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MNotes

Another indication of the importance of competitive intelligence is the emergence of
“Web-spying service” companies, also known as corporate intelligence companies.
Dow Chemical hired one such company to determine (through studying competitor
Websites) whether competitors had developed, or were in the process of developing, a
particular clay/plastic composite product.

Companies need to be careful when posting information on their Websites and treat
each item as carefully as though they were preparing to publish it in their annual
reports. Companies should also verify information posted about their company on
other companies’ Websites.

Still some estimate that only 10-15 per cent of all businesses have formal competitor
intelligence gathering processes in place. And some of the companies that assess
competitors’ current assumptions and capabilities fail to analyse their future objectives,
yielding incomplete insights.

Student Activity

What are key components of external environment?

Summary

When we ook at the environment as a source of resources we have a view that the
resources ate scarce and valued. As organizations depend on the environment for
these resources, these resources are sought by competing organizations. The level
of dependency is determined by difficulty of obtaining and controlling resources.
Dependency can only be managed properly by controlling environmental resources
which makes it necessary to know about the environment before attempting to change
or influence it.

A manager’s ability to recognize and anticipate environmental changes plays a key role
inshaping the company’s future because it limits or opens up strategic options. However,
it's not enough to simply know what's happening in your company’s environment. A
strategist also needs to assess, to evaluate what these various data and trends mean for
the company. In other words, a strategist needs to do an external analysis and determine
the opportunities and threats.

Keywords

Monitoring: Monitoring represents a process whereby strategists observe environmental
changes (over time) to see if, in fact, an important trend begins to emerge.

Assessing: Assessing represents the step in the external analysis process where all of the
other steps come together.

Ethnic Mix: This reflects the changes in the ethnic make-up of a population and has
implications both for a company’s potential customers and for the workforce.

Economies of Scale: It refer to the relationship between quantity produced and unit
cost. As the quantity of a product produced during a given time period increases, the
cost of manufacturing each unit declines.

Review Questions
1.  Explain how to conduct an external strategic management analysis.

2. Identify arecent economic, social, political, or technological trend that significantly
affected financial institutions.

3. Discuss the following statement: Major opportunities and threats usually result
from an interaction among key environmental trends rather than from a single
external event or factor.
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Notes

Unit 5 Analysis
of Internal
Environment

Unit Structure

¢ Introduction

» Internal Analysis

¢ Intermal Analysis Framework

¢  Resources, Capabilities and Core Competencies
¢ Building Core Competencies

¢+ Qutsourcing

«  (Corporate Strategy

»  Developing Strategic Options based on SWOT Analysis
¢  Diversification Strategies

¢ Managerial Motives to Diversify

¢  Related Diversification

¢ Unrelated Diversification

o  Diversification using Mergers and Acquisitions
¢  Restructuring

» (Cooperative Strategies

¢ Competitive Strategies

¢ Traditional Approaches to Competitive Strategies
¢ Today's Competitive Scenario

» A Model of Competitive Rivalry

»  Competitive Rivalry Outcomes

*  Summary

¢  Keywords

¢ Review Questions

»  Further Readings

Learning Objectives

At the conclusion of this unit, you should be able to:
»  Describe internal environment

®  State the internal analysis ramework

s Define core competencies

s Make value chain analysis

¢ Build corporale strategy

*  Define restructuring

»  Explain competitive rivalry outcames






































































































Business Policy and Core Competencies: Resources and capabilities serve as the foundation upon which
Strategic Analysis companies formulate and implement value-creating strategies so that the company can
achieve strategic competitiveness and earn above-average returns.

Notes Restructyring: Restructuring refers to changes in the composition of a company’s set of
businesses and /or financial structure.

Review Questions

What are the key components of internal environment of a business?
Explain the key factors affecting the managerial decisions.

Define core competencies.

What are the key activities of value chain analysis?

Define the importance of building corporate strategies.

What are the key reasons of diversification?

Define restructuring.

O N T W s W

What are the major advantages and disadvantages of an integrative strategy?

Further Readings

Thomas L. Wheelen and J. David Hunger, Strategic Management and Business Policy,
11th edition.

Thomas L. Wheelen and J. David Hunger, Strategic Management and Business Policy:
Achteving Sustainability, 12th edition.
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3. Market share and cash flow mismatch: High market share in a low-growth
industry does not necessarily result in large positive cash flow characteristics of a
“cash cow” business. -

4.  Market share and cost savings mismatch: The connection between relative market
share and economies of scale may also not be a direct relationship.

Student Activity
Fill in the blanks:
1. e represent Boolean functions.
2. The .............. are a useful reference point providing context and
showing how each thought fits into the whole.
3. Eachlevelofthe ............... is linked with the answers “yes” or “no”,
Summary

Many techniques have been developed to identify problems and provide a solution
through a step-by-step progression to reach the end product. These tools help us move
there efficiently. Some tools included in this unit permit us to understand the issues or
hypothesis invelved in the operations of the business, project management as well as
the broad aspects of the business environment.

We will start this unit by discussing some simple and popular tools:
®  Decision Trees

¢  SWOT Analysis

e  PESTLE Analysis

Keywords

The bottom line: look for ways to leverage our strengths and take advantage of our
competitors’ weaknesses.

Case Analysis: ‘Case Analysis’ is an interactive learning tool that documents an actual or
imaginary business situation and invites the student to take a view and discuss it with the
class.

PESTLE: ‘PESTLE’ is an acronym for Political, Economic, Social, Technological, Legal
and Environmental factors.

Review Questions

1. What are the key tools to analyse the changes in business environment?
2. Write a note on:

{a} Decision Trees

(b} Issue Trees

{c) PESTLE analysis

Define SWOT analysis.

Describe BCG Matrix.

How to develop GE/McKinsey Matrix?

S

Explain the advantages and disadvantages of Matrix models.

Generic Tools of Analysis
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Notes

Unit 8 Implementing
Business-level
Strategy

Unit Structure

Introduction

Types of Business-level Strategy
[mplementing Functional Strategies
Role of the Budget

Strategic Evaluation and Control
Strategic Audit

Summary

Keywords

Review Questions

Further Readings

Learning Objectives

At the conclusion of this unit, you should be able to:
L] ldentify the business-level strategy

®  Siate the key decisions required for implementing functional sirategies
®  Explain the role of budget

] Define strategic evaluation and control

] Describe strategic audit

Introduction

As mentioned earlier, an organisation structure is selected so that the company can
effectively use its resources, capabilities, and core competencies as it implements its
formulated strategy. Effective implementation of cost leadership, differentiation,
and integrated cost leadership/differentiation strategies occurs when the functional
structure is modified based on the unique attributes of the individual business-level
strategies.

Types of Business-level Strategy

Cost Leadership Strategy

Before a company can achieve a competitive advantage by foillowing a cost leadership
strategy, its operations must operate at optimal efficiency. In most cases, this means
standardised products are produced at a low per unit cost. This means that successful
companies are large relative to their competitors because it requires access to resources
that may not be available to competitors. A primary objective is to achieve economies of
scale, therefore, efficient production capacities are increased incrementally and market
share goals are important if market demand increases with price concessions.



























(@) Economic Implementing

(b) Technological
() Political-legal Not

otes
(d) Socio-cultural

2. Are these forces different in other regions of the world?

Task Environment

1.  What forces drive industry competition? Are these forces the same globally or do
they vary from country to country?.

(2) Threat of new entrants

(b) Bargaining power of buyers

(c) Threat of substitute products or services

(d) Bargaining power of suppliers

(e) Rivalry among competing firms

(f)  Relative pawer of unjons, governments, special interest groups, etc.

2. What key factors in the immediate environment (that is, customers, competitors,
suppliers, creditors, labour unions, governments, trade associations, interest
groups, local communities, and shareholders) are currently affecting the
corporation? Which are current or future threats? Opportunities?

Summary of External Factors

Which of these forces and factors are the most important to the corporation, and to the
industries in which it competes at the present time? Which will be important in the
future?

Internal Environment: Strengths and Weaknesses (SWOT)

Corporate Structure
1. How is the corporation structured at present?

{(a) Is the decision-making authority centralised around one group or
decentralised to many units?

(b} Is it organized on the basis of functions, projects, geography, or some
combination of these?

2. ls the structure clearly understood by everyone in the corporation?

3. Is the present structure consistent with current corporate objectives, strategies,
policies, and programmes as well as with the firm’s international operations?

4. In what ways does this structure compare with those of similar corporations?

Corporate Culture

1. Is there a well-defined or emerging culture composed of shared beliefs,
expectations, and values?

2. ls the culture consistent with the current objectives, policies, and programmes?

3. What is the culture’s position on important issues facing the corporation (that is,
on productivity, quality of performance, adaptability to changing conditions, and
internationalisation)?

Business-tevel Strategy






(e) How well is the corporation performing in terms of financial analysis? Implementing
(Consider ratios, common size statements, and capitalization structure.) Business-level Strategy

{f)  Does R&D adjust to the conditions in each country in which the company
operates? Notes

(g) What is the role of the R&D manager in the strategic management process?
Operations and Logistics

{a) What are the corporation’s current manufacturing/service objectives,
strategies, policies, and programmes?

(i) Are they clearly stated or merely implied from performance and/or
budgets?

(ii) Are they consistent with the corporation’s mission, objectives,
strategies, policies, and with internal and external environments?

{b) What is the type and extent of operations capabilities of the corporation?
How much is done domestically versus internationally? Is the amount of
outsouscing appropriate to be competitive? Is purchasing being handled
appropriately?

(i)  Jf product-oriented, consider plant facilities, type of manufacturing
system (continuous mass production, intermittent job shop, or flexible
manufacturing), age and type of equipment, degree and role of
automation and /or robots, plant capacities and utilisation, productivity
ratings, availability and type of transportation.

(ii) If service-oriented, consider service facilities (hospital, theatre, or
school buildings), type of operations systems (continuous service
over time to same clientele or intermittent service over time to varied
clientele), age and type of supporting equipment, degree and role of
automation and/or use of mass communication devices (diagnostic
machinery, videotape machines), facility capacities and utilisation
rates, efficiency ratings of professional/service personnel, availability
and type of transportation to bring service staff and clientele together.

(c) Are manufacturing or service facilities vulnerable to natural disasters, local
or national strikes, reduction or limitation of resources frorn suppliers,
substantial cost increases of materials, or nationalization by governments?

{d) Isthere an appropriate mix of people and machines, in manufacturing firms,
or of support staff to professionals, in service firms?

{e)  How well does the corporation perform relative to the competition? Is it
balancing inventory costs (warehousing) with logistical costs (just-in-time)?

Consider costs per unit of labour, material, and overhead; downtime;
inventory control managementand/or scheduling of servicestaff; production
ratings; facility utilisation percentages; and number of clients successfully
treated by category (if service firm) or percentage of orders shipped on time
(if product firm).

(i) What trends emerge from this analysis?

(i) What impact have these trends had on past pertormance and how will ‘
they probably affect future performance?

(iii) Does this analysis support the corporation’s past and pending strategic
decisions?

{(iv) Does operations provide the company with a competitive advantage?
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Figure 8.1: Strategic Management Process

As seen in the figure 1.2, which is reproduced as figure 8.1 above, we have come to
the end of the journey. Now it is left to you to reflect back on the process and possibly
provide us the feedback orni it. Remember your journey has just begun.

Student Activity
Fill in the blanks:

. A requires that people learn to coordinate and integrate
achivities to get into a consensus-style decision making.

2. e is oriented toward the satisfaction of consumer needs, and
includes all the logistics of distribution and after-sales services.

3 ... involves monitoring the implementation of plans through
performance reviews.

Summary

There are just two common categories of strategic decisions for all functions: the
capturing of external intelligence, and the development of the appropriate managerial
infrastructure. The first deals with the understanding of the external environment and
the second with the mechanisms to be put in place for the proper implementation of
selected strategies. Also, horizontal strategy is an option that should be kept in mind
for all functions because there is always the possibility of special economies of scale
or scope, or of a unique form of interrelationship among functions. We have chosen to
stress horizontal strategy only within the realm of technology, but there are additional
horizontal opportunities in all of the other functions. Now, we comment briefly on each
one of the seven functions.

Keywords

Differentiation Strategy: Companies offering products that are considered unique by
customers usually are following a differentiation strategy.

Functional Strategies: Functional strategies are the goal directed decisions and actions
of the organisation are various functional units that are designed for the short term (less
than a year).

Budget: The budget can be defined as a financial plan showing how the company will
acquire resources and use them in operations during a specified time period, usually
one year.

Physical Facilities: Physical facilities are the resource whose strategic influence is
perhaps most frequently misunderstood.

Tmiplementing

Notes

Busmess-level Strategy
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Notes

Review Questions

What are the different types of business-level strategy?

What are the key decisions related to marketing strategies?

Define financial strategies.

Describe the key decisions required to implement functional strategies.
Explain the role of budget.

What is the process of budgeting?

I A L e i

Write a note on strategic audit.

Further Readings

Thomas L. Wheelen and ]. David Hunger, Strategic Management and Business Policy,
11" edition.

Thomas L. Wheelen and ]. David Hunger, Strategic Management and Business Policy:
Achieving Sustainability, 12 edition.















Summary

In order to carry out operations strategy successfully, it is necessary to design and
implement well-conceived operating systems. The primary operating systems that are
used in operations management are discussed below:

®  Product service Mix
e  Capacity planning
o  Technology and facility planning

Keywords
Functional Plans: These are operational plans and tactics to make a strategy work.
Functional Strategy: The strategy followed by each functional area of a business unit,

Operations Management: The management of the productive processes that convert
inputs into goods and services.

Operations Strategy: The recognitionof theimportant role of operationsin organisational
success and the involvement of operations managers in the organisations strategic
planning,

Total Quality Management (TQM): TQM is a strategic commitment by top management
to change its whole approach to business to make quality a guiding factor in everything
it does.

Review Questions

1. Is operations management most closely linked to corporate level, business level or
functional strategies? Why and in what way?

M~

Explain the following terms briefly:
(a) TOM

(b) Productivity Management

(¢} Inventory Management

(d) Facility Planning,

3. Do you believe that operations management can influence competitive strategy?
Discuss.

4. How might the six criteria of vendor selection help you buy an extensive item (for
example, a sound system, car or bicycle)?

5. What are the major components of operations systems? How are they designed?
6. Why is product design getting so much attention today?

7. Do you think that the concept of zero defect is a good one? Explain your
Teasorning.

8. Howdoesoperations management help organisations meet customer s competitive
priorities?

9. What is productivity? How can it be impraved?

10. What is the mole of operations management in modem orgarnisational strategy?

Operational Strategy

Notes

153
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Thomas L. Wheelen and ]. David Hunger, Strategic Management and Business Policy,
11" edition.

Thomas L. Wheelen and ]. David Hunger, Strategic Management and Business Policy:
Achieving Sustainability, 12* edition.

Notes
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Notes

Further Readings

P Kotler and G Armstrong, Prirciples of Marketing, Prentice Hall, New Delhi, 1999.
P Kotler, Marketing Management, Prentice Hall, New Delhi, 2000.

R I Haley, ’Benefit Segmentation’, Journal of Marketing, July 1968; March 1984.

S C Certo and ] P Peter, Strategic Management, McGraw Hill, New York, 1990.

P ] Paul and | H Donmnelly, Marketing Management, Business Publications, Plano. Tex.
1996,

B P Shapiro et al., Marketing Management Strategy, Planning and Implementation, Richard
D Irwin, Homewood. 11.1995.














































































Business Policy and Review Questions
Strategic Analysis
1. Describe the three levels of strategy. What are their respective roles in managing

the future of the enterprise?

Notes
2. What are the various objectives a firm wishes to achieve and how does the

mechanism of strategic planning and management facilitate it?

3. Describe functional strategies. How do they provide the link with the individual

mana gers?

4. What is the key difference between functional strategies and the grand stratégies?

Further Readings

] W Walker, Human Resource Planning, McGraw Hill, New York, 1980.
Managing Pegple, Business Today, Jan 7-21, 1996.

W F Cascio, Managing Human Resource, McGraw Hill, New York, 1995.

W B Werther and Keith Davis, Human Resource and Personnel Management, McGraw Hill,
New York, 1996.

M Harris, Human Resource Management, McGraw Hill, New York, 1995,

D A Decenzo and S.P. Robbins, Human Resource Management, John Wiley, New York,
1999.
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We analyse the entire industry and try to fine-tune various players into certain groups
or clusters. For example, each industry today may have the following clusters of firms:

e  [nternational brands marketing nationally across the entire geographic territory
®  National brands operating across the entire geographic territory

*  Regional brands active in specific markets within the entire territory

e  Local brands selling in niche markets

We look at the entire industry and determine the various groups they belong to and
carry oui their mapping as shown.

The intention is to relate marketing intensity with the geographical spread of the
different clusters in order to determine the strategic space.

Student Activity

Carry out a detailed analysis of the industry taking into account the trends
in entertainment and education industry globally and recommend a possible
strategy for your client.

Summary

The essence of environmental analysis is to leamn about the trend of change and how
they are going to impact on the business of the firm in future and incorporate those
changes proactively so as to aim at a good strategic fit. We cannot aim to reach the stars
but we can certainly move forward by looking at the polestar.

Managers must familiarise themselves with the wide spectrum of possible external
influences so that they can focus on the relevant environments which impact on the
company business. Knowiedge of these techniques can help each enterprise to develop
its own compass that can continue to guide it into the stormy future.

Keywords

Micro Environments: These are those environmental factors that are more relevant
to the line of business the firm is operating in and are often referred to as industry
environments.

Mega Environments: These are the total environments that have impact on the firm's
business.

Relevant Environments: Dependent upon the product lines and markets a firm is in,
the entire range of micro or mega environments may not be applicable and may not be
relevant to a company.

Review Questions

1. Should we start with designing the vision and mission of the firm first? Support
your position with justifications.

2. What are the mega, micro and relevant environments? Describe them briefly.
3.  Describe the mechanism of PEST analysis.

4. If a company wanis to undertake an extended analysis of its mega environments,
describe the method you would recommend.

5. What is impact analysis? Describe the procedure with the help of an example.

Scanning Environnients for
Threats and Qpportunities

Notes

209



Business Policy and 6. Describe scenario building technique of analysing the composite influences of

Strategic Analysis various external factors? Discuss their suitability and relevance for environmental
analysis.
Notes 7.  Describe five forces analysis. How does it help improve the profitability of a
firm? '

Further Readings |

] W Walker, Human Resource Planning, McGraw Hill, New York, 1980.
Managing People, Business Today, Jan 7-21, 1996.

W F Cascio, Managing Human Resource, McGraw Hill, New York, 1895,

W B Werther anid Keith Davis, Human Resource and Personnel Management, McGraw Hill,
New York, 1596,

M Harris, Human Resource Management, McGraw Hill, New York, 1995.

D A Decenzo and 5.P. Robbins, Human Resource Management, John Wiley, New York,
1999.
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(e} Indelivery Cost and Value Drivers
() Ininventory

2. Reduction in time to market
(@) Fromconcepttodelivery Notes
(b) From order booking to delivery

3.  Fasterresponses
(a} Tochanges in market forces

(b)  To seniors, peers and subordinates

Cost Management

Cost awareness started making its impact from 1940s; this aspect necessarily includes the
tfime management - time is money, too. The focus is on saving expenses as they are incurred.
There are always three possibilities in working life — some of us are more prone to doing
‘futile’ things i.e., doing something that may be useful but incurring so much expenditure
that it becomes an exercise in futility because the gains cannot justify the expenditure
incurred. The other extreme is doing the impossible - carrying out tasks so cheaply and
with so much of hard work that in normal circumstances, it would be difficult to achieve.
Most other options fall in between and as managers, we have to learn to choose the most
appropriate way of doing things. This approach implies developing cost based strategies
which, in essence, imply reduction in costs in the following areas:

¢ Design and engineering

e  Procurement of materials and inventory
e  Conversion

e  Quality assurance

®  Outbound logistics and distribution

] General sales administration

Quality Management

Concept of quality gained prominence during 1960s and would perhaps continue todrive
the corporate world. Quality incorporates both the time and cost metrics. Since quality has
been linked to customers’ needs and wanits, it has become both dynamic and strategic and
is playing a major role in developing quality oriented strategies to outwit and cut-manocuvre
the competitors. It directs us to the following aspects:

®  Customerfocus
%+  Meeting customers’ requirements
<« Surprising customers by exceeding their expectations
«  Caring, caressing and cajoling customers
e  Functional performance
%  Appropriate filness for use
<  Closer integration with customer operations
%  Anticipating customers future needs and desires
®  Reducing process variability
<+  Robust designs
+  5ix sigma technique

+  Taguchi’s methods
221












®  Tackling problem child: It was clear to us that these products are in the growing
market but the firm is not able to partake in terms of higher share of the market. To
overcome such problems, we need to devote more time and resources on these products
and also invest in further product development and /or development of new markets.
The firm can do so only if it has some cash cows in the stable because cash required
for product development and /or market development must be provided by some
segment of business within. Another possibility is to sell ‘dogs” and generate some
cash resources.

e Divestment strategies: Managers must understand that it is better to be less emotional
about the product portfolios and take more objective decisions. If there isa dog in the
manger, it is going to impact upon the profitability of the firm. Many enterprises have
improved their market value by getting out of businesses that were no longer fetching;
in fact, in many cases, earlier one gets out of it, better would be the price it can
command.

e  Focusing on ‘stars’: Stars need ‘gazing’ if they have to be the cash cows of tomorrow.
They need managerial attention, effort and support. Managers should never let these
products become victims of neglect and callousness. We must always remember that
a bird in hand is worth at Jeast two, if not more, in the bush.

Student Activity

Discuss the practical implication of BCG matrix.

Summary

All the four dimensions of value viz., time, cost, quality and service continue to present us
a panorama of strategic options of delivering better value to the customer. Value
enhancement has to be developed as a way of life if we have to drive the passions of
managers towards continuously receding goals in our journey to excellence. Product
portfolio analysis provide an insight into the current weaknesses and srengths in the
product lines of the firm. This analysis is also carried out for competitors in order to
understand their strengths and weaknesses. BCG matrix, GE business screen and Life
Cycle analysis provide an array of methodologies that managers can choose from and
develop a better understanding of not only their operations but also that of the competitor.

Keywords
Stars: These are the firms’ products that are doing well in the growing market.

Cash Cows: These are those products that have already achieved high market share but
are now in the maturity phase i.e., the total market demand has stabilised and so has the
firm’s market share.

Dogs: As the name implies, these are those products for which the market share is low and
the products are either in static {mature) market or in declining phase well past the
saturation point. :

Review Questions

1. Whatis the role and importance of value chain network? How can it help in enhancing
value delivery to customers?

2. What are the four important dimensions of value? How can these form the basis for
developing appropriate strategies to outwit competitors?

3. What s the objective of product portfolio analysis?

4. Describe the BCG matrix analysis and exptain how to go about tackling prob}elm
child without having any cesh cow in the firm’s portfolio?

Cost and Value Drivers

Notes
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Notes

5. What is life cycle analysis? Describe the outline of the matrix. Also elucidate its
usefulness in strategic planning and management.

6.  What are the pitfails of carrying these analyses singly? How can these be overcome
in a team approach?

Further Readings

] W Walker, Human Resource Planning, McGraw Hill, New York, 1980.
Managing People, Business Today, Jan 7-21, 1996.

W F Cascio, Managing Human Resource, McGraw Hill, New York, 1995.

W B Werther and Keith Davis, Human Resource and Personnel Management, McGraw Hill,
New York, 1996.

M Harris, Human Resource Management, McGraw Hill, New York, 1995,
D A Decenzo and 5.P. Robbins, Human Resource Management, John Wiley, New York, 1999.







































































