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1.0 Learning Objectives

At the conclusion of this unit, you should be able to:

Define strategies and strategic management

Explain the need of strategy and strategic management

Identity the challenge of strategic management
Describe corporate governance and stakeholders
Explain the strategic management process
Define strategic intent

1.1 Introduction

As the intensity of competition increases in the market, the performance gap between the
well managed company and the poorly managed company is widening by the minute.
Competition is coming in from all directions. In these turbulent times it is very difficult
for a company to survive without a clear understanding of where it is and where it
wants to go as shown by the case of Iridium. For going without a clear direction of
where you want te reach is like looking for a well in a desert without having any idea
of which direction it is in. The chance of finding it has very little probability. Strategic
Management is meant to provide that sense of direction to the company, to tind the well

of success in the desert of competition.
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1.2 Origin of Strategy and Strategic Management

Before we understand what we mean by strategic management, let us first take a look
at the term ’strategy’.

Theterm ‘strategy’ is derived from theancient Athenian position of ‘strategos’, ‘Strategos’
was a compound of ‘stratos’ which meant ‘army’ or more properly an encamped army
spread out over ground and ’agein’, ‘to lead’. The emergence of the term paralleled
increasing military decision-making complexity. The tenin ‘strategy’ is defined in more
detail by Frontinus in the first century AD, as ‘everything achieved by a commander, be
it characterized by foresight, advantage, enterprise, or resolution’.

If military practice is taken as a metaphor for business competition, the strategic
principles of the great strategoi still provide useful guides for those in the business of
strategy formulation. Therefore, it should notbe surprising that many of the terms used
in strategic management today originate from the military.

The academic origins of strategic management come from the fieilds of economics and
company theory. Economics provided a way to begin exploring the role of management
decisions and the possibility of strategic choices. In addition, early organizational
theorists (Frederick W. Taylot, Max Weber, and Chester Barnard, amongothers) provided
knowledge about efficient and effective companies and the role that managers played.

Key parts of this definition of strategic management are:
(a) Strategic management should help a company reach its goals;
(b) Strategic management involves decisions and actions;

(c) Strategic management is not a single, simple action but a series of related decisions
and actions; and

(d) The strategic management should “match” the organizational sirengths and
weaknesses with the environmental opportunities and threats.

In simple terms we can say that strategic management involves a series of steps in
which organizational members analyse the current situation, decide on strategies, put
those strategies into action, and evaluate/modify/change strategies as needed.

The Concept of Strategy

Strategy is the overall plan of a firm deploving its resources to establish a favourable
position and compete successfully against its rivals. Strategy describes a framework
for charting a course of action. It explicates an approach for the company that builds
on its strengths and is a good fit with the firm’s external environment. It is basically
intended to help firms achieve competitive advantage. Competitive advantage allows
a firm to gain an edge over rivals when competing. Competitive advantage comes from
a firm’s unique ability to perform activities more distinctively and more effectively than
rivals. A firm’s distinctive competence or unique ability here implies, those special
capabilities, skills, technologies or resources that enable a firm to distinguish itself from
its rivals and create competitive advantage (such as superior quality, design skills, iow-
cost manufacturing, superior distribution etc.). The term ‘ferrain’ is highly relevant in
explaining the concept of strategy more clearly. From a business sense, terrain refers to
markets, segments and products used to win over customers. The essence of strategy
is to match strengths and distinctive competence with terrain in such a way that one’s
own business enjoys a competitive advantage over rivals competing in the same terrain.
The basic premise of strategy, as things stand now, is that an adversary can defeat a rival
—even a larger, more powerful one - if it can manoeuvre a battle or engagement onto
a terrain favourable to its own capabilities. The term ‘capability’ refers to the ability or
capacity of a bundle of resources deployed by a firm to perform an activity (Pitts and
Lie).
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13 Deciding the Scope of an Organisation

Igor Ansoff (1965), a leading proponent of the analytical approach, tried to weave a
fire garment out of the loose threads developed by Harvard researchers. He tried to

examine two things basically: (i) whether strategy had a distinct context of its own
(ii) whether it can be described in a structured way.

In order to decide the scope of an organisation, Ansoff felt that strategy can be exainined
from several angles: institutional, corporate, business and functional level.

Corporate level (What businesses should we be in?)
Business level (How to function in a business once selected?)
Functional level (How to manage internal operations such as manufacturing,

marketing, finance, personnel, R&D etc.?)

Institutional level (How to inanage external relationships in an ever changing
dynamic, political world?)

Ansoff felt that strategy can be divided into certain inter-related, complementary
components aimed at deciding the scope of an organisation and managing growth
through diversification. Ansoff, in this regard, stated thus, “strategic decisions are
primarily concerned with external rather than internal problems of the firm and
specifically with the selection of the product-mix that the firm will produce and the
markets to which it will sell”.

Strategic Management:
An Introduction

Notes









Bustness Policy and
Strategic Analysis

Notes

etc.) The decisions are broad-based, carry greater risk and affect most parts of the
organisation (e.g. The type of business that the organisation should enter, changes
required in growth strategy, acquisition and diversification decisions etc.).

2. Business-level Strategic Planning: It is the planning process concerned primarily
with how to manage the inlerests and operations of a particular unit within the
organisation, commonly known as a Strategic Business Unit (SBU). A strategic
business unit is a distinct business with its own set of competitors, that can be
managed reasonably independently of other businesses within the organisation.
Generally, the heads of the respective business units develop business strategies,
with the approval of top management. Strategies at this level are aimed at
deciding the competitive advantage to build, determining responses to changing
market situations, allocating resources within the business unit and coordinating
functional-level strategies developed by functional managers.

3. Functional-level Strategic Planning: It is the process of determining policies
and procedures for (relatively narrow levels of activity) different functions of
an enterprise like marketing, finance, personnel etc. These are developed by
functional managers and are typically reviewed by business unit heads.

Coordinating strategies across the three levels is crucial in maximising strategic impact.
The strength of the business-level strategy is enhanced when functional level strategies
support its basic thrust. Similarly, the corporate-level is likely to have greater impact
when business-level strategies support one another in bolstering the corporate-level
strategy (A Thompson).

1.4 Role of Strategist

Strategic decisions are mainly concerned with the selection of the product-mix that the
firm intends to produce and the markets in which it will sell its products. Such decisions
affect the organisation as a whole over long periods of time. Because strategic decisions
have such a tremendous impact on a firm and because they require large commitments
of company resources, they can only be made by top managers in the organisational
hierarchy (Pearce and Robinson, AITBS).

A chief executive officer (CEO) is the principal strategist (others include the Board of
Directors, line managers, staff assistants to CEO, corporate planners, public relations
advisors, legal officers) responsible for an organisation’s overall direction, success or
failure. The CEO'is expected to ask and seek answers to the following questions while
managing the show:

e  Where have we been?

e  Where are we now?

e  Where do we want to go?
e  Where should we go?

e  Where can we go?

e  Where shall we go?

Strategic decisions are the essence of strategic management. Strategies can be put into
practice only after choices (decisions) have been made. Strategic decisions by their very
natureare characterised by considerable risk and uncertainty. Strategic decisions involve
more than one area of an organisation. They require sizeable allocation of resources.
They are future-oriented with long-term ramifications. They can either take a company
to commanding heights or make it a ‘bottomless pit’! To be safe, therefore, the CEO has
to formulate strategic decisions after receiving vital inputs from internal and external
groups carefully. In actual practice, strategic decisions rarely follow this route as the
following examples illustrate.



The features of strategic decisions, of course, vary with the level of strategic activity
considered. Corporate level decisions are characterised by greater risk, cost, profit
potential, greater need for flexibility and longer time horizon. Functional level decisions
involve action oriented operational issues and are relatively short range and low risk.
Business level decisions help bridge decisions at the corporate and functional levels.

1.5 Need for Strategies and Strategic Management

Need for Strategy

Those in favour of setting strategies argue. that-strategies are needed to give companies
direction. Without strategies, incorporating abjectives, companies would be adrift. [f
companies do not decide where they want to go, any direction and any activity is fine.
People in companies would not know what they were working towards and, therefore,
would not be able to judge what constitutes effective managerial behaviour.

However, those not in favour argue that direction-setting strategies can also block out
peripheral vision, keeping companies sharply, yet myopically, focused on one course of
action. Thus, strategies may limit the company’s ability to open to new opportunities
and threats as these unfold and to deviate from a set course as the company interacts
with its environment and learns.

Strategists hit back arguing that early comumitment to a course of action is highly
beneficial: By. setting objectives and drawing up a strategy to accomplish these,
companies can invest resources, train people, build up production capacity and take a
dear ' position within their environment. Strategies - allow companies- to mobilize
themselves and to dare te take actions that are difficult to reverse and have a long
payback period. We need to point out that commitment has a flip. side, inflexibility,
especially when mechanisms to change course midway are not int place. The absence of
strategies does give the company flexibility to easily change course.

Strategic plan also has the benefit of coordinating all strategic initiatives within a
ccompany into a single cohesive pattern. A company-wide master strategy can ensure
that differences of opinion are ironed out and one consistent ceurse of action is followed
throughout the entire company, avoiding everlapping, conflicting and contradictory
behaviour. But the flip side is that developing a master strategy  may lead to the
squashing of initiative, either purposely or inadvertently.

.Need for Strategic Management

We can argue that strategy formation by means of strategic management lends itself
well to formalization. By its-very nature, strategic management is a very structured
and sequential activity, and therefore can be readily organized by employing formal
procedures. Extensive formalization can culminate in the establishment of a strategic
management system. In such a system, strategy formation steps can be scheduled,
tasks specified, responsibilities assigned, decision-making authority clarified, budgets
allocated and control mechanisms installed.

Obviously, not everyone agrees that formal strategic management systems are worth
instituting. Some regard them as a mixed blessing, while others are outright hostile.
Some authors, who value explicit strategies, are not enthusiastic about formal strategic
management. The debate between: supporters ‘and detractors of formal strategic
management systems resojves-around two major tensiens.

e Formal vs. Informal Process: The advantage of formalization, according to
advocates of the strategic management perspective, is that it structures and
disciplines sthe strategy formation process. Formalization - facilitates tighter
company, unambiguous responsibilities, clearer accountability and stricter review
of performance.
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1.6 Path to Strategic Management

It does not happen that compantes learn to do strategic management from the word
GO. Strategic management in a company appears to evolve through four sequential

phases according to Gluck, Kaufman, and Walleck, which is shown in Figure 1.1.
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Figure 1.1: Phases in the Development of Strategic Planning

(Gluck, Kaufman and Walleck, 1982)
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Phase IV: Strategic Management

Strategic planning and management are joined together in a single process known as
Phase IV. Only a few companies are clearly managed strategically, and all of them are
multinational, diversified manufacturing corporatiens. The challenge of planning fer
the needs of hundreds of different and rapidly evolving businesses, serving thousands of
product/markets in dozens of distinct national environments, has pushed them to
generate sophisticated, uniquely effective planning techniques. However, it is not so
much planning technique that sets these companies apart, but rather the thoroughness
with which management links strategic planning to aperational decision making,

1.7 Is Strategy Creatively or Rationally Developed?

There is a major debate on the issue and it is difficult to say that one extreme is true or
the other. Let us hear the two sides first.

In his book, ‘The Mind of the Strategist’, Kenichi Ohmae argues that the mind of the
strategist is not dominated by linear, logical thinking. On -the contrary, a strategist’s
thought processes are ‘basically creative and intuitive rather than rational in his view,
‘great strategies. .. originate in insights that are beyond the reach of conscious analysis.” He
does not dismiss logic as unnecessary, but notes that it is not sufficient for arriving at
innovative strategies. Yet, he observes that in most large companies, creative strategists
‘are being pushed to the sidelines in favour of rational, by-the-number strategic and
financial planners,” leading to a withering of strategic thinking ability.

This is because many strategists argue that strategy analysis and formulation should be
conducted consciously, explicitly and rationally. In their view, strategic thinking is a
‘logical activity,” while subsequent strategy implementation ‘comprises a series of
sub-activities that are primarily administrative.’

Another dimension to this debate is added by the introduction of game theory in
strategic decision making. For many people, strategy is about behaviour in situations of
competitive interaction. Generals develop strategies to out manoeuvre their military
opponents, sports coaches adopt strategic moves to outwit other teams and politicians use
strategic ploys to outfox their rivals. In other words, strategy is about playing
interactive games. Strategists are engaged in understanding the rules of a game and
developing game strategies better than their opponents. This is where game theorists
come in who generally argue that strategic thinking should focus on the rational analysis of
complex game situations and the selection of the most promising strategy. Games
confront strategists with a competitive logic they cannot escape and therefore, game
theorists propose that strategists rationally figure out their optimal moves and counter
moves. Much of the work on game theory is actually strongly mathematically oriented,
supporting strategists in their calculations of the best courses of action. Therefore, it has
strong emphasis on logical reasoning and calculated decision making, making it iean
towards a raticnal perspective.

Therefore, a strategy thatis guided by a clear sense of purpose, is creative in its approach, is
arrived at rationally and is emotionally ratified by commitment is more likely to have a
successful outcome than a company whose future is left to guesswork and chance.

Having understood the basic concepts, now we turn our attention to the process of
strategic management.

1.8 Strategic Management Process

The primary purpose of the strategic management process is to enable companies to
achieve strategic compelitiveness and earn above-average returns. Research indicates
that companies that engage in strategic management generally outperform those that do
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1.9 Challenge of Strategic Management P Aigrrbu

An Introduction
All firms and managers are challenged to achieve strategic competitiveness and earn
above-average returns. This challenge can be formidable. A primary challenge facing
managers today is the need to recognize—as illustrated by the comments on such
companies as Infosys and Reliance—that the strategic management process and the
striving for strategic competifiveness takes place in a dynamic global economy. As a
result of this ongoing struggle, success today does not necessarily equate with success

tomorrow.

Notes

An inspection of Table 1.2 points out that not all companies will be able to successfully
meet the challenges of strategic management as measured by market value added
(defined as market value minus capital invested).

As shown in Table 1.2, Wipro and Infosys lead the list of wealth creators for several
consecutive years as they have created more wealth (measured by market value added)
than other Indian firms.

Table 1.2: Tap Ten Wealth Creators in india between 1996-97 and 1999-2000

In four years: 1996-97 10 1999-2000
| Compony Increose in Capitol Efficiency Current
MVA R Cr) Growth Improvement ROCE
Wipro 61,971 104% 14% 29%
| infosys Tachnologies 43.999 881% 4% 30%
| Hindustan Laver 29,666 230% 8% 36%
Reliance Indusiries 27,999 72% 2% 13%
| HCL Tachnolegies 16,205 NA. 17% 17%
| c 14,014 84% 5% 22%
HFCL 9,645 16B8% -2% 8%
| Sovom Computer Services | 9,487 631% 7% 24%
'_lee Telefilms B.475 3726% 3 7% 7%
Raonboxy Labororories 6,198 | Al % -1% 13%
N.A. Not uppl-iccble us HCL Technologies was listed only in November 1999

The transient nature of strategic competitiveness is pointed out even more clearly when
one realises that only 16 of the 100 largest industrial companies in the world in 1900
remain competitive in the 1990s and that six members of 2000s top ten wealth creators
above were not among the top ten in 1992.

Internationalization or globalization of markets and industries has added another

dimension of challenge, which makes it quite difficult to classify many companies as

purely domestic. Honda, a major player in the global automobile industry, builds over .
70% of cars for the US market in the US. Another automaker, Toyota continues to reduce

its Japanese employment while expanding its global workforce and builds its Avalon

sedan, Camry coupe and station wagon, and Sienna minivan exclusively in US.

Table 1.3: The World Competitiveness Scoreboard 1999

S. No. COUNTRY 1998 RANK 1999 RANK
USA i 1
SINGAPORE

FINLAND
LUXEMBOURG
NETHERLANDS
SWITZERLAND

CHINA - HONG KONG

~w|elolalw]ln]=
WIN|a | O]
Nio|ols lw]

Conid... 15
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Netes

8 DENMARK 8 8
9 GERMANY 14 9
o CANADA 10 10
T IRELAND T M
12 AUSTRALIA 5 12
13 NORWAY 6 13
¥ SWEDEN 17 [ 14
15 UNITED KINGDOM 12 15
16 JAPAN '8 |16
29 CHINA MAINLAND 24 29
34 THAILAND 39 | 34
38 KOREA 35 38
39 INDIA 43 | 39

This potential for continued ecenomic growth means that ail industrialized natiens must
continue to seek the expansion of agreements-such as the European Union, NAFTA and
GATT-that will eliminate national laws that impede free trade among all nations.

As a result of this emerging competitive landscape, companies must rethink how they
can achieve strategic competitiveness by positioning themselves to ask questiens from
a more global perspective. This would enable them to (at least) meet or exceed global
standards. The questions could include questions like:

e  Where should value-adding activities be performed? Where are the most
cost-effective markets for new capital?

e  Can products designed in one market be successfully adapted for sate in other
markets?

e How can we develop cooperative relationships or joint ventures with
other companies that will enable us to capitalise on internationa! growth
opportunities?

As a result of globalization and the spread of information technology, competition will

become more intense. As a result of this:

o  Customers over domestic customers-will continue to expect high levels of product
quality at competitive prices;

o  Global competition will continue to pressure companies to shorten product
development-introduction time frames;

e  Strategically competitive companies successfully leverage insights learned both in
domestic and global markets, modifying them as necessary.

However, before a company can hope to achieve any measure of success in global
markets, it must be strategically competitive in its domestic market.

1.10 Gaining Competitive Advantage

There are two approaches to deriving competitive advantage, and therefore superior
returns, using strategic management process. The first, the industrial company
model, suggests that the external environment should be considered as the primary
determinant of a company’s strategic actions. The second is the resource-based model,
which perceives the company’s resources and capabilities (the internal environment) as
crifical links to strategic competitiveness. Following the discussion in this Unit, as well
as later, you should take care that these models must be integrated to achieve strategic
competitiveness as both the views are important in the understanding of the strategic
management process.









1.11 Resource-based Model

The Resource-based model adopts an internal perspective to explain how a company’s
unique bundle or collection of internal resources and capabilities represents the
foundation upon which value-creating strategies should be built.

Resources are inputs into a company’s production process, such as capital equipment,
individual employee’s skills, patents, brand names, finance and talented managers.
These resources can be tangible or intangible. Capabilities are the capacity for a set of
resources to integrability — or in combination - perform a task or activity.

Thus, according to the Resource-based modet, a company’s resources and capabilities
are more critical to determining the appropriateness of strategic actions than are the
conditions and characteristics of the external environment. Thus, strategies should
be selected that enable the company to best exploit its core competencies, relative ta
opportunities in the external environment.

The Resource-based model of above-average returns is grounded in the uniqueness
of a company’s internal resources and capabilities. The five-step model describes
the linkages between resource identification and strategy selection that will lead to
above-average returns as shown in Figure 1.5.

— S B — P —

Resources Capability ’ xl Advantage
| eteyod Sy o i WS ey of a i
avww_:lon

) Strategy
({ Industry Formuiation and
Location uf &t Implementation
mﬁﬁ; thit can y Strategic actions taken
be exploitad by th= e Bacl BavEauerge
firm's resources and 5
12papithies -

Figure 1.5: Five Steps of the Resource-based Model

1. Companies should identify their internal resources and assess their strengths and
weaknesses.

The strengths and weaknesses of company resources should be assessed relative
to competitors.

1~

Companies should identify the set of resources that provide the company with
capabilities that are unique to the firm, relative to its competitors.

The company should identify those capabilities that enable the company to
perform a task or activity better than its competitors.

3. Companies should assess or determine the potential for their unique sets of
resources and capabilities to outperform their competitors in terms of returns.

Determine how a company’s resources and capab:hhes can be used to gain
competitive advantage?

4.  Locate and compete in an attractive industry.

Determine the industry that provides the best fit between the characteristics of the
industry and the company’s resources and capabilities.

5. To attain a sustainable competitive advantage and earn above-average returns,
companies should formulate and implement strategies that enable them to better

Strategic Management:
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exploit their resources and capabilities to take advantage of opportunities in the
external environment than can their competitors.

However, taking advantage of or exploiting resources and capabilities in the new
competitive landscape may not always result in a company achieving a sustainable
competitive advantage and above-average returns. The potential to achieve a sustainable
competitive advantage will be realised when company resources and capabilities are:

o  Valuable: allowing the company to exploit opportunities or neutralize threats in
the external environment.

¢  Rare:or possessed by few, if any, current and potential competitors.

s Costly to imitate; such that other companies will be able to obtain them only at a
cost disadvantage relative to companies that already have them.

e  Non-substitutable: as there are no strategic equivalents.

Core competencies are resources and capabilities that serve as a source of competitive
advantage over a company’s rivals and represent the dominant influences on the
appropriateness of a company’s strategic actions.

1.12 Stakeholders in the Process

Stakeholders are the individuals and groups who can affect and are affected by the
strategic outcomes achieved and who have enforceable claims on a company’s
performance.

Toble 1.4: Comparison of I/O and Resource-based view of
Competitive Advantoge

[ I/0 RESOURCE-BASED VIEW |
./ e
Competitive Positioning in industry || Possesting unique
—advantage organizational assets
or capebilities
Determinant Characteristics of Type, amount, and
of profitahility | Industry; fitm's position || nature of firm's
within Industry resources
Focus analysis External Internal
Major concern Competition Comyetencies-
Resources
Strateglc Choosing attractive Developing unique
choloes industry; appropriate resources and
_position capabilities

1

The stakeholder concept reflects that individuals and groups have a “stake” in the
strategic outcomes of the company because they can be either positively or negatively
affected by those outcomes and because achieving the strategic outcomnes may be
dependent upon the support or active participation of certain stakehoider groups.

Figure 1.6 provides a definition of a stakeholder and illustrates the three general
classifications and members of each primary stakeholder group:

s  Capital market stakeholders

e  Product market stakeholders
e  Organizational stakeholders

&  Secondary stakeholders.

Beyond these primary stakeholders, there are other secondary stakeholders as well and
include entities like the community at large, environmental groups, government, etc.









Changes in the company’s external environment may result in good decisions becoming
bad. As a result, even the best executive compensation programume is irnperfect and
thus will not result in the development and implementation of optimal strategies.
Therefore managers may feel “pressured” to manipulate short-term performance to earn
annual bonuses. In other words, achieving short-term objectives may take precedence
over enhancing the long-term strategic competitiveness of the company. Long-term
incentives expose managers to risks associated with uncontrollable (by managers or by
the company) events, such as market fluctuations or industry decline. And, managers’
risk exposure increases as the term of the incentive increases.

In other words, even when the intentions are good, the financial results may be bad and
vice versa.

Although there are no ready-made solutions that can be applied across the board as
every situation demands its own specific solution, a process can be evolved that would
help put the things in perspective. That is the objective of this book.

What Lies Next

Units 2, 4 and 5 will provide more detail regarding the strategic inputs to the strategic
management process: situation analysis of the company’s extermal and internal
environments that must be performed so that sufficient knowledge is developed
regarding external opportunities and internal capabilities. This enables thecievelopment
of the company’s strategic intent and strategic mission and leads the way towards
strategy formulation.

1.14 Establishing Strategic Focus

Strategic intent is intemally focused and is concerned with leveraging the company’s
internal resources, capabilities and core competencies to accomplish what: at first may
appear to be unattainable goals in the competitive environment. It reflects what the
company is capable of doing given its core competencies and the unique ways these
core competencies can be used todevelop a sustainable competitive advantage that will
result in above-average returns.

From a competitive perspective, strategic intent is about winning - beating the
competition — in the battle for market share and global dominance. Strategic intent
focuses employee performance through a firm-wide commitment to achieve specific
and significant performance measures. To be effective, companies also must identify
their competitors’ strategic intent(s) and extent of commitment to it.

Mission is a statement of the role, or purpose, by which a company intends to serve its
stakeholders. It describes what the company does (current capabilities), who it serves
(stakeholders), and what makes the company unique justification for existerice). Mission
statements always exist at the top level of a company, but may also be set for different
organizational levels or components. A company’s strategic mission is an externally
focused application of its strategic intent that states the company’s unique purpose
and the scope of its operations in product and market terms. In competitive terms, the
strategic mission provides general descriptions of products to be provided and markets
to be served using its unique setsof resources and capabilities-its core comipetencies.

A vision statement identifies where the company intends to be in the future or where it
should be to best meet the needs of stakeholders. It incorporates a shared uriderstanding
of the nature and purpose of the company and uses this understanding to move the
company towards a greater purpose.

1.15 Strategic Intent

Strategic intent is the leveraging of a company’s resources, capabilitics, and core
competencies to accomplish what at first may appear to be unattainable goals in the
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1.16 Summary

Strategy could be defined as “A general direction set for the company and its various
components to achieve a desired state in the future, Strategy results from the detailed
strategic planning process.” Strategy in this general sense should not be confused with
general interpretation of the term strategies. When we use the term strategies in a
general sense we are pointing towards the specific methods, processes, or steps used to
accomplish Goals and Objectives. Strategies impact resources (Inputs) in some positive
or negative way and they are executed in a tactical manner so as to link Goals and
Objectives to day-to-day operations.

1.17 Keywords

Strategy: Strategy could be defined as a general direction set for the company and its
various components to achieve a desired state in the future.

Ownership Concentration: Ownership concentration representing the relative amounts
of stock owned by individual shareholders and institutional investors.

Strategic Intent: Strategic intent is the leveraging of a company’s resources, capabilities,
and core competencies to accomplish what at first may appear to be unattainable goals
in the competitive environment.

Core Competencies: Core competencies are resources and capabilities that serve as a
source of competitive advantage over a company’s rivals and represent the dominant
influences on the appropriateness of a company'’s strategic actions.

1.18 Review Questions

1 Define strategy and strategic management.

2. Describe the need for strategy and strategic management.
3. Explain the process of strategic management.

4.  Write a note on 1/0 Model and Resource-based Model.

5

6

What are the key governance mechanisms used in corporations?

Define strategic intent.
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2.0 Learning Objectives
At the conclusion of this unit, you should be able to:
] Define vision and mission
Explain the importance of communicating vision and mission

Describe the process of developing the strategy

®

®  State setting objectives

.

[ Define balanced scorecard

2.1 Introduction

Strategic vision is the management’s views about what activities the company intends
to pursue and the long-term course it charts for the future. A strategic vision provides
a big picture perspective of "who we are, what we do, and where we are headed.”
It leaves no doubt about the company‘s long-term direction and where management
intends to take the company. A well-conceived strategic vision is a prerequisite to
effective strategic leadership. A manager cannot function effectively as either leader or
strategy-maker without a sound concept of the business, what activities to pursue, what
not to pursue, and what kind of long-term competitive position to build vis-a-vis both
customers and competitors.

2.2 Communicating Vision and Mission

Communicating the strategic vision and mission down the line to lower-level managers
and employees is almost as important as the strategic soundness of the company’s
business concept and long-term direction. A vision and mission couched in words; that
inspire and challenge build committed effort from employees and serve as powerful
motivational tools. Managers need to communicate the vision in words that arouse
a strong sense of organisational purpose, build pride, and induce employee buy-in.
People are proud to be associated with a company that has'a worthwhile mission and is
trying to be the world‘s best at something competitively significant. Having an exciting




mission or cause brings the workforce together, galvanises people to act, stimulates
extra effort, and causes people to live the business instead of just coming to work. In
companies with freshly changed missions, executives need to provide a compelling
rationale for the new direction and why things must be done differently. Unless people
understand how a company’s business environment is changing and- why a new
direction is needed, a new mission statement does little to win employees’ commitment
or alter work practices — outcomes that can open up a trust gap and make it harder to
move the company down the chosen path.

A well conceived, well-worded mission statement has real managerial value:

e It crystallises senior executives’ own views about the company’s long-term
direction and business make-up,

® It reduces the risk of visionless management and rudderless decision making,

e It conveys an organisational purpose and identity that motivate employees to go
all out and do their very best work,

e  Itprovides a beacon lower-level managers can use to form departmental missions,
set departmental objectives, and craft functional and departmental strategies that
are in sync with the company’s direction and strategy, and

e It helps a company prepare for the future.

2.3 Setting Objectives

Setting objectives converts the strategic vision and mission into target outcomes and
performance milestones. Objectives represent a managerial commitment to producing
specified results in a specified time frame. They spell out how much of what kind
of pertormance by when. They direct attention and energy to what needs to be
accomplished.

However you word the objectives, ensure they do not sound like long-term dreams.
They have to have some immediacy. Performance targets and action programmes will
reinforce the feeling that the objectives can be met in the near future, it is worth building
attainability into every stage of the process, including the objectives.

Here are some examples of desirable strategic objectives:

Box 2.1: Desirable Strategic Objectives

Directional Objectives

Market leadership

Compeiitive ranking; rate of innovalion; new patents; morket share; licensing deals
Market spread

Number of different markeis

Number of customer groups

Number of industries.

Performonce Objeclives

Growth: Increases in sales, prafit capitol
Investmenl: Return on capital; return on assets
Profitobility: Margin on sales; eornings per share
Internal Objectives

Efficiency: Rotio of soles to assets; soles to stock

Personol: Employee relotions; morale; stoH development; average employee poy; retention;
levels of skill

External Objectives
Social responsibility: Public relations; percentage recycled; community involvement; emissions;
miles travelled by staft, suppliers. Charilable donotions, endawmenis
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2.4 Need for Objectives at all Management Levels

For strategic thinking and strategy-driven decision making to permcate company
behaviour, performance targets must be established not only for the company as a
whole but also for each of the company’s separate businesses, product lines, functional
areas, and departments. Only when every manager, from the CEO to the lowest level
manager, is held accountable for achieving specific results and when each unit’s
objectives support achievement of company objectives is the objective-setting process
complete enough to ensu re that the whole company is headed down the chosen path
and that each part of the company knows what it needs to accomplish.

The objective-setting process is more top-down than bottom-up. To see why strategic
objectives at one managerial level tend todrive objectives and strategies at the next level
down, consider the following example. Suppose, the senior executives of a diversified
corporation establish a corporate profit objective of ¥ 5 million for next vear. Suppose
further, after discussion between corporate management and the general managers of

the firm’s five ditferent businesses, each business is given the challenging but achievable
profit objective of T 1 million by year end (i.e, if the five business divisions contribute
¥ 1 million each in profit, the corporation can reach its T 5 million profit objective).
Of course, the targets could be different for different businesses depending on their
earlier performance and future potential. A concrete result has thus been agreed on
and transiated into measurable action commitments at two levels in the managerial
hierarchy. Next, suppose the general manger of business unit X, after some analysis and

discussion with functional area managers, concludes that reaching the T 1l million profit

objective will require selling 100,000 units at an average price of ¥ 50 and producing
them at an average cost of ¥ 40 (a 10 profit margin times 100,000 units equals

T 1 million profit). Consequently, the general manager and the manufacturing manager
scttle on a production objective of 100,000 units at a unit cost of T 40; and the general
manager and the marketing manager agree on a sales objective of 100,800 units and a
target selling price of ¥ 50. In turn, the marketing manager breaks the sales objective of
100,080 units into unit sales targets for each sales territory, each item in the product line,
and each salesperson.

2.5 Objective Setting Horizon

A company needs both long-range a nd short-range objectives. Long-range objectives
serve two purposes. First, setting performance targets five or more years ahead pushes
managers to take actions now in order to achieve the targeted long-range performance
later (a company that has an objective of doubling its sales within five years can’t wait
until the third or fourth year of its five-year strategic plan to begin growing its sales
and customer base!) Second, having explicit long-range objectives prompts managers
to weigh the impact of today’s decisions on longer-range performance. Without the
pressure to make progress in meeting long-range performance targets, it is human
nature to base decisions on what is most expedient and worry about the future later.
The problem with short-sighted decisions, of course, is that they put a company’s
long-term business position at greater risk.

Short-range objectives spell out the immediate and near-term results to be achieved.
They indicate the speed at which management wants the company lo progress as
well as the level of performance being aimed for over the next two or three periods.
Short-range objectives can be identical to long-range objectives any time a company is
already performing at the targeted long-term level. For instance, if a company has an
ongoing abjective of 15 per cent profit growth every year and is currently achieving this
objective, then the company’s long-range and short-range profit objectives coincide. The
most important situation where short-range objectives differ from long-range objectives
occurs when managers are trying to elevate organisational performance and cannot
reach the long-range/ongoing target in just one year. Short-range objectives then serve
as steps or milestones.

Vision and Mission

Notes

29



Business Policy and
Strategic Analysis

30

Notes

Objectives sheuld net represent whatever levels of achievement management decides
would be “nice.” Wishful thinking has no place in ebjective setting. Fer objectives
to serve as a teel for stretching a company te reach its full potential, they must be
challengjng but achievable, Satisfying this criterion means setting objectives in light of
several important “inside-outside” considerations:

e  What performance levels will industry and competitive conditions realistically
allew?

®  What results will it take for the company to be a successful performer?

¢  What performance is the company capable of when pushed?

2.6 Strategic versus Financial Objectives

For pertormance objectives to have value as 2 management tool they must be stated in
quantifiable or measurable terms and they must contain a deadline for achievement.
This means avoiding generalities like “maximise profits”, “reduce costs”, "become
more efficient”, or “increase sales”, which specify neither how much or when. Objective
setting ts a call for action—what to achieve, when to achieve it, and who is responsible.
As Bil) Hewlett, co-founder of Hewlett-Packard, once observed, “You cannot manage
what you cannot measare. . . And what gets measured gets done.” Spelling out company
objectives in measurable terms and then holding managers accountable for reaching
their assigned targets within a specified time frame (1) substitutes purposeful strategic
decision making for aimless actions and cenfusion over what to accomplish and
(2) provides a set of benchmarks for judging the company’s performance.

Objectives are needed for each key result managers deem important to success. Two
types of key result areas stand out, those relating to financial performance and those
relating to strategic performance. Achieving acceptable financial performance is a
must; otherwise the company’s survival ends up at risk. Achieving acceptable strategic
performance is essential to sustaining and improving the company’s long-term market
position and competitiveness. Specific kinds of financial and strategic performance
objectives are shown below:

Table 2.1: Financial vs. Strategic Objectives

Financial Objectives Strategic Objectives
| g Fasler revenue growth a A bigger market shore
Fasler earning growth m_ A higher, more secure industry rank
m  Higher dividends m___tigher product quolily
» Wider profit margins @ Lower costs relotive fo key competitors
Higher relurns on invested capita! Broader or mare altractive product line
| o a
Stronger bond and credit ratings a A stronger reputation with customers
"-__: Bigger cash flows a Superior customer service
B Aok dhack o a Recognition os o leader in technology
L] AEVS DR and/or product innovotion
a Recognition as a “blue-chip” a 'ncreosed ability to complete in
company international morkals
a A more diversified revenue base a Exponded growth opportunities
= Stol?le earnings during recessionery o Tolol customer sotisfaction
periods

2.7 Developing the Strategy

Corporate strategy is the overall managerial game plan for a diversified company.
Corporate strategy extends an umbreila over a diversified company’s businesses. It
consists of the moves made to establish business positions in different industries and

/






Business Policy and Key business unit heads may also be influential, especially in strategic decisions affecting
Strategic Analysis the businesses they head. Major strategic decisions are usually reviewed and approved
by the company’s board of directors.

Notes Table 2.2: The Strategy-Making Tasks at Different Levels

Strategy Level | Primary Strategy Making Concerns at Each Managerial level

@ Building and manoging ¢ high performing portfalio  of
business units {making acquisitions, strengthening existing
business positions, divesting businesses that no longer fit inlo

{Lead Respansibility) management’s plans}

Corparate Strategy 8 Capiuring the synergy among related business units and turning
by e i
(CEO, ofhier key it into cempetitive odvantage

executives) @ Estoblishing investment priorites and steering corporote
resaurces info businesses with the most attractive opponunities

B Reviewing/revising/unifying the major sirategic approaches ond
moves proposed by business unil managers

#  Copturing synergies between difterent businesses

& Devising moves and approaches to compele successfully and ta
Business/Competiive secure a compelitive advantoge

Strategies (General
Monager/Head of
business unit)

B Forming responses ta changing externol conditions

Uniting the siralegic iniliotives of key functional depariments

B  Toking action to oddrass company specilic issues and operoting
problems

® Crofting moves ond opprooches to support business strategy
Funciional Strategies and lo achieve functionol/degorimentol performance objectives

{Functionol Monagers) ® Reviewing/revising/unilying  strategy related moves and
approoches proposed by lower-level monogers

Operaling Strotegies

{Field-unit heads/Lower-level
managers within funclional
areos)

% Crofting still norrower ond more specific oppraaches/maves
aimed @) supparting functional and business strategies ond ot
achieving operoling unit objectives

The focus of the next few units is on the development and execution of these
strategies.

2.8 Aligning Performance with Objectives

The strategic architecture represents how the values, purpose, and operating principles in
a company are connected to its vision and a strategy. To avoid a gap between the planning

and reality, strategic objectives must be tied to the everyday operating environment-
usually through some form of well-reasoned, logical performance criteria.

Performance measures come in many forms, including economic value measures,
financial measures such as cash flow from return on investment, and a combination
of methods for linking non-financial and financial measures. One of the more popular
in this third category is the balanced scorecard method of performance management,
developed by Kaplan and Norton, which creates a framework that ties or translates the
strategic objectives of an company to performance measures,

While the benefits of performance measurement systems that include the balanced

scorecard are numerous, perhaps most important is that performance measurement

allows a company to express the intent of its strategy and how that strategy connects
02



with everyday operations. Performance measurement systems also create an essential
feedback and learning mechanism in support of key management decisions.

Student Activity

Fill in the blanks:

. e is the management’s views about what activities the
company intends to pursue and the long-term course it charts for the
future.

2. s 1S the overall managerial game plan for a diversified
company.

3.  Corporate strategy is crafted at the ...................... of management.

" S 1| P ey is a management system that enables companies to
clarify their vision and strategy and translate them into action.

2.9 Summary

The best-worded mission statements are simple and concise; they speak loudly and
deadly, generate enthusiasm for the company’s future Lourse, and elicit personal effort
and dedication from everyone in the company.

A top-down process of establishing performance targets for strategy critical activities,
business processes, and departmental units is a logical way of breaking down
company-wide targets into pieces that lower-level units and mangers are responsible
for achieving.

The balanced scorecard is a management system (not only a measurement system) that
enables companies to clarify their vision and strategy and translate them into action.

2.10 Keywords

Strategic Vision: Strategic vision is the management’s views about what activities the
company intends to pursue and the long-term course it charts for the future.

Strategic Architecture: The strategic architecture represents how the values, purpose,
and operating principles in a company are connected to its vision and a strategy.

Balanced Scorecard: The balanced scorecard is a management system (not only a
measurement system) that enables companies to clarify their vision and strategy and
translate them into action.

2.11 Review Questions

Explain the principal value of a mission statement.
Explain the importance of communicating vision and mission statement.
Describe the process of setting objectives.

Define strategic vs. financial objectives.

e g =

Write a note on balance scorecard.

2.12 References and Further Readings
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e Barney, J. B., & Hesterly, W. S. (2019). Strategic management and
competitive advantage: Concepts and cases (6th ed.). Pearson.

e Grant, R. M. (2021). Contemporary strategy analysis: Text and cases (11th
ed.). Wiley.

Vision and Mission

Notes

33



Busness Policy and
Strategic Analysis

34

Notes

Unit 3 Concept of
Synergy and its
Relevance to
Strategy

Unit Structure

3.0 Learning Objectives

3.1 Introduction

3.2 Business Definition

3.3 Product/Service Concepts

3.4 Objectives and Goals

3.5 Social Responsibility

3.6 Summary

3.7 Keywords

3.8 Review Questions

3.9 References and Further Readings

3.0 Leamning Objectives
At the conclusion of this unit, you should be able to:

L Explain the role of synergy and its relevance to sirategy
L Define social responsibility

3.1 Introduction

Managers must grasp the real meaning of synergy. The word ‘synergy’ has come into
use from biology and medicine where if a patient suffering from say four ailments
was prescribed medicines for three and he was cured of the fourth ailment because
of the synergetic effect of the three medicines. When the sum total outcome of several
persons working together is more than the sum of its individual parts, synergy is at
work. Philosophers in the West have often simplified it by stating that when synergy
is working two and two add up to five and not four. In India, we talk of one plus one
adding up to eleven. Such is the power and potential of synergy!

3.2 Business Definition

A business definition is a clear statement of the business the firm is engaged in or
is planning to enter. It answers the question: What is our business, in a precise way.
Consider the statements: “We are in the beauty-enriching business” (Helen and Curtis).
“We are in the business of computing technology” (Intel) , “We are watch makers to the
nation” (HMT); “We are in the transportation business” (TELCQO). These statements
define the ‘space’ that the business wants to create for itseif in a competitive terrain. They
broadly specify the opportunities that the business may exploit within that space and
the threats it may encounter from rival firms in course of tine. Of course the firm, has
to define its business in a broad way, keeping changing customer tastes and aspirations
in mind.




B[ Abell suggested defining business along three dimensions: custonier groups (whe is
being satisfied), customer needs (what is being satisfied) and alternative technologies (how
the need is being satisfied).

Customer Needs

- Customer Groups

o e

Alternative Technaiogies

Figure 3.1: Three Dimensions of Business Definition

Most organisations, nowadays, operate several businesses. They often define their
businesses in terms of products. They are'in the ‘Copying business’ or the ‘lighting
business’; but Theodore Levitt argued that market definitions of a business are superior
to product definitions.

Company Praduct definition Market definition

Railways We run railways We are o people and goods mover

Ol company We sell gosoline We supply energy

Films producing compony We make movies We markel enlertainment

Air conditioning company We muke cir conditianers We provide climate control in the
home

Publishing company We produce and sell bocks | We distribute inlormation

Copying company We mauke copying equipment | We help imprave office produciivity.

As Drucker pointed out, there are obvious benefits of defining a business in terms of
customers’ needs. Products may come and go but basic needs and customer groups
endure forever. So, every business needs to examine three basic questions initially
before defining its nature and scope of operations:

1.  Who is the customer? Where is the customer located, how to reach the customer,
how does the customer buy etc.

2.  What dees the customer buy?
3. What does the customer consider value?

An organisation, obviously, needs to define its business covering three vital aspects:
(1) The product/service offering (2) customer segment (3) value creation.

3.3 Product/Service Concepts

A product or service concept is the way in which a firm likes to position its products/
services in the market, in terms of product features, quality, price, service, distribution,
differentiating elements etc. While trying to position its products/services in a distinct
manner, the company should not fose sight of its present and potential rivals, competitive
environment, changing preferences of customers etc. If a firm tries to look at the total
competitive envirenment this way, it can avoid what Theodore Levitt called “marketing
myopia”. Histary telis us that Railread management thought that users wanted trains,
rather than transportation and overlooked the challenge of the airlines, buses, trucks
and automobiles. Coca-cola facused on its seft drink business, missed seeing the market
for coffee bars and fresh fruit juices that eventually impinged on its soft-drink business.
A firm, therefore, needs to define its business in a way that allows it to focus on its
strengths in a pin-peinted way and march ahead of its rivals with confidence.
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Customer Segment

A firm cannot appeal to all buyers in the market in the same way since buyers are
too numerous, too widely scattered and too varied in their buying needs and buying
practices. Also, different firms vary widely in their abilities to serve different segments
of the market. Under the circumstances, covering a lot of ground without any focus
does not ensure success. Each firm, therefore, needs to focus its energics and resources
in a target market that is best suited to its core competencies. Target marketing basically
involves three steps:

1. Market segmentation.
2. Market targeting, and
3. Market positioning

Market segmentation is the act of dividing a market into distinct groups of buyers with
different needs, characteristics or behaviour who might require separate preducts or
marketing mixes. Market targeting is the process of evaluating each market segment’s
attractiveness and selecting one or more segments to enter. In choosing which segments
to target, a firm can choose to focus on a single segment, several segments, a specific
product, a specific market or the full market. Once a firm has decided which segments
to enter, it must decide on its market positioning strategy — on which paositions to
occupy in its chosen segments. Briefly stated, the positioning task consists of three
steps: identifying a set of possible competitive advantages to build a position, picking
up the right competitive advantages and effectively communicating and delivering the
chosen position to the market.

Value Creation

A firm, in the final analysis, has to define the factors that offer ‘value’ to custorners in
terms of say low price, high gquality, fast delivery, novel features, excellent after sales
service etc. Simply stated, value is the ratio between what the customer gets (both
functional and emotional benefits) and what he gives (in terms of money paid, energy
expended, time spent and the opportunity scarified). To survive and flourish in a
competitive market, a firm should always define its business in terms of how it is going
to offer certain benefits to customers more effectively than its rivals.

The vision, mission and business definition help a firm define its basic philosophy to be
adopted in the long run. Objectives and goals try to translate this rhetoric into concrete
action plans in the short tem. The next section throws light on this aspect. In view of the
growing importance of corporate social actions in ensuring a better standard of living
to various sections of society in recent times — a separate section is also added at the
end throwing light on the theoretical controversies, practical difficulties and current
practices in this ficld.

3.4 Objectives and Goals

An objective indicates the resultthat the organisation expects toachieve in the long run. It

is an end result, the end point, something that you aim for and try to reach. it is a desired
result towards which behaviour is directed in an organisation. The organisation may or
may not reach the desired state, but the chances of doing so are greater if the objectives
are framed and understood properly. Objectives are the products of specific, concrete
thinking. They commit persons and organisations to verifiable accomplishments. Again,
objectives determine the scope of future events. They provide the spotlight on the routes
overwhich activities areorganised. They serveas reference points to concentrate resources

and efforts. They determine what action to take today to obtain results tomorrow. Goals
and targets are more precise and expressed in specific terms. [n this section we will refer
to only ebjectives assuming that these include the goals as well.

They are stated in precise terms as quantitatively as possible. The emphasis in goals
is on measurement of progress toward the attainment of objectives. Goals have









Stated vs. Operational (Official vs. Real) Goals

Stated or official goals are simply statements about desired results. They reflect
what the organisation shouid be doing. They are normally expressed in writing and
communicated to all employees by the top management through formal documents,
news releases etc. Operational goals are the real goals of an organisation. They tell us
what the organisation is trying to do, irrespective of what the official goals say the
aims are. Official goals generally reflect the basic philosophy of the company and
are expressed in abstracted phraseology. Goals like achieving 'sufficient profits’ and
‘market leadership” are very ambiguous and not digested by the lower level people.
As goals filter down through the organisation people assign ‘real’ meaning to these
terms. Thus, operational goals specify the way in which certain formal goals are to be
achieved. For example, profit goals can be met through the pursuit of operative goals
such as market penetration, emphasis on quality, employee morale, competitive pricing
etc. Operative goals indicate alternative means of achieving formal goals. According to
Charles Perrow, the following are the important operative goals:

1.  Environmental Goals: These goals satisfy the people and organisations in
the external environment of the organisation. For example, in profit making
organisations, goals like customer satisfaction and social responsibility may be
important environmental goals.

1

Output Goals: Output goals are related to the identification of customer needs.
Questions like what market should be entered, which product lines must be
emphasised or lopped off are looked into while formulating and designing output
goals.

System Goals: These are concerned with the maintenance of the organisation
itself. Features like growth, profitability, stability and efficiency are included in
this category.

o

4. Product Goals: Product goals emphasise the nature of the product delivered
to customers. They define quantity, quality, variety, styling, availability or
innovativeness of products.

5.  Derived Goals: These goals refer to the utilisation of an organisation’s power in
secondary or derived areas like contributions to political activities, recruiting
handicapped persons, promoting social service institutions etc.

3.5 Social Responsibility

Social Responsibility determines whom the organization should serve, and how
the direction and purposes of the organization should be determined. Advocates of
corporate social responsibility view the stakeholders in a larger perspective of the
organization’s and argue that business organizations must not only maximize profit
but also contribute to the communities in which they operate.

“We will not either buy from or sell to companies” that do not measure up to Tata Steel’s
social responsibility standards, Mr. B. Muthuraman, Managing Director, Tata Steel Ltd.,
said at the 15th anniversary of the Institute of Directors, recently. In the context of this
increasing awareness of corporate responsibility and Tisco’s value systems, it is not
surprising that Mr. Muthuraman gave this assurance. But what are these standards of
social responsibility?

At its broadest, the term is used to capture the whole set of values, issues and processes
that companies must address in order to minimize any harm resulting from their
activities, and to create economic, social and environmental value. This requires that
before a corporation decides on an action, it must try to predict which stakeholders will
be affected by given actions. The form of the interactions between a corporation and its
stakeholders should be such that there is a clear understanding of the anticipated effects
of the corporation’s actions on those stakeholders.

Concept of Synergy and its
Relevance to Strategy
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5.  General Public or Community at Large: The obligations of business to this group
include: (a) proper and effective utilisation of natural resources to produce cheaper
and better goods, thereby rendering help to generate indirect self-employment
opportunities, (b) maintain a healthy environment free from all sorts of pollution
int and around the business area to protect the health interests of people residing in
the vicinity, (c) contribute liberally and voluntarily to the community development
and public utility services which promote communal harmony and cultural
enrichment, (d) help maintain law and order in the society by refraining from
aiding and abetting anti-social elements or activities and (e) avoid exploiting the
religious sentiments or backwardness of the minorities and weaker sections of
society.

6.  Government: Business will be discharging its duties to the government if it
{a) pays taxes regularly and correctly, (b) applies faithfully all the laws governing
regulation of business, {c) avoids political lobbying through donations to political
parties, (d) follows a fair trade policy and refrains from unhealthy business
practices like hoarding, black-marketing and cerruption etc., (e) contributes its
mite to the socio-economic growth and goals of the nation, (f) helps in tackling
the problems of unemployment, poverty and price rise, etc. and (g) helps in
establishing a secular, democratic and socialistic pattern of society.

Student Activity
Explain the CSR strategy of Tata Motors.

3.6 Summary

Synergy means the sum total outcome of several persons warking together is more than
the sum of its individual parts. Companies develop strategies where they voluntarily
integrate social and environmental concerns in their business operations. Organizations
that are exemplary within one domain, e.g.,, environment or employee relations, can
exhibit egregious behaviour in another, e.g., community relations or product quality.
Corporate practices affect stakeholders and their environment, but no one practice can
be said to fully define a company’s responsibility.

3.7 Keywords

Symergy: When the sum total outcome of several persons working together is more than
the sum of its individual parts.

Social Responsibility: Social Responsibility determines whom the organization should
serve, and how the direction and purposes of the organization should be determined.

3.8 Review Questions

1.  What is meant by term synergy?
2. What is the relevance of synergy?

3.  Discuss the role of social responsibility in an organisation.

3.9 References and Further Readings

e Porter, M. E. (2019). Competitive strategy: Techniques for analyzing industries and
competitors (2nd ed.). Free Press.

e QGrant, R. M. (2021). Contemporary strategy analysis (11th ed.). Wiley.

e Hill, C. W. L., & Jones, G. R. (2019). Strategic management: Theory and cases: An integrated
approach (13th ed.). Cengage Learning.
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4.0 Learning Objectives

At the conclusion of this unit, you should be able to:
. Analyse external environment

Explain the segments of general environment

State the global effect

Determine industry attractiveness

Define strategic groups

4.1 Introduction

Extermal analysis is the process of scanning and evaluating a company’s various
external environmental sectors in order to determine positive and negative trends
that could impact upon organizational performance. It's how strategists determine
the opportunities (those positive external environmental trends or changes that will
help the company improve its performance) and the threats (those negative external
environmental trends or changes that will hinder the company’s performance).

4.2 External Environmental Analysis

Each company must continue to analyse the external environment to identify and
deal with new threats and opportunities. This means that, given the technological
and globalization changes that characterize today’s competitive landscape, external
environmental analysis should be treated as a continuous process.

Understanding External
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Business Policy and There are four primary components of external analysis:

Strategic Analysis ! 3 ; ’ .
1. Scanning: Scanning entails the study of all segments in the general environment.

Companies use the scanning process to either detect early warning signals

Notes regarding potential changes or to detect changes that are already underway
most cases, information and data being collected or observed are ambiguous,
incomplete! and appear to be unconnected. Scanning is most impertant in highly
volatile environments, and the scanning system should fit the organizational
context (i.e., scanning systems designed for volatile environments are not suitable
for: companies competing in a stable environment).

R

Monitoring: Monitoring represents a process whereby strategists observe
environmental changes (over time) to see if, in fact, an important trend begins to
emerge. The critical issue in monitoring is that strategists be able to detect meaning
from the data and information collected during the scanning process (this data is
generally ambiguous, incomplete and unconnected). By continuously monitoring
emerging trends in the political, regulatory, economic, and technological
environments, companies should ensure that they are not caught off guard by
material changes in the competitive landscape for their businesses. Also by
monitoring the environment they may be able to identify potential opportunities
to better serve their customers.

3. Forecasting: The next step is for strategists to take the information and data
gathered during the scanning and monitoring phases and attempt to project
forward. Forecasting represents the process where strategists develop feasibie
projections of what might happen, and how guickly, as a result of the changes and
trends detected through scanning and monitoring. For example, PaperExchange.
com maintains its website to enable paper suppliers and buyers from 40 countries
to negotiate for products ranging from containerboard to writing paper.

4. Assessing: Assessing represents the step in the external analysis process where
all of the other steps come together. The objective of assessing is to determine
the timing and significance of the effects of changes and trends in the general
environment on the strategic management of a company. For example, toy makers,
especially Hasbro and Mattel, and retailing giants Wal-Mart and Toys'R Us, are
becoming more committed to selling their products (including toys) through
electronic commerce, a trend which should affect eToys’ strategic decisions.

In fact, a major challenge for managers and companies engaging in the process of
external analysis is to recognize biases and assumptions that may affect the analysis
process. This is important because biases and assumptions may limit the accuracy of
forecasts and assessments.

4.3 Segments of the General Environment

The general environment ismade upof five segments: demographic, economic, political/
legal, socio-cultural and technological. The challenge is to scan all five segments of the
general environment, focusing the primary effort on those elements in each segment of
the general environment that have the greatest potential impact on the company. Not
to forget, any analysis of the general environment and its segments should recognize
global elements that may have an impact on the company.

Table 4.1: Some Social, Cultural, Demagraphic ond Environmental Yariables

Sociol Variables Cultural Variobles

1. Life expectoncy rotes . Amnitudes towords business

Averoge level of educoiion . Atitudes towords saving & investing

. Number of morriages . Aniludes towords product guality & customer service

. Number of divorces . Trust and eftitude towords government

Number of births

D Ww(e
whis lwin | —

Attitudes towards rociol equality & loreigrers
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Box 4.1: Key Economic Variables Understanding External

Environmenti
o Shilt to a service economy ¢ Demand shifts for different categones of goods N
; otes
and services
®  Availabilty of credit * Income differences by region ond consumer
groups
e level of dismosoble incorne e Prica Huctuahions
8 Propensity of people to spend e  Exportation of lokour and capitol
e Interest rates e Monstary & Fiscal policies
+ Infigtion rates ®  Siock market trends
& Tox rotes ®* Foraign countries’ economic conditions
e Money market rotes o |Import/export factors
* Governmenl budget deficits @  Company of Petroleum Exporting Countries
{OPEQ) policies
e Grass nolonal pradud rend ¢ Coaglitians of Lesser Developed Counlues (LOCT)
policies
Consumption patterns e Unempioyment lrends
Trade Block Formatians Worker productivity levels

Political/Legal Segment

The political /legal segment is the arena in which companies and interest groups compete
for attention, resources, and a voice in overseeing the body of laws and regulations
guiding the interactions among nations. In other words, this segment is concerned with
how interest groups and companies attempt to influence representatives of governments
(and governmental agencies) and how they influence them, ill turn.

Because of the influence that this segment can have on the nature of competition as
well as on the overall profitability of industries and individual companies, strategists
must assess changes and trends in administration philosophies regarding the variables
mentioned in the Box 4.2.

Box 4.2: Important Political/Legal Variables

Governing regulotions or deregulations
Changes in tox lows

Speciol tanifs

Polilicol adion committues

Legislation on sguol employment
IHumber, severity, and location of gaveramant
protests

Number of patens

Changes i paten) lows

Evvironmental peoteciion luws

Level of defence axpendiiures

mport-export regulalians

Fiscal and manetary policy changes
Palittcal candibons in foreign countnes
Special local, stote, and federal laws
Lobbying adlivites

Siza of govenuriant budgets

world oi, cutrency, and lobowr markets
Lecctian and severity of terronst adhvilies
Local, siate, and nalianal elections

level of governmant subsidies

Anhitrust legislanen

For example, how can individual cempanies and industries manage the effects of free
trade, which will lower entry barriers for new, lower-cost competitors? Hew might
companues position themselves to take advantage of emerging, free-market economies?
Questions that are haunting the management of most of the companies in India today.
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Technological Segment

Because the technology is a key driver of the new competitive landscape, technological
changes can have broad effects on society. The technological segment includes
institutions and activities involved with creating new knowledge and translating that
knowledge into new outputs: new products, processes and materials.

Companies should pay careful attention to a number of elements in the technological
segment. These include monitoring, forecasting, and assessing the implications of global
and multi-indusiry changes in:

e the scope and speed of product innovation
e  thescope and applicability of process innovation
e  application of knowledge

e  advances in communications and information management technology

4.4 Global Effect

Today’s competitive landscape requires that companies also must analyse global factors.
Among the global factors that should be assessed are:

e  Potential impact of significant international events such as peace in the Middle
East or the recent approval of China's entry into the WTO.

e  Identification of both important emerging global markets and global markets that
are changing. This includes shifts in the newly industrialized countries in Asia
that may imply the opening of new markets for products or increased competition
from emerging globally competitive companies in countries such as South Korea.

e Differences between cultural and institutional attributes of individual global
markets (The focus in Korea is on Inhwa, or harmony, based on respect for
hierarchical relationships and obedience to authority. The focus in China is on
Guanxi; or personal relationships. The focus in Japan is on Wa, or group harmony
and social cohesion),

We will look at these factors in detail when we will discuss the Intermational Stra tegy.

4.5 Industry Environment Analysis

An industry is a group of companies producing products that are close substitutes for
each other. As they compete for market share, the strategies implemented by these
companies influence each other and include a broad mix of competitive strategies as
each company pursues strategic competitiveness and above-average returns.

It should be noted that, unlike the general environment, which has an indirect effect
on strategic competitiveness and company profitability, the effect of the industry
environment is direct Industry, and individual company, profitability and the intensity
of competition in an industry are a function of five competitive forces as presented in
Figure 4.1.















3. High Fixed Costs or High Storage Costs: When an industry is characterised by
high fixed costs relative to total costs, companies produce in quantities that are
sufficient to use a large percentage, if not all of their production capacity so that
fixed costs can be spread over the maximum volume of output. While this may
lower per unit costs, it also can result in excess supply if market growth is not
sufficient to absorb the excess inventory. The intensity of competitive nivalry
increases as companies utilise price reductions, rebates, and other discounts or
special terms to reduce inventory.

4.  LackofDifferentiation or Low Switching Costs: Products that are not characterised
by brand loyalty or perceived uniqueness are generally viewed by buyers as
commodities. For such products, industry rivalry is more intense and competition
is based primarily on price, service to the customers, and other features of interest
to consumers.

5.  Capacity Augmented in Large Increments: In industries where scale economies
dictate that additions to production capacity must be mnade in targe increments
(such as in steel and automobile manufacturing), adding capacity may result
in excess production capacity in an industry. Competitive rivalry will increase
(and industry profitability will decrease) as companies engage in price-cutting to
increase demand ta match the new production level.

6.  Diverse Competitors: Industries also mnay be characterised by companies having
dissimilar goals and cultures, making it difficult to determine any pattern of
industry competition. Often, companies may engage in competitive actions
merely to determine how their competitors might react. Given the uncertainty and
unpredictability of competitive rules, industry profitability might be reduced.

7.  High Strategic Stakes: The intensity of competitive rivalry increases when success
in an industry is important to a large number of companies (such as the domestic
airline industry following deregulation). For example, the success of a diversified
company may be important to its effectiveness in other industries, especially when
the company is interdependent or related industries. Geographic stakes may also
be high.

8. High Exit Barriers: Exit barriers, created by economic, strategic, and emotional
factors that cause companies to remain in an industry, even though the profitability
of doing so is in question, also can increase the intensity of competition in an
industry. The higher the barriers to exit, the greater the probability that competitive
actions and reactions will include price-cuts and extensive promotions.

4.6 Interpreting Industry Analysis

Effective industry analyses are praducts of careful study and interpretation of data.
Because of globalization, international markets and rivalry must be included in the
company’s analyses; in fact, research shows international variables may have more
impact on strategic competitiveness than domestic ones, in some cases. Some examples
of strategic importance of an industry’s key economic characteristics are given below
in Table 4.3.

Following the study of the five industry forces, the company has the insights required
to determine an industry’s attractiveness in terms of the potential to earn adequate or
superior returns on its invested capital. In general, the stronger the competitive forces;
the lower is the profit potential for an industry’s companies. An unattractive industry
has low entry barriers, suppliers and buyers with strong bargaining positions, strong
competitive threats from product substitutes, and intense rivalry among competitors,
which makes it difficult for companies to achieve strategic competitiveness and earn
above-average returns.

Understanding External
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4.7 Determining Industry Attractiveness Understanding Extemnal

Environment

The following questionnaire will help determine the industry attractiveness for entry:

1. What is the weighted average ROl (Return on Investment) in your industry over Nbtbs
the past five years?

Score: whatever the average ROI is, with a minimum of 0 and up to a maximum
of 40.

2. What is the trend in ROI over the past five years?

Score: (a) falling - no points; (b) erratic and no trend - 3 points; (c) stable - 7 points;
(d) rising - 10 points.

3. How substantial are the barriers stopping new entrants to the industry?

Score: (a) few barriers - no points; (b) low barriers - 3 points; (c) fairly high
barriers - 7 points; (d) very high barriers - 10 points.

4. What is your best estimate of the next five years’ average annual market
growth?

Score: (a) negative - no points; (b) 0-5 per cent p.a. - 3 points; (c) 5-10 per cent
points; {d) over 10 per cent - 10 points.

5. What is the current balance in the industry between customer demand and the
total industry capacity?

Score: (a) there is serious industry over capacity, and no plans to remove it minus
20 points; (b) there is serious over capacity, but plans are in place to remove the
excess - minus 10 points; (c) there is minor excess capacity - minus 5 points;
(d) supply is in line with demand, or lower than demand - no points.

6.  What is the threat from substituting products, services or technologies?

Score: (a) serious threat - minus 20 points; (b) may be a serious threat, but
uncertain - minus 10 points; (c) only minor threats expected - minus 3 points;
(d) threats do not appear to exist and unlikely - no points.

7. What relative bargaining power do the industry’s suppliers have?

Score: (a) the suppliers are more concentrated and can dictate terms to the
industry - no points; (b) the suppliers are slightly more powerful and concentrated
than the industry - 3 points; (c) the suppliers are slightly less Powerful than the
industry - 7 points; (d) the industry is more concentrated and more powerful than
suppliers and can dictate terms to them - 10 points.

8.  What relative bargaining power do the industry’s customers have?

Score: (a) the customers arc more concentrated and powerful - no points;
(b) the customers are slightly more powerful than the industry - 7 points; (c) there
is a rough balance between the power and concentration of customers and the
industry - 12 points; (d) the industry is more concentrated than the customers and
has more collective bargaining power because there are few suppliers and little
choice - 20 points.

57



Busirtess Policy and
Strategic Analysis

58

Notes

interpreting the Scores

The scores will range between minus 40 and plus 100. Industry attractiveness can be
interpreted as follows:

Score Interpretation

Negotive [minus | Try to get out of the industry. If you are still reporiing profits or anyone is foolish

| to minus 401 enough to buy the business,sell.

Oto 25 This is on unaHroclive industry. If you ore not the market leoder, sell the :
: business.
| 2610 50 The industry is not very ohroctive, but it is possible for segment |leaders and very

well run firms to make a living.
51 to 60 The industry is neither aliraclive nor unattractive, Competitive position is all.
61 ta 75 The industry is otiractive. If you are in it, consolidate your position and gain or

maintain leadership. If not, consider entry if it is odjocent to your business and
you have the expertise ar can share costs with your existing business.

Over 75 The industry is unusually ctroctive. i you are in it, invest heavily for leadership. i
you are not in i1, you may find it difficull 1o enter without ocquisition, bul if there
is o suitable way in, take il with both,

4.8 Strategic Groups

As implied by the previous discussion, not all companies in an industry may adopt
the same strategies in their quest for strategic competitiveness and above-average
retums. However, many companies in an industry may follow similar strategies. These
companies are generally classified as strategic groups, or groups of companies in an
industry following the same or similar strategies along the same strategic dimensions.

Membership in a particular strategic group is determined by the essential characteristics
of a company'’s strategy, including the:

¢ extent of technological leadership

e degree of product quality

e pricing policies

® choice of distribution channels

e  degree and type of customer service.

The strategic group concept can be useful in analysing the competitive structure
of an industry and can serve as a framework for assessing competition, positioning
alternatives, and potential profitability of companies in an industry. Use of this
concept requires that strategic dimensions that are relevant to companies performance
be used to analyse strategic group and industry structure. Relevant dimensions
might include price and quality, image and distribution, or level of service and preduct
features.

Forecasting the Trends

Forecasting the trends of all these variables is an integral part of the process—which
could really make or mar the future of company. Environmental scanning provides
reasonably hard data on the present situation and current trends, but intuition
and luck are needed to accurately predict if these trends will continue. The resultimg
forecasts are, however, usually based on a set of assumptions that may or may not be
valid.

Faulty underlying assumptions are the most frequent cause of forecasting errors.
Nevertheless many managers who formulate and impiement strategic plans rarely
consider that their success is based on a series of assumptions. Many long-range plans
are simply based on projections of the currént situation.
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Table 4.5: Quantitative versus Qualitative Forecasting Techniques

Cost Popularity ] Complexity

L QUANTITAYIVE TECHMNIQUES

Economic Models High High High

Regression High High Medium

Trend Exirapelation Medium High Mediuvm

QUALITATIVE TECHNIQUES

Sales Force Estimate Low High Low

Nominal Grouping Technique Low High Low

Juries of Execulive Opinion Low High Low

Anticipotory Surveys and Market Medium Medium Medium

Research

Scenario Low Medivm low ]

Delphi Low Medivm Medium

Brainstorming Low Medium Medium

SI%E“ 1A, Peorce ond R.B. Robinson, Jr, "Environmaental Forecosiing. Kay fo Strotegic Monogement,” Business, luly-Septembar
KE

4.9 Competitor Analysis

Competitor analysis represents a necessary adjunct to performing an industry analysis.
An industry analysis provides information regarding potential sources of competition
(including the possible strategic actions and reactions and effects on profitability for all
companies competing inan industry). However, astructured competitor analysis enables
a company to focus its attention on those companies with which it will directly compete,
and is especially important when a company faces a few powerful competitors.

Competitor analysis is interested ultimately in developing a profile on how competitors
might be expected to react in response to a company’s strategic moves.

A major concern to many managers is the methods that are used to gather data on
competitors; a process generally referred to as competitor intelligence. The managerial
challenge is to ensure that all data and information related to competitors is gathered
both legally and ethically. This is important because many employees may feel pressure
to rely on techniques that are questionable from an ethical perspective to gather
information that may be valuable to their company, especially if they perceive value to
their own careers from successfully obtaining such information.

It seems obvious that information that (1) is either publicly available (annual reports,
regulatory filings, brochures, advertising and promotional materials) or (2) is obtained
by attending trade shows and conventions can be used without ethical or legal
implications. However, information obtained illegally (as a result of activities such as
theft, blackmail, or eavesdropping) cannot, or, at least, should not, be used as its use is
unethical as well as illegal.
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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 18-15 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?

4.10 Summary

When we look at the environment as a source of resources we have a view that the
resources are 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 controliing environmental resources
which makes it necessary to know about the environment before attempting to change
or influenceit.

A manager’sability to recognize and anticipate environmental changes plays a key role
inshaping thecompany’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.

4.11 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 ceflects the changes in the ethnic make-up of a population and has
implicadons 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.

4.12 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 envirorumental trends rather than from a single
external event or factor.



4,  Identify two industries experiencing rapid technological changes and three Understanding External
industries that are experiencing little technological change. How cloes the need Environmient
for technological forecasting differ in these industries? Why?

5. Use Porter’s five-forces mode! to evaluate competitiveness within the Indian Notes
banking industry.

6.  What major forecasting techniques would you use to identify (1) economic
opportunities and threats and (2) demographic opportunities and threats? Why
are these techniques most appropriate?

7. How does the external audit affect other components of the strategic management
process?

4.13 References and Further Readings

e David, F.R, & David, F. R. (2018). Strategic management: A competitive advantage
approach, concepts, and cases (16th ed.). Pearson.

e Bamey:, |. B, & Hesterty:, W. S. (2019). Strategic management and competitive
advantage: Concepts and cases (6th ed.). Pearson.

e Johnson, G., Scholes, K., & Whittington, R. (2019). Exploring strategy:: Text and
cases (12th ed.). Pearson.
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5.0 Learning Objectives

At the conclusion of this unit, you should be able to:
¢  Describe intetnal environment

®  State the internal analysis framework

e  Define core competencies

*  Make value chain analysis

e Build corporate strategy

*  Define restructuring

»  Explain competitive rivaley outcomes



5.1 Introduction

Analysing the external environment enables a company to identify what it might do
by identifying what opportunities exist. Analysing the internal environment enables a
company toidentify what it candao or is capable of doing. The challenge is for companies
to achieve a match between what the company might do and what it can do. This match
allows the development of a company’s strategic intent and strategic mission, as well as
the subsequent implementation of value-creating strategies that will resuit in strategic
competitiveness and above-average returns.

5.2 Internal Analysis

Today’s competitive landscape makes it more difficult for companies to expect that they
can sustain a leve! of strategic competitiveness strictly by managing the costs of labour,
capital, and raw materials (because, in a global environment, all companies potentially
can do this).

[nternal analysis adepts the position that the Resource-based model of competitive
advantage may be the key to a company’s ability to achieve strategic competitiveness,
by treating each company as a bundle or set of heterogeneous reseurces and capabilities.
In other words, resources and capabilities are not equally distributed among companies
as is assumed by the 1/0 model of strategic competitiveness.

By using orexploiting their core competencies, companies are in a position to deveilop and
perform value-creating strategies better than their competitors or to create and perform
value-creating strategies those competitors either are unable or unwilling to imitate.

As illustrated in Figure 5.1, a company’s tangible and intangible resources (for example,
its facilities and corporate culture, respectively) represent sources of capabilities. These
capabilities (teams or bundles of resources) represent sources of core competencies,
which when exploited and nurtured (and valuable, imperfectly imitable, rare, and
non- substitutable), are potential sources of competitive advantage. If a company is able
t0 use its core cempetencies to achieve a competitive advantage, it will achieve strategic
competitiveness and earn above-average returns so long as competitors are unable or
unwilling te imitate them successfuily.

Performance Result l

|
Competitive Advantage |

|
Distinetive Organizational
/ Capabilitics [ --.

| ~

Organizational Chrganizalion Cone
_ Resources Capabilities Competencies

Financial assels Organizational Processes
Physical assets and routines

Human resources Accumulated knowledge
Intangible assets Actual work activilies

Organizaticnal assets

Figure 5.1: Strategic Role of Orgonizational Resources & Capabilities

5.3 Internal Analysis Framework

Correctly identifying, developing, deploying, and exploiting company resources,
capabilities, and core competencies requires managers to make difficult decisions. In
part, these challenges are a result of characteristics of both the internal and external
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environments of the company. This challenge is multiplied because of three conditions
that characterize important, strategic decisions.

The conditions or decision characteristics affecting managerial decisions about
Resources, Capabilities, and Core Competencies basically fall under three heads:

1. Uncertainty regarding the assessment of the general and industry environments,
assessment and predictability of competitive actions and customer preferences.
Uncertainty is present because of the inherent difficulty in identifying, assessing,
and predicting changes and trends in characteristics of the external environment,
Among these characteristics are correctly predicting the extent, direction, and
timing of changes in the general environment, such as societal values, political
and economic conditions, customer preferences, and emerging technologies from
other industries (and how they might ultimately affect the company).

2.  Complexity regarding the nature of any interrelatedness of the causes of change
in the environment and how the environments are perceived, especially regarding
decisions as to which of the company’s resources and capabilities might serve
as the foundation for competitive advantage. Complexity is increased because
of the uncertain nature of interrelationships among the characteristics of the
external environment and the related challenge regarding how to assess the effects
of changes in them. The issue becomes more complex when managers must
relate the complex external environment to their assessment of the company’s
internal environment. The assessment affects the decisions regarding the
company’s resources, capabilities, and core competencies, and their relationship
to opportunities in the external environment that can be exploited successfully to
achieve competitive advantage.

3. Intraorganizational conflicts among managers making decisions about which
core competencies are to be nurtured and about how the nurturing should take
place. Intraorganizational conflicts often develop as a result of uncertainty and
complexity. When managers make decisions regarding the identification of the
company’s capabilities and choose to nurture them (with resources) to develop
core competencies that can be exploited to achieve a competitive advantage, they
must make these important decisions with absolute certainty that the decision
is correct. And, such decisions may result in changes or shifts in power and
interretationships among individuals and groups within the company. When this
occurs, there may be conflict as those who are affected adversely, or perceive that
they will be so affected, may resist these changes. In some cases, managers faced
with decisions that may have unpleasant consequences or are uncomfortable
often experience denial, an unconscious coping mechanism used to block out and
not initiate major changes that may have some pain associated with them.

Thus, managers that must make decisions under canditions of uncertainty, complexity,
and Intraorganizational conflict must exercise judgement, a capacity for making a
successful decision in a timely manner when no correct model is available or when
relevant data are unreliable or incomplete.

5.4 Resources, Capabilities and Core
Competencies

Now let us look at the background and relationships between resources, capabilities
and core competencies that represent potential sources upon which a company can
build the foundation for a sustainable competitive advantage.

Resources

It might be said that resources represent those assets, both tangible and intangible, with
which the company has to work: its assets, including its people, and the value of its
brand, a variety of individual, social, and organizational phenomena. To put it more
succinctly, resources represent inputs into a company’s production process, such as
capital equipment, the skills of individual employees, brand names, financial resources,
and talented managers.















When the company's resources and capabilities result ina core competence, the company
will be able to produce goods or services with features and characteristics that are valued
by customers. This implies that companies can implement valuecreating strategies only
when its capabilities and resources can be combined to form core competencies,

The question is asked: “How many core competencies are required for a competitive
advantage?” McKinsey & Company recommends that companies identify 3 or 4
competencies around which to frame their strategic actions. For example, McDonald’s
has exactly four competencies (in real estate, restaurant operations, marketing, and its
global infrastructure).

5.5 Building Core Competencies

We will discuss two conceptual tools or frameworks available to companies as they
search for competitive advantage:

1. Four criteria which determine which of the company’s resources and capabilities
are core competencies, and

)

Value chain analysis, a framework for determining which value-creating
competencies should be maintained, upgraded and developed and which should
be outsourced.

Criteria of Sustainable Competitive Advantage

Figure 5.3 illustrates the relationship between resources, capabilities, and the decision
point at which managers determine whether or not capabilities are (or are not) core
competencies.

Core Competencies

Resources
¢ Inputs to a firm’s
production process

Core Competence
» A strategic capability

Does the capability
satisfy the criteria of
sustainable competitive YES

The source Capabi“ty advantage?
¢ Integration of a >
team of resources NO
Capability
* A nonstrategic team
__of resources

Figure 5.3: Core Competence Decision

This decision point, which includes four criteria, should be used to determine whether
or not a company’s capabilities are core competencies and can be a source of competitive
advantage.

However, a short-term competitive advantage is available when company
capabilities are valuable, rare, and non-substitutable. The length of time that a company
possessing such capabilities can expect to sustain a competitive advantage depends on
how long it takes for competitors to successfully imitate the value creating activity or
process, or reproduce valued features or characteristics of the product or service.

Thus, the ability to sustain a competitive ddvantage is dependent on company
capabilities being valuable, rare, non-substitutable, and costly to imitate as given in Box
5.4.
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Figure 5.4 lustrates how the value-creating activities performed by the company can
be separated into primary and secondary activities. Primary activities, shown vertically,
represent traditional line activities such as inbound logistics, operations, outbound
logistics, marketing and sales, and service. Support activities, shown horizontally, are
represented by a company’s staff activities and include its financial infrastructure, human
resource management practices, technological development, and procurement activities.

The first step in value chain analysis is to carefully examine each of the company’s
primary activities to determine the potential for creating or adding value.

) Inbound Logistics: Examine all activities related to the receipt, control,
warehousing, inventory, and distribution of raw materials or component parts
into the production process.

e  Operations: Activities 10 be examined are all those necessary to convert the
inputs (raw materials or components) available as a result of inbound logistics
into finished products. Examples include machining, assembly, equipment
maintenance, and packaging.

o  Outbound Logistics: This category represents the company’s activities involved
with the collection, storage, and physical distribution of products t customers.
Examples include warehousing or storage of finished products, material handling,
and order processing.

®  Marketing and Sales: Several marketing and sales activities must be completed to
both induce customers to purchase products and ensure that products are available.
Activities include developing advertising and promotion campaigns; selecting
and developing distribution channels; and selecting, training, developing, and
supporting a sales force.

e  Service: These are the activities that a company offers to enhance or maintain a
product’s value, including installation, product use training, adjustment, repair,
and warranty services.

The next step in the value chain analysis process is an examination of the company’s
support activities to determine any value creating potential in those activities:

®  Procurement: These are activities that are completed to purchase the inputs
needed to produce a company’s products, including items consumed or used in
the manufacturing process (such as raw materials or component parts), supplies,
and fixed assets (machinery, equipment and facilities).

e  Technological Development: All activities that are completed to either improve
a company’s products or its production processes. This includes basic research,
process and equipment design, product design, and servicing procedures.

®  Human Resource Management: These activities are related to the recruiting, hiring,
training, developing, and compensating (including performance assessment and
reward systems) of a company’s employees.

o  Company Infrastructure: These activities support the activities performed in
the company’s value chain, including general management practices, planning,
finance, accounting, legal, and government relations. By performing its
infrastructure related activities, a company identifies external opportunities and
threats, and internal strengths and weaknesses related to company resources and
capabilities, and supports or nurtures its core competencies.

5.6 Outsourcing

Outsourcing describes a company’s decision to purchase a value-creating activity
from an external supplier. Outsourcing has become important, and may become more
important in the future, for two reasons:
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First, there are limits to the abilities of companies to possess all of the bundles of
resources and capabilities that are required to achieve superior performance (relative to
competitors) in all of its primary and support activities.

Second, with limits to their resources and capabilities, companies can increase their
ability to develop resources and capabilities to develop core competencies and achieve

competitive advantage by nurturing only a few core competencies.
However, outsourcing is yet to pick up in India in a major way.

When outsourcing, acompany seeks the greatest value. In other words, a company wants
to outsource only to companies possessing a core competence in terms of perfaorming
the primary or support activity that is being outsourced. When evaluating resources
and capabilities, companies must be careful not to outsource activities in which they
can create and capture value. Additionally, companies should not outsource primary
and support activities that are used to neutralise environmental threats or complete
necessary ongoing organisational tasks.

5.7 Corporate Strategy

Previously the discussion centered around selecting and implementing a business level
or competitive strategy ~ the actions a company should take to compete in a single
industry or product market - and the competitive actions and responses that affect the
competitive dynamics of a single industry or product market.

In contrast, when a company diversifies its operations by operating business in several
industries, corporatelevelstrategy becomes the primary focus. Thismeans thatadiversified
company has two levels of strategy: business-level (or competitive) and corporate-level
(or company-wide) which entails selecting a strategy that focuses on the selection and
management of a mix of businesses.

Corporate-leve! strategies detail actions taken to gain a competitive advantage
through the selection and management of a mix of businesses competing in
several industries or product markets. The primary concerns of corporate-level strategy
are:

e  What businesses should the company be in?
e  How should the corpora'te office manage its group of businesses?

e How can the corporation as a whole add up to more than the sum of its business
parts?

5.8 Developing Strategic Options based on SWOT
Analysis

For each of the businesses the company should do the SWOT analysis of its position to
understand its own competitive position.

Corporate top-level managers should consider their company’s group or mix of
businesses as a portfolio of core competencies. As they attempt to create value by
selecting and implementing corporate-level strategy, managers will be challenged to
achieve strategic competitiveness and earn above-average returns while competing in
a highly competitive global environment that is characterised by high degrees of risk,
complexity, uncertainty, and ambiguity.

As you can see from Figure 5.5, the primary approach to corporate-level strategy is
diversification, a strategy that requires top-level managers to develop and implement a
multi-business effort encompassing a variety of industry environments. Diversification
strategy is supported by an assumption that managers of diversified companies
possess unique management skills that can effectively be used to craft multi-business
strategies and improve a company’s strategic competitiveness in the process. This leads
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5.9 Diversification Strategies

Diversified companies vary according to two factors: the level of diversification and
connection or linkages between and among business units. Five levels of diversification
are listed and each is defined in Figure 5.6.

Companies that follow single or dominant business strategies have low levels of
diversification. A single business is a company where more than 90% of its revenues are
generated by the dominant business. A dominant business is a company that generates
between 70 and 95% of its sales within a single category.

Companies classified as dominant businesses also tend to be vertically integrated to
some exfent, with many having begun as a single business and evolving over time into
a dominant business through vertical integration.

Levels of Diversification

& Low Diversification Levels

Single business > 95% of revenues from a Single.
business unit

Oaminant business Between 70% and 95% of ,
revenues from a single business Y
unit

& Moderate to High Diversification

Related constrained < 70% of revenues from dominant
business; all businesses share product, B,
technological and distribution linkages

Related linked (mixed)X 70% of revenues from dominant ’
business, and oniy limited links exist 'y _.

® Very High Diversification Levels s
Unrelated-Diversified Busmess units nat closely refated g .

Figure 5.6: Levels of Diversification

A diversified company is one that earns at least 30% of its revenues from sources
outside the dominant business and whose units are linked to each other by the sharimng
of resources, and by product, technological, and distribution linkages. Moderately
diversified companies earn at least 30% of their revenues from the dominant business
and all business units share product, technological, and distribution linkages, as
illustrated in Figure 5.6. Unrelated diversified companies generate at least 30% of
their total revenues from the dominant husiness but there are few linkages between
key value-creating activities. Unrelated diversified companies do not share resources
or linkages as illustrated in figure. Companies that pursue unrelated diversification
strategies are often known as caonglomerates.

Conglomerates (companies following unrelated diversification strategies) dominate the
private sector economy in several countries such as Latin America, South Korea and
India while US has more highly diversified companies.

As has been mentioned earlier in our discussion of diversification, some cornpanies that
have pursued unrelated high diversification strategies are restructuring to focus on a
less diversified mix of businesses that may reflect an inability to manage high levels of
diversification. This is because of the recognition that a lower level of diversification
would improve the match between the company’s core competencies and environmental
opportunities and threats.

Reasons for Diversification

Companies may implement diversification strategies to enhance or increase the
strategic competitiveness of the overall organisation. If they are successful, the value
of the company increases. Value can be created through either related or unrelated









Extent of Diversification

Companies that possess both the incentives and the resources to diversify generally
will diversify to a greater extent than will companies that have only the resources but
not the incentives, or that have the incentive to diversify but lack the resources. If the
company'’s resources are highly flexible, it is likely that they will be used in unrelated
diversification. Conversely, a company that possesses less flexible resources is likely to
"pursue related diversification.

Unrelated diversification strategies generally will require a smaller corporateoffice because
of the decreased information processing (and coordinating) requirements that normally
accompany the inter-unit linkages from activity sharing in related diversification.
Companies having both the incentives and resources to diversify should increase the
company'’s level of diversification until they reach the optimal level of performance for
the company. Companies that diversifty because of low (real or perceived) performance
may have a different optimal performance level than companies that do not diversify
for that reason.

5.10 Managerial Motive s to Diversify

In some instances, managers may be motivated to diversify their companies even if
there ar e no incentives and a lack of resources should constrain any inclination towards
diversification. Managers’ motives for diversification include:

Reduction of Managerial Risk

Diversification may enable managers to reduce employment risk (the risks related
to the loss of their jobs or a reduction in compensation) because by diversifying the
company (by adding a number of additional businesses) managers may be able to
diversify their employmentrisk if profitability does not decline significantly as a result
of the diversification.

Desire for Increased Compensation

Diversification also may enable managers to increase their compensation because of
positive correlation between diversification, company size, and executive compensation.

This positive correlation may exist because diversification generally results in an
increase in the complexity and size of the overall company, and large companies are
more difficult to manage. As a consequence, managers of large companies generally are
compensated more highly than are managers of small companies.

Managers may be motivated to increase overall company diversification even when the
incentives and resources are absent. If this happens, internal and external governance
mechanisms generally come into play to discourage diversification that is motivated
solely by managerial self-interest. Unfortunately, these mechanisms are not perfect
and may give incentives to managers to take strategic actions (to reduce the level of
company diversification) that are counter-productive (resulting in lower than-expected
performance). For example, Spin-off companies may not realise productivity gains.
Business units that are spun off may have unrecognized interdependent linkages with
business units that remain in the company.

Ultimately, the appropriate level of diversification should be determined by the market
and by individual company resources and capabilities. One signal that the company
may be over diversified is when operating diversified businesses reduces rather than
improves the overali performance of the company.

Therefore, diversification strategies can be used to enhance a company’s strategic
competitiveness and enable it toeamabove-average returns. However, positive outcomes
from diversification are possible only when the company achieves the appropriate level
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of diversification, given its resources, capabilities, and core competencies, and taking
into account the external environmental opportunities and threats.

5.11 Related Diversification

Companies implement related diversification strategies in order to achieve and exploit
economies of scope and build a competitive advantage by building on existing resources,
capabilities, and core competencies. For companies that operate in multiple industries’
or product markets, economies of scope represent cost savings attributed to entering
an additional business using capabilities and core competencies developed in another
business that can be transferred to a new business without significant additional costs. In
other words, companies that successfully transfer core competencies from one business
to another without incurring significant additional costs will realise economies of scope.

The two primary operations-related economies through which companies can create
value (from economies of scope) are by sharing activities or sharing core competencies.
The difference between activity sharing and core competence sharing is based on how
different resources are used jointly to create economies of scope. Tangible or physical
resources, such as facilities and equipment, may be shared to achieve economies of
scope. [ntangibie resources, such as manufacturing know-how, can be shared to achieve
scope economies. A key to creating value through sharing that are essentially separate
activities is to share know-how or skills rather than physical or tangible resources.

Box 5.6: Volue-creating Strategies of Diversification

Combinations of Economies Resuliing Strategy Economies for Advantage

High operotionall low corporate  Verlical integration Markel power

low operationol! low comoarate Unrelated diversification Financial ecanomies

high operalionall high corporote  Both operational and Rare capability and can
relatedness creote diseconomies af scope

low operational! high corporaie  Related-linked diversification  Economies of scope

Companies seek to create value from economies of scope through two basic kinds
of operational economies: sharing activities and transferring skills (corporate core
competencies). However, the levels of the two of these will lead to different corporate
strategies with different advantages associated with each.

Operational Relatedness

Because all of its businesses share product, technological, and distribution linkages,
activity sharing is common among relatedconstrained diversified companies, such as
Proctor & Gamble. P&G’s paper towel, napkin, and disposable diaper businesses can
share a number of activities because of their common characteristics. Each business
uses paper products as a key input, so they are likely to share key facets of procurement
and inbound logistics, as well as primary manufacturing activities. Because all three
businesses produce consumer products that are sold in similar (if not the same) outlets,
they will likely share outbound logistics, distribution channels, and possibly sales forces.

Recall from our discussion of the primary and support activities in a company’s value
chain, that primary activities (such as inbound legistics, outbound logistics, and
operations) might have several shared activities. Companies that are able to develop
core competencies threugh effective (and efficient) sharing of primary activities will
achieve a competitive advantage. Examples of activity sharing may include:

e  Inbound logistics: inventory delivery systems, warehouse facilities, quality
assurance practices.



®  Operations: assembly facilihes, quality control systems, maintenance: operations.
Outbound logistics: sales force and service management.

®  Support activities: procurement, technology development.

Companies also must recognise that, while activity sharing is intended to reduce costs
through achieving economies of scope, there are incremental costs related to sharing
activities (costs that are created by sharing). These costs must be recognised and taken
into account when planning activity sharing or economies of scope may not: be realised.

Corporate Relatedness

Over time, most companies develop intangible resources (such as know-how) that can
become a foundation for capabilities and core competencies that are competitively
valuable. In diversified companies, these core comnpetencies generally are made up of
managerial and technical knowledge, experiences, and expertise.

A company’s marketing expertise is such a core competence, and transfterring such a
competence between business units may result in reduced costs and an increase in the
company’s overall strategic competitiveness because any costs related to developing

the competence already have been incurred and competencies based on intangible-

resources, such as marketing know-how, are less visible and therefore, are miore difficult
for competitors to understand and imitate.

One way that companies can facilitate the transfer of competencies between or among
business units is to move key personnel into new management positions in the
receiving unit.

Market Power

Companies also may implement related diversification strategies in an attempt to gain
market power. Market power exists when a company is able to sell its produicts at prices
above the existing competitive level or decrease the costs of its primary activities below
the competitive level, or both. Market power through diversification may be gained
through multipoint competition, a condition where two or more diversifiec companies
compete in the same product areas or geographic markets.

If companies compete aggressively with each other in their common markets, excessive
competitive activity may wipe out any potential gains. Thus, such companies often may
refrain from competition to create value by entering into a condition known as mutual
for clearance and gain valué through reducing competition in key markets.

Companies also might gain market power by following a vertical integration strategy.
Vertical integration exists when a company produces its own inputs (backward
integration) or owns its own source of distribution of outputs (forward integration).
A vertical integration strategy may be motivated by a company’s desire to strengthen
its position in its core business relative to competitors by increasing its market power.
Vertical integration enables a company to increase market power through savings
realised on the cost of acquiring inputs, lowering operations costs, increasing control
over processes and activities, avoiding market costs, and protection of technology.
Depending on the extent that the company is vertically integrated, companies may
be able to reduce transactions costs, eliminate supplier or distributor markups, and
improve profit margins.

5.12 Unrelated Diversification

Companies implementing unrelated diversification strategies hope to create value by
realising financial economies. Financial economies are cost savings realised through
improved allocations of financial resources based on investments inside or outside the
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company. Financial economies are realised through internal capital allocations (that are
more efficient than market-based allocations) and by purchasing other companies and
then restructuring their assets. .

Although capital generally is efficiently distributed in a market economy through
the capital markets, large diversified companics may be able to distribute capital
more cfficiently to divisions and thus create value for the overall organisation. This
generally is possible because corporate offices have access to more detailed and
accurate information regarding actual division performance as well as future prospects.
Investors have only limited access to internal information and generally arc abie only to
estimate performance of particular divisions. One implication of increased access to
infarmation means that the internal capital market may be able to allocate resources
between alternative investment opportunities more accurately (and at more adequate
levels) than the external capital market.

Information disclosed to capital markets through annual reports may not fully disclose
negative information, reporting only positive prospects while meeting ali regulatory
disclosure requirements. Therefore, external capital sources have limited knosvledge of
the specifics of what is taking place within large, complex organizations. While owners
have access to information, full and complete disclosure is not guaranteed. Theretore, an
internal capital market may enable the company to safeguard informatian refated to its
sources of competitive adVvantage that otherwise might have to be disclosed. Through
disclosure, the information could become available to competitors who might use the
information to duplicate or imitate the company’s sources of competitive advantage.

5.13 Diversification using Mergers and Acquisitions

Companies often implement corporate-level acquisition strategies to achieve product
diversification that can build core competencies. In fact, acquisition strategy .is the
most common means of implementing diversification. For each strategy discussed in
the book, including diversification and merger and acquisition strategies, the company
creates value only when its resources, capabilities, and core competencies are used
productively.

Companies from different industries decide to use an acquisition strategy for ‘several
reasons; however, acquisition strategies are not without problems. When acquisitions
contribute to poor performance, a company may deem it necessary to restructure its
operations.

Mergers and acquisitions.in India are on the increase. Some of the contributing'factors
include the rapid pace of globalization, techn ological advancements and ‘industry
consolidation. Yet according to the Richard Irvine, Price waterhouse Coopers global
trends prove that almost 70-80 per cent of all mergers are not successful and do not
match up to shareholder expectations. “A lot of factors playa part in this. There’s
too much focus on simply getting deals done as oppased to dealing wi th ‘its wider
implications. Decisions taken at the top level rarely take into account the repercussions at
the ground level. Most acquisitions destroy, rather than create, shareholder value,” says
Irvine.

A majority of deals fail to thrive due to post-deal issues, as organizations are unable to
harness their synergies. A Harvard study indicates that in 59 percent of the deals, market
adjusted return of the company went down. First India witnessed acquisitions in the
consumer and industrial products sector. Last year, telecom and ICE were predom inant
sectors. Oil and gas will probably be the upcoming sector for acquisitions in the coming
year. Private equity is still not very mature in India - a departure from the global trend.

A number of acquisitions took place d uring boom time. Given current market conditions,
many organizations that relied on their soaring stock prices for doing big deals are
facing tough circumstances. Only those deals that have a straong potential to shorten
time-to-market and increase market share will survive
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®  maintaining a low to moderate debt position which lowers costs and avoids the
trade-offs of high debt and lowers the risk of failure.

e  possessing flexibility and skills to adapt to change to facilitate integration speed
and achievement of synergy.

e  continuing to invest in R&D and emphasizing innovation to maintain competitive
advantage.

For example, iet us take the case of Cisco Systems. Cisco provides the hardware and
software that are behind state-of-the-art Internet networks, generating over $12 billion
in annual sales. Contributing significantly to Cisco’s strategic competitiveness and its
ability to consistently eam above-average returns is its successful acquisition strategy
because advancing technology preciudes Cisco from doing everything itself. Therefore,
corporate growth is achieved by buying products and technologies the company cannot
(or does not want to) develop internally. Cisco is very active with its acquisition strategy,
acquiring 51 companies during the six and one-half year period ending in March 2000
(with 21 of those completed in the last 12 months of that period). By midyear 2000
figures, the company was on pace to complete at least 25 acquisitions for the year.

Of all its acquisitions, Cisco’s CEO John Chambers says that only two or three have
failed to meet his expectations. Cisco uses its acquisitions to reshape the company and
to fill gaps in its product line, but the key to the success of its merger and acquisition
strategy rests on its strict adherence to five guidelines.

e  Shared vision: The acquiring company and the target company must be in
agreement regarding where the industry is going and the role each party is to play
in the industry’s anticipated future.

®  Creating short-term wins: Employees see a culture that is attractive to them,
identifying an opportunity to really do with Cisco what they were doing before,
or even more.

o The target’s strategy can blend with Cisco’s: That is, when integrated with Cisco’s
operatjons, the acquired company will create value.

o Cultural similarity and compatibility: Chambers and his colleagues are skeptical of
acquisitions that hope to integrate cultures that differ dramatically from one another.

s Geographic proximity: The target company must be close to the parts of Cisco’s
current operations with which it would be the most closely associated, preventing
operational inefficiencies due to distance.

Cisco’s integration team facilitates compliance with the five guidelines by helping
“newcomers” fit into the Cisco family. Because of the pre-acquisition work of this group,
negotiations between Cisco and target companies tend to be very brief.

5.14 Restructuring

Restructuring refers to changes in the composition of a company’s set of businesses
and/or financial structure. A restructuring approach to creating value in an unrelated
diversified company involves the buying and selling of other companies (and their
assets) in the external market.

Following a restructuring strategy generally implies buying a company and selling
unnecessary oOr expensive assets (such as the corporate headquarters facility)
and terminating corporate staff members. Following the asset sale and lay-offs,
underperforming divisions (those acquired in the purchase) are sold to other companies
and remaining divisiens are placed under strict budgetary controls accompanied by the
reporting of cash inflows and outflows to the corporate office.

Success in implementing unrelated diversification strategies usually requires that
companies fecus on companies in mature, low technology industries and avoid service
businesses because of their client or sales-orientation.



Restructuring can take several forms:

downsizing, primarily to reduce costs by laying off employees or eliminating
operating units. ;

downscoping to reduce the level of company unrelatedness.

leveraged buyouts to restructure the company’s assets by taking it private
(not practised in India; yet).

[n other words, restructuring strategies often were implemented in response to poor
performance and overdiversification. The next section of the unit reviews some of the
more common restructuring strategies.

i

Downsizing has been one of the most common restructuring strategies adopted
interaticnally. Downsizing represents a reduction in the number of employees,
and sometimes in the number of operating units, but mayor may not represent a
change in the composition of the businesses in the corporation’s portfolio.

Downscoping refers to the divestiture, spin-off, or other means of eliminating
businesses that are unrelated to the company’s core business. In other words,
downscoping represents establishing a focus on the company’s core businesses.
While downscoping often includes downsizing, the former is targeted so that the
company does not lose key employees from core businesses (because such losses
can lead to the loss of core competencies).

As the discussion of overdiversification earlier in this unit indicated, reducing the
diversity of businesses in the portfolio enables top-level managers tc manage the
company more effectively because the company is less diversified as a result of
downscoping and top-level managers can better understand the core and related
businesses.

Indian companies use downscoping as a restructuring strategy quite often. Both
the parent and spin-nff company usually show increases in shareholder value and
accounting performance following the spin-off; however, this is not always the case.

Leveraged Buyouts (LBO) refer to a restructuring action, whereby the management
of the company and/or an external party buys all of the assets of the business,
largely financed with debt, and thus fakes the company private. Often, LBOs are
used as a restructuring strategy to correct for managerial mistakes or because
managers are making decisions that primarily serve their personal interests rather
than those of shareholders. In other words, a few (new) owners using a significant
amount of debt (in a highly leveraged transaction) purchase a comnpany and the
company'’s stock is no longer traded publicly.

5.15 Cooperative Strategies

Strategic alliances represents a.shift from achieving strategic competi-tivene ss and
above- average retumns through competitive strategy (establishing strong positions
against external challenges, minimizing weaknesses, and = maximizing core
competencies) to achieving them through cooperative strategies.

There are a number of justifications or rationales for strategic alliances. These reasons vary
by market situation-slow-cycle, standard-cycle or fast-cycle and are given in Box 5.8.

A strategic alliance is the primary cooperative strategy and represents a partnership
between companies wheseby companies’ resources, capabilities, and core competencies
are combined to pursue mutual interests to develop, manufacture, or distribute goods
or services. They represent explicit forms of relationships between companuies.

There are three basic types of explicit strategic alliances:

ilf

A joint venture is an alliance where a new, independent company is formed from
two or more partners, with each partner company contributing assets.
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2. An cquity strategic alliance is an alliance where partner companies own unequal
shares of equity in the venture and are considered to be superior at passing on
know-how between companies because they are closer to hierarchical control
than non-equity alliances. For example, Ford Motor Company and Mazda Motor .
Corporation formed a long-standing equity strategic alliance.

Box 5.8: Reasons for Entering into Strategic Alliances

Reasons for entering into alliances in slow-cycle markets

L goining occess to o market that is not open to other entry sirategies
L] estoblishing o fronchise in a new morket
" mointaining market stability

Reasons for entering into olliances in standard-cycle markets

s goining morkel power

[ gaining occess to complementary resources

. overcoming trode barriers

[ meeting compelilive challenges from ather competitars . pooling
resaurces for very lorge copitol projects

. learning new business techniques

Reasons for entering into alliances in fast-cycle markets
speeding up the development of goods/services
speeding up new market entry

maintaining market leodership

forming an industry technology standard

sharing risky R&D expenses

avercoming uncerointy

3. A non-equity strategic alliance is an alliance where a contract is given to supply,
produce, or distribute a company’s products without any equity sharing. Other
types of non-equity strategic alliances include licensing, distribution agreements,
supply contracts, and marketing agreements (such as code-sharing agreements
ameng airlines). For example, OPEC seeks to manage the price and cutput of oil
companies in member countries.

These strategic alliances represent explicit alliances. However, there also are implicit
cooperative alliances such as tacit collusion, which exists when severai cempanies in
an industry tacitly cooperate to reduce industry output below the potential cempetitive
level to maintain higher-than-competitive-level prices. Another form of tacit collusion
is mutual forbearance, which is a recognition of interdependence. These forms of
cooperative alltances are illegal unless regulated by the government, which is currently
the case in the power industry.

5.16 Competitive Strategies

Competitive advantage is what sets an organisation apart; its competitive edge. But as
one organisation attempts to develop competitive advantage, other organisations are
also doing so. And an organisation’s competitive advantage can be eroded easily and
guickly by competitors’ imitations. Competition is everywhere. Some have described
today’s business climate as one of hyper competition, which is a situation with very
intense and continually increasing levels of competition.

Competition is orgarusations fighting for the same desired object or outcome typically
customers, market share, survey ranking, or needed resources. Among other things, the
intensity of competition is going to vary depending on economic supply and demand.

Who are an organisation’s competitors? One approach could be to use an industry
perspective or a marketing perspective. The industry perspective identifies competitors
as organisations thatare making the same product orservice. The marketing perspective
identifies competitors as organisations that satisfv the same customer need. Another



approach to identitying competitors is to look at strategic group, which is a group of Analysis of Internal
companies essentially following the same strategy in a particular market or industry. Environment
Within a single industry, you might find few or several strategic groups depending on
which strategic factors are important to different groups ef customers. Some possible
strategic dimensions for identifying strategic groups include price, quality, level of
vertical integration, geographic scope, market share, profits, and so forth.

Notes

There are several key questions to ask before we can identify and understand our
competitors as given in Box 5.9 below.

No matter how we define our competitors, the fact remains that there are ether
organisations working hard to secure customers, resources, and other desired outcomes.
Each of these organisations has resources and capabilities it's attempting to exploit.

The question is what makes some organisations more successful than others? Every
organisation has resources and work systems/ processes to de whatever it’s in business to
do.However, noteveryorganisationisabletoeffectively exploittheresourcesorcapabilities
it has er to obtain the resources or capabilities it needs but doesn’t have. Organisations
will develop strategies to expleit their current resources and capabilities or to vie for
needed-but-not-owned resources and capabilities in order to pursue and attain desired
outcomes such as customers, market share, resources, and se forth. As erganisations
strive for a sustainable competitive advantage, the stage for competition is sct.

Box 5.9: Key Questions obout Competitors

What are the mojor compelitors’ strengths?
What ore the mojar compelitors” weoknesses?

What are the major competitors’ objeclives ond strategies?

e e o

How will the mojor competfitors most likely respond fo current economic, sociol,
culturol, demographic, geographic, political, governmental, technological, ond
compelitive trends affecting our industry?

5. How vulnerable are the major competitors to our alternative compony sirotegies?

6. How vulneroble are our olternotive strategies to successful counterattack by our
major compelitorse

7. How are our producis ar services positioned relative to mojor competitors?

8. To whot extent are new companies enfering ond old componies leaving this indusiry?

9. What key foctors have resutted in our presen) competilive position in this industry?

1

0. How hove the soles and profit ron kings of major competitors in the industry changed
over recent years? Why hove these rankings changed that woy?

11. Wha is the noture of supplier ond distributer relationship in this indusiry?

12. To whaot exient are substitute products or services a threat o competitars in this
indusiry?

5.17 Traditional Approaches to Competitive Strategies

There are three traditional approaches to defining competitive strategy: Miles and Snow's
adaptive strategies, Abell’s business definition framework and Mintzberg’s
competitive strategies.

Miles and Snow’s Adaptive Strategies

Miles and Snow’s adaptive strategies approach is based on the strategies that
erganisations use to successfully adapt to their uncertain competitive envirorunent. They
identify four strategic postures: prospecter, defender, analyser and reactor.

1. The prospector competitive strategy is a strategy in which an organisation
centinually innevates by finding and exploiting new product and market
opportunities. They're constantly “prospecting” for new directions to pursue. 89
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2 The defender competitive strategy is a strategy characterised by the search for
market stability and producing only a limited product line directed at a narrow
segmment of the total potential market.

3.  Theanalyser competitive strategy is a strategy in which organisations compete by
analysing and imitating the successes of other organisations.

4. Thereactor competitive strategy is a strategy characterised by the lack of a coherent
strategic plan or apparent means of competing, It's almost a “nonstrategy” type
position because obviously it's not a preferred or recommended competitive
strategy for developing a sustainable competitive advantage.

Strategy research on Miles and Snow’s adaptive strategies verify that these four
competitive types are theoretically sound and can be used to describe what competitive
strategies organisations are using.

Abell’'s Business Definition Framework

Abell’s business definition framework proposes that a business can be defined by using
three dimensiens: customer groups {who we’re going to serve), customer needs (what
customer need we’re attempting to meet), and technology or distinctive competencies
(how we're going to meet that need). This approach strongly stresses understanding
customers and not on an industry and its products or services. Based on these three
dimensions, Abell’s competitive strategy classification scheme proposed that a business
could be defined by its competitive scope (broad or narrow) and by the extent of
competitive differentiation of its product/service offerings.

Abell’s strict marketing emphasis limits his business definition framework as a widely
used and general approach to describing organisations’ competitive strategies. But it
did provide clues to two important aspects of cempetitive strategy: competitive scope
and level of product differentiation.

Mintzberg’s Competitive Strategy

Henry Mintzberg has developed an alternative typology of competitive strategies that
he believed better reflected the increasing complexity of the competitive environment.
He proposed six possible competitive strategies. These include differentiation by price,
differentiation by marketing image, differentiation by product design, differentiation
by product quality, differentiation by product support, and undifferentiated.

These models give you some idea of how to tackle the market-place full of competition.
But the dynamics of today’s market-place are changing so fast that several other factors
are becoming very important. Let.us take a look.

5.18 Today’s Competitive Scenario

There are several things that can be said about today’s competitive scenario. This
competitive scenario is more volatile and unpredictable. Environmental changes are
likely to be discontinuous. There is a declining emphasis on single domestic markets
and an increasing emphasis on global markets as more industries globalise. Companies
find that they must compete differently to achieve strategic competitiveness and earn
above-average or superior returns. There will be a need for managers to make significant
and even painful decisions to achieve strategic competitiveness.

Therefore, the need of the hour is that the companies must learn to compete differently
if they are to achieve strategic competitiveness in the new competitive scenario. New
ways of competing may include the following:

1.  Bringing new goods and services to market more quickly

2. The use of new technologies



3. Diversifying the product line

4.  Shifting product emphasis

5.  Consolidation

6. Combining online selling with physical stores.

Thus, the new competitive scenario has changed from the old and familiar. Reasons for
this change include factors such as:

e  Increased attention to global markets with less emphasis on the domestic market;

®  Recognition of and reaction to different forms of competitive actions from new,
global competitors;

e  Advances in information and comununications technology enabling more effective
communication across multiple markets, faster decision making, and rapid
competitive responses;

e  Improvements in quality and rapid time-to-market for new products enabled by
sophisticated technologies;

®  Anincreased emphasis on innovation that is changing the nature of competition
in many industries;

e  Cooperation between former competitors in the development of new technology
or the formation of strategic alliances to compete against other competitors.

5.19 A Model of Competitive Rivalry

Competitive rivalry exists when companies jockey with one another in the pursuit
of an advantageous market position. This mneans that, when one or more companies
competing in an industry feel the pressure to act or perceive an opportunity to improve
their competitive position, competitive rivalry occurs as various companiés initiate a
series of actions and responses.

Competitive rivalry exists because of competitive asymmetry, which describes the fact
that companies differ from one another in terms of their resources, capabilities, and core
competencies, and the opportunities and threats in their competitive environments and
industries.

It is also important that companies recognise that competition results in mutual
interdependence among companies in the industry as each company tries to establish
a sustainable competitive advantage. As companies strive to achieve strategic
competitiveness and earn above average returns, they must recognise that strategies
are not implemented in isolation from competitors’ actions and responses. The strategic
management process represents companies taking a series of actions, fending off
counter actions or responses and developing responses of their own.

This is important because the pattern of competitive rivalry and competitive dynamics
in the market(s) in which companies compete affects strategic competitiveness and
returns. Figure 5.9 provides a model of competitive rivalry.

We can make a number of observations from the model in Figure 5.9:

o  Competitive rivalry or competitive dynamics begin with an assessment of
competitors’ awareness and motivation to attack and/or respond o competitive
moves.

e  Market commonality and resource similarity are affected by a company’s
awareness, and motivation affects the likelihood of attack or respornse.

e  The likelihood of attack and response result in competitive outcomes, with
outcomes moderated by a company’s ability to take strategic actions or responses.
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Quality Dimensions of Services
Timeliness Performed in promised period of time
Courtesy Performed cheerfully Notes
Consistency Giving all customers similar experiences
Convenience Accessibifity to customers

Completeness  Fully serviced, as required

Accuracy Performed carrectly each time

Several guidelines or standards are available to companies as they strive for quality and
global strategic competitiveness.

Total Quality Management {TQM) represents a managerial innovation that emphasises
an organisation total commitment to the customer and to continuous improvement of
every process through the use of data driven problem solving approaches based on the
empowerment of employee groups and teams.

5.20 Competitive Rivalry Outcomes

Recall that Figure 5.10 jllustrates the potential outcomes of competitive rivalry. Because
one of the key determinants of whether or not a company’s competitive advantage
is sustainable is the extent to which its products are imitable, it is useful to review
various market types and the extent to which product imitability is either shielded or
not shielded.

In slow-cycle markets, resources and capabilities are very difficult to imitate and
products or services reflect strongly shielded resource positions. Therefore, competitive
pressures do not readily penetrate a company’s sources of strategic competitiveness
and profitability. This means that a company might hold a monopoly position or a
unique set of product attributes or complex product design. Examples include the [BM's
historical dominance of the mainframe computer industry, Boeing’s dominant position
in larger, commercial jet aircraft (especially if the Airbus superjumbo jet initiative is
unsuccessfut) and Microsoft’s dominant position in the market for personal computer
operating system software (though diminished by recent court decisions and a swell of
new compebitors).

The sustainability of competitive actions in slow-cycle markets is illustrated in Figure 5.10.

Returns
from a
Syustained
Competitive

Advantage Exploitation
Counterattack

Launch

[ Time (years) 10

Figure 5.10: Erosion of Sustained Competitive Advantage in a Slow-cycle Market

As indicated by Figure 5.10, a company operating in a slow-cycle market may be able to
retain its competitive advantage over time. Returns from the competitive action increase
during the early, launch years of the strategy. When retums level out, the company exploits
its positien. Competitors counterattack or launch strategies that cause the first company’s
bases for competitive advantage to erode. As a result, returns are competed away. 95






3. Seize the initiative: Move aggressively and rapidly, forcing competitors to play Analysis of Internal
catch up; taking a proactive approach while leaving competitors to be reactive. Environment

4. Sustain the momentum: Continue to develop new sources of advantage; don't
walit for competitors to catch up; stay one step ahead. Notes

As industries evolve or move through their life cycle, the structure of the industry
changes. And, because industry structure changes, so do the competitive dynamics
and competitive strategies necessary for success. Three stages of the industry life
cycle are particularly relevant to the study of competitive dynamics: new emerging
entrepreneurial industries, larger growth-oriented industries, and mature industries.
Relationships between company resources and market strength, time, and stage-of
industry evolution are illustrated in Figure 5.12.

Key Task Key Tac

Exploiting Open|  Exploiting o Exploiting

Niches (Blind Factars Market Positiorj
Resources Spots) and Productién
& Competitive / Market-
Market Uncertainty F Power
Strength Srowth- Actions
/griented

Entreprene- :
urial ?:; S i
Merging otage Growth stage  Mature Stage

e

Figure 5.12: An Action based Model of the Industry Life Cycle

The model in Figure 5.12 illustrates that as an industry emerges, in its earliest stage,
it is characterised by slow growth; the key task is to discover and exploit unserved
market niches and competitive uncertainty. As time progresses and the growth rate
increases, the industry enters a rapid growth phase; the key task is to exploit the laftors
of production and take growth oriented actions. After a longer period, growth slows
and begins to flatten as the industry enters the mature phase; the key task is to exploit
the company’s market position by taking market power actions.

5.21 Summary

While many companies may concentrate their efforts on tangible assets or develop
strategies that focus purely on external factors such as competitive moves and
countermoves, there are some companies who recognize the potential competitive
advantage of their brands and use them to create a competitive advantage.

To sustain a competitive advantage, companies must be able to manage current core
competencies while simultaneously developing new competencies. In other words,
strategists must continuously make investments that will both enhance the value of
current competencies while striving to develop new ones. Failure to develop or sustain
a competitive advantage, or at least to maintain competitive parity, means that a
company is likely to go out of business.

5.22 Keywords

Tangible Resources: Tangible resources are those that can be seen (such as plants),
touched (such as equipment), documented (such as contracts with suppliers of raw
materials), or quantified.

Externalisation: This is the process used to convert tacit knowledge into explicit terms,
a type of metaphorical model-building.
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Core Competencies: Resources and capabilities serve as the foundation upon which
companies formulate and implement value-creating strategies so that the company can
achieve strategic competitiveness and earn above-average retums.

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

5.23 Review Questions

® N VR W

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.

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

6.1 Introduction

6.2 Deciston Trees

6.3 Issue Trees

6.4 Profit Trees

6.5 SWOT Analysis

6.6 PESTLE Analysis

6.7 Case Analysis

6.8 Definifons and Terminrology

6.9 Portfolio & Other Analytical Models
6.10 Sumumnary

6.11 Keywords

6.12 Review Questions

6.13 References and Further Readings

6.0 Learning Objectives

At the conclusion of this unit, you should be able to:
Describe Decision Trees

Define SWOT Analysis

Understand PESTLE Analysis

Explain Case Analysis

Know Definitions and Terminology

Explain Portfolio & Other Analytical Models

6.1 Introduction

Every organization needs to understand how changes will impact its business. It has to
evolve strategies to deal with these changes to ensure continued survival. In order to
do so, a number of techniques have been deveioped to analyze where the organization
is going. Good management is about tools that are used to identify and focus on the
performance of the organization.

6.2 Decision Trees

Decision Trees are the most commonly used tools in business. A decision tree takes
as input an object or situation described by a set of properties, and outputs a yes/no
decision. Decision trees therefore represent Boolean functions. They can be extremely
simple or highly complex.

They are excellent teels for helping you to choese between several caurses of action.
They provide a highly effective structure within which you can lay out options and
investigate the possible outcomes of choosing these sptions. They also help you to form
a balanced picture of the risks and rewards associated with each possible course of
action.
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You start a Decision Tree with a decision that you need to make. Draw a small square
to represent this towards the left of a large piece of paper. From this box draw out lines
towards the right for each possible solution, and write that solution along the line. Keep
the lines apart as far as possible so that you can expand your thoughts.

At the end of each line, consider the resuits. If the result of taking that decision is
uncertain, draw a small circle. If the result is another decision that you need to make,
draw another square. Squares represent decisions, and circles represent uncertain
outcomes. Write the decision or factor above the square or circle. If you have completed
the solution at the end of the line, just leave itblank.

Starting from the new decision squares on your diagram, draw out lines representing
the options that you could select. From the circles, draw lines representing possible
outcomes. Again make a brief note on the line saying what it means. Keep on doing this
until you have drawn out as many of the possible outcomes and decisions as you can
see leading on from the original decisions.

6.3 Issue Trees

Strategic thinking is a method that focuses on the critical issues. Suppose we have a
general idea of what the critical issue may be, we can pinpoint it without wasting time,
using an issue or hypothesis tree.

Issue trees help to structure the conclusions or identify the key issues or questions thata
problem should address, and break it down into its smaller component parts. The trees
are a useful reference point providing context and showing how each thought fits into
the whole.

In this, the overall issue is divided into two or more mutually exclusive and collectively
exhaustive sub-issues; and the process is repeated for the sub-issues that emerge,
until a level is reached that each of the sub-items are individually manageable. Before
embarking on the detailed thinking, some time should be spent thinking through the
issues we are attempting to analyze. An issue tree starts with one statement. Each level
of the issue tree is linked with the answers “yes” or “no”. In this way, a very large
problem is gradually broken down into a series of smaller issues.

6.4 Profit Trees

Starting from the assumption that the costs of a given product are too high; the issue
diagram gave us a tool for analyzing the possible reasons. But suppose the problem
was being tackled from the wrong end. We know that selling Product A in the existing
market by present sales methods is proving unprofitable. But we do not know the
reason. It has not been established that high product costs are the problem. To diagnose
this phenomenon, we must move back slightly closer to fundamentals.

This time let us start from the question; to what extent can Product A’s profitability
be impraved? There are three variables that determine profit: selling price, cost, and
sales volume. In order to diagnose the problem and attain our objective of improving
profitability, during the initial stages we must look into all the three variables.

As the initial step in the project, we have drawn up the diagrams set out in Figure 6.1.
Because these diagrams apply to most products and are directly related to profit, we
have called them profit diagrams. They can perhaps also be called issue trees. These
diagrams can be used to advantage in this case.

There are two basic issues involved in increasing the profitability of Product A,
(a) Can more profit be gained externally? (i.e., from the market), and (b) Can product
profitability be improved at the present selling price by raising efficiency internally?
(i.e., through cost reduction)









Hypothesis Trees

Hypothesis Trees are similar to Issue trees and help to structure the solution based on a
hypothesis and then questioning the validity of the hypothesis through questions. This
allows the problem to be broken down into its smaller component parts, thereby leading
to a solution. The irees are a useful reference point providing context and showing how
each thought fits inte the whole.

i
i

Stmement H

Figure 6.4: Hypothesis Tree

The first step to find a solution using a hypothesis tree is to spend some time to think
through the hypothesis we are attempting to analyze, before embarking on the detailed
thinking. A hypothesis tree starts with one statement. Each level of the hypothesis
tree is linked with the questions “why?” or “how?” This ensures that the lower level
hypotheses together answer the higher level hypothesis.

An example of this might be: higher level hypothesis: “Our erganization can effectively
increase productivity through providing support to workers by ensuring availability of
sut-of-school childcare in the local area”. For example, the next layer in the tree might
comprise two further hypotheses:

¢  The Government can provide local area child care.
*  The organization best supports parents in accessing these forms of childcare.

The answers to these two hypothesis should provide the answer to the original, higher
level hypothesis. These two hypotheses will then be further broken down, and so on,
until a level of hypothesis is reached that address the fundamental root causes of the
original issue. Specific analysis can then be designed to address each one. A schematic
diagram ef a hypothesis tree is given as Figure 6.4.

6.5 SWOT Analysis

It is a popular tool for audit and analysis of the overall strategic positdon of a business
and its environment. The acronym “SWOT” represents “Strengths”, “Weaknesses”,
“Opportunities”, and “Threats”. The environmental factors internal to the firm usually
can be classified as strengths (S) or weaknesses (W), and those external to the firm can be
classified as opportunities (O) or threats (T). The process diagram for a SWOT analysis
is shown in Figure 6.5.

Enwiranmental Scan
/ \
intermal Analysis External Analysis
{ \ ! \
Strengths Weakneses @pportunities  Threals
|
SWOT Maorix

Figure 6.5: SWOT Analysis Framework
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Positive Negative
Strengths Weaknesses
.0 Patents Lack of patent protection
e | Strong brand names A weak brand name
‘6 Gaod reputation among Poor reputation among customers
[, ] customers High cost structure
': Cost advantages from Lack of access to the best natural
© proprietary know-how resources
E Exclusive access 1o high grade Lack of access to key distribution
8 | natural resources channels
E | Favorable access to distribution
networks
@ Opportunities Threats
-]
8 An unfulfilled customer need Shifls in consumer tastes away from
w Arrival of new technclogies the firm's producls .
= Loosening of regulations Emergence of substitute products
E Removal of international lrade New reguiations
o barriers Increased trade barriers
-
*
w

Figure 6.6: The SWOT Matrix

$-O strategies pursue opportunities that are a good fit to the company’s strengths.
W-O strategies overcome weaknesses to pursue opportunities.

S-T strategies identify ways that the firm can use its strengths to reduce its vulnerability
to external threats.

W-T strategies establish a defensive plan to prevent the firn’s weaknesses from making
it highly susceptible to external threats.

6.6 PESTLE Analysis

An in-depth investigation and analysis of our competition is one of the most important
components of environmental scanning. PESTLE analysis, like the PEST analysis
involves identifying the political, economic, socio-cultural and technological influences
on an organization ~ and providing a way of auditing the envirorunental influences
that have impacted on an organization or policy in the past and how they might do so
in future,

Increasingly when carrving out analysis of environmental or external influences, legal
factors have been separated out from political factors. The increasing acknowledgement
of the significance of environmental factors has also led to Environunent becoming a
further general category, hence ‘PESTLE analysis’ becoming an increasingly used and
recognized term, replacing the traditional’ PEST analyses:

PESTLE is an acronym for:
e P - Political

e  E - Economic

e  S-Socio-cultural

e  T-Technological

¢ L-Legal

™ E - Environmental
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6.7 Case Analysis

Strictly speaking, case analysis is not a management tool but a management learning
tool. Case analysis has been used in Management Studies from 1908, when the Harvard
Business School was set up. Case analysis requires us to apply the concepts taught in
different areas of business study and use the concepts to analyze the organization or
the problem.

A case study presents an account of what happened to a business or industry over a
number of years. It chronicles the events that managers had to deal with and provides a
detailed insight into various aspects of business life, such as changes in the competitive
environment, and charts the managers’ response, which usually involved changing the
business—or corporate-level strategy. It is normally written from the point of view of
the decision maker. Each case is different because each organization is different.

Analyzing a Case

The purpose of a case study is to help us apply the concepts of Strategic Management
to a real life-like situation. We are expected to amalyze the issues facing a specific
organization. Therefore to analyze a case, we must closely examine the issues
confronting the organization. Most often we will need to read the case several times.
The first reading is to grasp the overall picture of what is happening to the organization.
We should read the case several times more till we are certain we have discovered and
grasped the specific problems of the organization.

The steps we can take to analyze case material is given below to help in formulating a
scientific approach to case analysis. There are a number of steps that are given below
in 3 parts, as described below.

o  Historical & SWOT analysis
®  Analysis of Strategies

® Recommendations & Discussions

Historical and SWOT Analysis

The first part is to familiarize ourselves with the history of the organization. This will
normally provide the information that will be the basis for the complete analysis. This
is followed by the SWOT analysis. The SWOT analysis provides a brief summary of
the organization’s condition; a good SWOT analysis is the key to all the analyses that
follow.

1. Analyze the organization’s history: Analyze the organization’s history,
development, and growth. [dentify events that were the most unusual or the most
essential for its development into the organization it is today. This should help
us understand how an organization’s past strategy and structure affect it in the
present. i

Some of the events that we will identify will have to do with its founding, and
its initial products. Understand how it makes new-product market decisions,
and how it developed and chose functional competencies to pursue. Important
milestones are entry into new businesses and shifts in its main lines of business.

2.  Examine the intemmal environment: The historical profile is best followed up
with an analysis to identify the company’s internal strengths and weaknesses.
As we have already identified the milestones in the historical investigation, the
critical incidents should provide an insight of the organization’s strengths and
weakmnesses.

Examine each of the functions of the organization, and identify the functions in
which the organization is currently strong and currently weak. e.g.. the organization
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In the last part, we make our recommmendations. We need to examine the strengths and Generic Tools of Analysis
weaknesses of the organization.

Recommendations and Discussions Notes

We also need to consider the corporate strategy and the business level strategy and see
how they fit into the strengths and weaknesses we have identified. We also need to see
the efficacy of strategy implementation, or the way the organization tries to achieve its
strategy.

1 Make recommendations: The thoroughness with which we prepared the case
analysis will reflect in the quality of our recommendations. Qur recommendations
should be in line with our analysis and should follow logically from the analysis
we have prepared. Recommendations are directed at solving whatever strategic
problem the organization is facing and increasing the organization’s futur
profitability. 1

2 Class discussion: The emphasis of the process of the case study is that we must
be involved in the case to the maximum extent possible and we should feel the
responsibility of decision making. The professor assumes the role of the facilitator.
Therefore, the final action in a case analysis is a class discussion or a presentation
of our ideas to the class. Both these formats are used depending on our professor’s
decision. Remember that we must tailor our analysis to suit the specific issue
discussed in our case.

Conclude the Analysis

¢

Different cases give different types of information about the situation and circumstances.

Depending on the case study and what is required of us, we might completely omit one
or more of the steps in the analysis, as it may not be relevant to the situation we are
considering. We must be sensitive to the needs of the case and notapply the framework
blindly. The framework is meant only as a guide, not as an outline. In some cases,
there will be little information on many issues, whereas in others there will be a lot. In

analyzing each case, focus on information on salient issues only.

The information given may include facts about the ind ustry, the competitive conditions,
the nature of products and their markets, the physical facilities, the work climate and
organizational culture, the organizational structure, financial and other economic data,
etc. Keeping in view the information available, be systematic and logical.

itisimportant to remember that no one knowswhat theright answer is in a case analysis.
All that managers can do is to make the best guess. In fact, it is believed that if we are
right only half the time in solving strategic problems, we are pretty good.

Effective business strategy cannot be built on fragmentary knowledge or analysis.
Analyses done to fit into your preconceived notions do not lead to creative solutions.
1f such a strategy happens to produces good results, this is due to luck or inspiration.
Strategy requires the combination of analytical method and mental elasticity that is
often called strategic thinking. For the strategic mind to work creatively, it needs the
stimulus of a good, insightful analysis. The strategist has to come up with the right
questions and phrase them as solution oriented issues. ln order to use your intuition,
tools are a means, while information is the raw material of analysis.

6.8 Definitions and Terminology

‘Issue and Profit Trees” are popular tools used to break up an issue into logical steps so
that the analysis is simplified. The overall issue is divided into two or more mutually
exclusive and collectively exhaustive sub-issues; and the process is repeated for. the
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sub-issues that emerge, until a level is reached that each of the sub-items are individually
manageable.

"Hypothesis Trees’ are similar to Issue trees and help to structure the solution based on
a hypothesis, thereby setting the stage for testing the validity of the hypothesis through
questions. This allows the problem to be broken down into its smaller component parts,
thereby leading to a solution.

‘SWOT Analysis’ is a popular tool for audit and analysis of the overall strategic position
of a business and its environment that examines the “Strengths”, “Weaknesses”,
“Opportunities”, and “Threats” in the environment.

‘PESTLE’ is an acronym for Political, Economic, Social, Technological, Legal and
Environmental factors. PESTLE analysis is an analytical tool in the form of a grid,
comprising of six sections. Weightage can be added to the different factors so that the
results are more specific.

‘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.

To Recapitulate

A number of simple models are used for analysis of the organization. Some of
them are: Issue Trees; Profit Trees; Hypothesis Trees; SWOT Analysis and PESTLE Model.

Issue trees help to structure the conclusions or identify the key issues or questions
that a problem should address, and break it down into its smaller component parts.
Ahypothesis tree and a profit tree are extensions of an issue tree.

SWOT Analysis: SWOT is a popular tooi for audit and analysis of the overall strategic
position of abusiness and itsenvironment. The acronym “SWOT” represents “Strengths”,
“"Weaknesses”, “"Opportunities”, and “Threats”. Used in conjunction with other
established strategic management tools, for example the PESTLE analysis, the SWOT
Analysis can provideinformation that is helpful to the firm in strategy formulation and
selection.

6.9 Portfolio & Other Analytical Models

A number of techniques have been developed for displaying a diversified organization’s
operations as a portfolio of businesses. The techniques provide simple frameworks for
reviewing the performance of multiple Strategic Business Units (SBUs’) collectively.
A SBU is a business that can be planned separately from others, has its own set of
Competitors, and is managed as a Profit Centre. Techniques of portfolio analysis have
their greatest applicability in developing strategy at the corporate level. It charts and
characterizes the different businesses in the organization’s portfolio and helps in
determining the implications for resource allocation.

A business portfolio is the collection of Strategic Business Units (SBU) that makes up a
corporation. The optimal business portfolio is one that fits perfectly to the company’s
strengths and helps to exploit the most attractive industries or markets. A SBU can
either be an entire mid-size company or a division of a large corporation. It normally
formulates its own business level strategy and often has separate objectives from the
parent company.

The aim of a portfolio analysis is:

1. Analyze its current business portfolio and decide which SBUs should receive more
or less investment.

2.  Develop growth strategies for adding new products and businesses to the
portfolio.

3.  Decide which businesses or products should no longer be retained.















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. Eachlevel of the ................... is linked with the answers "yes"i"no”. J
6.10 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 involved 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

e SWOT Analysis

e  PESTLE Analysis

6.11 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 anactual 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.

6.12 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

Notes
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7.0 Learning Objectives
At the conclusion of this unit, you should be able to:

Explain the role of strategic leadership in strategy implementation

Define effective strategic leadership

Identify the importance of partnerships for managing change

Define innovation, entrepreneurship and intrapreneurship

Describe orgar\izaﬁon structure and strategy implementation

State the process of implementing business-level strategies and functional strategies

® &6 & & o o

7.1 introduction

N. R. Narayan Murthy, Infosys, is a celebrated leader because of the value he has added
over his tenure at the company. One eof the great legacies he will leave with Infosys is
a strong management development program that builds management talent that other
companies want and that will fill in managerial gaps after his retirement. Mr. Murthy
whom some consider the master strategic leader, truly focuses on developing human
capital.

Mr. Dhirubhai Ambani, Reliance Group, is an ikon in himself because of his ability
to conceptualise and communicate sweeping strategies, knowledge of operations to
reach financial goals, and proficiency in implementing a new vision for the company.
Mr. Ambani is an excei)ent strategic leader because heis abie to provideclear direction for
the company and his strong interpersonal skills that inspire loyalty among employees.

Compared to these highly successful strategic leaders, there are clearly several that
have been less successful.
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The charges confronting strategic leaders above provide obvious examples of
the importance of .strategic leadership, their. effects on organizational outcomes,
and the great challenges faced by strategic leaders. This indicates that effective
strategic leaders must be able to use the strategic management process effectively
by guiding the company in ways that result.in the formation of strategic intent and
strategic mission, facilitating the development of appropriate strategic actions and
providing guidance that results in strategic competitiveness and earning above-average
returns.

7.2 Role of Strategic Leadership in Implementation

In the today’s competitive landscape, strategic leaders are challenged to adapt their
frames of reference so that they can deal with rapid, complex changes. A managerial
frame of reference is the set of assumptions, premises, and accepted wisdom that
bounds (frames) a manager’s understanding of the company, the industry(ies) in
which it competes, and the core competencies that it exploits in the pursuit of strategic
competitiveness (and above-average returns). In other words, a mnanager’s frame of
reference is the foundation on which a manager’s mind set is built.

The importance of a manager’s frame of reference can be seen if we perceive that
competitive battles are not between companies or products but between mindsets or
managerial frames. This implies that effective strategic leaders must be able to deal
with the diverse and cognitively complex competitive situations that are characteristic of
today’s competitive landscape.

Strategic Effective
Leadership || Strategic Leadershi
shapes the formulation of
r: —
[Strategic Intentl_ . e = |Strategic Mission]
influence |
|
| Successful
|Strat ic Actions
1
Formulation
of Strategi
T
Strategic Competitiveness
Above-Average Returns _

Figure 7.1: Effective Strategic Leadership

The strategic leader has several responsibilities, including the following.

e  Managing human capital (perhaps the most critical of the strategic leader's skills).
s  Effectively managing the company’s operations.

e  Sustaining high performance over time.

e  Being willing to make candid, courageous, yet pragmatic, decisions.

e  Soliciting corrective feedback from their peers, superiors, and employees about
the value of their difficult decisions.

e  Seeking feedback through face-to-face communications.

e  Having decision-making responsibilities that cannot be delegated.



Thus, the strategic leadership skills of a company’s managers represent resources that
affect company performance. And these resources must be developed for the company’s
future benefit.

7.3 Effective Strateaic Leadershin

Figure 7.2 highlights the six most critical actions that strategic leaders must perform:

e  Determining strategic direction

¢  Exploiting and maintaining core competencies
e  Developing human capital

e  Sustaining an effective corporate culture

®  Emphasising ethical practices

¢  Establishing balanced controls.

Effective Strategic Leadership

Determining
Strategic
Direction

Establishing
Balanced
Organizationai

A

I"Exploiting & : Sustainin ]
”g:tﬂi"?"g ves s an Effective i o
Core | o Organizatiorat fif | | Ethical
Capital | Practices

Figure 7.2: Exercise of Effective Leadership

Determining Strategic Direction

Determining the strategic direction of the company refers to the development of a long-
* term vision of the company’s strategic intent. The time horizon for the strategic direction
is long-term in nature. This means that a company’s managers must think beyond the
current period to develop a “future” direction for the company. Normally, this direction
is envisioned for a period of 5 ta 10 years into the future.

The ideal long-term vision has two parts-core ideology and envisioned future. Core
ideology motivates employees through the company’s heritage, but the envisioned
future encourages employees to go beyond their expectations and requires significant
change and progress. The envisioned future serves as a guide to the company’s strategy
implementation process, including motivation, leadership, employee empowerment,
and organizational design.

Exploiting and Maintaining Core Competencies

Core competencies are those organizational skills that represent the strengths of the
company around which a cempetitive advantage may be built. These core competencies
relate to 2 company’s functional skills and abilities, such as manufacturing, finance,
marketing, and research and development. The key is that core competencies must
enable the company to produce and deliver products and services to customers in ways
that create value for them,
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Establishing Balanced Organisational Controls hinplementing
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Organisational controls, which we will discuss in detail later, are necessary to help

ensure that companies meet desired outcomes: strategic competitiveness and above

average returns. Controls are the formal, information-based routines and procedures Notes
used by managers to maintain or alter patterns in organisational activities to help

strategic leaders build credibility. They demonstrate the value of the company’s

strategies to stakeholders, promote and support organisational change by providing

the parameters within which strategies are implemented and corrective actions taken

when implementation-related adjustments are needed.

Strategic controls represent those control systems that focus on the content of actions
rather thanon outcomes. This is in contrast to financial controlsthat focus on short-term
financial outcomes {or results) rather than on the appropriateness of strategic actions
that have been taken.

7.4 Teams as an Organizational Resource

Top-level managers represent an important resource for the company as they attempt
to formulate and implement strategies effectively because of top-level mangers’ roles
in designing the company and the performance outcomes that result from using that
design.

Thus, it is important for the companies to have a top management team with superior
managerial skills. As managers make strategic decisions—including organisational
design and the formulation and implementation of strategies—they must operate within
a set range of discretion (in other words, within the latitude of alternative actions).
And how managers use their discretion may be critical fv a company’s success as they
attempt to achieve a competitive advantage. Other critical roles played by top-level
managers include implementing an appropriate organizational structure, implementing
the company’s reward systems, shaping the company’s culture and influencing what
happens in the company.

Top-level managers must be able to grant empowerment and facilitate innovation.
Effective strategic leaders focus their work on the key issues that ultimately shape the
company’s ability to earn above-averageretumns.

Similar to the need to match acompany’s internal strengths or core competencies with its
intended strategies, it isimportant that the company’s top management team possess a
certain mix of expertise and skills that match the requirements of the strategy selected.

7.5 ldentifying Ke y Strategic Tasks for
Implementation

The foundation for strategy implementation is a clear and sharp understanding of
business’s strategic tasks. Strategic leader can use the process of defining the strategic
task and communicating it widely todevelop a partnership withemployees in realigning
the company. Strategic tasks are simple statements of what has to get done in a business
to create or sustain a competitive advantage in the marketplace.

The accomplishment of a given strategic task depends on the company’s ability to
accomplish certain key work processes. For example, developing high quality and
lower-cost productsrapidly is strongly dependent on a process that translates a technical
innovation in engineering into a manufacturable and commercially viable product. This
process involves many trade-offs among marketing, engineering, and manufacturing.

Strategic tasks can be defined at any organisational level. Within a manufacturing plant,
accomplishing the strategic task of improving product quality requires coordinated
effort across the various parts of the plant, Corporate strategic tasks are accomplished -

through work processes that span multiple businesses. These tasks define ways in i
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which the corporation as a whole contributes to the competitive advantage of its various
businesses through such work processes as multidivisional sales to large customers, or
through the transfer of technologies from domestic to overseas businesses.

7.6 Partnerships for Managing Change

Research has shown us that the most successful implementation occurs when
sophustication in analysis and design was combined with appropriate involvement of
employees in organisational analysis and change. Three tasks are of crucial importance
successful completion of which is vital to the effective implementation of strategy.
Strategic leaders must:

1.  Develop a partnership with company members to implementation of strategy.
2.  Assess the company’s capability to implement its business strategy.

3. Orchestrate change initiatives that will realign the company with its business
strategy in such a way that commitment builds and leamning occurs.

[nnumerous cases suggest that the foundation for effective strategy implementation is
a partnership with the employees. A way must be found to rally employees in different
levels and parts of the company around the task of implementing strategy.

Competition is forcing most companies to find ways to improve coordination among
various parts of the company. Few sources of sustainable competitive advantage
can be realised threugh the efforts of anyone function. Product quality and cost are
affected not just by manufacturing but also by R&D, where the product is designed
for manufacturability. An important role is played by the purchasing and logistics
functions, which ensure that raw materials consistently meet specifications. In fact,
parinership must go beyond the boundaries of the company to include its suppliers
and customers.

Partnership is necessary not just in the newly aligned company but also in the change
process itself. Why? Employees in various parts of the company who must coordinate
their efforts know better than those at the top what type of coordination is needed and
where the barriers to coordination exist.

Developing a Partnership

To develop a partership for strategy implementation, a company begins by building a
consensus around the business’s strategic tasks. Strategic tasks are whatever has to be
done to create or sustain a competitive advantage in the marketplace. This consensus
must be created both within the senior management team and in the larger company. To
develop this consensus key individuals must be convinced that certain actions are good
for both the overall business and for them.

Barrier of Fear

One of the barriers to developing a partnership is that those who have the most to

contribute also have the most to lose. This is most apparent when the strategic objective

is cost reduction. Itis difficult to ask managers to recommend reductions in their budgets,

and virtually impossible to ask them to eliminate their jobs. Yet, these managers may

! now more than anyone else ahout the impact of alternative cost-reduction strategies
effectiveness.

Barrier of Old Assumptions

It is often difficult for the managers who know the company best to go beyond their
deep-seated assumptions, especially if the company has been successful in the past. It
is hard to accept that what worked before may not work in the future. Executives fear
that those who know the most will have the greatest difficulty breaking the frame of



“how we have always done things areund here.” This concern leads executives, intent
on implementing a radically different strategic approach, to go it alone.

7.7 Aligning Organizational Capabilities

Just as successful strategy formulation requires a comprehensive scanning and
assessment of the external competitive envirorunent, effective strategy implementation
demands an equally rigorous assessment of the company’s internal environment. The
analysis should answer whether the company possesses the capabilities it needs to
achieve the chosen strategy, and, if not, what barriers are preventing the development
of these capabilities. The most effective managers continuously conduct this assessment
intuitively, tracing back organisational problems to their rootcauses. The resulting causal
map is valuable in determining what must change to implement business strategy.

Unfortunately, many managers do not apply rigorous analysis to the questions of
how and why their company is not implementing strategy effectively. One reason
is that they do not possess an analytic framework for asking the right questions.
Figure 7.3 is a systemic framework for making an organisational diagnosis. In the
following sections, we discusseach element in the framework, using a series of questions
managers must answer to make an assessment of organisational capability. Given the
requirement for partnership outlined above, the answers to these questions ideally
should be developed by the top team with the involvement of the larger company.

The model, summarised in Figure 7.3, is based on a few simple premises:

15) Corporate {1) Stakeholder
Cantext L gl
Customers
Employees
Shareholders
B 3
(3) Organisational
Capabilities
Co-ordination
Commitment
Competence
{4) Organisational
Levers {2) Strategic Tasks
Work and organisationat design Cost
Personnel flows Quality
Information, rewards, Service
And measurement Innovation
Leadership Product extension

Figure 7.3: Assessing the Readiness to Implement Strategy
1. Companies can continue to exist only if they anticipate and meet the needs of their
stakeholders - customers, employees and sharehoiders.

2. Business strategies must be articulated in actionable terms. What are the key tasks
the company must accomplish to satisfy stakeholder needs?

3. The ability of the business to accomplish its strategic tasks is dependent on three
organisational capabilities:
{a) Coordination among parts of the company that must work together to
accomplish the strategic task.
(b)  Commitment of individuals and groups to accomplishing the strategic task.

(c) Technical and managerial competence to solve problems and coordinate
solutions.
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4.  The organisational capabilities are related to how the company is designed and
managed - its structure and systems; who has a say over key decisions; the
types of individuals who are hired and promoted; its information, rewards, and
measurement systems; the character and behaviour of its leaders.

5. How the company is designed and managed, as well as its capabilities are in part
determined by the nature of the larger corporation of which the business unit may
be a part?

7.8 Innovation, Entrepreneurship and
Intrapreneurship

in many (especially global) industries, innovation is related to a company’s strategic
competitiveness and ability to earn above-average returns. This is happening because
characteristics of the global economy make it increasingly easy to commoditise
products.

innovation

Innovation has an impact on company outcomes. Innovation is a key source of
competitive success for companies competing in the global economy. Innovation is
intended to enhance a company’s strategic competitiveness and financial performance.
Research shows that companies competing in global industries that invest more in
innovation also achieve the highest retumns.

Companies generally engage in one of three types of innovative activity:

e  Invenmtion, the act of creating or developing a new product (good or service) or
process idea.

e  [Innovation, or the process of creating a commercialisable product from invention.
However, the company can create value from innovation only when a company’
develops and selis a product that satisfies customers’ current or unmet needs.

e  Imitation, or the adoption of innovation by a population of similar companies,
which typically results in standardisatioo of the product or process idea.

Entrepreneurship

Schumpeter called entrepreneurship “creative destruction”-a process through which
existing products or methods of production are destroyed and replaced with new ones.
Thus, the focus of entrepreneurship is on the discovery and exploitation of opportunities
that may prove profitable.

At one time, entrepreneurship was defined as any form of new venture creation, which is
certain to lead to self-employment, a new business, or the growth of an existing business.
Thus, entrepreneurship creates change and helps companies adapt to changes.

Many organisations, as they became successful, also became much bigger, more complex
and excessively bureaucratic. In a research by Accenture, bureaucratic problems were
identified by three-quarters of Indian executives as one of the main impediments to
entrepreneurship. One way in which corporations across the world are tackling this
problem is following the dictum ‘be big, work small’. Large corporations are creating
the feel of a small organisations without sacrificing the benefits of size by breaking the
organisation down into smaller units, overseen by a compact corporate centre.

Iintrapreneurship

Intrapreneurship, a specific form of entrepreneurship, can be defined as a situation
where individuals work within an existing company to create a new company or
promote innovation within that company. In other words, intrapreneurship is the sum
of a company’s innovation, renewal, and venturing efforts.
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While companies can buy innovation and innovative capabilities outright through
acquisition, it may reduce the company’s ability to produce and manage innovation
internally as acquisitions are substituted for internal innovation processes.

However, research shows an over-reliance on acquiring innovation often results in
reductions in R&D expenditures as a percentage of sales and the number of patents as
a percentage of sales.

In the long-term, this may mean that companies will lose strategic control over their
businesses-both new and acquired-as they emphasise financial controls following large
acquisitions and substitute acquisitions for the internal innovation process.

As an alternative to the outright acquisition of innovation through acquiring other
companies, companies may choose to invest in companies or businesses (that either
mayor may not be in the company’s own portfolio of businesses) with high growth
potential.

7.9 Creating a Learning Organization

The ‘leamning organisation’ as a concept was postulated several years ago by Peter
Senge, and several management thinkers have worked on it. In the words of Peter
Senge “... a learming organisation is ane that is continually expanding its capacity to
create its future.; For such an organisation, it is not enough merely to survive. ‘Survival
learning’, or what is more often termed as ‘adaptive learning’, is important - indeed
it is necessary. But for a learning organisation, ‘adaptive learning’ must be joined by
‘generative learming’; learning thatenhances our capacity to create.”

From old-world stalwarts Birlas, Tatas and Mahindras to new-economy companies like
Infosys and Wipro, everyone’s trying to build a learning organisation. It’s not a new
fad; it’s been around for a while. But as employees demand ’learningful’ careers in
organisations, Indian companies are trying everything from good old training to newer
tools like coaching and mentoring. They’re also looking at everything from plugging

gaps in skill sets to teaching executives about, say, practical creativity.

The shift in employee thinking is from ‘learning because I'm taught’ to ‘learning because
[’'m given a challenge’. Factors like compensation are amply taken care of in the bigger
companies, so the distinguishing factor now is how much learning the organisation
provides. And a right mix is necessary.

7.10 lmplementing Strategies Il: Org anizational
Issues

Organization Structure and Stra tegy Implementation

A competitive advantage is created when there is a proper match between strategy
and structure. Ineffective strategy/structure matches may result in company
rigidity and failure, given the complexity and need for rapid changes in today'’s
competitive landscape. Thus, effective strategic leaders seek to develop an
organisational structure and accompanying controls that are superior to those of their
competitors.

Selecting the organisational structure and controls that resultin effective
implementation of chosen strategies is a fundamental challenge for managers,
especially top-level managers. This is because companies must be flexible,
innovative, and creative in the global economy if they are to exploit their core
competencies in the pursuit of marketplace opportunities. Companies must also
maintain a certain degree of stability in their structures so that day-to-day tasks can be
completed efficiently.

As indicated by Figure 7.4, company structure evolves from simple to functional to
multidivisional. This evolution is caused by sales growth and/or coordination and
control problems that prevent thecompany from efficiently implementingits formulated
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autherity and must werk well together to resolve disagreements over resources
and priorities.

However, the matrix structure is not very popular because of difficulties in
implementation and trouble in managing.

7.11 Network Structure

A newer and somewhat more radical organisationa] design, the netwark structure is an
example of what ceuld be termed a “nenstructure” by its virtual elimination of inhouse
business functions. Many activities are outsourced. A corporation organised in this
manner is often called a virtual organisation because it is composed of a series of project
groups or collaberations linked by constantly changing non-hierarchical, cobweb-like
networks. The network structure becomes most usefui when the envirenment of a firm
is unstable and is expected to remain so. Under such canditions, there is usually a strong
need for innevation and quick respense. Instead of having salaried employees, it may
contract with people for a specific project or Jength of time. long-term contracts with

suppliers and distributors replace services that the company could provide for itself

through vertical integration. Electronic markets and sophisticated information systems
reduce the transaction costs of the marketplace, thus justifying a “buy” aver a “make”
decision. Rather than being located in asingle building orarea, an organization’s business
functions are scattered worldwide. The organisation is, in effect, only a shell, with a
small headquarters acting as a “broker,” electronically connected to some completely
owned divisions, partially owned subsidiaries, and other independent companies. In
its ultimate form, the network organisation is a series of independent firms or business
units linked together by computers in an information system that designs, produces,
and markets a product or service.

Student Activity

Develop an organisational structure for a business house.

7.12 Summary

In today’s competitive landscape, the ability to compete successfully in a global
marketplace will be critical to a company’s success. This means that strategic leaders
must be provided with opportunities to work in nations other than the home country.
Therefore, managing inpatriation (the process of transferring host-country or third
country national managers into the home or domestic market of multinational
companies) is an important means of building global core competencies.

Strategic leaders must build the skills necessary to help develop human capital
(a challenge, since most strategic leaders need to enhance their human resource
management abilities). Companies that value human resources and have effective
reward plans for employees, obtain higher returns in initial public offerings.

7.13 Keywords

Autonomy: Enabling empioyees te be self-directed in the pursuit of entrepreneurial
opportunities.

Innovation: Enceuraging the pursuit of new ideas, experimentation, and creative
processes that will find new ways to add value.

Competitive Aiggressweness Taking actions that enable the company to consistently
and significantly outperform the competition.

Intrapreneurship: Intrapreneurship is the sum of a company’s innovation, renewal, and
venturing efforts.



7.14 Review Questions Implementing
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Strategic Munagement
Why has strategy evaluation become so important in business today?

What types of quantitative and qualitative criteria do you think Mr N R Narayan Noted
Murthy, Chairman, Infosys Technologies, uses to evaluate the company’s
strategy?

As owner of a local, independent company, explain how you would evaluate the
company’s strategy.

Under what conditions are corrective actions notrequired in the strategy evaluation
process?

Identify types of organisations that may need to evaluate strategy more frequently
than others. Justify your choices.

“Strategy evaluation allows an organization to take a proactive stance toward
shaping its own future.” Discuss the meaning of this statement.

Identify guidelines that you think are most important for using strategic
management effectively in organisations. Justify your answer.

Explain the role of strategic leaders in the implementation of strategy.
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8.0 Learning Objectives

At the conclusion of this unit, you should be able to:

] ldentify the business-level strategy

State the key decisions required for implementing functional strategies
Explain the role of budget

Define strategic evaluation and control

Describe strategic audit

8.1 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.

8.2 Types of Business-level Strategy

Cost Leadership Strategy

Before a company can achieve a competitive advantage by foilowing 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
companues are large relative to their competitors because it requires access to resources
that may not be available to competitors. A primary objective is to achueve economies of
scale, therefore, efficient production capacities are increased incrementally and market
share goals are important if market demand increases with price concessions.



Differentiation Strategy

Companies offering products that are considered unique by customers usually are
following a differentiation strategy. A differentiation strategy requires that people learn
to coordinate and integrate activities to get into a consensus-style decision making.
It places its emphasis on marketing and manufacturing functions, which need guick
response, based on ambiguous and incompiete data. This calls for a relatively flat
organisation and {lexible and less structured jobs.

Integrated Cost Leadership/Differentiation Strategy

Some companies may attempt to simultaneousty implement both the cost leadership
and differentiation strategies by providing value through low cost relative to a
differentiated company’s products and/or differentiated features relative to features
offered by cost leadership companies’ products. '

8.3 Implementing Functional Strategies

Each functional unit of the organisation has a strategy for achieving its own mission
and for helping the organisation reach its overall vision. 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).

Marketing Strategies
The major categories of decisions linked to marketing strategy are as follows:

e  Marketing intelligence, corresponding to the effort conducted by the firm to
decipher competitors’ standing and to anticipate their future moves. Important
issues are product introductions, marketing approaches, changes in segmentation
practices, price policies, product liabilities, new distribution ¢hannels, and
improved services approaches.

e  Defining and analysing markets, for generating inputs to guide the product
positioning of the firm, through an appropriate market segmentation and a finer
definition of product-market segments, so as to capture the different preferences
and needs of customers. In each of those segments, an analysis of the behaviour
of consumers and organisational buyers is conducted, as well as of the overall
strategic competitive situation.

e  Product strategy, including decisions on: product offering, breadth of product
lines, mix, building, target markets, establishing strategic objectives for products
(market share, profit contribution), and selecting a branding strateg;y.

e  New product development and introduction, mainly: ideas generation, screening
and evaluation of ideas, business analysis, development of a prototype and testing,
formulation of a marketing approach, market testing in pilot regions, adjustment
of administrative and support systems, and new products introduction.

e  Distribution strategy, involving selection of a distribution channel (‘whether direct
or via retailers, wholesalers, or agents), design and management of the physical
distribution system (including customer service, demand forecasting, inventory
control, materials handling, order processing, parts and service support,
warehousing and storage, procurement, packaging, returned goods handling, and
traffic and transportation), and push vs. pull mode of operation of the distribution
and sales systems.

e  Price strategy, considering the product competitive positioning, its product mix,
brand strategy, product quality and features, and distribution, aclvertising and
sales force strategies.

Implementing
Business-level Sirategy
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Technology Strategies
The major categories of decisions linked to technology strategy are given below:

e  Technology intelligence, basically oriented at: gathering information concerning
the current and future state of technology development, identifying the strategic
technologies used by the company evaluating the technological strength in
comparison to key competitive firms, and detecting the locus of innovation by
key product area (users, manufacturers, suppliers, others).

e Selection of technologies, in which the firm will concentrate its efforts, to innovate
in processes and products, in each stage of the business life cycle.

e  Timing of new technology introduction, mainly decisions as to whether to lead
or to lag competitors in process and product innovations, identifying the benefits
and risks associated with a leadership and followership strategy, and assuring the
congruency of the selected technology strategy with the business strategies of the
firm.

®  Modes of technology acquisition, by relying on its own internal efforts or resorting
to external sources. Options availabie are: intermal development, acquisition,
licensing, internal ventures, joint ventures or alliances, venture capital, and
education acquisitions.

e Technology horizontal strategy, identifying and exploiting technological
interrelationships that exist across distinct but related businesses, to
enhance the competitive advantage of the firm through: common product
technologies, common process technologies, common technologies in other value
added activities, one product incorporated into another, and interface among
products.

e  Project selection, evaluation, resource allocation, and control, including: criteria
for resource allocation, project-oriented resources versus loosely controlled funds
to support and plan projects, the degree of fluctuation in technology funding, and
the magnitude in the profit gap to be filled by new products.

Research and Development (R&D) Strategies

An organisation’s research and development (R&D) strategies should reflect its
philosophy about innovation. A summary of possible R&D strategies is given below:

e  Decisions about R&D emphasis strategies involve basic scientific research, product
development, or process development.

e  R&D timing strategies involve decisions about being a first mover or a follower.

e  Product and process development strategies involve decisions about “who” and
“how.”

Current R&D strategies being used by organisations include employee suggestion
systems and organisational cultures that encourage innovation and risk-taking.

8.4 Role of the 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.
A budget takes the form of a proforma set of financial statements and supporting
schedules. Proforma means that figures are expected amounts as opposed to actual
historical amounts. The budget is typically compiled on a monthly basis. Budgets are
explained by detailed descriptions of what managers expect to do in the short run.

1. Helps Enforce Planning: The most important advantage of budgeting is, of course,
that it forces managers to plan ahead. As a result of the corporate restructuring in
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4. Top management assesses and revises targets and resource availabilities, and
assigns preliminary estimates ta each operating unit.

5. Operating unit managers plan their activities in detail, determine their resource
needs, and prepare their final budgets, which are sent to top management.

6. Top management combines these unit budgets, tunes them where necessary,
approves them, and sends them back to the operating unit managers for
implementation.

8.5 Strategic Evaluation and Control

Evaluating Strategies

Evaluation is simply putting a value on something. [n order to put a value on a strategy,
you need to understand and describe what will happen if you decide to pursue it. One
way to evaluate strategies is to rate them, giving either an A, B or C rating, depending
on how well they meet certain conditions or criteria.

For each strategy, you need to assess the:

1. Competitiveness of a strategy, you need to identify how exclusively you are able
todeliver this strategy when compared with your potential competitors. Will your
organization stand out against the competition?

2.  Compatibility of a strategy, you will need to weigh up the team’s skills, knowledge
and motivation, to ensure that the strategy ‘fits” with the organizations’s resources
and morale. Technical and professional skills and knowledge may be needed, in
addition to skills and knowledge of how to work together as a team.

3. Controllability that an organization has over a strategy, you will need to assess the
balance between the amount of control the organization normally requires, and
the extent to which the contribution of the strategy to the mission could really be
controlted.

4.  Feasibility of a strategy indicates the ease with which the strategy could be
implemented. You will need to think about the time, effort and money involved.

5. Impact of a strategy is the extent to which it would impact on, or contribute to, the
organization’s mission and objectives.

6.  Risks of a strategy; you will need to think about the kind of things that could go
wrong, the chances that they might go wrong and the extent of the consequences
if they did go wrong.

If all of these criteria are met, you have a strategy that is right for you. This is as much as
can be asked. There is no such thing as a good strategy in any absolute, objective sense.

8.6 Strategic Audit

The strategic audit provides a checklist of questions, by area or issue that enables a
systematic analysis of various corporate functions and activities to be made. It is a type
of management auditand is extremely useful as a diagnostictaol to pinpoint corporative
problem areas and to highlight organizational strengths and weaknesses. The strategic
audit can help determine why a certain area is creating problems for a corporation and
help generate solutions to the problem.









(@) 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 on it. Remember your journey has just begun.

Student Activity
Fill in the blanks:

LA, requires that people learn to coordinate and integrate
activities 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.

2

cerreerreennnne INVOIVEs monitoring the implementation of plans through
performance reviews.

8.7 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 interrelatdonship 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.

8.8 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 pian 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 misunderstoed.

Tmplementing
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8.9 Review Questions

NS w e w N

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?

Write a note on strategic audit.

8.10 References and Further Readings
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9.0 Learning Objectives

At the conclusion of this unit, you should be able to:

® Formulate operational strategies

®  Define product-service mix

®  State capacity planning

® Define technology and facilities planrung
®  Describe TQM tools and techniques

9.1 Introduction

The operations function plays a very important role in implementing strategy. 1t
establishes the leve] of quality as a product is manufactured or as a service is offered.
For example, the decision whether to stress high quality regardless of cost, lowest
possible cost regardless of guality or some combination of the two has numerous
important implications. A highest possible quality strategy dictates state of the art
technology and strict adherence to design and material requirements. A combination
strategy may require lower grade technology and less concern about product design
and materials specifications. If the tirm decides to upgrade the quality of its products
but lacks production capabilities and does not have the resources to replace its
technology, it becomnes difficult to reach the new standards. Therefore, just as strategy
affects operations management, so too does operations management affect strategy.
Operations decisions must always be consistent with corporate strategy so that the full
potential of operations, resources can be harnessed in pursuit of the company’s goals.

9.2 Formulating Operations Strategy

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:

Operational Strategy
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Quality
Product-Service Capacity
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Key Design
Issues
Technology
Facilties

Produclivity

Figure 9.1: Designing Operating Systems

9.3 Product-service Mix (What to Produce?)

Initially every firm should decide about the product-service mix (how many and what
kinds to offer), keeping the following objectives in mind.

Productivity: It is the degree to which a product or service can actually be
manufactured for the customer within the firm’s operational capacity.

Cost efficiency: It is the sum total of all materials, labour and overhead expenses
associated with a product or service. Striving for simplicity and few parts keeps
product and service designs within reasonable limits. A company that stresses
cost efficiency will keep its operating costs low relative to those other, similar
campanies.

Quality: It is the excellence of the product or service - the serviceability and value
that customers gain by purchasing the products. A company that stresses quality
will consistently try to provide a level of quality that is significantly superior to
that of its competitors, even if it has to pay something extra to do so.

Reliability: It is the degree to which the customer can count on the preduct or
service to fulfill its intended function. The product should work as designed for a
reasonable length of time.

Flexibility: It is the degree to which a company can respond to changes in product
design, product mix or product volume.

9.4 Capacity Planning {How many to Produce?)

Capacity planning is a process of forecasting demand and then deciding what resources
will be required to meet that demand. Demand forecasting is the process of estimating
the future demand that can be expected for the organisation’s various offerings under
an array of different market conditions. According to Mcclain and Thomas, capacity
planning involves the following sequential steps.

Predict future demands and competitive reactions: The cempany must estimate
custotner reaction to the products offered by it and also take care of potential
countermoves by competitors.

Translate above estimates into capacity needs: Based on forecasts, management
must decide the amount of each offermg that can be manufactured keeping input
limitations such as plant, equipment, human rescurces, etc., in mind.



Create alternate capacity plans: Depending on what the market might absorb and
what the organisation can produce, management should come out with alternate
capacity plans for various products/services that are offered to customers.

Evaluate each alternative: As the firm adds to the variety of its offerings (or
volume), costs tend to go up. Such additional costs should be carefully evaluated
in terms of expected payoffs, identifying the opportunities and threats associated
with each choice.

Select and execute a particular capacity plan: The capacity plan that best serves
corporate objectives and strategies should be picked up and implemented.

9.5 Technology and Facilitie s Planning (How to
Produce?)

Process selection and facilities planning (which determines how the product or
service will be produced) involves several important decisions (Stoner).

Major technological choice: The operations manager, at this stage, should pay
attention to questions such as, ~ does technology exist to produce the products?
Are there competing technologies among which to choose? Should the company
import technology through collaborations and joint ventures or develop it
indigenously? etc.

Process planning: Here the operations manager is concerned with evaluating
transformation processes for costs and for consistency with desired product and
capacity plans. Basically there are two options available: repetitive processing and
batch processing. Repetitive processing moves the flow of materials through a
continuous transformational process. Batch processing calls for work to be done
on materials in batches or separate orders. Once the basic transformational process
is identitied, the decision then shifts to the physical arrangements to be made
within the process.

Facilities Location Planning: This deals with the selection of the preferred location
for a production or service facility. Every firm has its own criteria for choosing
a particular site for locating a new facility. In addition to cost considerations
associated with purchasing and building a new site, many other factors must
be evaluated including the supply of skilled labour, access to raw materials and
supplies, access to transportation and communications systems, goverrunental
incentives, etc.

Facility Layout Planning: It establishes the manner in which workspace is to be
arranged for each operation. For virtually any type of operation, management
must determine the most effective way to layout the physical facilities. Among
the traditional approaches are product layouts, process layouts and fixed-position
layouts.

A Product Layout is one in which the components are arranged according to the
progressive steps by which the product is made. Conceptually, the flow is an
unbroken line from raw material input to finished goods. This type of layout is
exemplified in automobile assembly, food processing and furniture manufacture.

A Process Layout (or functional layout} is one in which the components are
grouped according to the general function they perform, without regard to
any particular product. Custom job shops, department stores and hospitals are
generally arranged in this manner.

A Fixed-position Layout is one in which the product by virtue of its bulk and
weight, remains at one location. The equipments required for product manufacture
are moved to the product rather than vice versa. Sound stages on a movie set,
aircaraft assembly shops and shipyards typify this mode of layout.

Operational Strategy
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Purchasing Management: Purchasing management is concerned with buying the
materials and resources needed to create products and services. The purchasing
manager, often has to perform a tight-rope walk while taking purchasing decisions.
Buying too much locks up capital and increases storage costs. Buying too little
might lead to shortages and high ordering costs. While buying materials and
supplies, the purchasing manager must also make sure that the quality of what is
purchased meets the firm’s requirements, that the supplier is reliable and that the
best financial terms are negotiated.

Inventory Management: [t deals with the proper management of the organisation’s
inventery comprising of raw materials, work-in-process, financial goods and
in-transit goods.

9.6 TQM Tools and Techniques

Managers can use several tools and techniques for improving quality. Some of the
important techniques are discussed below:

Benchmarking: It is the process of learning how other firms (the toughest
competitors or those recognised as industry leaders) do exceptionally high-quality
things. The key to successful benchmarking lies in analysis. Starting with its own
mission statement, a company should look into its current procedures and mark
areas for improvement. Then the company shouid carefully pick up competitors
worthy of copying.

Outsourcing: It is the process of self-contracting services and operations to other
firms that can do them cheaper orbetter (or both). By farming out actjvities in which
they do not have expertise, such as human resource or inventory management,
firms can cut down costs on employee benefits and free existing personnel for
other duties.

Quality circles: A quality circleis asmall group of employees who meet periodically
to solve quality problems related to their jobs. The reason for using quality circles
is to push decision making to an organisation level at which the people who do
the job and know it can make recommendations better than anyone else.

Statistical quality control: Managers, traditionally, use inspectien to control
product quality. Inspection is simply examining and grading finished products,
components or products at any stage of production. The purpose of inspection
is to discard products or components that do not meet reestablished quality
standards, Managers must generally determine not only what products or product
compenents to inspect but also how many units or components to inspect. One
way of addressing this question is called statistical quality control (SQC). SQC is
a process used to determine how many units of a product should be inspected to
calculate a probability that the total number of units meets organisational quality
standards. Although managers limit inspection costs by not examining ali units,
they must take care to see that the number of units inspected gives an accurate
measurement of the quality of the products being manufactured.

Student Activity

1.  "Successful strategy implementation depends upon cooperation among
all functional and divisional managers in an organisation” (F R David).
Discuss.

2.  Operations managers are involved in implementing and supporting
strategy but not in formulating it. Why?

3. ‘TQM is anchored to organisationai culture because successful TQM
is deeply embedded in virtually every aspect of organisational life".
Expflain.




9.7 Summary Operatiwonal Strategy

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: Notes

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

9.8 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 recognition of theimportantroleof operations inorganisational
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 facter in everything
it does.

9.9 Review Questions

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

~

Explain the following terms briefly:
(a) TOM

(b) Productivity Management

(c) 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 goed one? Explain your
reasoning.

8.  How does operations management help organjsations meet customer ‘s competitive
priorities?

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

10.  What is the role of operations management in modem organisational strategy?
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10.0 Leaming Objectives

At the conclusion of this unit, you should be able to:
. Describe the procurement of funds

. Analyse the utilisation of Funds

. Define financial ratio analysis

* Explain the financial strategy and competitive advantage

10.1 Introduction

Financial policies and strategies of an organisation are concerned with the raising and
utilisation of funds. The basic purpose is to ensure adequate and regular supply of
capital to the organisation, keeping the present and future requirements of business in
mind. Capital, of course, should not only be adequate but should also be judiciously
employed. As Hoagland has rightly stated, “Wasteful use of capital is as bad as
inadequate capital”. Hence, while estimating fixed and working capital requirements,
the types of securities to be issued, the sources to be exploited, financial managers
should bear in view the proper use of funds.

10.2 Procurement of Funds

Finance is required in order to maintain an adequate cash flow to keep the business
operating and also for development. For the latter, the right amount is required at the
right time and at the right cost. So the first question here is about deciding the capital
structure of a conpany, which refers to the kind and proportion of different securities
for raising long-term finance. It involves decisions regarding the form of capitalisatien
(the sum total ef all long-term securities issued by a company - equity as well as debt
- and the surplus not meant for distribution). It deals with some ticklish questions such
as what is the total capital required? What should be the mix of equity, i.e., owner’s
capital and debt in the total capital? Generally speaking, there should be a healthy mix
of equity and debt in a company’s capital structure in order to maximise returns to its
owners. At the same time, it should neither be over-capitalised nor under-capitalised.
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Figure 10.1: Funds Management

10.3 Utilisation of Funds

The ameunts raised threugh various sources, at the right cost, at the right time, should be
put to good use. A proper balance should be maintained while investing in fixed assets
and current assets. Fixed assets involve investment of funds (in land and buildings,
plant and machinery, furniture and fittings, effice equipment etc.) over a fairly long
period of time.

Working capital may be expressed in two ways. Gross werking capital refers to werking
capital as the tota} of current assets whereas the net working capital refers to werking
capital as excess of current assets over current liabilities. The networking capital

position of a company is an important issue in that it will decide the firm’s prefitability
and liquidity. Liquidity here means the ability to settle bills on time which is possible
only when you have sutficient cash. The current assets should be deployed preperly to
improve overall profitability which is possible only when you do not keep your current

assets like cash idle. While striking a fine balance between these apparently conflicting
objectives, the finance manager has te take a number of factors inte acceunt such as
the business (steel firms need more working capital, seasonal businesses and firms
requiring large doses of imported raw materials also need more working capital), the
length of production cycle, proper physical layout, terms and conditions set by suppliers
of material and buyers of products etc. Every company sheuld, in the final analysis, try
to reduce the operating cycle to the minimum in order to manage funds efficiently and
effectively. The operating cycle refers to the time taken for the conversion of cash into
raw material, raw material into work-in-process, work-in-process in to finished goods,
finished goods into receivables and receivables into cash.

Table 10.1: Camparisan between Own and Lease Options
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Own Assets

Point of Distinction

Leased Assets

Heavy omounis needed

Initial oulay

Not required

funds locked up: limited flexibilily

Opportunily cest

Funds cen be put to other uses

Not significant

Recurring expenditure

Very high due ta onnual rentals

Owners must absorb the repair costs

Repairs

Generolly, not the rasponsibilty of the
ieose-holder

Owaners must face the music if rote
af chonge in technology is very high

Obsolescence risk

Risk is minimum os ossels ore leased for
shor periods

Interest on loons, depreciafion
repairs, mointenance etc available

Tox Benehts

Annual lease rem allowed.




10.4 Financial Ratio Analysis

Another useful way of analysing a firm from a financial standpoint is to carry out a
financial ratio analysis. Ratio analysis involves a study of ratios between various items
or groups of items in financial statements. Ratios can be broadly classified into the
following categories:

Liguidity Ratios: Liquidity ratios indicate the ability of a firm to meet its eminent
and short-term obligations. Generally speaking, the current ratio should be about
2:1 although what is acceptable depends on the industry and the situation.

Leverage Ratios: These are capital structure ratios reflecting the long-term selvency
of the firm and are calculated for the benefit of long-term creditors. They indicate
the ability of the firm to repay the principal amount when it becomes due and to
make regular payments of interest. Indian financial institutions generally permit
a debt equity ratio of 2:1. A very high debt-equity ratio is not healthy because it
entails correspondingly heavy interest payment and loan repayment obligations.

Activity Ratio: Activity ratio finds out how well the organisation handles its
assets. For strategic management purposes, two of the most important activity
ratios measure inventory turmover and total asset utilisation.

Profitability Ratios: There are two important profitability ratios, namely profit
margin (gross or net) on sales and return on investment. The gross profit margin is
calculated by dividing net profit by sales. A high gross profit margin and net profit
margin is a measure of increased profitability. Return on investment is calculated
by dividing earnings after taxes by total assets (also called retwn on assets ratio).
This ratio gives an indication of how productivity the organisation has acquired,
used and managed assets.

The following is the summary of the most important financial ratios.

Box 10.1: Importart Financial Ratios

Liquidity Rotios:

Curnrenl Assels

I R Current Liabilities
Current Assets - Inventory
2. Quick Rolic =

Current Liabilities
Leverage Rotios:

Totol Debt

1. Total Debt Ratip = ————
igang Capital Employed

Net Worth

2. Debt-equity Rofio = T

Capital Employed or Net Assets
3. Capilal-equity Ratio = Net Worth

EBIT + Depreciotion

4, Interest Coveroge =
Interest

Activity Ratios:
Cost of Goods Sold or Sales
Inventory

1. Inventory Tumover =

360

2. Nb. of Doys, Inventory = ——————
Inveniory Turnover

Contd...
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Credit Sales or Sales
Debtors

360

Dehtors Turnover

3. Debtors Turnover =

4, Collection Period =

Sales

5. Asset = -
i h ntemin Net Assets ar Capital Emplayed

Sales
Net Working Copital

6. Working Capital Turnover =

Profitability Ratios:

Gross Profil
1. Gross marain = it o
Soles
Profit Atter Tax
2. Net Margin = ——— —
Sales
PAT

. PATH 0= ——
3 AT to EBIT Ratio Py

eair
Net Assets or Capital Employed

4. (i) Return on Investment =

5 R Eaui PAT
. turi =N TeT
eturn on Equity Mot W
Where

PAT = Profit Akter Tax
EBIT = Eamings Before Interest and Tox

10.5 Financial Strategy and Competitive Advantage

Financial strategy aims at providing the firm with the appropriate financial structure
and help to meet its overall objectives. It tries to explore various strategic altematives
such as acquisition or investment in new products or new plants and pinpoint the
most lucrativer ones. Finally, it provides a distinct competitive advantage through
cheaper funding and a flexible ability to raise capital (Clarke). As indicated previeusly,
investments should yield more than the cost ef capital used to fund them. The profits
earmned should be greater than the money required to finance a loan or increased equity
funding. Choices between equity dilution or loan funding should be made carefully.
Loan funding requires regular and fixed interest payments whereas equity offers more
flexibility. At the same time, equity is quite expensive in that it is not easy to service a
large equity. When earnings.are not consistent, loan funding becomes a risky proposition,
Te strike a balance between the two, companies look for leasing oppertunities actively.
Under this arrangement, assets.are obtained on lease for an agreed annual charge for a
specified period and the funds. that would have remained locked up are released for
more . profitable investments  elsewhere. The cempany, additionaily, ebtains ' tax
CONcessions.

Strategic Investment Decisions

While allocating funds to major prejects (buy equipment, acquire another company,
launch new product, etc.), a finance manager should carefully look into other strategic
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10.6 Summary

Every finance manager must resolve there important issues — cash, inventory and
receivables — in order to have an effective level of working capital. Striking a fine
balance between what is required to meet payment schedules and how much is needed
to exploit opportunities or to meet contingencies is a ticklish problem everywhere.
Cash budgets are devised to solve this problem and are prepared taking into effect
various factors that have a bearing on cash flows. Any funds in excess of budgetary
needs are deployed in the market, especially in short-term securities such as treasury
bills, certificates of deposit, commercial paper, inter-corporate deposits, etc. In order to
achieve optimal use of operating funds. the finance manager should also keep an eye
on inventory movement.

10.7 Keywords

Capital: Total paid up value of shares issued by a company.

Capitalisation: If refers to the shares issued, debentures outstanding and the surplus
accumulated.

Capital Structure: It refers to the composition of long-term financing. Capitalisation is a
quantitative concept that shows the total amount of long-term finance whereas capital
structure shows the kind of securities issued to raise the total amount (qualitative
aspect).

Over-capitalisation: A company may be under-capitalised when the rate of profit it
is making on the total capital is exceptionally high in relation to the return enjoyed by
similarly situated companies in the same industry or when it has too little capital with
which to conduct its business.

10.8 Review Questions

1. Discuss the important issues while procuring funds for a company from various
sources.

2.  What factors should be kept in view by management while determining the
dividend policy of a company?

3.  Write short notes on:
(a) Liquidity Ratios
(b) Leverage Ratios
(c) Activity Ratios
(d) Profitability Ratios

4.  What are the important factors that must be kept in mind while utilising funds in
a firm?

5.  Briefly outline the factors which need to be taken into consideration for capital
structure planning.

6.  Explain how financial strategies could bring in distinct competitive advantages to
a firm.

10.9 References and Further Readings
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Strategic management and busi ness policy. Globalization, i nnovation, and
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11.0 Learning Objectives

At the conclusion of this unit, you should be able to:
Define market segmentation and product positioning
Identify the product strategies

Explain the product life cycle concept

Define pricing strategies

Describe the distribution and promofion strategies

11.1 Introduction

Marketing is the business function that identifies customers needs and wants,
determines the target markets which the organisation can serve best, and designs
appropriate products, services and programmes to serve these markets. Marketing
requires everyone in the organisation to ‘think customer’ and to do all they can to help
create and deliver superior customer value and satisfaction. Target consumers are at
the centre of all marketing efforts. The organisation identifies the total market, divides
it into smaller segments, picks up the most promising ones and focuses on serving
and satisfying these segments. A suitable marketing wix is designed to differentiate its
marketing offer and position this offer in select target segments.

11.2 Market Segmentation

Marketers have to divide the market into distinct groups of buyers en the basis of
needs, characteristics or behavieur, who might require separate product offerings. This
is popularly known as market segmentation. The logic of market segmentation is quite
simple. It is based on the idea that a single product item does not usually appeal to
all consumers. Market segmentation helps a firm to distinguish one customer group
from another within a given market and focus attention on the segment which could be
exploited profitably. In the passenger car market, for example, customers who choose the
biggest, most comfortable car regardless of price make up on market segment (luxury
car segment). Another segment would be customers who are concerned about price 161







structural attractiveness and firm’s objectives and resources. (a) Segment size and its
growth potential may not always be the criterion, especially in the case of smaller
firms not having requisite funds. Again, such fastest-growing segments may be highly
competitive. Hence, such firms may go after smaller segments and serve the same with
a unique marketing mix. However, if the firm has a competitive advantage that cannot
be easily copied, it will always try to exploit the larger market segments successfully.
(b) The firm also needs to examine the structural factors that affect long-term profit
potential of the segments. This, according to Porter, depends on: whether there are
strong and aggressive competitors; whether there are entry barriers to new players;
availability of substitute products, presence of powerful buyers who will try to force
prices down and the existence of powerful suppliers who can join hands to reduce
price/quality /demand collectively. (c) Again, the selection of target markets hasa lot to
do with the firm’s objectives and capabilities. Generally speaking, a firm should enter
segments only in which it can offer superior value and gain competitive advantage over
competitors.

11.3 Product Positioning

Once segments have been selected and targeted, the firm must position its products and
services, inthe minds of its customers. Positioning is the act of designing the firm’s offer

and image so that the target market understands and appreciates what the firm stands
for in relation to its competitors. Here the firm must carefully select the ways in which

the iBIdtiRg isheliselk Bpap competitors. A difference is worth establishing if it meets

®  Important: The difference delivers a highly valued benefit to a sufficient number
of buyers.

e  Distinctive: The difference either isn’t offered by others or is offered in a more
distinctive way by the company.

®  Superior: The difference is superior to other ways to obtain the same benefit.
e  Communicable: The difference is communicable and visible to buyers.

e  Preemptive: The ditference cannot be easily copied by competitors.

e Affordable: The buyer can afford to pay for the difference.

e  Profitable: The company will find it profitable to introduce the difference.

11.4 Product Strategies

A product is anything that can be offered to a market for attention, acquisition, use or
consumption that might satisfy a want or need. A firm has to look into several important
issues while deciding an appropriate product policy such as what products to make,
where to offer these products, to which segment in the market, what type of brand
policy, etc. Let’s examine these in greater detial.

e  Product line decisions: Most firms produce a product line rather than a single
product. A product line is a group of products that are related in function,
customer-purchase needs, or distribution channels. For example, Nike produces
several lines of athletic shoes, Videsh Sanchar Nigam Ltd. offers several lines of
long distance telephone services.

®  Product mix decisions: The product mix consists of all the different product lines
that a firm offers. Decisions here usually deal with four aspects: width, length,
depth and consistency. The width of a product mix is based on the number of
different product lines which a finn offers. Product mix length refers to the
total number of items the firm carries within its product lines (like ten laundry
detergents, eight shampoos, etc.).
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e  New product development decisions: Rapid changes in consumer tasks, technology
and competition compel firms to develop a steady stream of new products and
services. New products for our discussion here will include original products,
improved products, modified products and new brands that the firm develops
through its own R&D efforts.

11.5 Product Life Cycle Concept

The PLC is a concept that tries to describe a product’s sales, profits, customers,
competitors and marketing emphasis from its beginning until it is removed from the
market. The PLC concept is based on four premises:

° Products have a limited life;

e  TProduct sales has to go through distinct stages, each with different marketing
implications;

®  Profiis from a product vary at different stages in the life cycle;
e  Products require different strategies at different life cycle stages.

It will be seen from Figure 11.1 that the life cycle of a typical product exhibits an S-shaped
sales curve marked by four distinct stages, viz., introduction, growth, maturity and
decline. During product development, the company incurs increasing costs and losses
are also incurred. When the product is lavnched, its sales pass through an introduction
period, sales increase during the period of growth and maturity and eventually decline.
Profits are negative in the beginning, then increase and reach a peak in the growth and
maturity stages and then decline.

Sales and
Profits (Rs)

Time

Decline

- ” Growth

-. Moturity
Introductien

Losses/
invesiment (Rs)

figure 11.1: Product Life Cycle

1f the company does not do research work and develops a new product or new uses of
an existing product, then the sales curve will keep on declining till the preduct dies a
natural death. If the sales decline has to be halted, modifications have to be introduced
in the product just at the time sales begin to decline. Thus we can say that in many cases,
the urge for a new model comes not from the consumer but from the manufacturer,
who has to think of surviving n this competitive world. He does this after judging the
potential needs of the consumer through market research.

As pointed out previously, not all the products necessarily pass through the five stages
of the product life cycle nor will the stages be of equal duration. Some products will pass
through a rapid growth period soon after introductien; others skip the growth stage
and enter the maturity stage after introduction. Some products move from maturity to
a second stage of rapid growth if during the maturity stage a new or improved product
is introduced just at the time the sales begin to decline. :
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Decline Stage

If in the period of maturity, an aggressive sales promotion campaign is not planned,
or a new or improved product is not introduced just at the time sales begin to decline,
the sales will fall further and eventually the product will have to be dropped. If a new
or improved product is introduced, the sales-curve will start rising. Aggressive sales
campaigns at this stage may help in pushing sales up for a while.

During this stage, weaker firms drop out and only stronger firms remain. Promotional
budget is reduced. Prices are also reduced. Profitability falls because the product may
become obsolete due to technological advances, or the rivals may push forward with
striking improvements in their products or substitutes may emerge. There are also
hidden costs such as spoiling the image of the company and tying up scarce resources
and capital.

Marketing strategies differ for products as they move through different life cycle

 stages. In the introduction stage, the firm emphasises generating customer awareness

and stimulating trial of the product. During the growth stage, it focuses on building
consumer brand preference to secure a strong market position. The maturity stage calls
for a variety of strategies to maintain market share and extend the life cycle. During
the decline stage, the firm must consider options to maintain, harvest or drop the
preducts.

11.6 Pricing Strategies

The importance of price in marketing strategy varies according toa number of factors: the
stage of the product life cycle, intensity of industry competition, the company’s market
position, company resources, type of competition (oligopolistic or monopolistic), state
of economic cycle (boom or bust), degree of price elasticity, etc. Any busingss should
evaluate its pricing options when planning its marketing policies. Five categories of
pricing strategies may be considered by marketing planners in this regard.

Market Positioning Strategies

Animportantmarketing strategy is to determine where the business should be positioned
in its product markets. Price is one of the commonly employed means to segment a
market. High-price segment contains few competitors and wide profit maegins. Buyers
seeking top qualitty or prestige products are less price sensitive. Medium-price segment
is subject to intense competition and therefore, offers lower profit margins. Low-price
segment offers an opportunity for producers and companies with weak brand names
to get into the market. However, it suffers from intensive price competition and low
margins.

Cost-based Strategies

There are three well-known approaches to price setting: cost-plus, target-return, and
marginal cost.

e  Cost-plus pricing: This approach involves determining the product’s full cost and
then adding a percentage for the profit margin. This approach may work well if
the firm has a strong grip over the market.

e  Target-retumn pricing: This approach is based on the belief that the single best
measure of business performance is the profit earned on capital invested. This is
designed to set prices that will provide a predetermined profit return on capital
employed to produce and market each product.

e  Marginal cost pricing: Sometimes called contribution pricing, a marginal cost
strategy is one inwhich orders are taken at prices which cover all variable expenses
and some portion of fixed expenses. With excess production capacity, for instance,



a company may be better off taking orders at prices that make some contribution Marketing Strategy
to fixed cost rather than lose orders at prices that cover full costs. -

Trade Positioning Strategies Notes

These strategies offer higher or lower trade discounts in order to position the firm in the
market in an advantageous way. Higher trade discounts are offered generally:

(i) tohelp the company with a weak market position sign up wholesalers and retailers
to represent the product line;

(ii) toencourage wholesalers to provide extra promotion effort.

Lower trade discounts are offered when the company’s position in the market is strong
and wholesalers and retailers want to carry the product voluntarily.

Price Administration Strategies

There are three options to administer price strategies: price maintenance, flexible pricing
and negotiated pricing. Price maintenance refers to the efforts of a firm to hold to its
established price.

New Product Strategies

The important question in the pricing of new products is whether to price above, below,
or at market rate. The answer will depend on the effectiveness of your new product’s
differentiation, its cost relative to competitors, and the marketing resources to be put
behind the market introduction. Test marketing at different prices can be helpful in
spotting the optimum price. There are two well-known price strategies adopted for
new products. Under the skimming pricing strategy, the new product is introduced
at a high price, with market promotion aimed at early adopters and those with low
sensitivity to price. The idea is to ‘skim the cream’ before lowering the price at later
intervals to capture the increasingly price-sensitive segments. Penetration pricing calls
for introducing the new product at a low price to develop the market quickly. This
strategy is more suitable when: the product is price sensitive in the early stages, there
are opportunities to reduce costs through economies of scale, there is likely to be early
strong competition and there is no elite segment willing to pay a higher price to obtain
the newest and best.

11.7 Distribution and Promotion Strategies

Distribution strategies and policies are concerned with specific objectives in terms of
market coverage, services to customers, product promotion, support and optimisation
of cost/performance ratios.

1. Market coverage strategies: Market coverage for consumer goods can be classified
as intensive, selective or exclusive, according to the relative numbers of retail
outlets used for each geographic market. Intensive coverage calls for distribution
through many retail outlets; selective coverage, through a few retail outlets; and
exclusive coverage, through only one retail outlet per geographic area. Industrial
(multi-purpose) products like screws, nuts, bolts, office supplies and consumer
goods like soaps, toothpaste, etc. are offered through inass merchandising stores.
Shopping goods like television sets, bicycles, typewriters, stereo sets, etc. are
offered through selected retail outlets. Similarly, industrial goods like plumbing
equipment, electrical equipment, lumber etc., are distributed through select retail
outlets. Specialty goods like Scotch whiskey, special drugs, high quality men’s
suits, jewellery etc. are offered through exclusive retail outlets in metropolitan
areas. Exclusive industrial goods dealership is found in heavy equipment
industries such as farm, road and drilling equipment.
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11.8 Summary

Marketing strategy, over the years, has passed through three stages. Mass marketing is
a way to mass produce and mass distribute one product and try to attract all kinds of
buyers. For example, Henry Ford offered the model T Ford to all buyers. They could
have the car ‘in any colour as long as it is black’. Segment marketing recognises that
buyers differ in their needs, perceptions and buying behaviours. So the firm here tries to
isolate broad segments that make up a market and adapts its offers to more closely meet
the needs of one or more segments. Firms also pursue niche marketing tc cater to the
specific needs of a sub-group within each segment. A niche is a more narrowly defined
group having a distinctive set of traits ~ seeking certain special benefits and willing
to pay a premium price. Target marketing is the decision to distinguish the different
groups that comprise a market and to develop corresponding products and marketing
mixes for each target market.

11.9 Keywords

Marketing: A process by which individuals and groups obtain what they need and want
by creating and exchanging products and value with others.

Marketing Concept: Achieving organisation goals depends on determining the needs
and wants of target markets and delivering the desired satisfactions more effectively
and efficiently than competitors do.

Marketing Process: It matches consumer needs with the company capabilities and
objectives.

Marketing Mix: The overall marketing offer (consisting of product, price, promotion
and place) to appeal to the target market.

11.10 Review Questions

1. Define market segmentation. State the importance of segmenting a market. What
are the important segmentation strategies pursued by a multi-product firm?

2. What are the essential requirements for successful market segmentation?
3. Write short notes on |
(a) Market targeting
(b) Customised marketing
(c) Product positioning
(d) Niche marketing
4. Whatis a product life cycle? What is its importance in product policy decisions?

In a competitive market what are the possible ways in which a company producing
ready made garments could make its offerings more distinctive?

6.  Write short notes on:
(a) Product line decisions
(b) Products mix decisions
(c) Branding and packaging decisions

7. How frequently should a motor cycle manufacturer change the clesign of its
products? What factors should be taken into account while deciding such design
changes? a
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12.0 Learning Objectives

At the conclusion of this unit, you should be able to:
® Define human resource strategy and personnel policies
° Explain the role of HRM

. Describe the challanges in performance management

12.1 Introduction

Organisations have come to realise, over the years, that improving technology and
cutting costs improve performance only upto a point. To move beyond that point,
the organisation’s people are its most important resource. In the ehd, everything an
organisation does depends on people. Low-cost, high-quality cars like Toyota and
Saturns are not just a product of sophisticated automated machines. Instead they are a
result of committed employees all working hard to produce the best cars that they can
at the lowest possible cost (Dessler).

12.2 Human Resource Strategy

Human resources, then, are critically important strategic resources. Successful
organisations will be able to attract, motivate, develop, reward and keep competent
employees thorough appropriate human resource practices. They will be able to create
and implement strategic changes in an atmosphere of close cooperation and participation
while trying to manage people, of course, there is no one best way of getting results.
The human resource practices must be in tune with the expectations of employees and
in line with industry norms.
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Role of HRM

Human resource management is the art of procuring, developing and maintaining
competent workforce to achieve the goals of an organisation in an effective and
efficient manner. The biggest challenge for the HR managers, nowadays, is to shift their
attention from current operations to developing strategies for the future. HRM is no
longer a standalone staff function. It has to involve everyone to develop partnerships
and programmes that permit the firm to succeed in a highly competitive environment.
HRM would offer competitive advantages if (Towers Perrain):

e  HR policies are jointly developed and implemented by HR and operating managers.

e  HRM puts focus on quality, customer service, employee involvement, teamwork
and productivity.

¢  HRM strategies are in tune with changing competitive requirements (such as
globalisation, downsizing, etc.).

Competitive Advantage through People

Competitive advantage refers to the ability of an organisation to formulate strategies
to exploit profitable opportunities, thereby maximising its retum on investment.
Competitive advantage occurs if customers perceive that they receive value from their
transaction with an organisation. This requires single minded focus on customer needs
and expectations. To achieve this, the organisation needs to tune its policies in line
with changing customer requirements. The second principle of competitive advantage
derives from offering a product or service that your competitor cannot easily imitate or
copy. An organisation should always try to be unique in its industry along dimensions
that are widely valued by customers. In order to enjoy the competitive advantage, the
firm should be a cost leader, delivering value for money.

12.3 Personnel Policies

A policy is a plan of action. Brewster and Richbell defined personnel policies as, “a set
of proposals and actions that act as a reference point for managers in their dealings
with employees. Personnel policies constitute guides to action. They furnish the
general standards or bases on which decisions are reached. Their genesis lies in an
organisation’s values, philosophies, concepts and principles.” Personnel policies guide
the course of action intended to accomplish personnel objectives. For example, one of
the personnel policies of Indian Railways is to provide equal employment opportunities
to minorities.

Broadly speaking, policies are broad statements which express the organisation’s
principles and philosophies towards its human resource group, intentionally broad,
so that they may be applied to various situations. Policies do not include detailed
statements describing specifically how the policy is to be implemented. Policies are
implemented by procedures. While developing sound personnel policies, management
should pay attention to the following things:

e  Related to objectives: Policies must be capable of relating objectives to functions,
physical factors and company personnel.

e  Easy to understand: Policies should be stated in definite, positive, clear and
understandable language.

®  Precise: Policies should be sufficiently comprehensive and prescribe limits and
yardsticks for future action.

e  Stable as well as flexible: Personnel policies should be stable enough to assure
people that there will not be drastic overnight changes. They should be flexible
enough to keep the organisation in tune with the times.



®  Based on facts: They should be built on the basis of facts and sound judgment and Human Resource Strategy
not on personal feelings or opportunistic decisions.

e  Appropnate number: There should be as many personnel policies an necessary to
cover conditions that can be anticipated, but not so many policies as to become Notes
confusing or meaningless.

e Just, fair and equitable: Personnel policies should be just, fair and equitable to
intemal as well as external groups. For example, a policy of recruitment from
within may limit opportunities to bright candidates from outside; and a policy of
‘recruitment from outside only’ would limit promotional avenues to promising
intemal candidates. To ensure justice, it is necessary to pursue both the policies
scrupulously and apply them carefully.

®  Reasonable: Personnel policies must be reasonable and capable of being
accomplished. To gain acceptance and commitment from employees, the policy
should be ‘conditioned by the suggestions and reactions of those who will be
affected by the policy’.

e  Review: Periodic review of personnel policies is essential to keep in tune with
changing times and to avoid organisational complacency or managerial stagnation.
For instance, if the current thinking is in favour of wortkers’ participation in
management, the personnel policy should be suitably adjusted to accommodate
the latest fad, accepted by many in the organisation.

Personnel policies, tobe sound, should also have broad coverage in addition to satisfying
the above conditions.

12.4 Human Resource Planning

Finding the right man for the right job and developing him into an effective team
member is an important function of every manager. Human resources are alone capable
of enlargement, i.e., capable of producing an output that is greater than the sum of
inputs. In order to hamess the human energies in the service of organisational goals,
every manager is expected to pay proper attention to recruitment, selection and training
activities in an organisation. Proper promotional avenues must be also created so as to
motivate people to peak performance. All these things, however, do not come by easily.
It requires thorough planning and a certain amount of zeal and commitment to convert
to the rhetoric into concrete action (Walker).

Human resource planning is essentially the process of getting the right number of
qualified people into the right job at the right time. It is a system of matching the supply
of people (existing employees and those to be hired or searched for) with openings the
organisation expects over a given time frame.

12.5 Recruitment

The human resources are the most important assets of an organisation. The success or
failure of an organisation is largely dependant on the caliber of the people working
therein. Without positive and creative contributions from people, organisations cannot
progress and prosper. In order to achieve the goals or the activities of an organisation,
therefore, we need to recruit people with requisite skills, qualifications and experience.
While doing so, we have to keep the present as well as the future requirerments of the
organisation in mind. Recruitment is a ‘linking function’ - joining together those with
jobs to fill and those seeking jobs. It is a ‘joining process’ in that it tries to bring together
job seekers and the employer with a view to encourage the former to apply for a job
with the latter. The basic purpose of recruiting is to develop a group of potentially
qualified people. To this end, the organisation must communicate the position in such

a way Lhat job seekers respond. To be cost effective, the recruitment pracess should
attract qualified applicants and provide enough information for unqualified persons to 173
self-select thenselves oul.
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with leading academic institutions by explaining its requirements and requesting the
academic leaders to create a curriculum that is relevant to market requirements. WIPR®,
Infosys, Tata Motors, Intel, Convergys, etc. have an excellent relationship with leading
technological institutes and universities to recruit freshers possessing employable
skills and knowledge through an online testing programme. Companies like HLL,
Pantaloon Retail, Reliance Industries, RPG Enterprises have joined hands with leading
management institutes in creating specialised courses required by the retailing and
logistics businesses. Leading audit, taxation, censultancy and BP@® firms have started
looking for talent in reputed undergraduate colleges all over India, especially in cities
like Delhi, Mumbai, Bangalore, Chennai and Pune. Te hire the best, companies are
using a variety of tools— such as group discussions, case presentations, aptitude tests,
interviews, personality profiling—in recent times.

Advertisements: These include advertisements in newspapers; trade, professional and
technical journals; radio and television; etc. In recent times, this medium has become
just as colourful, lively and imaginative as consumer advertising. The ads generally
give a brief outline of the job responsibilities, compensation package, prospects in the
organisation, etc. This method is appropriate when (a) the organisation intends to reach
a large target group and (b) the organisation wants a fairly good number of talented
people — who are geographically spread out. To apply for the advertised vacancies, let’s
briefly examine the wide variety of alternatives available to a company - as far as ads
are cencerned:

What do Indian Companies Expect from Job-seekers?

The expectations of recruiters are inextricably intertwined with the corporate culture
in which they operate. They’re in line with the overall philosophy of the company in
question. Let’s summarise these in a capsule form thus:

Box 12.1: Recruitment of Trainees: Expectations of Indion Companies

Pepsi: Pepsi is a flal organisation. There are 6 maximum of four repdrting levels, Executives
here emphasise achievement, motivation, the ability 1o deliver, come what may. As the Personnel
Maonager ol Pepsi Foads remarked "we hice people who ore copable ef growing the business
rother than just growing with the business”. Recuritees must be copable of thinking autside the
box, cutiing The cake of conventional barriers whenever and wherever necessary. They must have
o winner’s mindset and a passion for creating a dynamic change. They must have the ability to
deg! with ambiguity and informality.

Reebok: As Reebok’s customers are young, the compony places emphasis on youth
The averoge sge ot Reebok is 26 years. Employees ore expected to have a passion for the fitness
business and reltected the company’s aspirations. Recruites should be willing te do oll kinds of
job operatians, The willingness 10 get one’s hands dirty is importonl. They must also have on
ability to cope with informality, @ flat orgonisation ond be oble to toke decisions independently
and perform consislently with their clearly defined goals.

Indian Hotels: The Toj group expects the job ospironls to stoy with the organisation potiently
ond rise with the compony. Employees must be willing to soy ‘ves sir' to ony body. Other criteria
include: communication skills, the ability to work long and stressful hours, mobility, attention to
personal appearance and osseriveness without oggression.

12.6 Selection

To select means to choose. Selection is the process of picking individuals who have
relevant qualifications to fill jobs is an organisation. The basic purpose is to choose
the individual who can most successfully perform the job from the pool of qualified
candidates. ”

The purpese of selection is to pick up the most suitable candidate who would meet the
requirements of the job and suit the organisation best. The company obtainsand assesses
information about the applicant in terms of age, qualificahons, skills, experience, etc.
The needs of the jeb are, then matched with the profile of candidates. The most suitable
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and sometimes trom co-workers. [n case the reference check is from the previous
employer, information in the following areas may be ebtained. They are: job title, job
description, period of employment, pay and allowances, gross emoluments, benefits
provided, rate of absence, willingness of the previous employer to employ the candidate
again, etc. Further, information regarding candidate’s regularity at work, character,
progress, etc., can be obtained. Often a telephone call is much quicker. The method of
mail query, provides detailed information about the candidate’s performance, character
and behaviour. However, a personal visit is superior to the mail and telephone methods
and is used where it is highly essential to get detailed, firsthand information which can
also be secured by observation. Reference checks are taken as a matter of routine and
treated casually or omitted entirely in many organisations. But a good reference check,
when used sincerely, will fetch useful and reliable information to the organisation,

Hiring Decision

The Line Manager concerned has to make the final decision now - whether to select or
reject a candidate after soliciting the required information through different techniques
discussed earlier. The line manager has to take adequate care in taking the final decision
because of economic, behavioural and social implications of the selection decisions. A
careless decision of rejecting a candidate would impair the morale of the people and cause
them to suspect the selection procedure and the very basis of selection in a particular
organisation. A true understanding between line managers and HR managers should
be established so as to facilitate good selection decisions. After taking the final decision,
the organisation has to intimate this decision to the successful as well as unsuccessful
candidates. The organisation sends the appointment order to the successful candidates
either immediately or after some time, depending upon its time schedule.

Selection Practices in India

The following Box 12.2 throws light on how the global giants use selection testing as a
basis for picking up right candidates to fill the vacancies arising internally:

Box 12.2: Selection Practices of Global Giants

1, Siemens India: It uses extensive psychomeiric instruments o evalugte shont-listed
candidates. The company uses accupational personalily queshionnoire 1o ynderstond the
candidate’s personal ottributes and occupotional testing to measure competencies.

2. LG Electronics Indio: LG Elecironics uses 3 psychometric tesls to meosure a person’s
obilily os a team player, to check personality types ond 1o find @ person’s responsiveness
and asserliveness.

3. Arthur Anderson: While evolucting condidates, the compony conducts criticol behovieural
interviews which evaluates the suitability of he candidate for the position, largely bosed an
his post experience ond credentiats.

4. Pepsico India: The cempony uses Indio os o glabal recruitment resource. To select
professionals for globa! coreers with i1, the company uses a competency-based inlerviewing
problem solving, maneging the environment. These apont, Pepsi insists that fo succeed in
o globa! positing, these individuals possess strong funclional knowledge ond came from @
cosmopolitan background.

12.7 Placement

After selecting a candidate, he should be placed on a suitable job. Placement is the
actual posting of an employee to a specific job. It involves assigning a specific rank and
responsibility to an employee. The placement decisions are taken by the line manager
after matching the requirements of a job with the qualification of a candidate. Most
organisations put new recruits on probation for a given period of time, after which
their services are confirmed. During this period, the performance of the probationer is
closely monitored. If the new rectuit fails to adjust himself to the job and tums out poor




performance, the organisation may consider his name for placement elsewhere. Such Htman Resource Sirategy
second placement is called ‘differential placement’. Usually the employees’ supervisor,
in consultation with the higher levels of line management, takes decisions regarding the

t :
future placement of each employee Notes

12.8 Induction/Orientation

Orientation or induction is thetask of introducing the new employees to the organisation
and its policies, procedures and rules. A typical formal orientation programme may last
a dayor less in most organisations. During this time, the new employee is provided with
information about the company, its history, its current position, the benefits for which
he is eligible, leave rules, rest periods, etc. Also covered are the more routine things
a newcomer must learn, such as the location of the rest rooms, break rooms, parking
spaces, cafeteria, etc. In some organisations, all this is done informally by attaching
new employees to their seniors, who provide guidance on the above matters. Lectures,
handbooks, films, groups, seminars are also provided to new employees so that they
can settle down quickly and resume the work.

12.9 Training and Development

Training is the act of increasing knowledge and skills of an employee for doing a
particular job. The major outcome of training is learning. A trainee learns new habits,
refined skills and useful knowledge during the training that helps him improve
performance. Training enables an employee to do his present job more efficiently and
prepare himself for a higher level job. Training, thus, may be defined as a planned
programme designed to improve performance and bring about measurable changes in
knowledge, skills, attitude and social behaviour of employees.

A wide variety of training programmes are used in different organisations, depending
upon requirements and size of theirmanpower. Someof the commonly used programmes
may be listed thus:

1. Orientation training: Orientation or induction training tries to put the new recruits
at ease. Each new employee is usually taken on a formal tour of the facilities,
introduced to key personnel and informed about company policies, procedures
and benefits. To be effective, orientation training should be well planned and
conducted within the first week of employment. Such a pre-job training helps the
recruit to familarise himself with the job and its settings.

2. Job instruction training: Job instruction training (JIT) was popular during World
War I1. JIT was offered to white-and-blue-collar employees and technicians, with a
view to improve their job-specific skills. The approach, basically, consisted of four
steps:

(@) Orient trainees to the job situation by providing thein with an overview of
the job.

(b) Demonstrate the entire job, using the services of experienced trainers.

(c) Ask trainees to do the job as often as necessary until satisfactory performance
is obtained.

(d) Evaluate employee performance periodically and offer supplementary
training, if necessary.

3. Refresher training: Rapid changes in technology may force companies to go in
for this kind of training. By organising short-term courses which incorporate the
latest developments in a particular field, the company may keep its employees
up-to-date and ready to take on emerging challenges. It is conducted at regular
intervals by taking the help of outside consultants who specialise in a particular

descriptive. 181
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Specific Individual Needs

Sometrainees may be weak in someareas. Such trainees are provided with special facilities
for development. These facilities include special projects and committee assignments.

1.  Special projects: In this method, a trainee is put on a project closely related to the
objectives of his department. For example, a new recruit in a property evaluation
firm may be asked to do a small project reviewing the prospects of selling
commercial space in satellite townships (like Gurgaon, Rohtak and Ghaziabad)
near Delhi. The project will give first hand experience of the problems and
prospects in space seliing to the new recruit.

2. Committee assignment: [n this method, anadhoc committee is appointed to discuss,
evaluate and offer suggestions relating to an important aspect of business. For
example, a group of experts may be asked to look into the feasibility of developing
a software technology park in an upcoming area by the Delhi Development
Authority.

Other Off-the-Job Methods

1. Conferences: Theconferencemethod isanothercommonly usedmethodofexecutive
development. Topics such as human relations, safety education, customer relations,
sales training, are often discussed, debated, spoken about at conferences specially
organised and designed for the purpose. A conference is a meeting of people to
discuss a subject of common interest. The conference is structured around a smal!
group meeting wherein a leader helps the group identify and define a problem,
guides the discussion along desired lines and summarises the views that represent
the consensus of the group in dealing with the problem.

2. Lectures: Lectures are formal presentations on a topic by an experienced and
knowledgeable person. The presentation is generally supported by discussions,
case studies, audio-visual aids and film shows.

3.  Group discussion: In this method, papers are presented by two or three trainees

on a selected topic, followed by stimulating discussions. The topics for discussion
are selected in advance and the papers concerning the same, written by various
participants, are printed and circulated before hand. It is a variant of the lecture
method and is generally preferred where the intention is to give wide circulation
and participation to a number of experts sharing their experiences with a fairly
large group of individuals.

4.  Programmed instruction (PI): It is based on certain behavioural laws, particularly

dealing with reinforcement. Reinforcement means rewarding a correct response
and punishing a wrong one. A major feature of Pl is that it offers immediate
feedback on whether the trainee has answered questions correctly or not.

12.10 Performance Appraisal

After an employee has been selected for a job, has been trained to do it and has worked
on it for a period of time, his performance should be evaluated. Performance evaluation
or appraisal is the process of deciding how employees do their jobs. It is a method
of evaluating the behaviour of employees in the workspot, normally including both
the quantitative and qualitative aspects of job performance. It is a systematic and
objective way of evaiuating both work-related behaviour and potential of employees.
It is a process that involves determining and communicating to an employee how
he or she is performing the job and ideally, establishing a plan of improvement. The
appraisal process actually consists of six steps: (1) establish performance standards
with employees; (2) set measurable goals (manager and employee); (3) measure actual
performance; (4) compare actual performance with standards; (S) discuss the appraisal
with the employee: and (6) if necessary, initiate corrective action.
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12.11 Summary

The basic purpose of having a manpower plan is to have an accurate estimate of the
number of employees required, with matching skills requirements to meet organisational
objectives. It provides information about the manner in which existing personnel are
employed, the kind of skills required for different categories of jobs and manpower
needs over a period of time in relation to organisational objectives. It would also given
an indication of the lead time that is available to select and train the required number
of additional manpower.

12.12 Keywords

HRM: A process of bringing people and organisations together so that the goals of each
one is met effectively and efficiently.

Productivity: The ratio of an organisation’s outputs to its inputs.
Empowerment: Allowing employees more control over what they do on the job.

Human Resource Planning: The process of getting the right number of qualified people
into the right job at the right time.

12.13 Review Questions

1. Explain the various personnel policy issues that should be of great concern to
management in strategy implementation.

2. Outline the important considerations that govern the recruitment and selection
policy ef a growth oriented modern organisation.

3.  What is the importance of training and development of personnel in strategy
implementation?

4. What are the basic issues that must be looked into while designing a compensation
policy?

12.14 References and Further Readings
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13.0 Learning Objectives
At the conclusion of this unit, you should be able to:

» Define career planning and development

L Develo'p a HR strategy inn a dynanic envirgnment

13.1 Introduction

Career planning is the process by which one selects career goals and the path to these
goals. The major focus of career planning is on assisting the employees achieve a better
match between personal goals and the epportunities that are realistically available in
the organisation. Career programmes should not concentrate only on career growth
opportunities. Practically speaking, there may not be enough high level positions to
make upward mobility and reality for a large number of employees.

13.2 Ernst & Young (India)

The global consuilting firm uses the same career development methodology in India that
it uses elsewhere. Primarily, it seeks to align individual aspirations with organisational,
business and functional goals, using the tormal assessment system to check for
skill gaps and career potential. While designing training tools, things that are given
serious attention are past performance, future potential, the individual skill-sets and
competencies of each manager, and the need of the company. However, the firm often
takes the assistance of professional trainers brought in from E&Y offices worldwide, or
relevant institutions to design specific training programmes for different categories and
levels of managers.

Source: Business Today, July 22-August 6, 2000

13.3 Hyundai Motor (India)

Most executives working for this South Korean car-maker, which started operations in
India relatively recently, are middle-level recruits from different industries who have 187
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been chosen on the basis of their track record—a factor whose influence pervades the
company'’s career development system. The company aims to convert these managers
into ‘achievers’ for Hyundai, with attributes like mental toughness, professional
competence, and an ambition to advance. The HR department devises interventions
keeping these goals in mind. The HR functionaries are expected to look at the
development process holistically, The company also conducts a three-day process lab
where the system is discussed using case studies and interactive.

Sonrce: Business Today, July 22-August 6, 2000

13.4 Seagram (India)

The Tanadian liquor major has a career development system that hinges on speedy
induction. Ameng the inputs given during the induction programme, fitting in with the
organisational culture is critical. The aim is to enable the new entrant to hit the ground
running in terms of performance. The programmes also includes sessions on the history
of the organisation, product portfolio, and operations. The programme includes visits
in mérkets and bottling units and sessions with each functional head.

L3

Sourit. Business Today, July 22-August 6, 2000

13.5 Compensation Planning

Human resource strategy should also ensure that compensation is payable only if
corporate goals are met. Compensation here includes bonuses, commissions, profit
sharing plans, incentives, etc. in addition to normal salary payable to an employee. The
ultimate goal should be to reward desired behaviours and encourage people to do well
in their jobs.

Companies like Mastek, Godrej and Boyce have tried to link their rewards to team based
performance in recent times quite successfully.

Team based Rewards : Best Practices

Set quantifiable targets when evaluating leam perormance for rewards

Ensure that op perdarmers in each leam earn the highes! level of rewords,

Link tzam perlormance closely 1o the company’s profits and overall financial heolth:
Avaid subjectivity when ossessing both the leam and its member’s pedormance .

Offer uniform non-taam bosed incentives lo employees within each grode

Other companies like Pfizer, Siemens have been linking rewards to shop floor workers
based on the workers ability to meet productivity as well as performance targets. In
any case, the emerging picture is quite clear especially in the post-liberalisation era in
India. The start-ups that need entrepreneurial action from its employees will have to
offer large doses of cash, goal-linked incentive pay and possibly stock options to link
compensation to profits.

13.6 HR Strategy in a Dynamic Environment

A number of environmental factors influence the strategies pursued by a HR manager.
He cannot petform his job in a vacuum. These factors influence the organisation through
human resources. The term ‘environment’ here refers to the “totality of all factors which
influence both the organisation and personnej sub-systemn”.



Table 13.1: External and Internal Factors Influencing the Personnel Function

External factors Intemal foctors

® Technologicsl factors ® Mission

@ Economic challenges ® Policies

o Political facters # Orgonisational cuiture
® Social (actors ® Organisation structure
® Locol and Governmenilal issues ® HR systems

® Unions

@ Employers’ demands

® Workforce diversity

The extermal envirorunment consists of those factors (Table 13.1) which affect an
organisation’s human resources from outside the organisation. Each of these external
factors separately or in combination can influence the HR function of any organisation.
The job of a HR manager is to balance the demands and expectations of the external
groups with the internal requirements and achieve the assigned goals in an efficient
and effective manner. Likewise, the intermnal environment also affects the job of a HR
manager. The functional areas, structural changes, specific cultural issues peculiar to
a unit, HR systems, corporate policies and a let of other factors influence the way the
HR function is carried out. The HR manager has to work clesely with these constituent
parts, understand the intemal dynamics properly and devise ways and means to survive
and progress.

Student Activity
Discuss the career development strategy adopted by Excel Book Pvt. Ltd.

13.7 Summary

Career development consists of the personal actions one undertakes to achievea career
plan (Davis, p.325). The terms ‘career development’ and ‘employee development’ need
to be differentiated at this stage. Career development looks at the long-termn career
effectiveness of employees where as employee development focuses on effectiveness of
anemployee in the immediate future. The actions for career development may be initiated
by the individual himself or by the organisation. At the organisation level, let us examine
the career development strategies adopted by three leading companies in India.

13.8 Keywords

Career Planning: The process by which one selects career goals and the path to these goals.

Career Development: The personal actions one undertakes to achieve a career plan.

Compensation: It is what employees receive in exchange for their contribution to the
organisation.

13.9 Review Questions

1. Explain the process of career planning and development.

2. What are the key factors affecting the personnel functions?

13.10 References and Further Readings

e Dess, G. G.,.Lumpkin, G. T, Eisner, A. B,, & McNamara, G. (2022). Strategic
management: Text and cases (9th ed.). McGraw-Hill Education.

e Thompson, A. A, Peteraf, M. A, Gamble, 1.E, & Strickland, A. 1. (2020). Crafting and
executing strategy: The quest for competitive advantage: Concepts and cases (22nd
ed.). McGraw-Hill Education.
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14.0 Learning Objectives

At the conclusion of this unit, you should be able to:

Explain the levels of strategies

Describe the characteristics of different levels of strategies
Define objectives and strategies

Explain the annual business planning

Define functional strategies

14.1 Introduction

Strategy is relevant at all levels in the organisation. Even at a personal level, individuals
may have a strategy with respect to their careers. Managers as individuals may have
their own agenda and a strategy to accomplish the same. It must be remembered that
strategies are formulated through the process of interaction among individuals and
these are also implemented with the combined effort of people at various levels.

14.2 Levels of Strategies

Strategies can be visualised to operate at three different levels as shown in the Figure

14.1, strategies levels are as follows:

Corporate level
Divisional or business level

Operational or functional level



Corporate Level

Divisional or

Operational or
Funclional level

Business Level

Figure 14.1: Levels of Strategies

Corporate Level

Strategies at corporate level focus on the scope of business activities — what product
portfolios to build, to expand and to consolidate simultanecusty wilh the businesses a
firm is about to abandon or divest.

Their time frame is usually the longest - five years or more.

Divisional or Business Level

These strategies are directly concerned with the future plans of the profit centres which
are divisionalised in large enterprises. These are the sub-strategies as they devolve from
the grand strategies and have market orientation because these deal with the current and
future product lires and cusrent and future markets including overseas businesses.

Operational or Functional Level

These strategies target the departmental or functional aspects of operations and look
at the functional strategies of marketing, finance, human resources, manufacturing,
information systems, etc. and devise ways and means of increasing their contribution
to the other levels of strategies. When functional strategies are designed to enmesh with
the strategies at other levels, they reinforce their acceptance and implementation.

14.3 Characteristics of Different Levels of

Strategies

Since the strategies at different level are intended to subserve different objectives, they
are bound to differ in respect of various features. A comparative analysis is given on

the N§xt R¥fucteristics Level | Corporate Level | Business Level Operational Level
3 Time frame Long ronge Medium ronge Sharl range
7. Cosi Major Medium Low [
3 Type Conceptual Mixed Operational
4, Selection parameter | Volue judgement Semi-quantified Quantified
5. Frequency Sporadic Sporadic or periodic | Periodic —[
6. Adapiability Low Medium High
7 Relation to presant Innovotive Mixed Supplamental
activities
8 Risks High Moderate Low
9. Prafit potentiol Large Mediom Small
' 10. Flexibility High Medium Low
1. Cooperation required | Considerable Moderate =

Levels of Strategy

Notes
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14.4 Objectives and Strate gies

Clearer the objectives, better is the strategy formulated. There is a hierarchy of objectives
which can be achieved by following different vehicles involving people at various levels
as described below.

L

Long-term goals and philosophy: These can be achieved by carefully crafting the
vision and mission statements which must be circularised, communicated and
notified widely within the organisation. These are prepared by the corporate
executives (top management) by involving divisional managers from the profit
centres and must always be ratified by the board of directors.

Long-term objectives: These are accomplished by formulating a grand strategy at
the corporate leve! for which the primary responsibility vests with the corporate
and divisional/business managers aithough it is a good practice to get the same
approved by the board of directors without whose support, implementation can
flounder.

Annual objectives: These are implemented through shorter term strategies which
are primarily prepared by the divisional business managers and operational
managers but approved by the corporate management.

Functional objectives: These are mediated through functional strategies which
may have a time horizon of upto 12 months. These are prepared by functional
managers and approved by the divisional business management. These are
attained by completing specific tasks; sometimes short-term tactics may also be
convenient tools for achieving them.

14.5 Annual Business Planning

Grand or corporate strategies form the basis for drawing up annual corporate plans;
they translate long-term aspirations into annual budgets. These are vital links in
launching successful implementation of overall strategies. These annual plans must
have the following features if they have to subserve their role effectively.

Quality of Annual Plans

To ensure their effectiveness, annual plans must have:

1,

Clear linkage with the long-term objectives: Annual and long-term objectives are
distinguished from each other in respect of the following dimensions:

(@) Time frame: Long-term objectives may extend upto 5 years or more whereas
the annual plans are more in line with yearly targets.

(b) Focus: Long-term objectives aim at positioning the firm in competitive
environments whereas yearly plans highlight achievements in specific
areas.

(c) Specificity of targets: Long-term objectives are stated in broad terms while
annual targets are more pointed.

(d) Measurability: Although long-term objectives are also measurable, yearly
targets are more specific and readily measurable.

Integrative and co-ordinative objectives: Functional senior managers may lose
sight of this aspect owing to possible conflicting interests. Discussions are held
at critical points in the development of annual targets for vital performance
parameters so that integrative and co-ordinative yearly plans formulated are not
inconsistent with the long-term objectives.



Consistency in Annual Plans

Managers of the same firm may have different methods of developing objectives,
based on ditferent decision criterion. Owing to this lack of consistency, monitoring may
become problematic 1s the progress is not comparable. To ensure that the firm moves
collectively towards the same long-term goals, we must ensure that the annual plans
drawn are:

1. Measurable: Measurability is the key feature of an annual target. If one cannot
measure it, one cannot manage it either. Increasingly, innovative ways are being
designed for measuring aspects which were hitherto considered impossible to
measure.

2.  Priorities: In short-term action plans, timing is rather important. Consequently,
prioritising activities assumes greater importance. Ranking of priorities should
be agreed at the planning stage itself so that the implementing managers do not
make any conflicting assumptions and inhibit the progress of execution.

14.6 Functional Strategies

Functional strategies are the game-plans for the functional areas within the company.
Their time frame is short extending up to 12 months. These incorporate more specific
details of how these areas will be managed in the near future. These strategies have to
be compatible with the long-term objectives and grand strategies.

Functional strategies differ from the grand strategies in respect of the followings:

Time Horizon

Functional strategies are for a period up to one year. This short duration is critically
important for two reasons.

e It focuses functional manager’s attention to what needs to be done now to make
grand strategy work.

e  Shorter time frame enables inanagers to identify current conditions and adjust to
them.

Specific Tasks

These strategies spell out specific tasks to be carried out by functional areas in order
to implement grand strategies which provide a general directional guideline. This
improves operating functional managers’ willingness and ability ta implement long-
term strategies. These are facilitated by

e  Adding substance to functional areas of responsibility
e  Clarifying functional managers plan to accomplish overall strategy
e  Increasing top management’s confidence and control over grand strategy

e  Facilitating coordination among functional departments by clarifying areas of
interdependence

Participation

Different people participate in developing functional, business and grand strategies. It
setsout the organisation structure, communication, coordination and control mechanism
for the different levels of strategy.

Levels of Strategy

Notes
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14.7 Strategy and Individual Manager

The cascading nature of strategies to involve managers at different hierarchical levels of
organisation ensures a link between the strategy and individual manager ‘s responsibility.
This mechanism facilitates the individual manager to understand the bigger aspect of his
or her job. This also improves his/her understanding of the basic premises made while
formulating strategy and the harsh realities of market and demands of competition. it
influences the attitude and behaviour of individual managers who become maore work
and achievement eriented.

The basic approach of involving operational managers in the development of strategy
envisiens greater involvement and commitment of managers who also become familiar
with the bigger picture of their job. This provides a link between their performance and
the perfermance of the enterprise and leads to greater satisfaction at all levels.

14.8 A Model for Strategic Management

Although there was 2 lot of debate in the late 1970s and early 1980s about the usefulness
andjustification of incorporating the discipline of strategic planning and implementation,
most organisations are now unanimous about its contributien to the management of the
future of the enterprise. Michael E Porter, the guru of strategy, has made significant
contribution to the development of basic methodology and has propounded many
philosophic concepts that will be remembered for a leng time.

Today, strategic planning and management is already well established and most
forward looking management institutes are including following functional subjects in
their syllabi.

e  Strategic marketing management

e  Strategic finance management

. Strategic operations management

e  Human resource strategies for flexibility and change
e  Strategic information resource management.

At any rate, following views have often been preferred for and against strategy.

For Agoinst
Facililales the process of anficipoting | Changes toke ploce so fast that firms have na
changes time to do routine planning, leave alone lang range
pionning

Provides cleorer direction and obijectives to | Direction and obijectives should preferably be vague
pursue and achieve and broad

As firms gain experience, the process is | Manogers hove litle time for experimenting and most
becoming simpler and systemalic studies tend to be foo Iheoretical

Firms who do sirotegic plonning and | There are many firms doing well without sirategic
management, are doing better planning and management

We are convinced that the subject ef strategy is essential for developing an integrative
attitude and a corporate personality. If managers at all levels have the same shared vision
about the running of the company, it will make for better communication, coordination
and synergy among its management team enabling it to achieve success and sustain it.

Although human thinking is neither linear nor sequential, a comprehensive model for
the entire pracess of strategic planning and management should be as below.
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6 Implementing strategy

Evoluoling & Selecling averall strategy

5
4 Generoting strotegic options ‘
3 Developing vision, mission, corporate '
valuves & objectives
2 Analysing interncl weokness & A Protights

Scanning environments for Threats &
Opportynities

Figure 14.2: Process of Strategic Planning

Student Activity

UCL is a medium sized firm having a single line of business. it manufactures
all its requirements in house at their factory in Noida, near Delhi. [t has 700
employees on its roll and has achieved a turnover of ¥ 90 crores during the
last financial year ended 31st March, 1999. The firm was set up about five
years ago and its product, a fast moving snack food item has been well
received in the market.

Being a single product firm, it wants to diversify. Making assumptions as
required, distinguish between the firm’s corporate, business and operational
strategies

14.9 Summary

Although most strategies concern with the overall scope of the enterprise, these must
" be further translated into business and operatienal levels of strategies. These strategies
have different characteristics and they serve to accomplish different objectives.
Consequently, levels of people involved are different but the net impact is that every
level gets waven into strategy formulation. This process ensures that they become the
owners and authors of strategy. This leads to greater involvement, deeper commitment
and improved performance of managers at all levels.

14.10Keywords

Corporate Level Strategies: Strategies at corporate level includes — what product
portfolios to build, to expand and to consolidate simultaneously with the businesses, a

firm is about to abandon or divest.
Divisional or Business Level: These strategies are directly concerned with the future
plans of the profit centres which are divisionalised in large enterprises.

Operational or Functional Level: These strategies target the departiental or functional

aspects of operations and look at the functional strategies of marketing, finance, human
resources, manufacturing, information systems, etc.

Levels of Strategy

Notes
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14.11 Review Questions

1.

Describe the three levels of strategy. What are their respective roles in managing
the future of the enterprise?

What are the various objectives a firm wishes to achieve and how does the
mechanism of strategic planning and management facilitate it?

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

What is the key difference between functional strategies and the grand stratégies?
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15.0 Learning Objectives
At the conclusion of this unit, you should be able to:

Analyse environments for threats and opportunities
Make business environment analysis

Define the nature of business environments

Describe the total environments (PEST-LE-DLCSCC)
Explain total analysis of environmental factors

Wefine strategic group mapping
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15.1 Iintroduction

The aim of this step is to change the thinking and orientation from being an inward
looking firm to outward looking and focusing on the environments of the business.
Enterprises as social beings interact with their surroundings which impact on them just
as they impact on their environments. It must be appreciated that most of the external
factors are beyond the control of the firm and instead of reacting to the changes taking
place therein, it would be good business to anticipate these changes. Just as a successful
person is usually well informed, organisations must invest in keeping themselves well
informed.

15.2 Analysing Internal Weaknesses and Strengths

It is always useful to know what we are good at and what we are not good at but business
demands that we should be good in that area, this is a focused way of identifying
problems. This analysis helps us to understand own business, firm and colleagues better
and convert them into a stronger outfit. What are our core competencies and what are
the areas we are not good at and need to build upon if we are to survive and grow? This
analysis should be total and comprehensive covering the following aspects:

e  Physical assets

e  Technological assets

° Human resources

° Financial resources

® Informational resources

These factors are extended to cover the salient features of the organisational culture
and stakeholders’ expectations. Every organisation has a dominant culture which is
embedded in every decision and action its members take. It would, therefore, be very
crucial to understand this paradigm and changes required in it if it were to support and
sustain the chosen strategy.

15.3 Developing Vision, Mission, Corporate Values
and Objectives

A debate is raging among strategy specialists—Is it mpost appropriate to start the process of
strategy development with the writing of vision and mission? One can perhaps argue in
favour of it but the author finds it rather hard to accept jumping to developing the vision
and mission statements of the company without having examined the environments
and trends therein and without ascertaining own strengths and weaknesses. Similarly,
expectations of dominant stakeholders and the cultural style of the organisation have a
significant influence on the future shape of the organisation (vision) and the very
purpose of the firm (mission).

These exercises involve deep thinking and creativity so that firms can come up with
statements which will remain valid for many years in the future and also with which a
majority of the employees can relate to. This aspect is becoming extremely crucial in
the context of dowmsizing of the companies which would become mare virtual as
information and communication technologies get integrated with the bulk of its
operations.

15.4 Generating Strategic Options

Strategic planning and management enjoins managers to think strategically; a major
difference is that managers should resist the temptation of chasing the first solution or
option. As a matter of nature, they must get people together and, after paraphrasing
the problem, initiate discussions and seek out various alternative solutions. Having



listed them, they should select the option that is considered most suitable, teasible and
acceptable. The critical part is the process of joint evaluation and selection and in the
process, through the phase of negotiations, of giving up some of their own ideas and
taking up some preferred by others.

Once again, this process itself is very rewarding because you learn to work with the
team who would prevent any impetuous selection and ad hoc freezing. Managers
imbibe the spirit of erasing and effacing themselves and their views in favour of an
overall consensus.

15.5 Evaluating and Selecting Overall Strategy

Strategies are intended to ensure a good strategic fit of the firm with its environments,
The alternative strategies are appraised with the help of many quantitative,
non-quantitative and physical parameters. Relative merits and demerits of every option
are examined in depth with respect to the critical success factors relevant tto business in
the future. These evaluative processes are both analytical and cultural and endeavour
to coalesce the intellectual and emotienal approaches.

Another important aspect to appreciate is that there are no right or wrong choices. Only
the time and future after it has unfolded will make us wise retrospectively about our
judgement. The roles of dominant stakeholders’ expectations and the cultural context of
the organisation are critical in the selection of decision parameters for evaluation itself.

15.6 Implementing Strategy

Until a few years ago, a large number of firms foliowed top-down approach in strategic
planning and management. This meant that the top management felt that it was
their exclusive prerogative te devise the strategies and that they were not obliged to
consult anyone within the organisation. Later, after obtaining the final approval of the
strategy, implementation of strategies was left to the managers. Consequently, most
strategies floundered during execution and since most of the persons entrusted with
implementation were not involved at the formulation stage, they were not familiar with
the compulsions and limitations of the organisation. As a result, there was a widening
gap between what was intended to be accomplished and what was actually achieved.

Also, a number of cenflicting interpretations were made and there was more bad blood
than organisatienal synergy for aggievir\g the overall strategic goals. Companies failed
to position theinselves adequately to combat the competition and the retums did not
commensurate with the effort and investments made.

Currently, there is a fair degree of unanimity in most organisations that strategic
planning and implementation should be managed as a composite activity so as te secure
the maximum gains and competitive advantage to the company.

15.7 Business Environment Analysis

The essence of strategy is to match organisational capabilities with the environments.
This poses two kinds of problems:

e Owing to a large number of factors operating, it becomes difficult to comprehend
their combined effect on a given business; treating them ail together eor separately,
one by one, can be equally dangerous.

o  Extemnal influences can be very uncertain; understanding uncertainty is always
a challenging task. Assessing their history is hazardous and evaluating their
influence in the future is going to be more so.

Scanrung Environments for
Threats and Opportunities
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15.8 Nature of Business

Environ ments External factors can be both
Dynamic aspect of external factors: This implies that both the rate of change

dmawqmc%}s@*and the frequency of change in them is high owing to rapid
changes sweeping the globe presently. Liberalisation of national economies,
their integration with the glebal marketplace and competition are leading to
turbulent changes which are coming in waves frequently rocking the boat of
business. In such situations how should managers respond? Should managers be
over-obsessed with the past or focus on the future trends intuitively to make some
sense out of the happenings around?

2. Complex aspect of external factors: Complexity may be arising from the diversity
of business in terms of product range or types of markets or both. It may also
result from the need to marshal vast amounts ef knowledge to be effective in the
business. It may emanate because of the impact of knowledge on diverse aspects of
business viz., supplies of a very large variety of raw materials, business spanning
many countries with different currencies and rapidly changing consumers’ tastes
and preferences. This makes it very difficult to comprehend and evaluate the
influence of these external factors on the business.

The above two dimensions throw up numerous possibilities in business and there can
be many options to choose from but mostly based on judgement and personal values.
At the same time, companies can ill afford to install a vast base of data and information.
The most important thing is that managers should be sensitised to pick up even not
50 strong signals from their business environments and try to capture these signals as
early as possible and appraise their strategic impertance.

15.9 Panorama of Environmental Factors

(n order to make useful inferences from the business environments, we should view
them in three parts as described below:

1.  Micro environments: These are those environmental factors that are more relevant
to the line of business the firm is operating in and are eften referred te as industry
environments. Every industry is more directly effected by certain factors and this
list can be fairly unique to an industry.

Relevant Environments

Mega Enwironments

Micro Environments

Micro environments of a computer and software industry are likely to be different
than these factors for sugar industry or leather industry.

2. Mega environments: These are the totaj envirenments that have impact on the
firm’s business. These can be further divided inte regional, national or international
environments depending upon the type of business that is being analysed.

3.  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. Theoretically, no two enterprises will have identical
relevant environments which managers must take into account to examine the
possible threats and opportunities.
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A comprehensive list of external environments would be as below.

P Political = Notes

E Economic These ore also referred to as Mego environments

S Social

T Technological

L - Legal | THese are sometimes included in Mega and of other times,

B fcslid included in Micro environments

D Demogrophic =1

L Labour market

& Copital morket | These ore generally porl of the Micro environments

S - Suppliers

C Customers

€ - Competition

15.11 PEST Analysis

One of the most popular techniques in analysing mega envirorunents is PEST analysis.
It considers only four aspects viz.,

P - Political which include legal, govermment

E % Economic which include capital markets

S = Social which include cultural and demographic
T - Technological which include ecological

While carrying out PEST analysis, we must always try to determine the most important
variables now and in the future. Important variables under each of the four aspects
are;

r Political, Legal and Government Economic, Labour and Capital Market

-—

1. Laws an manopolies, etc, . Plenned outlays

. Money supply
. Trends in GNP
, Interest rates

. Toxation low

. Import and export borriers

. Environmentael law

. Employment low . Inflation rates

. Consumer protection lows . Disposable income

N[O AW (N
NI~ AW

. Stability of Government, etc. . Levels of unemployment, etc.
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Secial, Cultural and Demographic Technological and Ecological i

1. Levels of lileracy

. Government 5 pending on R ond D |

. Income distribution . Focus of induslry on technology

. Attilude 1o work, elc. . No. of patents per million populotion

. Level of consumerism, etc. . New discoveries

Nl s W

. Social upliftment programmes . Pollution control and cleaner techno-logies

1
2
3
. Sociol mobility including rote of urbanisotion | 4. Rote of obsolescence of physicol assets
5
6
7

| 7. Levels of religious/cultural odiivities, efc. . Computers, IT and Telecom technology, etc.

The variables under the four headings are only indicative and managers can add or
delete as they consider appropriate. One would soon realise that the division between
the four aspects is not rigid — a variable may be economic but has been listed under
social and vice versa. The real issue is riot to debate where it should be listed; instead,
we should be able to examine its influence on the business now and in the future.

PESTLE Analysis

In certain situations, one may feel the need to extend the environmental analysis and go
in for PESTLE analysis. This means that the approach used is similar to PEST analysis
except that two additiona! aspects will be analysed in depth viz.,

Legol and Regulatoery Environment Ecologicol and Environmentol |
1. Excise, soles tox or income tax iree trade | 1. Enfarcement of environmentcl protection |
zones, elc, legislotion and penolties, eic.

2. level of deregulotion and liberolisotion of | 2. Energy conservation and manogement in |
economy terms ol recycling, etc.

3. Alignment of potent lows with WTO | 3. Policy on ozone depletion, generation of |

guidelines green house goses, eic. |
4, Llevel of government subsidies 4, Atnilude towards adopting green cades
5, Laws on immigralion and emigration 5. Use of birdh control measures I
4. Lows on equal apponunity 6. Amelioration of rurol and urbon povedy,
etc.

7. laws preventing mobility of population,
etc.

The above factors should be used as a checklist rather than as the framework for
evaluating their influence on the firm's business.

15.12 Total Analysis of Environmental Factors

Although rare, one must be familiar with the remaining aspects of environmental
analysis. These aspects often relate to micro environments.
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There are globel trends emerging in some induslries. For example, the laste and preference of
the younger generation in music is almest becoming universal. Consequently, firms in music or
entertainment industry should evalve global strotegies. Sany saw that in 1960s and moved into
ihe international market. BPL has already moved in and if Videocon haos to grow and flourish,
writing on 1he wall is unmistakobly cleor.

3. Quantifying the differential effect of the external factors: ANl factors do not have
impact on business to the same extent —their influence can be significantly different.
This can be evaluated by using the following simple scale of measurement:

++ = Very strong
+ = Strong
- = Weak
== = Very weak
The impact analysis can be done by using the following matrix.
S.No. Key External Influences I FirmA | Firm B [Firm C
11 Trock record in meeting the challenge of short life cycles of + * -- +
products
& Measuring needs and wonts of customers ‘ + + i -- J + +

The impact matrix can be continued for even very complex and large number of external
factors influencing the business.

15.13 Scenario Building

Scenario Building (SB) is a well established technique and can be used effectively in the
environmental analysis for strategic planning. It is very useful if the variables are few
and the time horizon is long, say about five years. It is a team approach and efforts are
directed towards building a few possible scenes for the future shape of the company.
These are not wild guesses or hunches of one individual (CEO or any other powerful
incumbent); instead, these are consistent views of possible developments around key
factors identified with the help of any onre of the above analyses.

Scenario Building (SB) is evolved by carrying out the following steps:

1.  Identifying key factors: Number of these factors must be kept low say up to three
to five.

2. Study past trends: We must analyse the history and find out their impact in the
past on market conditions and consequently on the firm’s strategy in the past. We
must learn the root cause of these factors themselves so as to understand their
gyration and amplitude better.

3.  Construct scenarios: With the active help of the team, we try to construct two to
four altermative scenarios that may be possible, consistent and logical through
debates and discussions. If the number of variables is large, we think in terms
of the optimistic, most likely and pessimistic values of dominant factors only.
This will help cut out improbable scenarios. in no case should we try to allocate
probability of happening to these factors as they may give a misleading view on
the accuracy whereas probability has been at best a guess-estimate.

The exercise of SB is useful because it imparts better understanding of the external
variables influencing the business. Besides, it facilitates challenging taken for granted
assumptions about their influence.



15.14 Industry and Competitive Analysis

It is not only important to carry out environmental analysis, but also the complete
analysis of the structure of the industry of which the firm is a part. Herein, we are also
externally focused to the extent that we are examining the various facets of business but
it targets only the industry in which the enterprise is in and all its competitors, current
players and future entrants.

Michael E Porter has made a significant contribution by propounding the technique of
‘Five Forces Analysis’. It is a very exhaustive methodology available for carrying out
the industry and competition analysis in depth and covers all aspects of business that
would affect profitability of the company now and in the future.

Five Forces’ Analysis

The technique has been illustrated in the form of a diagram as below.

POTENTIAL
ENTRANTS
Threat of
Bargaining Power new entrants

of suppliers v Borgoining power

INDUSTRY Py
COMPETITORS

-
SUPPLIERS » k_/

Rivalry among BUYERS
existing firms

Threat of substitute
produdls or services

SUBSTITUTES

Michael Porter has identified the following five sources of competition:
®  Rivalry among existing firms

e  Threat from new entrants

*  Threat from suppliers (by integrating forward)

®  Threat from substitut> products and services

e  Threat from buyers (by integrating backward)

We shall examine each one of them separately.

Rivalry among the Existing Firms

This constitutes analysis of the complete industry. Industry may be described as a group
of firms that produce products that are close substitutes. Although there is a debate
regarding the concept of substitutahility in terms of products, processes ancl geographic
markets, we would assume that the boundaries of industry are already well defined.
Firms are most concerned about the extent of competition among the existing players
in the industry.

Threat from New Entrants

Entry marks the beginning of production and/or sale of products by a new firm or an
existing firm through the process of diversification. Entrants threaten the incumbents
in two ways viz.,

Scanning Environments for
Threats and Opportunities
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Competitors’ Analysis

Strategy isalways competitive in nature - it is the positioning of the firm in the competitive
environment so as to ensure that its future actions are distinct from its competitors in
order to ensure greater value to its customers and consequently to itself.

Although there is a need for undertaking a detailed analysis of competitors, it is usually
not done comprehensively. A detailed framework is illustrated in the Figure below.

Existing
Future Gools Siiegy
Compelter's
Response
Prafile
Compstitor's Cempetitor’s Strerngths &
Assumptions Competitor Analysis Weoknesses

15.15 Strategic Group Mapping

The problem with the industry analysis is that the entire industry may not have any
well defined geographic boundaries and we are not able to uncover any strategic spaces
which may be remaining uncovered and hence become market areas of special interest
to strategy planners. Strategic Group Analysis is another technique from the stable of
Michael Porter who has changed the way managers look at their own operations and
management of the future of corporations.

™
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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 International 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

®  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.

15.16 Summary

The essence of environmental analysis is to learn 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 certainty 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. Knowledge of these techniques can help each enterprise to develop
its own compass that can continue to guide it into the stormy future.

15.17 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.

15.18 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. Ifa company wants 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 Environments for
Threats and Opportunities
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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? '

15.19 References and Further Readings
e Porter, M. E. (2019). Competitive strategy: Techniques for analyzing industries

and competitors (2nd ed.). Free Press.

e Hill C. W. L, Schilling, M. A, & Jones, G. R (2019). Strategic management:
Theory and cases: An integrated approach (13th ed.). Cengage Learning.

e Thompson, A. A, Peteraf, M. A, Gamble, J. E., & Strickland, A. J. (2020).
Crafting and executing strategy: The quest for competitive advantage (22nd ed.).
McGraw-Hill Education.

e Grant, R. M. (2021). Contemporary, strategy, analysis (11th ed.). Wiley,

e Pisano, G. P. (2020). Creative construction: The DN A of sustained

innovation.Public Affairs.

210



Unit 16 Variables in
Competitive
Environments

Unit Structure

16.0 Learning Objectives

16.1 Introduction

16.2 Critical Success Variables in Competitive Envirorunents
16.3 Internal Resource Analysis

16.4 Control over Resources

16.5 Value Chain Analysis

16.6 Summary

16.7 Keywords

16.8 Review Questions

16.9 References and Further Readings

16.0 Learning Objectives

At the conclusion of this unit, you should be able to:

¢ ldentify the critical success variables in competitive environments
L Analyse the internal resource

® Make value chain analysis

o Recognise the primary and support activities

16.1 Introduction

Critical success factors have been a very popular means of planning, implementing and
reviewing strategy ever since the concept was introduced in the early 1960s. Kenichi
Ohmae, in his classic - The mind of the strategist, the art of Japanese business, states
that all of industry leaders started by deployment of strategy based on critical success
factors. In other words, the promising companies which could not make it to the top
or those leading companies that fumbled when faced with real competition, had their
failures rooted in their inability to identify the factors critical for their environment or
lacked the understanding and will to exploit those factors through concentration of
resources and efforts to the scale required.

16.2 Critical Success Variables in
Competitive Environments

How do we attain and sustain a competitive advantage in real life? Kenichi Ohmae, in
his book, The mind of the strategist: Business Planning for Competitive Advantage, has
suggested the followings four ways:

¢  ldentifying and reinforcing strength in the critical success variables
e  Exploiting competitors’ weakness and building relative superiority
e  Pursuing aggressive improvements by challenging taken-for-granted rules

e  Deriving maximum benefits from strategic degrees of freedom.

Variahles in

Competitive Environments

Notes






Deriving Maximum Benefits from Strategic Degrees of
Freedom

There may be a limited scope in effecting improvements in the CSVs chosen to secure
positioning for the firm that imparts it the competitive advantage. Kenichi Ohmae
suggests that in such cases we must explore all the degrees of freedom and endeavour
to go beyond those degrees of freedom because that alone will move you out of the
current mindsets and seek fundamental, drastic and dramatic improvements in the
products, processes and practices.

16.3 Internal Resource Analysis

As an essential part of the investigation todetermine our own strengths and weaknesses,
we necessarily turn to internal resources that must be examined critically to bring out
the following:

®  Resources we use well and are very good at
®  Resources that are not performing well
®  Resources that are contributing but are not up to the expected level

®  Resources that are weak but are required to be in top gear for the success of
business

Corporations make use of a large variety of resources for carrying out the activities
required for the business. There are numerous ways of grouping these resources and we
can look at them in the following categories:

e  Physical resources

e  TFinancial resources

° Human resources

° Informational resources
e  Intangible resources

Let us discuss them one by one.

Physical Resources

These are the physical assets of the company. The analysis should be carried out
comprehensively and should cover the following aspects:

o  Age of the asset

e  Condition of the asset

e  Capability of the asset

®  location and its current market value, etc.
The physical assets may comprise of the following:

1.  Land and buildings: The analysis should cover all physical assets including
office buildings, their location and their current market value and ciassified into
one of the four groups stated above. For many firms, non-performing assets
situated at prized locations become the starting point of strategy formulation and
implementation.

2.  Plant,equipment and accessorieg: Every enterprise scrutinisesits plants, equipment
and accessories critically with respect to their age, condition and capability and
takes necessary action to prevent disrepair and deterioration. Maintenance and
replacement of plant and equipment is an economic and paying decision and
management should change their mindsets to take full advantage of it.

Variables in

Competitive Environments

Notes
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(ii) Competitiondata and information: Business extends into themarketplace and one
cannot conduct business without collecting and compiling data about competitors
and industry. The data about competitors does not become available easily beyond
what is published in the forin of annual reports, publicity brochures and product
catalogues. Perhaps in the coming years, industrial intelligence services will be
available to satisfy this demand which is going to be sought more and more. There
is a lot of learning that can be derived from industry and competition data and
used as a benchmark to improve ones own operations to match the perforinance
with the industry leaders and then to outstrip them.

Some useful data may also be available from the industry and trade associations.

(iii) Environment data and information: A lot of information bureaus are already
offering their services on a commercial scale. However, the data that can be useful
for instituting benchmarking projects are difficult to come by and special efforts
may be involved. Sometimes, engaging professional consultants in particular
areas facilitates access to this type of relevant data. These inputs are required to
finalise the parameters for the benchmarking project. Most firms are, if approached
properly, prepared to share their experience in the design and operation of these
parameters. Environmental information for inter-firm comparison cuts across
the industry and trade barriers and takes the company to benchmark globally to
become one of the best in the world.

Intangible Resources

Intangible resources are no longer intangible because these are very valuable in the
competitive marketplace. For example, goodwill has always been understood in India
as an asset that is valuable and can be traded, if required. Intangible resources cover the
followings:

(i) Brand name: Companies are now realising the importance and'value of brand
management and building up brand equity. They are busy committing major
expenditures to gain a competitive advantage.

Thums up and Kwality brands have taken a beating after they were acquired by
larger corporations. The brand has to be continuously nurtured and tended to
glory.

(ii) Corporate image: Enterprises have to create a climate within the organisation that
can guide the priorities of the company when it comes to social and ethical values
and projects of direct interest to the society and the nation. An equal opportunity
employer or an employer who would play fair in his dealing with the customers,
suppliers and employees alike. These are deeply set beliefs and values ~ managers
cannot be fair to customers until they have embedded the style of being fair to
their suppliers and employees. Corporate image can be a big asset in times of
crisis like war, etc.

(iii) Good contacts: Good contacts and networking with customers, community
and the government can lead the company to building lasting friendships and
associations.

16.4 Control over Resources

While auditing the role and importance of resources, we need to examine not only the
resources that the company bas but also those resources that it can access because of its
contacts, image and brand equity.

16.5 Value Chain Analysis

Concept of valueis not new in the industry. Itoriginated during the peak of second world
war when Larry D Miles, working for the US Navy, developed the technique of Vaiue




Analysis. It has later also been described as Value Engineering because it developed
as a total concept from concept to design, engineering, procurement, operations and
maintenance covering the entire life cycle of products, processes and procedures.

Student Activity

Discuss the role of brand valuation in making strategy.

16.6 Summary

Critical success variables should be highlighted if the organisation has to secure a
strategic positioning for a cutting edge in competitive environments.

Interal resource analysis is a good starting point for identifying our own strengths and
weaknesses — it throws up a lot of issues and problems which need to be attended to if
the cempany has to succeed in the competitive environment. This audit should cover all
the resources — physical, financial, human, informational and intangible.

While carrying out this audit, we should review both, the resources directly within
the control of the firm and those it can access to, with the contacts and relationships
cultivated over time.

Value chain analysis has become a very powerful tool for examining the value chain of
the firm and the total value chain.

16.7 Keywords

Physical Resources: These are the physical assets of the company.

Inbound Logistics: These cover receiving, storing and distribution of input materials
and resources to machining, assembly, testing and other activities.

Outbound Logistics: It includes collection, storage and distribution of products to
customers and also warehousing, material handling, transportation, etc.

Procurement: This process, currently referred to as Outsourcing, inyolves acquiring
varieus resource inputs to the primary activities and takes place across all functions of
the company.

16.8 Review Questions

1. What are the critical success variables in competitive environment?

| S8

Write a note on intermnal resource analysis.

What are the key strategy for managing financial and human resources?

et e

Define value chain analysis.

16.9 References and Further Readings
e David, F.R, & David, F.R. (2818). Strategic management: A compétitive advantage

approach, concepts and cases (16th ed.). Pearson.

¢ Johnson, G, Whittington, R., Scholes, K., Angwin, D, &Regnér, P. (2828). Exploring
strategy: Text and cases (12th ed.). Pearson.
e Kaplan,R.S, &Norton, D. P. (2828). The balanced scorecard: Translating strategy

into action. Harvard Business Review Press.

198 Hill, C.W.L, & Jones, G.R. (2819). Strategic management: An integrated approach
(13th ed.). Cengage Learning.
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- 17.12 References and Further Readings
17.0 Leamning Objectives

At the conclusion of this unit, you should be able to:
® Explain the total value chain

® Describe the preduct portfolio analysis

® Define BCG matrix

@ Describe General Electric {GE) Business Screen
e Explain Arthur D Little's Life Cycle Analysis

17.1 Introduction

Every organisation has to take two central strategic decisions viz.,

e Which strategic area will drive the business concept and impart direction to it?
e What areas of excellence it should cultivate to keep the strategy in good shape?

It has to choose the value drivers which must be honed, sharpened and enhanced and look
for areas which are adding costs more than what can be justified as their value adding
capability from the customer point of view.

It is useful to look at the entire value chain within the organisation and classify the activities
into the following three categories:

¢ Real Value Adding (RVA)
e  No Value Adding (NVA)
e  Business Value Adding (BVA)

Of the above, NVA activities are cost drivers and should be eliminated and BVA activities
cannet be eliminated and hence, should be brought down to an irreducible minimum.
Consequently, the proportion of RVA activities will increase in proportion. Besides, we can
further sharpen the skills for performing RVAs better.



17.2 Total Value Chain Cost and Value Drivers

No enterprise can deliver value to the customer individually. It needs the help of suppliers

who supply a large number of items it cannot make in-house and the active involvement of

its wholesalers and retailers so that it can reach the end consumers effectively and efficiently. Notes
If we take this into account, the total value chain of a company would be as shown,

Suppliers Wholesalers Retailers

Thus, the capability of an individual firm to deliver value is very much dependent upon its
vendors and suppliers who should be treated as business partners and long-term and
durable relationships with them must be cultivated.

Stmilarly, wholesalers form an important link in the value chain extending towards the
customer. They play a vital role and should be cultivated on a long-terin bilateral working
relationship. There is no place for adversarial roles that must be mutually reinforcing.
Business relationships last if everyone makes money coinmensurate with their respective
effort and investment.

Performance at the retailers’ level is the most critical area as it interfaces with the end
consumers. Their active involvement and their cooperation in organising window display,
sales promotion campaigns and customer care is paramount for the success of the business.
There is thus a greater need te interact with the retailers and make it easier for them to
communicate effechvely with the custorners.

17.3 lmportance of Linkages in the Value Chain

Whether at the leve! of individual organisation or at the level of total value chain, bonds
among the various links in the chain are important. if the two departments like marketing
and production go together well, it may be viewed as a strong point. Similarly, if marketing
and sales are able to synergise well with the servicing function, it can enhance value
delivered to the end user.

What is true within the organisation is more so for the total value chain. If suppliers
respond better and faster to the purchaser, it is a positive strength that a company can
build upon further. The suppliers should be viewed as your own workstation or capacities
but not located at your own premises. If we have perfect understanding with the wholesalers
and respond quickly to mutual needs and expectations, the relationship can facilitate
delivery of better value to the end consumer. Similarly, retailers are part of the same link
and should be treated with due concern and consideration.

It must be always remembered that the total chain is as strong as the weakest link in the
entire chain. Such weak links should be identified and supported to overcome their
weaknesses as that weuld add to the overall effectiveness of the value chain, which should
be the commeon concern of every one in the value chain.

This total chain should be subjected to the same scrutiny of identifying the activities and
classifying them into the three categories:
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e  Real Value Adding (RVA)
e  No Value Adding (NVA)
e  Business Value Adding (BVA)

This is a comprehensive method of identifying the value drivers and cost drivers in the
total chain and strategies can be worked out for enhancing the value delivery to the end
users.

17.4 Role of Information/Communication
Technology in Reinforcing Value Chain

When two groups or individuals link up together, the role of telephones or other forms
of communication links becomes rather important. With the recent advancements in
computer networking, information and communication technologies, this aspect has
assumed greater importance. All organisations must examine the economics of changing
over-to computer based telecommunication links to make these business links
stronger so that you can connect with the remotest comer of your territory
instantaneously. You or .your wholesalers’ salesperson can easily link up.cither way so
the business deals can be clinched faster. It also permits quicker responses to customer
and salesperson queries and helps overcome the problems of time and distance.
This aspect is increasingly becoming important in doing business today. Large scale
computerisation of business, creating intranets and using i:ntemets for accelerating the
pace of comm1.1nication has enabled companies to deliver better value to the customer.
Similarly, voice—response systems are useful in accepting customer complaints round
the dock and giving them feedback in quick timeAlthough, perhaps not that well
highlighted by Michael Porter, the need to integrate various links within the ,value chain
will make for stronger and more durable relationships and enable companies to deliver
better value to the customer.

17.5 Management of Value Chain

In recent years, considerable thought and effort has been devoted to the challenges of

delivermg higher and higher value to the customers so as to earn a space in their heart. It
has been described mathematically as below.

Value x Service
Value= —m8 ™ —
Time x Cost

Correspondingly, management of value chain should involve these four aspects:

Time Management

One of the carliest metrics used for increasing productivity, delivery, availability and
flexibility, it focuses on reduction in manufacturing or service cycle time and speeding up
responses to speed ahead of competition. Introduced into management by the famous
Fredrick W Taylor, father of scientific management, it leads us to developing time based
strategies to combat competition. In the current context of marketing warfare to gain a
strategic positioning in competitive environments, it may involve the followings:

1.  Reduction inlead time
(a) Indesign
(b) Inengineering
(c) Inprocurement

{d) Inconversion



(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
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e Elimination of waste

<+ Implementing Just-in-Time systems for launching a total war on waste in all
forms

+  Pollution reduction by changing over to cleaner technologies
%  Noiseless and serene workplaces and environments
o  Continuous improvements (Kaizen)
2+ Inproducts
#  In processes
#  Inprocedures

<+  In policies

Service Management

An emerging concept of 1990s, it incorporates all the other metrics of time, cost and quality.
It embraces all facets of working life because simultaneous to selling tangible goods to
customers, rendering services is crudal and can make or mar the prospect of your marketing
and selling efforts. Service oriented strategies cover the following aspects:

e  Customersupport

e  Productsupport

®  Productservice

®  Flexibility in meeting customer demands

e  Flexibility in meeting changes in the market

17.6 Product Portfolio Analysis

Most companies deal with multiple products that may be bundled together or divided into
various profit centres or Strategic Business Units (SBUs). We have to examine these firms
having a large number of products in their portfelio to understand their weaknesses or
strengths in the market place. It is perhaps easy to understand that these products may be
passing through different stages of their life cycle viz., introduction, grewth, maturity or
decline. We, therefore, must reassure ourselves whether sur product portfolio is balanced
or not. What are the gaps and how to go about filling them up?

BCG Portfolio Matrix

Boston Consuiting Group (BCG) portfolio matrix is one of the early techniques and has
become very popular over years because of its simplicity. It involves drawing up the matrix
between the ‘Market Share’ and ‘Market Grewth’ as shown below.

Market Share
High Low
High
Star Question Mark
Morket
Growth
Cash Cow Bog
Low
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3.  Divestment strategies: As explained in the beginning, quitting a business or
withdrawal can also be a worth-while proposition and should not be thrown out of
hand. It is a tricky situation though, because usually the best price is often offered by
one of your erstwhile competitor!

The real purpose in undertaking these analysis is to ascertain the balance of product
portfolios of the firm and its competitors.

17.7 Arthur D Little’s Life Cycle Analysis

This technique owes its origin to Arthur D Little Consultants who have also been active in
India in recent years. This is a very detailed matrix analysis as it links market position of

the firm with the industry or products’ different stages of life cycle. Also known as Product-
Market Evolution Analysis, it examines the four stages of product life cycle and five possible
market competitive positions as set out below:

Embryonic Growth Maturity Decline
Dominant | Fost grow Fast grew Defend Defend
Stort up Cost leadership Cost leadership Costiocus
Renew Renew Renew
Defend Fast grow Grow with
Indusiry
Strong Stort up fosi grow Cost leodership Find niche
Differentiate Cotch up Renew, Differentislion |Hold niche
Fosl grow Cost leodership focus Differentiate Hong in
Grow with Industry Grow with
industry
Fovouroble | Stant up Differentigtion Harvest, Hong in Retrench

Differentiation | focus Find ond Hold niche, |Turnoround

Fast grow Catch up Renew, Turnaround
Grow wiih Differentiation focus
indusliry Grow with industry
Tenable Start up Harvest Harvest Dives}
Grow with Caich up, Find Turnarcund Retrench
Industry niche Hold niche, | Find niche
Facus | Hongin Retrench

Turnaround Focus
Grow with industry

Weak Find niche Turnaround Withdraw Withdraw
Catch up Retrench Divesi
Grow with
{ndustry

The above is a convenient and comprehensive set of strategies developed by Arthur D
Little Consultants’. All that we are required to do is to undertake a realistic appraisal of the
current classification of the product linesand possible strategy options can be read directly
from the above matrix.

17.8 Analysis of Product Portfolio Balancing

A well diversified firm may have a good distribution, spread and balance of products
among various cells of the matrix analysis described above, but it may not be so. We must
examine this aspect of the product portfolio analysis in depth.

The process is being explained by taking the example of BCG analysis of a firm.



®  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.

®  Divestment strategies: Managers must understand that it is better to be less emotional
about the product portfolios and take more objective decisions. If there is a 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  Focusingon '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.

17.9 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 strengths in the
product lines of the firm. This analysis is also carried out for compettors 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.

17.10 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 shareis low and
the products are either in static {mature) market or in declining phase well past the
saturation point. ’

17.11 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. Whatis the objective of product portfolio analysis?

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

Cost and Value Drivers
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Strategic Analysis usefulness in strategic planning and management.

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

Notes in a team approach?
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-18.0 Learning Objectives

At the conclusion of this unit, you should be able to: L

Define core competencies

Describe the tests for core competencies

Make financial ratio analysis

Define organisational culture

Identify the factors influencing organisational culture
Explain the inapping stakeholder's expectations

18.1 Introduction

Organisations need capability to manage its business — operations, finance, marketing,
human resources, etc. The way these resources are linked together in a value chain is often
the source of competitive advantage. These resources have also been described as

non-tradeable assets of the company.

Anglysis of Skills and Competence

Notes

227



Business Poticy and
Strategic Analysis

228

Notes

In strategic management, we start with environmental analysis for uncovering threats and
opportunities and then determine internal strengths and weaknesses of the firm. We identify
the markets the firm should serve and then proceed to position its products and services in
order to outflank the competitors. We tend to assume that we can always acquire and
develop the resources and capabilities and thus achieve our goals and objectives.

18.2 Concept of Core Competencies

Concept of core competencies is not recent; it has been evolving over the last few decades.
Selznick used it way back in 1948 and it has been used by several authors during the last
ten years. It may be described as the organisational rent of the resources possessed and
controlled by the company. The view of economic rent ensues from the resources and their
capabilities.

If we draw up a matrix between ‘competitive advantage’ and ‘resources and their
competence’, it would look as shown.

Competitive Advantoge
Some as Competitors  Befter than Competitors
{Easy ta Initiate) (Difficult to Initiate)
. Threshold Unique
Resources Resources
Compelence Threshold Unique
Competence Competence

1t looks at these resources in four components viz.,

1. Threshold resources: These are the minimal level and skills of resources required to
stay in that business or industry and can be easily imitated by others in the industry.

2. Unique resources: These are the special bundle of resources which a firm has acquired
over time, developed, refined and honed with experience which are unique to it.
These cannot be easily imitated by the competitors.

3. Threshold competence: Corresponding to the possession and control of threshold
resources, its competence is of the minimum adequate level that is just enough to
carry on business in that industry.

4. Unigue competencies: In line with the unique resources in the possession of the
company or the resources it can access to because of the strong linkages it has built
over time, it has competencies that are unique and cannot be easily imitated by the
competitors.

18.3 Resources

These are the factors of production owned and/or controlled by the firm. Their strategic
importance is based on the fact that the profits eamed by the firm are ‘returns on resources’.
Profits from an attractive industry come from superior plant and equipment, differentiated
products and possession of patents and trademarks/brands which have built up
reputation over time. These margins result from the entry barriers that depend upon
econoimnies of scale, capital equipment and unique experience accumulated by the company.
These cannot be easily acquired or imitated by the competitors. Grant has said that,




“Resources are the founts from which firm’s profits flow”. Resources may be tangible or Analysis of Skills and Competence

intangible; it is the intangible resources that are more important. These do not appear in
the profit and loss statement of the company. Even when these are identified to be of value,
they are difficult to value objectively. However, their value can be inferred; in the event of a
sale, it is the difference between the purchase price and the book value that in common
parlance is called the ‘goodwill’.

These intangible resources may be classified into:

Human Intangible Resources

Although human beings are tangible but their skills, experience, etc. are not. It is very
difficult to measure their value since much of itemanates from the way they work together
in teams and groups. Brain equity is being increasingly seen asa crucial asset in winning
marketing warsin the future.

Non-human Intangible Resources

Brand names in the possession and control of the company are the most prominent
examples of this resource. Difficult to value, their value is beyond doubt. These days, it is
measuired as a ratio between the stock price and the boak value. Corporations like Coca
Cola top the list with a ratio of 62.

This ratio also reflects the expect.ations of the market in terms of future growth. Protecting
brand becomes a strategic obsession with these firms.

18.4 Capabilities

Capability may be described as a fiem’s ability to deploy a mix of resources to achieve a
goal. Capabilities may be thought of as intermediate products generated by the firm to
enhanceproductivity of its resources - itis the special ability of the firm to bring out higher
output from its resources. The way these resources are configured and utilised determines
the organisational capability of the firin now and in the future.

Researchers have agreed that organisational routines and rituals — the way we do things
here, are critical determinants of company’s capabilities. Appropriate proportion of
organisational culture, styles of leadership, management control and reward systems need
to be properly mixed so as to realise full potential of the capabilities of the resource.

18.5 Understanding Core Competencies

C K Prahalad and Gerry Hamel] talk of architects and maintenance engineers; they stress
the need of more architects than maintenance engineers ina firm. According tothem core
competencies are built by integrating the strategic internal architecture of the firm as a
whole. They are of the opinion that more relevant than product portfolio is the portfolio of
core competencies and managers should focus on identifying, cultivating and exploiting
these core competencies.

In the short run, we may perceive that competitiveness comes from price performance of
the products and services and the costs and quality of the products as thev offer differential
advantage. Competence comes from ability to build at lower cost and morespeedily than
the competitors, it spawns revolutionary products and services, it is the ability to adapt
quickly to changes in the market place and ability to coordinate and integrate multiple
technologies across various functions and SBUs. Core competence is rooted in the culture
of the organisation and has evolved over many years ~ it helps the firm to ‘focus on roots
and not the leaves’.

A firm cannot be good at more than five or six core competencies. According to Tampoe
(1994), core competencies:

®  Areessental for acompany

e  Engender core products of the company

Notes
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e  Facilitate strategic decisions of the firm

e  Accomplish the mission and vision of the company

18.6 Characteristics of Core Competencies

In view of the foregoing, we can list the following characteristics of core competencies:
e Invisible to the competitoxs

e  Difficult to imitate

e A mixof skills, resources and processes

e A capability that can sustain over time

e s greater than the competence of individuals

¢  Is marketable and commercially viable

° Are few in number.

18.7 Tests for Core Competencies

Grant has suggested the following four tests for isolating core competencies:
e  Appropriability

e  Durability

e  Transferability

e  Replicability

These are described below.

Appropriability

Itrelates to thebasic question of who owns and who is the beneficiary of the core competence.
In legal terms, a firm owns its physical assets like buildings, machinery, etc. but not its
humanassets.Skills of a specialist like computer expertare owned by thatindividualand
not by the company. '

Durability

It varies widely among the core competencies. Brand names like Life Buoy, Sunlight, etc
have been with us for decades. Physical and tangible assets have much shorter lives and
are less durable; technological changes are shortening product life cycles and technology
life cycles. Even patents have an average life of 20 years inclusive of the product
development, testing, registration, etc. There is a trend towards reduction in the durability
of human assets; they arealso becoming obsolete faster. Those with marketableskills move
away from permanentjobs and contract their services and skills in the open market!

Transferability

How long do these resources stay with a firm? Some competencies are with small firms
that are closely held by large conglomerates who sell them overnight and consequently,
core competence stands transferred to another corporation.

Replicability

Replicability relates to the ease of imitation by the competitors. Properly patented inventions
cannot be easily replicated. There are some skills that can be easily acquired by hiring the
services of a consultant. Once again, core competencies deeply embedded in rituals and



routines of the organjsation and developed historically within the company are difficult to Analysis of Skills and Competence

imitate and thus form the kernel of core competencies.

18.8 Financial Ratio Analysis

The assessment of financial position of an organisation is an important part of the overall
internal analysis in order to determine the strengths and weaknesses of the firm or any of
its divisions /profit centres. This should be used in conjunction with the other methods as
outlined already.

Financial anatysis is 2 part of the larger study of measurement of the different aspects of a
firm’s performance.

18.9 Management Ratios

In order to understand the impact of any event occurring in the firm, we measure it by
comparing it with another event or data that is related to it in some way. For example, if we
maintain the distance traveled by individual cars run by the company and we relate it
with another data pertaining to the fuel consumed, we obtain a ratio or an index, which is
kilometer traveled per titre of the fuel consumed. This ratio measures the efficiency of the
cars run.

18.10 Types of Financial Ratios

Financial ratio analysis measures the overall performance of a business. These measures
indicate the extent to which a company is meeting some or ali of its key objectives. Likewise,
these analysis also reveal the constraints that the firm is experiencing now or is likely to
face in the future.

As an integral part of financial analysis, we compile the following types of ratios:
®  Profitability ratios

¢  Liquidity ratios

¢  [everageratios

e  Activity ratios

¢  Investment ratios

These have been described below.

Profitability Ratios
A number of ratios are worked out to understand the profitability of the firm.

1 Gross profit margin

Sales — Cost of goods sold
Sales revenue

This is calculated as a ratio of

This measures the total margin available to cover the operating expenses and the
possible profits.

2. Operating profit margin

Profit before taxes and interest

This is calculated as a ratio of
Sales Revenue

This is an indication of the firm's profitability from the current operations without
taking into account the interest charges accruing from the capital borrowed.

Notes
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2. Pricc eamnings ratio Analysis of Skills and Competence

3 Current market price per share
It is measured as the ratio of P P

After tax eamnings per share
Notes
The firms that are growing faster or have less risk exposure tend to have higher price-
earnings ratio than those firms that are growing slowly and are subject to higher
risks.

3.  Dividend payment ratio

Annual dividend per share

It is computed as a ratio of ,
After tax eamings per share

This measures the percentage of profits paid out as dividends.

4.  Cashflow per share

After tax profits + Depreciation

It is calculated as a ratio of ,
Number of common shares outstanding

It is ameasure of the discretionary funds over and above expenses available for use by the
firm.

18.11 Overview of Financial Ratios

The financial ratios cover acomprehensive set of measurements reflecting various facets of
an organisation’s functions and have emerged as useful tools for strategic planning and
management. However, managers should not use them in isolation; their usefulness wilk
be greatly enhanced if these are used in conjunction with the other analyticaltools. Following
guidelines are suggested for using them:

° At least a period of five years should be considered so that a clear trend, if any, can be
identified.
e  The ratios should always be compared with the trend in the industry.

e A setof figures should not be taken too literally; usually this is confirmed by other
ratios.

° These ratios also need to be considered in combination with other metrics so that
right conclusions can be drawn.

e  Evaluation of the ratios is more important than the individual figures by themselves.

18.12' Assessing Organisational Culture

Organisations have characteristics in common with each other. However, eaclr also has its
unique sets of characteristics and properties. This psychological structure of the
organisation iscalled its Organisational Culture. This can even be experienced by alayman
and they use words like climate, atmosphere or milieu interchangeably with cuiture.
Organisational culture is a set of features that:

e  Distinguish one from another
e  Arerelatively enduring over time
e Influence the behaviour of people in the organisation

Organisational culture is like the personality of an individual which has many traits
common with other individuals but has some which are unique and its distinguishing
traits. As a result, each of us become a unique personality with a unique attitude and
behaviour. Thus, culture is distinguishing but has the influence of integrating individuals,
groups and organisations. 235
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Cultural Context of Strategy

Culture has animpact on the beliefs, assumptions and values of individuals and groups
within the organisation. A value is a concept, explicit or implicit, which an individual or
group regards as desirable and in terms of which, they select from among the alternatives
available, the modes, means and ends of an action.

Values are an integral part of a person’s thoughts, speech and actions. They are acquired
by experience and exposure, cumulative knowledge and intellectual skills. They influence
our expectations, attitude and behavior. Thus, they influence the process of choosing the
strategy fromamong various alternatives.

Organisational Culture

Organisations can be described in tangible terms such as organisation structure and in
intangible termssuch as organisational culture. Description of the culture of an enterprise
gives an idea of how it feels like working there. It is the system of shared meaning held by
members of the firm that distinguishes it from other firms viz., the shared attitudes, behaviour,
beliefs and values. A few suggested characteristics of organisational culture are:

1.  Individual autonomy: [tis the degree of responsibility, freedom and independence
the individuals have,

3

Tolerance of risk: It is the degree to which employees are encouraged to be creative,
innovative and risk taking.

3. Direction: It is the degree to which the firms emphasise clarity of objectives and
performance objectives.

4,  Integration:ltis the extent to which units within the organisation are encouraged to
“ work in a coordinated manner.

5.  Management contact: It is the level of communication, assistance and support
provided to the subordinates.

6.  Control: It is the number of rules and regulations and the amount of dicect supervision
that are used to oversee employee behaviour.

7.  Identity: Itis the extent to which members identify with the organisation as a whole
in contrast to their work group or professional circle.

8.  Reward system: It is the degree to which the firm’s reward system viz., salaries,
increments and promotion are based on employees’ performance.

9.  Tolerance of conflict: It is the extent to which employees are encouraged to air
disagreement, criticisms and conflicts openly.

10. Pattern of communication: It is the extent to which the organisation communications
are restricted to formal chain of command.

18.13 External Factors Influencing

Culture o important influences are:
e  Valuesof the society

e  Values of the organised group

Values of Society

Although society gives one the impression that it tends to be conservative, changes are
continuously taking placein its attitude to work, authority and even concepts like equality,
etc. Besides, a firm’s activities are also influenced by the constraining legislation, public
opinion and the media. These may be further divided into two categories:



i.  External relationships: Herein we focus on our attitude and behaviour towards Analysis of Skills and Competence

happenings that are thrown on us by factors on which we have little control. For
example,

(@) Coping with uncertainty: It is important to understand whether for coping with
uncertainly, firm’s culture enjoins us to:

(i)  Avoid or tolerate
(i) Reduce or accept
(i) Manage or adopt

(b) Influencing envirenments: Whether our culture tells us to:
(i) Behaveproactively or reactively
(i5) Prefer action or fatalism

(c) Assessing truth or reality: Whether the culture directs us to:
(i) Analyse facts or logic theoretically
(i) Assess the truth inductively or deductively

(d)  Attitude to change: Whether the firm’s approach would be to:
(i) Relate to pastor future
(i) Prefer continuous to step changes

2. Internal relationships: These situations might be stated as:

(a) Statusorientation: if the firm is status conscious, it will be more inclined to use
hierarchy than networking.

(b) Individual orientation: decides whether the firm respects individuals or groups.

(¢}  Sacial concern: decides whether the firm is task or social oriented.

Values of Organised Groups

Organised groups and their values have a profound influence upon individual’s attitude
and behaviour. These groups may be directly related to yourwork, like trade unions who
may be highly institutionalised or those not related to work like the religious groups or
political affiliations.

In strategy, we recognise the influence of organisational paradigm and industry recipe
who exert dominant influences. There are also a large number of professional and social
service bodies who have their owncodes of conduct. Many of these cover aspects of quality
of service, employment practices or resolution of disputes, etc. All these have a varying
degree of influence on the beliefs, assumptions and values of individuals.

18.14 Internal Factors Influencing Culture

There are three layers of internal factors as below.

1. Values: These are relatively easy to identify although when committed in writing
they tend to get further defined. These values are written as such and they also
influence our written statements for the mission, strategies and objectives. v

2. Beliefs: These are more specific ones viz., the issues people often talk about. At the
international level, a belief is emerging that we should not buy goods which are
produced by employing children.

3. Assumptions: These form the real core of the organisational culture. These are those
aspectsof values that are taken for granted and people find difficult to identify. These
are so deeply embedded into the organisation that until these are brought out and

Notes
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challenged, very little will change in the company. These override logical analysis
and analytical evaluation about the strategies.

18.15 Types of Organisational Culture

Miles and Snow have studied the impact of culture on the oganisations and suggested
following four broad categories:

1. Defenders: Firms that are influenced by this type of culture long for a stable and
secure place in the market, a niche. They would go in for strategies which call for
specialisation like cost leadership which favours efficient working. Consequently,
they goin for vertical integration for integrating processes—backwards or forwards.
They prefer to focus en price and service to the customer and are at ease with formal
planning.

2. Prospectors: As the name implies, these firms look for and exploit new products and
new markets, prospecting all the time. Such firms are good in monitoring their
environments and seize the opportunity for product development and market
development with diversified technologies. This is possible only if the firm has a
flexible approach, is decentralised and managers are free to take on the spot decisions.

3.  Analysers: Such management teams try to bring out a match between a new venture
and the existing ones by going slow in growth. Their strategies favour market
penetration and they are essentially followers in the market. They have a rather
complicated process of coordination and believe in intensive planning.

4.  Reactors: This category of management teams perceive environmental changes but
rarely make adjustments either in their style or in their focus until they are forced to.

18:16 Mapping Stakeholders’ Expectations

Stakeholder is a person who has a ‘stake’ in the firm. Dictionary meaning of the word
‘stake’ is a share or interest, specially financial, in property, a person or a business venture
and the like. Stake is the money risked or hazarded in a wager of a game of gambling. In
organisations, they represent the various interest groups whohave some financial or other
gains at risk in the running of the enterprise.

These interest groups influence not only the final selection of the strategy but also its very
formulation. It is, therefore, crucial for managers to analyse their relative importance and
expectations.

18.17 Stakeholders in a Corporation

Stakeholders can be intermal or external to the organisation:

" Internal Stokeholders External Stakeholders
Directors Customers
Managers Supptiers
B Employees Financiers
Shareholders
Government
Community




Other pressure entities like environmental and consumer protection groups are also making Analysis of Skills and Cmnperence

their presence felt and no enterprise can ignore them. These are shown in the diagram
below.

Notes
Internol External
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Shareholders

Community

18.18 Identifying Stakeholders

Expectations of stakeholders canbe varied and may even be in conflict with each other. For
example, in the event of the firm making high profits, shareholders may want high
dividends, employees may want higher wages and salaries, managers may want the
surplus to be invested in debottlenecking their operations or creating large capacities for
meeting the future demand and higher compensation or reward for increased
responsibilities.

Matrix analysis of all the relevant factors for a given issue, by using a simple evaluation
scale as below, can help in identifying the stakeholders.

Stakeholder supporting = +
Stakeholder opposing = -
Stakeholder neutral & 0
Stakeholder divided = ?
internal External
Stakeholders Stakeholders
Si. Issues
1 -1 - -1 -1 0] -] +] O} - +]| C
2% 2 - +| - -+ -1 -] 0O} -
3
4,
5.
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18.19 Mapping Stakeholders

It is essential not only to identify the stakeholders but also to understand their possible
responses and their intensity so as io find ways and means of overcoming them. Managers
should aim to secure supporters and collaborators for the strategy and avoid road-blocks,
if any. Following two techniques involving 2 x 2 matrix analysis are very useful in mapping
the stakeholders’ predictability and their interest in the issue(s) at stake.

Power Predictability Matrix Analysis

The matrix is as shown. [t divides the stakeholders into four groups as below:

~————p Preditobility

High Low
Low
Few Unpredicioble
Prablems but manageoble

Powerfu! & Greater danger
Predictable or opportunity

High

1.  Low power and high predictability: This group does not present any problem but is
important because their support for the strategic decision is critical.

2. Lowpower and unpredictable: Although this group is unpredictable, they are easy to
manage because they wield little power in the situation.

3. Predictable and powerful: This group is powerful but their responses are predictable.
They play a significant role in strategy formulation because their possible views will
have to be incorporated to make it acceptable to them.

4. Unpredictable and powerful: Thus group presents the greatest danger to the managers
formulating strategy since they wield a great deal of power. If strategy can be designed
such that they can be roped in and converted into supporters and collaborators of the
strategy, it would also present the most attractive opportunity. Opportunity comes
with its challenges!

Power Interest Matrix Analysis

Thas is as shown below. Based on the interest in the issue at stake, we divide them inte four
groups:

Low of Interest
Low High
Low
ng Minimal Effort Keeping lnfarmed
Keeping Sotisfied Key Players
High




1. Low power and low interest: This requires minimal efforts to bring them around to Analysis of Skills and Competence
support the strategy.

2. Low power and high interest: This group expects to be kept informed and not being
taken for granted. Managers aware of the role of communication in organisations

, ; Notes
can manage this group easily.

3. High power and low interest: These are the most difficult because they show little
interest in strategy formulation but wield considerable power. Their possible reactions
may have to be taken into account while formulating strategy.

4.  High power and high interest: They are the key players and they also show a keen
interest in the strategy. The strategy formulated has to be to be acceptable to this

group.
Mapping stakeholders have the following advantages:
®  Itis a way of assessing the cultural fitness of the new strategy
e Itidentifies the key opponents and facilitators of the new strategy
e It highlights the need of repositioning the stakeholders so as win their support

® ]t may lead to proposals to buy over some stakeholders to secure their acceptance of
the new strategy.

18.20 Sources of Power of Internal Stakeholders

We are all aware that there are two sources of power of internal stakeholders ~ positional
power and personal power. Each of these is further divided into two types as below.

Positional Power Personal Power
Reword power Referent power
Coercive power Expert power

Positional or hierarchical or legitimate power is used by senior managers to exert influence
on strategy but it has a very limited impact if used singly. In fact, most of the disputes in
industry originate from the over exercise of the positional power.

Personal power arises from an individual having personal qualities of leadership and a
working environment which favours consensus among groups within the organisation. It
is believed that one of the most important role of managers is to change and move to an
organisational culture which supports the strategy. In this respect, personal power rather
than the positional power plays an important role.

Various sources of power of internal stakeholders are:

1. Control over strategic resources: The power of resources can change over time but if
the strategies support the thrust for market development, managers wha control
these resources become more important. Likewise, if the strategies favour product
development, research and technalogy resources become more dominant.

2. Control over specialist knowledge and skill: If an individual has acquired specific
knowledge which is required desperately to support the strategy, he becomes
indispensable. Also, if there is a prized area of knowledge or skill in the firm,
individuals tend to migrate to it so that they come to acquire skills and knowledge
that is valued by the company.

3. Control over firm's environments: Individuals who have a good knowledge about
the firm’s environments are able to exercise greater influence on the strategy and
performance of the enterprise. Their power emanates from the factthat they are able
to reduce variability in business by predicting and providing for uncertainties. For

1
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example, by and large, marketing and finance personnel have been able to play
bigger roles in strategy formulation when the environments have been turbulent and
hence unpredictable.

Autonomy in decision making: Decision making requires autonomy and exercise of
discretion. If individuals are allowed to exercise discretion in their areas of
responsibility, they have greater power in the formulation and execution of strategy.

In a conventional way, power of internal stakeholders can be ascertained from the following;

Title or the designation of individual

Control over number and volume of resources
Memberships of powerful bodies

Size of office

Size of company car allocated

Use of personal secretary

Exclusive computer terminal or networked personal computer, etc.

18.21 Sources of Power of External Stakeholders

Extemnal stakeholders also influence many strategic decisions. Their sources of power
may emanate from the following:

iy

Dependence for resource acquisition: If a firm is heavily dependent upon the
stakeholder for buying and selling some critical items or services, the concerned
agency assumes more power. For example, commercial banks have considerable
clout with the firms who borrow money from them.

Dependence for implementation: Suppliers, wholesalers or retailers become more
powerful if they are closely associated with the implementation of strategy. For the
same reason, it is true for the internal stakeholders where the power is slowly shifting
to logistics and supply chain management.

Dependence for a critical or scarce skill or knowledge: Sometimes a particular
conlractor or vendor may exercise major influence because he is supplying the goods
and services which are scarce and in limited supply in the market.

Cultivation of internal links: Some external stakeholders come to exercise higher
influence in an enterprise because they have cultivated the right networking with
power functionaries within the firm.

The power of external stakeholders can be assessed by the following common indicators:

&  Reference to the stakeholder by employees with veneration or respect

e  Difficulttoswitch because of heavy dependence of critical resource or close integration
of operations

e  Style of negotiation - if a firm is invited to negotiate, it wields more power than the
one given a fixed price to accept on ‘take it’ or ‘leave it’ basis

e  Power symbols like playing golf with bosses or socializing frequently with bosses.

Student Activity

Who are the intemnal and external stakeholders of an organisation?

18.22 Summary

The concept of core competence is rather important in strategic managementbecause firms
seek to secure positioning that can be sustained over a period of time. Profits ensue from
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together would form the kernel of core competencies. Analysis of financial ratios has been
found to be very useful in evaluating the perforinance of the firm from different angles.

Although organisational culture is considered to be an intangible aspect of an enterprise,
researches have confirmed that nurturing of the right culture leads to imbibing of positive
valuesamong the members of the firm.

18.23 Keywords

Individual Autonomy: It is the degree of responsibility, freedom and independence the
individuals have.

Management Contact:Itis thelevel of commmu'cat_ion, assistance and support provided to
the subordinates.

Tolerance of Conflict: Itis the extent to which employees are encouraged to air dlisagreement,
criticisms and conflicts openly.

18.24 Review Questions

1. How do we identify core competencies? What tests would you suggest: and why?

2.  Whatare managementratios? How are they useful for effective management?

3. What is financial ratio analysis? How can it be used for strategic planning and
management?

4. What are activity ratios? What inferences can be drawn if we compare these ratios
with those of the competitors?

5. Describe leverage ratios. What role do they play in strategy formulation?

6.  What are liquidity ratios? Describe their role, if any, in strategic planning.
7.  What are the important characteristics of an organsational culture?
8

On the basis of cultural features, describe the various classifications of the firms.
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19.0 Learning Objectives

At the conclusion of this unit, you should be able to:

¢  Define SWOT Analysis
Describe the matrix method of SW@T Analysis
¢ Explain the role and importance of SWOT Analysis

19.1 Introduction

The major motivation for carrying out analysis of external factors and internal factors is to
determine the possible threats and opportunities in the environments and to pinpoint
weaknesses and strengths of the firm in comparison with its competitors. Although SWOT
analysis is the beginning of the process of strategy formulation, it is the culmination of the
external factor and internal factor analysis. Argenti in his book, Corporate collapse: Causes
and Symptoms wrote in 1976 that, ‘before any strategic decision is taken, a detailed SWOT
analysis must be undertaken’.

19.2 tdentifying Threats, Opportunities,
Strengths and Weaknesses

With the help of PEST or PESTLE or total environmental analysis including scenario
building exercises, five forces analysis for industry and specific analysis of competitors,
we determine the threats to the firm'’s operations today and in the future as also the possible
opportunities. These are listed separately.

Similarly, we identify firm's weaknesses and strengths by undertaking various analysis
such as internal resource analysis, value chain analysis including the total value chain,
product portfolio and competence portfolio analysis, financial, cultural and stakeholders’
analysis.

Thus, the sequence suggested herein may be described as "TOWS' analysis to emphasise
the sequence that should be followed.

19.3 Matrix Method of SWOT Analysis

This is a structured analysis of the firm’s current strengths and weaknesses and assess
them in relation to the perception of threats and opportunities and determines whether the
o enterprise is capable of withstanding the challenges ahead.
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These evaltuations of “+' or -’ are added row wise and column wise. Thus we get a
positive or negative score for each column and row, depending upon the number of rows

and columns considered.

Having completed this evaluation, it becomes much easier to finalise the real strengths
and weaknesses and reat threats and opportunities.

This process of evaluation also confirms the view that a particular attribute would be
overall plus or minus only in the specific context of the organisational capabilities of the

firm.

19.4 Cruciform Method of SWOT Analysis

This is a traditional form of SWOT analysis where the final list of strengths, weaknesses,
opportunities and threats are worked out and tabulated as shown below.

STRENGTHS WEAKNESSES

2 50 crore available. Limited produd! range.
Production experise good. Ne new product in the
Morketing skills good though small, pipeline,

Market expecled to decline.
Small ne of custemers.
Marketing set up is small.

OPPORTUNITIES THREATS
Major competitor has entered o Government giving incentive.
new morket. for new investmant.
Bemand is grawing in cther
markets.

This method jumps the detailed method of evaluating each parameter in the context of the
strategy. The factors picked up may be random based on gut feelings rather than resulting
from a detailed analysis and evaluation.

19.5 Role and Importance of SWOT Analysis

Strategy can not be formulated in vacuum; it has to be developed in the context of various
issues facing the firm. Strategy that a firm chooses must take into account:

e  Happenings around the firm (external environments)
e  Firm’s own capabilities (organisational competencies)
e  Missions and objectives of the organisation

This mechanism is shown in the Figure below.
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Since SWOT analysis is an in-depth evaluation of external factors of threats and
opportunities and internal factors relating to own strengths and weaknesses, it has a
direct link with the strategy. Thus, SWOT is important for strategy formulation for the
following reasons:

1.  Intimate relationship with strategy: The direct and close link with strategy has made,
SWOT, a powertul and effective process tool. Besides, SWOT is a simple concept
because it helps to identify:

(a) What the firm is good at doing?
(b) What the firm is weak at doing?

2. Perceptions of managers: What makes SWOT a little complicated is the managers
having different perceptions of the strengths and weaknesses of the firm. The same is
also brue when it comes to their perceptions of threats and opportunities.

3. Process of creativity: SWOT helps teams to bring out different viewpoints about
issues facing the firm. Managers’ assumptions are questioned before they are
accepted. It leads to healthy debate and discussions, sine qua non of good teamwork.

4. Curbing internal politics of the firm: Healthy debates on SWOT cut threugh the internal
politics of the firm, improve relationships and make for better communication,
coordination and control.

5.  Threat to status guo: Because SWOT questions managers’ assumptions, it sets out
the process of unfreezing and disturbing forces in equilibrium. This process is not
threatening to those who are openly and willingly prepared to argue
their case.

6.  SWOT is not static: Evaluation of strengths, weaknesses, opportunities and threats
is done in a specific context and timing. The situation and consequently, the SWOT
analysis can change over time and should be repeated periodically, say every six
months,

19.6 SWOT and Operational Managers

Changes in the environment of the firm may have major implications on how to carry out
the operations and even whether these should be done or discontinued. For example:

e Marketing and sales personnel are often the first to notice whiffs of changes in
consumer tastes or rumours of a potential new product from a competitor.

e  Manufacturing and operations personnel may be the first to hear of new product or
production technotogy or see the potential of a new invention in its early stages of
development.

e  People in human resources management may be the first ones to hear of the early
waming of new policies of competitor from the human resource market or changes in
legislation in the offing,

Itis true that early wamings of possible changes are often based on rumours, opinions and

hearsay; they may not fit into any format of internal reporting system. If operational mangers
wait for solid evidence before reporting, it is likely that, owing to lengthy process of its
reaching the top, the information may arrive too late. Thus, the firms that investigate the
initial rumour gain a head start. Therefore, strategy planners must listen to soft evidences

and establish a mechanism of communicating with operational managers so that early
signs are transmitted upwards without the risk of being ridiculed, derided or criticised.

19.7 Critiques of SWOT Analysis

SWOT analysis depends on the business the firm is in and the circumstances that may
change over time. Just as strengths and weaknesses are context related, opportunities and
threats are also context bound.

SWOT Analysis

Notes
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SWOT is influenced by missions and objectives of the company. Managers™ differing
perceptions of priorities oreven of the abjectives of the firm may reflect in SWOT's relevance
to the situation.

Richard Pascale (1991) writes in his boek, Managing on the edge that, “nothing fails like
success. Winning organisations .............. are jecked in the embrace of a potentially deadly
paradox. The golden adage of ‘sticking to your knitting’ becemes an epitaph”. He goes on
to suggest that one recipe to avoid the trap is persistent questioning or inquiry. According
to him, “inquiry is the engine of vitality and renewal”.

Student Activity
Make SWOT analysis of ICICI Bank.

19.8 Summary

SWOT analysis engenders the spirit of inquiry and analysis of firm’s external environments
to uncover distant threats and early opportunities. it alse enjoins managers to identify
strengths and weaknesses in the context of firm’s business ebjectives. SWOT is a process
which sharpens skills and perceptions of managers, mitigates internal politics and
strengthens forces of change.

19.9 Keywords

SWOT Analysis: SWOT is a process which sharpens skills and perceptions of managers,
mitigates internal politics and strengthens forces of change.

PEST Analysis: It means analyzing the political, economic, socia! and technological
environment of the business,

19.10 Review Questions

1. How do we determine the strengths, weaknesses, opportunities and threats of a
Ban

Describe the matrix method of SWOT analysis.
Describe the cruciform method of SWOT analysis.
What is the role and importance of SWOT analysis?

2 &80 N

Highlight the role of operational managers in SWOT analysis and strategy
formulation.

6. What is the critiques view of SWOT analysis?
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