, Interest rate/

1. Economic .factors
Exchange rate

Source of technology, Technological development, Impact

2. Technolog
echnological factors of technology

Demographic characteristics, Social attitudes, Educationlevel,

3. Socio cultural factors . .
: awareness, and consciousness of rights.

Weather change, Climatic change, Demand related factors,

.4. Envi tal factors
nvironmentalfactor Suppliers related factors.

Political system, Political ‘structure, its goals and stability,
Government policies, degree of intervention

5. Political factors

’ Policies related to licensing , monopolies, Policies related to
6. Legal factors . . .- el g . .
export and import, Policies related to distribution and pricing
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B. Threat Matrix: The threats restrain them from entering into new business lines.

A
' I
: Major - ( Moderate
B % HIGH Threats . Threats
5 - -
2 < . >
2 s ‘ ™~ .
£ Moderate Major
< Low * Threats Threats
. vy
HIGH LOW

- Probability of accurrence

- Figure 2.6 Threat Matrix :
C. Oppurinity Matrix: The opportunity of the firm indicates new lines of the business.

A _
- - )
: ! - Less Tcdaaiz h
% HIGH Abtractiveness Atim‘ctivenesﬂ
g - A '
8 ' ; ™
- W  Moderate Less
< Lo v Attractiveness Atfractiveness
: N v
i HIGH \ LOW

Probability -of occurrence

Figure 2.7 Opportunity Matvix

CA summary ETOP may only show the major factors for the sake of simplicity. The table
22 provxdes an example of an ETOP prepared for an established company, which is in the
Two Wheeler mdustry

The main business of the company is in Motor Bike manufacturing for the domestic
and exports markets. This example relates to a hypothetical company but the ﬂlustra’uon is
realistic based n the current Indian business environment.

Table 2.2: Environmental Threat and Opportunity Profile (ETOP) for a Motor Bike company

Environmental Sectors ' . Impact of each sectpr

‘Customer preference for motorbike, which are fashionable, easy

Social (1) to ride and durable.
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Political (—) No significant factor. Notes
Economic (1) Growing affluence among urban consumers; Exports potential high.
Regulatory (1) Two Wheeler industry a thrust area for exports.

Industry gi'owth rate is 10 to 12 percent per year, For motorbike

Market (T) growth rate is 40 percent, largely Unsaturated demand.

Mostly ancillaries and associated companies supply parts and

1i :
Supplter (T) . components, REP licenses for imported raw materials available.

Technological up grad;zll‘ion of industry in progress. Import of

- 1. *
Technological (7) machinery under OGL list possible.

As shown in the table motorbike manufacturing is an attractive proposition due to
the many opportunities operating in the environment. The company-can capitalize on the
burgeoning demand by taking advantage of the various government policies and concessions.
Tt can also take advantage of the high exports potential that already exists.

Since the company is an established manufacturer of motorbike, it has a favorable
supplier as well as technological environment. But contrast the implications of this ETOP
for a new manufacturer who is planning to enter this industry.

Though the market environment would still be favorable, much would depend on the
extent to which the company is able to ensure the supply of raw materials and components,
and have access. to the latest technology and have the facilities to use it. The preparation of
an ETOP provides a clear picture for organization to formulate strategies to take advantage
of the opportunities and counter the threats in its environment.

The strategic managers should keep focus on the following dimensions:

1. Issue Selection: Focus on issues, which have been selected, should not be missed since
there is a likelihood of arriving at incurrect priorities. Some of the impotent issues may
be those related to market share, compeiitive pricing, customer preferences, technological
changes, econoqﬁc policiésj competitive trends, etc.. '

2. Accuracy of Data: Data should be collected from good sources otherwise the entire process
of environmental scanning may go waste. The relevance, importance, manageability,
variability and low cost of data are some of the important factors, Which must be kept
in focus.

3. Impact Studies: Impact studies should be conducted focusing on the various opportunities
and threats and the critical issues selected. It may include study of probable effects on’
the company’s strengths and weaknesses, operating and remote environment, competitive
position, accomplishment of mission and vision etc. Efforts should be taken to make
assessments more objective wherever possible. ~

4, Flexibility in Operations: There are number of uncertainties exist in a business situation
and so a company can be greatly benefited buy devising proactive and flexible strategies
in their plans, structures, strategy etc. The optimum level of flexibility should be
maintained.

Some of the key elements for increasing the flexibility are as follows:
{a) The strategy for flexibility must be stated to enable managers adopt it during
unique situations.
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(b) Strategies must be reviewed and changed if required.
(c) Exceptions to decided strategies must be handled beforehand. This would enable
managers to violate strategies when it is necessary.

(d) Flexibility may be quite costly for an organization in terms of changes and
compressed plans; however, it is equally unportant for compames to meet urgent
challenges. )

Advantages and Disadvantages of ETOP .-

Advantages - : ) -
® Help to determine the key factor of threats and opportunities.
* Good tool to qualify the factors related to company’s strategy.
® Can consider many factors for each special case.

* It provides a clear of which sector and sub sectors have favorable 1mpact on the
organization. ,

* It helps to interpret the result of environmental analysis.
* Theorganization can assess its competitive position,

. Appropriate strategies can be formulated to take advantage of opportunities & counter
the threat. ) : . -

: Disadvantages -

o It doesn t show the interaction between the factors
® It can’t reflect the dynamic environment. .

® It'sa sub]echve analysis tool

2.6 ORGANIZATIONAL CAPABILITY'PROFILE (OCP)

Capabilities are most often developed in specific functional areas such as marketing or
operations or in a part of a functional area such as distribution or research and development.
It is also feasible to measure and compare capabilities in functional areas. Thus , a company .
could be considered as inherently strong in marketing owing to a competence in distribution

-skills. Or a company could be competitive in operations owing to superior research and

development infrastructure. Organizational capacity is the inherent capacity or potential of an
organization to use its strength and overcome its weakness in order to exploit opportunities
and face threats its external environment. It is a potentia} or capacxtv to perform better without
capabilities resources are of no value.

" Any advantage a.company has over its competitor - it-can do something which they
cannot or can do better Opportumty for an organization to capitalize — low cost, Superior
Quality, R&D skills etc. The OCP descnbes the skills, knowledge and resources that enable
your company to an provide quahty products or services to customers. The profile provides
useful background information for your marketing and corporate commumcahons you can
also use it as part of a formal bid document to win conterentiate.
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Figure 2.8 Organizational capability
Organizational capacity factors are strategic strengths snd weaknesses existing in
different functional areas within an organization, which are of crucial impertance to strategy

formulation and implementation. The organisation into six largely accepted and commonly
understood functional areas. These are:”

(i) Finance

(if) Marketing

(iii) Operati'ons

(iv) Personnel

(v) Information and

(vi) General management
Financial Capability: Financial capability factors relate to the availability, usages and
management of funds and all allied aspects that have a bearing on an organisation’s
capability to implement its strategies. Some of the important factors which influence
the financial capability of any organisation are as follows:

* Factors related to usage of funds capital structure, procurement of capital,
controllership, financing and relationship with lenders, banks and financial
institutions. ’

* Factors related to usage of funds capital investment, fixed asset acquisition,
current assets, loans and advances, dividend distribution and relationship with
shargholders. '

* Factors related to management of funds financial, accounting and budgeting
systems; management control system, state of financial health, cash, inflation,
credit, return and risk management; cost reduction and control and tax planning
and advantages. :
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Marketing Capability: Marketing capakility factors relate to the pricing, promotion and
distribution of produets or services, and all the allied aspects that have a bearing on an
organisation’s capacity and ability to implement its strategies. Some of the important

_ tactors which influence the marketing capabﬂity of any organisation are as follows:

®* Product related factors — variety, dlfferentlatlon,mlx quality, positioning,
advantages, etc..

® Price related factors — pricing objective, policies,changes, protection, advantages,
etc.. )

* _ Place related factors — distribution,transportation and logistfcs, marketing channels,
marketing intermediaries, etc.. '

* Promotion related factors — promotional tools, sales promotion, advertising public
relations, etc..

* Integrative and systemic factors — marketing mix, market standing, compariy
image, marketing organisation, marketmg system, marketing management
information system, etc..

Operatmns Capability: Operations capability factors relate to the production of products
or services, use of material resources and all allied aspects that have a bearing on an
organisation’s capacity and ability to implément its strategies. Some of the important
factors which influence the operations capability of any organisation are as follows:
* Production system — Capacity, location, layout, product or service design, work
systems, degree of automation, extent of vertical integration, etc..
* . Operations and control system - aggregate production planning, material supply,
inventory,cost and quality conirol, maintenance systems and procedures, etc..
* R&D system — personnel facilities, product developrment, patent rights, level of
techhology used , technical collaburation and support, etc..
Personnel Capability: Personnel capability factors relate to the existence and use of
human resources and skills,and all allied aspects that have a bearing on an organisation’s
capacity and ability to implement its strategies. Some of the important factors which
influence the Personnel capability of ‘any organisation are as follows:
® The personnel system — systems for manpower planning, selection, development,
compensation,communication and appraisal, position of the personnel department
within the organisation, procedures and standards, etc..
® Organisational and employees characteristics — corporate image, quality of
managers, staff and workers perception about and image of the organisation as
an employer,availability of developmental opportunities for employees, working
conditions, etc..
* Industrial relations — Union management relationship, collective bargaining,
safety, welfare and security, employee satisfaction and morale, etc..

Information management Capability: Information management Capability factors relate

"to the design and management of the flow of information from outside into, and within

an organisation for the purpose of decision-making and all allied aspects that have a
hearing on an organisation’s capacity and ability to implement its strategies: Some of
the important factors which influence the Information management capablhty of any
organisation are as follows: .
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*  Acquisition and retention of information — saurces, quarntity, quality and timelines Notes
of information, retention capability and secwity of inforuation. ’

®* Processing and synthesis of information -~ database management, computer
systems, software capability and ability to synthesis of information

= TDeiriovgl and urags of ‘rformation — Availahility and appropriateness of
infeemation formare “nd rapacity o assimilate and use information.

*  Transmissior and disserrdaation — specd, scope, width and depth of coverage
of infurmation, and a willingness 15 acoept information.

General management Capability: General management capability relates to the integration,
coordination and direction of the functional capabilitiés towards common goals and all
allied aspects that have a bearing on an organisation’s capacity and ability to implement
its strategies. Some of the important factors which influence the general management
capability of any organisation are as follows:
® General management sys'tem - strategic management system, processes related
to setting strategic intent, strategy formulation and implementation machinery,
strategy evaluation systemn, management information system, corporate planning
system, rewards and incentives system for top managers, etc..

* General managers — orientation, risk propensity; values, norms, personal goals,
competence, capacity for work, track record, balance of functional experience,
ete.. ’

* External relationship - influence on and rapport with the government, regulatory
agencies and financial institutions; public rrlations, sense of social responsibility,
philanthropy, public image as corporate cilizen, etc..

Profile of OCP

The OCP is drawn in the form of a chart, the strategists are required to systematically assess )
the various functional areas and subjectively assign values to different functional capacity
factored and sub factor as long a scale ranging from values of -5 to +5.

" You to draft the profile, 1 identify the capability that are important to your customer
and that differentiates you from competitors and then incorporate them in a presentation
or document.

i Customer focus: Your capabitity profile must incorporate the information customers
and prospects need, when they are evaluating your company as a potential supplier
or business partnered customers need to know about your current capability current
capability and your future direction. They want to know that you have the technical
expertise and market understanding to supply quality products that meet their performance
requirement. '

(ii)” People: The skiils and knowledge of your people represent an important part of your
organizational capability. Describe the qualifications and experience of key staff, together
with any outstanding achievement such as awards for innovation, involvement with
industry associations or leadership in a particular discipline, the skills of your business
partners also contribute to your capability.

(iif) Resources: Many other assets contribute to your organizational capability, including
patents, products manufacturing facilities, information systems and distribution netwaork.
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" Those assets differentiate you from competitors, particﬁlarly if they are hard to match, -
. custornize the assets to your customers neéds a customer with 51tes in a number of
different countries.

(iv) Stability: It is an important aspect of organizational capac1ty you can build confldence

in your customers by demonst-ratmg that you:have a stable management team capable -
of managing your business effechvely

Methods and Techmques of OCP

Incluswe, long term
* TFinancial Analy51s Ratio Analys:s, EVA, ABC
s Key factor rating - - Rating of different factors through different. queshons
# ~ Value chain analysis )
¢ VRIO framework
. BCG, GE Matnx, PIMS, McKmsey/S

e Balanced Scorecard

= Competitive Advantage Profile -
& Strategic Advantage profile
¢ Internal Factor Analysis’ Summary
1. Fmancxal Analysis
* Ratio Analysis
s Economic value added( EVA]
o NOPAT (Net Operating Profit After Tax)
0 WACC (Weighted Average Cost Of Capital )
* Activity Based Costing{ABC] -
o activity'in Value chain
o specxﬁc activities

2. VRIO Framework: A resource is an asset, skill, competency or knowledge controlled by
the corporation. A resource is strength if it provides competitive advantage e.g. patents,
brand name, economies of scale, idea-driven, standardized mass production. It is an
analytical technique brilliant for the evaluation of company’ s resources and thus the
competitive advantage. Example — patents, brand name,

. Value Does it provide competitive advantage?
. Ranty Do other competltors possess it?
e [Imitability: Is it costly for others to reproduce? -
o Orgamzahon Is the firm organ17ed to explmt the resource?
VRIO - Steps : _ . .
(1) Identify: firms resources- S&W,
(11) Combine: firm’s strength'into specific capabilities.

(iii) Appraise: profit potential, sustainable competitive advantage, ablhty to convert
ittoa proﬁtlable_ proposition
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(iv) Select strategy: firm’s resources and capability relative to external opportumty Notes
(v) Identify: resource gaps and invest in upgrading weaknesses

3. PIMS: The Profit Impact of Market Strategies (PIMS) is a comprehensive, long-term
study of the performance of strategic business units (SBUs) in thousands of companies
in all major industries. The PIMS project began at General Electric in the mid-1960s. It
was continued at Harvard University in the eafly 1970s, and then was taken over by
the Strategic Planning Institute (SP1) in 1975. Since then, SPI researchers and consultants
have continued working on the development and application of PIMS data.

According to the SPI, the PIMS database is- "a collection of statistically ‘documented
experiences drawn from thousands of businesses, designed to help understand what
kinds' of strategies (e.g. quality, pricing, vertical integration, innovation, advertising)
work best in what kinds of business environments. The data constitute a key resource

. for such critical management tasks as evaluating business performance, analyzing new
business opportunities, evaluating and reality testing new strategies, and screening
business portiolios.”

The main function of PIMS is te highlight the relationship between a business's key

strategic decisions and its results. Analyzed correctly, the data can help managers gain a

better understanding of their business.environment, identify critical factors in improving

the position of their company, and develop strategies that will enable them to create a

sustainable advantage. PIMS principles are taught in business schools, and the data are

widely used in academic research. As a result, PIMS has mﬂuenced business strategy
" in companies around the world

4. Balanced Scorecard: It has been proposed and popularized by Robert. 5. Kaplan
and David. P. Norton. It is a performance tool which “provides executives with a
comprehensive framework that translates a company’s strategic objectives into a coherent
set of performance measures”.

The scorecard consists of four different perspective performance measures such as-
* Financial perspective

* Customer perspective

* Internal business perspective.

¢ Innovation and learning perspective

5. Compel-ftive.Advzmtage Profile: The competitive profile matrix is a strategic analysis
that allows you to compare your company to your competitors, in such a way as to
reveal your relative strengths and weaknesses. Inform your strategic decision making,. It
compares a company and its rivals. The matrix reveals strengths and weaknesses for each
company, and critical success factors show areas of success or areas for improvement.
A superiority gained by an organization when it can provide the same value as its
competitors but at a lower price, or can charge higher prices by providing greater value
through differentiation. Competitive advantage results from matching core competencies
to the opportunities. It is the reason behind loyalty, and why you prefer one product
or service over another. ]

There are three different t};pes of competitive advantages that companies can actually
use.
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6. Strategic Advaniage Profile (SAP): It is also known as SAT. i shows strenglh and
weaknesses of an organization. Preparation of SAP is very similar process to the ETOP.
SAP is a summary staternent which provides an overview of the advantages and

. disadvantages in key areas likely to affect future operations of a firm. It is a total for
making systematic evaluation of strategic advantage factors which are sigmficant for
the company in its environment. SAP is the technique of analyzing the internal factor

- of the organization by preparing a critical picture of different capacity factors. It is a
relative strength of the company over its competitors.

7. Internal Factor Analysis Summary: It means Internal Factor Evaluetion matrix, is a

popular strategic management tool for auditing or evalitating major internal strengths &
internal weaknesses in functional areas of an organization or a business Ttalso prnwdt_s
a basis for identifying or evaluating relationships among those axeas.
An internal analvsis fs.an exploration of ‘your organizations competency, cost position
and competitive wviabilitv in the market place Conducting an internal analy<is often
incorporates measures that provide useful information about your organizations » SWOT
‘analvsis. -

Examples of Organizational Capability Profile

1. Financial Capability

Bajaj - Cash Management
LIC - Centralized nayment, decentralized coltection
Reliance = high invester confidence
Escorts - Amicable relation with FIS (world's top-ranked technology provider to the
banking industry)
Marketing Capability
Iindustan Lever - Distribution Chamnel
IDBI/ICICI Bank -Wide variety of products
Tata - Company / Product Image
o 3. Operations Capability

I

_ Lakshmi machine works - absorb imported teéhno}ugy
‘ : ' Balmer & Lawrie - R&D - New specialty chemicals
4. Personnel Capability
Apollo tyres - Industrial relations proolem
5. General management capability
Malayalam Matiarciia - largest selling newspaper
Unchallenged lgadershjp - Unified, stable Best edited and most professionally produced

2.7 SAP SCANNING

| The strategic advantage profile (SAP) is. a-tool for making a systematic evaluation of the
- enterprises internal factors which are significant for the company in its environment. The
|
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SAP shows the strengths and weakness of an organization in different functional areas. For
preparing the SAP it is necessary to analyze the internal environment ( related to functional
areas like finanve, marketing, production, human resources etc.) as well as the external
environment of an organization.

Every firm has strategic advantage and disadvantages for,

" Example: Large firm have financial strength but they tent to move slowly, compared
to smaller firms, and often cannot react to change quickly. No firm is equally strong
in all its functions. In other words, every firm has strength as well as weakness.

The strategists must be aware of the strategic advantages or strengths of the firm 1o be
able to choose of the best opportunity for the firm. On the other hand they must regularly
analyze their strategic dlsadvantages or weaknesses in order to face environmental
threats effectively.

Example: The strategist should look to see if the firm is stronger in these factors than
its competitors. When a firm is strong in the market, it has a strategic advantage in
launching new products or services and increasing market share of present products
and services.

There are generally 5 functional areas in most of the organizations. These areas are:

1. Marketing and Distribution

2. R & D and Engineering

3. Production and Operations management
4. Corporate resources and personnel

5. Finance and Accounting

1. Market'ing and Distribution -
* Efficient and effective market research system
* The product service mix: quality of product and service and service
¢ Strong new - product and new- service leadership
* Patent protection (or equivalent legal protection for life)

* Positive feeling about the firm and its products and services on the part of the ultimate
CONsumer

e Efficient and effective packagmg of products (or the equwalent for service)
* Effective prlcmg strategy for products and services

* Efficient and effective marketmg promotion activities other than advertising
» Efficient and effective service after purchase -

* Efficient and effective channel of distribution and geographical coverage, including
internal efforts.

"2. R & D and Engineetingv ‘
* Basic research capabilities within the firm

® Excellence in product design
¢ Excellence in process design and improvement

® Superior packaging development being created

Notfes
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o Ability to meet desi oals and customer requirements”
&1 goals qL -

~ - ¢ Trained and experienced fechnicians and scientists
e Work env-immnent suited to creativity and innovation
*  Well - ¢équipped labor‘a_tories en_d testing facilities
3. Prodection and Operations management,
4. Corporate resources and ﬁersonnel

5. Finance and"Acct.)unting
Note: [ 3, 4 & 5 refer OCP]

LN

Different Approaches

The different approaches are there to develop as competitive advantage. In each of these
approaches the principal point is to avoid doing the same thing as the competition on the
same’ bottle ground. So the analyst needs to decide which of. these approaches might be
pursued to develop a sustainable distinctive competence

(i) Key Success Factors (KFS): It is to compete based o existing strengths. The form can
gain strategic advantage if it focuses resources on one crucial point. .

(ii) Avoids head ~ on competition: The 2nd approach is still based on existing »strengths"
but avoids head on competition. The firm must look at its own strength which are
different or superior to that of the competmon and exploit this relative superiority to
the fullest. - ; Cor )
.Examplé- makes use of the technology; sales network and so on ot those of 1ts products

*.which. are not directly competing with the products of competitors..

(iii) Unconventional Approach: To compute directly with a competitor, it is used for well

established, stagnant industry. It may be needed lo upset the key factors for success

> that the competitor has used. to build on advantage. The starting point is to challenge

accepted assumption about the way business is uone & gain a - novel advantage by
creating new success factors.

(iv) Means of Innovations: It can obtain by means of mnovatmn which open new markets
or result in new products. This approach avoids head on competition but requires the
firm to find new & creative strengths. Innovation often involves market segmentatwn
& fmdmg new ways of sansfymg the customer’s utility function.

Proflle of SAP

L

It shows in way of chart of each orgarﬁzaﬁens s&ength and weaknesses on the basis of its
different factors. Here we prepare a profile about hoe our company is superior in comparison
to other companies. Here. we are looking at the environmental aspects & preparing the
strategy which can relate our strengths to our opportunities. It enables us to focus on our
competencies (strengths) and how fo use them. = * -
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Table 2.3 Profile of SAP

" Functional Area Core Factors (+)or(-)

. N Good production facilities (+)
Production a}nd operation Old plant and machinery (=)
Personal factors Young a.nd motlfratea force (+)
Poor union relation {~)

. . Tax holiday ' S (+)
Finance and Accounting Costly finance - (-)
_ Effectivé communication miix (+)
Marketing operations Costly employees ) (-)
‘ Rich experiences in market (+)

No design protection (=)

R & D and Engineering Well developed laboratory (+)
Highly qualified research staff (+)

. High tech MIS (+)
Organization system Effective delegation and decentralization (+)
No. MBE (-)

Example of SAP

A picture of the more critical areas which can have a relationship of the strategic posture of

the firm in future of TATA DOCOMOQ

Table 2.4 Example of SAP

Competitive Strength / Weakness

1* _to launch 1lpaise/per second and applicable
for both postpaid and prepaid. Leveraging Tata

| indicom’s distribution channels. Launched popular

advertisement campaign “Keep it Simple Silly”
and hired Ranbir Kapoor as brand mascot.

Rated congestion free, Innovative tariff plans, first
to introduce 3G, bilateral agreement with different
operators to share network

Set up an institute in record 6 years, PMS was
designed, won various HR awards for its HR
policies

High quality experienced top managemeént take
proactive

: Capébﬂity Fact@rs Nature of Impact -
Marketing W
Operations )

Personal ' (—)

-Gencral 1

Finance . ()

11% market share, 4th largest in India. EBITDA for
each customer was around R.75 which was much
less than industry average of 110-120. Recently

increased its tariff rates
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R&D

n

Invested about 9700 crore in the past two years [
for GSM network rollout across the country. NTT
Docomo is planning to add a R&D centre in India
to produce value added services. A M&A’s could
also be on the cards for Tata Docomo. Business
line-reported it may choosé inorganic growth.
First to launch 3G & 1st to Conduct physical 4G

| trails in India.

Balance_d‘Scorecard Strategic Advantage Profile (SAP)'

The Balanced Scorecard approach begins with the promiise that financial measures are not
sufficient to manage an organization. Financial measures tell the story of past events. They are
not helpful to guide the creation of future value th.rough investrnents in ‘customers, suppliers,
employees, technology, or innovation! The Balanced Scorecard complements measures of past
performance (lagging md:cators) with measures of the drivers of future performance (leading

* indicators). The objectives and measures of the scorecard are derived from an organization’s

vision and strategy. These ob]echves and measures provide a view of an organization’s

performance from four perspectives.

1. Financial -

FINANCIAL'

- ‘To sabsfy our shareholders
“|.: Cand customers, what -
busmess

A58es must”
7 - .

Figure 2.9 The Balanced Scorecard: Four Perspectives

the strategy for g'rowth profitability, and risk viewed from the perspechve
of the shareholder. -

2.. Customer - the strategy for creating value and differentiation from 'the perspectwe of

the customer.

3. Internal Business Processes - the strategm pnonhes for various business processes, which
create customer and shareholder satisfaction,
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4. Learning and Grow#h - the pnonhes to create a climate that supports orga.mzatlon Notes
change, innovation, and growth.

Using the Balanced Scorecard, corporate executives can now measure how their business
units create value for current and future customers. They can also learn what investments
in people, systems, and procedures are necessary to improve future performance. While-
retaining an interest in financial performance, the Balanced Scorecard clearly reveals the
drivers of superior, long-term value and-competitive performance. The Balanced Scorecard
tells the story of the strategy.

Information technology that is ‘cai)able of supporting ‘an effective Strategic Enterprise
Management system must be able to develop, maintain, communicate, and operationalize
the Balanced Scorecard. This requires the ability to:

.* Enable smooth communication across the entire organization during the collaborative
development and maintenance of corporate, business unit, and personal Balanced -
Scorecards.

© Leverage industry-specific best practice through ready-to-use key performance
indicator (KPI) catalogs and cause-and-effect templates

* Integrate BSCs fully into the Strategic Enterpnse Management process to support BSC-
based business plamung and simulation, performance menitoring, and stakeholder
communication.

* Link the Balanced Scorecard with the business execution system to speed up translation .
of strategy into action.

* Itsupports the development and maintenance process of a, Balanced Scorecard through
the following functionality: .

* Definition of strategic ob]ectwes and initiatives by the four perspectives of the Balanced
Scorecard.

® Definition of an influence diagram (cause-and-effect linkage) to visualize dependenmes
among strategic ob]ectwes on a Balanced Scorecard.

Once the scorecard has been designed, it must be linked to the management process

to create action and results. Companies that successfully implemented Balanced Scorecards

_did so by reinventing every part -of their management system to focus on strategy. From

their experiences, we begin to see the criteria for a new management process, tailored to

the needs of the new economy. We refer to this process as Strateglc Enterprise Management
(SEM) The SEM process is built on four principles: ’ :

1. Strategy: A Continitous Process. During times of transition, the future is highly
uncertain. New approaches are being introduced to deal with a new economy. Strategy
is a “hypothesis” about what the future will look like and how to get there. As
you begin to execute a strategy, the picture of the destination will evolve and.change.
The SEM process must put this strategic hypothesis at the center of the organization,
test it continuously, and change course as required. Strategy must be a continuous -
process, not an annual event,

2. Strategy: Everyone’s Job. It is estimated that approximately 50% of all work performed

in industrialized countries tulay is knowledge work. This percentage increases each year.
Workforce knowledge represents an asset that we are just beginning to use effectively.
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In this structure, strategic information and decision-making cén no longér be left to
senior managers. Salesmen or customer service representatives, for example, can change
a company’s strategy from “low cost provider” to “solution provider” by changing the
role that they play with the customer. Knowledge workers make strategic choices every
day. Strategy may be formulated at the top but executed and refined at the bottom. The
SEM process must ensure that everyone in the orgamzatlon understands the strategy,
is aligned with it, and is capable of executing’it.

3. Strategic Knowledge Networks. Knowledge is everywhere in the orgamzatlon Truck
drivers and telephone operators frequently know more about customer preferences than
marketing executives or product designers. Traditional organization structures, deéigned
around vertical, functional silos, lock this knowledge up in compartments, making it
almost impossible to share. New approaches like “virtual organizations,” “networks,”
and “self-governing teams” have created breakthroughs that allow cross-disciplinary
groups to come together and share their knowledge for a common goal. The SEM
process must support the work of such strategic knowledge networks, providing the
infrastructure for accountability and governance. ‘

Translate the strategy

Testing Hypotheses,
/Adapting and Learning

Rationalize & align
the Organizatio

Executive Teams

Themes
Comprehensive : Strategic
Communication to —p| “— Feedback
Create Awareness . Encourages
_ > Learning
Align Goals & e U
Incentives : L. .
' / Execute &> Create .
Align Resources - b Knowledge
& initiatives P Networks

P Reengmeer Processes .

Business Execution System

Extended Financials
Huhslnan Resouqce MCustomer '
anagemen Supply Chain anagemen
Management

Figure 219 The Ingrediénts of Highly Successful Balanced Scorecard Programs

4. Strategic Leadership. John Kotter, in his landmark work on leadership, stresses the
distinction between leadership and management. Managers use a set of processes such
as planning, budgeting, organizing, staffing, controliing, and problem-solving to keep

' an organization running smoothly. If practiced well, good management has the potential
to “produce a degree of predictability and to consistently produce shortterm results.”
Leadership, on the other hand, "is a set of processes that defines what the future should
look like, aligns people with that vision, and inspires them to make it happen despite
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the obstacles. If practiced well, good leadership has the potential to produce dramatic Notes

change that help make a firm more competitive. While good management is important,

executing the dramatic changes implied by strategy requires good leadership. The SEM

process must be based on active participation and ownership by those responsible for

strategic leadership: the executive team.-

These four principles translate into the management process summarized in Figure

2.10. The following pages describe the highlights of this process, as well as lessons learned
from successful leading-edge companies, and provide an overview of the funétionality of .
SAP Strategic Enterprise Management to support this process. .

2.8 CORPORATE PORTFOLIO ANALYSIS

When the company is in more than one business, it can select more than cne strategic
alternative depending upon demand of the situation prevailing in the different portfolios.
It is necessary to analyze the position of different business of the business house which is
done by corporate portfolio analysis.

A corporate portfolio analysis takes a close look at a company’s services and products.
Each segment of a company’s product line is evaluated including sales, market share, cost of -
production and potential market strength. The analysis categorizes the company’s products
and looks at the competition. The purpose is to identify business opportunities, strategize
for the future and direct business resources towards that growth potential.

Portfolio Analysis

Harry Markoulifz 1# developed portfolio analysis in his 1952, in article “portfolio selection”
published in “The Journal of Finance”. Siutbsequently, his ideas were further developed by
researchers throughout the latter half of the 20% century. ‘

Portfolio analysis is an analytical tool which views a corporation as a basket or portfolio
of products or business units to be managed for the best possible returns.

When an organization has a number of products in its portfolio, it is quite likely that
they will be in different stages of development. Some will be relatively new-and some much
older. Many organizations will not wish to risk having all their products at the same stage of
development. It is useful to have some products with limited growth but producing profits
steadily, and some products with real growth potential but may still be in the introductory
stage. Indeed, the products that are earning steadily may be used to fund the development
of those that will provide the growth and profits in the future.

So the key strategy is to pr(;duce a balanced portfolio of products, some with low risk
but'dull growth and some with high risk but great potential for growth & profits. This is
what we call .as portfolio analysis.

Set of techniques that help strategists in taking strategic decisions with regard to individual
products or businesses in a firm’s portfolio. It is primarily used for competitive analysis and
strategic planning in multi-product and multi business firms. Adopting a portfolio analysis,
resources could be fargeted at the corporate level to those business that posses the greatest
potential for creating competitive advantage. '
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There are several ter.hruques of portfolio analysis that can be used by the business
organizations. Some important techmques are: :

1. The Boston Consulting Group (BCG) Growth-share matric
2. The General Electric (GE) Business Screen |

3. Stratégic Evaluation and Action Evaluation (SPACE) Matrix.
4. Directional Policy Matrix (DPM)

5. Hofer’'s Product / Market Evaluation Matrix. ’

In short Corporate Portfolio Analysis is set of techniques that helps strategists in taking
strategic decision with regard to a particular products or businesses in firm’s portfolio. It is
used for competitive analysis and strategic planning in various small to large organization
including multi-product and multi business firms. This kind of analysis helps to create
competitive advantage to the firm. ‘

2.9 RESOURCE-BASED APPROACH ' -

The resource-based view of strategy gradually emerged during the 19805 and 1990s with
a series of important contributions, in particular work on core competency from Prahalad
and Hamel (1990} and on added value by Kay (1993). This view helps to explain why
some organizations succeed in creating competitive advantage and earning supérior profits,
while othérs do not. Consequently, it looks at strategies which can be identified with an
individual company as distinct from those that are available to all competitors through an
understanding of industries and markets .

In other words, market opportunities have to be identified and then satisfied in an
individual and distinctive way. Supporters of the resource-based view put forward a number
of arguments. As long as there are oppbrtum'tie:s which can be identified, it will normally be
easier and less risky for organizations to exploit their existing resources in new ways than
to seck to-acquire and learn new skills and competencies. Innovation matters and new ways .
of exploiting resources must be found to sustain any competitive advantage.

Importance ‘of Relsource—based View Strategy

The resource-based view sh-ategy aims to gain-a sustainable competitive advantage. But how
can an organization achieve this advantage?

It is through extensive resource analysis, resource alIocation, and cross-functional usage
of resources. Only when a firm unleashes its workforce’s true potential can they mnovate
better and out—stand in the industry.

Here is how an RBV strategy helps them achieve the same,

Visibility for efficient resource allocation: The comprehenswe view of all the resource
" pools fac111tates managers to gain insight into resource skills and competencies. This, in
turn, allows managers to allocate resources as per the scope and demand of the project.
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-Real-time information helps them make data-driven decisions, leverage talent to the
maximum potential, and maximize profitability.

Maintains the competitive advantage: The rise in market volatility propels extensive
ad hoc project demands, which often becomes the deciding factor for your company’s
growth and success. In these situations, resource managers can utilize both their primary
and secondary workforce skills to execute critical multi-faceted projects. A Resource-
based view strategy on a centralized platform enablés demand fulfillment to sustain
their competitive advantage. :

Cross-functional usage of resources: In a matrix 6rganization, the resource-based strategy
model facilitates enterprise-wide visibility of the workforce and its expertise. It helps in
allocating appropriate resources from different departments and form a cross-functional
team to execute the project. It reduces hiring cycle costs and also helps to leverage the
diversified workforce. Besides, employees are also given multi-faceted projects to work
on enhancing their professional portfolio.

The Major Concepts of RBV Analysis

RBV is a strategic theory beneficial for understanding why companies outperform other
competitors. It is a commonly adopted analytical method used to determine the strengths
and limitations of an organization and evaluate the firm’s workforce.

With the understanding of resource-based stratégy or RBV model, let’s emphasize details
of its different types of assets.

The Assets of RBV Model
There are two types of assets in the RBV model: tangible and intangible assets.

Tangible Assets: The tangible assets are the physical resources of the firm that are
quantifiable. It includes products, machinery, equipment, capital, infrastructure, etc. They
can be easily acquired by competitors in identical assets and offer a less competitive
advantage in the long run.

Intangible Assets; Intangible assets are resources that are owned by respective
organizations and which do not have a physical presence. It includes brand presence,
intellectual property, goodwill, trademarks, étc. Unlike tangible assets, intangible assets
are built over a long time and cannot be replicated by competitors.

Invariably, intangible resources remain within a business and are the primary source

of sustainable competitive advantage.

The Critical Assumptions of RBV -

The fundamental principle of the RBV model explains competitive heterogeneity between
companies. To transform a short-run competitive advantage into a sustainable one, the two
critical assumptions of RBV are that the rescurces must be heterogeneous and immobile.
Let’s discuss this in detail here:

Heterogeneous: The primary heterogeneous assumption is that organizations must
 significantly differ in terms of. resources and core competencies. If companies have the
same mix of the resource pool, they would not be able to employ different business
strategies to outperform each other. On the other hand, companies with a heterogeneous

Notes
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‘workforce when exposed to the same competitive market can outrank each other by
implementing different strategies.

For instance, the technology giants- Apple Inc. and Samsung Electronics operate in the
same industry (Smartphone & Tablet market) and therefore are subject to the same
competitive market. However, ‘they possess disparity in organizational performance
due to the difference in resources and their expertise (heterogeneous resources).
Immobile: The second assumption of RBV states that the resources are irnmobile and
thus do not move freely from one company to another (employee movement), at least
in the short-run. Due to this immobility, competing firms could not replicate their
resources’ expertise and unplement an-appropriate strategy

Immobile resources include all the intangible assets of a company, such as brand equity,
“intellectual property, etc., and some of the tangible assets.

However, a firm’s sources of competitive advantage go beyond heterogeneity and
immobility. Other factors play a vital role in enabling firms to stay competitive.

The VRIO Framework

Adding on to the assumptions, a renowned prbféssor of strategic management, Jay B Barney,
in 1991 has introduced a VRIN structure that was later altered by other leading thinkers.
The new VRIO Framework is’an improvement of the VRIN model and was adapted from

_Rothaermal’s ‘strategic management’ (2013).

The VRIO ana.lys_is categorizes the resources'based on their-Value, Rarity, Imitability,
and Organizational system. Let's understand each of these attributes in detail:

Value: It states that the resoutces are only valuable to organizatiosns if they contribute
to their goal in terms of products or services. Besides transforming inputs to outputs,
value-addition also occurs when your Tesources successfully exploit profitable ventures
or bring down external costs. .
Rarity: The tangible and intangible resources that very few organizations can only
acquire are rare resources. A firm with these rare skill sets in its closet can reap the
‘competitivé benefits and stand out in the market. In contrast, companies that possess
the same set of resources and skills face competitive parity.
Imitability: The' key to competitive sustainability is the decrease in the rare or
valuable resources’ mutablhty rate for the long-term. It can only be achieved when
the compensation is higher than the cost offered by other companies to mimic these
resouices and capabilities.
Organization: For a resource to exhibit competitive advantage, the organization, its
processes, and systems must be'designed in a way that supports a resource for maximum
productivity. It includes having the right resource management system to ensure all the
critical resource KPIs are optimized and balanced.
Formulating the VRIO Framework is only half the battle won. It is also unporta.nt to
develop and implement a strategy that suits organizational needs. Here is some information
to create a strategy that sustains the competitive advantage in the long-run

How to Develop a Full-Proof RBV Strategy? -

The scope of strategy integration in the current business functions results in a ‘competitive
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advantage. Managers should develop-a plan in the RBV-centered organization to leverage Notes
internal resources to-external opportunities and competition.

Here are the different steps to develop a strategj} when utilizing a resource-based view
of the organization:

Identify key resources and competencies

Identifying essential resources and skillset is the first step. towards forming an effective RBV
strategy for the organization. The multidimensional resource scheduler facilitates the 360-degree
visibility of all resource profiles across the enterprise. It helps managers to deploy potential
resources based on the demand of the project.

Allocate competent workforce to projects

After analyzing different resource attributes (skill sets, cost rate, location, available capacity,
etc.), the next step is resource scheduling. Thus, strategic resource allocation is an essential .
step that facilitates deploying the right resources with the desired skill set to suitable projects.

'Scheduling the right resoutces for the right projects is crucial to gain its compelitive advantage
and success'.

Leverage resources to multiple projects

As mentioned earlier, deploying resources to varied projects {acilitates the shared service
model in a matrix organization. It encourages the utilization of resources across multiple
projects instead of cne high-priority project. It will empower the overall resource utilization
against their available capacity and enhance its profitability and reduce resourcing costs.

Implement succession planning for niche skills

The rescurce managers must ensure that the sudden resignation of critical or niche resources
does not jeopardize a project delivery. Therefore, an appropridte succession planning and

" backup strategy should be in place to replicate competent resources. It can be done in advance
by providing proper training and development opportunities such as shadowing or knowledge
transfer techniques to create its niche skill set.

Conduct regular training to upskill the resource pool

It is worthwhile to invest in multi-skill building practices (Individual Development Plans
or IDP) like training, workshops, and certifications. Such initiatives help the resources to
diversify their professional spectrum, giving you a competitive advantage, especially against
new entrants who are building upon their skills and expertise.

210 VALUE CHAIN APPRCACH

The value chain approach is one of several market systems approaches to development. The
value chain approach seeks to understand the firms that operate within an industry —from
input suppliers to end market buyers; the support markets that provide technical, business
and financial services to the industry; and the business environment in which the industry
operates.
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The value-chain approach aims to identify hotspots and shape corresponding actions
built on existing knowledge and available data. It provides a framework applicable to different
sectors, products and gecgraphical scales. As an action-oriented approdch, its key outcomes
are: identifying where the greatest opportunity for improvement occurs, which actions need
to be promoted to take advantage of these opportunities, what enabling conditions are needed
and which stakeholders should lead such actions.

How is the Value Chain Approach Implemented?
The following implementation principles can be used to design and implement successful

value chain development programs:

Facilitating changes in firm behavior

The value chain approach seeks to facilitate changes in firm behavior that increase the

. competitiveness of the chain and generate wealth for all partlclpatmg firms, thereby contributing

to inclusive economic growth. Changing firm behavior requires an understanding of the
financial and non-financial incentives of the various stakeholders—why they behave in the
way they do, and what is needed to motivate them to change their behavior. Implementers
of the value chain approach identify firms within the industry with the incentives, abxhty
and willingness to address constraints and facilitate upgrading throughout the chain.

Transforming relationships

By making the benefits of win-win relationships explicit to stakeholders, some firms can be

encouraged to chahge the way they relate to others. However, sometimes conflicting incentives

and high levels of mistrust diminish the effectiveness of stich simple appeals to self-interest.

Targeting leverage- points

Value chain project implementers target points of leverage that have a multiplier effect on
interventions in order to maximize impact and outreach. Points of leverage include economic
and social structures, commercial incentives and social norms and incentives,

Empowering the private sector

The goal of the value chain approach.is to enable private-sector stakeholders to act on their
own behalf: to upgrade their firms and collectively create a competitive value chain that
contributes to economic growth with poverty reduction. The value chain analysis and strategy
development process is therefore participatory to the extent possible. The role of the donor
and implementing partner is to facilitate and support implementation of the competitivéness
strategy by the private sector in such a way that ensures that development objectives~
economic growth, poverty reduction and other concerns such as sustainable natural resource
management—are also met.

Learning and Adaptive Management

Inherent in this approach’is the challenge of working in markets that are dynamic and trying
influence behavior that is unpredictable. Achieving successful outcomes in such a context
requires continual learning and adaptation to know what is working and under what conditioris.
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Goals and Outcomes of Value Chain Analysis ' Notes

Value chain analysis will help you identify areas in your business that can be optimized
for efficiency and profitability. You want to not only ensure your mechanical processes are
the best they can be, but you also want to keep customers feeling confident.and secure so
- they remain loyal to your business. By analyzing and evaluating product quality and the
effectiveness of your services, along with reducing company costs, your business can find
strategies to improve its value proposition and stand out in the marketplace. .

Benefits of a Value Chain Analysis -
There are multiple'benefits to value chain analysis:

* Gain a ground-Jevel understanding of the various processes your business uses and the
' purpose for each.

® Identify current or potential bottlenecks in workflow and other inefficiencies.
* Find tasks that can be automated, outsourced or redesigned.
® Reduce waste and eliminate or de-prioritize unproductive tasks.

Businesses can use the insights they gain from value chain analysis to identify priority
processes, streamline workflow and increase efficiencies. These, in turn, reduce costs and
overhead, increasing profit-margins for the business. ;

~

2.11 SCANNING FUNCTIONAL RESOURCES: STRATEGIC
BUDGET AND AUDIT

Environments spring surprises on organizations from time to time. Sometimes the surprises
constitute opportunities; at other times, threats. The most vigilant and aware organizations
will be better placed to respond. Success lies in seeing opportunities ‘ahead of the game’ and
responding in some individual Way,' ideally one that is genuinely different, appreciated by
customers and not easily copied by rivals. The ability to do this comes down to individual,
specific to the organization competencies and capabilities, which in turn emanate from the
organization’s resources. Resources, therefore, make the difference. This argument is explored
in greater depth and’frameworks are provided which can help us to audit and evaluate
strategxc Tesources.

It does not follow that every resource'an organization possesses is strategically significant.
Sometimes it is tempting to list every positive resource as a strength, but this may be illusory.
When we-evaluate the resources of an organization in terms of their strategic significance,
five factors matter:

1. Competitive superiority: The relative value when compared to rival organizations. A

resource is not really a competitive strength if. it is possessed by every competitor.

. 2. Barriers to replication: It is useful if rivals can be stopped from imitating or replicating
any valuable resources.

3. Durability: Basically a titne advantage relating to 1 and 2.

Self-Instructional Material 1§ 85



Strategic Management

Nofes

4. Substitutability: Can competitors neutralize the value of a resource by substituting an
alternative? '

5. Appropriability: Kay (1993) contends that it is essential that the organization possessing
the resource benefits from i, rather than the real benefit accruing to someone else,
such as a supplier or distributor. .

The relationship between environmental forces and mtemal resources is at the heart of
Figure 2.11, which has been adapted from the Harvard Business School approach to strategy

.{Kelly and Kelly, 1987). Here, selected products, services and markets are seen as environment

driven and the competitive environment and stakeholders are shown with resources and

. values as four key strategic elements linked to corporate objectives.

These elements can be changed, but in many cases not readily and not quickly, and
consequently at any point in time they are reasonably fixed. Six operating elements are also
incorporated. Marketing relates to how the various products and services are positioned in
relation to competitors, and how they are priced, advertised and distributed. Manufacturing
involves the types of production process, location issues and technology utilization. Finance
incorporates both performance targets and sources of funding. Research and development
considers how much to spend on research and development and whether the perspective is -
short or long term. Human resources relates to the types of people utilized and how they
are rewarded. The organization structure encompasses how these functions are co-ordinated
and controlled.

These-operating elements determine whether or not the corporate objectives are achieved.
The different functions in the organization are affected tc varying degrees by different .
stakeholders, and certain stakeholders who have a significant impact on certain functions
may have little direct importance for others. Equally, the specific stakeholders may influence
individual functioris in quite different ways. Their impact upon the whole organization is
therefore affected by the organization structure and relative power and influence within the
firm. The figure also highlights the strategic value of functional managers taking a mare
holistic view of the organization and their role and contribution.

How, then, might we audit and evaluate these operating elements orstrategic resources?
An internal analysis should be a three-stage process:

1. an evaluation of the profile of the principal skills and resources of an organization

2. a comparison of this resource base with the requirements for competitive success in
the industry

3. a comparxson with competitors to determine the relative strengths and weaknesses and
any significant comparative advantage.

Where internal managers carry out this analysis, it is inevitable that there will be some
subjective judgement and it will be affected by their position in the organization. In a SWOT
(strengths, weaknesses, opportunities and threats) analysis, then, the strengths and weaknesses
of resources must be considered in relative and not absolute terms. It is important to consider
whether they are being managed effectively as well as efficiently. Resources, therefore, are
not strong or weak purely because they exist or do not exist. Rather, their value depends on
how they are being managed, controlled and used.

In auditing resources we consider the functional areas of the business, as this is where
the human, financial and physical resources are deployed. These areas might include finance,

86 I Self-Instructional Material



Environmental Scanning and Corporate Analysis

production, marketing, research and development, procurement, personnet and administration. Notes
However, it is alzo important to consider how they are related together in the organization’s
structure and control syslems. A brilliant and successful marketing manager, for example,
might seem to represent a strength; however, if there is no adequate cover for him and he
leaves or falls ill, it is arguable that the firm has a marketing weakness.

Control systems, such as production and financial controI and the ways in which
managers co-operate within the organization influence how well resources are managed for
efficiency and effectiveness. Table 2.5, which is not meant to be fully comprehensive, provides
a sample of key resource considerations. In completing suich an audit the various resources
should be evaluated: their existence, the ways in which they are deployed and utilized, and
the control systems that are used to manage them. Efficiency measures of the salesforce
might include sales per person or sales per region, but the effectiveness of the salesforce
relates to their ability to sell the most profitable products or those products or services that
the organization is keen to promote at a particular time, perhaps to reduce a high level of
stocks. The efficiency of individual distribution outlets can be measured by sales revenue in
a similar way. However, the effectiveness of the distribution activity relates to exactly which
products are being sold and to whom, whether they are available where customers expect
them, and how much investment in stock is required to maintain the outlets. The efficiency
of plant and equipment is linked to’ percentage utilization. The effectiveness involves an
assessment of which products are being manufactured in relation to orders and delivery
requirements, to what quality and with what rejection levels,

Al

It is also important to assess the relative strengths and weaknesses in relation to
competition. Managers must be aware of and must address strategic issues if the resources
are to be used for creating and sustaining competitive advantage. Marketing can be looked
at from the point of view of managing the activities which comprise the marketing function.
Product design and pricing, advertising, selling and distribution would be included here.
However, if an organization is marketing orientated there is an implication that employees
throughout the organization are aware of consumers and customers, their needs, and how
they might be satisfied effectively while enabling the organization to achieve its objectives.
Consumer concern becomes part of the culture and values. Consumers and customers are
mentioned separately because for many organizations, particularly the manufacturers of
products for consumer markets, their customers are distributors and their ultimate consumers
are customers of the retailers that they supply. Innovation and quality can be seen as aspects
of production or operations management. Again, it is helpful if these factors become part of
the culture. An innovatory organization is ready for change, and looking to make positive
changes, in order to gel ahead and stay ahead of competition. A concern for quality in all
activities will affect both costs and consumer satisfaction. In human resources management | -
values are communicated and spread throughout the organization. )

Financial management includes the control of costs so that profit is achieved and value
is added to products and services primarily in areas that matter to consumers. This should
_provide differentiation and competitive advantage. Lower costs and differentiation are important
themes in competitive strategy. They relate to both an awareness of consumer needs and the
management of resources to satisfy these needs effectively and, where relevant, profitably.
Marketing orientation and the effective management of production and operations, people
and finance are all essential aspects of the creation and maintenance of competitive strength
and advantage. Functional and competitive strategies are important for an understanding of
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" strategic management in all types of organization; and they are especially important for a

large proportion of small businesses and many not-for-profit organizations.
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Figure 2.11 Matching the organization and. the- environment

Corporate strategic changes such as major diversification and acquisition, divestment
of business units which are underperforming or international expansion may not be relevant

- for small firms with a limited range of products or services and a primarily local market,

or for not-for-profit organizations with very specific missions. However, these organizations
must compete effectively, operate efficiently and provide their customers and clients with
products and services that satisfy their needs. Competltlve and functional strategies are
therefore the relevant issue.

As the Internet becomes more pervasive in our lives some organizations and industries
are being presented with wonderful opportunities and, at the same time, real threats. Book
retailing has changed with the growth of Amazon.com and the opening of online bookshops
by the leading book retailers. Similarly, domestic banking has been changed with the growth
of ATMs (automated teller machines or 'holes in the wall'), telephene call centres and Internet
accounts, Competitors have had to-develop new-skills, competencies and capabilities in order

. to survive, let alone thrive. The challénge, though, did not stop here. It has also been necessary

to clarify the key success factors for those customers who opted to avoid the Internet and -
stick with a personal service. What exactly are their needs and preferences? How can they
be satisfied ’Wonderfull}? well’? How can costs be trimumed in the process?
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Table 2.5: Asi:ects of the resource audit

' Notes

Resource/function

Key considerations

Marketing

Products and services: range, brand names and stage in life

cycle Patents.
Strength of sales-force
Distribution channels
Market information

Operations

Location and ‘plant
Capital equipment
Capacity

Processes ’

Planning and manufacturing systems
Quality control ’
Supplies.

Research and development

Annual budget

Technology support

Quality of researchers

Record of success and reputation
Spending in relation to industry norm.

Organizational knowledge and extent of sharing

Information Information systems
Problem-solving capabilities and procedures
Capital structure
Working capital

Finance Cash flow

Costing systerns and variances
Nature of shareholders
Relations with bankers

Human resources

Numbers and qualifications

Skills and experience

Age profile

Labour turnover and absenteeism

Flexibility

Development and training record and pohoes
Motivation and culture

Managerial competencies and capacity

As the Internet becomes more pervasive in our lives some organizations and industries
are being presented with wonderful opportunities and, at the same time, rea] threats. Book
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retailing has changed with the growth of Amazon.com and the opening of online bookshops
by the leading book retailers. Similarly, domestic banking has been changed with the growth
of ATMs (automated teller machines or 'holes in the wall'), telephone call centres and Internet
accounts. Competitors have had to develop new skills, competencies and capabilities in order -
to survive, let alone thrive. The challenge, though, did not stop-here. It has also been necessary
to clarify the key success factors for those customers who opted to avoid the Internet and
stick with a personal service. What exactly are their needs and preferences? How can they
be satisfied ‘“wonderfully well’? How can costs be trimmed in the process?

Sometimes the value and constituency of these networks and partnerships can be
hard to quantify or even explain. They owe a lot to people and to their history. They are
relationships which emerge and strengthen over many years and are dependent upon
personal relations and interactions. This often serves to make them even more powerful as
they are automatically difficult to replicate. Consequently, architecture can be a vital element
of competitive advantage.’ -

As rore and more organizations opt to focus on core strengths, activities and competencies,
and divest those that are peripheral, the significance of architecture is reinforced and increased.
When companies outsource important services such as information technology (IT) or payroll
management, or choose to buy in key componerfts they once made for themselves, they need
to be able to rely upon, and trust, their new suppliers. Managing relationships, therefore,
becomes an important new capability. Some organizations, of course, have chosen to outsource
their manufacturing. Dyson has switched its manufacturing to MaJaysm to reduce costs.
Royal Doulton (china) now focuses on design and marketing and cutsources production from
Indonesia. Dr Martens boots and shoes are made in China. Hormby, manufacturer of model
electric trains and Scalextrix car racing systems, also manufactures in China. However, this
move was not directed at reducing costs, per se. Homby found it could :levote two labour-
hours for every one-used in the UK and thus produce models with much higher quality and

detail at the same total cost. Without changing its prlces, Hormby has seen its sales grow

raprdly because of the greater authenhcxty

At the same time the company has been innovatory with new products. For example,
both Eurostar and the Hogwarts Express from the Harry Potter stories provided new sales
opportunities. Buckingham and Coffman (1999) also draw attention to the importance of .
architecture in their delineation of four levels of customer service. Level 1 is accuracy and

‘level 2, availability. These, they argue, have to be seen as the relatively easy levels, and are

generally taken for granted. Ini other words, without them, a company cannot hope to win
repeated business. Levels 3 and 4 are working partnershxps and the provision of advice and
support. These relate to strategic architecture.

The ‘people contribution’

Successful organizations meet the needs and expectations of theit customers more effectively
than their competitors; at the same time, they generate acceptable financial returns. Achieving
these outcomes requires competent and committed people. People, then, are critically important
strategic resources. Successful companies will be able to attract, motivate, develop, reward and
keep skilled and competent managers and other employees. They. will be able to create and
implement strategic changes in a'supportive culture. People need to be used and stretched
to get the best out of them but, correspondingly, they need to be looked after-and rewarded.
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However, even successful companies have lean periods, and when these occur, they will again Notes
be able to retain their most important people. There is no one best way of achieving this.

Everything that an organization does, in the end, depends on people. Although tech.t{ology
and IT can make a major strategic impact, it is people who exploit their potential. Managers
and employees are needed to implement strategies and to this end they must understand
and share the values of the organization. They must be committed to the organization and
they must work together well. At the same time, where an organization is decentralized
- and operating in a turbulent environment, the strategic leader will rely on people to spot
opportunities and threats, to adapt and create new strategies.

Consequently, it is people who ultimately determineé whether or not competitive
advantage is created and sustained. Adding new values with innovation, they can be an
opportunity and a source of competitivejadvantage; equally, unenthusiastic, uncommitted,
untrained employees can act as a constraint. People’s capabilities are infinite and resourceful
in the appropriate organizational cli&nte; The basic test of their value concerns how much
they - and their contribution — would be missed if they left or, possibly worse, left and joined
a competitor. They could take customers with them and not be easily replaced.

Achieving the highest level of outcomes that people are capable of producing will
therefore depend upon the human resource practices adopted by the organization. While
the issues are clear and straightforward - they involve selection, training, rewards and work
organization - there is no single best approach to the challenge. A relatively formal, ‘hard’
approach can prove very successful in certain circumstances; other organizations will derive
significant benefits from a ‘softer, more emipowered style. One issue here is whether the
business is being driven by a small number of identifiable, key decision- makers or by the
employees collectively. It is worth considering whether either of the market-driven (the E in
E-V-R Congruence) and resource-based (R) views of strategy truly explain what has happened
as Semco. Arguably the real driving force behind the changes has been values. Semler, in
effect, deregulated Semco, allowing people the freedom to choose how they would work.
Certain policies regarding competitiveness guided appropriate behaviour.

To bring out the best ifr people, they have to be managed well, and this requires
leadership. A useful metaphor is that of an orchestra. Every member (manager/employee)
is a specialist; with some making a unique contribution which, on occasions, can take the
form of a solo performance. Nevertheless, all the contributions must be synthesized to create
harmony (synergy), which is the role of the conductor (strategic leader). A single musician
(weak link) can destroy a performance; a chain is only as strohig as its weakest link. A
successful organization, therefore, needs people with appropriate skills and competencies
who can work together effectively. People must be: .

¢ committed (commitment can be improved)

* competent (competencies can be developéd, and can bring improved product quality
and productivity) '

* cost-effective (ideally costs should be low and performance high, although this
does.not imply low rewards for success)

® in sympathy with the aims of the organization (are the values and expectations of all
parties in agreement?)
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- SUMMARY:

. Environmental scanning plays an important role in the _business process of an

organization. There are many advantages of performing environmental analysis that
helps the organization to stay safe-from the ‘business loss and to stay ahead in the
competition: : '

The enwronmental analysis helps us to determine whether the resources such as human
resource, capital resource, etc. are being used properly or not. It helps usto curb down
the wastage of these important resources.

Environmental scanning is-conducted to collect data on for the various areas such as
competition, employment trends. Geopolitical climate, economic condition, industry,
technological advancement; industry, and global opportunities, etc.

Environmental scanning in strategic management includes forecasting the state of the
future and therefore includes statistical methods ’

Industry analysis is defined as an assessment tool designed to offer business entity

. a comprehensive idea about the complex nature. of a specific industry. It includes

reviewing the market, political, and economic factors that have a direct impact on the
developtent of an industry. g

Broad Factors Analysis, also commonly called the PEST Analysis stands for Political,
Economiic, Social and Technological. PEST analysis is a useful framework for analyzing
the external environment.

SWOT Analysm stands for Strengths, Weaknesses,« Opportunities, and Threats, It can be
a gieat way of summarizing various industry forces and determining their unphcatlons
for the busmess in question.

- Indugtry analysis, as a form of market assessment, is crucial because it helps a business

“understand market conditions.. It helps them forecast demand and. supply and,
consequently, financial returns from the business.

Competitive intelligence is an important aspect of strateglc management: It helps

* decision makers measure their performance against rivals and make ‘effective future

strategies, - : ‘

. ETOP analysis (envn'onmental threat and opportunity profile) is the process by Whlch

_ organizations monitor their relevant environment to identify opportunities and threats
. affecting their business for the purpose of taking strategic decisions.

Capabilities are most often developed in specxﬂc functional ‘areas such as marketing
or..operations or in a. part of a functional areg.such as distribution or research and
development It is also feasible to. measure and compa:e capabﬂmes in functional areas.

.. The.OCP is drawn in the form of a chart; the strategists are requlred to systemahcally

- assess thevarious functional ateas and subjectively assign values to different functional

" capacity factored and sub factor as long a scale ranging from values of -5 to +5.
- ‘Thestrategic advantage profile (SAP) is a tool for.making a systematic evaluation of the
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enterprises internal factors which are significant for the company in its environment. Notes
The SAP shows the strengths and weakness of an organjzation in different functional
areas. :

¢ A corporate portfolio analysis takes a close look at a éompany's services and products.
Each segment of a company’s product line is evaluated including sales, market share,
cost of production and poteitial market strength. ’

- *® Resource-based view is a strategic theory beneficial for understanding why companies
outperform other competitors. It is a commonly adopted analytical method used to
determine the strengths and limitations of an organization and evaluate the firm’s
workforce.

e The value-chain approach aiins to identify hotspots and shape corresponding actions
built on existing knowledge and available data. It provides a framework applicable to
different sectors, products and geographical scales.

KEY WORDS

Choosing Personnel: Commonly termed as the EAU( Environmental Analysis Unit) is
a set of chosen people who focus on the analysis and deliver the results to strategists,’
However, it's not always necessary to have an exira section for the research wark but
a special task force is established as mentioned. ‘

Competitive Intelligence: It is a process that not many companies seriously consider
.but all of them can benefit froin its accomplishments.

Corporate culture: It is the collection of beliefs, expectations, and values learned and
shared by corporation’s.tnembers and transmitted from one generation of employees
to another. ’

Environmental scanning: It is an important part of the business process as it is the
responsibility of an organization to keep a check on things which can put negative
impacts on their business and their consumers. .
Forecasting: It means predicting the future events and analyzing their impact on present
i)lans business organizations analyze the erivironment but applying various techniques
to forecast goyvernment is used to formulate business plans and strategies.

Intangible Assets: Intangible assets are resources that are owned by respective
organizations and which do not have a physical presence. It includes brand presence,
intellectual property, goodwill, trademarks, etc.

- Portfolio analysis: It is an analytical tool which views a corporation as a basket or
portfolio of products or business units to be managed for the best possible returns.
Strategic Advantage Profile: It is the technique of analyzing the internal factor of the
organization by preparing a critical picture of different c;apacity factors. It is a relative
strength_of the company over its competitors. )
Strategic budgeting: It is the process of creating a long-range budget that spans a period
of more than one year. The intent behind this type of budgeting is to develop a plan
that supports a long-range vision for the future position of an entity.
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Tangible Assets: The tarigible assets are the physical resources of the firm that are
quantifiable. It includes products, machinery, equipment, capital, infrastructure, etc.

Trigger: The term refers to the event that tends the industry to start with the changes
or a desire for data. The factors can be outside or inside the organisation like a change
in' government policy. '
Value chain approach: The value chain concept is based on the process view of
organizations. It is an idea of considering a manufacturing (or service) organization as -
a dynamic system, made up of various subsystems each with inputs, transformation
processes and odtputs. ' '

Industry ana_ly-sis: 1t is a toel that facilitates a company's understanding of its position
relative to other companies that produce similar products or services.

' ? _
. - "l
( Review Questions ’

What do you mean by environmental scanning? What are the steps in environmental
scanning?
Explain the importance of environmental scanning in entrepreneurship. ¢

What are the basics of environmental scanning as part of the strategic planning
process? .

What is industry analysis? How does industry analysis affect strategy formulation?
What is competitive intelligence? What are the main components of competitive
intelligence?-

‘How is competitive intelligence useful to organizations and how does it help managers
make decisions?

What is corporate portfolio analysis in strategic management?

Explain Balanced Scorecard Strategic advantage proﬁlé (SAP).

Explain Environmental Threat and Opportunity Profile (ETOP}.

0. Explain Orga.nizaﬁonal Capability Profile (OCP).

~ FURTHER READINGS

Strategic Mﬂnagement-; A.C. Mittal and B.S. Sharma, Vista International Pub., 2006.
Strategic Management; Garth Saloner, Andrea Shepard, Joel Podolny, Wiley.'
Strategic Management: Concepts and Cases; Milind T, Phadtare, PHI Learning.

Strategic Management: Current Trends and Issues; Edited by P. Mohana Rao and Trilok
Kumar Jain, Deep and Deep.

Business Policy and Strategic Management; Kazmi Azar, Tata McGrow Hill, 2nd Edition.
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3.0 LEARNING OBJECTIVES

After reading this chapter students will be able to:

explain SWOT/ SWOC Analysis
discuss about TOWS Matrix

explain varipus corporate strategist: growth/expansion

describe diversification and stability

know about retrenchment & combination strategy.

3.1 INTRODUCTION

A scan of the internal and external environment is an important part of strategic planning *
process. Environmental factors internal to the firm usually can be classified as strengths [S] or
weakness [W] and those external to the firm can be classified as opportunities [O] or threats
[T]. Such analysis of the strategic environment is referred to as a SWOT analysis.
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It mvolves the collection and portrayal of information about internal and external factors
which have or may be have, an lmpact on business. '

3.2 SWOT ANALYSIS

SWOT Analysis is the most renowned tool for audit and analysis of the overall strategic
position of thé business and its environment. Its key purpose is to idefitify the strategies that
will create a firm specific business model that will best align an organization’s resources and

_ capabilities to the requirements of the environment in ‘which the firm operates.

In other words, it is the foundation for evaluating the'interrial potential and limitations
and the probable/likely opportunities and threats fréin the external environment. It views all
positive and negative factors inside and outside the firm that affect the success. A consistent
study of the environment in which the firm operates helps int forecasting/predicting-the
changing trends and also helps in mcludmg them in the decision-making process of the

. or gamzahon

Meaning ,

SWOT analysis is a strategic planning method used to evaluate the Strengths, Weaknesses,
Opportunities, and Threats involved in a business. It involves specifying the objective of the
business and identifying the internal and external factors that are favorable and unfavorable
to achieve that ob]ectlve

Technique is credited to Albert Humphrey, who lends a research _project at Stanford -
University in 1960's and 1970’s. .

It is a non-financial planning tool. It links the analysis in terms of advantages and

. disadvantages; and the internal and external business environment (in a matrix format). The

Strengths and Weaknesses are defined by measures such as market share, loyal custorners,
level of customer satisfaction and product guality. Opportunities are new poteritial areas for
business in the future, such as new markets, or new conditions in existing markets. Threats
describe how the competition, new technology, or other factors in the business environment
may affect the business's development. A technique that enables’a group or individual to
move from everyday problems and traditional strategies to a-fresh prospective. SWOT analysis
looks at your strengths and weaknesses, and the opportunities and threats your business faces.

The SWOT Analysis framework is a very important and useful-tool to use in marketing
Management and other business applications. As a basic tool its mastery is a fundamental
requirement for the marketer, entrepreneur or business person. A clear understanding of
SWOT is required for business majors:

It is used as framework for organizing & using data & information gained from situation
analysis of internal & external environment.

Factors of SWOT Analjrsis

An overview of the four factors (Strengths, Weaknesses, Opportunities and Threats) is given
below: o .
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Strengths

Strengths are the qualities that enable us to:accomplish the organization’s mission. These are
the basis on which continued success can be made and continued/sustained.

K Strengths can be either tangible or intangible. These.are what you-are<well-versed in

or what you have expertise in, the traits and qualities your employees posséss (individually -

and as a team) and the distinct features that give your.organization its.consistency.

Strengths are the beneficial aspects 6f.the organization oi'the capabilities 6f an organization,
which includes human competencies, process capabilities, financial resources,~products and
services, customer goodwill and brand loyalty. Examples of organizational strengths are huge
financial resources, broad product line, rio debt, committed employees,' etc.

Weaknesses

Weaknesses are the qualities that prevent us from accomplishing our mission and achieving
our full potential. These weaknesses deteriorate influences on the organizatiohal success and
growth. Weaknesses are the factors which do not meet the standards we feel they should meet.

Weaknesses in an organization may be depreciating machinery, insufficient research
and development facilities, narrow product range, poor decision-making, etc. Weaknesses are
controllable, They must be minimized and eliminated. For instance - to overcome obsolete

machinery, new machinery can be purchased. Other examples of organizational-weaknessés -

are huge debts, high employee turnover, complex decxston making -process, narrow product
range, large wastage of raw materials, etc.

v

Opportunities

Opportunities are presented by the environment within which our organization operates.
These arise when an organization can take benefit of conditions in its envitonment to plan
and execute strategxes that enable it to become more proﬁtable Organizations can gain
compehhve advantage by making use of opportunities.

Orgamz.atmn should be careful and recognize the opportunities and grasp them whenever
they arise. Selecting the targets that will best serve the clients while getting desired results
is a difficult task. Opportunities may arise from market, competition, industry/government
and technology. Increasing demand for telecommunications accompanied by deregulation is
a great opportunity for new firms to enter telecom sector and compete with emstmg firms
for revenue.

Threats

Threats arise when conditions in external environment jeopardize the reliability and profitability
of the ‘organization’s business. They compound the vulnerability when they relate to the
~ weaknesses. Threats are uncontrollable. When a threat comes, the stability and survival can
be at stake. Examples of threats are - unrest among employees; ever changing technology;
increasing competition leading to excess capacity, price wars and reducing industry profits; etc.

Aim of SWOT Analysis

* To help decision makers share and compare ideas
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* To bring a clearer common purpose & understanding of factors for success
® To organize important factors linked to success & failure in the business world

* Toprovide linearity to decision making process allowing complex ideas to be presented
systematically. .

Advantages of SWOT Analysis

SWOT Analysis is instrumental in strategy formulation and selection. It is a strong tool, but it
involves a great subjective element. It is best when used as a guide, and not as a prescription.
Successful businesses build on their strengths, .correct their weakness and protect against
internal weaknesses and external threats. They also keep a watch on their overall business
environment and recognize and exploit new opportunities faster than its competitors.

SWOT Analysis helps in strategic planning in*ollowing manner:
* Itis a source of information for strategic planning.
® Builds organization’s strengths.
* Reverse its weaknesses.
* Maximize its response to opportunities.
* Overcome organization’s threats.
® Ithelps in identifying core competencies of the firm.
* It helps in setting of objectives for strategic planning,.

* It helps in knowing past, present and future so that by using past and current data,
future plans can be chalked out.

SWOT Analysis provide information that helps in synchronizing the firm’s resources
and capabilities with the competitive environment in which the firm operates.

Limitations of SWOT Analysis -

SWOT Analysis is not free from its limitations. It may cause organizations to view circumstances
as very simple because of which the organizations might overlook certain key strategic contact
which may occur. Moreover, categorizing aspects as strengths, weaknesses, opportunities and
threats might be very subjective as there is great degree of uncertainty in market, SWOT
Analysis does stress upon the significance of these four aspects, but it does not tell how an
organization can identify these aspects for itself.

There are certain hrmtahons of SWOT Analysis which are not in control of management.
These include: : . - .

® Price increase;

* Inputs /'raw materials;

®* Government legislation;
* Economic environment;

* Searching a new market for the product which is not having overseas market due to
import restrictions; etc.
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* Internal limitations may include- ! . Notes
¢ Insufficient research and development facilities;
*® - Faulty products due to poor quality contral; ' -
* Poor industrial relatiqns;

® Lack of skilled and efficient labour; etc

Who Needs SWOT Anaiysis?

They are:

1. Job Holder
e When supervisor has issues with work output
* Assigned toanewjob - -
* New financial year - fresh targets
* Job holder seeks to improve performance on the job

2. Business

. When the team has not met its targets
® Customer service can be better
* Launching a new business unit to pursue a new business
* New team leader is appointed

3. Company
¢ When revenue, cost & expense targets are not being achieved
* Market share is declining
¢ Industry conditions are unfavorable -

® Launching a new business venture

How to Use the Tool

To carry out a SWOT analysis, write down answers to the following questions where
appropriate, use similar questions & whenever possible, consider your answers from your
own point of view & from the point of view of the people you deal with.

Strengths:
* What advantages does your company have?
s What do you do better than anyone else?
* What unique or lowest-cost resources do you have access to?
* What do people in your market see as your strengths?
* 'What factors mean that you "get the sale"?

Weaknesses:
*  What could you improve?

* What should you avoid?
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= Whatare peopl'e‘in your mé'.rkét likely to see as weaknesses?

‘¢ What factors lose you sa]es'?

Opportumtzes

@  Where are the good opportunities facing you?
* What are the interesting trends you are aware of?
Useful opportunities can come from such things as:
. _Chzfnges in tech.nol_(')gy and markets on both a broad and narrow scale.
* Changes in government policy related to your fieid.
-» .Changes in social patterns, population profiles, lifestyle changes.
* Local events. -

Threats:
* What obstacles do you face’? '
. What is your competition domg that you should be worried about?
-e  Are the required specifications for your job, products-or services changing? -
e Is chan.ging technology th1:eatening your position?
* Do you have Ead debt or cash-flow problems?
. Could any of your weaknéSses seriously threaten your business?

Therefore, finally carrying out this analysis will often be illuminating both in terms of
pointing out what needs to be done and in putting what we mlght see as a problem into
perspective. You can then use a simple matrix.

| OPPORTUNIIIES | THREATS

3.3 -SWOC ANALYSIS

A SWOC -analysis is a strategic planning tool that can be used during the curriculum
assessment and review process to make informed decisions based upon collective input from
multiple stakeholders. Within the context of curriculum development, a SWOC analysis can
be .used-as:a. powerful framework to discuss and. clearly identify the strengths, weaknesses,
opportunities and challenges related to an existing degree program or major (see for example
Henzi et al,, 2007; and Gordon et al, 2000). The objective of conducting -a SWOC analysis
(in conjunction with other curriculum assessment tools) is to develop key areas of focus for
improving the curriculum. The SWOC analysis is particularly effective when conducted in
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collaborative group settings at the early stages of the curriculum assessment process (e.g.
faculty retreats, student, alumni and/or future employer focus groups).

SWOC analysis is a strategic planning method used to research external and internal
factors which affect company success and growth. Firins use SWOC analysis to. determine the
strengths, weaknesses, opportunities, and challenges of their firm, products, and competition.

SWOC analysis is relevant to SWOT analysis. SWOT examines strengths, weaknesses,
and opportunities. But it focuses on threats rather than challenges. The two are similar. but

they do have their differences, which is why firms inay choose to use SWOC or SWOT.

Why is a SWOC analysis important?

A SWOC analysis is a simple yét powerful way to look at the present situation and help you

identify your comparative advantages and possible ways to improve performance.

Table 3.1 SWOC Matrix, including guiding questions

FACTORS

Inside the
Program
(Internal

Attributes)

Factors likely to lead to positive
change and further improvement
in the quality of the program

Factors Which may compromise
further improvement in the quality
of the program

Strengths

What have been the strengths of
our program? What are we known
for? What are we most proud of?
What are we doing well? What/
who are our key resources and

.exemplars? What do we control

{people, resources, knowledge)
that gives us an advantage? What
resources or capabilities allow us to
meet our mandate/mission? What
positive aspects of the program
have students/faculty or others
commented on?

Weaknesses

What are we doing poorly or
struggling with? What frustra-tions/
challenges have students/faculty
expressed? What do we need to fix?
What are the internal weaknesses
and deficiencies in resources or
capabilities that may be hindering
the program’s ability to accomplish

it mission/mandate?

Qutside the
Program
(External

Attributes)

Opportun:fties

What opportunities will most

dramatically enhance the quality
of our program? What changes
in demand do we expect to see
over the next years? What key
environmental/ market factors may
positively impact the program?
Where can we create more value

for the program? What external or

future opportunities -exist for the
program? What are some key areas

| of untapped potential?

Challenges

What are the key challenges or
threats to the quality of our program
that need to be addressed? What
are others doing that we are not?
What future challenges may affect
the program? What external or
future challenges or threats does
the program face?
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34 TOWS MATRIX

TOWS Matrix begins with an audit of external threats and opportunities, Such scruhny gives’
a clear insight and helps to adopt long term strategies. Thereafter, the internal strengths and

- weaknesses of a company are taken into consideration. In the next stage, the internal analysis

gets intertwined with external analysis to devise a strategy.

TOWS Analysm, goes way beyond the conventional SWOT Analysis and aids organizations
to remain one step ahead in the ever-changing competitive landscape. The TOWS Matrix
can also help in the generation of amazing ideas in relation to fruitful marketing strategies,
decision-making, protection against threats, opportunities, diminishing threats, overcoming,
weaknesses and awareness regarding potential shortcomings. |

SR I INTERNAL FACTOR
S ' ‘Strength (S) Weakness (W)
EX'I‘ERNAL i Strer_lgth / Weakness/
FACTOR Opportunities (O) Opportunities Opportunities
e (S0) (WO)
SN Strength/Threats Weakness/
S Threats (T) (ST) Threats (WT)

Figure 3.1 The TOWS Matrix

Although internal and external factors are incompatible features, there still exists a
balance between them. Strengths and Weaknesses fall under internal factors and consist of
HR policies, manufacturing processes, goals and ob]ectlves, atiributes of the products and
services offered to the target market, core values, work culture, staff, and fundamentals of )
the company.

On the contrary, Opportunities, and Threats fall under external factors and consists of
government policies, dynamic nature of the market, evolving tastes and preferences of the
customers, competition in the market, fluctuation rates of the raw materials required for the
production and etcetera.

Now, we will move on to the discussion where we will discuss the four potenﬁal
strategies of the TOWS Matrix. The four TOWS strategies are:

® Strength/Opportunity (50O)

* Weakness/Opportunity (WO)
® Strength/Threat (ST)

* Weakness/Threat (WT)

Strengths and Opportunities (SO) / Maxi-Maxi Strategy

The aim of a Maxi-Maxi Strategy is to utilize internal strengths to make optimum use of the -
external opportunities available to the company. In other words, the company has to utilize
the strengths by using its resources to cash in on potential opportunities. .
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Example: If a company has reasonably established a brand name in the market and has Notes
won the hearts of tlie consumers, there lies a golden opportunity to explore the new market
locations or introducing a new line of products and services for the same target market. Such
a step can turn out to be the best for the upliftment of the firm.

Strengths and Threats (ST) / Maxi-Mini Strategy

The aim of a Maxi-Mini strategy is to maximize the s‘,l:rengths of a company while x‘ninimizing
the threats with the support of these strengths. Thus, a company should take advantage
of the internal strengths to avoid massive external threats. This strategy indicates that the
management of the organization can employ all the internal strengths to counter any of the
possible threats that can come in the way of the business as obstacles.

Example: In the market, there is always a cut-throat competition amongst peers or,
between new and old entrants. In such a scenario, to beat the competition, the lagging
company needs to take advantage of the internal strengths such as quality, manufacturing
techniques, legacy and customer service. :

Weakness and Opportunities (WO) / Mini-Maxi Strategy

The Mini-Maxi strategy attempts to minimize the weaknesses and to maximize the opportunities,
The aim is to revamp internal weaknesses by making use of external opportunities. The
management of the company will detect various alternatives to look past the weaknesses and
take control of the opportunities that come up in the course. It is always a wise decision to
decline or correct the weaknesses and untap the opportunities.

Example: If the company doesn’t possess any expertise in any of the business domains -
which is necessary for the growth and is gifted an opportunity to ally with another company
that has the needed expertise, it works as a fairly convenient situation for both the companies.

Weakness and Threats (WT) / Mini-Mini Strategy

The aim of the Mini-Mini strategy is to minimize weaknesses and minimize threats. This is
definitely the most defensive spot in the TOWS Matrix. It is mostly utilized when a company
is in a deplorable position. In such a scenario, the company operates in an aggressive
environment and has little or no development opportunities. The mini-mini strategy is nothing
but a pessimistic style of liquidation of a company.

Example: A comnpany has lost its shine and glory and has lost the faith of the stakeholders.
Thus, there exists a threat of losing out on funding and investment by investors. In this
case. it might close down poor-selling products, cut down underperforming employees and
build a hostile technique of selling. If optimistic, the company might look for merging with
another suitable company to leverage its expertise and resources for hanging on to funding,.

TOWS Matrix - Apple INC
"Let us now apply these four strategies of TOWS Analysis to a famous company called Apple.

Apple Inc. is an American multinational organization specialized in technology and has
its headquarters in Cupertino, California. Apple fabricates, builds and sells computer software,
eléctronic products, and online services. The tech giant was established by Steve Jobs, Ronald
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Wayne, and Steve Wozruak in- Apnl 1976. 1t is considered. as the world’s largest technology

-company by means of revenue and is also one of the world’s most valuable companies.

"According to statistics, it is-the world s third-largest mobile phone manufacturer after.
Samsung -and ‘Huawei. Apple’s renowned products consist of:the iPad tablet computers,
HomeP&5d smart speaker, iPod portable media -player; iPhone smartphone, Mac personal
computer, Apple Watch smartwatch, AirPods wireless earbuds, and Apple TV digital media

player. The online services provided by Apple are iTunes Store, Mac App Store,-Apple TV+, -

iCloud, Apple Music, the iOS App Store, and Apple TV+. In Fiscal YEAR 2018; the worldwide
revenue of Apple totaled .to $265 billion.

The strengths, weaknesses, opportunities, and threats of Apple are mentioned below. After
glancmg through them, we will begm performmg our TOWS Matrix according to the rule.

S trengths

.- Apple is known as a Market leader and thus, maintains-a high standard across several
products and services. It is the most trusted brand in the entire marketplace,

" ®. It has-a.strong brand image and thus helps the audience to differentiate Apple fromr
other competitors and posmvely influences the purchasing decisions.

e- It possesses extensive fmanc1al strength and thus has higher profitability and 11qu1dxty

** Apple has also a highly innovative. and highly sophisucated supply «chain which-helps
in maintaining, efficiency:

* It also has High-profit margins because of the consistent sales of its popular products

* The premiumquality of its products-aliéws Applé to enjoy-a large-and loyal customer
base.

Weakiess

». Apple Products are not priced by keepmg the competmon'm mind and.can be afforded
By a certain section or class.

* There is an availability of a narrow product range compared to its competitors.

® Theproductsand servicesare only compatible with Apple products and are incompatible
* with-the products of other brands.

Opportumtzes

® There is a constant rise in demand and craze for mobile devices irrespective of the
quoted price.

Threats )
¢ Inspite of being, market leaders, there has been an emergence of competitors.
.*- The costof manufacturmg has been constantly on the rise.

* There has been also a decline in the market share of Apple due to the fa.llmg demand of
Laptops-and Personal Computers;

Strengths -and. Opportunities-(SO) of Apple -

Since there has been an increase in demand for mobile devices, the company should increase its
focus by.concentrating.on manufacturing and marketing to generate-profit. Apple should also
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leverage its brand value and financial strength to enter into new products and consequently Notes
increase their sales and profit. Such a.step will aid Apple benefit from its existing.customer. '
base and customer loyalty. Further, if it partners with other brands to mass-produce.compatible
products and- create mutually advantageous relationships, it will highly assist Apple in hack
into the customer base of other brands.

Strengths and Threats (ST) of Apple

Apple should build a diversified range of products to fabricate its customer base.and diminish
the pressure of competitiveness. Another most important point is to consider the cultural
variance to retain the competitive advantage created by Steve Jobs.

Weakness and Opportunities (WQ) of Apple

Since Apple has only high-end products, it should release a cluster of products at an affordable
price to make it feasible for middle-class consumers. Creating a larger product sets and thereby,
‘entering into a new product arena will also help Apple to serve new customer segments.

Weaknesses and Threats (WT) of Apple

Releasing a range of competitively priced products to attract middle-class customers can
change the scenario altogether to reduce the pressure from competitors. It should also widen
the product sets and try to cash in on the capability of the existing. supply chain to decrease
the manufacturing costs.

Adt;antages & Disadvantages of TOWS Analysis

We will now elaborate on the major pros and cons of TOWS Analysis.

Advantages of TOWS Matrix

s TOWS Analysis helps to stumble upon strateglc ideas by+interconnecting the internal
and external factors for the organizations.

A
e Itis cost-effective in nature.
e It's user-friendly and can be performed by any layman after learning a few parameters.

s TOWS Analysis can be applied to any company irrespective of the-industries and
economies. '

* It helps organizations to upgrade their strategies with changing dynamics.

Disadvantages of TOWS Matrix
¢ TOWS analysis becomes tough to handle if we are overloaded with information.

* On many occasions, TWOS Matrix doesn’t take the ever-changing competitive
environment into consideration and can affect the main agenda of finding out strategies
for busingéss in attaining elevated profits, higher sales, creation of brand value and etcetera.

3.5 VARIOUS CORPORATE STRATEGIST: GROWTH/EXPANSION

One of the major competitive tactics that firm adopt to enhance position in market place
is growth strategies (Harrison, 2013). It is documented in bulk of studies that growth of
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" Notes organization is related to economic development due to };rocesses taking place within the
firm (Penrose, E.T, 1959). Ine more firms grow the more resources they can access, thus
firm growth is considered as a path dependent process {(Akpinar, 2009). The resource-based
view considers a firm's own set of resources and ability as the driver of growth and states
that a firm predicts the growth strategies based on its resources and competencies (Otto and
Low 1998). These strategies seek an increase in size and the expansion of current operations.
There are some approaches companies must use to execute a growth strategy. The method
a company uses to expand its business is mainly contingent upon its financial position, the
competition and even government directive. Some general growth strategies in business include
market penetration, market expansion, product expansion, diversification and acquisition.

Types of Growth Strategies

Two types of growth suategies are developed that include Internal and External.

Internal growth strafegy

Internal growth strategies perform several actions that include Designing and developing
new products/services, building on existing products/ services for new opportunities, increase
sales of products/services through better market reach, expanding existing product lines and
service offerings, reaching out for new markets and expansion into foreign markets,

Market . epr -
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Figure 3.2 Ansoff product market growth strategy

Ansoff product marketing expansion grid: The Ansoff product and market growth
matrix is a marketing planning device which generally assists a business in determining its
product and market growth. This is usually determinéd by focusing on whether the products
are new or existing and whether the market is new or existing, The model was developed by
H. Igor Ansoff. Ansoff. The Ansoff Matrix has four alternatives of marketing strategies that
include Market Penetration, product development, market development and diversification.

Market penetration: This qsuaily covers products that are also existent in an existing
market. In this tactic, there can be further exploitation of thq products without necessarily
changing the product or the outlook of the product. Market penetration happens when
. @ company penetrates a market in which current products already exist. These strategies
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enable the business to compete head to head with incumbents in the market. Market Notes
Penetration boost sales through effective marketing strategies within the current target |
market to maintain or grow the market share of the current product range, become the
leading player in the growth markets, drive out competitors, increase the usage of a
company's products by its current customers. )

Market development: It identify new market segments for existing products (Harrison,
2013). Market development strategy involves in expanding the current market through
new users. Market Development expand sales in new markets through expanding
geographic representation. An organizations current product can be changed, improved
and marketed to the existing market. The product can also be targeted to another
customer segment.

Product development: These strategies modify existing products (Harrison, 2013). Product
Development strategies enhance sale through new products/services.’An organization
that already has a market for its products might try and follow a strategy of developing
additional products, aimed at its current market. ‘

Integration

Vertical integration: Vertical Integration is the degree to which a firm owns its upstream
suppliers and its downstream buyers. It increases business activity by moving forward
or backward on the industry supply chain and it may also be achieved through external -
growth in the form of joint venture or acquisition.

Horizontal integration: Horizontal integration is the addition of other business activities
of same level of value chain. Horizontal integration is an approach where a company
acquires, mergers or takes over another company in the same industry value chain. The
main objective of horizontal integration is to grow the company in size, increase product
differentiation, achieve economies of scale, decrease competition or enter new markets.
Advantages of Horizontal Integration include Economics of scale, Selling more of the
same product in different parts of the world, Economics of Scope, Sharing resources
common to different products. :

Main disadvantages of Horizontal Integration are costs increased work load Increased,
responsibilities Anti-trust issues and creating a monopoly. There are three types of
Vertical Integration. Backward (upstream) vertical integration is when a company owns
some of the subsidiaries that produce some of the inputs used in the production of its
products. Forward vertical integration is when a company owns the subsidiaries that
market the product. Balanced Vertical Integrat:ion is a company that sets up'subsidiaries
that supply them with inputs as well as market their product. Advantages of Vertical
Integration include reduce transportation cost, improve supply chain coordination, more
opportunities to differentiate by means of increased control of inputs, capture upstream
and downstream profits and increase entry barriers to potential rivals. Disadvantages
of Vertical Integration include potentially higher cost due to the lack of supplier
competition, Decreased Flexability, developing new competencies may compromise
existing competencies, increase bureaucratic costs and monopolization of markets.

Diversification: Diversification is dominant business strategy that intends to increase
productivity through greater sales volume obtained from new products or new
markets. Diversification Strategy is the enlargement of new products in the new market.
Diversification strategy is implemented by the company if the current market is saturated
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Notes due to which revenues and profits are lower. Diversification is considered as the most
risky since it requires both product and market development and they may be outside
the firm's core competencies. A firm may expand if current product lines do not have
much growth potential, or if current operations are not profitable. There are two basic
diversification strategies that include concentric/related and conglomerate/unrelated
diversification (Hunger and Wheelen, 2009). In related diversification, 'the business
remains in the same industry in which it is familiar with. Related diversification occurs
when a firm enters into strategic business area by adding products or services, which
are related to the existing cote SBA.

The objective of related diversification is to accomplish strategic fit, Wthh allows a firm
to achieve synergy. Synergy is the ability of two or more businesses to produce more
profits together than they could separately. According to- Hunger and Wheelen (2009),
this strategy may be suitable if a firm has a tough competitive position' but current
industry attractiveness is low. Related diversification can be categorized by the direction
of diversification, vertical integration (backward and forward) and horizontal inte gration.
Backward integration is described as the firm diversifies closer to the sources of raw
materials in the stages of production. It allows a firm to control over the quality, of the
supplies being purchased (Thomas, 2010).

' Unrelated diversification occurs when a firm enters into new SBAs which are not
linked to the existing core SBA, either through technology or market needs (Ansoff,
1987, Pp:123). Synergy may result through the application of management capability or
financial resources, but the main purpose is to obtain valuable assets that will increase
profitability (Thomas, 2010). If unrelated diversified businesses seem to grow faster, the
track record of diversification remains poor as in many cases especially if management
team lacks experience or skill in the new line of business (Porter; 1987). A firm cannot
precisely evaluate the industry’s potential, and problems will ultimately occur even
the new business is initially successful. In unrelated diversification, there are generally
no previous industry relations or market experiences. One can diversify from a food
industry to.a mechanical industry for instance.

External Growth Strategies

Strategic alliances: A strategic alliance is a form of affiliation that involves a mutual
sharing of resources or ‘partnering' to improve efficiency. In strategic alliances, the focus
is on 'sharing' of resources rather than seeking change in control. Equity investment-in
each other's company is not any focus. Merger: In merger two firms agree to move ahead
and exist as a single new company. Merger can be merger of equals, both companies
are of equal sizes, large company merge with smaller one voluntary process and consent
of both companies.

Joint venture: A joint venture is mainly a partnership that creates a new entity to which
the parties contribute personnel, equipment, cash, intellectual property or other assets.
~ The venture parties agree to a governance structure to manage the entity and a formula
. to share its revenues, costs and profits. A joint venture can be organized to execute a
project for a defined period of time or can be a business relationship that is intended to
be open-ended. An entity formed between two or more parties to undertake a specified
activity together, Parties agree to create a new entity by both contributing equity, and
they then share revenue, expenses, and control of the enterprise. A joint venture can be
a good way for an emerging middle market company to diversify its product line and
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marketing channels, commercialize new products and services, explore entering new Notes
markets, acquire new market knowledge, share investments in projects that carry high
business or technical risk, increase its ecosystem and sphere of influence.

Acquisition: Acquisition is a deal when one company takes over another company and
buyer becomes sole proprietor. C

Expansion Strategies

Every enterprise seeks growth as its long-term goal to avoid annihilation in a relentless
and ruthless competitive environment. Growth offers ample opportunities to everyone in
the organization and is crucial for the survival of the enterprise. However, this is possible
only ‘when fundamental .conditions of expansion have been met. Expansion strategies are
designed to allow enterprises to maintain their competitive position in rapidly growing
national and international markets. Hence to successfully compete, survive and flourish, an
enterprise has to pursue an expansion strategy. Expansion strategy is an important strategic
option, which enterprises follow to fulfill their long-term growth objectives. They pursue it
to gain significant growth as opposed to incremental growth envisaged in stability strategy.
Expansion strategy is adopted fo accelerate the rate of growth of sales, profits and market

" share faster by entering new markets, acquiring new resources, developing new technologies
and creating new managerial capabilities.

Expansion strategy provides a blueprint for business enterprises to achieve their
longterm growth objectives. It allows them to maintain their competitive advantage even in
the advanced stages of product and market evolution. Growth offers economies of scale and
scope to an organization, which reduce operating costs and improve earnings. Apart from
these advantages the organization gains a greater control over the immediate environment
because of its size. This influence is crucial for survival in mature markets where competitors
aggressively defend their market shares,

Conditions for Opting for Expansion Strategy
Firms opt for expansion strategy under the following circumstances:

* When the firm has lofty growth objectives and desires fast and continuous growth in
assets, income and profits. Expansion through diversification would be especially useful .
to firms that are eager to achieve large and rapid growth since it involves exploiting
new opportunities cutside the domain of current operations.

* When enermous new opportunities are emerging in the environment and the firm is
ready and willing to expand its business scope.

* Firms find expansion irresistible since sheer size translates into superior clout.
* When a firm is a leader in its industry and wants to protect its dominant position.

© Expansion strategy is opted in volatile situations. Substantive growth would act as a
cushion in such conditions.

¢ When the firm has surplus fesou;ces, it may find it sensible to grow by levering on its
strengths and resources. )

* When the environment, especially the regulatory scenario, blocks the growth of the firm
in its existing businesses, it may resort to diversification to meets its growth objectives.
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Notes o When the firm enjoys synergy that ensues. by tapping certain opportunities in the
environment, it opts for expansion strategies. Fconomies of scale and scope and
competitive advantage may accrue through such synergistic operations. Over the Jast
decade, in response to economic liberalisation, some companies in India expanded t;me
scale of existing businesses as well as diversified into many new businesses.

Growth of a business enterprise entails realignment of its strategies in product — market

- ' ‘| environment. This is achieved through the basic growth approaches of intensive expansion, .

_integration (horizontal and vertical integration), diversification and international operations.
Firms following intensification strategy concentrate on ‘their primary line of business and
look for ways to meet their growth objectives by increasing their size of operations in this
primary business. A company may expand éxternally by integrating with other companies.
An organization expands its operations by moving intd a different industry by pursuing
diversification strategies. An organization can grow by “going international”, i.e., by crossing
domestic borders by employing any of the expansion strategies discussed so far.

Expansion Through Intgnsifiéation

Intensification involves expansion within the existing line of business. Intensive expahsion
strategy involves safeguarding the present position and expanding in the current product-
market space to achieve growth targets. Such an approach is very useful for enterprises that
have not fully exploited the opportunities existing in their current products-market domain.
A firm selecting an intensification strategy, concentrates on its primary line of business and
looks for ways to meet its growth objectives by increasing its size of operations in its primary
business. Intensive expansion of a firm can be accomplished in three ways, namely, market

" penetration, market development and product development first suggested in Ansoff’s model.

Intensification strategy is followed when adequate growth opportunities exist in the
firm’'s current products-market space. However, while going in for internal expansion, the
management should consider the following factors:

* While there are 2 number of expansion options, the one with the }ughest net present
- value should be the first choice.

+ Competitive behaviour should be predicted in order to determine how and when the
competitors would fespond to the firm’s actions. The firm must also assess jts strengths

and weaknesses against its competitors to ascertain its competitive advantages.

e The conditions prevailing in the environment should be carefully examined to determine
the demand for the product and the price customers are willing to pay:

e The firm must have adequate financial, technological and managerial capabﬂmes to
expand the way it chooses. :

¢ Technological, social and demographic trends should’ be carefully monitored before ..~
implementing product or market development strategles Thisis very cmcxal espeaally,
in a volatile business environment.

i . - IS

v LA
Amnsoff's Product-Market Expanswn Grid ;_,/ : S e T

- -

"The product/ market grid first presented by Igor Ansoff (1968), shown in Table 3.2, has proven
to be very useful in discovering growth opportumtles This gnd best illustrates the various
intensification optmns avallable to a ﬁrm. The product/market grid has two dimensions,

. . . '_ . ,
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namely, products and markets. Combinations of these two dimensions result in four growth Notes
strategies. According to Ansoff's Grid, three distinct strategies are possible for achieving
growth through the intensification route. These are:.

Market Penetration: The firm seeks to achieve growth with existing products in their
current market segments, aiming to increase its markets share.

Market Development: The firm seeks growth by targeting its existing products to new
market segments.

Product Development: The firm develops new products targeted to its existing market
segments.

Diversification: The firm grows by d1vers1fy1ng into new busmesses by developing new
products for new markets.

Table 3.2 Ansoff's Grid

Markets/?roducts Current Markets New Markets
Current Products  Market Penetration - Market Development
New Products Product Development | Diversification

Market Penetration

When a firm believes that there exist ample opportunities by aggressively exploiting its
current products and current markets, it pursues market penetration approach. Market
penetration involves achieving’ growth through existing products in existing markets and a
firm can achieve this by:

* Motivating the existing customers to buy its product more frequently and in larger
quantities. Market peneiration strategy generally focuses on changing the infrequent
users of the firm'’s products or services to frequent users and frequent users to heavy
users. Typical schemes used for this purpose are volume discounts, bonus cards, price
promotion, heavy advertising, regular publicity, wider distribution and obviously
through retention of customers by means of an .effective customer relationship
management.

® Increasing its efforts to attract its competitors’ customers. For this purpose, the firm
must develop significant competitive advantages. Attractive product design, high
product quality, atiractive prices, stronger advertising, and wider distribution can assist
an enterprise in gaining lead over its cornpetitors. All these require heavy investment,
which only firms with substantial resources, can afford. Fifms less endowed may search
for niche segments. Many small manufacturers, for instance, survive by seeking outand
cultivating profitable niches in the market. They may also grow by developing highly
specialized and unique skills to cater to a small segkment of exclusive customers with
special requirements.

¢ Targeting new customers in its current markets. Price concessions, better customer
service, increasing publicity and other techniques can be useful in this effort.

In a growing market, simply maintaining market share will result in growth, and there
may exist opportunities to increase market share if competitors reach capacity limits. While
following market penetration strategy, the firm continues to operate in the same markets
offering the same products. Growth is achieved by incréas'mg'its market share with existing
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Notes products. However, market penetration has limits, and once the market approaches saturation
another strategy must be pursued if the firm is to continue to grow. Unless there is an intrinsic
growth in its current market, this strategy necessarily entails snatching business away from
competitors. The market penetration strategy is the least risky since it leverages many of the
firm’'s existing resources and capabilities. Another advantage of this strategy is that it does
not require additional investment for developing new products.

Market Development Strategy

- Market Development strategy tries to achieve growth by introducing existing products in
new markets. Market development options include the pursuit of additional market segments
or geographical regions. The development of new markets for the product may be a good
strategy if the firm’s core competencies are related more to the specific product than to its
experience with a specific market segment or when new markets offer better growth prospects
compared to the existing ones, Because the firm is expanding into a new market, a market
development strategy typically has more risk than a market penétration strategy. This is
because managers do not normally possess sound knowledge of new markets, which may
result in inaccurate market assessment and wrong marketing decisions.

In market development approach, a firm seeks to increase its sales by taking its product
into new markets. The two possible methods of implementing market development strategy
are, (a) the firm can move its present product into new geographical areas. This is done by
increasing its sales force, appointing new channel pariners, sales agents or manufacturing
representatives and by franchising its operation; or (b) the firm can expand sales by attracting

,new market segments. Making minor modifications in the existing products that appeal to
new segments can do the trick. :

Product Development Strategy

Expansion through product development involves develppment of new or improved products
for its current markets. The firm remains in its present markets but develops new products
for these markets, Growth will accrue if the new products yield additional sales and market
share. This strategy is likely to succeed for products that have low brand loyalty and/or
short product life cycles. A Product development strategy may also be appropriate if the
firm’s strengths are related to its specific customers rather than to the specific product itself.
In this situation, it can leverage its strengths by developing a new product targeted to its
existing customers. Although the firm operates in familiar markets, product development
strategy carries more risk than simply attempting to increase market share since e there are
inherent risks normally associated with new product development.

The three possible ways of implementing the product development strategy are:
* The company can expand sales through developing new products.
* The company can create different or improved versions of the current products.

* The company can make necessary changes in its existing products to suit the different
likes and dislikes of the customers.

Combination Strategy

Combination strategy combines the intensification strategy variants i.e., market penetration,
market development and ‘product development to grow. In the market development and -
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market penetration sfrategy, the firm continues with its current product portfolio, while the Notes
product development strategy involves developing new or improved products, which will
satisfy the current markets.

Expansion Through Integration

In contrast to the intensive growth, integration strategy involves expanding externally
by combining with other firms. Combination involves association and integration among
different firms and is essentially driven by neéd for survival and also for growth by building
synergies. Combination of firms may take the merger or consolidation route. Merger implies
a combination of two or more concerns into one final entity. The merged concerns go out
of existence and their assets and liabilities are taken over by the acquiring company. A
consolidation is a combination of two or more business units to form an entirely new company.
All the original business entities cease to exist after the combination. Since mergers and
consolidations involve the combination of two or more companies into a single company, the
term merger is commonly used to refer to both forms of external growth. As is the case in all
the strategies, acquisition is a choice a firm has made regarding how it intends to compete
(Markides, 1999). Firms use integration to

(i) increase market share,
(ii) avoid the costs of developing
(iii) new products internally and bringing them to the market,
(iv) reduce the risk of entering new business,
(v} speed up the process of entering the market,
(vi) become more diversified and
(vii) quite possibly to reduce the intensity
of competition by taking over the competitor’'s business. The costs of integration inciude
reduced flexibility as the organization is locked into specific products and technology, financial

costs of acquiring another company and difficulties in integrating various operations. There
are many forms of integration, but the two major ones are vertical and horizontal integration.

Vertical Integration

Vertical integration refers to the integration of firms involved in different stages of the
supply chain. Thus, a vertically integrated firm has units operating in different stages of
supply chain starting from raw material to delivery of final product to the end customer. An
organization tries to gain control of its inputs (called backwards integration) or its outputs
(called forward integration) or both. Vertical integration may take the form of backward or
forward integration or both. The concept of vertical integration can be visualized using the
value chain. Consider a firm whose products are made via an assembly process. Such a firm
may consider backward integrating into intermediate manufacturing or forward integrating
into distribution. Backward integration sometimes is referred to as upstream integration and
forward integration as downstream integration. For instance, Nirma undertook backward
integration by setting up plant to manufacture soda ash and linear alkyl benzene, both’
important inputs for detergents and washing soaps, to strengthen its hold in the lower-end
detergents market. Forward integration refers to moving closer to the ultimate customer by
increasing control over distribution activities. For example, a personal computer assembler
could own a chain of retail stores from which it sells its machines (forward integration).
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Many firms in India such as DCM, Mafatlal and National Textile Corporation have set up
their own retajl distribution systems to have better control over their distribution activities.

Some companies expand vertically backwards and forward. Reliance Petrochemicals
grew by leveraging backward and forward integration: it began with manufacturing of textiles
and fibres, moved fo polymers and other intermediates then went into the manufacture of
fibres, then to petrochemicals and oil refining. In power, Reliance. Energy wants to do the
same thing and the catchphrase that for this vertical integration is.” from well-head to wall-
socket’. Reliance Energy’s strategy is to straddle the entire value chain in the power business.
It plans to generate power by using the group’s production of gas, transmit and distribute it
to the domestic and industrial consumers, reaping the returns of not just generating power
using its own gas but selling what it generates-not as a bulk supplier but to the end user.

In essence, a firm seeks to grow through vertical integration by taking control of the
business operations at various stagés of the supply chain to gain advantage over its rivals.
The record of vertical integration is mixed and hence, decisions should be taken after a
comprehensive'and careful consideration of all aspects of this form of integration. In most
cases the initial investments may be very high and exiting an arrangement that does not
prove beneficial may be hard. Vertical integration also requires an organization to develop

additional product market and technology capabilities, which it may not currently possess. )

Factors conducive for vertical integration include

® Taxes and regulations on market transactions,
e Obstacles to the formulation and monitoring of contracts,
* Similarity between the vertically-related activities,

. Sufficient large production qua.nhhes so that the firm can benefit from economies of
scale and .
® Reluctance of other firms to make investments specific to the transaction.
Vertical integration may not yield the desired benefit if,

* The quantity required from a supplier is much less than the minimum efficient scale for
producing the product.

® The product is widely available commodity and its production cost decreases
significantly as cumulatwe quantity increases,

® The core competencies between the activities are very dl.fferent

® The vertically adjacent activities are in very different types of industries (For example,
manufacturing is very different from retailing.) and

* The addition of the new ‘activity places the firm in competition with another player with
which it needs to cooperate. The firm then may be viewed as a competitor rather than
a partner.

Firms integrate vertically to (1) reduce transportation costs if common ownership results
in closer geographic proximity, (2) improve supply chain coordination, (3) capture upstream
or downstream profit margins, (4) increase entry barriers to potential competitors, for.example,
if the firm can gain sole access to scarce resource, (5) gain access to downstream distribution
channels that otherwise would be inaccessible, (6) facilitate investment in highly specialized
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assets in which upstream or downstream players may be reluctant to invest and (7) facilitate
investment in highly specialized assets in which upstream or downstream players may be
reluctant to invest.

The downside risks of an integration strategy to a company include (1) difficulty of
" effectively integrating the firms involved, (2) incorrect evaluation of target firm’s value, (3)
overestimating the potential for synergy between the companies involved, (4) creating a
combination too large to control, (5) the huge financial burden that acquisition entails, (6)
capacity balancing issues. (For instance, the firm may need to build excess upstream capacity
to ensure that its downstream operations have sufficient supply under all demand conditions),
(7) potentially higher costs due to low efficiencies resulting from lack of supplier competition,
(8) decreased flexibility due to previous upstream or downstream investments, (however, that
flexibility to coordinate vertically -related activities may increase.), (9) decreased ability of
increase product variety if significant in-house development is required, and (10) developing
new core competencies may compromise existing competencies.

There are alternatives to vertical integration that may provide some of the same benefits
with fewer drawbacks. The following are a few of these alternatives for relatlonsl'ups between
vertically related organizations.

* Long-term explicit contracts

* Franchise agreements

® Joint ventures

®  Co-location of facilities

* Implicit contracts (relying on firm’s reputation)
Horizontal Combination / Inﬁegratioﬁ
The acquisitio;'l of additional business in

the same line of business or at the same level of the value chain (combining with competitors)
is referred to as horizontal integration. Horizontal growth can be achieved by internal
expansion or by external expansion through mergers and acquisitions of firms offering similar
products and services. A firm may diversify by growing horizontally into unrelated business.
Integration of oil companies, Exxon and Mobil, is an example of horizontal integration. Aditya
Birla Group's acquisition of L&T Cements from Reliance to increase its market dominance
is an example of horizontal integration. This sort of integration is sought to reduce intensity
of competition and also to build synergies.

Benefits of Horizontal Integration
The following are some benefits of horizontal integration:

* Economies of scale-achieved by selling more of the same product, for example, by
geographic expansion.

* “Economies of scope ~ achieved by sharing resources common to different products.
Commonly referred to as ‘synergies’.

® Increased bargaining power over suppliers and downstream channel members,

* Reduction in the cost of global operations made possible by operating plants in foreign
markets.

Noftes
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* Synergy achieved by using the same brand name to promote multiple products.
Hazards of Horizontal Integration

Horizontal integration by acquisition of a competitor will increase a firm’s market share.
However, if the industry concentration increases significantly then anti-trust issues may
arise. Aside from legal issues, another concern is whether the anticipated economic gains will
materialize. Before expanding the scopé of the firm through horizontal integration, management
should be sure that the imagined benefits are real. Many blunders have been made by firms
that broadened their horizontal scope to achieve synergies that did not exist, for example,
computer hardware manufacturers who entered the software business on the premise that
there were synergies between hardware and software. However, a connection between two
products does not necessarily imply realizable economies of scope. Finally, even when the
potential benefits of horizontal integration exist, they do not materialize spontaneocusly. There
must be an explicit horizontal strategy in place. Such strategies generally do not arise from
the bottom -up, but rather, must be formulated by corporate management.

International Expansion

An organization can “go international” by crossing domestic borders as it employs any
of the strategies discussed above. International expansion involves establishing significant
market interests and operations outside a company’s home country. Foreign markets provide
additional sales opportunities for a firm that may be constrained by the relatively small size
of its domestic market and also reduces the firm’s dependence on a single national market.
Firms expand globally to seek opportunity to earn a return on large investments such as plant
and capital equipment or research and development, or enhance market share and achieve
scale economies, and also to enjoy advantages of locations. Other motives for international
expansion include extending the product life cycle, securing key resources and using low-cost
labour. However, to mold their firms into truly global companies, managers must develop

_ global mind-sets. Traditional means of operating with little cultural diversity and without

global competition are no longer effective firms (Kedia and Mukherji, 1999).

International expansion is fraught with various risks such as, political risks (e.g. instability
of host nations) and economic risks (e.g. fluctuations in the value of the country’s currency).
International expansions increases coordination and distribution costs, and managing a global
enterprise entails problems of overcoming trade barriers, logistics costs, cultural diversity, etc.

There are several methods for going international. Each method of entering an overseas
market has its own advantages and disadvantages that must be carefully assessed. Different
international entry modes involve a tradeoff between level of risk and the amount of foreign
control the organization’s managers are willing to allow. It is common for a firm to begin
with exporting, progress to licensing, then to franchising finally leading to direct investment:
As the firm achieves success at each stage, it moves to the next. If it experiences problems at
any of these stages, it may not progress further. If adverse conditions prevail or if operations
do not yield the desired returns iri a reasonable time period, the firm may withdraw from
the foreign market. The decision to enter a foreign market can have a significant impact on
a firm. Expansion into foreign markets can be achieved through:

* Exporting

* Licensing
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* Joint Venture _ Notes
s Direct Investment

Exporting: Exporting is marketing of domestically produced goods in a foreign country
and is a traditional and well-established method of entering foreign markets. It does
not entail new investment since exporting does not require separate production facilities
in the target country Most of the costs incurred for exporting products are marketing
expenses.

Licensing: Licensing permits a company in the target country to use the property of
the licensor. Such property usually is intangible, such as trademarks, patents, and
production techniques. The licensee pays a fee in exchange for the rights to use the
intangible property and possible for technical assistance. Licensing has the potential to
provide a very large ROI since this mode of foreign entry also does require additional
investments. However, since the licensee produces and markets the product, potential
returns from manufacturing and marketing activities may be lost.

Joint Venture: There are five common objectives in a joint venture: market entry, risk/
reward sharing, technology sharing and joint product development, and conforming to
government regulations. Other benefits include political connections and distribution
channel access that may depend on relationships.

Joint ventures are favoured when:

© The partners’ strategic goals converge while their competitive goals diverge;

¢ The pariners’ size, market powar, and resources are small compared to the mdustry
leaders; and

* Tartners’ are able to learn from one another while linuting access to their own
proprietary skills.
The critica] issues to consider in a joint venture are ownership, ‘control, length of
agreement, pricing, technology transfer, local firm capabilities and resources, and
government intentions. Potential problems include, conflict over asymmetric investments,
mistrust over proprietary knowledge, performance ambiguity ~ how to share the profits
and losses, lack of parent firm support, cultural conflicts, and finally, when and how
- when to terminate the relationship.
Joint ventures have conflicting pressures to cooperate and compete:

* Strategic imperative; the partners want to maximize the advantage gained for the joint
venture, but they also want to maximize their own competitive position.

¢ The joint venture attempts to develop shared resources, but each firm wants to develop
and protect its own proprietary resources,

® The joint venture is controlled through negotiations and coordination processes, while
each firm would like to have hierarchical control.

Direct Investment: Direct investment is the ownership of facilities in the target country.
It involves the transfer of resources including capital, technology, and personnel. Direct
investment may be made through the acquisition of an existing entily or the establishment
of a new enterprise. Direct ownership provides a high degree of control in the operations
and the ability to better know the consumers and competitive environment. However,
it requires'a high degree of cormmitment and substantial resources.
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3.6 DIVERSIFICATION

Diversification is an investing strategy used to manage risk. Rather than concentrate money
in a single company, industry, sector or asset class, investors diversify their investments
across a range of different companies, industries and asset classes.

Diversification strategy is applied when companies wish to grow. It is the practice
of introducing a new product into your supply chain in order to increase profits. These
products could be a new segment of the industry your company already occupies, known
as business-level diversification. Alternatively, corporate-level diversification occurs if you
penetrate a new market. '

Diversification is one of four different growth strategies popularised by Igor Ansoff.
Depending on the industry, size, and ambition of your company, one of these growth strategies
is more likely to be a fit than the others. They are:

® Penetraton

e Product Development
®  Market Development
® Diversification

Penetration refers to entering the market at an incredibly low sale price in order to
price out your competitors. Product development refers to the creation and testing of new
products within your current market. Market development refers to entering new markets
outside of your current industry. But, let’s talk about diversification. )

Types of Diversification Strategies

There are three dx.fferent types of diversification strategies that are commonly used today.

" These are:

® Concentric Diversification
* Horizontal Diversification
® Conglomerate Diversification
¢ Concentric Diversification

Concentric diversification: It refers to the development of new products and services
that are similar to the ones you already sell. For example, an orange juice brand releases
4 new “smooth” orange juice drink alongside it's hero product, the orange juice “with
bits”. .

Horizontal Diversification: Horizontal Dlversu'lcatmn refers to the development of new
products that are somewhat related to your original lines. For example, while your
original product was plant pots, you are now. selling seeds for many varieties of herbs
and flowers.

Conglomerate Diversification: Conglomerate diversification refers to the development
of new products that are unrelated to your original lines. For example, your t-shirt
company has now decided to start stocking apple products.

Conglomerate diversification: It is a rhuch riskier strategy than both concentric
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diversification and horizontal diversification. This is because it requires more outlay in Notes
terms of product development and advertising. Plus, due to the goal of penetrating a
new industry- this diversification strategy has more likelihood of failure.

What companies use a diversification strategy?

Companies will use a diversification strategy for three main reasons. Therefore, the companies
who are using diversification strategy are those who:

®* Need to mitigate market risk
® Need to protect their business from the competition
" Need to increase their profits and variety of products stocked

However, this means that the types of companies using a diversification strategy are
usually under pressure. For example, a new competitor is taking a portion of business and
you'd like to acquire it.

Alternatively, taking the decision to diversify requires a lot of analysis work, which
typically needs to be completed in an extremely tight timeline. Let’s go through some
examples of the companies who choose to use a diversification strategy, and their reasoning.

Mitigate Risk

In times of market volatility or downturn, businesses will look to introduce more products
into their line, This spreads their investment across multiple channels, so one product can
afford to lose sales while the overall company does not suffer to the same degree.

There is a general riskiness measure that helps to analyse how successful the introduction
of a new product might be. This has three major points to satisfy:

¢ The porter’s attractiveness test
® The cost of entry is less than predicted future profits
® The better-off test: do these new products have a synergjr or competitive advantage?

Companies that diversify in order to mitigate risk do so because of unsystematic risk.
This refers to risk in the specific market, and could be caused by a competitor getting stronger
or going out of business, for example.

Competition

When competition is strong, businesses will tend to compare their strategic assets to provide
a competitive advantage. Strategic assets refer to the specific resources or capabilities of your
company that are scarce or difficult to replicate.

The types of companies who will diversify to protect their company from the competition
may merge with such competition. In this case, they take out the competition and begin
sharing in the profits. Plus, there are now fewer consumer options which means that pricing
is less competitive, This type of diversification may allow businesses to raise their prices.

A different approach to diversification for competitive purposes is to match or outshine
your competition with new goods. In this case, you may choose to pair up diversification
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with a penetration pricing strategy in order to undercut your competition. The idea with
this is to create loyal, returning customers who then make larger purchases in the future.

Profits

Finally, businesses may choose to diversify in order to raise profits. Concentric diversification
is a popular and proven strategy in this case.

For example, coffee shops will add to their line with food supplements such as sandwiches
and pastries. This may be used as an upsell at the till point and increase profits. Risk of
diversification remains small as the products are similar to those aiready proven to sell.

In a similar vein, gyms may choose to add a sauna‘room or physio room to their
premises. This would not require any added space, but could be rented out to add another
stream of income, thus diversifying,. -

Examples of Successful Diversification

One of the most prominent examples of diversification strategy is General Electric. Oniginally,
the company was focused on electrical goods. However, over the years they have acquired and
created operations in the aeronautic, rail, power plant, gas, and kitchen appliances industries.

Another company that has benefitted from diversification is Apple. They used horizontal
diversification to expand their product range from computers to iPods. This created an
interlinked range of products that beautifully cvmplimented each other and created an
exclusivity to owning Apple. No doubt, this led to the release of the first iPhone, and well,
the rest is history!

Finally, Disney took arisk to diversify with theme parks after building their company first
within the tv and film industry. The company’s ability to commercialise animated characters
has also led to profit streams in their cruise experience, alongside branded products ranging
from clothing to technology.

So, is diversification the right growth strategy for you?

Whether you're a start-up looking to scale up, or an experienced business owner wanting
to explore the possibilities, diversification could be the answer. But, there are other ways to
grow your business that shouldn’t be overlooked.

3.7. STABILITY

Stability Strategy is a corporate strategy where a company concentrates on tnaintaining its
current market position. A company that adopts such an approach focuses on its existing
product and market. A few examples of this strategy are offering the same products to
the same clients, not introducing new. products, maintaining market share, and more. The
Stability Strategy is adopted when the organization attempts to maintain its current position
and focuses only on the incremental improvement by merely changing one or more of its
business operations in the perspective of customer groups, customer functions and technology
alternatives, either individually or collectively.

Generally, the stability strategy is adopted by the firms that are risk averse, usually the
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small scale businesses or if the market conditions are not favorable, and the firm is satisfied Notes
with its performance, then it will not make any significant changes in its business operations.
Also, the firms, which are slow and reluctant to change finds the stability strategy safe am(
do not look for any other options.

Usually, a company that is satisfied with its eurrent market share or position uses such '
a strategy. Also, a company following this strategy does not need any additional resources
and work using the existing expertise of the workforce. But, this strategy is useful only if
there is a simple and stable environment.

Nature of Stability Strategy

A firm following stability strategy maintains its current business and product portfolios;
maintains the existing level of effort; and is satisfied with incfemental growth. It focuses
on fine-tuning its business operations and improving functional efficiencies through better
deployment of resources. In other words, ‘a firm is said to follow stability/ consolidation
strategy if:

* It decides to serve the same markets with the same products;

® It continues to pursue the same objectives with a strategic thrust on incremental
improvement of functional performances; and

* It concentrates its resources in a narrow product-market sphere for developing a
meaningful competitive advantage.

Adopting a stability strategy does not mean that a firm lacks concern for business growth.
It only means that their growth targets are modest and that they wish to maintain a status
quo. Since products, markets and functions remain unchanged, stability strategy is basically
a defensive strategy. A stability strategy is ideal in stable business environments where an
organization can devote its efforts to improving its efficiency while not being threatened with
external change. In some cases, organizations are constrained by regulations or the expectations
of key stakeholders and hence they have no option except to follow stability strategy.

Generally large firms with a sizeable portfolio of businesses do not usually depend on the
stability strategy as a main route, though they may use it under certain special circumstances.
They normally use it in combination with the other generic strategies, adopting stability for
some businesses ‘while pursuing expansion for the others. However, small firms find this a
very useful approach since they can reduce their risk and defend their positions by adopting
this strategy. Niche players also prefer this strategy for the same reasons.

Conditions Favouring Stability Strategy

Stability strategy does entail changing the way the business is run, however, the range of
products offered and the markets served remain unchanged or narrowly focused. Hence, the
stability strategy is perceived as a non-growth strategy. As a matter of fact, stability strategy
does provide room for growth, though to a limited extent, in the existing product-market
area to achieve current business objectives. Implementing stability strategy does not imply
stagnation since the basic thrust is on maintaining the current level of performance with
incremental growth in ensuing periods. An organization’s strategists might choose stability -
when: ’
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* The industry or the economy is in turmoil or the environment is volatile.

® Uncertain conditions might convince strategists to be conservative unti] they became
more certain.

e Environmental turbulence is minimal and the firm does not foresee any major threat to
itself and the industry concerned as a whole.

* The organization just finished a period of rapid growth and néeds to consolidate its
gains before pursuing more growth.

* The firm’s growth ambitions are very modest and it is content with incremental growth
* The industry is in a'mature stage with few or no growth prospects and the firm is
currently in a comfortable posmon in the industry

Rationale for,Usmg Stability Strategy

. There are a number of circumstances in which the most appropriate growth stance for a company

is stability rather than growth. Stability strategy is normally followed for a brief period to
consolidate the gains of its expansion and needs a breathing spell before embarking on the

- next round of expansion. Organizations need to ‘cool off’ for a while after an aggressive phase

of expansion and must stabilize for a while or they will become inefficient and unmanageable.
India Cements went through a rapid expansion by acquiring other cement companies before
stabilizing and consolidating its operations. Videocon and BPL had first diversified mto new

businesses and then started consolidating once faced with stiff competition.

Managers pursue stability strategy when they feel that the enterprise has been performing
well and wish to maintain the same trend in subsequent years. They would prefer to adopt
the existing product-market posture and avoid departing from it. Sometimes, the management
is content with the status quo because the company enjoys a distinct competitive advantage
arid hence does not perceive an imimediate threat.

Stability strategy is also adopted in a number of organizations because the management
is not interested in taking risks by venturing into unknown terrain. In fact they do not-
consider any other option as long as the pursuit of existing business activity produces the
desired results. ‘Conservative managers believe product development, market development
or new ways of doing business entail great risk and therefore, avoid taking decisions, which
can endanger the company. A number of managers also pursue consolidation strategy
involuntarily. In fact, they do not react to environmental changes and avoid drasttc changes
in the current strategy unless warranted by extraordinary circumstances. ’

Sometimes environmental forces compel an organization to follow the strategy of status
qilo. This is particularly true for bigger organizations, which have acquired dominant market
share. Such organizations are usually not permitted by the government to expand because it
may lead to monopolistic and restrictive trade practices detrimental to public interest.

Approaches to Stability Strategy

There are various approaches to developing stability/consolidation strategy. The Management
has to select the one that best suits the corporate objective. Some of these approaches are
discussed below. In all these approaches, the fundamental course of action remains the same,
but the circumstances in which the firms choose various options differ.
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At iz otace the firms exhibit a simple structure with centralised power at the top of

the hierarchy. The primary purpose of this point in time is to establish competencies and -

enerate initial success in terms of products and market,.
b4 P

This is the stage where you will find lots of trial and errors as the companies have to
change their products and services in a manner to suit the demands of its customers and
establish distinct competencies. The pursuit of a niche strategy and frequent innovations are
part of this phase. The product development and delivery stage during the first phase involve
employees wearing several hats and leaders being engaged in strategic as well as tactical
levels. The significant attributes in this environment are flexibility and lean management of
assets and resources for the continued existence of the company. The success in this birth
stage is in finding a niche product/market that will provide enough revenues to maintain
and develop the organization and often involves growth via vision and creativity.

Understanding the business model will help in getting a close view of the bigger picture
so that it becomes possible to know how to generate earnings and revenues and control
expenses for future growth and development of the compary.

2. The growth or survival phase

The second stage of the organizational life cycle is the growth stage that is also referred to
as the survival stage. It is aptly named because at this point; the companies are looking to
solidify their roots, establish a framework, pursue growth and develop their capabilities. The
onus is on setting targets and generating revenues for expansion and growth plans. There are
two possible scenarios in the growth stage; first, some companies enjoy success and growth
and can enter the next step with aplomb whereas some organizations are unable to achieve
the desired success and subsequently fail to survive.

The growth stage is crucial for an.organization, and this is why it puts its onus on early
product diversification and sales growth. Product lines are broadened; efforts are on tailoring
products to suit new markets, managers try to identify subgroups of customers and make
small modifications in product and services to serve them in a better way.

In this stage a functionally-based structure is established, procedures are formalised,
some authority is delegated to the middle managers, customers influence decisions, and the
goal encompasses fulfilling the wishes of the customer to a higher degree.

The roles now become differentiated, and there is an increase in sales and marketing
to generate and fulfil demands. In other words, diversification of the customer base and
product line results in the specialization. To maintain control, the organization introduces
formal methods and cross-functicnal activities.

One issue that an organization can face in this stage is autonomy. Fewer onuses on
innovation activities and limited decentralisation of power can make the company less
responsive to market changes. The growth stage will start to end when the sales of an
organization begin to slow down.

3. The maturity phase

The next stage in the organization-! life cycle is the maturity stage where the company enters
a hierarchal structure of management. In this phase, the companies pay fewer onuses on
expansion and more on safeguarding their interests and maintaining the existing growth and

Notes
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development strategies and plans. It is the middle and top levels management that take up
the mantle of specialising in tasks like routine work, planning, strategising etc.

By the time an organization reaches its maturity level one can see stabilisation in the
sales. This happens because of market saturation and high levels of competitive activities.

Some organizations are highly profitable, ‘and the geal then is to maintain smaoth
functioning to maximise their profits in case the company goes through a declining sales
growth phase. The companies put their onus on internal efficiency, and for this, they start
installing control mechanisms in place. ’

Firms remain centralised and functional, and departmental structures continue to exist
as they are apt for product-market scope. The delegation of power is less compared to the
growth stage because the operations are now more stable and straightforward and do not
require the efforts of numerous people.

There is an emphasis on budgets, formal cost controls, performance measures aned
coordination so that various departments and units can work together effectively.

The maturity phase in an organizational life cycle shows a less proactive and less
innovative decision-making stage. This is because the aim of the company at this point is
apparent - to focus on efficiency instead of a novelty. It waits for the competition to make
the first move and lead the way and then imitates the innovation if necessary.

The maturity stage of an organization can continue for a very long period because
as long as the orgaruza‘aon is showing good sales and revenues figure there is no need to
change the status quo or rock the boat.

4. The renewal phase

The next stage in the organizational life cycle is known as the renewal stage, This is because,
at this point, the companies will experience a renewal in their management structure that
shifts from a hiérarchical organizational structure to a matrix style of organizational structure.
This change facilitates flexibility and creativity in the organization.

The renewal stage is also referred to as the revival stage because of its functions. It is an
optional stage, and several organizations do not put the onus on it whereas other takes care
of it diligently. The revival stage generally occurs between maturity and a decline stage of the
organizational life cycle. This happens because an organization recognises the need for drastic
changes and initiates plans to- implement the set strategies that can alter their current path.

The revival stage is considered for expansion and diversification of product-market
scope. Companies try to follow a policy of rapid growth through diversification, innovation
arid acquisition. This stage involves increased investment and high risks.

The firm forms project teams and task forces to analyse issues and find solution
alternatives systematically. Information processing is expanded and becomes diverse because the
requirement changes from performance reporting and financial controls to information about
customner and market opportunities. This is for identifying the new trends and opportunities
to revive the organizational structure. '

Significant changes start taking place because of the implementation of various policies
by the organization. The revival stage can either be successful, and then the organization
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can maintain and see high growth or not successful, and this can be identified by the lack Notes
of expected sales growth in the company.

5. The decline phase

The last stage of the organizational life cycle is the decline stage that signifies the death of
an organization. This can be identified by minimizing sales figures and profitability in the
organization. This happens because of market stagnation, reluctance for risk-taking, external
challenges, and lack of innovation. .

In this stage of the organizational life cycle, organizations start putting the onus-on
conserving resources. Their sales figures go plummeting downhill because of unappealing
product lines and lack of new technologies in the products, The commmunication between
departments and the levels is weak and well-developed mechanism is absent for information
processing,.

The declining stage is the worst in the organizational life cycle as individuals become
preoccupied with personal objectives instead of organizational goals and objectives. This
slowly and steadily destroys the feasibility and functionality of the entire company.

5.7 MANAGEMENT AND CONTROL

There are a number of key themes to a synergistic, successful and profitable portfolio of
businesses:

* Related competencies and capa'bilities, which can be transferred between businesses
and between each of these businesses and the corporate headquarters, or the overall
strategic leader

®* The ability to create and build value, both individually and collectively, by the
businesses and the corporate headquarters '

* The ability to implement strategies and strategic ideas to achieve their potential. This
contribution is 'again individual (in, say, the form of profit streams because of a strong
competitive position) and collective, through learning, sharing and the transfer of skills
and reSources,

In this unit, therefore, a number of key themes are brought together. First, the relatedness
of the actual businesses in the portfolio. Where technologies or markets are similar or even the
same, there must be relatedness. However, some diversified conglomerates have shown that
they can relate unlike businesses to create value. This relates to issues of style and culture,
rather than basic strategic logic.

Second, the management of the portfolio of activities to ensure that strategies are
implemented effectively. As a result, the overall organization should be demonstrably better
off from the existence of the businesses and strategies involved. Its is clearly possible for a
problematical business to be a distraction which draws resources (people, money and time in
particular) away from potentially more lucrative opportunities. Figure 5.8 shows how strategy
and implementation must work together harmoniously for competitive, strategic and {where
relevant) financial success. Where the strategy is stretched or particularly demanding for the
resources possessed by the organization, there is still Jikely to be under achievement even
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where there is sound. implementation. If the'accompanying implementation is also weak,

_ the organization is likely to seem fragmented and fragile. A basically sound strategy, poorly

implemented, would typically suggest structural and stylistic flaws.

The basic dilernma for many organizations is understanding why, when something is
wrong. If performance is below expectations, is it the-strategy or the implementation which
is mainly to blame? The reaction of many businesses to the very competitive and increasingly
global business environment of the 1990s has been to work gn-both. Strategies have typically
become motre focused and structures less hierarchical. Richter and Owen (1997) show how
there has been:

» Refocusing - organizations have-reduced the number of industries in which they
compete, and :

¢ Simpler structures - characterized by smaller head offices and fewer layers of
management.

In the end we are left to question whether there has been too much reaction and an
over aggressive response, partly the result of pressure from institutional investors and the
financial markets, which have tended to be intolerant of diversity. Yet one of the most
valuable and respected business in the world, General Electric, remains a very diversified
conglomerate. We have tended to assume that diversified conglomerates are strategically
illogical, and yet it could be that many managers have simply been unable to manage them -
in the 1990s when a radically different approach was required from that which succeeded
with diversified conglomerates in the 1980s.

) Structural Strategically
Logical ~and successful
stylistic flaws . :
Corporate
strategy
Strategic
Fragmented—
Stretched strategic and wea[}i?(ne?;.ses
structural flaws underachievement

Poor Good
Strategy
implementation
Figure 5.8 Strategy and implementation

Richter and Owen (at the London School of Economics and Public Science) used -
primary research and secondary data to track the strategic progress of large UK and German
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companies between 1986 and 1996. They found that over this decade 75 per cent of British
companies became more focused compared with only 50 per cent in Germany. The figure
for the US was even lower. Only 16 per cent of acquisitions (32 per cent for Germany) were
in unrelated businesses. Germany experienced more vertical integration than the UK, where
it was almost non-existent At the same time large UK businesses experienced:

¢ Head-office personnel reductions, from an average of 175 to 100
® The number of business heads reporting to boards coming down from eight to six and

® The number of layers of management in the operating businesses being reduced from
seven to five.

Planning
Centralized = # Decentralized
Strategic Strategic Financial
planning control control
Loose and _ Tight financial
flexible " reporting

Control via results

Figure 5.9 Corporate management style

5.8 ACTIVITY BASED COSTING

Activity-based costing (ABC) is a system you can use to find production costs. It breaks down
overhead costs between production-related activities. The ABC system assigns costs to each
activity that goes into production, such as workers testing a product.

Manufacturing businesses with high overhead costs use activity-based costing to get
a clearer picture of where money is going. Because ABC gives specific production cost
breakdowns, you can see which products are actually profitable.

By using activity-based costing, you can:
*® Take into consideration both the direct and overhead costs of creating each product
* Recognize that different products require different indirect expenses
* More accurately set prices
* See which overhead costs you might be able to cut back on

The questions addressed in this section are the following. What is the appropriate
role for corporate headquarters in divisionalized organizations? How much power should
be centralized? How independent should the divisions and business units be? These relate
to the difference between the divisional and the holding company structures and styles of
management, and the themes of integration and behavioural processes within the structural
framework are explored further.

In relation to these issues Goold and Campbell (1988) have contrasted the views of Sir
Hector Laing, ex-chairman of United Biscuits, with those of Lord Hanson. Laing contended
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that it takes a number of years to build a business, and that during this period corporate
headquarters should help-the general managers of business units to develop their strategies.
Hanson argued that it is more appropriate for head office to remain detached from operations,
and instead of involvement to set strict financial targets. All Hanson businesses were reputedly
for sale at any time. Both approaches have been shown to work, but with different levels of
overall performance and strategic growth patterns. In essence it is all down to the quality of
management! The Hanson approach typified that of many diversified conglomerates in the
1980s, but it lost favour with investors in the 1990s. This fact alone was cause enough for
many of them to refocus or break up.

These two approaches represent two ends of a spectrum, and a third approach is a
compromise between the two. This spectrum is illustrated in Figure 5.9. The determining
variables are the extent of centralization and decentralization {which influences the nature
and role of strategic planning in the organization) and the nature of key reporting systems
(the extent to which they are loose and flexible or tight and financial). Goold and Campbell
use three terms - financial control, strategic planning and strategic control - to categorize
large UK companies against these criteria.

Financial Control Companies

Financial control is seen as an ideal approach for a hol-‘t-:ling company where the businesses
are independent and unrelated. Hanson and BTR were excellent examples and advocates of
this style, which for many years under the leadership of Lord (Arnold) Weinstock was also
preferred by the more focused GEC.

® Strategy creation is heavily decentralized to business unit managers. Within their
agreed financial targets they are free to develop and change their competitive and
functional strategies.

» ® Budgets and targets - and their achievement - are critically important control
mechanisms. . :

e The small head office monitors financial returns closely and regularly, intervening
" when targets are missed - head office is a ‘controller’. )

* Head office also acts as a corporate investment banker for investment capital.

® Achievementis rewarded, and units are encouraged to putforward and chase ambitious
targets. Underperforming managers are likely to be removed. ‘

¢ The head office adds value by acquiring and improving underperforming businesses; if
additional value cannot be added it may well sell off businesses.

® There will, typically, be few interdependencies and links between the businesses.

s Growth is more likely to be by acquisition than organic investment, with many financial
control companies taking a short-term view of each business and being reluctant to
invest in speculative research and the development of longer-term strategies.

Owen Green, chief executive and architect of BTR, had the following philosophy:

1. Never pursue extra sales at the expense of profit margins.
2. Raise prices whenever there is an opportunity.
3. Investment should never exceed the amount written off in deprer:xatlon
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The result was high profit margins but a lack of capital investment; growth was mainly Notes
by acquisition rather than by investing in the existing businesses. Herein lay the ultimate ’
limitations. -

Strategic Planning Companies

Strategic planning tends to be adopted in organizations which focus on only a few, an
preferably related, core businesses. Examples include Cadbury Schweppes, United Biscuits
and BP. Historically it has been the favoured approach for most public-sector organizations.

¢ Strategic plans are developed jointly by head office and the business units, with head
office retaining the final say. Strategic planning is centralized.

® Day-to-day operations only are wholly decentralized.

® Head office sets priorities and co-ordinates strategies throughout the organization,
possibly initiating cross-business strategies, and thereby acts as an orchestrator.

* A long-term perspective is realistic, and the search for opportunities for linkages and
sharing resources and best practice can be prioritized. This normally requires central
control. Individually the businesses would tend to operate more independently;
organization-wide synergies may involve sacrifices by individual businesses.

* Goold and Campbell conclude that there are co-ordination problems if this approach is
used in truly diversified organizations.

* Budgets are again used for measuring performance.

¢ The tight central control can become bureaucratic and demotivate managers, who may
not feel ownership of their strategies.

Other dangers are that thinking may become too focused at the centre, with the potential
contributions of divisional managers underutilized; and that the organization may be slow
to change in response to competitive pressures. Value can be added successfully if corporate
managers stay aware and expert in the core businesses and if the competitive environment
allows this style to work.

Strategic Control Companies

Financial control and strategic planning are appropriate for particular types of crganization,
but both styles, while having very positive advantages, also feature drawbacks. The strategic
control style is an attempt to obtain the major benefits of the other two styles for organizations
that are clearly diversified but with linkages and interdependericies. Value is added by
balancing strategic and financial controls.

s Strategy creation involves decentralization to the business units, although head office
still controls the overall corporate strategy.

e The role of head office is to review divisional and business plans, and approve
strategic objectives and financial targets, accepting that they may need to be changed
in a competitive environment. Performing a coaching role, head office encourages
businesses to achieve their potential by active involvement and by fostering the
spreading of learning and good practice through the organization.
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* Strategy creation and budgetary control can be separated, allowing for more creative
performance measurement. Sometimes competitive pressures and misjudgements
mean strategies have to be changed, and hoped-for financial targets may be missed. A
strategic control style can recognize this and deal with the implications.

e Head office does, however, monitor and control financial performance and success
" against strategic milestones and objectives. '

Although decentralization is a feature, head office still requires considerable detail
about the various businesses-if it is to ensure that the synergy potential is achieved and very
short-term thinking is avoided. Political activity will be prevalent as individual businesses
compete with each other for scarce corporate resources.

It was mentioned earlier that GEC, under Lord Weinstock — who was in charge for
32 years - adopted a financial control style. When he retired (in 1996) and was replaced by
Lord George Simpson the style was quickly changed to strategic contral.

Simpson inherited a GEC that was diversified and financially sound, but it was risk
averse and experiencing relatively low growth. It was also in possession of a legendary
cash mountain of £2.5 billion. Simpson created a new agenda for growth. With divestments
and acquisitions the portfolio was changed. The style also changed. There was to be more
focus on customers and people and less on cost control. Therc was greater decentralization,
accompanied by robust reporting systems. It is not unusual to see changes of strategy, structure
and style accompanying a change of leadership, especially if a company is in difficulty or
the predecessor has been in place for a long time.

Two leading organizations that utilized the strategic control style. - ICI and Courtaulds
- both concluded that they were over diversified. This belief was strongly reinforced by
institutional investor pressure. The attitude of the stock market and their shareholders meant
that their share prices were underperforming against the index, the average of the UK’s
largest companies. There were numerous businesses in each organization, although some were
clearly interlinked. At the same time these clusters had little in common and featured different
strategic needs and cultures. Because of these differences, and the inevitable complexity,
corporate headquarters could not add value with a single entity. Both companies split into
two distinct parts to enable a stronger focus on core competencies and strategic capabilities.
Courtaulds, was split into Courtaulds Chemicals (subsequently acquired by Akzo Nobel of
Germany) and Courtaulds Textiles (sold to Sara Lee of the US). ICI separated its chemicals
and pharmaceuticals businesses. The former remain as ICI, but many of the activities have
been divested and replaced by more consumer- focused ,businesses. ICI continues to struggle.
The others were renamed Zeneca, which soon merged into Astra Zeneca.

Levels of Success

Goold and Campbell (1988) studied 16 large UK companies, including those given as examples
above, and concluded that each style has both advantages and disadvantages and that no
one style is outstandingly the most successful. ’

Strategic planning companies proved to be consistently profitable during the 1980s, mainly
through organic growth. Head office corporate staff tended to be a quite large group and
differences of opinion with general managers sometimes caused frustration within the divisions
and business units. Financial control companies exhibited the best financial performance. In a
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number of cases, particularly BTR and Hanson, this resulted from acquisition and divestment Notes
rather than organic growth. Short-term financial targets were felt 1o reduce the willingness
of general managers to take risks. There were few trade-offs whereby short-term financial
targets were sacrificed for long-term growth. A general manager, for example, might consider
a programme of variety reduction and product rationalization with a view to developing a
more consistent and effective portfolio. In the short term this would result in reduced revenue
and profits before new orders and products improved overall profitability. This temporary fall
might be unacceptable in the face of short-term financial targets. Strategic control companies
also performed satisfactorily but experienced difficulties in establishing the appropriate mix
of strategic and financial targets for general managers. Financial targets, being the more
specific and measurable ones, were generally given priority. Goold and Campbell concluded
thai while the style of management adopted within the structure determines the strategic g
changes that take place, the overall corporate strategy of the company very much influences
the choice of style. Large diverse organizations, for example, will find it difficult to adopt a
strategic planning approach. Equally, where the environment is turbulent and competitive,
increasing the need for adaptive strategic change, the financial planning approach is less
appropriate. Not unexpectedly, Hanson's main acquisitions were of companies in mature,
slow-growth sectors.

While companies may appreciate that there is a mismatch between thejr corporate
strategy and style, changing the style can be difficult. Moreover, many organizations will
not be able to implement a new style as effectively as the one that they are used to. Goold
el al. (1993) revisited the organizations and their research five years later, partly stimulated
by the change in fortunes in some of the companies involved. This review reinforced the
corclusion that financial control is ideally suited to a group of autonomous businesses in
a conglomerate, but it is less suitable for a portfolio of core businesses or ones seeking to
compete globally. In 1988 Goold and Campbell had argued that the adoption of a hands-off,
financial control style by GEC and other electronics companies in the UK had hindered
their development as globally competitive businesses. Global development demands synergy
between a number of national businesses.

BTR and Hanson had already begun to focus more on selected core businesses, and
their relative performance was deteriorating. Strategic planning continued to add value as
long as corporate managers had close knowledge and experience of their core businesses.
Where their pertfolio was arguably too diverse - although not so diverse ‘that they could
be classified as diversified conglomerates - strategic control companies were experiencing
difficulties. The researchers poured scorn on the idea that a decentralized structure, supported
by a modern budgeting and planning system, would enable a competent management team
to add value to almost any new business. Strategic control can only work with an effective
mix of tight financial control and devolved authority to instigate emergent strategic changes;
to achieve this successfully, head offices again need to appreciate the detail of competitive
strategies in the subsidiaries, : :

Appreciating the specific problems and opportunities faced by subsidiary businesses is
particularly important for establishing fair reward systems. Reward systems are likely to be
based on specific performance targets, but these could relate to growth in revenue, absolute
profits or profitability ratios. Stonich (1982) has suggested that business units might be
categorized as having high, medium or low growth potential. Four factors could be used in
evaluating their relative performances: return on assets; cash flow; strategic development
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programmes and increases in market share. The relative weighting attributed to each of these
four factors would be changed to reflect their specific objectives and whether, they were of
high, medium or low-growth potential. Return on assets and cash flow would be critical for
low growth business units, and market share and strategic development programames most
important for those with high growth potential. The factors would be weighted equally for
medium growth. This approach would be particularly relevant where general managers were
changed around to reflect their particular styles-of management and the current requirements
of .the business unit. )

One guestion left unanswered concerns the extent to which the conclusions of Goold and
Campbell are a result of British management strengths, weaknesses and preferences. Certain
Japanese companies appear to grow organically at impressive rates while maintaining strict
financial controls and directing corporate strategic change from the centre. This tendency,
however, is affected by legislation which restricts the ability of Japanese companies to grow
by acquisition and merger. Without this control Japanese firms may have followed different

- strategies. The next section endeavours to pull together the lessons from this and other

research and the cases quoted herein.

Activity-based costing vs. traditional costing

" ABC provides an alternative to' traditional costing. Traditional costing: applies an average

overhead rate to direct production costs based on a cost driver (e.g.. hours or volume).

But, some production-related activities use more overhead expenses than others. As a
result, traditional costing can give an inaccurate cost of making each product.

‘Traditional costing is simpler but less specific than activity-based costing. You might
consider going with traditional costir - if you only make a few products.

You may also use traditional costing for reporting externally (e.g., to investors) and
activity-based costing for reporting internally (e.g., to managers).
Benefits and drawbacks of activity-based costing

Although an activity-based cosﬁng system gives you accurate production cost details, it can
be difficult to implement. That’s why you should consider the pros and cons before deciding
if it's right for your business.

Benefits of activity-based costing

ABC costing can help with: \
* Budgeting
® Overhead decisions
® Product pricing
Budgeting: When creating your budget for the year, you probably l:ry to get as specific
as possible when it comes to your incoming and outgoing money.
Achvxty-based costing can help you to set an accurate budget that breaks down exactly
where your money is going—and which products are the most profitable.
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Overhead decisions: The ABC system shows you how you use overhead costs,” which Notes
helps vou determine whether certain activities are necessary for production.

N

Activity-based costing helps you identify where you're wasting money. If you find that
some activities cost more than they should, you can find new methods to do something.
Or, you can cut out steps {and even products) entirely.

Product pricing: Another benefit of ABC is accurate product pricing. Pricing products
can be one of the most difficult decisions you make in business. ‘ )
Failing to take all of your costs into consideration could result in setting your prices
too low. As a result, you might not wind up with a healthy profit margin.

With an ABC systemn, you can assign costs to each activity in the production process.
This shows you all the costs that go into producing a specific product. You can use this
data to set a price that more accurately accounts for how much it costs you to create
the product. -

Drawbacks of an ABC system

Before implementing this type of costing method, consider the cons:
* Complex

¢ Not 100% accurate

Complex: Activity-based costing is more complicated than traditional costing. Instead
of general overhead costs and produ_ction-relaled activities, you need to be specific.
How much time is Employee A spending on Activity XYZ? What about electricity —how
should you split up utility costs by activity?

Getting into the weeds can make it difficult to track data without an elaborate (and
tried and true) system. Not to mention, some businesses don’t have the job positions
and resources to manage an ABC system.

Not 100% accurate: Unfortunately, there isn’t a costing method that gives you a completely
accurate breakdown of your costs. So although an ABC system is more accurate and
detailed than traditional costing, it isn't 100% accurate.

For example, the ABC system requires employees to track how much time they spend
on each activity (e.g., research, production, etc.). Your employees might miscalculate or
even exaggerate their time spent working on an activity.

Activity-based costing calculation

Interested in using the ABC system in your business? To use this costing system, you need
to understand the process of assigning costs to activities.

Take a look at an activity-based costing formula you can use:
{Overhead for Cost Pool / Cost Drivers) X Amount of Activity Cost Driver
Now, let’s take a step back and go over what exactly this means.

A cost pool is a group of individual costs associated with an activity. You can create
cost pools by identifying the activities that go into creating a product. Once you’ve grouped
your costs into a pool, find the total overhead. Keep in mind that there’s ne set number of
groups you need to have.
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A’ cost driver is something that controls changes in the cost of an activity. Examples of
cost drivers include units, labor or machine hours, and parts. Assign cost drivers (you can
have more than one) to each cost pool.

When you divide the total overhead in a cost pool by your totai cost drivers, you get
a cost driver rate.

5.9 STRATEGIC INFORMATION SYSTEM

The concept of Strategic Information Systems or “SIS” was first introduced into the field
of information systems in 1982-83 by Dr. Charles Wiseman, President of a newly formed
consultancy called “Competitive Applications,” (cf. NY State records for consultancies formed
in 1982) who gave a series of public leciures on SIS in NYC sponsored by the Datamation
Institute, a subsidiary of Datamation Magazine.

In 1984 Wiseman published an article on this suﬁject (co-authored by Prof. lan MacMillan)
in the Journal of Business Strategy (Journal of Business Strategy, fall, 1984) In 1985 he publiéhed
the first book on SIS called “Strategy and Computers: Information Systems as Competitive
Weapons” (Dow-Jones Irwin, 1985; translated into French by Bertrand Kaulek and into Italian
by Professor Fabio Corno of Bocconi University). In 1988 an expanded version of this book
called “Strategic Information Systems” was published by Richard D. Irwin. This book was
translated into Japanese by Professor Shinroki Tsuji and published by Diamond Publishing.

Over 50,000 copies have been sold.

The following quotations from the Preface of the first book {“Strategy and Computers:
Information Systems as Competitive Weapons”) establishes the basic idea behind the notion
of SIS:

“I began collecting instances of information systems used for strategic purposes five
years ago, dubbing them “strategic information systems” (Internal Memo, American Can
Company (Headquarters), Greenyvik:h, CT, 1980). But from the start Iwas puzzled by their
occurrence. At least theoretically | was unprepared to admit the existence of a new variety
of computer application. The conventional view at the time recognized only management
information systems, and management support systems, the former used to automate basic
business processes and the latter to satisfy the information needs of decision makers. (Ct.
articles by Richard Nolan, Jack Rockart, Michael Scott Morton, et al. at that time)...But as
my file of cases grew, I realized that the conventional perspective on information systems
was incomplete, unable to account for SIS. The examples belied the theory,and the theory in
general blinded believers from seeing SIS. Indeed, some conventional infermation systems
planning methodologies, which act like theories in guiding the systematic search for computer
application 6pportunities, exclude certain SIS possibilities from what might be found. (ibid.)”

“This growing awareness of the inadequacy of the dominant dogma of the day led
me to investigate the conceptual foundations, so to speak, of information systerns. At first,
I believed that the conventional gospel could be enlarged to accommodate SIS, But as my
research progressed, I abandoned this position and concluded that to explain SIS and facilitate
their discovery, one needed to view uses of computer {information) technology from a
radically different perspective.” :
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“I call this the strategic perspective on information systems (technology). The chapters Notes
to follow present my conception of it. Written for top executives and line managers, they
show how computers (information technology) can be used to support or shape competitive
strategy.” ’

- .

Most of the second book, Strategic Information Systerns, was exposed from 1985 to 1988 |
to MBA students at the Columbia University Graduate School of Business and to a large
number of practitioners seeking to apply SIS concepts to disparate industry settings. Since
that time the concept has stimulated journals on the subject, dissertations, and extensive
critical research. (References: search Google Scholar, Clusty, et al. using the terms: Strategic
Information Systems, SIS, Charles Wiseman, et al.)

Strategic systems are information systems that are developed in response to corporate
business initiative. They are intended to give competitive advantage to the organization. They
may deliver a product or service that is at a lower cost, that is differentiated, that focuses on
a particular market segment, or is innovative._Some of the key ideas of storefront writers are
summarized. These include Michael Porter's Competitive Advantage and the Value Chain,
Charles Wiseman's Strategic Perspective View and the Strategic Planning Process, F. ‘Warren
McFarlan’s Competitive Strategy with examples of Information Service’s Roles, and Gregory
Parson’s Information Technology Management at the industry level, at the firm level, and
at the strategy level.

General Definition

Strategic information systems are those computer systems that implement business strategies;
They are those systems where information services resources are applied to strategic business
opportunities in such a way that the computer systems have an impact on the organization’s
products and business operations. Strategic information systems are always systems that are
developed in response to corporate business initiative. The ideas in several well-known cases
came from information Services peaple, but they were directed at specific corporate business
thrusts. In other cases, the ideas came from business operational people, and Information
Services supplied the technological capabilities to realize profitable results. '

Most information systems are looked on as support activities to the business. They
mechanize operations for better efficiency, control, and effectiveness, but they do not, in
themselves, increase corporate profitability. They are simply used to provide management with
sufficient dependable information to keep the business running smoothly, and they are used
for analysis to plan new directions, Strategic information systems, on the other hand, become
an integral and necessary part of the business, and directly influence market share, earnings,
and all other aspects of marketplace profitability. They may even bring in new products,
new markets, and new ways of doing business, They directly affect the competitive stance of
the organization, giving it an advantage against the competitors. Most literature on strategic
information systems emphasizes the dramatic breakthroughs in computer systems, such
as American Airlines” Sabre System and American Hospital Supply’s terminals in customer
offices. These, and many other highly successful approaches are most attractive to think about,
and it is always possible that an equivalent success may be attained in your organization.

There are many possibilities for strategic information systems, however, which may
not be dramatic breakthroughs, but which will certainly become a part of corporate decision
making and will, increase carporate profitability. The development of any strategic information

Self-Instructional Material |1 231



Strategic Management

Notes

232 IR Self-Instructional Material

systems_always enhances the image of information Services in the organization, and leads
to information management having a more participatory role in the operatlon of the
organlzatxon

The three general types of information' systems that are developed and in general
use are financial systems, operational systems, and strategic systems. These categories are not
mutually exclusive and, in fact, they always overlap to some. Well-directed financial systems
and operational systems may well become the strategic systems for a particular organization.

Financial systems are the basic computerization of the accounting, budgetmg, and
" finance operations of an organization. These are similar and ubiquitous in all organizations
because the computer has proven to be ideal for the mechanization and control or financial
systems; these include the personnel systems because the headcount control and payroll of
a company is of prime financial concern. Financial systems should be one of the bases of
all other systems because they give a common, controlled measurement of all operations and
projects, and can supply trusted numbers for indicating departmental or . project success.
Organizational planning must be ‘tied to financial analysis. There is always a greater

opportunity to develop strategic systems when the financial systems are in place, and

required figures can be readily retrieved from them.

Operational systems, or services systems, help control the details of the business.
Such systems will vary with each type of enterprise. They are the computer systems.that
operational managers need to help run the business on a routing basis. They may be useful
but mundane systems that simply keep track of inventory, for example, and print out reorder
points and cost allocations. On the other hand, they may have a strategic perspective built
into them, and may handle inventory in a way that dramatically impacts profitability. A
prime example of this is the American Hespital Supply inventory control system installed on
customer premises. Where the great majority of inventory control systems simply smooth
the operations and give adequate cost control, this well-know hospital system broke through
with a new version of the use of an operational system for competitive advantage. The
great majority of operational systems for which many large and small computer systems
have been purchased, however, simply help to manage and automate the business. They are
important and necessary, but can only be put into the “strategic” category it they have a-
proncunced impact on the profitability of the business.

All businesses should have both long-range and short-range planning of operational systems
to ensure that the possibilities of computer usefulness will be seized in a reasonable time. Such
planning will project analysis and costing, system development life cycle considerations, and
specific technology planning, such as for computers, databases, and communications. There must
be computer capacity planning, technology forecasting, and personnel performance planning.
1t is more likely that those in the organization with entrepreneurial vision will conceive of

strategic plans when such basic operational capabilities are in place and are well managed.

Operational systems, then, are those that keep the organization operating under control
and most cost effectively. Any of them may be changed to strategic systems if they are viewed
with strategic vision. They are fertile grounds for new business opportumtles

Strategic systems are those that link busmess and computer strategles They may be
systems where a new business thrust has been envisioned and its advantages can be best
realized through the use of information technology. They may be systems where new computer
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technology has been made available on the market, and planners with an entrepreneurial Notes
spirit perceive how the new capabilities can quickly gain competitive advantage. They may
be systems where operational management people and Information Services people have
brainstormed together over business problems, and have realized that a new competitive
thrust is possible when computer methods are applied in a new way.

There is a tendency to think that strategic sysltems are only those that have been conceived
at what popular, scientific writing sometimes calls the “achtpunckt.” This is simply synthetic
German for “the point where you say ‘acht!’ or ‘that’s itI’"” The classical storv of Archimedes
discovering the principle of the density of matter by getting into a full bathtub, seeing it
overflow, then shouting “Eureka!” or “I have found it!” is a perfect example of an achtpuncht.
It is most pleasant and profitable if sormeone is brilliant enough, or. lucky enough, to have
such an experience. The great majority of people must be content, however, to work step-by-
step at the process of trying to get strategic vision, trying to integrate information services
thinking with corporate operational thinking, and trying to conceive of new directions to take
in systems development. This is not an impossible task, but it is a slow task that requires
a great deal of communication and cooperation. If the possibilities of strategic systems are
clearly understood by all managers in an enterprise, and they approach the development of
ideas and the planning systematically, the chances are- good that strategic systems will be
result. These may not be as dramatic as American Airline’s Sabre, but they can certainly
be highly profitable.

There is general agreement that strategic systems are those information systems that
- may be used gaining competitive advantage. How is competitive advantage gained?. At this
point, different writers list different possibilities, but none of them claim that there méy not
be other openings to move through.

Some of the more commnon ways of thinking about gaining competitive advantage are:

Deliver a product or a service at a lower cost. This does not necessarily mean the

- lowest cost, but simply a cost related to the quality of the product or service that
will be both attractive in the marketplace and will yield sufficient return on investment.
The cost considered is not simply the data processing cost, but is the overall cost of all
corporate activities for the delivery of that product or service, There are many operational
compute: systems that have given internal cost saving and other internal advantages,
tut liwey cannot be thought of as strategic untit those savings can be translated to a
better competitive position in the market.

Deliver a product or service that us differentiated. Differentiation means the addition
of unique features to a product or service that are competitive attractive in the market.
Generally such features will cost something to produce, and so they will be the setting
point, rather than the cost itself. Seldom does a lowest cost product also have the best
differentiation. A strategic system helps customers to perceive that they are getting
some extras for witch they will willingly pat.

Focus on a specific market segment. The idea is to identify and create market niches
that have not been adequately filled. Information technology is frequently able to provide
the capabilities of defining, expanding, and filling a particular niche or segment. The
application would be quite specific to the industry. ‘
Innovation. Develop products or services through the use of computers that are new
and appreciably from other available offerings. Examples of this are automatic credit

-
~
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card handing at service stations, and anfomatic teller machines at banks. Such irnovative

approaches not only give new opportunities to attract customers, but also open up

entirely new fields of business so that their use has very elastic demand.

Almost any data processing system may be called “strategic” if it zligns the computer,
strategies with the business strategies of the crganization, and there ic close cooperation in
its development between the information Services people and operaticnal husiness INANAgers.
There should be an explicit connection between the .organization’s busifiess plan and its
systems plan to provide better support of the organization’s goals and objectives, and doser
management control of the critical information systems.

Many organizations that have done substantial work with computers since the 1950's
have long used the term “strategic planming” for any comipuier Ge velopienis that are going
to directly affect the conduct of their business. Not included sce Sudget, or annual planning
and the planning of developing Information Services facilities and the many “housekeeping”
tasks that are required in any corporation. Definitely included in strategic planning are any
information systems that will be used by operational management to conduct the business
more profitably. A simple test would be to ask whether the president of the corporatiof,
or some senior vice presidents, would be interested in the immediate outcome of
the systems c_IeveloiJrnent because they felt it would affect their profitability. If the answer
is affirmative, then the system is strategic.

Strategic system, thus, attempt to match Information Services resources to strategic
business opportunities where the computer systems will have an impact on the products and
the business operations. Planning for strategic systems is not defined by calendar cycles or
routine repbrting. It is defined by the effort required to impact the competitive environment
and the strategy of a firm at the point in time that managernent wants to move on the idea.

Effective strategic systems can only be accomplished, of course, if the capabilities are
in place for the routine basic work of gathering data, evaluating possible equipment and
software, and managing the routine reporting of project status. The calendarized planning
and operational work is absolutely necessary as a base from which a strategic system can be
planned and developed when a priority situation arises. When a new strategic need becomes
apparent, Information Services should have laid the groundwork to be able to accept the
task of meeting that need.

Strategic systems that are dramatic innovations will always be the ones that are
written about in the literature. Consultants in strategic systems must have clearly innovative
and successful examples to attract the attention of senior management. It should be clear,
however, that most Information Services personnel will have to leverage the advertised
successes to again funding for their own systems, These systems may not have an Olympic
effect on an organization, but they will have a good chance of being clearly profitable. That
will be sufficient for most operational management, and will draw out the necessary funding
and support. It helps to talk about the possibilities of great breakthroughs, if it is always kept
in mind that there are many strategic systems developed and installed that are successful
enough to be highly praised within the organizatioa and offer a competitive advantage,
*‘but will not be written up in the Haivar. Business Review.

Another way of characterizing strategic information systems is to point out some of the
key ideas of the foremost apostles of such systems.
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Process of Strategic Planning

Corporate Development Structure Notes

Corporate development is usually’ implemented in large companies led by a corporate
development executive with a mergers and acquisitions (M&A) background. They are typically
certified public accountants (CPA) or hold a master’s degree in business administration. Team
members likely have experience in investment banking and law.

In general, a corporate development team includes:
® Vice president or head of corporate development
e Director or senior director
* Manager or associate
*  Analyst

Their responsibilities typically include:
¢ Identifying potential target companies
® Developing relationships with target companies

s Conducting mergers and acquisition-related activities (negotiation, diligence and
integration)

® Securing financing

¢ Performing financial modeling and analysis
* Managing portfolios

* Improving the customer experience

* Communicating strategic plans to company executives

Types of Corporate Development

The types of corporate development:

Management restructuring

In manageinent restructuring, corporation development calls for changes within the current
management. This reshaping may require eliminating existing positions, replacing some
leaders with more suitable managers with greater skill sets or creating positions to fill in
gaps in productivity.

The purpose of restructuring management is to improve the management team, which
should directly and positively affect the staff they oversee and build a stronger company.

Corporation growith

When a company is looking to grow, its corporate development team often facilitates strategic
expansion. Thig may include entering new markets with a different target consumer, creating
new products and phasing out ‘old ones. Many of these responsibilities require a high level
of experience in marketing and business strategy, so corporations hire external teams to focus
solely on this development process.
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The stages or plays of growth of any company are as follows:

Development: During the development phase, identify and define your idea and begin
Aeshing it out; delve into researching the market you will potentially entering. Garnering
financing for your idea is also an essential part of this stage. i .
Start-Up: Agility is essential during the statt-up stage as you refine your product and/
or services and business model. Establishing your. customer base and disrupting your
market will be two of the many challenges here. N
Growth: Now you should be generating regular revenue and “surviving,” which means
you will want to continue to fine tune your business model. This time with an eye for
growth and expansion as you work to increase your custemer base and revenue.
Expansion: Consider here how entering new markets could be beneficial to growth and
revenue generation. Keeping an eye to the future and generating more rapid growth is
key during this stage.

Maturity: When your company is a strong force in its market and bringing in steady
revenue, you have reached maturity. Some might consider an exit strategy after some
time in the maturity stage, or turn to investigating ways to disrupt the market and
identify new development initiatives, thus beginning a new development cycle.

Strategies for Corporate Development .

M&A: The larger the company (i.e. Fortune 500 companies), the more likely Corporate
Development is using Mé&A for growth and spending a great deal of time deal-sourcing,
developing relationships, and cultivating a pipeline. Why are these businesses spending
so much time and energy on mergers and acquisitions? Mé&A allows for growth in
numerous ways (and somewhat faster growth), such as entering new markets, reducing
competition, and acquiring talent and technology.

Long-term Partnerships: Engaging in long-term partnerships can be easier than engaging
in Mé&A, while still providing some noteworthy benefits. For instance, these partnerships
can end (or at least ease) price wars, block competitors, and provide access to new
products. Perhaps the beriefit with the largest impact is that both companies can be
exposed to new customer bases and markets. The best, most profitable, and lasting,
long term partnerships begin organicaily with a clear understanding of each company’s
values and goals. Some famous partnerships we currently are seeing include Nike and
Apple and Casper and West Elm. In addition to the aforementioned benefits, these
companies also have prospered from co-marketing strategies.

Divestitures and Carve-outs. Divestitures of specific assets can also allow for growth.
Namely, divestitures and carve outs can raise capital for companies. Sometimes this
capital will be used for M&A activities. '

. Strategic Alliances. Alliances are seen as similar to partnerships. However, strategic

alliances ate agreements between two companies with similar goals. There are multiple
types of strategic alliances such as sales alliances and geographical alliances. Examples
include Barnes and Noble and Starbucks, and the pairing of realty companies with
specific banks and/or mortgage brokers.
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4.4 CORPORATE RESTRUCTURING

Corporate restructuririg is an action taken by the corporate entity to modify its capital structure
or its operations significantly. Generally, corporate restructuring happens when a corporate
entity is experiencing significant problems and is in financial jeopardy.

The process of corporate restructuring is considered very important to eliminate all the
financial crisis and enhance the company’s performance. The ‘management of the concerned
corporate entity facing the financial crunches hires a financial and legal expert for advisory
and assistance in the negotiation and the transaction deals.

Usually, the concerned entity may look at debt financing, operations reduction, any
portion of the company to interested investors. In addition to this, the need for corporate
restructuring arises due to the change in the ownership structure of a company. Such change
in the ownership structure of the company might be due to the takeover, merger, adverse
economic conditions, adverse changes in business such as buyouts, bankruptey, lack of
integration between the divisions, over-employed personnel, etc.

Types of Corporate Restructuring

Financial Restructuring

This type of restructuring may take place due to a severe fall in the overall sales because of
adverse economic conditions. Here, the corporate entity may alter its equity pattern, debt-
servicing schedule, equity holdings, and' cross-holding pattern. All this is done to sustain the
market and the profitability of the company.

Organisational Restructuring

Organisational restructuring implies a change in the organisational structure of a company,
such as reduicing its level of the hierarchy, redesigning the job posif.ions', downsizing the
employees, and changing the reporting relationships. This type of restructuring is done to cut
down the cost and to pay off the cutstanding debt to continue with the business operations
in some manner.

Reasons for Corporate Restructuring
Corporate restructuring is implemented in the following situations:

Change in the Strategy: The management of the distressed entity attempts to improve
its performance by eliminating certain divisions and subsidiaries which do not align
with the core strategy of the company. The division or subsidiaries may not appear to
fit strategically with the company’s long-term vision. Thus, the corporate entity decides
to focus on its core strategy and dispose of such assets to the potential buyers.
Lack of Profits: The undertaking may not be enough profit-making to cover the cost of
capital of the company and may cause economic losses. The poor performance of the
undertaking may be the result of a wrong decision taken by the management to start
" the division or the decline in the profitability of the undertaking due to the change in
customer needs or increasing costs.

Reverse Synergy: This concept is in contrast to the principles of synergy, where the value

Notes ~
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of a merged unit is more than the value of individual units -collecﬁvely. According to
reverse synergy, the value of an individual unit .r'nay be more than the merged unit. This
is one of the common reasons for divesting the assets of the company. The concerned
entity may decide that by divesting a division to a third party can fetch more value
rather than owning it. .

Cash Flow Requiren{ent: Disposing of an unproductive undertaking can provide a
considerable cash inflow to the company. If the-concerned corporate entity is facing
some complexity in obtaining finance, disposing of an asset is an approach in order to
raise money and to reduce debt.

-

Characteristics of Corporate Restructuring

s Toimprove the Balance Sheet of the company (by disposing of the unprofitable division
from its core business) '

» Staff reduction (by closing down or selling off the unprofitai:!le portion)

. Cha.ngés in corporate management )

¢ Disposing of the under utilised assets, such as brands/ patent rights.

® OQutsourcing its operations such as technical support and payroll management to a
more efficient 3rd party. =

¢ Shifting of operations such as moving of manufacturing operations to lower-cost
locations.

¢ Reorganising functions such as marketing, sales, and distribution.
e Rex{eg_otiating labour contracts to reduce overhead.
¢ Rescheduling or refinancing of debt to minimise the interest payments.

» Conducting a public relations campaign at large to reposition the company with its
CONSUINETS.

Types of Corporate Restructuring Strategies

Merger: This is the concept where two or more business entities are merged together
either by way of absorption or amalgatmation or by forming a new company. The merger
of two or more business entities is generally done by the exchange of securities between
the acquiring and the target company.

Demerger: Under this corporate’ restructuring strategy, two or more companies are

. combined into a single company to get the benefit of synergy arising out of such a

merger.

Reverse Merger: In this strategy, the unlisted public companies have the opportunity
to convert into a listed.public company, without opting for IPO (Initial Public offer).
In this strategy, the private company acquires a majority shareholding in the public
company with its own name, . '

Disinvestment: When a corporate entity sells out or liquidates an asset or subsidiary,
it is known as “divestiture”,

Takeover/ Acquisition: Under this strategy, the acquiring company takes overall control
of the target company, It is also known as the Acquisition.
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Joint Venture (JV): Under this strategy, an entity is formed by two or more companies
to undertake financial act together. The entity created is called the Joint Venture. Both
the parties agree to contribute in proportion as agreed to form a new entity and also
share the expenses, revenues and control of the company.

Strategic Alliance: Under this strategy, two or more entities enter into an agreement
to collaborate with each other, in order to achieve certain objectives while still acting
as independent organisations.

Slump Sale: Under this strategy, an entity transfers one or more undertakings for
lump sum consideration. Under Slump Sale, an undertaking is sold for consideration
irrespective of the individual values of the assets or liabilities of the undertaking.

4.5 MERGERS & ACQUISITIONS

Mergers and acquisitions, or M&A for short, involves the process of combining two companies
into one. The goal of combining two or more businesses is to try and achieve synergy - where
the whole (new company) is greater than the sum of its parts (the former two separate entities).

Mergers occur when two companies join forces. Such transactions typically happen
between two businesses that are about the same size and which recognize advantages the
other offers in terms of increasing sales, efficiencies, and capabilities. The terms of the merger
are often fairly friendly and mutuélly agreed to and the two companies become equal partners
in the new venture. ‘

Acquisitions occur when one company buys another company and folds it into its
operations. Sometimes the purchase is friendly and sometimes it is hostile, depending on
whether the company being acquired believes it is better off as an operating unit of a larger
venture,

The end result of both processes is the same, but the relationship between the two
companies differs based on whether a merger or acquisition occurred.

Mergers and Acquisitions

A merger or an acquisition in a company sense can be defined as the combination of two or
more companies into one new company or corporation.

The main difference between a merger and an acquisition lies in the way in which the
combination of the two companies is brought about,

In a merger there is usually a process of negotiation involved between the two companies
prior to the combination taking place. For example, assume that Companies A and B are
existing financial institutions. Company A is a high street bank with a large commercial
customer base. Company B is a building society or similar organisation specialising in
providing home loans for the domestic market. Both companies may consider thdt a merger
would produce benefits as it would make the commercial and domestic customer bases
available to the combined company.

There will obviously be some complications and difficulties involved but there are also
some obvious potential synergies available. For example, company B might be able to use
its home loans experience to offer better deals to potential and existing mortgage customers

Notes
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of company A. The two companies may <ecide to initiate merger negotiations. If these are
favourable, the outcome would be a merger of the two companies to form a new larger whole.

In an acquisition the negotiation process does not necessarily take place. In an acquisition
company A buys coml/)any B. Company B becomes wholly owned by company A. Company B
might be totally absorbed and cease to exist as a separate entity, or company A might retain
company B in its pre-acquired form. This limited absorption is'often practised where it is the
intention of company A to sell off company B at a profit at some later date. In acquisitions
the dominant company is usually referred to as the acquirer and the lesser company is known
as the acquired. The lesser company is often referred to as the target ﬁp to the point where
it becomes acquired. '

In most cases the acquirer acquires the target by buying its shares, The acquirer buys
shares from the target’s shareholders up to a point where it becomes the owner.’ Achieving
ownership may require purchase of all of the target shares or a majority of them. Different
countries have different laws and regulations on what defines target ownership.

Acquisitions can be friendly or hostile. In the case of a friendly acquisition the target
is willing to be-acquired. The target may view the acquisition as an opportunity to develop
into new areas and use the resources offered by the acquirer. This happens particularly in
the case of small successful companies that wish to develop and expand but are held back
by a lack of capital. The smaller company may actively seek out a larger partner willing to
provide the necessary investment. In this scenario the acquisition is sometimes referred to
as a friendly or agreed acquisition. Alternatively, the acquisition may be hostile. In this case
the target is opposed to the acquisition. Hostile acquisitions are sometimes referred to as
hostile takeovers.

One tactic for avoiding a hostile takeover is for the target to seek another company
with which it would rather merge or be acquired by. This third company, if it agrees, is
sometimes referred to as a white knight, as it ‘comes to the rescue’ of the threatened target.

In hostile takeovers the acquirer may attempt to buy large amounts of the target’s shares
on the open market. The problem with this action is that the target’s share price will tend
to increase in value as soon as any large-scale purchases are detected.

In order to minimise share price rises, the acquirer may attempt to buy as much
stock as possible in the shortest possible time, preferably as soon as the markets open. This
practice is sometimes referred to as a dawn raid, as it attempts to take the market (insofar
as is possible) ‘by surprise’. '

In both friendly and hostile takeovers the decision on whether or not to sell shares in
the target lies with the shareholders. If all or a large proportion of target. shareholders agree
to sell their shares, ownership will be transferred to the acquirer. Shareholders generally will
agree to a merger if they are recommended to do so by the'board of directors and if they
stand to make a profit on the deal. The acquirer may offer either cash or its own shares in
exchange for target shares. Cash transactions offer shareholders an immediate potential profit,
whereas shares offer a longer-term investment. Share transactions tend to be more attractive
to shareholders in a buoyant market as the value of the shares is likely to increase more
rapidly than in a stagnant market.

| .
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Mergers and Acquisitions Life Cycle Notes

The mergers and acquisitions (M&A) life cycle is broken down into three categories: Strategy,
Execution, and Integration.

Strategy

Strategic planning helps protect you from Mé&A failures. Just because you want to buy a
company doesn’t mean you should buy that company. There are several questions you should
ask yourself when researching target companies.

* Why do you want to acquire, or merge with, another company?

® What is your business objective?

®* Do the target company’s products or services fit with your objectives?
= What value will the deal bring you?

* What is the value of the target company?

® Does the company culture fit with'your company?

These types of questions can help you narrow your choices as you screen the companies
you are interested in, determine target company vdluations, structure deals, and analyze how

your business decisions will give you an advantage in the cuurent market.
”

Importance of synergy

Synergy is a combined action or operation. Many companies decide to merge with or acquire
another business based on potential synergies that can come from combining similar products
and technologies. The following are some benefits that synergy can bring when companies
merge:

® Combine workforces —Identify and eliminate redundancies and restructure workflows
to increase efficiency and to accommodate increased business volume.-

* Combine technologies -~ Combining similar technologies can help a company to achieve
strategic advantages in your market.

* Reduce costs — Consolidation can improve your purchasing power and decrease costs
as you negotiate better terms with vendors based on the need for more materials
because of increased output. ‘

* Market expansion—There is potential that combining companies will create an
advantage in a particular market, or enter into a market that was not previously
available to you.

~

Execution

During this phase, you’'ll want to gather experts and people with M&A experience. You need
people who are expert advisors in HR, IT, operations, legal, taxes, and finances to help you
cover all your bases and to_help the transition run smoothly.

All of this experience, expertise, and knowledge come together to ensure that closing the
deal will continue to meet the goals and objectives you established during the strategy stage.
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Integration brings another set of challenges because now two companies with two cultures
need to figure out how best to work together.

You will need to put together an integration team to help the integration run smoothly.
Members of this team should include:

* Seniorexecutivestokeep stakeholdersinformed about merger progress, to communicate
the value of the merger, and to ease concerns abcut the company’s future.

+ & Due diligence team to retain unpor’cant information. The due diligence team works with
the integration team to ensure that all data is successfully transferred, that there are no
» redundancies, and that no information is lost.

* Human resources to communicate with and answer questions from employees about
job positions, benefits, roles, and expectations going forward.

* Change management experts to help the purchased company feel cared for, to drive
employee morale, and to help employees and stakeholders buy in to the idea of being
acquired. Change management experts can help to avoid problems.

Consider using existing org charts and drawing new charts as needed during the integration
phase. Org charts can give you valuable information like where people are physically located,
what teams they are assigned to, their specific roles and responsibilities, and who reports
to whom. This information can give you insight as you plan for restructuring organizations,
departments, and business units. It can also help you understand the human capital of the
organization that was just purchased.

Steps for the buyer in the M&A process

Following a step-by-step process is essential for successfully navigating your way through
the complexities of Mé&A. Below we briefly d:scuss 10 steps that the purchasing companies
typlcally use during the Mé&A process.

Step 1: Develop an acquisr'tion strategy

This step falls within the strategy phase of the Mé&A lifecycle. It is essenhal that you know
why you want to acquire a company and what you expect to gain from the merger.

Step 2: Set the M&A search criteria

Determine the criteria for searching for potential targets, such as location, industry, profit
" margins, customer base, and so on.

Step 3: Search for potential acquisition targets

Use the search criteria you identified to look for and evaluate companies that may fit with
the goals you want to achieve from acquiring the other company.

Step 4: Begin acquisition planning

Contact the companies that were found in your searches. Get more information to begin
evaluating the potential value of a deal and to see how open the company is to M&A.
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" Step 5: Perform valuation analysis Notes

When you find a company thal is interested, ask for financial, market, and other information
that will help you to begin determining the company’s value as a standalone company and
a potential acquisition target.

Step 6: Begin negotiations

Create some valuation models to give you enough information to make a reasonable offer.
After the offer is made, negotiate terms and iron out details.

Step 7: Perform M&A due diligence

When the offer is accepted, your due diligence team staris an exhaustive process that works
to confirm or correct the purchasing company’s assessment of the target company’s value. The
team performs a detailed examination and analysis of the target company’s entire operations
including finances, assets, liabilities, customers, employees, and so on.

Step 8: Draft a purchase and sale contract

If due diligence does not unearth any major problems or concerns, write up a final contract
for the purchase by the acquirer and the sale by the target company. The contract defines
the type of purchase agreemert—asset purchase or share purchase.

Step 9: Develop a financing strategy for the acquisifis:

Financial options have most likely already been explored, but at this step you need to work
out the details after the purchase and sale contract is signed.

Step 10: Close the deal and begin acquisition integration

After the deal is closed, the management teams from both companies work together to
integrate the two businesses into one as seamlessly as possible. Members of the FIR team
and change management experts work to make employees feel like they are all part of
the same team. Use org charts to get a quick-overview of company hierarchy to help with
restructuring and reorganization.

Steps for the seller in the M&A process

It's possible that a purchasing company might have more experience in the M&A process
than the selling company. However, the seller also plays a key role in the process and should
not just sit back and let the buyer call all the shots. The following are a few steps for the
seller, to take to help with mergers and acquisitions.

Step 1: Define the strategy

" Just like the buyer needs to know why they are looking to acquire a company, the seller
should have a clear idea of why they want to sell. Know what the rationale is and what
objectives you want to achieve from the sale. Identify the buyers, or the qualities you want
in potential buyers, that would contribute to an ideal selling situation.
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- Step 9: Sigin the agreement

Step 2: Compile information

Put together a comprehensive informational kit to formally present your company’s products
and services, technology, financial standing, and market positions to buyers. ~

Step 3: Contact buyers

Whether a buyer reaches out to you or you reach out to potential buyers, be strategic and
only talk to companies that will be a good fit. Contact more than one buyer, but don’t waste
time with buyers who are unlikely to acquire your business.

Step 4: Take bids

Ideally, after comI.:)a.nies have talked to you and evaluated the informational materials you
have put together, the offers will start coming in. You never want to take the first offer.
Weigh all the offers to see which is the most beneficial for you and for the buyer.

Step 5: Meet and negotiate with interested bidders

Meet with the companies that are interested in purchasing your company to find out more
about their intentions, what their needs are, and what they are proposing and offering. After
you have looked at bids from the interested parties, start the negotiations. Refer to your
defined strategy lo help you narrow down to the best candidates. Remember that until the
company is sold, it is still your company. Any promises made by either side are moot until
negotiations are completed and the final agreement is signed.

Step 6: Draft an agreement

The buyer and the seller work together to draft a mutually beneficial deal. Once you enter into
an exclusivity agreement, it means that you are locked into an agreement with the company
that wants to acquire your company. At that point you can’t seek out other buyers or enter
into negotiations with other entities.

Step 7: Facilitate buyer's due diligence

The buyer will have to complete due diligence before the sale can be completed. It can take
up to two months to complete due diligence. Help speed up the process by gathering all
documentation ahead of time and stay in close contact with your buyer to help solve any
problems and issues that may come up. )

Step 8: Get final board agreement

When the due diligence process is completed and the buyer wants to go forward w1th the
purchase, get final agreement from the board.

» ’
When both companies have signed the final agreement, the company has been sold and has
merged with or been acquired by the buyer.
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Advantages/Disadvantages of Mergers and Acquisitions Notes

Advantages of imergers and acquisitions

Merging companies or acquiring another company can bring a number of benefits to those
involved with the business. Some advantages relate to how the business can interact with
and serve its customers, while others improve efficiencies for employees. Here are some of
the advantages that can come with mergers and acquisitions:

Improved economic scale: A larger business, or one that has joined forces with another
business, will typically have higher needs in terms of material .and supplies. By
purchasing the necessary raw materials and/or supplies at higher volumes, the ‘E)usiness
can improve its scale through lower costs and potentially pass those lower costs onto
the end consumers.

Lower labor costs: A merger or acquisition may result in multiple staff members doing
the same job at each individual company. By coming together and eliminating extraneous
staff, a business can reduce its overall Jabor costs whiie maintaining a stronger, more
effective labor force. Those involved in the M&A may review the performance of
individuals in similar roles and choose the best talent for each position in the new
company. '

Increased market share: When two companies come together that operate in the same
industry or provide similar goods or services, the newly formed company can enjoy a
greater market share, tapping into the resources that both bring to the business deal.

More financial resources: All companies involved in a merger or acquisition pool their
financial resources, increasing the overall financial capacity of the new company. New
investment opportunities may present or the company may be able to reach a wider
audience with a larger marketing-budget or more significant inventory capabilities.

Enhanced distribution capacities: A merger or acquisition may expand a company
geographically, which would increase its ability to distribute goods or services on a
wider scale.

Disadvantages of mergers and acquisitions

While mergers and acquisitions can be beneficial for the businesses involved, certain drawbacks
may present that should be carefully considered by all parties. Some examples of potential
disadvantages associated with mergers and acquisitions include:

Increased legal costs: Merging two companies is a legal business transaction that often
requires the involvement of several key professionals. Those involved will typically have
to bring in lawyers who specialize in this type of deal, as well as financial professionals
who can assist with the assets and other financial details. The legal costs associated with
merging and acquiring can be high.

Expenses associated with the deal: In addition to the need to pay the professionals
assisting with the logistics of the merger or acquisition, the business that is acquiring
the other would be responsible for paying a sum of money for that business and its
“assets. That cost may be viewed as a disadvantage for a business.

Potentially lost opportunities: The time, energy and money that goes into.a merger or
acquisition could require the businesses involved to forego other potential opportunities.
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Differences between Mergers and Acquisitions

In an acquisition, the company acquiring the other company typically maintains its business
name, legal structure and operations. In a merger situation, the companies involved may
choose a new name that better reflects the vision of the new, joined company, or they may
choose to use one of the existing company names to maintain brand awareness and loyalty.

From a legal standpoint, the company acquired by another company essentially ceases
to exist under its previous name and as its own legal entity. It is absorbed by the acquiring
company, and if the acquired company sold or traded stock, the stock would be owned and
managed by the acquiring company.

Although the two terms are often used interchangeably, certain situations are mergers
and others are acquisitions, depending on the terms of the business deal. If a company does
not wish to’be taken over by another, this situation is regarded as an acquisition and may
be referred to as a hostile takeover, The difference often presents in the way the merger or -
acquisition is presented to .the employees, board of directors and shareholders. However,
many merger and acquisition situations are mutually beneficial and allow companies to grow
their presence and expand their reach. '

4.6 STRATEGIC ALLIANCES

Strategic alliances are becoming more and more prominent in the global economy. According

‘to Peter F. Drucker, the management guru, the greatest change in corporate culture, and

the way business is being conducted, is the accelerating growth of relationships based not
on ownership, but on partnership (Drucker, 1996). He also observed that there is not just a
surge in alliances but a worldwide restructuring of companies in the shape of alliances and
partnerships. His views are endorsed by the fact that even a cursory search for strategic
alliances in business dailies produces numerous press releases about companies forming
alliances. According to a recent survey by the global consulting major, Booz, Allen and
Hamilton, strategic alliances are spreading in every industry and are becoming an essential
driver of superior growth. The number of alliances in the world is surging — for instance,
more than 20,000 new alliances were formed in the U.S. between 1987 and 1992, coripared
with 5100 between 1980 and 1987 and 750 during the 1970s. The firm also predicts that within
the next five years, the value of alliances is projected to range between $30 trillion to $50
trillion. The survey also reveals that more than 20% of the revenue generated from the top
2,000 U.5. and European companies now ¢omes from alliances, with more predicted in the
near future. These same companies also earned higher return on investment (ROI) and return
on equity (ROE) on their alliances than from their core businesses. The repart also concludes
that leading edge alliance companies are creating a string of interconnected relationships,
which allows them to overpower the competition (www.boozeallen.com).

Generally two or more companies collaborate to create a new product-or a service in a
strategic alliance. Ideally this new product or service will bring a unique value proposition
to the market as agreed by the collaborating parties. The potential of 47 strategic alliances’
strategy is enormous and if implemented correctly can dramatically Strategic Alliances improve
an organization’s operations and competitiveness (Brucellaria, 1997).

~
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According to a survey conducted by Coopers & Lybrand, 54 percent of firms that Notes
formed alliances did so for joint marketing and promotional purposes (Coopers and Lybrand,
1997). Companies are also forming alliances to obtain technology, to gain access to specific
markets, to reduce financial risk, to reduce political risk and to achieve or ensure compelitive
advantage (Wheelen and Hungar, 2000). However, while many organizations often rush to
jump on the bandwagon of strategic alliances, few succeed (Soursac, 1996). The failure rate
of strategic alliances strategy is projected to be as high as 70 percent (Kalmbach and Roussel,
1999), and hence, an appreciation of the factors that contribute to strategic alliance success
and failure is critically important.

The rest of the unit explores why and how companies are forming strategic alliances,
examine risks and problems associated with entering and maintaining successful strategic
alliance and identify factors that may impact the success of strategic alliances in an
increasingly competitive marketplace. Important implications for the successful introduction
and implementation of strategic alliances are also discussed.

A strategic alliance is a partnership between two businesses to achieve mutual goals
and growth, while still retaining independence. Such partnerships are usually long-term
in nature, with each business bringing its expertise and resources to the table. But not all
alliances are considered “strategic.” There are five accepted criteria to check whether or not
a potential partnership is strategic for your business. Meeting even one of these criteria can
qualify as a strategic alliance:

1. The partnership is essential to the achievement of the main business objective. In other
words, engaging or not-engaging in the alliance will significantly impact whether or
not the objective is successfully met.

2. The partmership is indispensable in creating or maintaining any business aspect that
functions as a competitive advantage.

3. The partnership cements the ability to overcome competitor threats.
4. The partnership builds, supports, or maintains strategic decision-making.
5. The partnership significantly reduces risk.

Types of Strategic Alliances

There are three main types of strategic alliances: a joint venture, an equity strategic alliance,
and a non-.yuity strategic alliance,

L. Joint ventures (JV): In a joint venture, two companies come together to form a third
distinct legal business entity - a “child” company - by means of a binding contract.

One example is Tata Starbucks, a JC between Starbucks Corporation and Tata Global
Beverages, the world’s second largest tea producer. In 2012, the two beverage giants
partnered together with 50-50 ownership to leverage their individual brands of coffee
and high-quality tea and coffee.

2. Equity strategic alliances: In an equity strategic alliance, one partner purchases equity in
another company. Alternatively, both partners can also purchase equity in each other's
companies. .

Panasonic’s $30 million investment in Tesla is a good example of an equity strategic
alliance. Along with the purchase of Tesla stock, Panasonic also brought its cutting edge
battery cell technology to the partnership.
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Notes - While Tesla was already using Panasonic batteries on its vehicles, the equity strategic
alliance further helped Panasonic,in its mission to be the number one green innovation
company in the electronics industry.

3. Non-equity strategic alliances: In a non-equity strategic alliance, partners pool resources
toward a mutual business objective in a more informal agreement. There are no child
entities or shared equity. For this reason, non-equity strategic alliances are one of the
most common. '

v

- Popular non-equity strategic alliances are distribution partnerships. For example, Fedex
teamed up with BigCommerce to provide quick and convenient delivery for ecomimerce
customers. )

Business owners who use BigCommerce have access to FedEx ecomunerce solutions,
which-include four months of free shipping service and significant shipping discounts
afterward. In exchange, Fedex enjoys brand presence on the growing network of
BigCommerce stores.

Reasons for joint ventures and strategic alliances

= The cost of acquisition may be too high.
¢ Legislation may prevent acquisition, but the larger size is required for critical mass.

* + Political or cultural differences could mean that an alliance is more likely to facilitate
integration than would a merger or acquisition.

® The increasing significance of a total customer service package .suggests linkages
through the added value chain - to secure supplies, customize distribution-and control
costs. At the same time individual organizations may prefer to specialize in those areas
where they are most competent. An alliance provides a solution to this dilemma.

® The threat from Japanese competition has driven many competitors into closer
collaboration, but they may not wish to merge. For example, American and European
car manufacturers have taken stakes in Japanese businesses, where outright acquisition
is unlikely. '

- Covert protectionism in certain markets necessitates a joint venture with a local
company. This has been particularly true in China, one of the world's fastest growing
economies.

The likely outcomes

¢ Insimple terms, increased competency, synergy and a stronger global presence are the
potential outcomes targeted most frequently by alliance-and joint ‘venture partners.

* CGreater innovation could well accrue from the pooling” and sharing of ideas and
competencies, which in turn enables greater focus (by eaql'i partner) combined with
resourte leverage. ) : ‘ )

Advantages of a Strategic Alliance

Strategic alliances offer the core advantages of increasing resources, accessing new markets,
growing brand awareness, and more. Below are some of the top strategic alliance advantages:
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Increased resources: Strategic alliances enable businesses to gain access to supplementary Notes
resources in the form of knowledge, products, or other assets without changing their '
core functions. -

Every business has its own expertise and most prefer to stick to their core competencies.
Being «.1~ to share the best of what each one has to offer and turn them into something
greater than the sun. of its parts can take business relationships to exponentially greater
heights.

Plus, what you learn from another company .. ; - - .an often be adapted and applied
to your own business.

Access to new markets: One of the most popular reasons to enter into strategic alliances
15 to gain access to another market. This is especially common when a new product,
event, or campaign is being launched.

Offering something new together with a partner creates a sense of excitement and
exclusivity, which can help with market penetration for both businesses.

Expanded customer base: In a strategic alliance, it's typical for businesses to be publicly
menticned by their partner. In fact, businesses often choose partners based on their local
presence or position in another market.

The added exposure brought by a strategic alliance offers both businesses a larger
customer base they may not have been able to reach alone.

Agile growth: A strategic alliance brings the benefit of having double the manpower,
skillset, knowledge, and more. Reaching your objectives can instantly be done much
quicker and more efficiently.

However, since the costs and risks are also shared, the informal nature ‘of a strategic
alliance makes it a good way to explore an idea in a shorter time frame, at significantly
lower costs.

‘Greater brand awareness: With .an expanded customer base and growth into new
markets, strategic alliances have the added advantage of buildu..; »=nd awareness.
Partnering with a business that has a positive reputation can also enhance your vw..
through association.

Disadvantages of a Strategic Alliance

On the surface, a strategic alliance looks like a great business strategy to scale quickly with
minimal risk.

However, this isn’'t always the case. Strategic alllances come with their own set of
challenges, which you should be aware of when considering this type of partnership:

Search for the right partner: Most of the work involved in setting up a strategic
partnership is in engaging with the right partner. Take your time to choose a partner
with the same values, vision, and most importantly, the commitment to making the
best of the relationship.

Can they give an equal amount of time and resources? Do they have a positive reputation?
If you don’t see eye to eye with your partner, you may encounter some difficulties
working together in a strategic alliance.

Unable to let ‘go of control: Letting go of some control is necessary for a strategic
partnership to be effective. You're agreeing to share resources and responsibilities, and

Sclf-Instructional Material 13 153




Strategic Management

N Notes

.

" different businesses do things in different ways. (This can be more pronounced when
partners are from different countries or cultures.) )
Bring up any new ideas and set clear expectations at the start. Then, maintain open
lines of communications to ensure the partnership is progressing on the right track.
At the end of the day, a strategic alliance is not just about you - it's about getting the
best for both parties involved. _
Lack of transparency: Strategic alliances require both parties to share certain amounts
of information and resources. To do this, estabhshmg a foundation of mutual trust and
faith is essential.
Sornetimes, a business may not represent itself accurately and deliberately hide or
misrepresent aspects that could have considerable bearing on the partnership. Or a
partner may start out with a high level of enthusiasm, but isn’t able to maintain that
level of dedication throughout the partnership.
In cases like these, the other partner may feel misled and no longer seé value in the
relationship. )
Increase in liability: Strategic alliances can increase the level of liability for all stakeholders.
If one business mismanages its resources, lands in financial trouble, or fails to hold up
their end of the'bargain, its partner can also suffer as a result.
Even if a business experiences difﬁcuity outside the parameters of the strategic alliance,
if it affects the strategic alliance in any way, the partner may also be responsible for
sharing the burden of any liability,

How do you create a strategic alliance?

Strategic alliances are a great way for businesses to pool resources together and experiment
in new markets. If you've been thinking of entering into a strategic alliance, it's 1mportant
to take the proper steps that will set you up for success.

Here are some general steps to guide you in setting up a successful sl:rategu: alliance
from the get-go: v
Step 1: Assess the market and validate your idea

Before even looking for a strategic partner, it's important to do an initial assessment of the
business environment, taiget market, and validate your idea.

Start by coming up with the best possible product or solution that can be provided,
the best possible product or solution you can offer, and what you need to bridge any gaps
between thetwo. What you identify in the gap between both solutions (what can be provii:led
and what you can offer) is essentially what your partner should be able to help you with. -

Step 2: Choose the right partner

The next step is identifying the right strategic partner. Here are some questions to ask to
narrow down your best choices:

* Whatare the key traits you'r looking for in a partner?

* What value do you expect from the potential part—ner? (The more you can qgant]fy this,
the better. )
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¢ How much risk do you see coming from the potential partner? ) Notes

* Do you share the same values, vision, and goals? Are your corporate/ management
structures compatible with each other?

®* Does the partner have previous experience in partnerships? If so, have you reviewed
their tréck record and performance?

* Have you thoroughly researched the potentiél partner’s reputation, profitability, and
expertise? (You can do this through referrals, your own research, and advice from
experts in the industry.)

* How long do you see the engagement lasting?
* Can the partner connect you to other potentially beneficial orgamzatmns in their
network? .
Step 3: Initial meeting with the potential strategic partner-

Once you've done the groundwork and have a solid understanding of your partner’s business
and how you can work together, it's time to connect.

Send 'your proposition across to the key stakeholders and. set up a time to discuss it )
in detail. Remember, strategic alliances are supposed to be win-win relationships. So your
proposal should include what value they will get in. forming a partnership with you.

In general, an kickoff meeting should cover:
® Your market assessment, validation process, and the results and insights
® A detailed roadinap and implementation modei,- based on your market validation
* Revenue/profit objectives, andrspecific strategies and resources needed to-achieve them
® The strengths you bring to the parinership
*  What will be expecll:ed from each partner throughout the releﬁonship

After your presentation, leave the floor open for any feedback or suggestions from. your
potential partner. Be open to discussing other potentlal Opportunities they may have in mind.

Based on the meeting, both businesses can assess if there’s an opportunity to go forward
and close the deal. Sometimes, this requires a little back-and-forth: to iron ont all the details
based on feedback from both businesses,

Step 4: Formalize the strategic alliance

Once both parties are aligned and agree to move forward, it's time to formalize your strategic i -
alliance. Draw up an agreement to should cover the following:

* A detailed roadmap and duration of the partnership
* Key points of contact from each party

* Expectations and resources required from either party (include any proprietary
information,.confidentiality clauses, or non-disclosure agreements)

& Metrics and accountability measures

®* Management protocol and structure of the relationship
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* Key milestones and meeting schedules
* Any cases in which the partnership can be ended
e Other rules of engagement (see below)

It's best to have all documents reviewed by yo;.u* legal team and key stakeholders.

Examples of strategic alliances

As we've seen, strategic alliances are formed to drive growth and profit for both companies.
But the way these results are achieved depend on what each strateglc partner brings to the
table. Let's take a look at some high-level examples:

E:rample: Company A, a health and wellness business, enters into a strategic alliance
with company B, a research laboratory to create a new commercially viable product. Through’
this partnership, Company A gains access to innovation, while Company B gains access to

. funding and- a new market.

»

47 PORTFOLIO ANALYSIS

Portfolio analysi:s in s&ategic management involves analyzing evefy aspect of product mix to |
identify and evaluate all products or service groups offered by the company on the market, to

prepare the detailed strategies for each part of the product mix to improve the growth rate.

It can also be used to make a strategic decision about strategic business units. Portfolio
analysis in strategic management has, as its major objective, the optimal gathering of the
resources among the business activities comprising a diversified business portfolio. -

Portfolio analysis is a process of examining all the aspects related to the organization
to improve the organization’s profits.

Portfolio analysis aims to‘identify the components that need to be enhanced to remove
barriers from making the working process recognize better methods to allocate resources to
improve the return on investment (ROI).

Reasons For Portfolio Analysis

A different purpose for conducting a business portfolio analysis in strategic management.
The three main reasons why management focuses on business portfolio analysis in strategic
management, which are: ‘

1. Analysis: The organization’s first reason to conduct a portfolio analysis in strategic
management is to determine every product mix’s current position and determine which
SBUs (strategic business unit) need more or less investment. Management needs to create
the organization’s entire portfolio to analyze the present opportunities and threats to-
the market and the product. :

2. Formulate Growth Strategy: Another aspect that management wants to formulate from
the portfalio analysis in strategic management is the growth strategy. According to other
products and markets, they develop a different strategy according to their potential
threats and opportunities. Portfolio analysis in strategic management helps in laying
down the strategy of expansion as well.
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3. To Take Decisions Regarding Product Retention: Another reason for corporate portfolio Notes
analysis in strategic management is to determine the life of the product i.e., to determine
which product should be retained longer and which product should be removed from
the product line.
These are the three primary and basic reasons for the portfolio analysis in strategic
management. ‘ ‘

Business Portfolio Analysis

Business Portfolio Analysis in strategic management gives importance to the development
of .strategies equal to the handling of investment portfolios. It is based on the theory of
organisational strategy build-up techniques.

Business Portfolio analysis in strategic managemen_’t shows systematic ways to interpret
product and service that form a part of business portfolio analysis. The way in which the
financial investments of the firms are treated likewise the appropriate organisational activities
should be followed and the inappropriate ones should be disregarded.

Basically, business portfolio analysis forms a part of portfolio analysis in which the
company emphasizes that the corporate strategies form a significant part of the decision
making for the future accomplishment of the goals.

Process For Portfolio Analysis
Portfolio analysis in strategic management process in an organization is as follows:

Step 1: ldentify Lines of Business: The first step of business portfolio analysis in strategic
management is to identify all the current business lines and strategic business units.

Step 2: Group Lines of Business: An organization has three levels of business operation,
which are:

* Broad membership - directly support the objectives in the strategic plan
* Support functions - deliver the core business benefits to members
* Money-makers - the source of revenues which support core businesses

Step 3: Compare Core Businesses With Mission: After separating the activities, the
next step in portfolio analysis in strategic management is to compare the core starts
with vision and mission and defined goals and objectives. The business should directly
support the statements. If the comparison differs, then companies should discontinue
allocating the resources in that sector. )

Step 4: Define Products In Each Line of Business: The next step of portfolio analysis
in strategic management is to categorize each relevant product line Le, subdivide, and
define each product relevant product line.

Step 5: Apply The Program Evaluation Matrix: The Program Evaluation Matrix helps
in determining the fundamental question of portfolio analysis in strategic management,
which are:

*  Good fit with our other programs?

*- Easy to implement?

* Low alternative coverage in the marketplace?

* Is competitive position strong?
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- Notes Step: 6: Petermine The Alternatives: At this stage;. identification of alternatives is made
i.e:, the competitors. Identification of similar products and their coverage area in the
market. And the coverage is. classified. into: :

+  Low coverage - few comparable programs offered elsewhere:. -
* High coverage ~many similar programs are offered elsewhere:
. Step 7: Determine Program Fit: Ideally, the association will be segregated into two types
of programs: ‘
»  Well-fitting, accessible programs where the association has a strong position and
competes aggressively for a deminant position.
» -Well-fitting, difficult programs with low coverage: that the association has the
umque, strong capability to provide to essential stakeholders.
This is the repea!: process of portfolio- analysis- in strategic management which: takes
place in an organization.
+ .| "Portfolio Management

Portfolio Management explains a process in which. individuals’ investments are managed in
order to- maximise their earnings given a definite- ime: period. Also, it is kept in mind that -
" the invested: capxtal is not exposed to market risk after-one limit.

This- process of ‘portfolic management depends entirely on the ability to fluctuate with
‘sound decisions. In. brief, portfolio. rhanagement relates to. allocating- assets’ and: diversifying
the: resources as per: the risk in order to- achieve-a proﬁtable investment mix.

Imhally, portfoho management isa way out of SWOT ( strength weakness, opportunity,
threat) analyms of varibus frivestrnent avenues in:comparison: to investors” risk appetite and
_goals Asa result, this helps. the investors. to. earn: and: protect themy from favourable nsks

_ 'Ob]echves of Portfoho Management

The: objective of portfolio: management is to select fromr different mvestment avenues that
best suits. theinvestor dependmg oh. various demographm factors like income, time period,
- age and: risk. - : :

. R151< 0pt1m15ah0m
e Ensurmg ﬂexxblhty of portfolm
b Allocahng resources optuna]ly
. Maxumsmg returns.on. mvestment
. Cap1tal apprematlon .
» Toi mprove the-overall. proﬁcxency of the portfohm

. Prot‘echngeammgs agamst market risks-
Types: of Portfolio Management
Portfolio manageme_nt can: be broadly. classified into-4 types which are as follows:

1. Active Portfolio: Management:
" 2 Passive Portfolio management :
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3. Discretionary Portfolio Management °
4. Non - Discretionary Portfolio Management

Active Porifolic Management

This kind of portfolio management is rtyplcally aimed at maximising returns. The pertfolio
anager puts a significant amount of resources into the .exchange of securities. Simply the
portfolio manager purchases the stocks when undervalued and sells them .on the dinorement
-of their value.

Passive Portfolio Management

This type of portfolio management aims .at fixed profile designs that are complementary to
the current market trends. The portfolio manager here likes to invest in funds with .a long
run approach and low but steady retums.

Discretionary Portfolic Management

This portfolio management is typically based on the authority of the portfolio manager .and
is entrusted to invest on the investor’s behalf. This should be kept in mind that the portfalio
manager takes into consideration the risk appetite and goals of the investors and then makes
the decision to choose the respective investment strategy-whichever is suitable, -

Non - Discretionary Portfolio Management

This type is totally opposite of what has been studied .in just above portfolio management.
Here the portfolio manager just does the advisory part.of investment choices. In this situation
is it the choice of the investor whether to take it or reject it. Rortfolio management in this

case is a suggestion from financial’ experts to take.an opinion from portfoho managers before

dlsregardmg them

Advantages uf Portfolio Management

® It helps investors to assess the pe_rformance penodlcally and make. changes to their
Investment strategies if such analysis warrants.

® This helps in comparing not just portfoho -against.a benchmark for return perspectwe-

but also to understand the risk undertaken to-earn such return w.l:uchcenahles investors
to derive the risk-adjusted return.

» Tt helps in realigning the investment strategies with the changing mvestmentcoh]ectwe
of the investor.

* It helps in separating underperformance a.nd outper:fm:mance and .accordingly,
investments can be allocated.

4.8 CORPORATE PARENTING

The corporate parent refers to the levels.of management abeove that of the business units, and
therefore without direct interaction withbuyers.and competitors. Thereare basically three styles
of corporate parenting as follows; financial control, strategic planning and strategic control.

Notes
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Corporate Parentmg refers to the partnersh1ps between the local authority departments,

- services and associated agencies who are collectively responsible for meeting the needs of

looked after children, young people and care leavers. Local authorities should care about
children in their care, not just for them. Through good practice they can offer the same
standards of support as any reasonable parent. It is corporate strategy that should guide key
decisions in the businesses and coordinate their business strategies. But, for most corporate
enterprises, the corporate strategy is simply the sum of business strategies, with some broad
objectives and statement of business mission. -

There are basically three styles of corporate parenting as follows:

Financial control: Under this style the role of the corporate pa:rent is to monitor and
evaluate the financial performance of investment portfolio of the respective business
units. The corporate maragers act as agents on behalf of shareholders and financial
" markets to identify and acquire viable assets: and businesses. The business unit
managers are given the autonomy to carry out business activities and make decisions
at their level. However the corporate parent sets performance standards for control
purposes.
Strategic planning: Under this style the role of the corporate parent is to enhance
synergies across the business units. This may be achieved through: envisioning to build
a4 common purpose, fac1htatmg cooperation across busmesses and providing central
services and resources.

Strategic control: Under this style the corporate parent leverages its resources and
competences to build value for its businesses. For example a corporate could have a
valuable brand or a specialist skill. The corporate parent uses its parenting capabilities
to seize opportunities for growth.

But, more ambitious aspiration for the parent Is its ability-to gain parenting advantage
- it should aim to be the best possible parent for its businesses. In aggregate, the businesses
under its “patronage” should perform not only-better than they would as standalone entities
but also better than they would under “patronage” of any other parent. Corporate strategy
should clarify how and where the enterprise can achieve parenting advantage. The link_
between parenting advantage- and corporate strategy therefore parallels the link between
competitive advantage and business strategy. Competitive advantage is in the heart of successful
business strategies. It guides strategic analysis and provides a basis for assessing alternative
action plans. The concept of parenting advantage plays a similar role at the corporate level.
It should be the fundamental test for judging corporate strategies and the guiding principle
in corporate-level decisions, guiding the decisions towards better market opportunities and
higher corporate performance.

There are nine propositions for achieving parenting advantage and, consequently, for
successful implementation of corporate parenting strategy.

L. Justifying the Parent: Many of the businesses in multi‘business corporate enterprise could
be viable as-stand-alone entities. Since the éorporate parent has no external customers
for its product/services, it cari justify itself if it influences businesses collectively to
perform better than they would as independent entities. The challenge for the corporate

. parent to justify itself is important because it focuses attention on whether and how its
activities do add value, which leads to the elimination of worthless and bureaucratic
routines in ’che activities of enterprise.
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2. Parenting Advantage: Corporate parents compete with each other for the ownership of Notes
businesses. Therefore, for keeping their stakeholders (especially businesses), the parents
must add more value to the businesses in the portfolio than other rival parents would.
This objective, which is referred to as achieving parenting advantage, should be one of
the most important objectives of corporate strategy. Namely, parenting advantage should
be the guiding criterion for corporate-level strategy, rather as competitive advantage is
for business-level strategy.

3. Value Destruction: All multi-business enterprises have tendencies to destroy value. It is
corporate hierarchy, especially senior management, that inevitably destroys some value.
Value destruction drivers (so-called information filters) are related to the tendency of
business managers to filter the information they provide to corporate management in order
to present their businesses in the most favorable light. For avoiding value destruction,
corporate parents must be more disciplined, which implies avoiding interventicn in
businesses unless they have specific reasons for believing that their influence will be
positive, or avoiding extension of their portfolio into new businesses unless they are
sure that they will be able to add value. So, good corporate strategy should recognize
the tendencies of value destruction and be designed to minimize their influence as much
as to maximize value creation.

4. Lateral Synergies: Since there is existence or potential for lateral linkages between the
businesses in corporate enterprise, the main role of parent managers should be to create
synergy. It primarily includes their pursuing of real synergy opportunities, and their
positive interventions in the lateral relationships between businesses. The parent managers
should also focus their efforts only on those synergies that need ceniral intervention as
well as encourage so-called market place relationships between business units. So, the
importance of lateral synergies in creating value in corporate enterprise requires from
corporate parents to pay relatively more attention to other sources of value creation,
in particular their ability to improve performance in each individual business as an
independent entity.

5. Value Creation: Value creation primarily occurs when the parent sees an opportunity for
a business to improve performance and has the skills, resources and other characteristics
for helping the business to seize the opportunity. This means that the parent enhances
both the individual performance of the business and the value of linkages between
the businesses, and creates value by altering the composition of the business portfolio
performing its corporate development activities. The conditions for value creation are
important because they force corporate parent to think about major opportunities for
added value through the corporate strategy and also help corporate parent to focus its
efforts on building special competences or skills that fit the particular opportunities
targeted by the businesses.

6. Corporate Office and Management Processes: The importance of the size, staffing
and design of the corporate office as well as managing corporate processes (such as
planning, performance targeting and monitoring, etc.) are not in question, and managers
devote considerable attention to them. But if corporate functions and processes are not
developed as an integral part of the overall value adding corporate strategy, they may
lead to little or no improvement in performance. For parent managers it is far more
important to possess the skills that are suitable for the parenting opportunities targeted
by the corporate-level strategy

Self-Instructional Material 11 161



.Strategic Management

Notes 7. Dwersﬂy Tt is a fact that hlghly diverse cotporate enterprises .are more difficult to
manage than Jess diverse ones. So a vital managerial guidance for corporate parent is
prov1ded by creatingvalid measures of diversity. In that sense, diversity is best measured
in terms of the differences in parenting needs and -opportunities between businesses
in portfolio. To avoid excessive diversity, corporate parent should build its iportfolio
around businesses with similarities in terms: of parenting needs and oppertunities. -

w

Stretch and Fit: Corporate parent must realistically consider the speed with which it
can build new skills and undérstand new types of businesses. It is supposed to search
for new .opportunities continuously and refine and .extend parenting skills, which
encourage innovative ideas .and help eliminate many disasters .of excessive corporate
ambition. Therefore, enterprises that do push forward into new businesses will prosper
more if they choose those businesses that are compatible with parenting skills that they
can develop. It is better to choose a narrower range of businesses where -greatér fit can
be created. Good corporate strategy should maintain a balance between the stretch for
new ‘opportunities and fit with the parent’s existing -skills.

9. Business Unit Definition and Corporate Structure: Business units. (busmesses) represent
the basic “building blocks” in any multi-business corporate entemprise. Business unit
definition and, corisequently, corporate structure have a profound impact on beth the
value creation opportunities and the value destruction risks for the corporate parent.
They impact the behavior and aims of business managers and the size and nature of
parenting.opportunities. Inappropriate business definitions lead to compromised business
strategies and missed opportunities for parenting value creation. Therefore, decisions
on unit definitions and corporate structure should be determined by careful analysis .of
their likely impact on value creation. Getting the unit definitions and cerporate structure
right is an important precondition for a successful corporate strategy. '
Naturally, these propositions arenat obligatory for corporate managers intheir managerial

“activities. They are recommended as elements of successful corporate strategy and ways for
achieving parenting advantage in multi-business corporate enterprises as the factor of thexr
higher competitive advantage. :

The process - of transition results in a discontinuity of busmess activities, growth and
development of. enterprises, which requires flexible and adaptive forms of -organizational
structure and management system. This implies making complex corperate business
arrangements. At the same time, there is the process of creating dynamic and unpredictable
markets, immanent to developed market-economy. These markets always change-opportunities
and capabilities for .creating competitive and corporate advantage and business success of -
-enterprise. Adjustment to market’.-possibilities for performing efficient business activities
changes the cor.pérate “repertoire” of corporate strategy. The new corporate strategy focuses
on corporate strategic processes of restructuring or “remapping” business portfolio as well
as on co-evolving its elements, on the basis of simple rules for its application. These are a
guarantee for performing business activities in a more efficient way. ;

* Corporate Parenting Principles

* Toactin the best interests, and promote the physical and mental health and well-being,
of children.and young people.
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®* To encourage those children and young people to express ‘their views, ‘wishes and Notes
feelings. .

¢ To'take into account the views, wishes and feelings.of those children and youngpeople.

¢ To help those children and young people :gain access to, and ‘make the ‘best use of,
services provided by the local authority and its relevant partners.

+ To promote high aspirations, and seek to secure the best outcomes, for those:children
and young people.

¢ For those children and young peaple to be safe, and for stability in their home lives,
relationships and education or work. ;

* To prepare those childrem and young people for adulthood and mdependent living.

4.9 FUNCTIONAL STRATEGY

The activities and processes —such as human resource:management, research and development,
finance, production, and marketing — constitute the strategic_functions of an organisation.
Strategies designed to enact these strategic functions are referred to as functional level strategies.
A functional strategy is the short-term game plan for a key functional area within a.company.

It deals with a relatively restricted plan that provides the objectives for a specific
funetion, for the allocation of resources among different operations within the functional area.
It facilitates coordination between them. Functional strategies contribute to the ac‘ruevement
of business and corporate-level objectives.

According to Thompson and Strickland, “The term functional strategy refers to the
managerial game plan for a particular functional activity, business process, or key department
within a business. A company’s marketing strategy, for example, represents the managerial.game
‘plan for running the. marketing part of the business. A company’s new product development
‘strategy represents the managerial game plan for keeping the company’s product tineup fresh
and in tune with what buyers are lookmg for.”

Pearce and Rebinson define “a fl.mchonal strategy is the short-term - game plan for a
key functional area within a company. Such strategies clarify grand strategy by providing
more specific details about how key functional areas are to be managed in the near future.”

According to Thomas Wheelen and David Hunder, “Functional strategy is the approach
a functional area fakes to achieve corporate and business unit objectives and strategies by
ma>u1mz1ng resource productivity. It is.concerned with developing and nurturing a distinctive
competence to provide a company or business unit with 'a competitive advantage. Just as a
multidivisional corporation has several business units, each with its own business strategy,
each business unit has its own set of departments, each with its own functional strategy.”

Thus, a functional strategy is a set of decisions and actions managers make and take to
attain superior-competency inbusiness functions in accordance with the corporate: and business-
level strategies. ‘Once corporate and businéss-level strategies are developed, management
must turn its attention tto formulating strategies for each business unit’s functional areas.
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Functional Strategy - Concept

‘A functional strategy is the short-term game plan for a key functional area within a company’.
It is the approach a functional area takes to achieve corporate and business unit objectives
and strategies by maximizing resource productivity.

It deals with a relatively restricted plan that provides the ob]ectwes for a specific function,
for the allocation of resources among different operations within that functional area and for
facilitating coordination between them for an optimal contribution to the achievement of the
business and corporate-level objectives.

Functional strategies clarify corporate and business strategies by providing more specific -
details about how key functional areas to be managed in the near future.

Functional strategy is concerned with developing and nurturing a distinctive competence
to provide a company or business unit with a competitive advantage.

Functional strategy, as is suggested by the title, relates to a single functional operation
and the activities involved therein. Decisions at this level within the orgamzahon are often
described as tactical. Such decisions are guided and constrained- -by some overall strategic
considerations.

Functional strategies help in implementation of grand strategy.by organizing and
activating specific subunits of the company to pursue the business strategy in daily activities.
In a sense, functional strategies translate grand strategy into action designed to accomplish
specific annual objectives. For every major subunit of a company, functional strategies
identify and coordinate actions that support the grand strategy and improve the likelihood
of accomplishing annual objectives.

Functional strategies play an important role in 1mplementmg corporate and business

i strategy But to increase the probabﬂn‘:y that these strategies will be successful, more specific

guidelines are needed for the business’s operating components. Thus, functional strategies
clarify the business strategy, giving specific short-term guidance to operating managers.

Why Functional Strategies are Needed
The reasons why functional stIafegieS are needed can be enumerated as follows:
.(i) Ailmed at making the strategies formulated at the top management level practically
feasible at the functional level. .
{ii) Provide flow of strategic decisions to the different parts of an organization.
(iti) The basis for controlling activities in the different functional areas.
(iv) The time spent by functional managers in decision-making is reduced as -
a. Plans lay down clearly what is to be done, and

b. TPolicies provide the discretionary framework within which decisions need to be
_taken.

{v) Help in bringing harmony and coordination as they remain an important part integral
part of major strategies.

(vi) Similar situations occurrmg in different functional areas are handled in a consistent
manner by the functional managers.

“
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Functional stratégies play two important roles:

(i) They provide support to the overall business strategy.

(ii) They spell out how functional managers will work so as to ensure better performance

in their respective functional areas.

Functional Strategy — Importance

Today, every firm faces challenges in optimizing resources such as finance, production
facilities, technology, and marketing opportunities in functional areas. Functional managers
need strategies to make the best of opportunities and to identify avenues for growth. They
‘need strategic focus on their decisions in their fields.

The importance of functional strategies is pointed out under the following headings:

Help in Operation of Business Functions: Functional strategies provide operational
help in the conduct of various functional activities. For example, a finance manager
has to necessarily take decisions on funding opportunities, deploying projects, reducing
capital costs, or acquiring another firm. In addition, he has to decide on strategic
options to manage working capital, which may be used to decide the various aspects
of receivables management, factoring, payables manggement, inventory strategy, and
treasury management.

. Similarly, to manage human resource function, a number of strategic initiatives can be

ol

deployed by a firm. Managers need strategic focus on various functions. The production
and operations management function also involves a number of strategic issues.

Managerial Road Map: Thompson and Strickland write, “A company needs a functional
strategy for every major business activity and organisational unit. Functional strategy,
while narrower in scope than business strategy, adds relevant detail to the overall business
game plan. It aims at establishing or strengthening specific competencies calculated to
enhance the company’s market position. Like business strategy, functional strategy must
support the company’s overall business strategy and competitive approach. A related
role is to create a managenal road map for achlevmg the functional area’s objectives
and mission.”

Help in Implementation of Grand Strategy: Pearce and Robinson state that “functional
strategie;s must be developed in the key areas of marketing, finance, production, R&D, and
personnel. Functional strategies help in implementation of grand strategy by organising
and achvatmg specific subunits of the company to pursue the business strategy in daily
activities.”

Decisional Guides to Action: Functional strategies guide and translate thought into
action designed to accomplish specific annual objectives, Thus, functional strategies may
be regarded as decisional guides to action that make the strategies work. They clarify
many conflicting issues and problems, giving spec:.ﬁc short-term guidance to operating
managers and employees.

- Improves Effectiveness and Efficiency and Creates Super Profitability: It should be noted

that functional strategies aim at improving the effectiveness of a company’s operations
and thus its ability to attain superfor efficiency, quality, innovation, and customer
responsiveness. It is important to keep in mind the relationships of functional strategies,
distinctive competencies, differentiation, low cost, value creation, and profitability.

Notes
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We can note that functional-level strategies can ‘build resources and capabilities of a .
firm that enhance superior efficiency, quality, innovation. These in turn, create low cost,
value and superior profitability.

6. Builds Competitive Advantage: Functional strategies can improve the efficiency; reliability
(quality), and consumer responsiveness of its service. Thus, they can be used to build a
sustainable competitive advantage. Functional strategies can increase efficiency of activities
and thereby lower their cost structure. In fact, functional strategy is concerned with
developing and nurturing a distinctive competence to provide a company -or business
unit with a competitive advantage.

‘Other Benefits of Functional Strategies
- They give operatmg personnel a better understandmg of their role in the firm’s mission.

¢ The process of developing them becomes a forum for raising and resolving conflicts
‘between strategic intent and operational reality.

* They provide a basis for developing budgets, schedules, trigger points, and other
sources of strategic control.

# They can be powerful motivators, especially when cennected tothe reward system.

Types of Functional Strategy

1. Marketing Strategy

The definition of marketing strategy can be given, as - “A marketing strategy is a practice
that allows an- organization to focus on the available resources and turn the: ‘opportunities into
productivity to increase sales and achieve justifiable competitive lead.” Max:kehng strategies
provide detailed information to the necessary plans to be taken, to carry out the marketing

program,

By using an effective marketing plan an organization may go for capturing a large share

" of existing market, develop a new market for its current products, or develop new products

for its existing market or even go for total diversification strategy that mean developing a
new product for an entfirely new market.

The marketing strategy based on building -an organization that revolves around
customer satisfaction helps the organization in achieving fast growth rate, It describes how
the erganization is going to engage customers, identify the prespects, and the competition
in the market. . ' ‘

Tt derives from the broader corporate strategies and corporate goals. A strategy consists
of range ‘of refined thoughts and’ organized series of tactics. It is not possible to implement

_ a marketing plan, if it is not based 1ipon sound strategy formulation.

Marketing strategy mcludes the successful understanding of internal and external
environment. Internal environment factors include the analysis of ‘marketing mix, whereas
external factors include the analysisiof political, legal, economic, social, technolegical, cultural,
-enviranment, and -evaluation of customer, competitors, and target market. Various analyses
can be performed to understand the strategic constraints and focus such as - SWOT an;ilysis,
‘GE/McKinney matrix or COPE analysis.
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As every umque business has unique features, the marketing strategies of different | - Notes
businesses, also differ in accordance with those. '

However, one can categorize the strategies in four major schemes given below:

(i) Market dominance based strategies - It depends upon the basis of the. market share,
the firm holds in the market or the dorminance of an industry is required to make the
basis for this categorization. There may be three types of market dominance strategies
such as - Leader, Challenger, and follower.

(ii) Porter generic strategies ~ It focuses to the scope of market penetration and firm’s
" sustainable competitive advantage. It can be further divided into three broad categories
such as - cost leadership, product differentiation, and market segmentation.

(ili) Innovation strategies - It focuses on the rate a firm develops new products and innovative
business models. There are three types such as - ploneers, close followers, and late
followers.

(iv) Growth strategies — It deals with the questions what should be the measures, which
may help the organization in proper growth. The most common ways may be horizontal
integration; vertical integration, diversification, and. intensification.
A good marketing strategy consist the following. points:

[

(@) Flexible - Having an overall control is needed while implementing any plan but
there must be some space for changes also, as the needs and situations may keep
altering and if there is no possibility for flexibility in the plan, adaphon and im-

- plementation of change may become difficult.

.(b) Comprehensive - Having a complete overview is very unportant before going
for implementation of the plan, as the plan may lead to failure if : any necessary
details have been missed. :

{c) Consistence -~ Having consistency, is very much needed in any good marketing
strategy as there is no use of the plan if it couldn’t correlate with the -other func-
ttonal strategies and fail in achieving the overall corporate and business level ob-
jectives. Maintaining consistency also ensures that employees are in accordance
with what has been mentioned in the functional strategy.

(d) Rational - Maintaining rationality is very necessary; as the plan must flow in the
logical manner, otherwise it would not come up with corporate level objective.
Marketing strategy relates to the formulation and  implementation-of marketing mix that
is product, price, place, and promotion.

2, Financial S trategy

The financial strategy deals with the availability or sources, usages, and management of
funds. It focuses on. the alignment of financial management with the corporate and business.
objectives of an organization to gain strategic advantage. It emphasizes on the aspects such
as - how much fund is required. When the fund is required? How. the funds should be
raised? In addition, by what are the' means to use and manage the funds?

The financial plans and. policies should focus on soime major points:

(i) Determining the financial resources, which are netessary to meet the operating program
of the organization? : :
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(ii) Developing plans for obtaining the obligatory external funds.
(iii) Governing the allocation and use of funds by founding and upholding the financial
control system.
(iv) Formulating programs, which max help in providing the most effective profit-volume-
cost relationship.
(v) Analyzmg the operation’s financial results.
(vi) Reporting the data to the top management and planning the future operations of the
firm.
A sound financial plan, apart from cost, solvency, and liquidity and profitability, has
few more prormnent characteristics such as - it is based on clear cut ob]ectwes, it's simple
nature, shows less dependency on outside sources, and is flexible in nature.

The financial plans and policies deal with three major issues such as:

_ & Sources,
- Usages, and
s Management of funds

The Sources of Funds: It refers to the owner’s capital, borrowing from public through
shares and debentures, and loans from.financial institutions. Financial plr‘ms and polices
are related with the requirements of capital, desired capital structure, reserves and
surplus, and relationship with lenders. It is often the hardest part as raising the funds
is the first and the most important requirement for setting’ up-any business.

Raising funds need careful planning and ask the answers of few questions such as how
much finance is required? When is the finance needed? For how long is it needed? What
security can be provxded for availing the finance? Can some ownership be given at the
startup of the business, in return for investment? ~

There may be some external sources and some internal sources, which may facilitate
the startup finance. The internal sources that are from within the organization may be
personal sources such as - the savings and inheritance of the entrepreneur, borrowings
from friend and family and credit cards, retained profits, and share capital that is invested
by the founder. The external sources are the outside providers ot fund. [t includes, loan
capltal share capital, and venture capital.

- For instance, the financial plan of an organization is to raise 50% funds by borrowxng
from public and rest 50% by owned funds. An organization generally does not use the
reserves as funds because they are used for investment and contingency purposes. -~

Usage of Funds: It unphes that the funds can be used for making investments, giving
loans and-advances, and offering dividends to shareholders. In short, it asks the answer
of ‘how the entrepreneur is planning to spend the fund or money?’ The funds should
be utilized in an efficient and effective manner. )
Financial plans-and policies allocate funds te carry out various strategies related to
expansion of business and giving dividends to shareholders. A plan can be an expansion
plan, such as - merger and acquisition with another orgam'zation; whereas a policy can.
be giving minimum 20% of dividend to shareholders.

The Management of Funds: Help in the optimum utilization of funds. The plans and
pohcms at this level relate to areas, such as cash and credit management, tax planning
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and accounting, and budgeting. Thus, the plans and policies at the financial level are ~ Notes
very important since they determine the sources, usage, and management of funds that o
help in the implementation of pro]ects

3. Operations Strategy

According to Slack and Léwis, operatxons strategy can be defined as - “the total pattern
of decisions which shape the long term capabilities of any type of operations and their
contribution to the overall strategy, through the reconciliation of market requirements with
operations resources.” One must not be confused between two terms that are. “operations”
and “operational”. '

However, the words are similar but have different meaning. ‘Operations’ refers to
those parts of business which deals with producing goods and services. ‘Operational’ means
short term and limited plans. For example, a marketing strategy defines the procedures and
approaches to be used by an organization to position its business in the market."

While on the other hand, operational side of marketlng refers to the day-to-day activities
.or tactics to manage things such as - pricing, promotion of product or serv1ce and its
distribution. , ..

The procedure, which is used to formulate the operations strategy, is known as the
process of operations strategy, which defines the way ‘how to go for operations strategy’?

We can broadly describe two approaches for devising an operations strategy:

Top-Down Approach: It determines the flow of directions or decisions from the top
level to the lower level in the organizational hierarchy. The top-level management takes
the decisions and set the organizational objectives and policies, and then those decisioris
and policies are implemented by the dlfferent functional areas of the organization such
as marketing, finance, }IR. etc, ‘ :

Bottom up Approach: It originates from the practical experiences of the past. It is not

always feasible to formulate the strategy without- knowing the actual condition of the

internal and external environment. Botiom up approach siggests forming the ideas from

their earlier experience of dealing with customers, suppliers, distributers, and their own

processes and then invent the strategies based upon these experiences.

In any organization corporate and business level strat.yies set the base for standing in
market with competitors that in turn affect the business, the target market, and the manner,
which defines how to serve the market. )

Thus, operations strategy formulates a long-range game plan for the proJduction of goods
and services of any organization and provides a road map for the produchon function to
achieve the business level and corporate level strategies simmultaneously.

4. Human Resource Management Strategy

Human resource management (HRM) strategy assists in implementing the specific function
of human rescurce management to any organization. Human resource management strategy
provides a practical framework of managing human resource in line with the organization’s
corporate objectives.
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It involves-a foﬁraway approach:.

(i) Developing a strategic framework.
(ii) Generating HR mission. statement.
(i) Applying SWOT analysis -

(iv). Making. HR planning decisions.

Human: resource: managerment. strategy focuses on: organization, culture, people, and
systems. It focuses orv the implementation of the specific functions of HR; which includes
policies on: récruitment: and: selection, dr.smplmary p011c1es, reward pohmes, training and
development policies and payroll processes etc.

Thus, HRM strategy is an overall plan, which concentrates on implementation.of specific
HR functions, which are generally administrative in nature-and. help in correlating with the
whole business strategy. Human resource managernent comprises of various practices:

* Human resource p].al‘ll'l.i).’l‘g
® Recruitment and selection
¢ Induction
¢ Training and development
¢ Skill management ;
¢ Remuneration
* Performance appraisal
® Personal administration -
¢ Time management - ' : s
. Payroll
¢ Employee benefit and ethical issues
‘e Personal cost planning

e Laborrelations.

Development of Functional: Strategies.

The development of functional strategies aims. at formulating the- strategiés at the top

management. level that is practically feasible at the functional. level. Strategies need to- be:
segregated:into'viable and unviable functioral: strategies. Viable'functional strategies are those:

that are compatible with each. other, thereby augmenting the horizontal fit.

In this way, the functicnal managers can implement the strategies. The process. of
development of functional strategies may range from the formal to the informal. Larger and

‘more complex. prganizations may have. several strategies related to' every major function.

Comparatively smaller organization: may. operate: with fewer pohaes, most. of which. could.
be informal and understood.

capability to contribute to' the'creation: of a strategic advantage for the organization,
Viewed in this way we- ¢an: have: the following, types.of functional strategies:
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® Strategic marketing functional sirategies focus on the aligrment of marketing
management within an organization with its corporate and business strategies to gain
a strategic advantage.

@ Strategic financial functional strategies focus on the aligriment of financial management
within an organization with its corporate and business strategies to gain a strategic
advantage.

® Strategic operations functional strategies focus on the alignment of operations
management within an organization with its corporate and business strategies to gain
a strategic advantage

® Strategic human resource functional strategies focus on the alignment of human
resource management within an organization with its corporate and business strategies
to gain a strategic advantage. ;

® Strategic information management functional strategies focus on the alignment of
information management within an organization with its corporate and business
strategies to gain a strategic advantage.

Horizontal Fit: The concept of horizontal fit means that there has to be an integration
of the operational activities undertaken to provide a product of service to a customer.
These have. to take place in the course of operational implementation.

Operational implementation is the approach an organization adopts to achieve operational
effectiveness. When an organization performs value-creating activities optimally and in
a way that is better than its competitors, it results in operational effectiveness.

Managerial Aspects of Managing Functional Strategy

Each business enterprise has its own set of departments. Each department has its own
functional strategy. Within the general framework created by the corporate and business
strategies, each business function needs to identify and undertake activities unique to the
function. The functional strategies delineate the activities to be undertaken in each part of
the business and usually include them as a core part of their action plan.

A few managerial aspects of managing functional strategy can be noted:

1. Lead Responsibility: The main responsibility for conceiving strategies for each of

the various important business functions and processes is normally delegated to the
respective functional department heads and process managers.
Thompson and Strickland think that “In crafting strategy, the manager of a particular
business function or process ideally works closely ‘with key subordinates and touches
base often with the managers of other functions/processes and the business head. If
functional or process managers plot strategy independent of each other or the business
head, they open the door for uncoordinated or conflicting strategies.” '

2. Coordination and Consistency: Thompson and Strickland further point out that
compatible, collaborative, mutually reinforcing functional strategies are essential for the
overall business strategy to have maximum impact.

Plainly, a business’s marketing strategy, production strategy, finance strategy, customer
service strategy, new product development strategy, and human resources. strategy
should be in sync rather tiian serving their own narrower purposes. Coordination and

Notes
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consistency among the various functional and process strategies are best accomplished
during the deliberation stage. .

3. Strategic Choice: After the pros and cons of the potential strategic alternatives have
been identified and evaluated, and must be selected for implementation. By now, it
is likely that many feasible alternatives will have emerged. How is the best strategy
determined?

Perhaps two most important criteria are:

i. = The capability of the proposed strategy to deal wi+h the specific strateg1c factors
developed in the SWOT analysis.

ii. The ability of each alternative to satisfy agreed-on objeclives with the least re-
sources and the fewest negative side-effects.

4. Developing Policies: The selection of the best strategic alternative is not the end of
strategy formulation. The organisation must then engage in déveloping policies. Policics
define the broad guidelines for implementation. Flowing from the selected strategy,
policies provide guidance for decision making.and actions throughout the organisation.
Policies tend to be rather long lived and can even outlast the particular strategy that
created them. Policies can make the implementation of specific functional strategies
easier.

5. Strategies to Avoid: Certain functional strategies may prove very dangerous. Hence,
they should be avoided. For example, imitating a leading competitor’s strategy might
seem to be a good idea, but it ignores a firm's particular strengths and weaknesses and
the possibility that the leader may be wrong.

4.10 BCG MODEL

Bruce Henderson (1970) of BCG has suggested first that the margins earned by a product,
and the cash generated by it, are a functon of market share. The higher the market share,
relative to competitors, the greater the earnings potential; high margins and market share are
correlated. A second premise is that sales and revenue growth requires investment. Sales of a
product will only increase if there is appropriate expenditure on advertising, distribution and
development; and the rate of market growth determines the required investment. Third, high
market share must be earned or bought, which requires additional investment. Finally, no
business can grow indefinitely. As a result, products will at times not be profitable because
the amount of money being spent to develop them exceeds their earnings potential; at other
times, and particularly where the company has a high relative market share, earnings exceed
expenditure and products are profitable.

Profitability is therefore affected by market growth, market share, and the'stage in the
product life cycle. A company with a number of products might expect to have some that
are profitable and some that are not. In general, mature products, where growth has slowed
down and the required investment has decreased, are the most profitable, and the profits
they earn should not be reinvested in them but used instead to finance growth products that
offer future earnings potential.

BCG means Boston Consulting Gi'oup, Matrix is developed by Bruce Hendersen of the
Boston Consulting Group in the early 1970's, It is also called as the “Growth Share Matrix”.
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This is the most popular and simplos! ma'rix to describe the corporation’s portfolio of ° Notes
businesses or products,

According to this technique, business or products are classified as low or hi gh performance
depending upon their market growth rate and relative market share.

The BCG matrix helps to determine priorities in a portfolio in a product portfolio. Its
basic purpose is to invest where there is growth from which the firm can benefit, & divest
those businesses that have low market and low growth prospects.

¢ Enhances mulb-divisional firm in formulating strategies
* Aulonomous divisions = business portfolio
® Pivisions may compete in different industries

@ Focus on market-share position & industry growth rate

To understand the Boston Matrix you need to understand how market share and market
growth interrelated. Each of the products or business units is plotted on a two dimensional
matrix consisting of - :

* Relative Market Share (RMS)
* Market Growth Rate (MGR)

1. Market Share: Market share is the percentage of the total market that is being serviced
by your company measured either in the revenue terms or unit volume terms. It is ratio
of the market share of the concerned product or business unit in the industry divided
by the share of the market leader. The higher your market share, the higher proportion
of the market you control.

Business Unit Sales this year
RMS =

Leading rival sales this year

2. Market Growth Rate: Market Growth is used as a measure of a market's attractiveness.
It is the percentage of market growth, by which sales of a particular product or business
unit has increased. Markets experiencing high growth are ones where the total market
share available is expanding & there is plenty of opportunity for everyone to make
money.

Individual Sales this year - Individual sales last year
MGR =

Individual Sales last year
Why BCG Matrix
To asses
e Profile of product /business
# Cash demands of products
* The development cycle of product

° Resource allocation & divesiment decisions
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Main Steps of BCG Matrix .
Identifying & dividing a company into SBU

e Assessing & comparing the prospects of each SBU according to two criteria
(i) SBU's relative market share

(ii) Growth rate of SBU’s industry

Classifying the SBU’s on the basis of BCG matrix
e Developing strategic objective for each SBU

Analysis of the BCG Matrix

The Boston Consulting Group growth-share matrix can be very useful for positioning products
in relation to their stage in the product life cycle as long as one is both careful and honest
in the use of data. It can provide insight into the likely cash needs and the potential for
earnings generation:. However , while a particular matrix position indicates potential needs
and prospects, it should not be seen as prescriptive for future strategy. In certain respects,
all competitive positions are unique, and it is very important to consider the actual industry
involved and the nature and behaviour of competitors. Business unit and product managers
are likely to be able to do this with greater insight than specialist planners as they are in a
better position to appreciate the peculiarities of the market.

The product portfolio suggests the following strategies for products or business units
falling into certain categorie's:

» Cash cow - milk and redeploy the cash flow
e Dog - liquidate or divest and redeploy the freed resources or procéeds

. Sta%; strengthen competitive position in growth industry

e Quistion - invest as appropriate to secure and improve competitive position.
(a) (b)
An example of a balanced porticlio
High4 - o
Question marks
Stars . o
fit
£ || (break-even, Cvesiment ® o )
o low profits) for future) . ' .
2% , @
L =
8o .
8z 1) Dags. ® ® -,
T " Cash vows (break-even, .
£ (profitable) marginal . : .
profit) .
Low ¥

HTgF Cash generation Low
Relative market share

Figure 4.1 The Boston Consulting Group growth-share matrix

The matrix is illustrated in Figure 4.1. Chart (a) shows the composition of the axes and
the names given to products or business units which fall in each of the four quadrants; chart
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(b) features 15 products or business units in a hypothetical company portfolio. The sterling- Notes
volume size of each product or business is proportional to the areas of the circles, and the
positioning of each one is determined by its market growth rate and relative market share.

The market growth rate on the ‘vertical axis is the annual growth rate of the market in
which the company competes, and really any range starting with zero could be used. The
problem is where to draw the horizontal dividing line which separates high-growth from
low-growth markets. The relative market share on the horizontal axis indicates market share
in relation to the largest competitor in the market. A relative market share of 0.25 would
indicate a market share one-quarter of that of the market leader; a figure of 2.5 would
represent a market leader with a market share that is 2.5 times as big as that of the
nearest rival. The vertical dividing line is normally 1.0, so that market leadership is found
to the left-hand side of the divider. It is important to consider market segmentation when
deciding upon the market share figure to use, rather than using the share of the total market.
The growth- share matrix is thus divided into four cells or quadrants, each representing a
particular type of business.

* Question marks are products or businesses which compete in high-growth markets but
where market share is relatively low. A new product launched into a high-growth
market and with an existing market leader would normally constitute a question mark.
High expenditure is required to develop and launch the product, and consequently it
is unlikely to be profitable and may instead require subsidy from more profitable
products. Once the product is established, further investment will be required if the
company attempts to claim market leadership.

* Successful question marks become stars, market leaders in growth markets. However,

" investment is still required to maintain the rate of growth and to defend the leadership
position. Stars are marginally profitable only, but as they reach a more mature market
position as growth slows down they will become increasingly profitable.

& Cash cows are therefore mature products which are well-established market leaders.
As market growth slows down there is less need for high investment, and hence they
are the most profitable products in the portfolio. This is boosted by any economijes of
scale resulting from the position of market leadership. Cash cows are used to fund the
businesses in the other three quadrants.

¢ Dogs describe businesses that have low market shares in slower growth markets. They
may well be previous cash cows, which still enjoy some loyal market support although
they have been replaced as market leader by a newer rival. They should be marginally
profitable, and should be withdrawn when they become loss makers, if not before. The
opportunity cost of the resources that they tie up is an important issue in this decision.

Given that a dog represerits a product or service in a relatively low- growth mdustry
sector, and one which does not enjoy market segment leadership, it follows that many
companies will have a number of dogs in their portfolios. Liquidation or divestment will
not always be justified. Products which have a strong market position, even though they
are not_the market leader, and which have a distinctive competitive advantage can have a
healthy cash flow and profitability. Such products are sometimes referred to as cash dogs.
Divestment is most appropriate when the market position is weak and when there is no real -
opportunity to create sustainable competitive advantage, as long as a buyer can be found.

-

L]
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According to Hamermesch (1986) many businesses that are classified as cash cows should
be managed for innovation and growth, especially if the industry is dynamic or volatile,
or can be made so. In other words, strategies that succeed in extending the product life
cycle can move it from a state of maturity into further growth. One example quoted is
coffee. This market experienced renewed growth when the success of automatic coffee makers
increased demand for new varieties of fresh ground coffee. The success of Starhucks shows
how a single organization which spots and seizes an opportunity can change an industry
and provide an impetus for growth. When “milking’ products care also has to be taken not
to reduce capacity if there is a chance that demand and growth opportunities might return
as a result of scarcities or changes in taste. When restrictions on the import of Scotch whisky
into.Japan were eased in the late 1980s, the product enjoyed star status, even though it
was seen as a cash cow in the UK.

Strategic decisions based on portfolio positions may also ignore crucial issues of
interdependence and synergy. Business units may be treated as separate independent businesses
for the purposes of planning, and this can increase the likelihood of the more qualitative
contributions to other business units, and to the organization as a whole, being sverlooked
when decisions are made about possible liquidation or divestment.

Directional Policy Matrices

The best-known directional policy matrices were developed in the 1970s by Shell and General
Electric and the management consultants McKinsey. They are broadly similar and aim to assist
large complex multiactivity enterprises with decisions concerning investment and divestment
priorities. A version of the Shell matrix is illustrated in Figure 4.2; a fuller gxplanation can be
found in Robinson et al. (1978). In using such a matrix there is an assumption that resources
are scarce, and that there never will be, or should be, enough financial and other resources
for the implementation of all the project ideas and.opportunities which can be conceived in a
successful, creative and innovative organization. Choices will always have to be made about
investment priorities. The development of an effective corporate strategy therefore involves
an evaluation of the potential for existing businesses together with new possibilities in order
to determine the priorities.

Table 4.1 Factors in the directional palicy matrix

Market growih
Market quality, or fie abitaiy fou mewe previices ;
to achieve higher or mare stablc prodiability
than other sectors
Supplier pressure

Industry attractiveness Customer preséure
Substitute products
Government action
Entry barriers

Competitive pressure
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Competition

Relative market shares
Competitive postures and opportunities
Production capability

Competili - position and relative strength Research and development record and
strengths
Success rate'to date measured in terms of

market

share and finandal success{earnings in excess
of the cost of capital)

! N

The matrix is constructed within two axes:"the horizontal axis represents industry
attractiveness, or the prospects for profitable operation in the sector concerned; the vertical
axis indicates the company's existing competitive position in relation to other companies in
the industry. New possibilities can be evaluated initially along the vertical axis by considering
their likely prospects for establishing competitive advantage. It will be appreciated that
Michac] Porter's work links closely to this. Inplacing individual products in the matrix the
factors shown in Table 4.1 are typical of those that might be used.

(a) ' Industry attractiveness

Unattractive Average Attractive

» Divest
3 Invest for
= - market share
Phased 1:  ar withdraw
withdrawal :
Invest
selectively to, '
maximize cas Invest to retain
generatio market share as

indusiry grows

Competitive position
Average

Pricrity
products
and services

Strong
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)

Weak

Unattractive -

Average

Attractive

. Average. .

Cash -
generator only

Earnings
generator

Figure 4.2 The directional policy matrix developed by Shell - two presentations

Benefits

= BCG matrix is simple, easy to perform & easy to understand

S@_mn_"g :

. - @ Ttis quantifiable

* [t draws attention to the cash flows

s It draws attention to the investment needs

e It helps to quickly & simply screen the opportunity open to you, & help you think about

how you can make the most of them.

e It is.used to identify how corporate cash resources can best be used to maximize

company’s future growth & profitability.

Growth
generator

e Helpsto understand the strategic positions of business portfolio.

* It's a good starting point for further more thorough analysis.

Limitation

* BCG matrix uses only two dimensions relative market share & market growth rate.

» It is too simplistic

e Troblem of getting'data on market share & market growth is not strong

* High market share does not mean profits all timé.

¢ Business with market share can be profitable too.

178 IR Self-Instructional Material

-



Process of Strategic Planning

* Business can only be classified to four quadrants; Notes
¢  Does not include other external factors that may change the situation completely.

¢ It denies that synergies between different units exist.

4.11 GE 9 CELL MODEL

GE means General Electric nine cell matrix. This matrix was developed in 1970's by General
Electric Company with the assistance of the consulting firm, Mckinsey & Co, USA. This is
also called GE multifactor portfolio matrix or Directional policy matrix. The GE matrix has
been developed to overcome the obvious limitations of BCG matrix.

It is a tool used in brand marketing and product management to decide what products
to add to the portfolio. It identifies the optimum business portfolio as one that fits perfectly
to the company’s strengths & helps to explore the most atiractive industry sectors or markets.

It identifies the optimum business portfolio as one that fits perfectly to the company’s
strengths and helps to explore the most atiractive induétry sectors or markets. The objective
of the analysis is to position each SBU on the chart depending on the SBU’s strength and
the attractiveness of the industry sector or market on which it is focised.

This matrix consists of nine cells [3x3] matrix used to perform business portfolio analysis
as a step in the strategic planning process and is based on 2 key variables:

¢ Business strength

* Industry attractiveness

Business Strength

It is a competitive strength replaces market share as the dimension by which the competitive
position of each SBU is assessed.

Along the X axis, the matrix measures how strong, in terms of competition, a particular
business unit is against its rivals. In other words, managers try to determine whether a business
unit has a sustainable competitive advantage (or at least temporary competitive advantage)
or not. If the company has a sustainable competitive advantage, the next question is: “For
how long it will be sustained?”

The following factors determine the competitive strength.of a business unit:
e Total inarket share
* Market share growth compared to rivals
e Brand strength (use brand value for this)
¢ Profitability of the company
* Custome: loyalty
¢  VRIO resources or capabilities (use VRIO framework to determine this)

* Your business unit strength in meeting industry’s critical success factors (use
Competitive Profile Matrix to determine this)
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Notes . ° Strength of a value chain (use Value Chain Analysis and Benchmarking to determine
this)

* Level of product differentiation

* Production flexibility

Industry Attractiveness

Industry attractiveness indicates how hard or easy it will be for a company to coinpete in the
market and earn profits. The more profitable the industry is the more attractive it becomes,
When evaluating the industry attractiveness, analysts should Took how an industry will
change in the long run rather than in the near future, because the investments needed for
the product usually require long lasting commitment.

It replaces market growth as the dimension of industry attractiveness and includes a
boarder range of factor other than just the market growth rate.

Industry atiractiveness consists of many factors that coliectively determine the competition
level in it. There’s no definite list of which tactors should be included ta determlne 1ndu'-:tr'v
attractiveness, but the following are the uiost common:

* Longrun gmwth rate -
o Indusiry zize

* Induslry profitability: enir barriers, exit barriers, supplier power, buyer power, threat
of substitutes and av ullabie complements (use Porter’s Five Farces analyms to determine

this)
* Industry structure (use Structure-Conduct-Performance framework to determine this)
® Product life cycle changes . o
* Changesin demand
* Trend of pricés
* Macro environment factors (use PEST or PESTEL for this)
* Seasonality
* Availability of labor

* Market segmentation
Spotlight Strategy : -

The 9 cells of the GE matrix represent various degrees of industry attractiveness (high,

' medium and low) and business strength- (strong, average and weak). After plotting each
product line or business unit on the nine cell matrix, strategic choices are made depending
on thelr posmon in_the matrix. ’

GE matrix is also called ”Spoth&hf strategy matrix bécause the 3 zones are like Green,
Yellow and red of Traffic lights.
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Notes

Industry Business Unit Strength
Attractiveness T
: Strong Average | Weak |
HIGH Grow Grow Hold ’
MEDIUM Grow’ Hold Harvest
LOwW Hold Harvest Harvest

1. Green - Grow: It indicates invest / expand. If the product falls in green zomne, the business
streng:h is strong and industry is at least medium in attractiveness, the strategic decision

should be to «:¢pand, to invest and to grow.

I

discretion: for making the strategic choice.

3. Red -~ Harvest: It indicates divest / harvest. If the produci falls in the red zone, the
business strength is average or weak and attractiveness is also low or medium, the

appropriate strategy should be divestment.

Yellow ~ Hold: It indicates select / earn. If the product falls in yellow zone, the business
strength is low but industry attractiveness is high, it needs caution and managerial

A

The horizontal axis represents business strength and the vertical axis represents industry
attractiveness. This products or business units in the green zone are almost equivalent to

stars 6r cash cows, vellow zone are like question marks and red zone are similar to dogs.

=r Sk

High Medium Low
LTADER | TRY HARDER DO%‘?JLIFF OR
B e
GEDS:RS:;OR mﬁfﬁ‘?\, AL - DISINVESTMENT
-

BUSINESS STRENGTH

Advantages and Disadvantages of GE Nine-~cell Model

Advantages

* Ttused 2 cells instead of 4 cells of BCG

¢ It considers many variables and does not lead to simplistic conclusions

* High/Medium/Low and Strong/ Average/ Low clasmﬁcatlon enables a finer

distinction among business portfolio

Self-Instructional Material 15 181



Strategic Management

Notes

e It uses multiple factors to assess industry attractiveness and business strength, which
¢ aloe users to select criteria appropriate to their situation.

* It allows intermediate ratings between high and low and between strong and weak

¢ It helps in channeling the corporate resources to business and achieving competitive
advantage and superior performance.

¢ It helps in better strategic decision making and better understanding of business scope.

Disadvantages
e [t can get quite complicated and cumbersome with the increase in businesses

* Though industry attractiveness and business strength appear to be objective, they are in
reality subjective judgments that may vary from one person to another.

» It cannot effectively depict the position of new business units in developing industry
¢ It only provides broad strategic,prescriptiohs rather than specifies of business policy.

e [t tends to obscure business that are become to winners because their industries are
entering at exist stage

e Assessment of business in terms of two factors is not fair.

4.12 PORTER'S MODEL: FIVE FORCES AND PORTER'S
DIAMOND MODEL '

Porter's Five Forces

The model of pure competition implies that risk-adjusted rates of return should be constant
across firms and industries. However, numerous aconormic studies have affirmed that different
industries can sustain different levels of profitability; part of this difference is explained by
industry structure. .

Michael Porter provided a framework that models an industry as being influenced by
five forces. The strategic business manager seeking to develop an edge over rival firms can
use this model to better understand the industry context in which the firm operates.

L. Rivalry

In the traditional economic model, competition among rival firms drives profits to zero. But
competition is not perfect and firms are not unsophisticated passive price takers. Rather, firms
strive for a competitive advantage over their rivals.. The intensity of rivalry among firms
varies across industries, and strategic analysts are interested in these differences. Econamists
measure tivalry by indicators of industry concentration. The Concentration Ratio (CR) is
one such measure. The Bureau of Census periodically reports the CR for major Standard
Industrial Classifications (SIC's). The CR indicates the percent of market share held by the
four largest firms (CR's for the largest 8, 25, and 50 firms in an industry also_ are available).
A high concentration ratio indicates that a high concentration of market share is held by the
largest firms - the industry is concentrated. With only a few firms holding a large market
share, the competitive Jandscape is less competitive (closer to a monopoly).
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SUPPLIER POWER
Supplier concentrafion
Impoertance of volume to supplier
. Differentiation of inputs
Impact of inputs on cost or differentiafion
Switching costs of forms in the industry
Presence of substitute inputs
Threat of forward integration
Cost relative to total purchases in industry

BARRIERS

TO ENTRY
Absolute cost advantages THREAT OF
Preprietary leamning curve SUBSTITUTES

Access to inputs -Switching costs

Governmentpolicy —»  RIVALRY «——— _Buyerincination to
Economies of scale '

. . substitute
Capital requirements -Price-performance
Brand identity trade-off of substitutes
Switching costs w
Access o distribution
Expected retaliation BUYER POWER DEGREE OF RIVALRY
Proprietary products Bargaining leverage -Exit barriers
Buyer volume -Industry concentration
Buyer information -Fixed costs/Value added
Brand identity -Industry growth
Price sensitivity -Intermittent overcapacity
Threat of backward integration -Product differences
Product differentiation -Switching costs
Buyer concentralion vs. industry -Brand identity
Substitutes available -Diversity of rivals
Buyers' incentives -Corporate stakes
: Figure 4.3 Diagram of Porter's 5 Forces

A low concentration ratio indicates that the industry is characterized by many rivals, none
of which has a significant market share. These fragmented markets are said to be competitive.
The concenfration ratio is not the only available measure; the trend is to define industries
in terms that convey more information than distribution of market share. If rivalry among
firms in an industry is low, the industry is considered to be disciplined. This discipline may
result from the industry’s history of competition, the role of a leading firm, or informal
compliance with a generally understood code of conduct. Explicit collusion generally is
illegal and not an opton; in low-rivalry indusiries competitive moves must be constrained
informally. However, a maverick firm seeking a competitive advantage can displace the
otherwise disciplined market. When a rival acts in a way that elicits a counter-response

by other firms, rivalry intensifies. The intensity of rivalry commonly is referred to as being:

cutthroat, intense, moderate, or weak, based on the firmhs’ aggressiveness in attempting to
gain an advantage. i

In pursuing an advantage over its rivals, a firm can choose from several competitive
moves: '

* Changing prices - raising or lowering prices to gain a temporary advantage. Improving
product differentiation - improving features, implementing innovations in the
manufacturing process and in the product itself.

Notes
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Notes . Creatively using channels of distribntion - using vertical integration or using a
distribution channel that is novel to the industry. For example, with high-end
jewelry stores reluctant to carry its watches, Timex moved into drugstores and other
non-traditional outlets and corneréd the low to mid-price watch market.

e Exploiting relation<hirs with suppliers -~ for example from the 1950°s to the 1970's

. Sears, Roebuck and o, dominated the retail household applance market. Sears

set high quality standards and required Suppher% to_ meet its demands for prodoct
specifications and m'lce

The ftensity of sivalry ie influeinced by the following mdu‘;*ry characleristics:

1. A larger number of iirms increases rivairy because more firms must compete for the
same customers and resources. The rivalty intensifies if the firms have similar market
share, leading to a strugple for market leadership.

2. Siow market growth causes firms to fight for market share. In a growing market, firms
are able to improve revenues simply because of the expanding market.

3. High fixed costs result in an economy of scale effect that increases rivalry. When total
costs are mostly fixed costs, the firm must produce near capacity to attain the lowest unit
costs. Since the firm must sell this large quantity of product, high levels of preduction
lead to a fight for market share and results in-increased rivalry.

4. High storage costs or highly perishable products cause a producer to sell goods as soon
as possible. If other producers are atternpting to unload at the same tme, competition
~ for customers intensifies.
5. Low switching costs increases rivalry. When a customer can freely switch from one
product to another there is a greater struﬂgle te capture customers.
6. Low levels of product differentiation is associated with higher levels of rwalr) Brand
1dent1ﬁcat10n, on the other hand, tends to constrain rivalry.

~1

. Sirategic stakes are high when a firm is losing maikel pusition or has potential for great
gains. This intensifies rivalry.

8. High exit barriers place a high cost on abandoning the product. The firm must compete.,

. High exit barriers causz a firm to remain in an industry, even when the venture is not
profitable. A common exit barrier is asset spec1ﬁc‘1tv When the plant and equipment
required for manufacturing a product is highly specialized, these assets cannot easily
be sold to other buyers in another industry. Litton Industries” acquisition of Ingalls
Shipbuilding facilities illustrates this concept. Litton was successful in the 1960s with '
its contrants to build Navy ships, But when the Vietnam war ended, defense spending
declined and Litton saw a sudden decline in its earnings. As the firm restructured,
divesting from the shipbuilding plant was not feasible since such a large and highly
specialized investment rould not be sold easﬂy, and Litton was forced to stay in a
declining shipbuilding markst.

9. A diversity of rivals with different cultures, histories, and philosophies make an industry
unstable. There is greater possibility for mavericks and for misjudging rival's moves.
Rivairy is volatile and can be intense. The hosp1ta1 industry, for example, is populated by
hospitals that historically are community or charitable institutions, by hospitals that are
associated witlr refigious organizations or universities, and by hospitals that are for-profit -
enterprises. This mix uf philosophies about mission has lead occasionally to fierce local
struggles by hospitils aver who will get expensive diagnostic and therapeutic services. °
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At other times, local hospitals are highly cooperative with one another on issues such Notes
as community disaster planning.

10. Industry Shakeput. A growing market and the potential for high profits induces new
firms to enter a market and incumbent firms to increase production. A point is reached
where the industrv becomes crowded with competitors, and demand cannot support the
new entrants and the resulting increased supply. The industry may become crowded if
its growth rate slows and the market becomes saturated, creating a situation of excess
capacity with too many goods chasing too few buyers. A shakeout ensues, with intense
competition, price wars, and company failures:

BCG founder Bruce Henderson generalized this observation as the Rule of Three and
Four: a stable market will not have more than three significant competitors, and the largest
competitor will have no more than-four times the market share of the smallest. If this rule
Is true, it imples that: If there is a larger number of competitors, a shakeout is inevitable
Surviving rivals wiil have to grow faster than the market Eventual losers will have a negative
cash flow if they attempt to grow All except the two largest rivals will be losers The definition
of what constitutes the “market” is strategically important. Whatever the merits of this rule
for stable markets, it is clear that market stability and changes in supply and demand affect
rivalry. Cyclical demand tends to create cutthroat competition. This is true in the disposable
diaper industry in which demand fluctuates with bitth rates, and in the preeting card .industry
in which there are mere predictable business cycles.

II. Threat of Substitutes -

In Porter's mode], subs_titute products refer to products in other industries. To the economist,
a threat of substitutes exists when a product’s demand is affected by the price change of a
substitute product. A product’s price elasticity is affected by substitute products - as more -
substitutes become available, the demand becomes more elastic since custorners have more
alternatives. A close substitute product constrains the ability of firms in an industry to raise
prices.

The competition engendered by a Threat of Substitute comes from products outside the
industry. The price of aluminum beverage cans is constrained by the price of glass bottles, -
steel cans, and plastic containers. These containers are substitutes, yet they are not rivals
in the aluminum can industry. To the manufacturer of automobile tires, tire retreads are a
substitute. Today, new tires are not so expensive that car owners give much consideration
to retreading old tires. But in the trucking industry new tires are expensive and tires must
be replaced often. In the truck tire market, retreading remains a viable substitute industry.
In the disposable diaper industry, cloth diapers are a substitute and their prices constrain
the price of disposables, .

While the threat of substitutes typically impacts an industry through price competition,
there can be other concerns in assessing the threat of substitutes. Consider the substitutability
of different types of TV transmission: local station transmission to home TV antennas via the
airways versus transmission via cable, satellite, and telephone lines. The new technologies
available and the changing structure of the entertainment media are contributing to competition
among these substitute means of connecting the home to entertainment. Except in remote
areas it is unlikely that cable TV could compete with free TV from an aerial without the
greater diversity of entertainment that it affords the customer.
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III. Buyer Power

The power of buyers is the impact that customers have on a producing industry. In general,
when buyer power is strong, the relationship to the producing industry is near to what an
economist terms a monopsony - a market in which there are many suppliers and one buyer.
Under such market conditions, the buyer sets the price. In reality few pure monopsonies
exist, but frequently, there is some asymmetry between a producing industry and buyers.
The following tables outline some factors that determine buyer power.

Table 4.3 Contrasting company objectives

Buyers are powerful if Example

-

Buyers are concentrated - there are a few
Y : DOD purchases from defense contractors

buyers with significant market share

Buyers purchase a significant proportion of

output - distribution of purchases or if the
product is standardized

Circuit City and Sears'.large retail market
provides power over appliance manufacturers

Buyers possess a credible backward integration
threat - can threaten to buy producing firm

Large auto manufacturers' purchases of tires

or rival

Buyers are weak if Example

Producers threaten forward integration
-producer can take over own distribution/
retailing

Movie-producing companies have integrated | °
forward to acquire theaters

Significant buyer switching costs - products
not standardized and buyer cannot easily | IBM's 360 system strategy in the 1960's -
switch to another product

Buyers are fragmented (many, different) - no
buyer has any particular influence on product | Most - gonsumer products
or price ’

Producers supply critical portions of buyers'

input - distribution of purchases Intel's relationship with PC manufacturers

IV. Supplier Power

L4

A producing industry requires raw materials - labor, components, and other supplies. This
requirement leads to buyer-supplier relationships between the industry and the firms that
provide it the raw materials used to create products. Suppliers if powerful, can exert an

| influence on the producing industry, such as selling raw materials at a high price to capture

some of the industry's profits. The following tables outline some factors that determine
supplier power.

V. Barriers to Entry / Threat of Entry

It is not only incumbent rivals that pose a threat to firms in an industry; the possibility that

‘new firms may enter the industry also affects competition.
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Table 4.4 Contrasting company objectives Notes

Suppliers are powerful if Example

Baxter International, manufacturerat hospital

Credible forward integration threat by supplies, acquired American Hospital Supply,

I
supphers a distributor

Suppliers concentrated Drug industry's relationship to hospitals
Significant cost to switch suppliers Microsoft's relationship with PC manufacturers

Customers Powerful B-oycott of grocery stores selh‘ng non-union
| picked grapes

Suppliers are weak if Example

Many competitive suppliers - product is | Tire industry relationship to automobile
standardized manufacturers

Purchase commodity products Grocery store brand label products

Credible backward integration threat by | Timber producers relationship to paper
purchasers companies

Garment industry relationship to major
department stores

éoncentra ted purchasers i

Customers Weak Travel agents' relationship to airlines

In theory, any firm should be able to enter and exit a market, and if free entry and
exit exists, then -profits aiways should be nominal. In reality, however, industries possesé
characteristics that protect the high profit levels of firms in the market and inhibit additional
rivals from entering the market. These are barriers to entry.

.Barriers to entry are more than the normal equilibrium adjustments that markets typically
make. For example,when industry profits increase, we would expect additional firms to enter
the market to take advantage of the high profit levels, over time driving down profits for
all firms in the industry. When profits decrease, we would expect some firms to exit the .
market thus restoring a market equilibrium, Falling prices, or the expectation that future prices
will fall, deters rivals from entering a market. Firms also may be reluctant to enter markets
that are exiremely uncertain, especially if entering involves expensive start-up costs. These
are normal accommodations to market conditions. But if firms individually (collective action
would be illegal collusion) keep prices artificially low as a strategy to prevent potential
entrants from entering the market, such entry-deterring pricing establishes a barrier.

Barriers to entry are unique industry characteristics that define the inciusl:ry. Barriers
reduce the rate of entry of new firms, thus maintaining a level of profits for those already
in the industry. From a strategic perspective, barriers can be created or exploited to
enhance a firm’'s competitive advantage. Barriers to entry arise from several sources:

1. Government creates barriers. Although the principal role of the government in a
market is to preserve competition through anti-trust actions, government also restricts
competition through the granting of monopolies and through regulation. Industries
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Notes such as utilities are considered natural monopolies because it has been more efficient
- to have one electric company provide power to a locality than to permit many electric
companies to compete in a local market. To restrain utilities from exploiting this
advantage, government permits a monopoly, but regulates the industry. ustrative
of this kind of barrier to entry is the local cable company. The franchise to a cable
provider may be granted by cdmpeﬁtive bidding, but once the franchise is awarded by
a community a monopoly is created. Local governments were not effective in monitoring
price gouging by cable operators, so the federal government has enacted legislation to
review and restrict prices. The regulatory authority of the government in restricting
competition is historically evident in the banking industry. Until the 1970’s, the markets
that banks could enter were limited by stafe governments. As a result, most banks were
local commercial and retail banking facilities. Banks competed through strategies that
emphasized simple marketing devices such as awarding toasters to new customers
. for opening a cheéking account. When banks were deregulated, banks were permitted
to cross state boundaries and expand their markets. Deregulation of banks intensified
rivalry and created uncertainty for banks as they attempted to maintain market share,
In the late 1970's, the strategy of banks shifted from simple marketing tactics to mergers
and geographic expansion as rivals attempted to expand markets.

2. Patents and proprietary knowledge serve to restrict entry into an industry. Ideas and
knowledge that provide competitive advantages are treated as private property when
patented, preventing others from using the knowledge and thus creating a barrier to
entry. Edwin Land introduced the Polaroid camera in 1947 and held a monopoly in
the instant photography industry. In 1975, Kodak attempted to enter the instant camera
market and sold a comparable camera. Polaroid sued for patent infringement and won,
keeping Kodak out of the instant camera industry.

3. Asset specificity inhibits entry into an industry. Asset specificity is the extent to which-
the firm's assets can be utilized to produce a different product. When an industry
requires highly specialized technology or plants and equipment, potential entrants are
reluctant to commit to acquiring specialized assets that cannot be sold or converted
into other uses if the venture fails. Asset specificity provides a barrier to entry for two
reasons: First, when firms already hold specialized assets they fiercely resist efforts by
otfi'gzrs from taking their market share. New entrants can anticipate aggressive rivalry.
For\;\xample, Kodak had much capital invested in its photographic equipment business
and dggressively resisted efforts by Fuji to intrude in its market. These assets are both
large and industry specific. The second redson is that potential entrants are reluctant
to make investments in highly specialized assets.

" 4. Organizational (Internal) Economies of Scale. The most cost efficient level of production
: is termed Minimum Efficient Scale (MES). This is the point at which unit costs for
production are at minimum - i.e., the most cost efficient level of production. If MES
for firms in an industry is known, then we can determine the amount of market share
necessary for low cost entry or cost parity with rivals. For example, in long distance
communications roughly 10% of the market is necessary for MES. If sales for a long

. distance operator fail to reach 10% of the market; the firm is not competitive.

The existence of such an economy of scale creates a barrier to entry. The greater the
difference between industry MES and entry unit costs, the greater the barrier to entry. So
industries with high MES deter entry of small, start-up businesses. To operate at less than
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MES there must be a consideération that permits the firm to sell at a premium price - such Notes
as product differentiation or local monopoly.

Barriers to exit work similarly to barriers to enf:r;}. Exit barriers limit the ability of a
firm to leave the market and can exacerbate rivalry - unable to leave the industry, a fifm
must compete. Some of an industry's entry and exit barriers can be summarized as follows:

Table 4.5 Contrasting company cbjectives

Easy to Enter if there is: Difficult to Enter if thére Is:
* Common technology * Patented or proprietary’ know-how
* Little brand franchise * Difficulty in brand: switching
* Access to distribution channels . Restric-ted distribution channels
* Low scale threshold * High scale threshold

Easy to Exit if there are: . Difficult to Exit if there are:
* Salable assets * Specialized assets
* Low exit costs . * High exit costs
* Independent businesses . Int.errelated businesses

Porter’s Diamond Model

Michael E. Porter argued that a nation can create new advanced factor endowments such as
skilled labor, a strong technology and knowledge base, government support, and culture, Porter
used a diamond shaped diagram as the basis-of a framework to illustrate the determinants
of national advantage. This diamond represents the national playing field that countries
establish for their industries.

Michael Porter's Diamond Model (also known as the Theory of National Competitive
Advantage of Industries) is a diamond-shaped framework that focuses on explainirig why
certain industries within a particular nation are competitive internationally, whereas others
might not. And why is it that certain companies in certain countries are capable of consistent
innovation, whereas others might not? Porter argues that any company’s ability to compete
in the international arena is based mainly on an interrelated set of location advantages that
certain industries in different nations posses, namely: Firm Strategy, Structure.and Rivalry; N
Factor Conditions; Demand Conditions; and Related and Supporting Industries. If these '
conditions are favorable, it forces domestic companies to continiously innovate and upgrade.
The competitiveness that will result from this, is helpful and even necessary when going
internationally and battling the world’s largest competitors. This article will explain the four
main components and include two components that are often included in this model: the
role of the Government and Chance. Together they form the national environment in which
companies are born and learn how to compete. ’

The individual points on the diamond and thie diamond as a whole affect four ingredients
that lead to a national comparative advantage. These ingredients are:
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Notes Firm Strategy.

Structure,
and Rivalry

A

Factor . Demand
. Conditions " conditions

¥ ‘

Related and
Supporting
Industries

Figure 4.4 Porters Diamond of National Advantage

1. The availability of resources and skills,

2. Information that firms use to decide which opportunities to pursue with those resources
and skills,

3. The goals of individuals in companies,
4, The-pressure on companies to innovate and invest.
The points of the diamond are described as follows:

1. Factor Conditions /

A country creates its own important factors such as skilled resources and technological base.

e The stock of factors at a given time is less important than the extent that they are
upgraded and deployed.

e Local disadvantages in factors of production force innovation. Adverse conditions such
as labor shortages or scarce raw materials force firms to develop new methods, and this
innovation often leads to a national comparative advantage.

II. Demand Conditions |

When the market for a particular product is larger locally than in foreign markets, the local
firms devote more attention to that product than do foreign firms, leading to a competitive
advantage when the local firms begin exporting the product.

® A more demanding local market leads to national advantage.

* A strong, trend-setting local market helps local firms anticipate global trends.

III. Related and Supporting Industries

The presence of related and supporting industries provides the foundation on which the
focal industry can excel.
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¢ When local supporting industries are competitive, firms enjoy more cost effective and Notes
innovative inputs.

* This effect is strengthened when the suppliers themselves are strong global competitors.

IV. Firm Strétegy, Structure, and Rivalry

The national context in which companies operate largely determines how companies are
created, organized and managed: it affects their strategy and how they structure themnselves.
Moreover, domestic rivalry is instrumental to international competitiveness, since it forces
companies to develop unique and sustainable strengths and capabilities.

®* Local conditions affect firm strategy. For example, German companies tend to be
hierarchical. Italian companies tend to be smaller and are run more'like extended
families. Such strategy and structure helps to determine in which types of industries a
nation’s firms will excel.

® In Porter’s Five Forces madel, low rivalry made an industry atiractive. While at a single
point in time a firm prefers less rivalry, over the long run more local rivalry is better
since it puts pressure on firms to innovate and improve. In fact, high local rivalry
results in less global rivalry.

¢ Local rivalry forces firms to move beyond basic advantages that the home country may
enjoy, such as low factor costs. '
The Dianond as a System

The effect of one point depends on the others. For example, factor disadvantages will not
lead firms to innovate unless there is sufficient rivalry.

* The diamond also is a self-reinforcing system. For example, a high level of rivalry often
leads to the formation of unique specialized factors.
Governmment’s Role
The role of government in the model is to:

®* Encourage companies to raise their performance, for example by enforcing strict
product standards.

* Stimulate early demand for advanced products.

» Focusonspecialized factor creation. Stimulate local rivalry by limiting direct cooperation
and enforcing antitrust regulations.

Application to the Japanese Fax Machine Industry

The Japanese facsimile industry illustrates the diamond of national advantage. Japanese firms
achieved dominance is this industry for the following reasons:

* Japanese factor conditions: Japan has a relatively high number of electrical engineers
per capita.

* Japanese demand conditions: The Japanese market was very demanding because of the
written language. -

Self-Instructional Material 18 191



Strategic Management

Notes

» Large number of related and supporting industries with good technology, for example,
good miniaturized components since there is less space in Japan.

* Domestic rivalry in the Iapanese fax machine mdustry pushed innovation and resulted
in rapid cost reductions.

o Governmentsupport-NTT (thestate-owned telecom company) changed its cumbersome
approval requirements for each installation to a more general type approval.

4.13 STRATEGIC CHOICE

Strategic Choice involves a whole process through which a decision is. taken to choose a
particular option from various alternatives. There can be various methods through which
the final choice can be selected upon. Managers and decision makers keep both the external

- and internal environment in mind before narrowing it down to-one.

Strategic choice or strategic decision is the process of systematically comparing the
impact of the possible strategies on product-market and the firm. Selection strategy is a
careful conscious deliberate and creative. activity. It involves trade offs between different
courses of action. Professor Henry Mintzberg says “Strategy formulation is interplay among
three basic forces -

¢ A dynarhic environment that changes continuously but irregularly. with frequent
discontinuities and wide swings in the rate of change;

® The operating system of the organisation which seeks to stabilise its activities despite
the characteristics of the environment it serves; and

® The role of leadership mediating between two forces so as to maintain stability of the
organisation, operating:system while at the same time adapting it to the environmental
change. '

Meaning of Strategic Choice

Strategic choice simply refers to the strategy chosen out of available alternatives for attaining
organizational objectives. It is termed as the most appropriate one that is selected after
analysis of various facts by experts. Strategic choice is'the outcome of systematic examination
of distinct alternatives where different experts'make their own calculations and finally selects
a strategy by bargain. A SWOT analysis is conducted by experts for better identification of
firm strength and weakness that assist them in making appropriate choice regarding strategy
selection. It defines the future strategies of business for deriving the desired results. Strategic
choice is the path that is chosen by organization for carrying out its activities in future towards

" achievement of targets. Process of making strategic choice comprises of 4 steps: - Focusing

on strategic alternative, analyzing strategic alternatives, evaluation of strategic alternatives
\
and making a strategic choice. \

A

Importance of Strategic Choices

Whether a business succeeds or fails depends in large measure on the strategic choices made
by the owner. Spending large amounts of time and money introducing a product that turns
out to have a very limited market is an example of a bad strategic choice. Anticipating a
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change in consumer tastes and introducing a service to take advantage of that change ‘pefore Notes
competitors do is an example of a good strategic choice.

The development of business strategy takes into account that all companies must
cope with limited resources to some extent. The most successful companies can sllocate
scarce resources to the projects that have the greatest positive impact on revenue growth or
improvements in productivity and efficiency that can increase profit margins.

Factors Affecting Strategic Choice
e Environmental constraints.
* In House Forces and Managerial Power Relations ' )

® Managerial Attitudes Towards Risk

* Influence of Past Strategy
* Time Dimension of Strategic Choice
* Reaction of Competitors -

e Availability of Relevant Information

1. Enviromnental Constraints

The very survival and growth and hence, prosperity of a unit rest on its exposure to and
interaction with its environment which is external. External environment is made up of its
publics namely shareholders, suppliers, competitors, customers, lenders, government and
the community. These elements are the external constraints. The flexibility in the choice of a
strategy, is governed by the extent of the firm's dependence on the these elements and the
extent to which these constraints cooperate. Comparatively, those organisations which are well
settled, deep rooted and large in industries are much more powerful as against their counter
part namely, the environment. They enjoy greater flexibility and lee way in strategic choice.

For example, a company which gets bulk supply of inputs raw-material and component
parts in a highly sensitive market has greater degree of flexibility in strategic choice as
compared to the company which depends for its inputs on a market which is monopolistic.
The strategies of competitors in any area of business will have impact on choice of a strategy.
What financial or production or marketing, or personnel strategies the firm is to follow will
depend on what competiters are doing. A shareholder holding majority of shares, has say in
strategy the company is to formulate because his preferences can not be ignored. Customers
are the real decision makers whose likes and dislikes can not be thrown to winds. Changing
governmental policies will have to be respected. Again, it is community in which company
is working decides what company should do and should not do.

2. In House Forces and Managerial Power Relations

The in house forces play a significant role. Let us confine to only decision making process.
In a highly controlled or centralised company, it is the top ‘management which has the total
power to configure the strategic choice. That is, the decision-strategic decision-made is by
centralised management, is quick and not diluted.

Another very important variable is that of managerjal power relations. It is normally
found that the major decisions are influenced by the power play among interest groups that

v
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differ widely. Even the strategic choice is influenced by this variable. In case a influencing
chief executive is in favour of a strategic choice which also benefits other top management

members, it may be endorsed easily by other senior member. This happens when unity

prevails. However, this can be opposed in case there is power politics or power game as we
find in Indian Parliamentary Affairs.

3. Managerial Attitudes Towards Risk

Managerial attitudes towards risk is yet another significanl factor that affects the choice of a
strategy. The managerial decision is guided by the attitude of the decision- maker towards
risk. Based on this “attitude towards risk” decision-makers can be of three types namely,
Risk lover, Risk Averse and Risk neutral. Then one may distinguish between the following

attitudes reflecting the order of risk preferences.

* Risk is necessary for success
e Risk is a fact of life and some risk is desirable and

s High risk destroys enterprises and needs to be minimised as given by Professor William
- F.Glueck.

By nature executives who are risk 1overs go in for high returns, high growth, less stable
markets as there is direct relationship between risk and the reward. These people prefer to
be pioneers, innovators, e.:arly birds. On the other hand, the risk averse or people who want
to take least risks are those who want to be followers than leaders and challengers, they
prefer stable conditions, low returns and go in for safer options,

Age factor also plays decisive role. The old managers tend to take no extra risk unlike
young people who are yet to make mark. Those who deal with risk and uncertainty easily
are able to face successfully the complex problems than those who are risk averse. Risk
prone decision makers limit the amount of information and make decisions quickly as if it
is an impulsive task.

'

4. Influence of Past Strategy

Future has its roots in the past. To this, past strategy is no exception. That is, choice of the
current and the future is influenced by the past strategy due to number of reasons. The
foundation for formulation of new strategies is the past strategy. In the light of the past
strategy, the strategist either might not have thought of altering it or it is also possible that
the strategists might have taken the things lightly and might not have thought of alternatives
with the seriousness that they deserve due to intertia. Personal involvement of the decision
maker with the past strategy will continue to do so. Thus, the present and future strategies
will be influenced by personal mvolvement

5. Time Dimension of Strategic Choice

Yet another very important factor in the process of strategic decision making is the time
dimension of strategic choice. This time dimensicn has four elements which one can not
ignore, these are-time pressure, time frame, time horizon and timing of the decision.

* Time Pressure

® Time Frame
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¢ Time Horizon . ' Notes

¢ Timing of Decision

6. Reaction of Competitors

The strategic choice of a strategy option is bound to reflex in the competitors’ reaction.
Therefore, a wise strategist places himself in the shoes of the competitor or competitors to
know wl}ere exactly the shoe bites. Only after studying the reactions, he may be able to take
correct decision than ignoring the impact of competitor reaction. Much depends on your
market position. That is, whether you are leader, challenger, follower or nicher. Say, both
your firm and your arch-rival firm are challengers. In this case, it is quite possible that your
competitor may take your strategic option as very aggressive and makes the competitor to
have counter strategy to over power you.

Say, you reduced the price of your branded product, then other company might reduce
equally and give some addition incentive in kind. If you are a followers, then the strategy
of follow the suit operates. We know the case of price war going on between arch rivals
namely Hindustan Lever and Proctor and Gamble. If the first company has reduced the price
of Surf Excel from 85 to 70 for a half kilo pack, Proctor and Gamble has done so in case of
Arial. Later, Surf Excel has been introduced with new proposition.” The followers say Nirma
and others being followers, have no choice than to follow the suit without option. Thus, the
competitors reaction has far reaching impact on the choice of a strategy.

. 7. Awvailability of Relevant Informmation

When it is a question of choice rather rational choice, the quality and quantity of information
decide the strategy choice. The choice or strategic decision that is based on facts, the considered
opinions other sources of information written as oral are more sound and acceptable that is,
the degree of risk and uncertainty depends on the amount and quality of information made
available to the decision makers.

There is inverse relationship between the available information and the degree of aceuracy
of strategic choice. That is, the greater the amount of high quality information, lesser the risk
and uncertainty. The decision maker is a risk-prone or a risk averter or risk neutral. Risk
prone and risk averters need the information to decide whether to take or not the calculated
risks which are unavoidable in the world of business. Hence, the decision makers need a
package of relevant information to analyse and interpret and act. The information is not
easily available which costs in terms of treasure, time and talent.

Process of Strategic Choice

Focusing on Strategic Alternatives

This stage is concerned with narrowing down the options of numerous alternatives available
to most feasible strategies. GAP analysis is used by managers for determining this manageable
no. of feasible strategies.

They visualize the future state of business for identifying the suitable alternatives. Even
one or more business dimensions are related to available alternatives for choosing most
strategic ones.
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Strategic alternatives at corporate level are Stability, Expansion, Combination and
Retrenchment. Whereas at business level they are Cost leadership and Focused Business
strategy. -

AAnalyzmg the Strategic Altematwes

Here the chosen alternatives are anaIyzed on the basis of certain factors termed as selection
factors. These factors provide a cntenon for doing evaluation of these alternatives. Such
factors are:

» . Objective factors which are based on analytical methods and are hard facts for facilitating
a strategic choice.

L Subjectlive factors that are based on one’s personal perception and descrii)tivé factors.

Evaluation of Strategzc AItematwes

Proper evaluation of each and every factor is done for 1dent1fymg its capablhty that support
organization in_attaining its targets. Analysis performed earlier on basis on objective and
subjéctive factors are brought together in this step. Proper evaluation from different aspects
of distinct alternatives is performed to arrive at the most appropriate one.

Making a Strategic Choice

', Finally, the strategic choice is made ‘after doing an evaluation that gives a clear idea about

which'one is most appropriate under existing conditions. One or more strategies are selected

-and a blueprint describing conditions for operation of these strategies is created. In order to
. deal with unforeseen scenarios, contingency strategies are also formulated.

emeseg SUMMARY

*: Strategic planning is a process in which an organization's leaders define their vision
for the future and identify their organization's goals and objectives. The process
" includes establishing the sequence in which those goals should be realized so that the

‘ or‘ganization-can reach its stated vision. :

® The strategic planning process is the method that organizations use to develop plans to
achieve overall, long-term goals. This process differs from the project planning process,
which is used to scope and assign tasks for individual projects, or strategy mapping,
which helps you determine your mission, vision, and goals.

* Strategic alliances ‘are a great way for a business to spur growth and increase profit
in a sustainable manner. While the mutual benefits are huge, it's critical to do the
groundwork first.

® Mergers and acquisitions are complex transactions. The process often involves not only
the acquiring and target companies but also a variety of other stakeholders, including
competition law regulatory agencies.
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® As corporate development teams become more common, and tools are generated to Notes
help them with their strategies and deal management, it is easy to see more and more '
companies are relying on the creativity and skills of corporate development leaders to
enhance and grow their businesses.

* The process of corporate restructuring is considered very important to eliminate all
the financial crisis and enhance the cornpahy’s performance. The management of the
concerned corporate entity facing the financial crunches hires a financial and legal
expert for advisory and assistance in the negotiation and the transaction deals.

* Acquisitions occur when one company buys another company and folds it into its
operations. Sometimes the purchase is friendly and sometimes it is hostile, depending
on whether the company being acquired believes it is better off as an operating unit of
a larger venture.

* Portfolio analysis aims to identify the components that need to be enhanced to remove
barriers from making the working process recognize better methods to allocate resources
to improve the return on investment (ROI).

KEY WORDS

Business Portfolio Analysis: It shows systematic ways to interpret product and service
that form a part of business portfolio analysis. The way in which the financial investinents
of the firms are treated likewise the appropriate organisational activities should be
tollowed and the inappropriate ones should be disregarded.

Corparate Development: It also known as “corp dev,” team or professional is typically
responsible for developing and directing strategies to help a company restructure-its
business or establish strategic partnerships through mergers, acquisitions and divestitures.
Corporate Parenting;: It refers to the partnerships between the local authority departments,
services and associated agencies who are collectively responsible for meeting the needs
of locked after children, young people and- care leavers.

Financial Restructuring: It take place due to a severe fall in the overall sales because
of adverse economic conditioris. The corporate entity may alter its equity pattern, debt
servicing schedule, equity holdings, and cross-helding pattern.

Functional Strategy: It is a set of decisions and actions managers make and take to
attain superior competency in business functions in accordance with the corporate and
business level strategies. i i

Marketing Strategy: A marketing strategy is a practice that allows an organization to
focus on the available resources and turn the opportunities into productivity to increase
sales and achieve justifiable competitive lead.

Portfolio Management: It explaing a process in which individuals’ investments are
managed in order to maximise their earnings given a definite time period. Also, it is
kept in mind that the invested capital is not exposed to market risk after one limit.
Value Creation: Value creation primarily occurs when the parent sees an opportunity for
a business to improve performance and has the skills, resources and other characteristics
for helping the business to seize the opportunity.
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' ,{ pReview Questions

What is the strategic planning process? Explain various steps in process of strategic
planning?

What are the stages of corporate development in strategic management? Explain the
importance of corporate development.

What are the objectives of corporate resl‘ructuringl? What is the main purpose of
corporate restructuring?

What are the different types ‘of corporate restructuring techniques? Explain.
Describe how can Porter's five forces be used to analysis the external environment.
What are the five elements in Porter's 5 forces?'Explain.

What is the purpose of Porter's Five Forces anélysis?

What are the 4 attributes discussed in Porter’s Diamond Model?

‘What is strategic choice? What are the elements of strategic choice process?

10, Explain how is BCG matrix used in strategic planning?
11. Describe the use of BCG Matrix model?

Wb
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Strategic Management; Garth Saloner, Andrea Shepard, Joel Podolny, Wiley.
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Strategic Management: Currentt Trends and Issues; Edited by P. Mohana Rao and Trilok
Kumar Jain, Deep and Deep. )

Business Policy and Strategic Management; Kazmi Azar, Tata McGrow Hill, 2nd Edition.
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- 5.0 LEARNING OBJECTIVES

- reading fhis chapfer students will be able to:

know about concept of strategy implementation

describe strategy implementation through structure

explain strategy implementation through human resource management
know about Mc Kinsey's 75 Model

describe organisational life cycle.

explain management and control

understand activity based costing

know about strategic information systemn.
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51 INTRODUCTION N

In this unit we will go through the implementation phase of the strategies, Implementation
is the process that turns strategies and plans into actions in order to accomplish strategic
objectives and goals. In this unit we are going to discuss the sirategy implementation and
its various aspects. Strategy implementation is the transformation of chosen strategy into
organizational action so as to achieve strategic goals and objectives.

The changing aspects of implementation are explained by considering strategic leadership
and elemients of strategy. In designing the structure and making it operational it is important
to consider the key aspects of empowerment.

. ! - . .
Let us now discuss the nature and l_)arners to strategy implementation, model of strategy
implementation, project implementation, procedural implementation and resource allocation
in the following sections.

5.2 CONCEPT OF STRATEGY IMPLEMENTATION

Strategy implementation is the act of implementing a strategy to reach a desired goal or
set of goals. The brainstorming process helps formulate these ideas, but the implementation
process puts those strategies or plans into action. Strategy implementation depends heavily
on feedback and status reports to ensure the strategy is working and to rework any areas
that may need improvement.

Strategy implementation is so important because it's action instead of words or
brainstorming. It helps show the team that the strategies being discussed are viable and
puts them into action. It's also a great tool for team development because everyone can
participate. Strategy implementation .depends on thorough communication and the right
tools to facilitate the strategy.

Nature of Strategy Implementation

Once the strategy is formulated the next practical stage is its implementation. All the efforts
of strategy formulation bear the fruits in this phase.’

Strategy
Implementation

Functional |

\_

’ Behavioural

Figure 5.1 Strategy Implementation Setting '




Strategy Implementation
The real test of strategy is in its impleinentation. Only implementation can determine Notes
the success or failure of a strategy. A perfect strategy or plan may fail if it is not properly

implemented. It is rightly said that imperfect plan implemented effectively may deliver better
results. But there is close connection between strategy formulation and its implementation.

Table 5.1 Strategy formulation Vs. strategy implementation

Strategy formulation Strategy implementation
Strategy formulation to strategy implementation | Whereas strategy implementation to strategy
is forward linkage formulation is backward linkage. -
It is an intellectual process It requires more practical and field skills.
It involves organizing before action It involves managing during the action
It emphasizes on effectiveness It focuses on efficiency.

Strategy implementation depends on three sets of organizational factors, namely, the
structure of the organization, various functional areas and operations and behavioural aspects.
Strategic analysts distinguish three types of implementation; ‘structural implementation,
functional or operational implementation and behavioural implementation.

Strategy implementation is concerned with the managerial exercise of putting a freshly
chosen strategy into place. The characteristics listed below highlights the nature of strategy
implementation:

;

® Action Orientation: Strategy implementation is essentially an action oriented process.
It involves putting the strategy into actual use. While implementing strategy manager
uses their skills, intellectuals and knowledge and techniques of management process.

* Comprehensive: Implementation is wide in scope as it involves everything that is included
in the discipline of management,

® Demands skills: As implementation involves a wide range of activities, a strategists has
to have knowledge, skills, attitudes and abilities of different kinds.

* Involvement: Strategy formulation invelves top management on the contrary strategy
implementation requires the involvement of middle level managers. For effective
implementation of strategy the plan must be properly communicated to and understood
by the middle leve] managers.

* Integraled Process: Implementation is not a process in isolation. It requires a holistic
approach. Each task and activity performed is related to another,» which creates
interconnected network, .

Barriers to Strategy Implementation

Research studies found that it is much difficult to implement strategy than to formuiate it.
Majority of the time a good strategy fails. Why it fails? There are many reasons behind it
which can be treated as barriers in effective strategy implementation.

A good strategy without proper implementation is like a poor strategy or no strategy
- at all, however having a’'good strategic plan is half the battle won, and the other half is won
through effective strategy implementation. Effective implementation of strategies is important
to the success of every entity. In many of the studies, it is stated that strategy implementation
is much more difficult than strategy formulation.
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Notes A study in the Indian context done with 145 mangers working in companies in and
around Delhi attempted to uncover the reasons why strategy implementation in unsuccessful.
This study listed 11 most frequently cited reasons of which the major ones are— inadequate

" managernent skills, poor comprehension of roles, inadequate leadership, ill defined tasks and
lack of employee commitment. Hrebiniak's finding suggested that there are some general and
overarching issues that impede strategy implementation. He stated that mangers are trained
to plan and not to execute strategies, thus the top mangers are reluctant to interfere in the
task of implementation. As formulation and implementation of strategies are interdependent
they are being done by two other groups of people in an organization. This makes the,
implementation phase takes a longer time than formulation thus putting more pressure on
the mangers to show results. His findings pointed out the following major barriers:

* Aninability to manage change

* Poor or vague strategy

® Nothaving i)roper guidelines

® Poor or inadequate information sharing
* Unclear responsibility and accountability

* Working against the organizational structure

: Implementation and Change
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Implementation incorporates a number of aspects, some of which can be changed directly and
some of which can only be changed indirectly. The latter aspects are more difficult for the
strategic leadership to control and change. The success of the strategic leader in managing
both the direct and indirect aspects influences the effectiveness of:

Broad
strategic
direction

Organization;
structure and
: systems /.

Incremental and*
‘adaptive strategy |

' Policies and,

. procedures Empowered .

, managers

Organization
- knowledge

Strategic and
competitive
SUCCOSS

Figure 5.2 Emergent strategy




' Strategy Implementation

* The implementation of strategies and-strategic changes which are determined through Notes
the planning and visionary modes of strategy creation, and -

® The ability of the organization, and its managers, to respond to changes in the
environment and adapt in line with perceived opportunities and threats.

Aspects of implementation that can be changed directly l -

® The brgarﬁzation structure (tf:e actual, defined structure, not necessarily the way in
which people behave within the structure) / ’

* Management sy;tems
® Policies and procedures.
* Action plans and short-tetrm budgets

* Management information systems.

Aspects of implementation that are changed indirectly

Communication systems: While the management information system can affect formal

" information flows, the network of informal communications truly determines awareness.
Such communications are affected by, and influence, the degree and spirit of co-operation
between managers, functions and divisions. ’

Managing and developing quality and excellence: Attention to detail, production on time
and to the appropriate quality, and the ‘personal development of managers and other
employees are'all factors in this. As well as developing managers’ skills. and capabilities
generally, it is important to consider the quality of management in particular areas
and the cover for managers who leave or who are absent. The organization structure
should provide opportunities for managers to grow and be promoted.

Manifested values and the organization culture: This involves the way in which things
are done: standards and attitudes which are held and practised. o

The fostering of innovation: The willingness of people to search for iﬁlprovements and
better ways of doing things. Their encouragement and reward is very much influenced
by the strategic leader, with leadership by example often proving significant. Those’
aspects that can be changed directly generally imply physical changes in the way in
which resources are allocated. Behavioural aspects, which imply changes in beliefs and
attitudes, can only be modified indirectly. “

Problems of Successful Implementation

Owen (1982) contends that in practice there are four problem areas associated with
the successful implementation of strategies. :

1. At any time strategy and structure need to be matched and supportive of each other.
Products and services need to be managed independently, or in linked groups or business
units, if they are to be matched closely and effectively with their environments. There
may be good reasons for having a structure that does not separate the products, services
and business units in this way. The strategic leader might prefer a centralized structure
without delegated responsibilities, for example. The organization might possess certain
key skills and enjoy a reputation for strength in a particular area, and this might be
influential in the design of the structure. Equally, certain skills might be absent and

Self-Instructional Material Il 203



b

-~

Strategic Management’

Notes

have to be compensated for. Related to this might be the w111mgness or reluctance of
managers to change jobs or location within the structure. Structures caninot be created

- and activated independently of the people involved; their individual skills may provide
either opportunities or constraints. Changing attitudes and developing new skills is

. accomplistied indirectly, as pointed out above, and takes time. It is also possible that
related products may be produced in various plants nationally or internationally, when

" a geography-orientated structure, which keeps the plants separate, is favoured. for other
sound reasons. In addition, it may not prove -feasible to change the structure '
markedly. évery time there is a change in corporate strategy and, instead, acceptable
modifications to the existing structure are preferred to more 51gmf1cant changes.

. The information and communications systems are inadequate for reporting back and .

evaluating the adaptive changes that are taking place, and hence the strategic leader is
not fully aware-of what is happening. Hence the performance of the existing structure
is not monitored properly, and as a result control mechanisms may be ineffective.

..Implementing strategy involves change, which in turn involves uncertainty and risk.

New skills may have to be developed, for example. While managers may agree in
meetings to make changes, they may be more reluctant in practice to implement them.
Motivating managers to make changes is therefore a key determinant.

. Management systems, such as compensatlon schemes, management development and
communications systems, which operate within the structural framework will have been
developed to meet the needs of past strategies. They may not be ideal for the changes
that are taking place currenﬂy, and again it is difficult to modify them continually.

Alexander (1985) argues that .additional factors are also significant, especially:

¢ The failure to predict the time and problems that implementation will involve, such

_ as the time required for a new business or venture to take off, which is invariably,
tinderestimated. This'may not seem critical, but it can be. In the early months of a new
business, more cash is typically spent than revenue is earned. The accumulating debt

1is a so-called valley of death’ that the business must come through and out of before it
cam start earning real money and (eventually and hopefully) enter the’ land of plenty.

-

. Other activities and commitments that distract attention and possibly cause resources
to be diverted. Pa:adoxmallv, one way of coping with the likelihood of disruptive and
dlstrac’ang events is to ensure that the organization has spare resources in readiness
for such emergencies; but slack of this sort can appear to imply inefficiency and
underutilized resources, and it can be expensive. )

e The bases on which the strategy was formulated changed, or were forecast poorly,
and insufficient flexibility to deal with the change pressures has been built in. All of
these-problems presuppose that the formulated strategic change is sound and logical. A
poorly thought-out strategy will create its own implementation problems.

Successful Implementation

To counter these problems Owen‘(i982) suggests the following:

. Clea:-resﬁonﬁibility for the successful outcome of planned strategic change should be
allocated. -
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¢ The number of strategies and changes being pursued at any time should be limited. Notes
The ability of the necessary resources to cope with the changes should be seen as a key
determinant of strategy and should not be overlooked.

* Necessary actions to implement strategies should be identified and planned, and again
responsibility should be allocated. *

* Milestones, or progress measurement points, should be established.

® Measures of performance should be established, as well as appropriate monitoring and
control mechanisms.

These, Owen argues, can all be achieved without necessarily changing the structural
framework but rather by changing the way in which people operate within it. In addition,
Alexander contends that the involvement and support of people who will be affected by
the changes in strategy must be considered, and that the implications of the new strategies-
and changes should be communicated widely, awareness created and commitment and
involvement sought. Incentives and reward systems underpin this. In the same way that no
single evaluation technique can select a best strategy, there is no best way of implementing
strategic change. There are no right answers, as such. A number of Jessons, considerations
and arguments, however, can be incorporated into the thinking and planning,. Three final
points need to be mentioned to conclude this introduction: First, although there are no right
answers to either strategy formulation or strategy implementation, the two must be
consistent if the organization is to be effective. Arguably, how the organization does things,
and manages both strategy and change, is more important than the actual strategy or
change proposed. ‘

Second, the style of strategic leadership will be very influential. We also argue that the
preference of the strategic leader affects the desirability of particular strategic alternatives. The
structure of the organization, the delegation of responsibilities, the freedom of managers to
act, their ml]mgness to exercise initiative, and the incentive and reward systems will all be -
determined and influenced by the strategic leader. These in turn determine the effectiveness
of implementition. The strategic leader’s choices and freedom to act, however, may be
constrained by any resource limitations and certain environmental forces. Third, the timing of
when to act and make changes will also be important. In this context, for example, Mitchell
(1988) points out that timing is particularly crucial in the implementation decisions and
actions that follow acquisitions. Employees anticipate changes in the organization, especially
at senior management level, and inaction, say beyond three months, causes uncertainty
and fear. As a result, there is greater hostility to change when it does occur. The dangers
of hasty action, such as destroying strengths before appreciating that they are strengths, are
offset. Mitchell concludes that it is more important to be decisive than to be right, and then
learn and adapt incrementally.

5.3, STRATEGY IMPLEMENTATION THROUGH STRUCTURE

The structure of an organization is designed to break down thé work to be carried out - the
tasks — into discrete components, which might comprise individual businesses, divisions and
functional departments. People wnrk within these divisions and functions, arid their actions
take place within a defined framework of objectives, plans and policies which are designed
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to direct and control their efforts. In designing the structure and making it operational it is
important to consider the key aspects of empowerment, employee motivation and reward.
Information and communication systems within the organization should ensure that efforts
are co-ordinated to the appropriate and desired extent and that the strategic leader and other
senior managers are aware of prqgréss and results.

. Elements of -
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Figure 5.3 Strategy implementation

"It has already been established that in a competitively chaotic environment one essential
contribution of the strategic lader is to provide and share a clear vision, direction and purpose .
for the organization (see Figure 5.3). From this, and taking into account the various ways
in which strategies might be created (incorporating the themes of vision, planning-and~
emergence), actions and action plans need to be formalized - the middle column in the figure,

These strategies and proposals for change cannot be divorced from the implementation
imiplications, which are shown in the right-hand column. Is the structure capable of implementing .
the ideas? Are resources deployed effectively? Are managers suitably empowered? Do
organizational policies support the strategies? If the answers to these questions contain
negatives, then either the strategic ideas themselves, the structure, organizational policies or
aspects of resource management will need to be reviewed and rethought. The final decisions
will either be determined or strongly influenced -by the sl‘rategxc leader, and affected by the
culture of the organization.

If appropriate, feasible and desirable strategies that are capable of effective 1mp1ementahon

. are selected and pursued, the organization should be able to establish some order and

control in the environmental chaos-and avoid major crises - the left-hand column of Figure
5.3. This still requires that strategies,"products and setvices are managed efficiently and’
effectively at the operational level. Responsibility for operations will normally be delegated,

and consequently, to ensure that performance and outcomes are satisfactory, sound monitoring
and control systems are essential.
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Figure 5.4 Intended strategy implementation

It is important to appreciate that while structures are designed initially - and probably
changed later at various times - to ensure that determined or intended strategies can be
implemented, it is the day-to-day decisions, actions and behaviours of people within the
structure which lead to important emergent strategies. There is, therefore, a continual circular
process in operation:

. intended
/ strategy \
Strategy Structure

\Emergent / '

strategy

Consequently, while issues of structure and implementation are being corisidered at
the end of this book, they should not be thought of as the end pomt in the strategy process.
They may be the source of strategic change.

Figure 5.4 explains the implementation of intended strategies in more detail. The strategic
leader is charged with ensuring that there are appropriate targets and milestones, establishing
* a suitable organization structure and securing and allocating the relevant stralegic resources,
such as people and money. People then use the other strategic resources, working within the
structure, to carry out the tasks that they have been allocated, and their actions should be
monitored and evaluated to check that the targets and objectives are being achieved.

Figure 5.4 summarizes the emergent strategy process which, clearly, is less prescriptive.
This time the strategic leader provides a broad strategic direction. Empowered managers work
within a decentralized structure, but they are constrained by any relevant rules, policies and
procedures. The strategies that emerge are’affected by the constraints, the extent to which -
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Notes managers accept empowerment and the accumulation, sharing and explojtation-of organizational
knowledge. The outcome of the strategies is related to the extent to which they deal with the
competitive and environmental pressures with which the organization'must deal. '

To summarize the outcome, in terms of strategic management and organizational success,
_ is dependent upon: ’

* The direction provided by the strategic leader
¢ The culture of the organization

¢ The extent to which managers throughouf the organization understand, support
and own the mission and corporate strategy, and appreciate the significance of their
individual contribution ' ;

¢ The willingness and ability of suitably empowered managers to be innovative, add value
and take measured risks to deal with environmental opportunities and competitive
surprises

» The effectiveness of the information sharing, monitoring and control systems.

54 STRATEGY IMPLEMENTATION THROUGH HUMAN
RESOURCE MANAGEMENT: VALUES AND ETHICS

_Figure 5.5 recapitulates how the corporate mission and purpose provide the basis from which
corporate and competitive strategies are derived. The corporate portfolio provides a number
of ways for the organization to pursue its mission - but each business in the portfolio will
require different levels of attention and resourcing. These decisions relate to priorities linked
to the polential of, and desired outcomes from, each business. ’

- . The achievement of competitive advantage and success comes down, in the énd, to
individual contributions, and to guide and manage these, objectives, targets and milestones
will be set. : ' '

Once ‘intended strategies have been determined, either in broad outline or in greater
detail, the organization must plan their implementation. This means, first, that the resources
required for implementation - including capital equipment, people and finance — are available
where and when they are needed. Resources need to be allocated to different managers,
functions and businesses, and then co-ordinated to generate synergy. Second, the managers
responsible for implementation must understand what is expected of them and be empowered
ane motivated to take the necessary decisions and actions. In addition, menitoring and control
systems are required.

At the corporate strategy level, organizations might establish priorities for different
divisions and businesses using portfolio analysis, and evaluate the strategic and financial
implications of alternative investments. Decisions may be taken within the constraints of
existing capital, financial and human resources; if they demand new resources; then these must
be obtained in an appropriate timescale. Proposed acquisitions may require an organization
to raise funding externally; organic development of new products may require new skills and
competencies. Resources can be switched from one part of a business to another.
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At the functional level, policies and procedures can guide managers and other employees Notes
in the utilization of these corporate resources to add value, create competitive advantage and
achieve the desired objectives. These policies can be tightly defined to maintain strong, central
control, or very loose and flexible to enable people to use their initiative and be flexible. The -
ongoing management of the resources will then use action plans-and budgets.

Action plans relate to the detailed strategies and plans for the various key functions,
the activities which must be carried out if competitive and corporate strategies are to be
implemented successfully; budgets add a crucial financial dimension to these plans. Together
they attempt to integrate sales, supply potential, production activities and cash flow to ensure
that resources are available to produce goods and services where and when they are required.

The organization would like to avoid a situation where it has requests that it would
like to take, or-worse, it has booked orders, but it does not have the resources to enable
production or supply. The potential danger here is one of overtrading and overcommitment.
Both its bank and its customers can easily end up disappointed. It would also wish to avoid
situations where it has idle capacity and no orders, or instances where it is producing for
stock rather than for customers. This dilemma is one faced all the time by many small
businesses, and in it we can see an endeavour to balance the resource-based perspective of
strategy with the opportunity- driven approach.
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e Corporate strategy
Strategies. issues

. forthe T
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Figure 5.5 Strategy implementation and resource management

This planning process then provides a useful check that the corporate and competitive
strategies that have been formulated are both appropriate and feasible in the sense that
they can be implemented. At the same time, this planning and budgeting must not be so
rigid that the organization is unable to be responsive. Forecasts and judgements will never
be completely accurate; when intended strategies are implemented there will need to be
incremental changes and revisions to plans. To respond to new environmental opportunities
and competitor initiatives, the organization will need to be adaptive.

Emergent strategic change of this nature demands resource flexibility, at both the
corporate and functional levels, The plans should incorporate clear milestones - target levels of
achievement against a timescale. By constant monitoring the organization can check whether
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Notes it is booking sufficient business, whether it is producing the necessary quality on time,
whether it is underprodiicing or overproducing, whether its costs and prices are different
from those that it forecast, and whether it is managing the movement of cash in, and out of
the business to the budgeted targets.

A review of progress can highlight potential deficiencies to either resource requirements
or likely outcomes. If orders are exceeding expectations, then additional resources may be
required if the organization is to properly satisfy. the new level of demand. If these cannot
be found, schedules will need to be changed and maybe future supplies rationed. If orders
are below expectations, then either new business oppor’fumhes will need targetmg at short
notice, possibly implying very competitive prices and Tow margins, or end-of-year targets

" revised downwards. Vigilance and pragmatism here can help to ensure that the organization
does not face unexpected ciises. Effective commurucanons and management information
- systemns. are essential for planrung, momtormg and control.

The allocation of resources at a corporate level is closely tied in to the planning system
through which priorities. must be estabhshed Portfolio analyses such as the directional policy
matrix may well be used to help to- determme which products and business units should
recejve priority for investment funding; and any new developments that are proposed will
require resources.” An acquisition, for example, will need to be financed, but the integration
of the new business after the purchase may also involve the transfer of managers and other
resources.

It is not easy to build a strong corporate culture it any organization. A strong culture is
based on strong ethics and values. This is very important for the success of the organization
in the long-run. It is very easy -to adopt short-cut methods to reach the top but the
-downfall also comes at the same rate. Ethics and values_ensure that the organization does
not adopt short-cut methods to achieve success; instead it stresses on the concept of sustained
success. Every organization has its own code - of ethics and standards ina Wntten form.
The code of ethics- normally contain’ the foIIowmg points: )

* Honesty : i

® Fairness in practices of the company Disclosing the inside mforrnahon,

° Acquu'mg and using outside mformatlon—D:sclosure of outside activities by the
employer to the employee;

* Using company assets; etc.
The value statements normally. include
® Value.of customers _
e Commitment towards the business practices like quality etc.
¢ Duty towards shareholders, suppliers -eto.
* Following the environmental protection norms etc.

These were the few areas which were covered. There can be more such points, wlruch
can be discussed under the head value statements and code of ethics. Each orgaruzahon has
1ts own set of value statements and code of eth.lcs
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5.5 MCKINSEY'S 7S MODEL ' Notes

The McKinsey 75 Model refers to'a tool that analyzes a company’s “organizational design.”
The goal of the model is to depict how effectiveniess can be achieved in an organization
through the interactions of seven key elements - Structure, Strategy, Skill, System, Shared
Values, Style, and Staff. ' ‘ :

+ The focus of the McKinsey 7s Model lies in the interconnectedness of the elements that
are categorized by “Soft 55" and “Hard Ss” - implying that a domino effect exists when
changing one element in order to maintain an effective balance. Placing “Shared Values”
‘as the “center” reflects the crucial nature of the impact of changes i founder values.on all
other elements. :

McKinsey 7s model was developed in 1980s by McKinsey consultants Tom Peters,
Robert Waterman and Julien Philips with.a help from Richard Pascale and Anthony G. Athos.
Since the introduction, the model has been widely used by academics and practitioners and
renwins one of the most popular stiategic planning toole. It sought to present an emphasis
on human resources (Soft S), rather than the traditional mass production tangibles of capital,
infrastructure and equipment, as a key to higher organizational performance. The goal of the
model was to show how 7 elements of the company: Structure, Strategy, Skills, Staff, Style,
Systems, and Shared values, can be aligried together to achieve ¢ffectiveness in a company.
The key point of the model is:that all the seven areas are interconnected and a change in
one area requirés change in the rest.of a firm for it tuv function etfectively.

Below you can find the McKinsey model, which represents the connections between
seven areas and divides them into “Soft Ss” and ‘Hard Ss’. The shape of the model emphasizes
interconnectedness of the elements.

‘Hard Ss'

‘Soft 55 ot e ] "Saft S¢'

Figure 5.6 McKinsey 75 model

The model can be applied to many situations and is a valuable tool when organizational
design is at question. The most common uses of the framework are:

® To facilitate organizational change.

¢ To help implement new strategy.
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e To identify how each area may change in a future.

e To facilitate the merger of organizations.

The 75 Framework

In McKinsey model, the seven areas of organization are divided into the ‘soft’ and ‘hard’
areas. Strategy, structure and systems are hard elements that are much easier to identify and
manage when compared to soft elements. On the other hand, soft areas, although harder to
manage, are the foundation of the organization and are more likely to create the sustained
competitive advantage. -

Table 5.2 The 7S elements

Hard S Soft S

Strategy Style

Structure Staff

Systems Skills
Shared Values

Strategy: It is a plan developed by a firm to achieve sustained competitive advantage
and successfully compete in the market. What does a well-a.ligned strategy mean in 7s
McKinsey model? In general, a sound strategy is the one that's clearly articulated, is
long-term,. heIps to achieve competitive advantage and is reinforced by strong vision,
mission and values. But it’s hard to tell if such strategy is well-aligned with other
elements when analyzed alone. So the key in 7s model is not to look at your company
to find the great strategy, structure, systems and etc. but to look if its aligned with other
elements. For example, short-term strategy is usually a poor choice for a company but
if its aligned with other 6 elements, then it may provide strong results. .
Structure:.It represents the way business divisions and units are organized and includes
the information of who is accountable to whom. In other words, structure is the
organizational chart of the firm. It is also one of the most visible and easy to change
elements of the framework. .

Systems: These are the processes and procedures of the company, which reveal business’

daily activities and how decisions are made. Systemns are the area of the firm that

determines how business is done and it should be the main focus for managers during
organizational change.’

Skills: These are the abilities that firm’s employees perform very well. They also include
capabilities and competences. During organizational change, the question often arises of
what skills the company will really need to reinforce its new strategy or new structure,
Staff: It is concerned with what type and how many employees an organization will
need and how they will be recruited, trained, motivated and rewarded.

Style: It represents the way the company is managed by top-level managers, how they

interact, what actions do they take and their symbolic value. In other words, it is the
management style of company’s leaders.”

Shared Values: These are at the core of McKinsey 7s model. They are the norms
and standards that guide employee behavior and company actions and thus, are the
foundation of every organization.
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How to Use the Model ' Notes

The 7-s framework of McKinney’s is the value based management model that describes 7 factors
to organize a company in a holistic and effective way. Together these factors determine the
way in which the corporation operates. Large or small, the strategies are all interdependent,
so if you fail to pay proper attention to one of them, this may affect all others as well.

* You can use the 75 model to help analyze the current situation (Point A), a proposed
future situation (Point B) and to identfy gaps and inconsistencies between them.

* It's then a question of adjusting and tuning the elements of the 7S model to ensure that
your organization works effectively and well once you reach the desired endpoint.

We provide the following steps that should help you to apply this tool:

Step 1. Identify the areas that are not effectively aligned

During the first step, your aim is to look at the 7S elements and identify if they are effectively
aligned with each other. Normally, you should already be aware of how 7 elements are aligned
in your company, but if you don’t you can use the checklist from WhittBlog to do that. After
you've answered the questions outlined there you should look for the gaps, inconsistencies
and weaknesses between the relationships of the elements.

For example, you designed the strategy that relies on quick product introduction but the
matrix structure with conflicting relationships hinders that so there’s a conflict that requires
the change in strategy or structure.

Step 2. Determine the optimal organization design

With the help from top management, your second step is to find out what effective
organizational design you want to achieve. By knowing the desired alignment you can set
your goals and make the action plans much easier. This step is not as straightforward as
identifying how seven areas are currently aligned in your organization for a few reasons.
First, you need to find the best optimal alignment, which is not known to you at the moment,
so it requires more than answering the questions or collecting data. Second, there are no
templates or predetermined organizational designs that you could use and you'll have to do
a lot of research or benchmarking to find out how other similar organizations coped with
organizational change or what organizational designs they are using.

-Stép 3. Decide where and what changes should be made

This is basically your action plan, which will detail the areas you want to realign and how
would you like to do that. If you find that your firm’s structure and management style are
not aligned with company’s values, you should decide how to reorganize the reporting
relationships and which top managers should the company let go or how to influence them
to change their management style so the company could work more effectively.

Step 4. Make the necessary changes

The implementation is the most important stage in any process, change or an_élysis and only
the well-implemented changes have positive effects. Therefore, you should find the people in
your company or hire consultants that are the best suited to implement the changes.
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Step 5. Continuously review the 7s

The seven elements: strategy, structure, systems, skills, staff, style and values are dynamic

"and change constantly. A change in one element always has effects on the other elements

and requires implementing new organizational design. Thus, continuous review of each area
is very important. . .

"The Most Common Uses of the Framework are:

* To facilitate organizational framework

. Examine the likely effects of structure of future changes within a company
* To identify how each area may change in future )

* To facilitate the merger of an organisation. -

© Organizational Analysis Tool l

* Monitor Changes in the Internal Situation of the Organization

* It's a inanagement model that describes 7 factors to organize a company in an holistic
and effective way. :

* Together these factors determine the way in which a corpurauon uper{z’.es.

* Managers should take into account all 7 of these factors, to be sure of successful
implementation of a strategy.

¢ Itisused b/w each of the S's one can identify strengths & weaknesses of an organisation.

Advantages of 7s Model .

This model has been successfully applied by many known business entities to bring efﬁcxency
in their operations.

Let us now understand the various benefits of McKinsey 7s framework, which makes -
it a popular tool in the business world:

* When the essential components of the firm are aligned with its vision, the organization
can achieve the desired objectives in a better way.

¢ It helps in bringing the various departments and processes in sync with each other, -
esper.'lally when mergers or acquisition takes place.

» It also facilitates the systematic application of the policies, regulations and strategies
framed by the top management.

* The management can analyze the effects of changing corporate culture, policies,
strategies, structure, technology over the organization.

® Itis a broad approach since it inspects each of the seven elements and their correlation
with each other.

s This model is not only theoretlcally developed but have been practlcally tested and

applied for managmg business organizations.
/
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Disadvantages of 7s Model

The McKinsey 7s model is though helpful for the achievement of corporate goals, it consumes
a lot of time and efforts of the managerial personnel, hampeting the other activities.

There ave certain other limitations of this approach, which are discussed below:

* The conclusion of the analysis sometimes does not have a proper factual backing,.

* When it comes to the accomplishment of strategies, the analyst fails to explain such

TItis a stagnant framework especiaily in the short-term, since its result cannot be

® ltisdifficultto evaluate the degree of suitability of this model in a business organization.

® This framework emphasizes on the analysis of the organization’s interna} factors,
. neglecting the externpal factors which substantially affect the business operations.

There are possibilities that the management may overlook some of the minute facts

while framing or implementing the strategies.
application clearly.

analyzed so soon.

Example of McKinsey 7S Model
INFOSYS

It Was Co-founded In 1981. It is an Indian MuItlnatlonal Corporation that provides Business
Consulting, information Technology, software Engineering and Outsourcing Services. It is
the Third Largest India Based It Services Company By 2014 Revenues and The Fifth Largest
Employer. The Market Capitalization Is $31.11 Billion Making It India’s Fifth Largest Publicly

Traded Company. The 7’s elements are:-

(i) Strategy

What is the strategy?

How to intend to achieve the objectives?

How to deal with competitive pressure?

How are -change's in customer demands dealt with?

How is strategy adjusted for environmental issues?

Strategy Followed By Infosys:

Client focused strategy to achieve growth-
Increase business from existing and new clients
Expand geographically

Enhance solution set

Develop deep industry knowledge

Enhance brand visibility

Pursue alliances and strategic acquisitions

Strategy Implementation

. Notes
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(i) Organisation Structure
¢ Howis the compan{r] teamn divided?
e What is the hierarchy?
* How do various depafl:rnents coordinate activities?
e How do the team members organize and align themselves?
¢ Is decision making andrc:ontr_olling centralized or.decentralized?
Organisation Structure at Infosys:
c . Adoptéd a free organization devoid -of hierarchies.
» Everyone is known as associates of his position in the company. ’ -

- Software'dévelopment is undertaken through teams and the constitution of teams is
based on the principle of flexibility.

(iii) Staff

“Staff” refers to the number and t)'rpe of personnel within the organization and how companies
develop employees and shape basic values.

* Vast human capital, 1,65,000 + employees.
s Emphasis on selecting the right candidate.
¢ Spends about 2.65% of its revenue on up gradation of employees skills.
¢ Build a fulfilling career in consulting, technology & outsourcing,.
(iv) Systems

Defines the flow of activities involved in the daily operation of business, including its core

- processes and its support systems.

{v) Shared Values

Shared Values are the commonly held beliefs, mind-sets and assumptions that shape how
an organisation behaves, also'known as the “Corporate Culture”.

1 (vi) Style T ‘ -

» Cultural style and behavior of organization.

» How participative is the management style?

* How effective is the leadership?

¢ Do e}nployees tend to be cooperative or competitive?

e Atre there real teams functioning within the organization or are they just nominal

groups?

(vii) Skills -
* . Dominant attributes that exist in the organization.

¢ What are the strongest skills represented within the company?

e Are there any skills gaps?
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¢  What is the company known for doing well? A Notes

* Do the current employees have the ability to do the job?

s

5.6 ORGANIZATIONAL LIFE: CYCLE .

Organizational life cycle, as the name suggests, is the life cycle of an organization from the
point of its creation or onset to the point it is terminated. It has five distinct stages which
are conception, expansion, stability, growth, and termination. : "

The organizational life cycle is referred to as a model that has linked business organizations
with living organisms and proposed that it passes through predictable sequences of various
development and growth stages. '

It is believed that like human beings, organizations also are born, they grow and mature
with time and there comes a stage when they start declining and like any other human being
die. Some of the organizations have a long shelf life, whereas others are unable to cope with
the demands and have a short life, Still, it is a fact that every life follows a pattern, and this
seems predictable for every organization.

It is up to the management to realise and understand all the phases of the organizational
life cycle so that they can understand the priorities of that stage and make decisions accordingly
that will work best for that period.

Understanding Organizational Life Cycle

The organizational life cycle is described as social systems where a group of people are
organised around a common goal or purpose. They indulge in numerous activities like business
planning, strategic planning, marketing, product development and financial management. All
the activities have both formal and informal goals and include taking steps to achieve these
goals by making adjustinents along the way if necessary.

. The social system is focused on the entire organization that provides for individuals, teams
products services etc. and goes through regular life cycles just as other living organisms do.

For the first time organizations were compared to living organisms by the economist
Alfred Marshall in the 1890s and sixty years later it was proved by Kenneth Boulding that
the organizations do pass through a life cycle that is very similar to that of living organisms.

Mason Haire was the researcher who came up with the idea that all the organi-zations
adhere to a straight path in the course of their life cycle that can be explained by making
similarities with those of living organisms.

More than one hundred and thirty years have passed since the first research was published
and the concept of the organizational life cycle has gained prominence over time because
- of its usefulness in making changes that helps it to cope with the difficulties of every stage.

Importance of Organizational Life Cycle

It has become essential to understand the organizational life cycle so that the owner, along with
his management, can do whatever to stay and thrive in the business. The leaders who have
- gained experience recognize the symptoms that link life cycle theories to their organization.

?
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issues and respondmg to decisions in the workplace.

With viable comparisons, it becomes easier to understand the phase théir organization
is going through and the types of problem they are facing and' can face in that particular
stage of the life eycle. It is this understanding that will provide them with the information to
know about the various problems and jssues that an organization can face during each cycle.
The newly-gained perspective will help the management in making prowszons for handling

N
The understanding that the management gains after studying the théories of the’
organizational life cycle help them to prioritise the issues and sort them ovt, It alsc helps

~ the systems to evolve and reach the pext stage g‘raCPfullV

In case the management is unable to take viable steps it can'lead to decline or stagnation
in the organization, and this happens because of unclear roles, unclear priorities, conflicts,
frustrations. and people living the organization. - .

It is a fact that when you are trying to understand a particular stage of a system the
age does not matter because what matters most is the nature of its current activities and how.
viable it is in the current situation, This will determine the stage it is going thwough.-so that
apprapriate measures can be taken to make that phase better, productive and worthwhile.

'Stages of the Organizational Life Cycle

Organizations are typically changing into different phases, and it is -up to an organization
to understand the stage or the life cycle which their company is going through. All the

organizational life cycle stages present challenges and priorities that should be met head-on -

to thrive in this world. The various stages of the organizational life cycle are as.follows:

_@_o ® ®

The start-up - The . The
or existence growth matupty renewal decline
phase phase phase phase_ phase

Figure 5.7 Stages of the organizational life cy;:Ie

1. The start-up or existence phase

This is the first stage of the organizational life cycle and is kriown by several names as— The
birth stage, The existence stage, The start-up stage, and The entrepreneurial stage.

This is the sta gé when the companies have to accumulate capital, develop products and
services and hire workers. Thus this phase is all about entrepreneurial thinking and includes
writing and forming a business plan, formation of various teams, making investinent plans

' to kick-start- the business. In case a company does not require outside funds then gearing

up for taking out the necessary funds from the personal account.
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At this stage, the firms exhibit a simple structure with centraiised vower at the top of Notes
the hierarchy. The primary purpose of this point in time is to establish competencies and
generate initial success in terms of products and market.

This is the stage where you will find lots of trial and errors as the comnpanies have to
change their producis and services in a manner to suit the demands of its customers and
establish distinct competencies. The pursuit of a niche strategy and frequent innovations are
part of this phase. The product development and delivery stage during the first phase involve
employees wearing several hats and leaders being engaged in strategic as well as tactical
levels. The significant attributes in this environment are flexibility and lean management of
assets and resources for the continued existence of the company. The success in this birth
stage is in finding a niche product/market that will provide enough revenues to maintain
and develop the organization and often invalves growth via vision and creativity.

Understanding the business model will help in getting a close view of the bigger picture
so that it becomes possible to know how to generate earnings and revenues and control
expenses for future growth and development of the company.

2. The growth or survival phase

The second stage of the organizational life cycle is the growth stage that is also referred to
as the survival stage. It is aptly named because at this point; the companies are looking to
solidify their roots, establish a framework, pursue growth and develop 'their capabilities. The
onus is on setting targets and generating revenues for expansion and growth plans. There are
two possible scenarios in the growth stage; first, some companies enjoy suceess and growth
and can enter the next step with aplomb whereas some organizations are unable to achieve
the desired success and subsequently fail to survive.

The growth stage is crucial for an organization, and this is why it puts its onus on early -
product diversification and sales growth. Product lines are broadened; efforts are on tailoring
products to suit new markets, managers try to identify subgroups of customers and make
small modifications in product and services to serve them in a better way.

In this stage a functionally-based structure is established, procedures are formalised,
some authorily is delegated to the middle managers, customers influence decisions, and the
goal encompasses fulfilling the wishes of the customer to a higher degree.

The roles now become differentiated, and there is an increase in sales and marketing
to generate’ and fulfil demands. In other words, diversification of the customer base and
product line results in the specialization. To maintain control, the organization introduces
formal methods and cross-functional activities. ’

One issue that an organization can face in this stage is autonomy. Fewer onuses on
innovation activities and limited decentialisation of power can make the company less-
responsive lo market changes. The growth stage will start to end when the sales of an
organization begin to slow down,

3. The maturity phase

The next stage in the organization-! life cycle is the maturity stage where the company enters
a hierarchal structure of management. In this phase, the companies pay fewer onuses on
expansion and more on safeguarding their interests ane maintaining the existing growth and
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developmient strategies and plans. It is the middle and top levels management that take up

tljle'mantle of specialising in tasks like routine work, planning, strategising etc.

By the time an organization reaches its maturity level one can see stabilisation in the
sales. This happens because of market saturation and high levels of competitive activities.

Some organizations are highly profitable, and the geal then is to maintain smooth
functioning to maximise their profits in case the company goes through a declining sales
growth phase. The companies put their onus on internal efficiency, and for this, they start
installing control mechanisms in place.

Firms remain centralised and functional, and departmental structures continue to exist
as they are apt for product’-mar}éét scope. The aelegation of power is less compared to the
growth stage because the operations are now more stable and straightforward and do not
require the efforts of numerous people.

There is an emphasis on budgets, formal cost controls, performance measures and,’

coordination so that various departments and units can work together effectively.

The maturity phase in an organizational life cycle shows a less proactive and less

innovative decision-making stage. This is because the aim of the company at this point is

apparent - to focus on efficiency instead of a novelty. It waits for the competition to make
the first move and lead the way and then imitates the innovation if necessary.

The maturity stage of an organization can continue for a very long period because
as long as the organization is showing good sales and revenues figure there is no need to
change the status quo or rock the boat.

4. The renewal phase

The next stage in the organizational life cycle is known as the renewal stage. This is because,
atthis point, the companies will experience a renewal in their management structure that
shifts from a hierarchical organizational structure to a matrix style of organizational structure.
This change facilitates flexibility and creativity in the organization.

The renewal stage is also referred to as the revival stage because of its functions. It is an
optional stage, and several organizations do not put the onus on it whereas other takes care
of it diligently. The revival stage generally occurs between maturity and a decline stage of the
organizational life cycle. This happens because an organization recognises the need for drastic
changes and initiates plans to implement the set strategies that can alter their current path.

-
The revival stage is considered for expansion and diversification of product-market
scope. Companies try to follow a policy of rapid growth through diversification, innovation
and acquisition. This stage involves increased investment and high risks.

The firm forms project teams and task forces to analyse issues and find solution
alternatives systematically. Information processing is expanded and becomes diverse because the
requirement changes from performance reporting and financial controls to information about
customer and market opportunities. This is for identifying the new trends and opportunities
to revive the organizational structure.

Significant changes start taking place because of the implementation of various policies
by the organization. The revival stage can either be successful, and then the organization
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can maintain and see high growth or not successful, and this can be identified by the lack Notes
of expected sales growth in the company.

5. The decline phase

The last stage of the organizational life cycle is the decline stage that signifies the death of
an organization. This can be identified by minimizing sales figures and profitability in the
organization. This happens because of market stagnation, reluctance for risk-taking, external
challenges, and lack of innovation.

In this stage of the organizational life cycle, organizations start putting the onus on
conserving resources. Their sales figures go plummeting downhill because.of unappealing
product lines and lack of new technologies in the products. The communication between
departments and the levels is weak and well-developed mechdnism is absent for information’
processing,

The declining stage is the worst in the organizational life cycle as individuals become
preoccupied with personal objectives instead of organizational goals and objectives. This
slowly and steadily destroys the feasibility and functionality of the entire company.

5.7 MANAGEMENT AND CONTROL

There are a number of key themes to a synergistic, successful and profitable portfolio of
businesses:

¢ Related competencies and capabilities, which can be transferred between businesses
and between each of, these businesses and the corporate headquarters, or the overall
strategic leader

* The ability to create and build value, both individually and collectively, by the
businesses and the corporate headquarters

* The ability to implement strategies and strategic ideas to achieve their potential. This
contribution is again individual (in, say, the form of profit streams because of a strong
competitive position) and collective, through learning, sharing and the transfer of skiils
and resources.

In this unit, therefore, a number of key themes are brought together. First, the relatedness
of the actual businesses in the portfolio. Where technologies or markets are similar or even the
same, there must be relatedness. However, some diversified conglomerates have shown that
they can relate unlike businesses to create value. This relates to issues of style and culture,
rather than basic strategic logic.

Second, the management of the portfolio of activities to ensure that strategies are
implemented effectively. As a result, the ovérall organization should be demonstrably better
off from the existence of the businesses and strategies involved. Its is clearly possible for a
problematical business to be a distraction which draws resources (people, money and time in
particular).away from potentially more lucrative opportunities. Figure 5.8 shows how strategy
and implementation must work together harmoniously for competitive, strategic and {where
relevant) financial success. Where the strategy is stretched or particularly demanding for the
resources possessed by the organization, there is still likely to be under achievement even
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where there is sound implementation. If the accompanying implementation is also weak,
the organization is likely to seem fragmented and fragile. A basically sound strategy, poorly
implemented, would typically suggest structural and stylistic flaws.

The basic dilemma for many organizations is understanding why, when something is
wrong. If performance is below expectations, is it the strategy or the implementation which
is mainly to blame? The reaction of many businesses to the very competitive and increasingly
global business environment of the 1990s has-been to work on both. Strategies have typically
become more focused and structures less hierarchical. Richter and Owen (1997) show how
there has been:

¢ Refocusing - organizations have reduced the number of industries in which they
compete, and

* Simpler structures - characterized by smaller head offices and fewer layers of
management.

In the end we are left to question whether there has been too much reaction and an
over aggressive response, partly the result of pressure from institutional investors and the
financial markets, which have tended to be intolerant of diversity. Yet one of the most
valuable and respected business in the world, General Electric, remains a very diversified
conglomerate. We have tended to assume that diversified conglomerates are strategically
illogical, and yet it could be that many managers have simply been unable to manage them

. in the 19905 when a radically different approach was required from that which succeeded

with diversified conglomerates in the 1980s.

_ Structural Strategically
Logical _and successful
stylistic flaws
Corporate
strategy
Strategic
Fragmented—
Stretched - strategic and weal:;(r;elsses
structural flaws underachievement

Poor

Good

Strategy
implementation
Figure 5.8 Strategy and implementation

Richter and Owen (at the London School of Economics and Public Science) used
primary research and secondary data to track the strategic progress of large UK and German
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companies between 1986 and 1996. They found that over this decade 75 per cent of British |  Notes
companies became more focused compared with only 50 per cent in Germany. The figure
for the US was even lower. Only 16 per cent of acquisitions (32 per cent for Germany) were
in unrelated businesses. Germany experienced more vertical integratjon than the UK, where
it was almost non-existent. At the same time large UK businesses experienced:

* Head-office personnel reductions, from an average of 175 to 100 )
* The number of business heads reporting to boards coming down from eight to six and

® The number of layers of management in the operating businesses being reduced from
seven to five.

Planning
Centralized » Decentralized
Strategic Strategic Financial
planning control control
Loose and _ - _ Tight financial
flexible " reporting

Control via results

Figure 5.9 Corporate management style

5.8 ACTIVITY BASED COSTING

Activity-based costing (ABC) is a system you can use to find production costs. It breaks down
overhead costs between production-related activities. The ABC system assigns costs to each
activity that goes into production, such as workers testing a product.

Manufacturing businesses with high overhead costs use activity-based costing to get
a clearer picture of where money is going. Because ABC gives specific production cost
breakdowns, you can see which products are actually profitable.

By using activity-based costing, you can:

* Take into consideration both the direct and overhead costs of creating each product
* Recognize that different products require different indirect expenses

* More accurately set prices

* See which overhead costs you might be able to cut back on

The questions addressed in this section are the following, What is the appropriate
role for corporate headquarters in divisionalized organizations? How much power should
be centralized? How independent should the divisions and business units be? These relate
to the difference between the divisional and the holding company structures and styles of
management, and the themes of integration and behavioural processes within the struchural
framework are explored further,

In relation to these issues Goold and Campbell (1988) have contrasted the views of Sir
Hector Laing, ex-chairman of United Biscuits, with those of Lord Hanson. Laing contended
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Notes that it takes a number of years to build a business, and that during this period corporate
- : headquarters should help the general managers of business units to develop their strategies.
: Hanson argued that it is more appropriate for head office to remain detached from operations,
and instead of involvement to set strict financial targets. All Hanson businesses were reputedly
- for sale at any time. Both approaches have been shown to work, but with different levels of
overall performance and strategic growth patterns. In essence it is all down to the quality of
management! The Hanson approach typified that of many diversified conglomerates in the
1980s, but it lost favour with investors in the 1990s. This fact alone was cause enough for
many of them to refocus or break up. '

' These two approaches represent two ends of a spectrum, and a third approach is a
compromise between the two. This spectrum is illustrated in Figure 5.9. The determining
variables are the extent of centralization and decentralization (which influences the nature
and role of strategic planning in the organization) and the nature of key reporting systems
(the extent to which they -are loose and flexible or tight and financial). Goold and Campbell
use three terms - financial control, strategic planning and strategic control - to categorize
large UK companies against these criteria. :

Financial Control Companies

Financial control is seen as an ideal approach for a holding company where the businesses
are independent and unrelated. Hanson and BTR were excellent examples and advocates of
this style, which for many years under the leadership of Lord (Arnoid) Weinstock was also
preferred by the more focused GEC.

e Strategy creation is heavily decentralized to business unit managers. Within their
agreed financial targets they are free to develop and change their competitive and
functional strategies.

e Budgets and targets — and their achievement - are critically 1mportant control
mechanisms. s

* The small head office monitors financial returns closely and regularly, intervening
when targets are missed - head office is a ‘controller’.

» Head office also acts as a corporate mveshqent'banker for investment capital.

® Achievementis rewarded, and units are encouraged to put forward and chase ambitious
~ targets. Underperforming managers are Iikely to be removed.

» The head office adds value by acquiring and improving und erperformmg businesses; if
additional value cannot be added it may well sell off businesses.

» There will, typically, be few interdependencies and links between the businesses.

e Growth is more likely to be by acquisition than organic investment, with many financial
control companies taking a short-term view of each business and being reluctant to
invest in speculative research and the development of longer-term strategies.

Owen Green, chief executive and architect of BTR, had the following philosophy:
1. Never phrsue extra sales at the expense of profit margins..

2. Raise prices whenever there is an opportunity.
. 3. Investment should never exceed the amount written off in deprec1at10n

’
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The result was high profit margins but a lack of capital investment; growth was mainly Notes
by acquisition rather than by investing in the existing businesses. Herein lay the ultimate
limitations.

Strategic Planning Companies

Strategic planning tends to be adopted in organizations which focus on only a few, an
preferably related, core businesses. Examples include Cadbury Schweppes, United Biscuits
and BP. Historically it has been the favoured approach for most public-sector organizations.

e Strategic plans are developed jointly by head office and the business units, with head
office retaining the final say. Strategic planning is centralized.

¢ Day-to-day operations only are wholly decentralized.

e Head office sets priorities and co-ordinates strategies throughout the organization,
possibly initiating cross-business strategies, and thereby acts as an orchestrator.

¢ A long-term perspective is realistic, and the search for opportunities for linkages and
sharing resources and best practice can be prioritized. This normally requires central
control. Individually the businesses would tend to operate more independently;
organization-wide synergies may involve sacrifices by individual businesses.

* Goold and Campbell conclude that there are co-ordination problems if this approach is
used in truly diversified organizations. .

* Budgets are again used for measuring performance.

e The tight central control can become bureaucratic and demotivate managers, who may
not feel ownership of their strategies.

Other dangers are that thinking may become too focused at the centre, with the potential
contributions of divisional managers underutilized; and that the organization may be slow
to change in response to competitive pressures. Value can be added successfully if corporate
managers stay aware and expert in the core businesses and if the competitive environment
allows this style to work.

Strategic Control Companies

- Financial control and strategic planning are appropriate for particular types of organization,
but both styles, while having very positive advantages, also feature drawbacks. The strategic
control style is an attempt to obtain the major benefits of the other two styles for organizations
that are clearly diversified but with linkages and interdependencies. Value is added by
balancing strategic and financial controls.

* Strategy creation involves decentralization to the business units, although head office
still controls the overall corporate strategy.

& The role of head office is to review divisional and business plans, and approve
strategic objectives and financial targets, accepting that they may need to be changed
in a competitive environment. Performing a coaching role, head office encourages
businesses to achieve their potential by active involvement and by fostering the
spreading of learning and good practice through the organization. .
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Notes * Strategy creation and budgetary control can be separated, allowing for more creative
performance measurement. Sometimes competitive pressures and misjudgements
mean strategies have to be changed, and hoped-for financial targets may be missed. A
strategic control style can recognize this and deal with the implications. ¥

* Head office does, however, monitor and control financial performance and success
against strategic milestonés and objectives.

Although decentralization is a feature, head office still requires considerable detail
about the various businesses if it is to ensure that the synergy potential is achieved and very
short-term thinking is avoided. Political activity will be prevalent as individual businesses
compete with each other for scarce corpdrate resources. -

1 -
It was mentioned earlier that GEC, under Lord Weinstock - who was in charge for
32 years - adopted a financial control style. When he retired (in 1996) and was replaced by
Lord George Simpson the style was quickly changed to strategic control.

Simpson inherited a GEC that was diversified and financially sound, but it was risk
averse and experiencing relatively low growth. It was also in possession of a legendary
cash mountain of £2.5 billion. Simpson created a new agenda for growth. With divestments
and acquisitions the portfolio was changed. The style also changed. There was to be more
focus on customers and people and less on cost control. There was greater decentralization,
accompanied by robust reporting systems. It is not unusual to see changes of strategy, structure
and style accompanying a change of leadership, especially if a company is in difficulty or
the predecessor has been in place for a long time. .

Two leading organizations that utilized the strategic control style — ICT and Courtaulds
' - both concluded that they were over diversified. This belief was strongly reinforced by
institutional investor pressure. The attitude of the stock market and their shareholders meant
that their share prices were underperforming against the index, the average of the UK’s
largest companies. There were numerous businesses in each organization, although some were
clearly interlinked. At the same time these clusters had little in common and featured different
strategic needs and cultures. Because of these differences, and the inevitable complexity,
corporate headquarters could not add value with a single entity. Both companies split into
two distinct parts to enable a stronger focus on core competencies and strategic capabilities.
Courtaulds was split inte Courtaulds Chemicals (subsequently acquired by Akzo Nobel of
Germany) and Courtaulds Textiles (sold to Sara Lee of the uUs). ICI 'separated its chemicals
and pharmaceuticals businesses. The former remain as ICI, but many of the activities have
been divested and replaced by more consumer- focused businesses. ICI continues to struggle.
The others were renamed Zeneca, which soon merged into Astra Zeneca. )

Levels of Success *

Goold and Campbell {1988) studied 16 large UK companies, including those given as ex.amples
above, and concluded that each style has both advantages and disadvantages and that no
one style is outstandingly the most successful.

Strategic planning companies proved to be consistently profitable during the 1980s, mainly
through organic growth. Head office corporate staff tended to be a quite large group and
, differences of opinion with general managers sometimes caused frustration within the divisions
and business units. Financial control companies exhibited the best financial performance. In a
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number of cases, particularly BTR and Hanson, this resulted from acquisition and divestment Notes
rather than organic growth. Short-term financial targets were felt to reduce the willingness
of general managers to take risks. There were few trade-offs whereby short-term financial
targets were sacrificed for long-term growth. A general manager, for example, might consider
a programine of variety reduction and product rationalization ‘with a view to developing a
more consistent and effective portfolio. In the short term this would result in reduced revenue
and profits before new orders and products improved overall profitability. This temporary fall
might be unacceptable in the face of short-term financial targets. Strategic control companies
also performed satisfactorily but experienced difficulties in establishing the appropriate mix
of strategic and financial targets for general managers. Financial targets, being the more
specific and feasurable ones, were generally given priority. Goold and Campbell concluded
that while the style of management adopted within the structure determines the strategic
changes that take place, the overall corporate strategy of the company very much influences
the choice of style. Large diverse organizations, for example, will find it difficult to adopt a
strategic planning approach. Equally, where the environment is turbulent and competitive,
increasing the need for adaptive strategic change, the financial planning approach is less
appropriate. Not unexpectedly, Hanson’s main acquisitions were of companies in mature,
slow-growth sectors.

While companies may appreciate that there is a mismatch between their corporate
strategy and style, changing the style can be difficult. Moreover, many organizations will
not be able to implement a new style as effectively as the one that they are used to. Goold
et al. (1993) revisited the organizations and their research five years later, partly stimulated
by the change n fortunes in some of the companies involved. This review reinforced the
conclusion that financial control is ideally suited to a group of autonomous businesses in
a conglomerate, but it is less suitable for a portfolio of core businesses or ones seeking to
compete globally. In 1988 Goold and Campbell had argued that the adoption of a hands-off, -
financial control siyle by GEC and other electronics companies in the UK had hindered
their development as globally competitive businesses, Global development demands synergy
between a number of national businesses. .

BTR and Hanson had already begun to focus more on selected core businesses, and
their relative performance was deteriorating. Strategic planning continued to add value as
long as corporate managers had close knowledge and experience of their core businesses.
Where their portfolio was arguably too diverse - although not so diverse that they could
be classified as diversified conglomerates - strategic control companies were experiencing
difficulties. The researchers poured scorn on the idea that a decentralized structure, supported
by a modern budgeting and planning system, would enable a competent mariagement team
to add value to almost any new business. Strategic control can only work with an effective
mix of tight financial control and devolved authority to instigate emergent strategic changes;
to achieve this successfully, head offices again need to appreciate the detail of competitive
strategies in the subsidiaries. .

Appreciating the specific problems and opportunities faced by subsidiary businesses is
particularly important for establishing fair reward systems. Reward systems are likely to be |
based on specific performance targets, but these could relate. to growth in revenue, absolute
profits or profitability ratios. Stonich (1982) has suggested that business units might be
categorized as having high, medium or low growth potential. Four factors could be used in
evaluating their relative performances: return on assets; cash flow; strategic development
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programmes and increases in market share. The relative weighting attributed to each of these
four factors would be changed to reflect their specific objectives and whether they were of

_ high, medium or low-growth potential. Return on assets and cash flow would be critical for

low growth business units, and market share and strategic development programmes most
important for those with high growth potential. The factors would be weighted equally for
medium growth. This approach would be particularly relevant where general managers were

- changed around to reflect their-particular styles of management and the current requirements

of the business unit.

One question left unanswered concerns the extent to which the conclusions of Goold and
Campbell are a result of British management strengths, weaknesses and preferences. Certain
Japanese companies appear to grow organically at impressive rates while maintaining strict
financial controls and directing corporate strategic change from the centre. This tendency,
however, is affected by legislation which restricts the ability of Japanese companies to grow
by acquisition and merger. Without this control Japanese firms may have followed different
strategies. The next section endeavours to pull together the lessons from this and other .
research ar{d the cases quoted herein.

Activity-based costing vs. traditional costing

ABC provides an alternative to traditional costing. Traditional costing applies an average
overhead rate to direct production costs based on a cost driver {e.g., hours or volume).

But, some production-related activities use more overhead expenses than others. As a
result, traditional costmg can give an inaccurate cost of makmg each product.

Traditional cos’cmg is simpler but less specific than activity-based costing. You might
consider going with traditional costine if you only make a few products.

You may also use traditional costing for reporting externally (e.g.; to investors) and
activity-based costing for reporting internally (e.g., to managers).

Benefits and drawbacks of activity-ba_sed costing

Although an activity-based costing system gives you accurate production cost details, it-can
be difficult to implement. That’s why you should consider the pros and cons before deciding
if it's right for your business.

Benuefits of activity-based costing
ABC costing can help with:

* Budgeting

¢ Overhead decisions

© Product pricing

Budgeting: When creating your budget for the year, you probably try to get as spec1f1c
as possible when it comes to your incoming and outgoing money.

Activity-based costing can help you to set an accurate budget that breaks down exactly
where your money is going—and which products are the most profitable.
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Overhead decisions: The ABC system shows you how you use overhead costs, which Notes
helps you determine whether certain activities are necessary for production.
Activity-based costing helps you identify where you're wasting money, If you find that
some activities cost more than they should, you can find new methods to do something,.
Or, you can cut out steps (and even products) entirely.

Product pricing: Another benefit of ABC is accurate product.pricing. Pricing products
can be one of the most difficult decisions you make in business. .
Failing to take all of your costs info consideration could result in setting your prices
too low. As a result, you might not wind up with a healthy profit margin.

With an ABC systern, you can assign costs to each activity in the production process.
This shows you all the costs that go into producing a specific product. You can use this
data to set a price that more accurately accounts for how much it costs you to create
the product.

Drawbacks of an ABC system

Before implementing this type of costing method, consider the cons:
¢ Complex -

* Not 100% accurate

Complex: Activity-based costing is more complicated than traditional costing,. Instead
of general overhead costs and production-related activities, you need to be specific.
How much time is Employee A spending on Activity XYZ? What about electricity —how
should you split up utility costs by activity? SR

Getting into the weeds can make it difficult to track data without an elaborate (and
tried and true) system. Not to mention, some businesses don’t have the job positions
and resources to manage an ABC system. ' )

Not 100% accurate: Unfortunately, there isn’t a costing method that gives you a completely
accurate breakdown of your costs. So although an ABC system is more accurate and
detailed than traditional costing, it isn't 100% accurate.

For example, the ABC system requires employees to'track how much time ‘they spend °
on each activity (e.g., research, production, etc.). Your employees might miscalculate or
even exaggerate their time spent working on an activity.

Activity-based costing calculation

Interested in using the ABC system in your business? To use this costing system, you need
to understand the process of assigning costs to activities.

Take a look at an activity-based costing formula you can use:
(Overhead for Cost Pool / Cost Drivers) X Amount of Activity Cost Driver
Now, let's take a step back and go over what exactly this means.

A cost pool is a group of individual costs associated with an activity. You can create
cost pools by identifying the activities that go into creating a product. Once you've grouped
your costs into a pool, find the total overhead. Keep in mind that there’s no set number of
groups you need to have.
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A cost driver is something that controls changes in the cost of an activity. Examples of
cost drivers include units, labor or machine hours, and parts. Assign cost drivers (you can
have more than one) to each cost pool. '

When you divide the total ovérhead in a cost pool by your total cost drivers, you get
a cost driver rate.

5.9 STRATEGIC INFORMATION SYSTEM

The concept of Strategic Information System:; or “SIS” was first introduced into the field
of information systems in 1982-83 by Dr. Charles Wiseman, President of a newly formed
consultancy called “Competitive Applications,” (cf. NY State records for consultancies formed
in 1982) who gave a series of public lectures on SIS in NYC sponsored by the Datamation
Institute, a subsidiary of Datamation Magazine.'

In 1984 Wiseman published an article on this subject (co-authored by Prof. lan MacMillan)
in the Journal of Business Strategy (Journal of Business Strategy, fall, 1984) In 1985 he published
the first book on SIS called “Strategy and Comiputers: Information Systems as Competitive
Weapons” (Dow-Jones Irwin, 1985; translated into French by Bertrand Kaulek and into Italian
by Professor Fabio Corno of Bocconi University). In 1988 an expanded version of this book
called “Strategic Information Systems” was published by Richard D. Irwin. This book was
translated into Japanese by Professor Shinroki Tsuji and published by Diamond Publishing.
Over 50,000 copies have been sold. ’

The following quotations from the Preface of the first book (“Strategy and Computers:
Information Systems as Competitive Weapons”) establishes the basic idea behind the notion
of SIS: '

“] began collecting instances of information systems used for strategic purposes five
years ago, dubbing them “strategic information systems” (Internal Memo, American Can
Company (Headquarters), Greenwich, CT, 1980). But from the start I was puzzled by their
occurrence. At least theoretically I was unprepared to admit the existence of a new variety
of computer application. The conventional view at the time recognized only management
information systems, and rnanagement support systems, the former used to automate basic
business processes and the latter to satisfy the information needs of decision makers. (Ct.
articles by Richard Nolan, Jack Rockart, Michael Scott Morton, et al. at that time)...But as
my file of cases grew, I realized that the conventional perspective on information systems
was incomplete, unable to account for SIS. The examples belied the theory,and the theory in
general blinded believers from seeing SIS. Indeed, some conventional information systems
planning methodologies, which act like theories in guiding the systematic search for computer
application opportunities, exclude certain SIS possibilities from what might be found. (ibid.)”

“This growing awareness of the inadequacy of the dominant dogma of the day led
me to investigate the conceptual foundations, so to speak, of information systems. At first,
I believed that the conventional gospel could be enlarged to accommodate SIS, But as my
research progressed, I abandoned this position and concluded. that to explain 5IS and facilitate
their discovery, one needed to view uses of computer (information) technology from a
radically different perspective.”

230 W} Self-Instructional Maferial




Strategy Implementation

“I call this the strategic perspective on information systems (technology). The chapters Notes
to follow present my conception of it. written for top executives and line managers, they
show how computers (information technology) can be used to support or shape competitive
strategy.”

Most of the second book, Strategic Information Systems, was exposed from 1985 to 1988
to MBA students at the Columbia University Graduate School of Business and to a large
number of practitioners seeking to apply SIS concepts to disparate industry settings. Since
that time the concept has stimulated journals on the subject, dissertations, and extensive
critical research, (References: search Google Scholar, Clusty, et al. using the terms: Strategic
Information Systems, SIS, Charles Wiseman, et al)

Strategic systems are information systerns that are developed in response to corporate
business initiative. They are intended to give competitive advantage to the organization. They
may deliver a product or service that is at a lower cost, that is differentiated, that focuses on
a particular market segment, or is innovative._Some of the key ideas of storefront writers are
summarized. These include Michael Porter’s Competitive Advantage and the Value Chain,
Charles Wiseman’s Strategic Perspective View and the Strategic Planning Process, F. Warren
McFarlan’s Competitive Strategy with examples of Information Service's Roles, and Gregory
Parson’s Information Technology Management at the industry level, at the firm level, and
at the strategy level.

General Definition

Strategic information systems are those computer systems that implement business strategies;
They are those systems where information services resources are applied to strategic business
opportunities in such a way that the computer systems have an impact on the organization's
products and business operations. Strategic information systems are always systems that are
developed in response to corporate business initiative. The ideas in several well-known cases
came from information Services people, but they were directed at specific corporate business
thrusts. In other cases, the ideas came from business operational people, and Information
Services supplied the technological capabilities to realize profitable results.

Most information systems are looked on as support activities to the business. They
mechanize operations for better efficiency, control, and effectiveness, but they do not, in
themselves, increase corporate profitability. They are simply used to provide management with
sufficient dependable information to keep the business 'running smoothly, and they are used
for analysis to plan new directions. Strategic information systems, on the other hand, become
an integral and necessary part of the business, and directly influence market share, earnings,
and all other aspects of marketplace profitability. They may even bring in new products,
new markets, and new ways of doing business. They directly affect the competitive stance of
the organization, giving it an advantage against the competitors. Most literature on strategic
information systems emphasizes the dramatic breakthroughs in computer systems, such
as American Aitlines’ Sabre System .and American Hospital Supply’s terminals in customer
offices. These, and many other highly successful approaches are most attractive to think about,
and it is always possible that an equivalent success may be attained in your organization.

There are many possibilities for—strategic information systems, however, which may
not be dramatic breakthroughs, but which will certainly become a part of corporate decision
making and will, increase corporate profitability. The development of any strategic information
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systems always enhances the image of information Services in the organization, and leads
to information management having a more participatory role in the " operation of the
organization. ¢ '

The three general types of information systems that are developed and in general
use are financial systems, operational systems, and strategic systems. These categories are not
mutually exclusive and, in fact, they always overlap to some. Well-directed financial systems
and operational systems may well become the strategic systems for a particular organization.

Financial systems are the basic computerization of the accounting, budgeting, and
finance operations of an organization. These are similar and ubiquitous in all organizations
because the computer has proven to be ideal for the mechanization and control or financial
systems; these include the personnel systems because the headcount control and payroll of
a company is of prime financial concern. Financial systems should be one of the bases of
all other systems because they give a commeon, controiled measurement of all operations and
projects, and can supply trusted numbers for indicating departmental or project success.
Organizational planning must be tied to financial analysis. There is always a greater
opportunity to develop strategic systems when the financial systems are in place, and
required ﬁgures can be readily retrieved from them.

Operatlonal systems, or services systems, help control the details of the business.
Such systems will vary with each type of enterprise. They are the computer svstems that
operational managers need to help run the business on a routing basis. They may be useful
but mundane systems that simply keep track of inventory, for example, and print out reorder
points and cost allocations. On the other hand, they may have a strategic perspective built
into them, and may handle inventory in a way that dramatically impacts profitability. A
prime example of this is the American Hospital Supply inventory control system installed on
customer premises. Where the great majority of inventory control systems simply smooth
the operations and give adequate cost control, this well-know hospital system broke through
with a new version of the use of an  operational system for competitive advantage. The
great majority of operational systems for which many large and small computer systems
have been purchased, however, simply help to manage and automate the business. They are
important and necessary, but can only be put-into the “strategic” category it they have a
pronounced impact ‘on the profitability of the business.

~

All businesses shotuld have both long-range and short-range planning of operahonal systemns
to ensure that the possibilities of computer usefulness will be seized in a reasonable time. Such
planning will project analysis and costing, system development life cycle considerations, and
specific technology planning, such as for computers, databases, and communications. There must -
be computer capacity-planning, technology forecasting, and personnel performance planning,.
It is more likely that those in the organization with entrepreneurial vision will conceive of
strategic plans when such basic operational capabilities are in place and are well managed.

. Operational systems, then, are those that keep the organization operating under control
and most cost effectively. Any of them may be changed to strategic systems if they are viewed
with strategic vision. They are fertile grounds for new business opportunities.

Strategic systems are those that link business and computer strategiés. They may be
systems where a new business thrust has been envisioned and its advantages can be best
realized through the use of information technology. They may be systems where new computer

-
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technology has been made available on the market, and planners with an entrepreneurial Notes
spirit perceive how the new capabilities can quickly gain competitive advantage. They may
be systems where operational management people and Information Services people have
brainstormed together over business problems, and have realized that a new competitive
thrust is possible when computer methods are applied in a new way.

There is a tendency to think that strategic systemns are only those that have been conceived
at what popular, scientific writing sometimes calls the “achtpunckt.” This is simply synthetic
German for “the point where you say “acht!” or ‘that’s it!’” The classical story of Archimedes
discovering the principle of the density of matter by getting into a full bathtub, seeing it
overflow, then shouting “Eurekat” or “I have found it!” is a perfect example of an achtpuncht.
It is most pleasant and profitable if someone is brilliant encugh, or lucky enough, to have
such an experience. The great majority of people must be tontent, however, to work step-by-
step at the process of trying to get strategic vision, trying to integrate information services
thinking with corporate operational thinking, and trying te conceive of new directions to take
in systems development. This is not an impossible task, but it is a slow task that requires
a great deal of communication and cooperation. If the possibilities of strategic systems are
clearly understood by all managers in an enterprise, and they approach the development of
ideas and the planning systematically, the chances are good that strategic systems will be
result. These may not be as dramatic as American Airline’s Sabre, but they can certainly
be highly profitable.

There is general agreement that strategic systems are those information systems that
may be used gaining competitive advantage. How is competitive advantage gained?. At this
point, different writers list different possibilities, but none of them claim that there may not
be other openings to move through.

Some of the more common ways of thinking about gaining competitive advantage are:

Deliver a product or a service at a lower cost. This does not necessarily mean the
lowest cost, but simply a cost related to the quality of the product or service that
will be both attractive in the marketplace and will yield sufficient return on investment.
The cost considered is not simply the data processing cost, but is the overall cost of all
corporate activities for the delivery of that product or service. There are many operational
computer systems that have given internal cost saving and other internal advantages,
but they cannot be thought of as. strategic until those savings can be translated to a
better competitive position in the market.

Deliver a product or service that us differentiated. Dxf.ferentlatlon means the addition
of unique features to a product or service that are competitive attractive in the market.
Generally such features will cost something to produce, and so they will be the setting
point, rather than the cost itself. Seldom does a lowest cost product also have the best
differentiation. A strategic system helps customers to perceive that they are getting
some extras for witch they will willingly pat.

Focus on a specific market segment. The idea is to identify and create market niches
that have not been adequately filled. Information technology is frequently able to provide
the capabilities of defining, expanding, and filling a particular niche or segment. The
application would be quite specific to the industry.

Innovation. Develop products or services through the use of computers that'are new
and appreciably from other available offerings. Examples of this are automatic credit
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Notes card handing at service stations, and automatie teller machines at banks. Such irnavative
approaches not only give new opportunities to attract customers, but also apen up
entirely new fields of business so that their use has very elastic demand,

Almost any data processing system may be called “strategic” if it aligns the computer
strategies with the business strategies of the organization, and there is rlase cooperation in
its development between the information Services people and operational husiness MAN&AZErs.
There should be an explicit connection between the organization’s: business plan and its
systems plan to provide better support of the organization’s goals and objectives, and closer
management control of the critical information systems.

Many organizations that have done substantial work with computers since the 1950's
have long used the term “strategic planning” for any co.upuier dev eiopments that are going
to directly affect the conduct of their business. Not included are budget, cr annual planning
and the planning of developing Information Services facilities and the many “housekeeping”
tasks that are required in any corporation. Definitely included in strategic planning are any
information systems that will be used by operational management to conduct the business
more profitably. A simple test would be to ask whether the president of the corporation,-
or some senior vice presidents, would be interested in the immediate outcome of
the systems development because they felt it would affect their profitability. If the answer
is affirmative, then the system is strategic.

Strategic system, thus, attempt to match Information Services resources to strategic
business opportunities where the computer systems will have an impact on the products and
the business operations. Planning for strategic systems is not defined by calendar cycles or
routine reporting. It is defined by the effort required to impact the competitive environment
and the strategy of a firm at the point in time that management wants to move on the idea.

Effective strategic systems can only be accomplished, of course, if the capabilities are

in place for the routine basic work of gathering data, evaluating possible equipment and

. software, and managing the routine reporting of project status. The calendarized planning

and operational work is absolutely necessary as a base from which a sirategic system can be

planned and developed when a priority situation arises. When a new strategic need becomes

apparent, Information Services should have laid the groundwork to be able to accept the
task of meeting that need.

Strategic systems that are dramatic innovations will always be the ones that are
written about in the literature. Consultants in strategic systems must have clearly innovative
and successful examples to attract the attention of senior management. It should be clear,
however, that most Information Services personnel will have to leverage the advertised
successes to again funding for their own systems. These systems may not have an Olympic
effect on an organization, but they will have a good chance of being clearly profitable. That
will be sufficient for most operational management, and will draw out the necessary funding .
and support. It helps to talk about the possibilities of great breakthroughs, if it is always kept
in mind that there are many strategic systems developed and installed that are successful
enough to be highly praised within the organization and offer a competitive advantage,
but will not be written up in the Harvard Business Review.

, Another way of characterizing strategic information systems is to point out some of the
‘key ideas of the foremost apostles of such systems.
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SUMMARY

e Implementation incorporates a number of aspects, some of which can be changed
directly and some of which can only be changed indirectly. The latter aspects are more
difficult for the strategic leadership to control and change.

= FEthics and values ensure that the organization does not adopt short-cut methods to
achieve success; instead it stresses on the concept of sustained success.

» Financial control is seen as an ideal approach for a holding company where the
businesses are independent and unrelated.

* Strategic planning tends to be adopted in organizations which facus on only a few, an
preferably related, core businesses.

s The basic premise of portfolio management is that competition occurs at the business
level and this is where competitive advantages are developed.

e The McKinsey 7s model has positioned the shared values at the centre of the framework
and the rest of the six elements around it.

e This is because the 7s tool strongly believes that the organizational values hold
significance in nurturing a business where all the other aspects are framed in alignment
with this factor. :

* Organizational life cycle, as the name suggests, is the life cycle of an organization from
the point of its creation or onset to the point it is terminated. It has five distinct stages
which are conception, expansion, stability, growth, and termination.

» Activity-based costing (ABC) is a methodology for more precisely allocating overhead
costs by assigning them to activities. Once costs are assigned to activities, the costs can
be assigned to the cost objects that use those activities. The system can be employed for
the targeted reduction of overhead costs.

e The structure of an organization is designed to break down the work to be carried out
- the tasks - inte discrete components, which might comprise individual businesses, -
divisions and functional departments.

abc
) KEY WORDS

Activity based costing: It refers to the allocation of cost (charges and expenses) to
different heads or activities or divisions according to their actual use or on account of
some basis for allocation i.e., (cost driver rate which is calculated by total cost divided
by total no. of activities) to arrive at a profit.

McKinsey 75 model: It is a framework for organizational effectiveness that postulates
that there are seven internal factors of an organization that need to be aligned and
reinforced in order for it to be successful.
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Organizational life cycle: The organizational life cycle is a theoretical madel based on
the changes organizations experience as they grow and mature.

Strategy implementation: It is the act of implementing a strategy to reach a desired
goal or set of goals. The brainstorming process helps formulate these ideas, but the
implementation process puts those strategies or plans into action.

Structure: It represents the way business divisions and units are organized and includes
the information of who is accountable to whom. In other words, structure is the
organizational chart of the firm, It is also one of the most visible and easy to change
elements of the framework.

Systems: These are the processes and procedures of the company, which reveal business’
daily activities and how decisions are made. Systems are the area of the firm that
determines how business is done and it should be the main focus for managers during

organizational change,
?
Review Questions

What are different steps of Strategy Implementation? Expalin.

How an organizational structure can influence strategy implementation?

How important is structure in strategic planning?

What is strategic human resource management and why is it important?

Describe the 5 stages of organizational life cycle?

What is Activity Based Costing? Why is it needed?

Briefly explain the steps in Activity Based Costing?

What is McKinsey 7's change model? Explain the seven elements of the McKinsey
75 model?.

9. Briefly explain the importance of values and ethics in an organization.
10. What is strategic information system? What are the different advantages of SIS?

O NS WE R N PE

ceanr FURTHER READINGS

Strategic Management; AC. Mittal and BS. Sharma, Vista International Pub., 2006.
Strategic Management; Garth Salo_her, Andrea Shepard, Joel Podolny, Wiley.
Strategic Management: Concepts and Cases; Milind T. Phadtare, PHI Learning.

Strategic Management: Current Trends and Issues; Edited by P. Mohana Rao and Trilok
Kumar Jain, Dcep and Deep.

BowNe

5. Business Policy and Strategic Management; Kazmi Azar, Tata McGrow Hill, 2nd Edition,

236 I Self-Instructional Material



SWAMI VIVEKANAND

1IBHARTI

W NIVERSITY

UGC Approved Meerut
Where Education is a Passion ...




