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Unit 1 

Unit Structure 

Strategic. 

M·anagement: 

An lntroduc1tion 

• 1.0 Learning Objectives
• 1.1 lntroduction
• 1.2 Origin of Strategy and Strategic Management
• 1.3 Deciding the Scope of an Organisation
• 1.4 Role of Strategist

• 1.5 Need for Strategies and Strategic Management
• 1.6 Path to Strategic Management
• 1.7 Is Strategy Creatively or Rationally Developed?
• 1.8 Strategi'c Management Process

• 1.9 Challenge of Strategic Management
• 1.10 Gaining Competitive Advantage
• 1.11 Resource-based Model
• 1.12 Stakeholders in the Process

• 1.13 Corporate Governance and Stakeholders
• 1.14 Establishing Strategic Focus
• 1.15 Strategic In tent
• 1.16 Summary
• 1.17 Keywords
• 1.18 Review Questions
• 1.19 References and Further Readings

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
• Identify the challenge of strategic management
• Describe corporate governance and stakehoJders
• Explain the strategic management process

, • Define strategic intent

1.1 Introduction

As the intensity of competition increases in the market, the. perfor:m.ance gap between the 
well managed company a,nd 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 w:here it 
-wants to go as shown by the case of Iridium. For going without a clear direction of 
whe.re you want to reach is like looking for a well in a desert without having any idea 
of which direction it is in. The cha:nce of finding it has very little pFobability. Strategic 
Management is meant to provide that sense of direction to the company, to find the well 
of success in the desert of competition. 

Strategic M.1mageme11t: 
An Introduction 

Notes 
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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'. 

The term 'strategy' is derived from theancientAthenian position of 'strategos', 'Strategos' 
was a compound of 'stratos' which meant 'army' or more properly an encamped army 
spread out over groWld and 'agein', 'to lead'. The emergence of the term paralleled 
increasing military decision-making com.plexity. The tenn 'strategy' is defined in more 
detail by Fronhrrn,s 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 not be surprising that many o1 the terms used 
in strategic management today originate from the military. 

The academic origins of strategic management come from the fields 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 (Frederic kW. Taylor, Max Weber, and Chester Barnard, among others) provided 
knowledge about efficient and effective companies and the role that managers played. 

I<ey 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 strengths and
weaknesses with the environmental opportunities and threats.

In simple terms we c.an say that strategic management involves a sei:ies 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 furn deploying its resources to establisli a favourable 
position and compete successfuJly 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. Tt 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 distinctiveJy and more effective]y than 
rivals. A firm's distincHve competence or unique ability here implies, those special 
capabilities, sk_ills, technologies or resources that enable a firm to distinguish itself from 
its rivals and create competitive advantage (such as superior quality, design skills, low­
cost manufacturing, superior distribution etc.). The term 'terrain' 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 stcategy, as things stand now, is that an adversary can defeat a ti val 
- 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' re.fers to the ability or
capacity of a bundle of resources deployed by a finn to perform an activity (Pitts and
Lie).



Features of Strategy 

• 

• 

• 

Strategy is all about winning: lt is about matching the strengths and distinctive 
competendes of a firm with the terrain in such a way that one's own business 
enjoys an edge over its rivals. 

Strategy offers broad guidelines: It chalks out a possible future, structures various 
internal and external processes and puts the firm on the right path in a dynamic 
world. A strategy does not indicate what is to be done in detaiJ; it only provides a 
general programme of action, outlining the deployment of resources with a view 
to improve the chances of achieving selected objectives. 

Strategy is forward looking: It takes the long range view . 

• Strategy's life span is limited: It is a single-use plan. It is designed to fit a specific 
situation and is ' used up' when the goal is achieved. 

• Strategy is generally a product of top management thinking: It is be] ieved that only 
executives at the highest level have the necessary perspective and information to 
plan for the organisation as a whole. 

• Strategy is a dynamic and flexible programme of action: Changes in the 
envfronment bring about changes in strategic planning. 

• St-rategy is an inherently creative process: Once one understands the firm's current 
situation and has a view of the future, improving the firm's performance requires 
thinking up new opportunities for creating and capturing value by leveraging its 
strategic assets. · 

Scope and Importance 

Typically, scope of strategy has the following dimensions: 

• Top Management Involvement: Strategic issues requrre the CEO to carefully assess 
the likely impact on various divisions, allocate resources theteafter and oversee 
the implementation process closely. At every stage, strategic decisions require 
consistent support. and continued blessings from top management. 

• Allocation of Large doses of Resources: As mentioned above, strategic decisions 
require commitment of large doses of internal as well as external resources over 
an extended period. 

• Effect on Long-tenn Prosperity of the Finn: Strategic decisions have long-term 
effects on firms - for better or worse. Once a firm embraces a particular strategy, its 
image and competitive advantages are invariably linked to that strategy. It gains 
recognition in certain markets, for certain products with certain technologies, The 
firm would seriously jeopardize all its previous gains if j t shifts focus from these 
markets, products or technologies by adopting a radically different strategy. For 
example, the~ 1,000 crore NEPC Group once known for its dom.mance in wind 
energy business shifted focus from its core business and ventured into paper, 
airlines, agro foods, tea, textiles etc. and got wiped out completely from the 
industrial map of India. 

• Future-Oriented: Strategic decisions are built around forecasts. The emphasis is 
on selecting a suitable course of action from the available alternatives and moving 
ahead with confidence. In a .turbulent environment, a firm wiH succeed only if it 
takes a proactive stance toward change. For example, visualising the demand for 
television content in the late 1990s Ekta Kapoor of Balaji Telefilins moved ahead of 
others and came out with stunningly popular television serials. Balaji is now rated 
as the most popular television content provider and has become the darling of the 
PIIs in the stock market as well. 

Strategic Management: 
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• Multi-functional or Multi-business Consequences: Strategic decisions have 
complex implications for most areas of the firm. They impact various strategic 
business units especially in areas relating to product-mix, customer-mix, 
organisation structure, competitive focus etc. 

• Focus on External Groups: In order to successfully position a firm in a competitive 
environment, strategists must look beyond its operations. They must keep in 
mind how the other stakeholders (competitors, customers, suppliers, creditors, 
government, and labour) are Likely to react to its own strategic moves from time 
to time. 

The importance of strategy can be explained through the help ~f following points: 

• It provides the roadmap for the firm; it shows the way for achieving targets. 

• It helps the firm utilise its resources in the best possible maru,er. It allows more 
effective allocation of time and resources for identifying opportunities. 

• The firm can respond to environmental changes in a better way - by exploiting 
opportunities to its advantage and avoiding costly mistakes in investment 
decisions. 

• It minimises the chances of mistakes and unpleasant surprises. It seeks to prepare 
the firm to confront future challenges through certain proactive steps and even 
shape the futu.re to its advantage. As rightly pointed out by F R David, strategic 
planning" allows an organisation to initiate and influence (rather than just respond 
to) activities, and thus exert control over its own destiny". 

• It creates a framework for internal communication among personnel. It helps 
to integrate the behaviour of individuals into a total effort It provides a basis 
for the clarification of individual responsibilities. It gives encouragement to 
forward thinking. It encourages a favourable attitude towards change. It provides 
a cooperative, integrated and enthusiastic approach for tackling problems and 
realizing opportunities (Greenley). 

Collecting Information on an External Environment 

External Environmental analysis or scanning, is a process by which organisations 
monitor their external eJilvironment to spot opportunities and threats affecting their 
business. The basic purpose is to help management determine the future direction 
of the organisation. Scanning simply involves reviewing and evaluating whatever 
information about external environments can be gleaned from several distinct sources. 
Important sources of collecting information on an environmental environment include 
the following: 

• International Sources 

❖ World Development Report 

❖ World Economic Survey 

❖ Statistical Year Book 

❖ Year book of International Trade Statistics 

• Government Sources 

❖ Census of India 

,., Five Year Plan Reports 

❖ India Year Book 

❖ Economic Survey 

Annual Survey of Industries 



❖

❖ 

Centre for Monitoring Indian Economy Reports

Monthly Bulletins of RBI

❖ Yo)ana

❖ Indian Trade Journal

❖ Reports of Tariff Commission, NC AER, CII, FICCI, ASSOCHAM

• Other Sources

❖ The Bombay Stock Exchange Directory

❖ Kothari's Industrial Directory

❖ Economic Times

❖ Financial Express

••• Business Line

❖ Business Standard

❖ Commerce/Capital

❖ Southern Economist/ Eastern Economist

<' Business Today

❖ Business India

❖ Business World

❖ ICICI Portfolio Studies; CRISIL Research Reports

❖ MC Kinsey Quarterly

�, Harvard Business Review

❖ Fortune

❖ Economic and Political Weekly

1.3 Deciding the Scope of an Org.anisation 

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 examined 
from several angles: institutional, corporate, business and functional level. 

Corporate level (What businesses should we be in?) 

Business level 

Functional Leve] 

Institutional level 

(How to function in a business once selected?) 

(How to manage .internal operations such as manufacturing, 
marketing, finance, personnel, R&D etc.?) 

(How to manage 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 
specificaUy with the selection of the product-mix that the firm will produce and the 
markets to which it will sell". 

Strategic Management: 
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Nature of Strategic Management 

The following are the fundamental characteristics of strategic management which assist 
in recognizing the nature of strategic management: 

• Long-tenn Direction: Strategic management is concerned with the long-term 
direction of an organization. 

• Recognizes Cha11ge: Strategic management recognizes that environment will 
change and that organizations should continually monitor internal and external 
events and trends, so that timely action can be taken as needed. 

• Oriented Towards the Future: Strategic management is oriented towards the 
future. It is a long-range orientat.iqn, one that tries to anticipate events rather than 
simply react as they occur. 

• External Emphasis: Strategic management process takes into account several 
components of the external environment, including technological, political, 
economic and social dimension and their impact on business. 

• Concerned with Scope of the Organization; Strategic management is concerned 
with the scope of an organization's activities. For example, should an organization 
concentrate on one area of activity or should it have many? This includes important 
decisions about product range or geographical coverage and is concerned with 
the organization's boundaries. 

• Major lmpact on the Organization: Strategic management will have a major 
impact on the success or fajlure of a company. 

• Significant Risk: Strategic management involves major risks. 

• Major Financial or Other Resources Implications: Strategic management often 
requires investment of substantial financial and other resources. 

• "Matching" Resources with the Environment: Strategic management is concerned 
with matching the resources and activities of an organization to the environment 
in which it operates. This is often referred to as "strategic fit". The ~notion of 
strategic fit is developing strategy by identifying opportunities in the business 
en vironment and adapting .resources and competencies·to take advantage of those 
opportunities, Such.a strategic fit is important to achieve the correct positioning of 
the firm to meet clearly identified market needs. 

• "Stretching"Resources and Competences: Stretch is the leverage of the resources 
and competences of an organization to create opportunities or to capitalize on 
them. Such a stretch provides an organization competitive advantage. 

• Influenced by Stakeholders: The strategic decisions of an organization are not 
only influenced by environmental forces and resource availability, but also by the 
values and expectations of the stakeholders of the organization. 

• Affect Operational Decisions: Strategic management affect operational decisions 
because it is at the operational level that real strategic advantage can be achieved. 
If the operational aspects of the organization are not in line with the strategy, then, 
no matter how well conceived the strategy is, it will not succeed. 

• Competitive Advantage: Strategic management aims a t achieving some advantage 
for the org;:iruzation over competitors. 

• Integrating Intuition and Analysis: In a sense, strategic management process 
integrates intuition and analysis. Intuition means inner voice or a gut feeling. 
Intuition i~ essential for making decisions in situations of great uncertainty or 
little precedents. But in most situations, an objective, logical, systematic approach 
for making major decisions in an organization is required, which is provided by 
"strategic analysis". Analytical thinking and intuitive thinking complement each 
other in sh'ategic management. 



Strategic Decision Making 

Decision-making is the most important function of any manager. To make a decision 
means to make a judgment regarding how to act in a certain situation after having 
considered alternative courses of action. Herbert Simon defines decision-making as the 
process of selecting a course of action from among many alternatives. 

Organizational decisions can be broadly classified into three categories: strategic, 
tactical and operational, according to the time horizon of the decisions. Wt! have already 
distmguished between strategic and operational decisions. 

Strategic decisions deal with the long-n.tn future of the entire organization. Tactical 
decisions are specific plans detailing how a strategy is to be implemented. By their 
nature, tactical decisions are narrower in scope and shorter in time horizon than strategic 
decisions. Operational decisions, on the other hand, are focused on the day-to-day, real­
time activities of an organization. 

Though any decision-maker may undertake all the three types of decisilons, strategic 
decision-making is the most important · function of a top-level exeq1tive. Tactical 
decision-making, on the other hancl, is primarily a middle-manger function, while the 
frontline manager undertakes largely opera.tronal decision- making. 

The distinguishing characteristic of strategic management ls its emphasis on strategic 
decision-making, As organizations grow larger and more complex with more uncertain 
environments, decisions become increasingly complicated and difficult to make, because 
of the very nature of strategic decisions. 

Box 1. 1 : Strategic ,Decisions 

Boeing 777: Designing and producing a large commercial aircraft costs -as much as $5 billion 
before any soles revenue is realised. Boeing hos token this enormous risk with its new 777 airliner. 
The 777 is designed lo fronsport 328 passengers and hos a range of 5,000 m11es. The des1gn 
phase began in 1986 when Boeing planners probed the ideas of numerous pilots,, possen_gers 
and mechanics about a new type of airliner. As Deon Thornton, head of Boeing;s Commercial 
Airplane Group, puts ii "The 777 causes me to sit bolt upright in bed periodically. Ifs o gamble. 
There's a big risk in doing things totally differently!" (Wright el. al. Strategic Manogernent, 1998). 

Koun Bonego Crorepoti (KBC): Star TV began its operations in Indio in 1991 in portnership 
with Zee TY. All programmes, ot course, were in Engllsh. It ported company with Ze,e lV in early 
2000. To grab a subsfontiol chunk of India's 35 million prime-time satellite viewers;, It lounched 
the KBC show (patterned along the lines of UK's game show; Who Wonts to be c1 Millionaire, 
which wo.s a hit in over 26 countries) spending over t 60 lokh per show, At the end ol 130 
episodes, the show will cost Star TV a staggering { 75 crore. The ex.penditure on 1h11 game show 
host Amitobh Bochchon itself is estimated at around t 7 crore, 570 telephone lines 1in four major 
cities hov.e been established to give on opriortunily to over two lokh cal lers per day l·o porticipote 
in the show, ,filmed 1n Mumboi's film city. In every hour-long episode, Star TV will be selling l 0 
minutes advertising lime for over t 1.5 crore (totolllng nearly t 200 crore for 130 episodes). The 
advertising roles of { 2.5 lokh per 10 seconds (later increased tot 4 lokh lor l O seconds) will 
bring in on estimated t l20 crore as profit. Stor TV's chief executive, Peter Mukerjeo, is obviously 
laking a calculated risk by spending t' 20 crore on just od'verlising in the eledronic and print 
media promoting KBC, a sum close lo Star TV's programming budget in 1999-2000. [The show 
hos been discontinued nowj. 

Source: Indio fodoy, Jul\' l 7, 2000; Business .S1ondord 12/8/ 2000; ond Economic Times l 7/ 8/2000 

Levels 

Many organisations develop strategies at three different levels: corporate, business and 
functiona I. 

1. Corporate~level Strategic Planning: It is the process of defining the overall 
character and purpose of the organisation, the business it will enter and leave 
and .how resources will be distributed among those businesses. Strategy at this 
level is typically developed by top management (The Board of D,irectors, CEO 
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2. 

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

Business-level Strategic Planning: It is the pla nning process concerned primarily 
with how to manage the interests and operations of a particular unit" within the 
organisation, commonly known as a Strategic Business Unit (SBU). A strategic 
business unjt 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 with in the business unit and coordinating 
functional-level st:rategies developed by functional managers. 

3. F1mctio11al-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 maximis ing strategic impact. 
The strength of the business-level strategy is enhanced when ftmctional level strategies 
support its basic thrust. Similarly, the cOJporate-leve.l is likely to have greater impact 
when business-level strategies support one another in bolstering the corporate-level 
strategy (A Thompson). 

1.4 Rote of Strategist 

Strategic decisions are mainly concerned w ith the selection of the product-mix that the 
firm intends to produce a.nd 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) responsjble 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; 

• Where have we been?

• Where are we now?

• Where do we want to go?

• Where should we go?

• Where can we go?

• Where shall we go?

Strategic dedsions are the essence of strategic management. Strategies can be put into 
prac t ice only after choices (decisions) have been made. S trategic decisions by their very 
nature are 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 CEOha.s 
to formulate strategic decisions after receiving vital inputs from internal and external 
groups carefully. In actual practice, strategic decisitins 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 le�el decisions are characterised by greater risk, cost, profit 
potential, greater need for flexibility and longer time horizon. Functiona1 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 Jevels. 

1.5 Need �or Strategies and Strategic Management 

Need for Strategy 

Those in favour of setting strat,egies argue that strategie.s are needed to give companies 
direction. Without strategies, incorporating objectives, companies would be adrift. If 
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, 
wouJd not be able to judge what constitutes effective managerial behaviour. 

Howeve.r1 those not in favour argue that direction-setting strategies can also block out 
peripheraJ 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 tis these unfold a.no to deviate from a set course as the company interacts 
with its environment and learns. 

Strategists hit back arguing that early commitment 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 to 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 in place .. The absence of 
strategies does give the company fle�bility to easily change course. 

Strategic plan also has the benefit of coordinating all strategic initiatives within a 
company into a single cohesive pattern. A company-wide master strategy can ensure 
that differences of opinion are itoned out and one consfatent course of action is followed 
throughout the entire company, avoiding overlapping, conflicting arid contradictory 
behaviour. But the flip side is that developing a master strategy may lead to the 
squashing of initiative, either purposeJy 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 formillization 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 thaJ forroal strategic management systems are worth 
instituting. Some regard th�m 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 resolves around two major tensions. 

• Formal vs. Informal Process: The advantage of formalization, according to
advocates of the strategic management perspective, is that it structures and
disciplines the strategy formation process. Formalization facilitates tighter
company, unambiguous responsibilities, dearer accountability and stricter review
of performance.

Stmtegic Management: 
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A formal strategic management system forces managers to compJy with a planning 
approach to strategy formation. It also gives top management more control 
over the company, as all major activities must be in approved strategies and the 
implementation of strategies is checked. 

Differentiated vs. Integrated Tasks: Many advocates of the strategic management 
perspective also believe that a division of labour within strategy formation 
processes is an imporMnt advantage of formal strategic management systems. 
The most important split facilitated by strategic management systems is between 
those who formulate the strategies and those who implement them. Formulation 
can also be divided into the task of developing strategies and the task of deciding 
which strategies should be implemented. Of course, other $pecialized functions 
can also be created such as strategic planner, competitive intelligence analyst, new 
business developer and controller. A major benefit of task differentiation is that 
the best managers are liberated from time-consuming operational matters, so that 
they can focus on strategic issues. 

Formal strategic management can be used when some conditions are present and is 
difficult to use when the opposite is true. In his book 'Strategic Planning: What Every 
Manager Must Know', George A. Steiner (New York: Free Press, 1979) develops a table 
differentiating between the positions where formal strategic plann.ing would be more 
successful and where it would not be. This table is reproduced in Table 1.1. 

Therefore, not all proponents of explicit strategies a_re convinced of the need for formal 
planning systems. In general, they argue that such extensive formalization creates 
bureaucracy and reduces top management's freedom to manoeuvre. Their preference is 
to retain a certain level of organizational flexibility, despite the existence of strategies, 
by keeping enough powet in the hands of top management to push through a change 
of course on command. 

With this background let us turn our attention towards the structured process of strategic 
management, one that will retain enough flexibility and room for creativity, for that is 
what this book is all about. · 

Tobie 1. 1: Forces Influencing Design of Strategic-Planning Systems 

Tow8rds rnore rormality Nature of the Force Towards less formality 
and more details and fewer details 

Company 

Small ooe·planl companies '-,. ,,, 
Large companies 

"' 
,,, Management styles 

' 
Policy maker 

Democratic-permissive \,. 

r ,,,_ 
Authoritari11n ' 

Day-to-day opeartional thlnker 
,._ ,. 

Intuitive thinker ... 
r 

◄ Experienced In planning 
Inexperienced in planning ... 

r 

~ 

Complexlty of environment 

' Stable environment 

Turbulent environment ... 
r ,,, 

Little competitiOn 
"' 

Many markets and customers ~ 

r ,,, 
Si,:igle markets and customers 

' Competition severe ... 
, 

Contd ... 



Complexity of production processes 

◄ Long production lead times 

Short production le;;d times .. 

◄ Cap,tal intensive 

Labour intensive ► 
◄ fntegrated manufacturing processes 

Simple manufacturing processes ► 

◄ High technology 
� Low technology r 

Market reaction lime for new production is short ..._ 
,-

◄ Market reaction lime is long 

Nature of problems 
,i Faclng new, complex, tough problems --... 

having tong-range aspects 
Facing tough short-range problems .. 

,. 
~ 

Purpose of planning system 

Coord!nete division activities 

► Train managers 

Soura, Sll'llltg!c Plamring; W/101 E!!<!ry Mnn111{<'r muiU km,w by George A. Sw,ner (New York: Free- Prt"SS, 1979), p5ol. 

1.6 Path to Strategic M·an.agement

It does not happen that companies 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. 

I 
E ff cct)veness 
of Strategic 
Decision Malling -Muhiyear Budgets

-Gap AJJa I y sis 
•' Sta tic· A llo�-ation 

of Resources 
-Annuul Budgc1s 
-Fun�lional Focu5

Phase I Phne2 

• Thorough 
Situalion 
Analysis and
Coropctilive 
A,;sessmcnts 

We!I-Defined Sn:01egi(· 
Framework 

1 • Strategically Focused 
I Company 

I • Widtspread Strategic 
Thinking Capability 

I • Coherent Reinforcing 
I Mllllagcmenl Process 
1 • Negotiations of Objectives 
I 
1 • Review of Progress
I • Incentives 
I • Supponive Value System 
I 

I • Evaluation of 1

1 Scrmcgic I 

1 A!lcmatives 

1 
• 'Dynamic' 

1 
AUocation 
of R�sources 

Phase 3 !'hue4 

Financia.l F orecas I-Based Externally Stnnegic 

Planning Planning Oriented Management 
Planning 

Figure 1.1: Phases in the Development of Strategic Planning 
(Gluck, Kaufman and Walleck, 1982) 
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Phase I: Basi_c Financial Planning 

Origins of a formal planning system can be traced to the annual budgeting process 
where everything is reduced to a financial problem. Procedures are developed to 
forecast revenue, costs; and capital needs and to identify limits for expense budgets on 
an annual basis. Information systems report on functional performance as compared 
with budgetary targets. 

Companies in Phase I often have sound business strategies, but they rarely exist in a 
formalized manner. The only concrete ind.ication that a business strategy exists .may be 
a projected sales/earnings growth rate, occasionally qualified by certain debt/equity 
target or other explicit financial objectives. 

The whole onus of planning in this phase falls on the CEO and his top team. Do they 
really know their company's products and markets and have a good sense of what 
major competitors are doing and are expected to do. Based on their knowledge of 
their own cost structure, can they estimate what the impact of a product or marketit:tg 
change will be on their plants, their distribution system, or their sales force. With this 
much knowledge in hand, and if they are not planning for the business to grow beyond 
traditional Limits, they may not need to set up an expensive planning system. 

Phase II: Forecast-based Planning 

As the complexities increase when companies become large, moreexplicitdocumentation 
of the implicitly understood strategies of Phase I are required. The number of products 
and markets served, the degree of technological sophistication required,and the complex 
economic systems involved far exceed the intellectual grasp of anyone manager or a 
smalJ group of managers. 

The problems start from financial planning. As treasurers stn(ggle to estimate capital 
needs and trade off alternative financing plans, they and their staff extrapolate past 
trends and try to foresee the future impact of political, economic, and social forces. Thus 
begins a second phase, forecast-based p lanning. Most long-range or strategic planning 
today is a Phase U system. 

Usually at first, this planning differs from annual budgeting only in the length of its 
time frame, which is usually 3-5 years as compared to a year for Phase I. Very soon, 
however, the real world frustrates planners by perversely varying from their forecasts, 
throwing their estimations haywire. To handle these complexities planners typically 
reach for more advanced forecasting tools, including trend analysis and regression 
models and, eventually, computer simulation models. These models help achieve some 
.improvement, but it is not enough. Sooner or later p lans based on predictive models fa il 
to signal major environmental shifts that not only appear obvious after the fact, but also 
have a great and usually negative impact on corporate fortunes. 

Phase Ill: Externally Oriented Planning 

In an environment of rapid change, an unforeseen event can render market forecasts 
obsolete almost ovemight. Having repeatedly experienced such frustrations, planners 
begin to lose their faith in forecasting and instead try to understand the basic marketplace 
phenomena driving change. The result is often a new grasp of the key determinants of 
business success and a new level of plan,n.i.ng effectiveness. 

In this phase, resoU1;ce allocation is both dynamic and creative. The Phase ill planners 
now look for opportunities to "shift the dot" of a business on a portfolio matrix into a 
more attractive sector, either by developing new business capabilities or by redefining 
the market to better fit their companies' strengths. A Japanese conglomerate with an 
under-utilized steel-fabricating capacity in its shipyard and a faltering high-rise concrete 
smokestack business combined them into a successful pollution control venture. 



Phase IV: Strategic Management 

Sttategic 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 
multi.national, diversified manufacturing corporations. The challenge of planning for 
the needs of htU1dreds 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 techni9ue that sets these companies apart, but rather the thoroughness 
with which management !'inks strategic planning to operational 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 h.is boo!,;, 'The Mind of the Strategist', l(en.ichi Ohmae argues that the mind of the 
strategist is not dominated by linear, logical think.ing. On the contrary, a strategist's 
thought processes are 'basicaJly creative and intuitive rath""r 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 st-rategies. Yet, he obsenres that in most large companies, creative strategists 
'are being p1.:1Shed to the sidelines in favou,r 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 
condwcted consciousl y, 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 thls 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 manoeuvTe 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 whogen.eraUy argue that strategic thinking should focus on the rational arralysis 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 lean 
towards a rational perspective. 

Therefore, a strategy that is guided by a clear sense of purpose, is creative in its approach, is 
arrived at ratjonally 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 Manageme,nt Process 

The primary purpose of the strategic management process is to enable companies to 
achieve strategic competitiveness and earn above�average return�- Research indicates 
that companies that engage in strategic management generally outperform those that do 
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not. The attainment of an appropriate match or fit between a company's environment 
and its strategy, structure, and processes has positive effects on the company's 
performance. Bruce Henderson, founder of the Boston Consulting Group, pointed 
out that a company cannot afford to follow intuitive strategies once it becomes large, 
has layers of management, or its environment changes substantially. As the world's 
environment becomes increasingly complex and changing, today's companies, as one 
way to make the envfronment more manageable, use strategic management. 

Strategic competitiveness is achieved when a company successfuIJy formula tes and 
implements a value-creating strategy. By implementing a value-creating strategy that 
current and potential competitors are not simultaneously implementing and that 
competitors are unable to d uplicate, a company achieves a sustained or sustainable 
competitive advantage. 

A framework that can assist companies in their quest for strategic competitiveness is 
the strategic management process, the full set of commitments, decisions and actions 
reguired for a company to systematically achieve strategic competitiveness and earn 
above-average return s. This process is illustrated in Figure 1.2. 

Figure 1.2 illustrates the dynamic, interrelated nature of the elements of the strategic 
management process and provides an outline of wl1ere the different elements of the 
process are covered in t11is text. 

Analysing 
Current 

Situation 

Situation 
analysis 

Deciding on 
Strategle, 

Strategy 
Formulation 

Putting Strategies 
In Action 

Strategy 
lementatlon 

Figure 1.2: Strategic Management Process 

F~~d/Jilck 

Evaluating/ 
Changing 
Strate les 

Evaluation 
& Control 

Feedback linkages among the three primary eleme.nts indicate the dynamic nature of the 
strategic management process: Situation Analysis, Strategy Formulation and Strategy 
Implementation. 

• Situation Analysis: in the form of information gained by scrutinjzing tlle internal 
environment and scanning the external environment, is used to develop the 
company's strategic intent and strategic mission. 

• Strategy Formulation: is guided by the company's strategi~ intent and strategic 
mission, and is represented by strategies that are formulated or developed and 
subsequently implemented or put into action. 

• Strategy Implementation: strategic competitiveness and above-average _i;eturns 
result when a company is able to successfully formulate and implement value 
creating strategies that others ate unable to duplicate. 

• Strategy Evaluation & Control: links the elements of tlle strategic management 
process together a,nd helps companies continuously adjust or revise strategic 
inputs and strategic act·ions in order to achieve desired strategic outcomes. 



1.9 Challenge of Strategic Management 

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 compebtiveness takes place in a dynamic global economy. As a 
result of th.is ongoing struggle, success today does not necessarily equate with success 
tomorrow. 

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 1 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 yeors: 1996-97 to 1999-2000 

Compol\y Increase in Capitol Efficiency Current 
MVA ('Cr.) Growth Improvement ROCE 

Wipro 61,971 104% 14% 29% 

Infosys Technologies 43.999 881% 4% 30% 

Hindustan Lever 29,666 230% So/4 36% 

Reliance lndvstries 27,999 72% 2% 13% 

HCL Technolog;es 16,205 N.A. 17% 17% 
-

ITC 14,014 84% 5% 22% 

HFCL 9,645 168% -2% 8% 

.3or;om Compvter Services 9,487 631% 7% 24% 

lee Telelilms 8.475 3726% -17% 7% 

Ronboxy Loboro1ories 6,198 41% -1% 13% 

N.A. Not applicable as HCL Technologtes 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 dassify many comparues as 
pUiely domestic. Honda, a major player in th� 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 

1 USA 1 1 

2 SINGAPORE 2 2 

3 FINLAND 5 3 

4 LUXEMBOURG 9 4 

5 NETHERLANDS 4 

6 SWITZERLAND 7 6 

7 CHINA · HONG KONG ' 3 7 

Contd ... 
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8 I DENMARK 8 8 

9 GERMANY 14 9 

10 CANADA 10 10 

11 IRELAND 11 11 

12 AUSTRALIA 15 12 

I 13 NORWAY 6 13 . 

14 SWEDEN 17 14 

15 UNITED KINGDOM 12 15 

16 JAPAN 18 16 

29 CHINA ;...v..1Nl.),ND 24 29 

34 THAILAND 39 34 

38 KOREA 35 38 

39 INDIA 41 39 

This potential. for continued economic growth means that all industrialized nations must 
continue to seek the expansion of agreements-such as the Eumpean Union, NAFTA and 
GAIT-that will eliminate national Jaws 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 questions from 
a more global perspective. This would enable them to (at !east) meet or exceed global 
standards. The questions could include questions like: 

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

• Can products designed in one market be successfully adapted for sale in other
markets?

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

As a result of globalization and the spread of information technology, competition will 
become mote intense. As a result of this: 

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

·• Global competition will continue to pressure companies to _shorten product
development-introduction time frames;

• Strategically competitive companies successfu11 y 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 consider.ed as the primary 
determinant of a company's strategic actions. The second is the resource-based model, 
which perceives the company's resources a..nd capabilities (the internal environment) as 
critical links to strategic competitiveness. Following the discussion in this Unit, as well 
as later, yO'u should take care that these m0dels must be integrated to achieve strategic 
competitiveness as both the views are important in the understanding of the strategic 
management process-



The two alternative models, Industrial Company (or externally focused) rhodel and the 
Resource-based (or internally focused) model, have different focuses and there has been 
a strong debate on which one describes the process best. Both of them are shown in the 

:: Figure 1.3. 

Again there is no one best solution and both are used together or independently as 
the situation demands. The 1/0 model is more suitable in situations where you a re 
looking for a new investment opportunity and have not started the company as yet. 
The Resource-based model is more suitable in situations where you have an existing 
company and want to leverage its resources to enter a new industry. 

1/0 Model 

The 1/0 or Industrial Company model adopts an external perspective. It starts with an 
assumption that forces external to the company represent the dominant influences on a 
company's strategic actions. In other words, this model prestimes that the characteristics 
of and conditions present in the external environment determine the appropriateness 
of strategies that are formulated and implemented in order for a company to earn 
above-average returns. In shor,t, the 1/0 model specifies that the choice of industries 
in which to compete has more influence on company performance than the decisions 
made by managers inside their firm. 

Alternative Models Leading to Superior Returns 

Market Focused 
Model 

The External Environment I 
An AttractiVe Industry 

Strategy Formulation 

Assets and Skills 

Strategy Implementation 

Superior Returns 

Resource-Based 
M<><tel 

Resources 

capability 

Competitive Advantage 

An Attractive Industry 

Strategy Implementation 

Superior Returns 

Figure 1.3: Strategic Models Leading to Superior Returns 

The l/0 model is based on the foUowing assumptions: 

1. The external environment-the general, industry and competitive Emvironments 
imposes pressures and constraints on companies and determines strategies that 
will result in superior returns. 

In other words, the external environment pressures the compainy to adopt 
strategies to meet that pressure while simultaneously constraining o,r limiting the 
scope of strategies that might be appropriate and eventually success:ful. 

2_ Most companies competing in an industry or in an industry seg,nent control 
similar sets of strategically relevant resources and thus pursue similar strategies. 

This assumption presumes that, given a similar availability of resources, the 
majority of companies competing in a specific industry - or in a segment of the 
industry - have similar capabilities and thus IoUow strategies thait are similar. 
In other words, there are few significant differences among companies in an 
industry. 

3. Resources used to implement strategies are highly mobile across firms. 
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Significant differences in strategically relevant resources among companies in an 
industry tend to disappear because of resource mobility. Thus, resource differences 
soon disappear as they are observed and acquired or learned by other companies 
in the industry. 

Based on its underlying assumptions the l/0 model prescribes a five-step process for 
companies to achieve above-average returns as shown in Figure 1.4: 

1. Study the external environment-general, industry and competitive-to determine 
the characteristics of the external environment that will both determine and 
constrain the company's strategic alternatives. 

2. Select an industry (or industries) with a high potential for returns based on the 
structural characteristics of the industry.Amodei for assessing these characteristics, 
the Five Forces Model of Competition, will be discussed in Unit 4. 

3. Based on the characteristics of the industry, in which the company chooses to 
compete, strategies that are linked with above-average returns should be selected. 
A model or framework that can be used to assess the requirements and risks of 
these strategies, the Generic Strategies (cost leadership and differentiation), will 
be discussed in detail later. 

Industrial Organisation Model 

Market Focused Model 
btl!mal 
Environlnmt 
• Gentnil EnWonml!nl 

* llldustry ~ 
~ OJn1)dlllwe 

ErM~ 
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"'11""'51J'VW11Cl511 
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~ ---. 
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AS1Se1Sani w11 
rl'JQUirtdlDlm~ t 
.idloso:,, :.u11te9y 

strategy 
Formulation 
~,,, • .,~v 
llnllBs ,wit\ atx.-e­
tlM!rllQt ltll,tS rt a 
P4fllQA,rlrrdustl, 

Strategy 
Implementation ' 
Selection ol .strategic 

actiolls ~nked W11h / 
elfectille ~tioil 

cl' !he l!hosen strJ 
Figure 1.4: Five Step Process of the 1/0 Model 

4. Acquire or develop the critical resources - skills and assets-neede.d to successfully 
implementthestrategy that has been selected.A process for scrutinising the internal 
env,irorunent to identify the presence or absence of critical skills will be discussed 
in Unit 3. Skill-enhancement strategies, including training and development will 
be discussed later. 

5. The 1/0 model indicates that above-ave-rage returns will accrue to companies 
that successfully implement relevant strategic actions that enable the company to 
leverage its s trengths (skills and resources) to meet the demands or pressures and 
constraints of the industry in which they have elected to compete. 

· The I/ 0 model has been supported ~y research indicating 20% of company profitability 
can be explained by industry characteristics and 36% of company profitability can be 
attributed to company characteristics and tl)e actions taken by the company. Overall, 
this indicates a reciprocal relationship-or even an interrelationship-between 
industry characteristics (attractiveness) and company strategies that result in company 
performance, 



1.11 Resource-based Model 

11\e Resource-based model adopts a� 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 sho1:1Id 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 model, 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 to 
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. 11,e 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. 

Inputs to a 
rum'o-

1••41 ::tton 
f"T"V••• 

lOClltion ,J/ "� 
indumy l'l>IU 
opp0ftlJ nities rt, 1 Qin 
be epl01t8d by .._,.., 
/Inn's resources and 
�" 

Strategy 
Formulation and 
Implementation 

Strategrc �ctlons taken 
w eam abo��average 
n:.lums 

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 shoo Id be assessed relative
to competitors.

2. 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 capabilities can be used to gain
competitive advantage?

4. Locate and compete in an attractive industry.

5. 

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

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

• Valuable: allowing the company to exploit opportunities or neutraHze threats in
the extemal environment.

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

• 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.

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

Core com petencies are resources and capabilities that serve as a source of competitive 
adv antage 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. 

Tobie 1.4: Comparison of 1/0 and Resource-based view of 
Competitive Advantage 
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The stakeholder concept reflec.ts 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 o·utcornes may be 
dependent upon the support or active participation of certain stakeholder groups. 

Figure 1.6 provides a definition of a stakeholder and il1ustrates the three general 
classifications and members of each primary stakeholder group: 

• Capital market stakeholders

• Product market stakeholders

• Organiza.tional 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. 



Stakeholders: Groups who are affected by a firm's 
performance and who have claims on Its 
wealth 

The firm must maintain 
performance at an adequate 
level in order to maintain the 
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Figure 1.6: Primary Stdkeholder Groups_ 

Each type of stakeholder has different expectations or demands. This leads to potential 
conflicts between these stakeholders, causing friction. The primary expectations of each 
group are summarized in Table 1.5. 

When we review the primary expectations or demands of each stakeholder group it 
becomes obvious that a potential for conflict exists. For instance, shareholders generally 
invest for wealth maximization purposes and are, therefore, interested in a company 
maximizing its return on investment or ROI. However, if a company increases its ROl by 
making short-term decisions, the company can negatjvely affect employee or customer 
stakeholders. 

Table 1.5: Expectations of Stakeholder Groups 

Stakeholder Group Membership Primary Expedotion or Demond 

Capilal market Shareholders Weohh enhancement 
lenders Wealth preservation 

Produd market Customers Produd reliability al lowest possible price 
Suppliers Receive highest sustainable prices 

Organizational Employees Secure, 9ynamic, stimulating and rewording career 
environment 

Unions Ideal working condi1ions and iob security for members 

Secondary Environment Groups Environment Protection 
Stakeholders Government Honesf tox paymen1s, Safety of public, Proper utlfisalion 

of resources 

Strategists face ambiguous decision situations; but also have opportunities to dream 
and act in concert with a compelling strategic intent that motivates others in creating 
competitive advantage. 

Corporate Governance and Stakeholders 
Corporate governance is a relationship among stakeholders that is used to determine 
and control the d irection and performance of companies. It is determining how 
shareholders (owners) can ensure that managers develop and implement strategic 
decisions that are in the best interests of the shareholders (owners) and not primarily 
self-serving (in the best interests of managers only, to the detriment of shareholders). 
In the absence of effective internal governance mechanisms, the market for corporate 
control-an external governance mechanjsm-may be activated. 

Several governance mech.anisms are used in a modem corporation. Some of them are 
as follows: 

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

Strategic Management: 
An Introduction 

Notes 

21 



Business Policy and 
Strategic A rutlysis 

Notes 

22 

• 

• 

Boa,:d of Directors, or the individuals responsible for representing the company's 
owners by monitoring the strategic decisions of top-level managers. 

Executive Compensation, or the use of salary, bonuses and long-term incentives to 
align the interests of man.agers with those of shareholders (owners). 

• The Market for Corporate Control, or the purchase of a company that is under 
performing relative to its industry rivals in order to improve its strategic 
competitiveness. 

Ownership Concentration 
The number of large-block owners and the total percentage of the company's shares that 
they own define ownership concentration. Large-block shareholders are investors who 
typically own at least five per cent (5%) of the company's shares. Diffuse ownership 
(characterized as a large number of shareholders with small hold ings and few, if any, 
large-block shareholders) produces weak monitoring of managerial decisions. 

The greater the extent to which ownership of a company is concentrated, with large 
blocks of shares held by a few shareholders, the greater the incentive of the company's 
owners to monitor and control managerial actions. Shareholders' incentive to monitor 
is small when shareholders own few shares of stock-ownership is diffused--or 
when their investments are well diversified. While all shareholders bear the cost of 
monitoring, shareholders benefit from monitoring to the extent of their ownership. 
Owners of large blocks (whose investments are not diversified) have the greatest 
interest in monitoring. 

Board of Directors 
The board of directors is a group of elected individuals whose primary responsibility is 
to act in the owners' interests by formally monitoring and controlling the corporation's 
top-level executives. Legally, the board of directors has broad powers, which 
indt1de directing the affairs of the company, punishing (disciplining) and rew.arding 
(compensating) managers and protecting the rights and interests of shareholders 
(owners). As a result, if the board of directors is appropriately structured and operates 
in an effective manner, it can protect owners from managerial opportunism. 

There are several types of people on the board of directors. The company's CEO and 
other top~level managers _represent insiders. Related outsiders are individuals who are 
not involved in the company's darto·day operations, but may have·a relationship with 
the company. Examples might include the company's legal counsel, a large customer 
or supplier, or a close relative of one of the company's top-level managers. Outsiders 
are individuals who are independent of the company. They are neither involved in 
the company's day-to-day operations, nor do they have other relationships with the 
company. An example of an outsider might be the 'professional di.rector' (normally a 
retired senior manager) or a representative of the institutional investors. 

Because the primary role of the board of directors is to monitor and ratify major 
managerial actions to protect the interests of owne.rs, there is a ca I I by advocates of board 
reform that outsiders should represent a significant majority of a board's membership. 
Although outside directors have become more common in major companies, many 
critics of board effectivenesg complain that boards are shirking their primary fidt1ciaty 
responsibility to protect shareholders, compromising the board's objectivity, expertise, 
and motivation. 

Executive Compensation 
Decisions m~de by top-level managers are likely to affect company pt;rformance over an 
extended period of time. As a result, it is dilficult to assess the effect of current decisions 
using current period performance. Many variables (or outside factors) intervene 
between management behaviour and company performance. 



Changes in the company's external environment may result in good decisions becoming 
bad. As a result, even the best executive compensation programme is irinperfect and 
thus will not result in the development and implementation of optim:al strategies. 
Therefore managers may feel "pressured" to manipulate short-term perfornflance to earn 
annual bonuses. ln 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 rnn 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 external and internal 
environments that must be performed so that sufficient knowledge is developed 
regarding external opportunities and internal capabilities. This enables the development 
of the company's strategic intent and strategic mission and leads the way towards 
strategy formulation. 

1.14 Establishing Strategic Focus

Strategic intent is internally focused and is concerned with leveraging the. company's 
internal resources, capabiJities and core competencies to accomplish what at first may 
appear to be unattajnable goals in the competitive envjronment. It reOe1cts what the 
company is capable of doing given its core competencies and the unique ways these 
core competencies can be used to develop a sustainable competitive advant;age 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. Str,ategic intent 
focuses employee performance through a fittn-w.i.de. 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 ca,pabifities), who it serves 
(stakeholders), and what makes fhe company unique justification for existence). Mission 
statements always exist at the top level of a company, but may also be set for different 
organizational levels or components. A con,pan.y's strategic mission is a1n 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 
strntegic mission provides general descriptions of products to be provided and markets 
to be served using its unique sets of resources and capabilities-its core competencies. 

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. lt incorporates a shared understanding 
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, capabilitii?S, and core

competencies to accomplish what at first may appear to be unattainable goals in the 
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competitive environment. The challenge is for managers to successfully stimulate 
development of a strategic intent among employees through developing, communicating, 
and, supporting a clearly articulated vision of the company's future. A well articulated 
strategic intent should drive the development of strategic actions or the establishment 
of goals and objectives that require that all of the company's competencies be leveraged 
to maximise value. 

Leveraging of a firm's resources, 
. , capabilities and core competencies 

Strategic Intent to accomplish what may appear to 
r-----___ .. ~~ unattainable goals in the 

l _ _ __ _ -------=.::.mpetitive environment 

Strategic Vision Strategic Mission 

Where the company intends 
to be in the future or where 
it shOuld be to best meet 
the needs of stakeholders 

A statement of the firm's untque 
purpose and the scope of its 
operations in product market 
terms 

Figure 1. 7 : Strategic Intent, Vision and Mission 

A company's strategic intent is the reason that it exists, and why it wi)I continue to 
exist, providing it maintains a competitive advantage. The strategic intent of a large 
company may be industry leadership on a national or global scale. The strategic intent 
of a small. company may be to dominate a market niche. The strategic intent of an 
up-and-coming enterprise may be to overtake the market leaders. The strategic intent 
of a technologically innovative company may be to pioneer a promising discovery and 
open a whole new vista of products and market opportunities-as did Xerox, Apple 
Computer, Microsoft, Merck, and Sony. 

A business, or any other organization, serves a need in society. lt will only continue as 
long as society, in general, or sufficiently large segments of society, want it to .remain in 
existence. For example, once the cigarette industry's strategic intent was to give pleasure 
and satisfaction to consumers. Now its overt purpose is to provide satisfying smoking 
that is as safe as possible for existing smokers. ln the West at least, it claims that the 
objective of its advertising is no longer to encourage consumers to start smoking, but 
only to convert existing smokers from OTle brand to another. Pressure from society is 
forcing the industry to restate i ts strategic intent. 

Student Activity 

Fill in the blanks: 

1. The ................... adopts an internal perspective to explain how a 
company's unique bundle qr collection of internal resources and 
capabilities represents the foundation upon which value-creating 
strategies should be built. 

2. . .................. js achieved when a company successfully formulates and· 
implements a value-creating strategy. 

3. . ........... ....... is a relationship among stakeholders that is used to 
determine and control the direction and performance of companies. 



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 execute� 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 in,tent is the leveraging of a company's resources, capabilities, 
and core competencies to accomplish what at first may appear to be W1attainable 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. What are the key governance mechanisms used in corporations?

6. 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
• State setting objectives
• -Describe th.e process of developing the strategy
• Define balanced scorecard

2.1 Introduction

Strategic vision is the mal'ilagernent'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 
in.tends to take the company. A well-conceived strategic vision is a prerequisite to 
effectlv� strcategic 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 communic<3te the vision in word_s 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 signlfic®t. Having an exciting 



mission or cause brings the workforce togeth\?r, galvanises people to act,, stimulates 
extra effort, and causes people to live the business instead of just comi..r.lg to work. 1n 
companies with freshly changed missions, executives need to provide a compelling 
rationale for the new directfon 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' o:munitment 
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 valu,?; 

• It crystallises senior executives' own views about the company's, long�ter m
direction and business make-up,

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

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

• It provides a beacon lower-level managers can use to form department.al missions,
set departmental objectives, and craft functional and departmental str,ategies that
are in sync with the company's direction and strategy, and

• 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 ti.me frame. They spell out how much of what kind 
of performance 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 futur:e, it is worth bu Uding 
attainability into every stage of the process, including the objectives. 

Here are some examples of desirable strategic objectives: 

Box 2.1: Desirable Strategic Objedives 

Directional Objectives 

Mork.et leode�hip 

Compelitive ranking; rote of innovation; new polents; morkel shore; licensing deals 

Markel spread 

Number of different markets 

Number of customer groups 

Number of industries. 

Periormonce Objectives 

Growth: Increases in soles, profit capitol 

lnveslmenl: Return on capital; return on assets 

ProFitobility: Margin on soles; eornings per shore 

Internal Objectives 

Efficiency: Ratio of soles to assets; soles to stock 

Personol: Employee relations; morale; sloff development; overage employee pay; retention; 
levels of skill 

External Objectives 
Social responsibility: Public relations; percentage recycled; community involvement; emissions; 
miles travelled by staff, suppliers. Charitable donotions, -endowments 
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The following key statements were extracted from the Mission Statement of pve piping 
company: 

• To provide products and services for the monitoring, operation and maintenance 
of essential piping systems. 

• To sustain profitable growth sufficient to meet the needs of the stakeholders in the 
business. 

• Growtb to be achieved primarily by expanding activities in areas related to existing 
businesses. · 

• To maintain a position of leadership and integrity in business as perceived by 
customers, employees and the community. 

A focus could be A level could Tentative Desirabl'e Strategic Objectives to be 
on be offered far adootian 

· Profitoble gr<>W!h Elcistlng products SO malion p.a. To hove 50 cnlflion p.a, soles from existing products by 
in sole, 2010. 
related New producll 10 million p.a. To hove 1 0 million p . .o. soles from new products by 
businesses' so~ 2010. 

Business 20 million p.a . To hove 20 m;'llion p.a. soles from bv~ness ocquisitio,i• 
acquisitions sole. bv 2010. 

· leadership' International soles 25 million p.a. To hove 25 million p,o. inlernolionol soles by 2010. 
soles 

Plastic plpe To become o To hove l 00% of API stondord plastic pipe connedio,is 
construction hill line produced by own facilities by 2010. 

producer 
' Integrity' Qvolity Len than 0.5% To hcve no more than 0 .5% imemal ~ecti by 2010. 

reiec!s 
Quality 1 OO'l(, meet To hove 100% of shipped products meet Internal 

standards standards bv 2010. 
Tobe 'mori<et Customer request, lmmedillte To hove in place on operation that provides immodiote 
driven' or problems unde,woter underwater testing and repair of pip.lines by 20 I 0 . 

testing ond 
raoojr 

Service level 24 hour To provide 24 hour worldwide deliver; from lour service 
deliverv cenlres bv 2010. 

l 
TenlQtive Desirable Strategic Objectives l 

for next fifteen veers 

Arising out of the above Mission Statement, possible key areas for objective setting are: 

There are several characteristics of desirable.strategic objectives that must be taken care 
of when setting them. They can be classified into four distinct characteristics: . 

• Realistir: Objectives should be achievable within the required time scales. 

• Communicable: lt should be easy to get others to understand them. 

• Measurable: It should always be possible to answer the question, 'How will we 
know when we have achieved them?' This does not always require the measure to 
be a quantity. Often, very visible quaUtative measures can be developed which are 
more effective than detailed statistics. 

• Relevant: It should be possible to see how achievement of objectives will make a 
major contribution to the fuHillment of the organization's 'vision' and the pursuit 
of its 'mjssion'. 

Unless a company's long-term direction and business mjssion are translated into 
measurable performance targets and managers are pressured to show progress in 
reaching these targets, statements about vision and mission will end up as nice words, 
window dressing, and unrealised dreams of accomplishment. The experiences of 
countless companies and managers teach that companies whose managers set objectives 
for each key result area and then aggressively pursue actions calculated· to achieve 
their performance targets typically outperform companies whose managers have good 
intentions, .try hard, and hope for success. 



2.4  Need for Objectives at al l  Management LEevels 

For stra tegic thinking and  stra tegy-d riven decision making to permeate company 
behavionr, performance targets must be established not only for the company as -a 
whole but a lso for each of th� company's  separa te businesses, product l i:nes, functiona l 
a reas, and departments. Only when every manager, from the CEO to the lowest l evel 
manager, is held accountab le for achieving specific results and whtm each unit's 
objectives support achievement of company objectives is the objective-se tt ing process 
complete enough to ensu  re tha t  the whole  company is headed down the chosen path 
and that each part of the company knows what it needs to ac ompl ish. 

The objective-setti ng  process is mo re top-down than bottom-up. To see why strategic 
objectives a t  one managerial  level tend to drive objectives and .stra tegies a t  the next level 
down, consider the following example .  Suppose, the senior  executive:, of a d ivers ified 
corpora tion establish a corpora te profit objective of f S mi llion for next year. Suppose 
further, a fter d iscussion between corporate management and the general managers of 
the firm's  five d i fferent buslnesses, each business is given the challenging bu t  achievable 
profi t objective of f 1 million by year end (i .e., i f  the five business d ivisions contribute 
f 1 mi l lion each in profit, the corporation can reach i ts f 5 mil l ion profit objective) .  
Of course, the targets cou ld be d i fferent for d i ffe rent businesses depending on thei r 
earl ier performance and future potential .  A concrete resu lt has thus b,een agreed on 
and transla ted into measurable act ion commi tments at two levels in tlhe manageria l  
h i erarchy. Next, suppose the genera l manger of business uni t X, a fter some ana lysis and 
d iscussion with functional a rea managers, concludes  tha t  reach ing the t l l  mil l ion profi t 
objective will require sel  Hng 1 00,000 units a t  an average price of f 50 ct.nd  producing 
them a t  an average cost of f 40 (a flO  profit margin times 100,000 units equa ls 
f" l million profi t) .  Consequently, the genera l manager and the manufacturing manager 
settle on a production objec tive of 100,000 units at a uni t  cost of t 40; a1:id the genera l 
manager and the marketing manager agree on a sales objective of 100,000 units and. a 
target selling price of f 50. rn turn, the marketing  manager breaks the sales  objective of 
100,000 units .into uni t sa les targets for each sales terri tory, each i tem in the product line, 
and ead1 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 per formance ta rgets five or more  years ahead pushes 
managers to take actions now in order to achieve the targeted long- rang,e performance 
l ater (a company that has an objective of doubling its sa les within five y,ea rs can't wai t
unti l  the third or fourth year o f  its five-year strategic plan to begin growing its sales
and customer base!) Second, hav ing explicit long-rang� objectives prompts managers
to weigh the impact of today's decisions on longer- range performance. Wi thou t the
pressure to make progress in meeting long-range performance targets, it is human
nature to base dedsions on what is most expedient and worry about the future la ter.
The problem wi th short-sighted decisions

4 
of course, is that they pu t· a company 's

long-te rm business position a t  grea ter dsk .

Short-range objec tives spell ou t the immediate and near-term results to be achieved . 
They indica te the speed a t  which management wants the company to progress as 
wel l  as the level of performance being aimed for over the next 'two or three periods. 
Short-range objectives can be identica l to long-range objectives any time a com pany is 
a l ready performing at the targeted long-term level. For ins tance, i f  a company has an 
ongo.i ng  objective of 15 per cen t  profi t  g rowth every year and is curren t ly achiev ing th is 
object ive, then the company's long-range and short-range profit objectives coint.idc .  The 
most importan t s i tuation where short- range objectives di ffer from long-ra1nge objectives 
occurs when managers are trying to elevate organisa tional perforroan,ce and cannot 
reach the long-range/ongoing target in just one year. Short-range objecti ves then serve 
as steps or milestones. 
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Objectives should not represent whatever levels of achievement management decides 
would be "nice." Wishful thinking has no place in objective setting. For objectives 
to serve as a tool for stretching a company to reach its full potential., they must be 
challengjng but achievable. Satisfying this criterion means setting objectives in light of 
several important "inside-outside" considerations: 

• What performance levels will industry and competitive conditions realistically
allow?

• What results wilJ it take for the company to be a successfuJ performer?

• What performance is the company capable of when pushed?

2.6 St.rategic versus Financial Objectives

For performance objectives to have value as a 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 is a call for action-what to achieve, when to achieve it, Bnd who is responsible. 
As Bill Hewlett, co-founder of Hewlett-Packard, once observed, "You cannot manage 
what you cannot measure ... And what gets measured gets done." SpeUing out company 
objectives in measurable terms and then holding managers accoLmtable for reaching 
their assigned targets within a specified time frame (1) substitutes purposeful strategic 
decision making for aimless actions and confusion 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. Achi_eving 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 

• 

• 

■ 

• 

■ 

• 

■ 

■ 

• 

• 

■ 

Fiooncial Objectives 

foster revenue growth 

Faster earning growth 

Higher dividends 

Wider profit margins 

Higher returns on invested capital 

Stronger bond and cred t ratings 

Bigger cash flows 

A rising stock price 

Recognition as a Hblue-chii:t 
company 

A more diversified revenue base 

Stobie earnings during recessionary 
periods 

• 

• 

• 

■ 

■ 

• 

• 

■ 

■ 

■ 

■ 

Strategic Objectives 

A bigger market shore 

A higher, more secure industry rank 
Higher product quol11y 
Lawer costs re'lotive to key competitors 

Broader or more ot1roctive product line· 

A stronger reputation with custome� 

Superior customer service 

Recognition os o leader In technology 
and/or produc1 rnnovotion 

Increased ability to complete in 
international markets 

Expanded growth opportunities 

Total customer solisfoction 

2.7 Developing the Strategy 

Corporate strategy is the overall managerial game plan for a diversified company. 
Corporate strategy extend,; an umbrella over a diversified company's businesses. It 
consists of the moves made to establls:h business positions in different industries and 

I 



the approaches used to manage the company's group of businesses. Crafting corporate 
strategy for a diversified company involves fo1.1er kinds of initiatives: 

1. Making the moves to accomplisl1 diversification. The first concern in diversification 
is what the company's portfolio of businesses should consist of specifically, what 
industries to diversify into, and whether to enter the industries by starting a 
new business or acquiring another company (an established leader, an up-and­
coming company, or a troubled company with turnaround potential). This piece 
of corporate strategy establishes whether diversification is based narrowly in a 
few industries or broadly in many industries, and it shapes how the company will 
be positioned in each of the target industries. 

2. Initiating actions to boost the combined perfonna11ce of the businesses the /inn 
has diversified into. As positjons are created in the chosen industries, corporate 
strategy making concentrates on ways to get better performance out of the 
business-unit portfolio. Decisions must be reached about how to strengthen 
the long-term competitive positions and profitabilities of the businesses the 
firm .has invested in. Cotporate parents can help their business subsidiaries be 
more successful by financing additional capacity and efficiency improvements, 
by supplying missing skills and managerial know-how, by acquiring another 
company in the same industry and merging the two operations into a stronger 
business, and/ or by acquiring new businesses that strongly complement existing 
businesses. The overall plan for managing a group of diversified businesses usually 
involves pursuing rapid growth strategies in the most promising businesses, 
keeping the other core businesses healthy, initiating turnaround efforts in weak 
performing businesses with potential, and divesting businesses that are no longer 
attractive or that don't fit into management's long-range plans. 

3. Finding ways to capture the .synergtJ among related business units and turn it iltto 
competitive advantage. When a company diversifies into businesses with related 
technologies, similar operating characteristics, the same distribution channels, 
common customers, or some other synergistic relationship, it gains competitive 
advantage potential not open to a company that diversifies into totally unrelated 
businesses. Related diversification presents opportunities to transfer skills, share 
expertise, or share facilities, thereby reducing overall costs, strengthening the 
competitiveness of some of the company's products, or enhancing the capabilities 
of particular business uruts- any of which can represent a signHicant source of 
competitive advanlage. The greater the relatedness among the businesses of a 
diversified company, the greater the opportunities for skills transfer and/ or sharing 
across businesses and the bigger the window for creating competitive advantage. 
Indeed, what makes related diversification so attractive is the synergistic strategic 
fit across related business units that allows company resources to be leveraged 
into a combined performance greater than the units could achieve operating 
independently. The 2+2:cc 5 aspect of strategic fit makes related diversification a very 
appealing strategy for boosting corporate performance and shareholder value_ 

4. Establishing investment priorities and steering corporate reso11rces into tlze most 
attractive business units. Ad.iversiiied company's different bus.inesses are usually 
not equally attractive from the standpoint of investing additional funds. This facet 
of corporate st(ategy making involves deciding on the priorities, that is, investing 
more capital in some of the businesses and chan11elling resources into areas 
where earnings potent'ials are higher and away from areas where they are lower, 
Corporate sl:rategy may include divesting business uruts that are chronically poor 
performers or those in an increasingly unattractive industry. Divestiture frees up 
unproductive investments for redeployment to promising business units or for 
financing attractive new acquisitions. 

Corporate strategy is crafted at the highest levels of management. Senior corporate 
executives normally have lead responsibility for devising corporate strategy and for 
choosing among whatever recommended actions bubble up from lower level managers. 
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Key business Uili t heads may also be inf! uen ti a I, especia 11 yin strategic decisions affecting 
the businesses they head. Major strategic decisjons are usuaUy reviewed and approved 
by the company's board of directors. 

Tobie 2.2: The Strotegy•Moking Tasks at Different Levels 

Strategy Level 

(Lead Respansibili!y) 

Corparo!e ·Strategy 

(CEO, other key 
executives) 

Business/Com petiHve 
Strategies (General 
Manager/Head of 
business unit) 

Functional Strategies 

(Functional Managers) 

Oper�ling Strategies 

(Field.unit heads/lower-level 
managers within functional 
areas) 

Primary Strategy Making Concerns at Each Managerial level 

• Building and managing o h,gh performing portfolio of 
business units (making ocquisi!ions, strengthening existing 
business positions, divesting businesses tho! no longer lit into
management's plans)

■ Capturing lhe synergy among related business units and turning
it into competitive odvontage

■ Establishing investment priorities and steering corporate
resources into businesses with the most attroclive opportunities 

■ Reviewing/revising/unifying the major strategic approaches ond 
moves proposed by business unit managers 

■ Capturing synergies between difterent businesses

• Devising moves and approaches to compete successfully and ta
secure a compe!iti11e od11antoge 

■ Forming responses to changing e,ciernol conditions 

■ Uniting the slrolegic initioti11es of key functional deponments 

■ Toking action to oddress company specific issues and operating
problems 

1 

■ Crofting moves ond opprooches lo suppon business strategy
and lo achie11e functionol/deponmentol performance objectives 

■I Reviewing/revising/unifying strategy related mo11es ond
approaches proposed by lower.level IT\0nogers 

■ Crofting still narrower ond more specific approaches/moves
aimed at supponing functional and business strategies and at 
achieving operating unit obieclives

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

.

2.8 Align.i·ng 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 

t

and reality, strategic objectives must be tied to the everyday operaing 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-financiaJ and financial measures. One of the more pop1dar 
in this third category is the balanced scorecard method of performance management, 
developed by KapJan 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 baJanced 
scorecard are numerous, perhaps most important is that performance measuremeJ;1t 
allows a company to express the intent of its strategy and how that strategy connects 



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

Student Activity 

Fill in the blanks: 

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

2. . ..................... is the overall manageriaJ game plan for a div,ersified 
company. 

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

4. The ...................... 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 pE?rsonal effort 
and dedication from everyone in the company. 

A top-down process of establishing performance targets for strategy critkal activities, 
business processes, and deparhnental units is a logical way of bre:aking 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 unto action. 

2.10 Keywords 

Strategic Vision: Strategic vision is the management's views about what ,activities the 
company intends to pursue and the Jong-term course it charts for the futuire. 

Strategic Architecture: The strategic architecture represents how the vahues, purpose, 
and operating principl�s in a company are connected to its vision and a sh:ategy. 

Balanced Scorecard: The ba.lanced 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 

1. Explain the principal value of a mission statement.

2. Explain the importance of communicating vision and mission statement.

3. Describe the process of setting objectives.

4. Define strategic vs. financial objectives.

5. Write a note on balance. scorecard.

2.12 References and Further Readings 

• Rothaermel, F. T. (2021). Strategic management (5th ed.). McGraw-Hill 
Education.

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

• Grant, R. M. (2021). Contemporary strategy analysis: Text and cases (11th 
ed.). Wiley.
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Unit 3 

Unit Structure 

Concept of 
Synergy and its 
Relevance to 
Strategy 

• 3.0 Learning Objectives

• 3.1  ln trod uct ion
• 3.2 Business Definition
• 3.3 Product/Servke 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 Leaming Objectives 

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

• Explain the role of S)-nCtgy and its relevance to strategy
• 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 synergetk �ffect 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 tal.k of one plus one 
adding up to eleven. Such is the power and potential of synergy! 

3.2 Business Oefinition

A business definition is a dear statement of the busi_ryess 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" (TELCO). These statements 
define the 'space' that the business wants to create for itself in a competitive terrain. They 
broa�ly specify the opportunities that the business may exploit within that space and 
the threats it may encounter from rival firms in course of rune. Of course the firm, has 
to define its business in a broad way, keeping changing customer tastes and aspirations 
in mind. 



D.F. Abell suggested defining business along three dimensions: customer groups (who is
being satisfied), customer needs (what is being satisfied) and alternalive tr::chnologies (how
the need is being satisfied).

Customer Needs 

Customer Groups 

Alternative Techrologies 

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 tf-te 'Copying business' or the 'lighting 
business'; but Theodore Levitt argued that market definitions of a business are superior 
to product definitions. 

Company Producl definilion Market definition 

Railways We run ro,l....,oys We are? people ond goods mover 

Oil cornpony We sell gasoline We SlJpp!y eriergy 

Films producing company We 1lloke lllovies We rnorkel eriiedo,nrnent 

Air condi1ior1ing torn pony We make o,r condrtioners We provide cllmale control in rhe 
home 

h.1blishing company We. produce a:1d sell books We distribute inlormolion 

Copying company . We moke copying equipmenl We help Improve office productiv,ty. 

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 lornted, how to reach the customer,
how does the customer buy etc.

2. What does 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 hrm 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 shou Id not .lose sight of its present and paten tia I riv a Is, com peti ti ve 
environment, changing preferences of cu.stomers etc. If a firm tries to look at the total 
competitive environment this way, it can avoid what Theodore Levitt called "marketing 
myopia". History telJs us that Railroad management thought that users wanted trains, 
rather than transportation and overlooked the challenge lJf the airlines, buses, trucks 
and automobiles. Coca-cola focused on its soft drink business, missed seeing the market 
for coffee bars a1id fresh fruit juices that e.ventua 1 ly impinged on its soft-drink business. 
A firm, therefore, needs to define its business in a way that allows it to focus on il<; 
strengths in a pin-pointed 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, covedng a lot of ground without any focus 
does not ensure success. Each firm, therefore, needs to focus its energies and resources 
in a target market that is best suited to its core competencies. Target marketing basirnlly 
involves three steps: 

1. Market segmentation.

2. Market targeting, and

3. Market positioning

Market segmentation is the act of dividing a market into distinct g-roups of buyers with 
different needs, characteristics or behaviour who might require separate products 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 positions to 
occupy in its chosen segments. Briefly stated,, the pC1sitioning task consists of three 
steps: identify mg a set of possible competitive advantages to build a position, picking 
up the right competitive advantages and effectively comnnrnicati_ng and delivering the 
chosen position to the market. 

Value Creation 

A firm, in the final analysis, has to define the factors that offer 'value' lo customers in 
terms of say low price, high quality, 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 .:ind 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 tern. The next sect.ion throws light on thJs aspect. In view of the 
growing importance of corporate social actions in ensuring a better standard of living 

y to various sectjons of societ 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 field . 

3.4 Objectives and Goals 

An objective indicates the result that the organisation expects to achieve in the long run. It 
is an end result, the end point, something that you aim for ,md 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 comm.it persons and organisations to verifiable accomplishments. Again, 
objectives determine the scope of future events. They provide the spotlight on the routes 
over which activities are organised. They serve as reference points to concentrate resources 
and efforts. They determint' what action to take today to obtain results tomorrow. Goals 
and targets are more precise and expressed in specifjc terms . .In this section we will refer 
to only objectives assuming that these include t.he goals as well. 

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



the following feahires, they are: (i) derived from objectives, (ii) offer a s,tandard for 
measuring performance, (iii) expressed in concrete terms, (jv) time-bound and work­
ori.ented (Ansoff). 

Role of Objectives 

Objectives serve the following functions: 

1. Legitimacy: Objectives describe the purpose of the organisation so that people 
know what it stands for and will accept its existence and continuance. Thus, 
Ford sells I American transportation', Chrysler sells 'know-how' and Godrej sells 
'quality products'. Objectives help to legitimize the presence of organiisation in its 
environment. Now the organisation can emphasise its uniqueness, identity and its 
raison d'etre. 

2. Direction: Objectives provide guidelines for organisational efforts. They keep 
attention focused on common purposes. Once objectives are formulated, they 
become the polar star by which the voyage is navigated. Every activity .is directed 
toward the objectives, every individual contributes to meet the goals. 'Without 
seeing the target, a manager would be like a blindfolded archer-expending useless 
effort and creating havoc.' 

3. Coordination: Objectives keep activities on the right track. They makie behaviour 
in organisations more rational, more coordinated and thus more effect:ive, because 
everyone knows the accepted goals to work toward. In setting effe,ctive goals, 
managers help members at all levels of the organisation to understand how they 
can 'besfachieve their own goals by directing their behaviour towards, the goals 
of the organisation.' 

4: Benchmarks for Success: Objectives serve as performance standards ag;ainst which 
actual performance may be checked. They provide a benchmark for .assessment. 
They help in the control of human effort in an organisation. 

5. Motivation: Goals are motivators. The setting of a goal that is both specific and 
challenging leads to an increase in performance because it makes it clear to the 
individual what he is supposed to do. He can compare how well he is doing 
now versus how well he has done in the past and in some instance how well 
he is performing in comparison to others. According to Latham and Yuki, goal 
specificity enables the workers to determine how to translate effort int,o successful 
performance by choosing an appropriate ~iction plan. 

Characteristics of Objectives 
Objectives have the following features: 

L Objectives form a Hierarchy: 1n many organisations objectives are structured in 
a hierarchy of importance. There are objectives within objectives. They all require 
painstaking definitions and close analysis if they are to be useful separately and 
profitable as a whole. The hierarchy of objectives is a graded series Jn which an 
mganisation's goals are supported by each succeeding managerial level down to 
the level of the individual. The objectives of each unit contribute to the objectives 
of the next higher unit. Each operation b;c1s a simple objective which must fit in 
and add to the final objective. Hence no work should be undertak1~n unless it 

2. 

contributes to the overall goal. · 

Objectives Jo-rm a Network: Objectives interlock in a network fashion. They are 
inter-related and inter-dependent. The concept of network of objectives implies 
that once objectives a.re established for every dep~rtment and every individual in 
an organisation, these subsidiary objectjves should contribute to meet the basic 
objectives of the total organisation. If the various objectives in an G,rganisation 
do not support one another, people rn.ay pursue goals that may be good for their 
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own function but may be detrimental to the company as a whole. Managers have 
to trade off among the conflicting objectives and see that the components of the 
network fit one another. Because, as rightly pointed out by Koontz_ et al, "It is 
bad enough when goals do not support and interlock with one another. It may be 
catastrophic when they interfere with one another." 

3. Multiplicity of Objectives: Organisations pursue multifarious objectives. At 
every level in the hierarchy, goals are likely to be multiple. For example, the 
marketing division may have the objective of sale and distribution of products. 
This objective can be broken down into a group of objectives for the product, 
advertising, research, promotion managers. The advertising manager's goals may 
include: designing product messages carefully, create a favourable image of the 
product in the market, etc. Similar goals can be set for other marketing managers. 
To describe a single, specific goal of an organisation is to say very little about it. It 
turns out that there are several goals involved. This may be due to the fact that the 
enterprise has to meet internal as well as external challenges effectively. Internal 
problems may hover around profitability, survival, growth, and so on. External 
problems may be posed by government, society, stockholders, customers, etc.-ln 
order to meet the conflicting demands from various internal and external groups, 
organisations generally pursue multiple objectives. Moreover, no single objective 
would place the organisation on a path of prosperity and progress in the long 
run. 

4. Long and Short-range Objectives: Organisational objectives are usually related 
to time, Lon,g-range objectives extending over five or more years are the ultimate 
or 'dream' objectives for the organisation. They are abstractions of tne entire 
hierarchy of objectives of the organisation. For example, planning in India has got 
objectives like eradication of poverty, checking population growth through birth 
cont.rot. etc., which reflect certarn ' ideals' the government wishes to accomplish 
in the long run. Short-range objectives (one-year goals) and medium-range 
objectives (two to four-year period goaJs), reflect immediate, attainable goals. The 
short-range and medium-range objectives are the means for achieving long-term 
goals and the long-term goals supply a framework within which the lower level 
goals are designed. Thus, all these goals reinforce each other in such a way that 
the total res1.1lt is greater than the sum of the efforts taken individually. That is 
why goal setting is called a "synergistic process1

• In order to remain viable, every 
organisation needs to set goals in all three time periods. 

How are Objectives Formulated? 
The central theme in traditional goal-setting is that goals are set at the top level, that is, 
it is a one-way process. It is believed that top management knows what is best, because 
only they can see the 'big picture'. This group formulates goals for middle management 
which, in turn, ptovides the necessary platform for the development of subsidiary goals 
at lower levels. fn order to achieve results, there must be multiple goals in the form 
of a means-ends chain. The m-ganisation structure should be carefully selected from 
out of the available alternatives so as to be effective; goals should be clear and should 
be prescribed at the beginning of organisational activity. The primary role of goals is 
to control the behaviour of organisational members. Goal-setting process is perfectly 
rational and there is no .need to account for the difference in stated and operational 
goals. 

The traditional goal setting process, however, suffers from many limitations: (i) Goal­
setting may not alway.s precede organisational activity. Quite often, organisations start 
not with goals but with resources that are readily available. (ii) The goals of many 
organisations are ambiguous, a.nd jt is very difficult to reduce everything in writing 
and interpret the same uniformly. (iii) Goals are rarely integrated into a hierarchy in 
the form of a means-ends chain. There are bound to be differences between stated and 
opera tional goals-. 



Stated vs. Operational (Official vs. Real) Goals 

Stated or official goals are simply statements about desired results. They reflect 
what the organisation should be doing. They are normally expressed in writing and 
communicated to aU employees by the top management through formal documents, 
news releases etc. Operational goals are the real goals of an orgarusation. 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 'sufficien1t 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' meaining to these 
terms. Thus, operational goals specify the way in which certain formal g10als are to be 
achieved. For exa.m ple, profit goals can be met through the pursuit of operative goals 
such as market penetration, emphasis on quality, employee morale, compeititive pricing 
etc. Oper�tive goals indicate alternative means of achieving formal goals. According to 
Charles Perrow, the following are the important operative goals: 

1. Enviromnental 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 anq social responsibitity may be
important environmental goals.

:?. Output Goals: Output goals are related to the identification of customer needs.
Questions like what market should bt! t:intered, w,hjch product lines must be
emphasised or lopped off are looked into while formulating and desi,gning output
goals.

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

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 organjsation's power in
secondary or derived areas like contributions to political activiriE?s, recruiting
handicapped persons, promoting sodal service institutions etc.

3.5 Social Responsibility 

Social Responsibility determines whom the organizahon 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 ma:1<imize profit 
but also contribute to the communities in which they operate. 

"We wiJI not eHher buy from or sell to companies" that do not measure up t:o Tata Steel's 
social responsibmty standards. Mr. 8. Muthuraman, Managing Director, Tata Steel Ltd., 
said at the 15th anniversa.ry of the Lnstitute of Directors, recently. ln the context of this 
increasing awareness of corporate responsibjJjty and 1isco's value systems, it is not 
surprising that Mr. Muth.ui:aman 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, issUt ... s and processes 
tHat companies must address in order to minimize any harm resultin,g from their 
activities, and to �reate economic, social and environmental value. This requires that 
before a corp_oration decides on an action, it must try to predict which stak,eholders will 
be affected by given actions. The fonn of the interactions between a corporation and its 
stakeholders should be such that there is a clear understanding of the antidpated effects 
of the corporation's actions on those stakeholders. 
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For example, Nestle aggressively marketed its infant formula in East Africa. Nestle's 
failure to anticipate that the lack of availability of clean water would lead mothers 
to dilute it in contaminated water, resulted in the death of thousands of infants. The 
development of a: corporation1 s moral imagination, or its ability to '1 envision the potential 
help and harm that are likely to result from a given action", should be informed by 
scientific and social modes of rationality. In Nestle's case, a failure to do so led to tragic 
results. 

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 exh.ibit 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. Ma~ing that assessment, even if we all agreed on a definition, 
always is a judgment call in the face of complexity and dynamism. The question that 
arises is, 'Responsible to whom'? 

For example, a business organization may decide to use only recycled materials in its 
manufacturing processes. This may have a positive effect on environmenta l groups, but 
may have a negative effect on the bottom 1line. Shareholders who depend on dividends 
from the organization for their survival may be negatively affected. 

Corporate Social Responsibility 

An important question facing managers today is whether corporations have some 
responsibility to improve the world or only to improve their profits. Until the middle 
of the twentieth century, a firm was generally viewed, as an economic institution 
to provide wanted goods and services for public consumption arid a profit for the 
owners. In the classic economic model, a firm is an economic institution governed by 
economic values an.d subject to the economic machinations of the marketplace. Two 
significant developments changed all of this. The first occurred in the first half of the 
twentieth century as professional managers replaced owners in running big companies. 
Professional managers played more of a trustee role; they were responsible to the board 
of directors and interest of suppliers, customers, employees, and other claimants. The 
second development was the change in public attitude towards big businesses. The 
Needs Theory of human behaviour states that, once basic economic necessities are 
satisfied, people become more concerned with psychological needs relating to status, 
esteem, social justice and quality of life. As Dow Votaw observed: "In a land of scarcity, 
economics is king; in a land of plenty, economics is just another member of the royal 
court". Goals, values and attitudes of various groups insociety have changed significant! y 
over the years-r,eflecting a greater concern for improvements in quality of life. A firm, 
alter all, is a social institution. It does not flourish in a vacuum. In all its operations it 
is vitally influenced by its environme;1t. The decisions made by corporate managers 
not only affect the community lives but may affect significantly 60th the national and 
international economic activity. For mstance, when a manager decides to raise product 
prices or move out of an economically backward region, the lives of millions of people 
are affected. Modem corporation, thus, is the principal producer of environmental 
impacts. A healthy organisation should visualise these impacts realistically and deaJ 
with them firmly by converting these sociaJ problems into opportunities for successful 
performance and positive contribution. As Drucker has pointed out, a healthy business 
cannot exist in a sick, impoverished society. 

Causes of Growing Concern for Social Responsibilities 

There were times when business used to be ,rw-i only as a sole~ownership concern. But 
today while that institution (sole-ownership) still continues, we are witnessing different 
types of busmess concerns (partnership firms, public and private limited companies 
and even multinationals etc.,) thanks to the revo1ution in science and technology 



and tremendous progress in socio-economic and political fields. In keeping with the 
significant changes in other walks.of life, business also has been changing its patterns, 
priorities and perceptions in tune with the times. Maximisation of profit used to be the 
only motto of all business enterprises, big or small in the past. This is no longer the case 
today. No business enterprise can thtive on the profit motive alone for long these days 
and if it has to succeed, business must be conscious and alive to its social responsibility 
as well. 

The once all-powerful and all-conquering profit motive has been slowly but surely 
yielding place to a broad-based and more enlightened policy of commitment to social 
welfare measures. The only reason for this turnaround could be the instinct for survival. 
Besides there are certain other factors which have contributed to the growing concern of 
business for the welfare of society. These factors are: 

1. Growing Awareness due "to Education: With the growing literacy rate, more 
and more people are becoming increasingly aware of their, right to a decent and 
healthy life. They have started analysing and comparing the goods and services 
available in the market in terms of quality, purity and cost. Keeping in view the 
public demand, businessmen have s tarted thinking more in terms of quality and 
cost-effectiveness than in terros of profit alone. Spread of education has helped 
the business community also to understand their role and the changing patterns 
in society. They have, therefore, chosen willy-nilly to adopt the twin objectives of 
profit and social responsibility in the best interests of both business and society. 

2. Newspapers and Consttmer Organisations: The proliferation of language and 
dialect newspapers has made it easier a_nd cheaper to reach out to the consumes 
even in far-flung areas. Besides, of late, various 'consumer organisations' have 
been coming up in urban areas to protect the interests of consumers and to expose 
the malpractices or bad elements of business with the sole object of enlightening 
or forewarning the consumers. Due to these developments and the fear of adverse 
publicity, businessmen have, by and large, learnt to live for the sake of society also 
in a purposeful and meaningful way, thus keeping a check on their profit motive. 

3. Fear of Government's Interfere11ce: 1n the event of any business enterprise 
persisting in its fraudulent or deceitful ways to quench its hunger for more profit, 
the enlightened public can, through the various means at its command, compel 
the government to introduce legislation to check the malpractices of business. 
The threat of public opinion bu·ilding up against it and the ever-increasing fear 
of public regulation through legislative measures have left businesses with no 
other alternative e.xcept to fall i,n Ji,ne with the dema,nds of society. The avaricious 
businessmen have been forced to desist from resorting to dubious means to 
augment profits. 

4. Trade l,111io,i Movement: Well-organised Trade Unions have become omnipresent 
and omnipotent in almost all big business establishments these da:Ys. The 
bargaining power and strength of these Unions keep the Captains of Industry on 
tenterhooks and ensure that they behave responsibly towards not only ell1ployees 
but also the public at large. 

5. Public Image: Building up a better public image is essential for any business to 
survive and grow. Hence, enlightened entrepreneurs or professional managers of 
today are all locked up in a healthy competition to build up their public image, 
even if it means lesser and lesser profits. 

6. Competitive Market Forces: The cut-throat competition in the market has certainly 
played its part in forcing the businessmen to narrow down their profits in the 
interests of survival. 111anks to the competitive market forces, businessmen have 
come to accept the reality and thought it wiser and safer to adopt a more reasonable 
and durable means to keep their profit motive in check in the larger jnte.rests of 
business. 
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7. Public Relations: Maintaining good public relations is sine qua non to success 
in business. Whether a customer or an employee or a government servant-a 
businessman has to deal with all of them in a humble and polite way. This 
constant interaction with many types of persons, both literate and illiterate, makes 
it imperative for him (businessman) to harp on the theme of social good rather 
than his own personal good which creates an aversion or ill-feeling in the minds of 
people against such selfish businessmen, Good public relations would teach him 
how to behave and respect other peoples' aspirations as well. 

8. Managerial Skills: The Industrial Revolution has brought in its wake a new breed 
of competent and professional managers who vie with one another in evolving 
and developing a more durable and balanced tl.'ade policy. Their competence and 
managerial skills have helped the business enterprises to &trike and maintain a 
healthy balance between business interests and social obligations. 

While the above factors have played their role in awakening a sense of public good in 
businessmen, by and large, the question that inevitably arises is1 why should a business 
enterprise at all think of the welfare of the society at large? 

Areas of Social Responsibility 
Let us now identify the areas in which business can effectively discharge its social 
obligations. 

1. Pollution Control: Today, perhaps, the biggest problem confronting society is 
pollution of all kinds-air, wate(, sound, etc. Installing pollution controlling devices 
and other related actions might cost the business considerably in terms of money 
and effort. ft might also mean lesser profits. But the amount of goodwill and 
image that the business concern comes to enjoy as a result of such voluntary steps 
will more than offset the losses, ii any, envisaged in the beginning. It is, therefore, 
necessary that business must take preventive measures for pollution control and 
it must view th,e costs involved as a long-term investment in public image. 

ABB: At ABB's Vadodra faciUty, verrniculture has helped the company dispose off 
tonnes of wooden wastes besides generating 5,000 tonnes of organic manure per 
month. 

Coromandel Fertilizers: With investments of around i 40 crore, the company has been 
able to set up a fluorine reEOvery unit, effluent treatment plant, molten sulphur 
handing facility and install pollution control equipment at the Visakhapatnam city 
where the plant covers an area of around 500 acres. The setting up of the four-stage 
scrubbing system recently has led to reduction in ammonia emission elastically. 

2. Health and Hygiene: A manufacturing company or a factory throws up lot of 
wastes and chemicals which prove to be health hazards. Although, normally 
business takes all preliminary precautions to keep away from inhabited a reas 
and to safeg-..1ard the health and hygiene of workers, it usually tries to shirk its 
responsibHity towards the people residing in the vicinity of the business or factory 
premises. lf business forgets or conveniently ignores its obligation to safeguard the 
health of not only the workers but also the people outside the business premises, 
government or society will force it to see reason which might prove most costly 
in terms of money and reputation. Therefore, business must realise that .to protect 
the public interest is in its own interest. 

TISCO: The Tata Steel Rural Development Society deliver:s health care services to 
the rural popuJation around its op~rational areas through the Life Line Express. 
The company uses mobile medical care vans to reach out to rural areas; Through 
25 clinics in Jamshedpur, it serves over 6 lakh people; including non-employees. 

NALCO: National Alu.mini.um Company has given great importance to medical 
and health programmes. Full-fledged hospitals with outdoor and specialised 



indoor treatment facilities at Damanjodi and Angul have been established. The 
facilities are extended to nearby villages also. Regular health consultation sessions, 
family welfare camps, rehabilitation of handicapped persons are the major thrust 
areas at NALCO. 

3. Training and Self-help: Big business provides big opportunities for both direct and 
indirect employment. Self-employed persons outside the premises of a factory can 
contribute to the growth of business if they are well aware of the product and 
its raw mater.iaJs needed by the manufacturing company. In that eVE!nt business 
might not have to depend on suppliers at far off places. If the people in the 
surrounding areas of the business premises are enlightened about the product and 
its raw material reguirement and also trained to develop the necessary skills, they 
will readHy come forward to serve the business interests which by the way helps 
them to earn their livelihood. Hence, business can profitably think c1f educating 
and training the people outside the factory and the cost involved might be meagre 
when compared to the benefits accruing to it by such a wise and farsighted step. 

4. Philmithropic Activities: The performance of some charitable trusts promoted 
by big business houses is far from satisfactory and even smacks of favouritism 
and partisan ends. Genuine philanthropic activity must benefit the pei:>ple in their 
day-to-day life. Hence, by building educational institutions or hospita1ls, business 
will be spending its enormous profits in a useful and meaningful way while at the 
same time showing its real and genuine concern for the welfare of thte society at 
large. Such phiJanthropy will help build a bridge of goodwill between the business 
and society. 

Different Interest Groups 
There are different interest groups both within. and outside the business c1rganisation 
whose, often, conflicting interests business has to keep in view, reconcile and satisfy in 
a balanced manner. These d ifferent interest groups are: 

l. Owners or $harcl,olders: The social responsibili ties of business to th.is group 
include: (a) fair and regular return on investment, (b) safe and steady appreciation 
of investment, (c) periodical disclosure of fulI and accnrate informatio:n regarding 
financial and functional aspects of business and {d) reasonable representation to 
minority shareholders to participate in business management. 

2. Employees: n,e labour force is the mainstay of any business and therefore, the 
latter's responsibility towards it is all the more greater. These responsibilities are: 
(a) fair wages, (b) security of employment, (c) safe and secure working conditions, 
(d) representation in decision-making bodies which a ffect their working life, 
(e) providing fair opportunity for personal advancement through education and 
training, (f) meaningful freedom artd job satisfaction and (g) humane !treatment. 

3. Consumers: The obligations of business to this group are: (a) supplly goods of 
right quality, and right quantity at the right place and time at reasonable prices, 
(b) provide goods and services according to the needs, tastes and preferences 
of different classes of customers, (c) inform and educate the custome{S on the 
availability and use of alternative products which may be cheaper and better, 
(d) be honest and truthful in advertising the product, (e) provide prompt, efficient 
and effective after sales service, (f) extend a hearty and courteous service, and 
(g) avoid unhearty trade practices like black-marketing; hoarding and adulteration, 
etc. 

4. Responsibility to Creditors and Suppliers: The responsibilitiEis include: 
(a) provide accurate information regarding the financial health of the firm, 
(b) ensure a reasonable price for the articles supplied,and make prompt irepayments 
(including interest on borrowings); there should be fairness in trans21ctions, and 
(c) promote a healthy atmosphere where creditors, suppliers and other interest 
groups are treated as partners in a co-operative endeavour. 
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5. General Public or Co,mnunittJ 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
in and arm.ind the business area to protect the heal th 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 cuJturaJ
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
reguJation 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 corruption etc., (el contributes its
mite to the socio-economic growth and goals of the nation, (t) 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 

Ex.plain the CSR strategy of Tata Motors. 

3.6 Summary

Synergy means the sum total outcome of several persons working together is more than 
the sum of its individual parts. Companies develop strategies where they voluntarily 
integrate socia! and environmental concerns in their b-usiness 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

Synergy: 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 orgaruzation should be determined. 

3.8 Review Questions

1. What is meat1t by term synergy?

2. What is the relevance of synergy?

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

External 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 j.ts 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. 
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There are four primary component.s of external analysis:

1. Sca11n,;11g: Scanning entails the study of all segmemts in the general environment.
Companies use the scanning process to either detect early warning signals
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 uncoMected. Scanning is most important in highly
volatile environments, and the scaMing system should fit the organizational
context (i.e., scanning systems designed for volatile environments are not suitable
for: companies competing in a stable environment).

2. 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 d�tect 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
materfal changes in the competitive landscape for their businesses. Also by
monitoring the environment they may be able to identify potential opportunities
lo better serve their customers.

3. Fore.casting: 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 feasible
projections oJ what might happen, and how quickly, 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
aJ1 of the o,ther 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 n company. For examp.le, toy makers,
especially Hasbro and Mattel, and retailing giants WaJ-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 Se:g·ments of the General Environment 

The general environment is made up of five segments: demographic, economic, poliHcal/ 
legal, socio-culhual 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 arid its segments should recognize 
global elements that may have an impact on th!:' compaJ1y. 

Tobie 4.1: Some Social, Cultural_, Demogmphic and Environmental Variables 

Social Variables Cultural Variables 

1, Lile e�pectohcy rotes 1 . At1iludes towards business 

2 • Average level ol ed u col 10 n 2. Attitudes towards sol/Ing & investing 

3. Number of morrioges .3. Attitudes towords product quality & cus1omer service

4. Numbetof divorces 4. Trus1 and attitude towards government 

5. Number of birlhs 5. Attitudes towards racial equality & foreigner; 
Contd. .. 



6. Number of deolhs 6. Bying hobirs 

7. Number of sod ol interest groups 7. Ethical concerns 

8. Social programmes 8. Atfirudes towo(ds outhoriry 

9. Child bearing roles 9. Attitudes towards work, career and retirement 

l O. Social responsibility 10. AHitudes towards and value placed on leisure time. 

l I . Use of birlh control 

Environmental Variables Demographic Voriobles 

l . Recycling waste management 
1. PopuloHon changes by race, age, se.><, and level of 

affluence 

2. Ai r and water pollution 2. Population changes by d ty, state, and country 

3. Pollution control 3. Regional changes in tastes and preferences 

4. Ozone depletion 4. Number of women and minoriry workers 

5. Endangered species 5. Number of collage graduates by geogropl,lc area 

6. Government regulation 6. Immigration and emigration rotes 

7. Energy conservation 
7. Location of retailing, manufacturing, and service 

businesses 

8. Traffic congestion 8. Per capita Income 

9. Inner-city environment 9. Average disposable income 

Demographic Segment 

The demographic segment is concerned with a population's size, age structure, 
geographlc distribution, ethnic make-up, and distribution of income. While each of the 
major elements of this segment are discussed below, the challenge for strategists is to 
determine what the changes, that have been identified in the demographic characteristics 
or elements of a population, imply for the future strategic competitiveness of the 
company. 

1. Population Size: While population size itself, large or small, may be important 
to companies that require a "critical mass'' of potential customers, changes in the 
specific make-up of a population's size may have even more critical implications. 
Among the most important changes in a population's size are: 

(a) changes in a nation's birth rate and/ or family size; 

(b) increases or declines in the total population; 

(c) effects of rapid population growth on natural resources or food supplies. 

2. Age Structure: Changes in a nation's birth rate or life expectancy can have important 
implications for companies. Are peopJe living longer? What is the life expectancy 
of infants? There will be implications for the health care system (for companies 
serving that segment) and for the development of products and services targeted 
at older (or younger) population. 

3. Geographic Distribution: Population shifts from one region of a nation to 
another or from metropolitan to non-metropolitan areas may have an impact on a 
company's strategic competitiveness. Issues that should be considered include: 

(a) The attractiv.enessofacompany'slocationmaybeinOuencedbygovemmental 
support. 

(b) Companies may have to consider relocation if population shifts have a 
s ignificant impact on the availability of a qualified wor.kforce. 

(c) The trend toward working~at-home and commuting electronically on the 
"information highway" may imply changes in recruiting and managing the 
workforce. 
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4. Ethnic Mix: This reflects the changes in the ethnic make-up of a population and 
has implications both for a company's potential customers and for the workforce. 
Issues that should be addressed include: 

(a) What do changes in the ethnic mix of the population imply for product and 
service design and delivery? 

(b) Will new products and services be demanded or can existing ones be 
modified? 

(c) How will changes in the ethnicity of a population affect the composition of 
the workforce? 

(d) What adjustments are needed to accommodate an older workforce? Are 
managers prepared to manage a more culturally diverse workforce? 

(e) How can the company position itself to take ad vantage of increased workforce 
heterogeneity? 

5. Income Distrib11tion: Changes in income distribution are important because 
·changes in the levels of individual and group purchasing power and discretionary 
income often result in changes in spending (consumption) and savings patterns. 
Tracking, forecasting, and assessing changes in income patterns may identify new 
opportunities for companies. · 

Socio-cultural Segment 

The socio-cultural segment is concerned with different societies' social attitudes and 
cultural values. This segment is important because·changes here axe reflected in changes 
in the society's economic, demographic, political/legal, and technological segments. 

Strategists need to pay special attention to socio-cultural changes and the effects that 
they may have on: , 

• Workforce composition, and the implications for managing, resulting from an 
increase in the number of women, and increased ethnic and cultural diversity. 

• Changes in attitudes about the quality of work life. 

· • Environmental concerns. 

• Shifts in work and career preferences, including an increase in new business 
formation by women. 

• Shifts in product and service preferences. 

Economic Segment 

The economic segment of the general environment refers to the nature and direction 
of the economy in which a company competes or may compete. Strategists must 
scan, monitor, forecast, and assess a number of key economic indicators or elements 
mentioned in Box 4.1 for both domestic and key international markets. 

In adctition, the implications of changes and trends in the economic segment may affect 
the political/legal segment both domestically and in other global markets. This may 
be of critical importance as nations eliminate or reduce trade barriers through such 
mechanisms as NAFIA (the North American Free Trade Agreement) and the WTO 
(World Trade Company), and as the European Union moves closer to full monetary 
union. 



Box 4.1: Key Economic Variables 

• Shi� to a service economy • 

• level of d,sposoble income • 
• Propensity of people to spend • 
• lntereM rates • 
• Inflation rates • 
• Tox rates • 
• Maney rnorket rotes • 
• Governmenl budget deficit; • 

• Gross nohoriol produci lrend • 

• Consumption po!!erns • 
• Trade Block Formations • 

Politica.1/Legal Segment 

Demand shifts for d,Herenl categories of goods 
and service.s 
Income differences by region ond consumer 
groups 
Price fluctuations 
Exportation of labour and cop1tol 
Monetary & F,scal policies 
Siock market trer,ds 
Foreign countries' economic conditions 
lmpo,t/e pan factors 
Company of Petroleum Exponlng Countries 
(OPEC) policies 
Coalitions of Lesser Developed Counl11es (LOC) 
policies 
Unemployment !rend:; 
Worker prod4divil'j levels 

TI1e political/ leg a I segment is the arena in which companies and interest groups compete 
for attention, resources, and a voice tn overseeing the body of laws and regulations 
guiding the interactions amongnations. ln other words, this segment is concerned wiili 
how interest groups and companies attempt to influence representatives of governments 
(and governmental agencies) and how they influence U1em, ill tum. 

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 

• Goserning regulotions or deregulOl'rons • linpor1-e,pon regulations 

• Changes in to:,,; lows • F rs o:il o 11 d monetary po Ji q, cha 119es 

• Speno! !arilfl • Palttkal cor.dihons .n foreign countries 
• Polilicol aciion cnm1nil!aes • S peaol lo�ol. �late, and federal laws 

• legislo!ion on equal employment • Lobbyu,g u,;fo,hes 

• l•.jumber, r,es&ril';, and (ocotion ol 90110,nmem • Size cl gavemmer1f budgel'i 

prolests 

• Number of polems • World 01!, currency, ond lobou1 rnorkets 

• Cho ngl!$ , n pole rt I lo,,,� • locrnion tmd severity ol !er,onst ac:1,�ih,is 

• E,,,.irr:mmen1al pm1ee1,on lciW5 • Local. slate, ond nohanol elea,oos 

• �el of de�nce "..1Cp1mdl!ures • levP.I at gol'e, nnw.nl sulisidl� 
• Anhtru ,t leg,$lafion 

For example, how can individual companies .and industries manage the effects of free 
trade, which will lower entry barriers for new, lower-cost competitors? How might 
companies 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 teclmologkal 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-industry changes in: 
• the scope and speed of product innovation
• the scope and applicability of process innovation

• application of knowledge

• 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: 
• Potential impact of significant international events such as peace in the Middle

East or the recent approval of China's entry into the WTO.

• ldentification 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.

• Differences between cultural and institutional attributes of individual global
markets (The focus in Korea is on lnhwa, or harmony, based on respect for
hierarchical relationships and obedience to authority. Th.e 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 International Stra tegy. 

4.5 Industry Environment Analysis 

An ind usl:l'y 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 competitivene ss and above-average returns. 

Tt 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. 
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Figure 4.1: Porter's Five Forces Model of Competition 

Michael Porter's Five Forces Model of Competition indicates that these five forces interact 
to determine the intensity or strength of competition, which ultimately determines 
the profitability of the industry. Assessing the relative strength of the five competitive 
forces is important to a company's ability to achieve strategic competitiveness and earn 
above-average returns. 

Viewed differently, competition should be viewed as groupings of alternative ways that 
customers can obtain desired results. Thus, any analysis of an industry must expand 
beyond the traditional practice of concentrating on direct competitors to include 
potential competitors . For example, 

• suppliers can become competitors by integrating forward. 

• buyers or customers can become competitors by _integrating backward. 

• companies, who are not competitors .today, could produce products that serve as 
substitutes for existing products offered by companies in an industry, transforming 
themselves into competitors. 

Threat of New Entrants 
New entrants to an industry are important because, w ith new competitors, the 
intensity of competitive rivalry in an industry generally increases. This is because new 
competitors may bring substantial resou rces into_ the industry and may be interested 
in capturing a significant market share. If a new competitor brings additional capacity 
to the industry when product demand is not ,increasmg, prices that can be charged to 
consumers generally will fall. One result may be a decline in sales revenues and lower 
retumslor many companies in the industry. 

The seriousness or extent of the threat of new entrants is affected by two factors: 
(1) barriers to entry and (2) expected reactions from, or the potential for retaliation by, 
incumbent companies in the industry. 

Barriers to Entry 

Barriers to entering an industry are present when entry is difficult or when it is too 
costly and places potentlal entrants at a competitive disadvantage (relative to companies 
already competing in the industry). There are seven factors that represent potentially 
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significant entry barriers that can emerge as an industry evolves or might be explicitly 
"erected" by current participants in the industry to protect profitability by deterring 
new competitors from entry. 

1. 

2. 

3. 

4. 

5. 

6. 

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

Economies of scale can serve as an entry barrier when existing companies in the 
industry have achieved these scale economies and a potential new entrant is 
only able to enter the industry on a small scale (and produce at a higher cost per 
unit). For example, entry fo r a new company in the FMCG sector at a big scale is 
difficult because of presence of the multiple players who have already achieved 
the economies of scale. · 

Companies that produce multiple customised products or that enter an industry 
on a large-enough scale can sometimes overcome economies of scale as a potential 
entry barrier. However, because large-scale entry may greatly increase industry 
capacity, it may risk a strong reaction from established companies. 

Product Differentiation: Customers may perceive that products offered by existing 
companies in the industry are unique as a result of service offered, effective 
advertising campaigns, or being first to offer a product or service to the market. 
If customers perceive a product or service as unique, they generally ar.e loyal to 
that brand. Thus, new entrants may be required to spend a great deal of money 
over a long period of time to overcome customer loyaJty to existing products. For 
example, Titan's offering of quartz watches in a market, which was dominated by 
HMT, enabled it to become the dominant player in a short span of time. 

Capital Requirements: Companies choosing to enter any industry must commit 
resources for facilities, to purchase inventory, to pay salaries and benefits, etc. 
While entry may seem attractive (because there are no apparent barriers to entry), 
a potential new entrant may not have sufficient capital to enter the industry. For 
example, entry into the petrochemical industry is characterised by huge capital 
investments. 

Switching Costs are the one-time costs custo_rners will incur when buying from a 
different supplier. These can include such explicit costs as retraining of employees or 
retooling of equipment as well as the psychological cost of changing relationships. 
Incumbent companies in the industry generally try to establish switching costs to 
offset new entrants tha t try to win customers with substantially lower prices or 
an improved (or, to some extent, different) product. For example, switching costs 
have to be borne by companies for switching from Microsoft's Windows to other 
operating systems creating entry barriers in the market for operating systems. 

Access to Distribution Channels: As existing companies in an industry generally 
have developed effective channels for distributing products, these same channels 
may not be available to new companies entering an industry. Thus, access (or lack 
thereof) may serve as an effective barrier to entry. 

Cost Disadvantages lndependen,t of Scale: Existing companies in an industry often 
are able to achieve cost advantages that cannot be costlessly duplicated by new 
entrants (other than those related to economies of scale and access to distribution 
channels). These can include proprietary process (or product) technology, more 
favourable access to or control of raw materials, the best locations, or favourable 
government subsidies. For example, Vesuvius Industries has a unique refractory 
product finding application in s teel industry, that cannot be made by other 
companfes because the product technology is proprietary. Another example could 
be of pharmaceuticals where new products discovered are under patent protection 
for a period of time. 



7. Government Policy: Governments (at all levels) are able to control entry into an 
industry through licensing and permit requirements. For example, at the company 
level, entry into the banking industry is regulated at the central levelsi, while liquor 
sales are regulated at the state and local levels. 

On the other end is the monopolistic nature (on a market-by-market basis) of the 
public utility industry including locaJ telephone service, water, electric power, 
etc. 

Even if a co~pany concludes that it can successfully overcome all of the enltry barriers, it 
still must take into account or anticipate reactions that might be expected from existing 
companies. 

Bargaining Power of Suppliers 

The bargaining power of suppliers depends on suppliers' economic bargaining power 
relative to companies competing in the industry. Suppliers are powerful wlhen company 
profitability is reduced by suppliers' actions. Suppliers can exert their po~rer by raising 
prices or by restricting the quantity and/ or quality of goods available for sale. 

Suppliers are powerful relative to companies competing in the industry when: 

• the supplier segment of the industry is dominated by a few large companies and 
is more concentrated than the industry to which it sells; 

• satisfactory substitute products are not available to buyers; 

• buyers are not a significant customer group for the supplier group; 

• suppliers' goods are critical to buyers' marketplace success; 

• effectiveness of suppliers' products has created high switching costs for buyers; 

• suppliers represent a credible threat to integrate forward into the buyers' 
industry, especially when suppliers have substantial resources and pirovide highly 
differentiated products. 

Bargaining Power of Buyers 

While companies competing in an industry seek to maximise their return on invested 
capital (and earn above-average returns), buyers are interested in purchasing products 
at the lowest possible price (the price at which sellers will earn the lowe,st acceptable 
return). To reduce cost or maximise value, customers bargain for higher quality or 
greater levels of service at the lowest possible price by encouraging competition among 
companies in the industry. 

Buyer groups are powerful relative to companies competing in the industry when: 

• buyers are important to sellers because theY. purchase a large portion-of the 
supplier i,ndustry's total sales; 

• supplier industry's products represent a significant portion of the buiyers' costs; 

• buyers are able to switch to another supplier's product at little, if any, cost; 

• suppliers' products are undifferentiated and standardised; 

• buyers represent a credible threat to integrate backwards into the suppliers' 
industry because of resources or expertise. 

Threat of Substitute Products 

All companies must recognise that they compete against companies produdng substitute 
products, those products that are capable of satisfying similar customer needs but 
come from outside the industry and thus have different characteristics. In effect, prices 
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charged for substitute products represent the upper Jjrnit on the prices that suppliers 
can charge for their products. 

The threat of substitute products is greatest when: 

• buyers or customers face few, if any switching costs; 

• prices of the substitute products are lower; 

• quality and performance capabilities of substitutes are equal to or greater than 
those of the industry's products. 

Companies can offset the attractiveness of substitute products by differentiating their 
products in ways .that are perceived by customers as relevant. Viable strategies might 
include price, product quality, product features, location or service level. 

Table 4.2: Examples of Traditional and Substitute Products and their Usage 

Traditional product Substitute product Usage 

Overnight delivery Fox machines Document delivery 

Internet Message delivery 

Sugar Sugar free Sweetener 

Gloss Plastic Containers 

Poper bogs ' Plastic bogs Flexible packaging 

Intensity of Rivalry among Competitors 

The intensity of r ivalry in an industry depends upon the extent to which companies in 
an industry compete with one another to achieve strategic competitiveness and earn 
above-average returns because success is measured relative to other companies in the 
industry. CompeUtion can be based on price, quality or innovation. 

Because of the interrelated nature of companies actions, action taken by one company 
generally will result in retaliation by competitors (also known as competitive actions and 
reactions). For example, consider the speed with wruch some companies have expanded 
into Internet activities to counter simJ,Jar strategies of competitors. In addition to actions 
and reactions that result as companies attempt to offset other competitive forces in the 
industry, threat of new entry, power of suppliers and buyers, and threat of substitute 
products, the intensity of competitive rivalry is also a function of the following factors: 

1. Numerous or Equally Balanced Competitors: Industries with a high number of 
companies can be characterised by intense rivalry when companies feel that they 
can make competitive moves that will go unnoticed by other companies in the 
industry. However, other companies will generally notice these moves and offer 
countermoves of their own in response. Patterns of frequent actions and reactions 
often result in intense rivalry; such as in local restaurant, retailing, or dry-cleaning 
industries. 

2. Slow Industry Growth: When a market is growing at a level where there seem 
to be "enough customers for everyone," competition generally centres around 
effectjve use of resources so that a company can effectively serve a larger, growing 
customer base. Because of sufficient growth in the market, companies do not 
concentrate on taking customers away from other companies, which was the case 
in the personal computer industry in the 1980s. During this stage of the industry 
cycle, companies are more concerned with establishuig a position and achieving 
economies of scale than with taking share away from competitors because of the 
level of growth in the market. 



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 rivalry
increases as companies utilise price reductions, rebates, and other discounts or 
special terms to reduce inventory.

4. Luck of Differentiation 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 made in large 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 to match the new production level.

6. Diverse Competitors: lndustries also may be characterised by companies having
dissimilar goals and coJtures, 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 ruJes, industry profitability might be reduced.

7. High Strategic Stakes: The inten.sity of competitive rivalry increases when success
in an industry is important to a large number of companies (such as the domestic
airline ind,ustry following deregula.tion). 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. fligh 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 products 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 invesfed 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. 
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Tobie 4.3: Examples of the Strategic Importance of on Industry 's 
Key Eco nomic Characteristics 

Factor/ Characteristic Strategic Importance 

Morket size Small markets don't tend to ottroct big/new competitors; 
large markets often draw the interest of companies looking 
to acquire competitors with established positions in 
attractive industries. 

Market growth rote Fost growth breeds new entry; growth slowdowns spown 
increased rivalry and o shake out of weak competitors. 

Copocity surplu~es or shortages Surpluses pvsh prices ond profit margins down; shortages 
pull them up. 

Industry prolitobllity High-profit industries ottroe:t new entrants; depressed 
conditions encourage exit. 

Entry/ exit barriers High barriers protect positions ond profits of existing 
companies; low barriers moke existing companies 
vulnerable to entry. 

Product is o big-ticket item for buyers More buyers will shop for lowest price. 

Standardised products Buyers hove more power because it is easier to switch from 
seller to seller. 

Ropid lechnofogicol change Raises risk fodor; investments in technology facilities! 
equipment may become obsolete before they weor out. 

Capital requirements Big requirements moke investment decisions critical; timing 
becomes important; creoles a barrier to entry and exit. 

Verlical integration Raises capitol requirements; often creates competitive 
differences ond cost differences among fully versus partially 
versus non-integrated companies. 

Economies of scale Increases volume and market share needed to be cost 

- compelillve. 

Rapid product innovation Shortens product life cycle; increases risk because of 
opportunities for leap frogging. 

An attractive industry has the mir.ror image of these features and offers potential for 
favourable per formance. Some indicators of an attractive industry are given below: 

• high, returns on <:a.pita! fo r playets accoWJting for m ost of the market; 

• a stable or rising average industry return on. capital; dear barriers to entry,keeping 
out many new entrants; 

• capacity at or below the lev,el of demand, and low exit barriers; reasonable or.high 
ma.rket growth; 

• little or no th.reat from substitutes (competing industries); low bargaining power 
of s uppliers rela tive to the industry; 

• low bargaining power of customers relative to the .industry. 

Characteristics of attractive and unattractive industries are summarized in Table 4.4. 

Table 4.4: Characteristieas of Attractive and Unattractive Industries 

Industry Characteristic Attractive Unattractive 

Threat of New Entry High low 

Bargaining Power of Suppliers low High 

Bargainif1g Power of Buyers low High 

Threat of Substitute Products low High 

Intensity of Competitive Rivalry low High 



4.7 Determining Industry Attractiveness

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

1. Whut is the weighted average ROI (Return on Investment) in your i,idustnJ over
the past five years?

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

2. What is the trend i11 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 s1,bst,mtial are the ba.rriers stopping new entrants to the i11d11stry?

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 a1111ual 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 cum.mt balance in the ittdllstry 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 - minu-s 5 points;
(d)' supply is in line with demand, or lower than demand - no points.

6. What is the threat from substitutilig 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 powe.rfu1 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 hat1e?

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.
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Interpreting the Scores 

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

Score Interpretation 

Nego!ive [minus Tr; to get out of the industry, If' you are still reporling profits or anyone is foolish 
I to minus 401 enough to buy the business,sell. 

0 to 25 This is on unoHroctive industry. If you ore not !he rnorket leoder, sell the 
business. 

?6 to 50 The industry is not very ottroctive, but it is possible for segment leaders and very 
well run firms to moke o living. 

51 to 60 The industry is neither ottroclive nor unattractive, Competitive position is all. 

61 to 75 The industry is ol11octive. If you are· in it, consolidate your position and gain or 
maintain leadership. If not, consider entry if it ls odjocenl to your business and 
you hove the experlise or con shore costs with your existing business. 

Over 75 The industry is vnusually oHrodive. If you ace in it, invest heavily for leadership. II 
you ore not in it, you may find it difficult lo enter without acquisition, but ii there 
;s- o suitable way in, toke ii with both. .

4.8 Strategic Groups

As implied by the pre,vious discussion, not all companies in an industry may adopt 
the same strategies in their quest for strategic competitiveness and above-average 
returns. However, many companies in an industry may follow similar strategies. Tnese 
companies are generaJJy classified as strategic groups, or g,oups of companies in an 
industry foUowing 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

•• degree of product quality

• pricing policies

• choice of distribution channels

• 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 re'levant to companies performance 
be used to anaJyse strategic group and industry structure .. Relevant dimensions
.might mclude price and quality, image and distribution, or level of service and product 
.features 

. Forecastl11g the Trends 

Forecasting the trend& of all these variables is an integral part of t_he 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 resultmg 
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 implement strategic plans rarely 
consider thal their success is based on a series of assumptions. Many long-range plans 
are simply based on projection:.s of the current s.ituation. 



Brainstorming, expert opinion and statistical modelling are also ve-ry popular 
· forecasting techniques. Brainstorming is a non-quantitative approach requiiring simply 
the presence of people with some knowledge of the situation to be predicted. The basic 
ground rule is to propose ideas without first mentally screening them. Na, criticism is 
allowed. Ideas tend to build on previous ideas until a consensus is reached. This is a 
good technique to use with operating managers who have more faith in "gut feel" than 
in more quantitative "number-crunching'' techniques. · 

Expert opinion is a non-quantitative technique in which experts in a particular area 
attempt to forecast likely developments. This type of forecast is based on the ability 
of a knowledgeable person(s) to construct probably future developmenlts based on 
the interaction of key variables. Delphi technique of forecasting is an exteJnsion of the 
same. 

Statistical modelling is a quantitative technique that attempts to discover causal or at 
least explanatory factors that link two or more time series together. Examples of statistical 
modelling are regression analysis and other econometric methods. Al though very useful 
in the grasping of historic trends, statistical modelling, like trend extrapolation, is based 
on historical data. As the patterns of relationships change, the accuracy of the forecast 
deteriorates. Other forecasting techniques, such as cross-impact analysis. (CIA) and 
trend-impact analysis (ITA), have not established themselves·successfully as regularly 
employed tools. 

Scenario writing appears to be the most widely used forecasting techniquEi after trend 
extrapolation. Originated by Royal Dutch Sheil, scenarios are focused descriptions 
of different likely futures presented in a narrative fashion. The scenario thus may be 
me.rely a written description of some future state, in terms of key variables and issues, 
or it may be generated in combination with other forecasting techniques. 

An industry scenario is a forecasted description of a particular industry's likely future. 
Such a scenario is developed by analysing the probable impact of future sodetal forces 
on key groups in a particular industry. The process may operate as follows: 

• Examine possible shifts in the societal variables globally. 

• Identify uncertainties in each of the six forces of the task environment (for example, 
potential entrants, competitors, likely substitutes, buyers, suppliers, and other key 
stakeholders). 

• Make a range of plausible assumptions about future trends. 

• Combine assumptions about individual trends into internally consistent 
scenarios. 

• Analyse the industry situation that would prevail under each scenario. Determine 
the sources of competitive advantage under each scenario. 

• Predict competitors' behaviour under each scenario. 

• Select the scenarios that are either most likely to occur or most likely to have a 
strong impact on the future of the company. Use these scenarios in strategy 
formulation. 

As forecasting can be done using both quantitative and q1,1alitative techniques, their 
complexity levels and c.ost implications are given in Table 4.5. 
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Table 4.5: Quantitative versus Qu.a!itative Forecasting Techniques 

Cost Popularity Complexity 

QUANTITATIVE TECHNIQUES 

Economic Models High High High 

Regression High High Medium 

Trend E.x!ropolotion Medium High Medium 

QUALITATIVE TECHNIQUES 

Sales Force Estimate Low High Low 

Nominal Grouping Technique Low High Low 

Juries of Executive Opinion Low High Low 

Anticipatory Surveys and Merkel Medium Medium Medium 

Research 

Scenario Low Medium low 
I 

Delphi Low Medium Medium 

Brainstorming Low Medium Medium 

Sovrc..: J A. Peorce ond R.B. Rob,n,on, Ji., "Env,ronm�ol Forecosl1n9. K.!y !O S!ro1e9ic Mooogement, • Business, July-September 
1983. 

4.9 Competitor Ana,lysis

Competitor anaJysis represents a necessary adjunct to performing an industry analysis. 
An industry analysis provides information regarding potential sources of competition 
(induding the possible stra.tegic actions and reactions and effects on profitabjlity for all 
companies competing in an industry). However, a structured competitor analysis eMbles 
a company to focusHs attention on those companies with which it will directly compete, 
and is espedally 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 legaily and ethically. This is important because many employees may feel pressure 
to rely on techniques that a.re questionab'ie from an ethical perspective to gather 
information that may be valuable to thefr company, especially if they perceive value to 
their o·wn careers from successfully obtaining such information. 

It se.ems 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. 



Table 4 .6 : Categorising the Objectives and Strategies ~f Competitors 

Competitive Strategic Market Share Competitive Strategic Competitive 
Scope Intent Objective Position/ Posture Strategy 

Situation 

Local Be the Aggressive Getting Mostly S,triving for low 
dominont exponsion vio stronger; offensive cost leodership 
leoder both on the move 

ocquisition 
ond 
internol growth 

Regionol -Overtoke the Exponsion vio Well- Mostly Mostly 
present internol growth entrenched; defensive bcusing on o 
industry (boost morket oble to morket niche 
leoder shore ot the mointoin -High end 

expense of rivol its present -Low end 
com ponies) position -Geogrophic 

-Buyers with 
speciol needs 
-Other 

Notionol Be among the Exponsion vio Stuck in the A combinotion P'ursuing 
industry ocquisit1on middle of the of offence and dlifferentiotion 
leaders pock defence bosed on 
(top 5) -Quolity 

-.Service 
-Technologicol 
superiority 
-'Breodth of 
p,roduct fine 
-llmoge ond 
neputotion 
-More volue 

' for the money 
-Other 
01ttributes 

Multicountry Move into the Hold on to Going ofter Aggressive 
top 10 present shore a different risk-taker 

(by growing market 
I l 

ot rote eq~ol position (trying 
lo the industry to move from 
overoge} a weaker to 

o stronger 
position) 

Global Move up o G ive up shore Struggling; Conservative 

notch or two if necessary losing ground follower 

in the industry to ochieve Retrenching 
ron kings short-term to o position 
Overtake o profit objectives that can be 
porticulor (stress defended , 

rivol (not profitcibility, not 
necessorHy volume) 
the leoder) 

170 I: Mointoin 
position Jusl 
survive 
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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 10-15 per cent of all businesses have formal competitor 
intelligence gathering processes in place. And some of the companies that assess 
competitors' current assumptions and capabilities fail to analyse their future objectives, 
yielding incomplete insights. 

Student Activity 

What are key components of external environment? 

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 d epend on the environment for 
these resources, these resources are sought by competing organizations. The level 
of dependency is determined by difficulty of obtaining and controlling resources. 
Dependency can only be managed properly by controlling environmental resources 
which makes it necessary to know about the environment before attempting to change 
or influence it. 

A manager's ability to recognize and anticipate environmental changes plays a key role 
in shaping the company's future because it Jim its 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 the� 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 reflec� the changes in the ethnic make-up of a population and has 
implications both for a company's potential customers and for the workforce. 

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

4.12 Review Questions 

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

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

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



,.. 

4. Identify two industries experiencing rapid technological chang1�s and three
industries that are experiencing little technological change. }-low does the need
for technological forecasting differ in these industries? Why?

5. Use Porter's five-forces model to evaluate competitiveness within the Indian
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?
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5.0 Leaming Objectives 

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

• Describe internal environment

• State the internal analysis framework

• Define core competencies

• Make value chain anal�is

• Build corpora le strategy

• Define restructuring

• Explain competitive rivalry 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 to identify what it can door 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 result in strategic 
competitiveness and above-average returns. 

5.2 Internal Analysis 

Today's competitive landscape makes it more djfficult for companies to expect that they 
can sustain a level 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). 

Internal analysis adopts 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 resources and capabilities. 
JJ1 other wo.rds, resources and ca pabiJities are not equally distributed among companies 
as is assumed by the l/O model of strategic competitiveness. 

By using or exploiting their core competencies, companies are in a position to develop and 
perfom, value-creating strategies better than their competitors or to create and perform 
value-creating strategies those competitors elther 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 1 imperfectly imitable, rare, and 
non- substitutable), are potential sources of competitive advantage. If a company is able 
to use it:s core competencies to achieve a competitive advantage, it will achieve strategic 
con1petitiveness and earn above-average returns so long as competitors are unable or 
unwilling to imitate them successfully. 

Financial assets 
Physical assets 
Human n•source,; 
Jntan�ibll" as"-ets 
Organiz..1tional assets 

Performance Rl!�ult I 

Organizational Procl--sses 
and routines 
AccumL1!aled knowledge 
Actual work activities 

I 

.... 

I 

Figure 5.1: Strategic Role of Organizational Rf!sources & Capabilities 

5.3 Internal Analysis Framework 

Correctly identifying, developing, deploying, and exploiting company resources, 
capabilities, and core competencies requires 01anagers to make difficult decisions. ln 
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 indu�try 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 chara.cteristics 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 lhe 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. lnfraorganizational conflicts among managers making decisions about which
core competencies are to be nurtured and about how the nurturing should take
place. Intraorganizafional 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
interrelationships among individuals and groups within the company. When this
occurs, there may be conflict as those who are affected adversely, or perceive that
they wUI be so aifected, may resist these ch,mges. 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 nave some pain associated with them.

Thus, managers that must make decisions under conditions of uncertainty, complexity, 
and lntraorganizational 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. 



By fhemselves, or individually resources generally will not enable a company to achieve 
a competitive advantage. They must be combined or integrated with other company 
resources to establish a capability. When these capabilities are identified and nurtured, 
they can result in core competencies, which may lead to a competitive advantage. A 
company's resources can be classified either as tangible or intangible. 

Tangible Resources 
Tangible resources are assets that can be seen or quantified, such as a company's physical 
assets (for e.xample, its plant and equipment). Tangible resources can be classified in 
one of four ways as illustrated below: 

• Financial resources, such as borrowing capacity 

• Organizational resources, such as its formal reporting structure and Bystems 

• Physical resources, such as location 

Box 5. J : Resources 

Resources 

Tangible Resources What a firm has to work with: 

• Financial 
• Physical 
• Human Resources 

Its assets, Including [ts 
people and the value of its 
brand name 

• Organisational 

Intangible Resources 

• Technological 
• Innovation 
.. Reputation! 

Intangible Resources 

Resources Represent Inputs 
into a firm's production 
process ... 

Such as capital equipment, 
skills of employees. brand 
names, finances and 
talented managers 

A company's intangible resources may be less visible, but they are no less important. 
In fact, they may be more important if a company expects to achieve a competitive 
advantage. Intangible resources range from innovation resources, such as knowledge, 
trust, and organizational routines, to the company's people-dependent o•r subjective 
resources of know-how, networks1 organisational culture, to the company's r€:putation for 
its goods and services and the way it interacts with others (such as employee:s, suppliers, 
or customers). 'Thre~ primary classjfications of intangible resources a.re presented below: 

• Human resources, such as knowledge, trust, and managerial capabilities 

• lnnovation resources, such as scientific capabilities and capacity to innovate 

• Reputational resources, such as the company's .reputation with customers or 
suppliers. 

Ca pabilities 
A company's capabilities represent its capacity to integrate individual company 
resources to achieve a desired objective. However, this ability does not emerge overnight. 
Capabilities develop over time as a result of complex interactions that take advantage of 
the interrelationships between a company's tangible and intangible resow"ces that are 
based on the development, transmission, and exchange or sharing of information and 
knowledge as carried out by the company's employees (its human capital). 

A company's ability to achieve a competitive advantage is thus refl1~cted in its 
knowledge base and the ability of its human capital to successfully exploit company 
capabilities. Thus, human capital is of significant value in the company's ability to 
devetop capabilities and core competencies to achieve strategic competitiveness. 
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The knowledge possessed by the company's human capital may be one of the most 
significant sources of a company's competitive advantage. This is because it represents 
everything that the company has learned, and thus everything that it knows about 
successfully linking or bundling sets of individual resources to develop capabilities as a 
foundation for developing core competencies and, ultimately, to achieve a competitive 
advantage. 

Establishing and nurturing the skills and abilities of the workforce is of critical importance 
to a company's ability. Important not only to establish, but to sustain a competitive 
advantage by acquiring new knowledge and developing new skills that will both 
enhance existing capabilities and core competencies, as well as aid in the development 
of new ones. 

Current research suggests four methods by which knowledge is transferred within a 
company: 

• Socialisation--common with apprentice and mentors, this occurs by observation 
and practice. 

• Externalisation- this is the process used to convert tacit knowledge into explicit 
terms, a type of metaphorical model-building. 

• Combination-this considers knowled·ge stores in different groups within the 
company to try to meld the knowledge and distribute it to other groups. 

• Jntemalisation- the process by which knowledge generated by the other three 
methods gets embedded into the employees of the company. Newly internalised 
knowledge becomes a base upon which the cycle of knowledge creation, transfer, 
and embedding repeats itself. 

Box 5.2: Capabilities 

Capabilities represent: 
the firm's capacity or ability to integrate individual firm resources 
lo achieve to desired objective. 

Capabilities develop overtime as a result of complex interactions that 
take a dvantage of the Interrelationships between a firm's tangible and Tntanglble 
resources that are based on the development, tra'nsmission and exchange or 
sharing of information and knowled_ge as carried out by the firm's employees. 

Capabilities become tmportant wt,en they are combined in 
unioue combinations which create core competencies which have stratagic value 
and can lead lo competitive advantage. 

A company needs to answer a lot of questions before jt can truly understand its resources 
and capabilities. A sample list is shown in the Box 5.3 . 

. 

Box 5.3: Resources and Capabilities Questions 

MANAGEMENT 
l . Does lhe company use strategic monogemenl concepts.? 

2. Are company objecfives and goals meosuroble and well communicated? 

3. 
4. 
5. 
6. 
7. 
8. 

9. 

Do monogers al oil hierarchical levels pion effectively? 

Do managers delegole ou1hority well? 

Is the organirotion's struclure appropriate? 

Are job desGription and job specifications clear? 

Is employee morale high? 

Is employee turnover and absenteeism lo~ 

Are organisa1ional reword ond control mechanisms effective? 

Co111d ... 



MARKETING 
l. Are markets segmented effectfvely? 

2. Is the orgonizotion positioned well among competitors? 

3. Hos the company's morket shore been increasing? 

4. Are present channels of distribution reliable and cost-effective? 

5. Does the company hove on effective soles orgonizolion? 

6. Does the company conduct market research? 

7. Is product quality ond customer service good? 

8. Are the company's products and services priced appropriately? 

9. Does the company hove on effective promotion, advertising, ond publicity strategy? 

l 0 , Is marketing planning and budgeting effective? 

11 . Do the company's marketing managers hove adequate experience and training? 

FINANCE 
1. Is the company f1nonciolly strong or·weok as indicated by financial ratio analyses? 

2. Con the company raise needed short-term capitol? 

3. Con the company raise needed long-term capitol through debt ond/or equity? 

4 . Does the company hove sufficient working capitol? 

5. Are capitol budgeting procedures effective? 

6. Are dividend payout policies reasonable? 

7. Does the company hove good relations with its i nvestors and stockholders? 

8. Are the company's finonciol managers experienced ond well trained? 

PRODUCTION 
l. Are suppliers of row materials, ports, ond sub-assemblies reliable and reasonable? 

2. Are facilities, equipment, machinery, and offices in good condition? 

3. Are inventory control policies ond procedures effective? 

4 . Are quality control policies and procedures effective? 

5. Are focilifies, resources, and markets strotegicolly located? 

6. Does the company hove technological competencies? 

RESEARCH AND DEVELOPMENT 
1. Does the company have R&D focllilies? Are they adequate? 

2. If outside R&0 companies ore used, ore they cost-effective? 

3. Are the argonizotion's R&D personnel well qualified? 

4. Are R&D resources allocated effectively? 

5. Are management information ond computer systems adequate? 

6. Is communication beiween R&D and other orgonisotionol units effedive? 

7. Are present products technolagicolly competitive? 

COMPUTER INFORMATION SYSTEMS 
1. Do oil managers in the company use the information system to moke decisions? 

2. Is there o chief information officer or director of information systems pasition in lhe company? 

3. Are data in the information system updated regularly? 

4. Do managers from all functional areas al the company contribute input to the information 
system? 

5. Are there effective passwords for entry into the company's information system? 

6. Are stroteg,es of the company familiar with the information systems of rlvol companies? 

7. Is the information system user friendly? 

8. Do all users of the information system understand the competitive advcmtoges that information 

con provide companies? 

9. Are computer tra ining workshops provided for users of the informotion system? 

10. Is the company's information system continually being improved in content and user 

friendliness? 
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Once a company has identified its resources and capabilities, it is ready to identify 
its core competencies, the resources and capabilities that are a source of competitive 
advantage for the company over its competitors. 

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

However, not all of a company's resources and capabilities represent strategic assets, 
that have competitive value and the potential to serve as a source of competitive 
advantage. If the company has a deficiency in some of i ts resources, it may not be able 
to adtieve strategic competitiveness. For example, insufficient financial resources may 
prevent the company from implementing the processes or integrating the activities 
required to add superior value by limiting the company's ability to hire workers with 
the necessary skills or to invest in the capital assets (faci lities and equipment) that are 
needed. 

Thus; companies not only are challenged to scan the external environment to identify 
opportunities that can be exploited, but also to have an in-depth understanding of 
company resources and capabilities. This will enable the company not only to develop 
strategies that enable it to exploit external opportunities but also to avoid competing in 
areas where the company's resources and capabilities' are inadequate. Some indicators 
of competitive strengths and weaknesses are shown in Table 5.1. 

. .... .... 
• Cmlllflll ...... • 

m .. 
• outsource 

Figure 5.2 : Discovering Core Competencies 

Table 5.1: Signs of Strength and Weakness in Competitive Position 

Signs of Competitive Strength 

• Important core competencies 

• Strong market shore (or a leod,ng market shore) 

• A pace-setting Or distinctive strategy 

• Growing customer base. ond customer loyalty 

~ Above-overage morkel 111sibility 

• In o fovourobly situated strole.gic group 

• Corcentraling on fastest growing rnorket segments 

• Strongly differentiated products 

• Cast advanfages 

• Above-overage prolit margins 

• Above-ov-,rcge t-,,;_hnologicol or,d 

innovotionol capability 

• Weok product 9uolity 

• In position to copltolise on opportunities 

Signs of Competitive Weakness 

• Confronted with competitive disadvantages 

• lming ground to rlvol c.omponies 

• Below-overage .groW!h in revenue.s 

• Short on f1nonciol resources 

• A slfpping reputation with cuslomers 

• Troiliag In product development 

• In o slrotegic group destined to Jose ground 

• ·weok in -oroos where there is the mosi market potential 

• A higher-cost producer 

• Too small to be a major fador in the market place 

• Not in good position to deal with emerg,ng threats 

• A creative, enterpreneuriolly alert 

monogemenl 

• lacking skills ond copabillties ln key areas 



When the company's resources andcapabili ties result in a core competence, the company 
will be able to produce goods or services with features and characteristics tbat are va]ued 
by customers. This implies that companies can implement valuecreating strategies only 
when its capabilities and resources can be cpmbined to form core compet€:ndes. 

The question is asked: "How many core competencies are required for ai competitive 
advantage?" McKinsey & Company recommends that companies jdentify 3 or 4 
competencies around which to frame their strategic actions. For example, McDonald's 
has exactly four competencies (in real estate, restaurant operations, mark,eting, 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: 

L Four criteria which determine which of the company's resources and capabilities 
are core competencies, and 

2. VaJue chain analysis, a framework for determining which v:c1lue-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 "':hether or not capabilities are (or are not) core 
competencies. 

' 

Core Competencies 

Resources 

• Inputs to a firm's
production process

capability 
• rntegration of a

team of res,ources

Core Competence j• A strategic capability 

Does the capability 4 , 
satisfy the criteria of 
sustainable competitive Y1ES 
advantage? 

C8pabillty 
• A nonstrategic team

of resources

Figure 5.3: Core Competence Decision 

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

However, a short-term competitive advantage is available when company 
capabilities are valuable, rareJ 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 advantage is dependent on company 
capabilities being vaJuable, rare. non-substitutable. and costly to imitate as gi.ven in Box 
5.:4. 
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Valuable 

Box 5.4: Four Criteria for Determining Core Competencies 

Core Competencies must be: 

■ Valuable 

Capabilities that either help a firm to exploit 
opportunities to create value for customers or to 
neutralize threats in the environment 

■ Rare 

Capabilities that are possessed by few, if any, current 
or potential competitors 

■ Costly to Imitate 

Capabilities that other 1irms cannot develop easily, 
usually due to unique historical conditions, causal 
ambiguity or social complexity 

■ Non Substitutable 

Capabilities that do not have strategic equivalents, 
such as firm-specific knowledge or trust-based 
relationships 

I 

Capabilities that are valuable help a company exploit opportunities and/or neutralise 
threats in the external envir,onment. Valuable capabilities enable a company to develop 
and implement strategies that create value for customers. For example, Sony uses 
its valuable capabilities to design, manufacture, and market miniaturised electronic 
technology to add value for consumers (or to serve as a joint venture partner or perform 
outsourced activities for other manufacturers who do not possess these valuable 
capabilitjes). 

Rare 

Capabilities are rare when they are possessed by few, if any, current or potential 
competitors. If many companies have the same capabjlities, the same value-creating 
strategies will be selected. As a result, none of the companies will be able to achieve a 
sustainable competitive advantage. Companies that develop and nurture capabilities 
that are different from those held by other companies would achieve a competitive 
advantage. 

Costly to Imitate 

Capabilities are costly to imitate when other companies are unable to deveJop them 
except at a cost disadvantage relative to companies that already have them. This usually 
is a result of one or a combination of three conditions: 

1. Unique historical conditions such as establishing facilities in a key location that 
pre-empts competition when no other locations have ' the same or si.m.ilar value 
related characteristics or developing a wtique organisational culture in the early 
stages of the company's life that cannot be duplicated by cultures developed at 
different times. A unique culttue can not only serve as a source of competitive 
advantage, but also may be a source of competitive disadvantage. The latter may 
be the case when a company's cuJture prevents it from recognising or successfully 



2. 

3. 

adapting to changes in a turbulent environment. At the same time, a unique 
culture may be a source of sustainable competitive advantage. 

Causal ambiguity also may prevent competitors from perfectly imitating a 
competency if the link between a company's resources, capabilities, and core 
competencies is not identified or understood. Also, competitors may not be 
able to identify or determine how a company uses its competencies to achieve a 
sustainable competitive advantage. 

Social complexity means that a company's capabilities are the product of complex 
social phenomena such as interpersonaJ relationships within the ,company or 
between the company and Hs customers and suppliers. 

Non-substitutable 

A company's capabilities are non-substitutable when they do not have strategic 
equivalents. In addition, if capabilities are invisible, it is even more difficult for 
competitors to identify viable substitutes. Examples of capabilities that can be difficult 
to identify or to find suitable substirutes for include company-specific knowledge and 
trust-based working relationships. 

Table .5.2 summarises the relationship between the characteristics of company 
capabilities, the sustainability of competitive advantage, and performance implications. 

Tobie 5.2: Outcomes from Combinations of the Criteria for 
Sustainable Competitive Advantage 

I Valuable Rare Costly to 
Imitate 

~ NO NO 

I~ 
YES NO NO 

YES YES NO 

Nonsub-
stitutable 

NO 

YES/NO 

YES/NO 

Competitive 
Consequences 

Competitive 
Disadvantage 

Competitive 
Parity 

Temporary 
Competitive 
Advantage 

Performance 
Implications 

===-
Below 

Aver1:1ge 
Returns 

Average 
Returns 

Aver./Above , 
Avera1ge 
Returns 

lo=====~===============-=========; 
Sustainable Above 
Competitive Aver,age 

__________________ Advant! ge__ Retorns _i 
YES YES YES YES 

Major inferences are: 

• Resources and capabilities that are neither valuable, rare, costly-to--imitate, nor 
non-substitutable mean that the company will be at a competitive djsadvantage 
and will earn below-average returns. 

• 

• 

• 

Resources and capabilities that are valuable, but are neither rare 111or costly to 
imitate and mayor may not be non-substitutable mean that the c(,mpany can 
achieve competitive parity and earn average returns. 

Resources and capabilities that are both valuable and rare, but are not costly 
to imitate and mayor may not be non-substitutable, may enable the company 
to achieve a temporary competitive advantage and will earn above-average to 
average returns. 

Resources cUil.d capabilities that are valuable, rare, costly-to-imitate, and 
non-substihltable wilJ enable the company to achieve a sustainable competitive 
advantage and earn above-average returns. 
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Table 5.3: Diversification using Core Competencies 

Co111pany 
Country of Orlglnal co,.. 

Key skills Growth path Origin business 

Honda Japan Motor cycles 
Piston engine design cars, lawn mowers, small 
and development generators 

G11lene USA Shaving wooucts AdvertiSing eflec~veness 
Other toiletnes, e.g. 
deodorants 

Financial control; 
Post-acquisition cash 

Hanson UK Texllles 
acquisition evaluation 

ma,imisation in low 
technology businesses 

Hamburger .Sile selection; Extension cl opening hoors to 
MoOonald's USA 

restaurants quality standardisation 
include brealdast; product 
lnno~ation (fish, pizza, salads) 

Marl<s& UK Clothes retailing Supplier management: Dr,ersific..r.t.n into food. 
Spencer value-for-money branding Jurniture. nowers 

Production Innovation; Broad oonsumer electron1cs: IV 
Sony Japan Transistor radlos evaJua1ion of future cameras: computer 

customer desires componenls 

Telecommll!licat!ons products 

NEC Japan PABX; 
,SemiconduC1or technology (rnoblte phones, fax&$, etc.), 

Semiconductors LaptQp computers; office 
automalion 

Toyota Japan Cars Fle,cible manufacturing; 
Geographical expansion quality 00t1trol 

Core Competencies: Cautions and Reminders 
Because they are generally kno\_-Vledge-based, cc1pabilities that are company's core 
competencies become more valuable as they are used over time. For example: 

• Sharing knowledge, across people, jobs and organisational functions, may result in 
an increase in the value of that knowledge in ways that are competitively relevant. 

• Core competencies can also become core rigidities (or core incompetencies). 

• Core competencies must be strategically relevant, which means that companies 
must continually strive to develop new competencies. 

• New competencies must be developed to meet the changes (and challenges) of the 
new competitive landscape as both technological and global factors are rapidly 
changing. 

Thus, nurturing existing competencies must be balanced by efforts to encourage the 
development of new competencies. 

Value Chain Analysis 
The second framework that companies can use to identify and evaluate the ways 
in which their resources and capabilities can add value is value chain analysis. This 
framewor~ is useful because it enables companies to understand which parts of their 
operations or activities create value by segmenting the value chain into primary and 
secondary activities as illusti:ated in Figure 5.4. 

II I 11 I! 
Figure 5.4: The Basic Value Chain 



Figure 5.4 illustrates 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 horiizontally, are 
represented by-a company's staff activities and include its financial in.fraslTuc:tu.re, human 
resource management practices, lechnological development, and procwement 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. 

• fobou,rd Logistics: Examine all a.ctivities related to the receiipt, control,
warehousing, inventory, and distribution of raw materials or component parts
into the production process.

• Operations: Activities to 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 indude machining, assembly, equipment
maintenance, and packaging.

• Outboµrrd Logistics: This category represents the company's activities involved
with the collection, storage, and physical distribution of products to customers.
Examples include warehousing or storage of finished products, mater:ial 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 campaigi11s; selecting
and developing di.slTibution channels; and selecting, training, developing, and
supporting a sales force.

• Service: These are the activities that a company offers to enhance o:r 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 detennine 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).

• 'I'ech11ological Development: All activities that are completed to either improve
a company's products or its production pTOcesses. This includes basic research,
process and equipment design, product design, and servicing procedures.

• Hum,m Resource Manageme11t: These activities are related to the recruiting, hiring,
training, developing, and compensating (including performance ass1?ssment and
reward systems) of a company's employees.

• Company lnfrastructure.: These activities support the activities pi�rformed in

the company's value chain, including general management practiceis, planning,
finance, accounting, legal, and government relations. By performing its
infrastructure. related activities, a company identifies external oppor tunities and
threats, and internal strengths and weaknesses related to compa:ny 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 ex.temal 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 atl of its primary and support activities. 

Second, with lim.its 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, a company seeks the greatest value.In other words, a company wants 
to outsource only to companies possessing a core competence in terms of performing 
the primary or support activity that is being outsourced. When evaluating resources 
and capabilities, companies must be careful not to outso·urce activities in ,,vhich 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 
indµstry or product market - <1nd 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 
industrics,corporate levelstra.tegy becomes the primary focus. This means tha ta di versified 
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-level 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: 

• What businesses should the company be in?

• How should the corporate office manage its group of businesses?

• 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 e.ach of the businesses the company should do the SWOT analysis of its position to 
understand its own competitive position. 

Corporate top-Level manage.rs should consider their company's group or mix. of 
businesses as a portfolio of core competencies. As they attempt to crc�te 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 lmplement a 
multi-business effort encompassing a vari�ty of industry environments. Diversification 
strategy is supported by an assumption that mana.gers 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 



to the prevailing theory that companies diversify when they have excess resources, 
capabilities, and core competencies that have multiple uses. 

WEAK STRONG 

STRATEGY Of".flONS STRATEGY OPTIONS 
(in probable order of attractiveness) (in probable order of attractiveness) 

• Reformulate single-business • Continue single-business 
conccmration strategy (LO achieve conccntrat ion 
turnaround). • -International e.xpans1on (if 

• Acquire another company in the market opportunities exist) . 
same business (lo strengthen • Vertical integration (if it 
competitive position). strengthens the company's 

• Vertical integration (forward or comp(titive position) . 
w backward Ir ,t strengthens • Related diversificallun (to ... RAPID 
~ competitive position). transfer skills and expertise 

:I: • Diversification. built up in the company's core ... • Be acquired by/sell out to a stronger business to adjacent 
~ rival. businesses). 0 a:: • Abandonment (a la:;t reson in the 
(!) event all else fails). 
ljj STRATEGY OPTIONS STRATEGY OPTIONS 
X: (in probable order of attractiveness) (in probable order of attractiveness) a:: 
< • Refommlate single-business • International expansion (if 
~ conc~nrrulion strategy (to achieve ·markl't opportuniries exist). 

tumnround). • Related diversification . 

• Merger with a rival company (to • Unrelated diversification. 
strengthen competitive posit ion), • Joint ventures into new areas . 

• Vc11ical integration (only if jt • Vcrfical iotegration (i f it 
SLOW strengthens competitive position streng(hcns competitive 

substantially). position). 

• Di versification. • Continue single-business 
11, . H arvcst/di vcst. eonecntration (achieve growth 

• Liquidation (a las! resort in the by taking market share from 
event all else fails). weaker rivals). 

Figure 5.5: Options for an Undiversified Company 

In other words, managers determine that their company's existing inventory of 
resources, capabilities, and core competencies are being under-used in crafting strategy 
for a single business and that they can leverage this inventory by diverslfying, using 
these resources, capabilities, and core competencies to create vaJue across multiple 
businesses or product markets. 

Various types of diversification strategies are defined .in Table 5.4. 

Tobie 5.4: Alternative Strategies Explained 

STRATEGY DEFINITION 
forward lntegrohon Gaming ownership or increased c.antrol over distr1bu1ors or reloifers 

Backward Integration Seeking ownership or increared control of a company'!; suppliers. 

Horizontal Integration Seeking ownership or increased control .over c.ompetilors. 
Markel Penetralion Seeking ,increased rnorke1 shore for present products or services in 

presenl morlcets through greater rnorkeling efforts. 

Market Devefoprnenl Introducing present produds or services into new geographic oreo. 

Product Development Seek,ng increased sole.s by improving present produds or services or 
develop,ng new ones. 

Concentric Adding new, but related, produds or services. 
Diversificollon 

Conglomerate Adding new, unrelated producls or services. 
Divers,ficolion 

Horizontal Adding new, unreloted products or services for present customers. 
Diverslt1c.olion 
Jami Venture Two or more sponsoring companies fOTming o separate organisation 

for c.ooperotive purposes. 

Retrenchment Regrouping through cost ond ossel reduction lo reverse declining 
soles and profits. 

Divestiture - Selling o div,sion or port of on orgon!sotlon. 

Liquidation - Selling oll of o company's asset~. in ports, for their tOJ1gible worth. 
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5..9 Diversification Stra.tegies 

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

Companies that follow single or dominant busi.ness 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 verticall.y integrated to 
some extent, with many ha:ving begun as a single business and evolving over time into 
a dominant business through vertical integration. 

Levels of Diversi•fication 

• Low Diversification Levels
Single business > 95% of revenues from a sir;gl4

business unit 
Oornlnant business Between 70% and 95% of 1t revenues from a slngle business 

! unit 
• Moduate to High Diversification

Related constrained < 70% of revel'lues from dominant jt 
busines.�; all businesses share product, i-4t 

. technologlC.11 and distribution linkages 

Related llnked (mi>Ced): 70% of ie11enues from dominant JI business, and only limited finks eJ1ist 1 

• Very High Diversification Levels 
Unrelated-Diversified Business units not closely related I • 

Figure 5.6: levels of Diversific.:ation 

A diversified company is one that earns at least 30% oi its revenues from sources 
outside the dominant business and whose units are linked to each other by the sharing 
of resoL:Jrces, 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 business but there are few linkages between 
key value-creating activities. Unrelated diversified companies do .not share resources 
or linkages as iflustrated in figure. Companies that pursue unrelated diversification 
strategies are often known as conglomerates. 

Conglomerates ( companies fo I lowing unrelated djversifica tion strategies) do.mi.na te the 
private sector economy in several countries such as Latin America, South Korea and 
hldia while. US has more highly diversified companies. 

As has been mentioned earlier in uur discussion of diversification, some companies tha.t 
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 competencjes and environmental 
opportunities and threats. 

Reasons for Diversification 

Companies may implemerit diversification st(ategies to enhance or increase the 
strategic competitiveness of the overall organi_sation. If they are successful, the value 
of the company increases. Value can be created through either related or unrelated 



diversification if the strategies enable the company's mix of businesses to increase 
revenues and/ or decrease costs when implementing their respective business-level 
strategies. 

Companies implement diversifiLation strategies for a number of reasons. These can be 
classified into three broad sets of motives as shown in Box 5.5. 

Box 5.5: Reasons for Diversification 

Motives to enhance strategic competitiveness: 

■ economies of scope (related diversificotion) through activity-shoring and 
the transfer of core competencies 

■ market power motives (related diversification) by vertical lntegrotlon or 
blocking competitors through multipoint competition 

■ flnonciol economies motfves (unrelated diversification) to improve efficiency 
of capitol allocation through on internal capitol market or by restructuring 
the portfolio of businesses 

Motives that ore value-neutral with respect to strategic competitiveness: 

■ to ovoid violations of antitrust regulations 

■ to toke advantage of lox incentives 

■ to overcome low performance 

■ to reduce the uncertainly of future cash flows 

■ to reduce overall company risk 

■ to exploit tangible resources 

■ to exploit intangible resources 

Managerial or value reduction motives: 

■ to diversiTy managerial employment risk 

■ to increase managerial compensation 

Incentives for Diversification 

However, not all companies diver1?ify to increase the value of the overall company. 
Some attempts at diversification are implemented to prevent the value of the company 
from decreasing. 

Low Performance 

When companies are able to eam above-average or superior returns 'in a single business, 
they have little incentive to diversify. However, low performance may provide an 
incentive for diversification, as a low-performing company may become more risk 
seeking in an effort to improve overall company performance. On the other hand, it has 
been shown that lower returns are related to greater (not lower) levels of diversification. 

In response to low returns (or poor performance), companies often choose to seek 
greater levels of diversification. At some point, however, poor performance slows the 
pace of diversification, often resulting in restructuring divestitures of businesses to 
lower the level of company diversification. 

As .Figure 5.7 illustrates, companies exhibiting low performance in their dominant 
businesses often implement related constrained diversification strategies which, to 
some point, result in increased performance. In search of even higher performance, 
related-diversified companies may continue to diversify, but elect to acquire unrelated 
businesses. Because the company's core competencies do not create value in Wlfelated 
businesses, company performance decreases. 
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Diversification and Firm Performance 

Dominant 
Business 

Related 
Constrained 

Unrelated 
Business 

Level of Diversification 

Figure 5.7: Relationship between Diversification and Performar;ice 

Uncertain Future Cash Flows 

Companies also may implement diversification strategies when their products reach 
maturity (in the product life cyde) or are threatened by external factors that the company 
cannot overcome. 

Thus, companies may view diversification as a survival strategy. ·For example, tobacco 
companies like ITC are diversifying because of future demand uncertainty that resulted 
from attacks on smoking and the ban on events sponsorships. 

Uncertainty can a lso be derive.cl from supply sources as well as demand conditions. 

Company Risk Reduction 

As you will recall from the discussion earlier in this unit, companies that diversify 
in pursuit of economies of scope take advantage of linkages between primary value 
creating actjvities to realise synergy from sharing. 

Synergy exists when the value created by business units working together exceeds the 
value the units create when working independently. However, these linkages-and the 
interrelatedness or interdependencies that result- produce joint profitability between 
business units and the flexibility of the company to respond may be adversely affected, 
increasing the risk of failure. 

To eliminate this risk, companies may do one of two things: (1) operate in more certain 
environments to reduce the level of technological change and choose not to pursue 
potentially profitable, yet unproven product lines or (2) constrain m reduce the level of 
activity sharing, thus foregoing the· potential benefits of synergy. 

However, these decisions co.uld lead to further diversificatjon to diversify into industries 
where more certainty exists or to additional, but unrelated diversifi"C:ation. 

Resources and Diversification 
ln addition to hav•ing incentives to diversify, a company also must possess the correct 
mix of resources tangible, intangible, or financial that makes diversification feasible. 

However, remember that resources create value when they are rare and mobile. In other 
words, resources that are not rare, V<\luable, costly to imitate, and nonsubstitutable, can 
be more easily duplicated (or acquired) by competitors. Thus, it may not be possible to 
create value usin~ such resources. 



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 genera Uy wil I require a smaller corporate office because
of the decreased information processing (and coordinating) requi.rements 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 diversify because of low (real or perceived) performance
may have a different optimal perfonnance level than companies that do not diversify
for that rt>ason.

5.10 Managerial Motive, s to Diversify

In some instances, manap;ers may be motivated to diversify thei.r companies even if
there a.r 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 employment risk if profita-bility 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 a.re 
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, internaJ and external governance 
mechanisms gene.rally come into play to discourage diversification that is motivated 
solely by- managerial self-interest. Unfortunately, these mechanjsms are not perfect 
and may give i.ncentives to managers to take strategic actions (to reduce the level of 
company diversification) that are counter-productive (resulting i.n 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 nnd capabilities. One signal that the company 
may be over diversified is when operating diversified businesses reduces rather than 
improves the overall pe.rformance of the company. 

Therefore, diversification strategies can be used to enhance a company's strategic 
competi tivenessand enable it to ei,1rn above-average returns. However, positive outcomes 
from diversification are possible only when the company achieves the appropriate level 

Analysis of lntemal 
Em.1ironment 

Notes 

81 



Business Policy and 
Slralt:git Amilysis 

Notes 

82 

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 1;ompetencies. 
TI1e 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. Intangible 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 t�gible resources, 

Box 5.6: Votue-creating Strategies of Diversification 

Combinations of Economies 

High operotionall low corporate 

low operational! low corporote 

high operational! high corpo,ote 

low operational! high corporate 

Resuhing Strolegy 

Vertical integration 

Unrelated diversification 

Both operolionol and 
relatedness 

Related-I inked d iversifica!ion 

Economies for Advantage 

Market power 

Finonciol economies 

Rare copobili� and con 
create diseconomies of scope 

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 related-constrained diversified companies, such as 
Proctor & Gamble. P&G's paper towet napkin, and disposable diaper businesses can 
share a number of activities because of their common characteristics. Each business 
uses paper products as ;i 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 logistics, outbound logistics, and 
operations) might have several shared activities. Companies that are able to develop 
core e-ompetencies through effective (and efficient) sharing of primary activities will 
achieve a competitive advantage. Examples of activity sharing may �elude: 

• lnbou11d logistics: inventory delivery systems, warehouse facilities, quality
assurance practices.



• Operations: assembly facilihes, quality control systems, maintenancE' operations.
Outbound logistics: sales force and service management.

• S11pport 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 sha.ring). 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 competencies generally are made up of 
managerial and technical knowledge, experiences, and expertise. 

A company's marketing expertise is such a core competence, and transieicring such a 
competence between business units may result in reduced costs and an increase in fhe 
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 Jess visible and therefore, are more d j.fficuJt 
for competitors to understand and imitate. 

One way that companies can facilitate the transfer o( competencie� betwee•n 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 produtcts 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 diversified companies 
compete in the sam� proauct areas or geographic markets. 

ff companies compete aggressively with each other in their common markets, excessive 
competitive activity may wipe out any potential gain.s. Thus, such companies often may 
refrain from competition to create value by entering into a condition known as mutual 
for clearance and gain value throug!) 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 o utputs (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 mc11rket power. 
Vertical integration enables a company to increase market power through savings 
realised on the cost of acquiring inputs, lowering operations costs, increasing control 
ove.r 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 impleme11ting unrelated diversification strategies hope to create value by 
realising financial economies. Financial economies are cost savings realised through 
jmproved 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 companies may be able to distribute ca .pita.f 
more cJficieritJy to divisions and thus create value for the overall organi, s·ation. lhi.s 
generally is possible because corporate offices have access to more detailed and 
accurate information regarding actual division performance as well as future pr ospects. 
Investors have only limited access to internal information and generally aire able only to 
£.'Stimate performance of particular divisions. One implication of increased access to 
information means that the internal capital market may be able to alloca.te resomces, 
between alternative investment opportunities more.> accurately (and at more adequ.ite 
levels) than the external capital market. 

Information disclosed to capital marker.. through annual reports may not full._y disdose 
negative information,,  reporti,ng only positive prospects while meeting ali regulatory 
disclosure requirements. Therefore, external capital sources have limited k.nnwtedge of 
the specifics of what is taking place within large, complex organizations. While owners 
have access to information, full and complete disclosure is110t guaranteed. Therefore, ai,1, 

internal capital market may enable the company to safeguard information r.efate.d to its,
sources of competitive advantage that otherwise might have to be disdose.dl. llHough 
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 1Diversification using Mergers and Acquisition1s

Companies often implement corporate-level acquisition strategies to achieve product 
diversification that can build core competencies. In fact, an1uisition strategy ls 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 resources1 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 acquisiUons 
contribute to poor performance, a company may deem it necessary to restruCtQ.Jre ifs 
operations. 

Mergers and acquisitions in lndia arc on the increase. Some of the c.ontribu.ting fadors 
include the rapid pace of globalization, techn ological advancements and industry 
consolidation. Yet according to the Richard Irvine, Price waterhouse Coopers glohal 
trends prove that almost 70-80 per cent of all mergers are not successfu11 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 opposed to dealing wi, fh iits, wider 
implications. Decisions taken at the top level rarely take into account the reperccrsi,fon::. at 
the ground Jevel. M0st acquisitions destroy, rather than create, shareholdier valU1e/' says 
Irvine . 

A majority of deals fail to thrive due to post-deal issues, as organizations are umable to 
harness their synergies. A Harvard study indicates that in 59 percent of the deals,, markei 
adjusted return of the company went down. First India witnessed acquisi.t.ions in the 
consumer and industrial product..s sector. Last year, telecom andlCE were pred!o,m in:an.t 
sectors. Oil an.d  gas will probably be the upcoming sector for acquisitions in the: coming 
year. Private equity is still not very mature in .India - a �eparture from the g;Jrobal trem:ll. 

A number of acquisitions took place ct uring boom time. Ci ven c-urren t marketcondi,tim1s, 
m�ny organizations that relied on their soaring stock prices for doing big deals are 
facing tough drcumstances. Only those deals that have a strong potential to short.en 
time-to-market and increase market share will survive. 
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Figure 5.8: Acquisition Strategies: Reasons and Problems. 

Successful Acquisitions 

Research has identified attributes that appear to be associated consistently with 
successful acquisitions. 

Successful acquisitions generally are characterised by: 

• target and acquire having complementary assets and/or resources which results 
in a high probability of achieving synergy and gaining competitive advantage. 

• making friendly acquisitions to facilitate integration speed and effoctiveness and 
reducing any acquisition premium. 

Box 5 . 7: Attributes of Successful Acquisitions 

Attributes of Effec1ive Acquisitions 

■ Complementary Assets or Resources 

■ Friendly Acquisitions 

■ Careful Selection Process 

■ Maintain Financial Slack 

■ Low-to-Moderate Debt -Flexibility 

■ Emphasise Innovation 

• when targets were selected and" groomed" by establishing a working relationship 
prior to acquisition (e.g., through strategic alliances). 

• target selection and negotiation processes which result in the selection of targets 
having resources and assets that are complementary to the acquiring company's 
core business, thus avoiding overpayment. 

• maintaining financial slack to make acquisition financing less costly and easier to 
obtain. 
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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. 

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

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

For example, let us take the case of Cisco Systems. Cisco provides the hardware and 
software that are behind state-of-the-art Interrtet networks, generating over $12 bilJion 
in annual sales. Contributing significantly to Cisco's strategic competitiveness and its 
ability to coruistently earn above-average returns is its successful acquisition strategy 
because advancing technology precludes Cisco from doing everything itself. Therefore, 
corporate growth is achieved by buying products and technologies the company cannot 
(or does not want to) develop i.ntemally. Cisco .is ve.ry active with its acquisition strategy, 
acquiring 51 companies during the six and one-half year period ending in March 2000 
(with 2.1 of those completed in the last 12 months of that period). By midyear 2000 
figures, the company was on pace to complete at ieast 25 acquisitions for the year, 

Of all its acquisitions, Osco'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. 

• Shared vision: The acquiring company and the 'target company must be in
agreement regarding where the ind us try 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.

• The target's strategy can blend with Cisco's: That is, when integrated with Cisco's
operations, the acquired company will create value.

• Cultural similarity an,d compatibility: Chambers and his colleagues are skeptical of
acquisitions that hope to integrate cultures that differ d,:amaticaUy from one another.

• Geographic proximity: The target company must be close to the parts of Cisco's
current operations with whlch 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" £it into the Cisco family. Because of the pre-acquisition work of this group, 
negotiations between Cisco and target compa.nies tend to be very brief. 

5.14 Restructurin,g

Restructurjng 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 restructudng strategy generally implies buying a company and selling 
unnecessary or expensive assets (such as the corporate headquarters facility) 
and terminating corporate staff members. Following the asset sale and Jay-offs, 
underperforming divisions (those acquired in the purchase) are sold to other companies 
a1,1d remaining divisions ace 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 focus 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 comp.my's assets by taking it private
(not practised in India; yet).

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

1. Downsizing has been one of the most common restructuring strategies adopted
intemabona.lly. 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.

2. Downscoping refers to the divestiture, spin-off, or other means of elimina.ting
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 tose key employees from core businesses (because such losses
can lead to the Joss of core competencies).

As the discussion of overdiversifkation earlier in this unit indicated, reducing the
diversity of businesses in the portfolio enables top-level managers to 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 restnicturing strategy gu.ite often. Both
the parent and spin-off company usually show increases in shareholder value and
accounting perfonnance following the spin-off; howevet this is not always the case.

3. 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
mariagers are making decisions that primarily serve their personal interests rather
than those of shareholders. In other word.s, a few (new) owners using a significant
amooot of debt (in a highly leveraged transaction) purchase a company and the
company's stock is no longer traded publicly.

5.15 Copperative Strategies
Strategic alliances represents a shift from achieving strategic com,peti tivene. ss and 
above-­ average returns 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-cyde, 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 whereby companies' resources, capabilities, and core competende.s 
are combined to pursue m.utual interests to develop, ma,nufacture, or distribute goods 
or services. They represent explicit forms of relationships between comp.anies. 

There are three basic types of explicit strategic alliances: 

1. A joint venture is an alliance where a new, independent company is formed from
two or more partners, with each partner company contributing asse.ts.
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2. An equity 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 olliances in slow-cycle morkets 
■ gaining access-to a market that is not open to other entry strategies
■ establishing o franchise in o new marke1
■ maintaining market stability

Reasons for entering into alliances in standard-cycle markets
• gaining market power
■ gaining access to complementary resources
• overcoming trod!! barriers
■ meeting corn.petitive challenges from other competitors . pooling

resources /or ver; large capitol projects
• learning new business techniques

Reasons for entering into alliances in fast-cycle morkets
• spei;ding up the development of goods/services
• speeding up new morlo:et entry
• rnaintoinir,g market leodership
• forming an industry technology standard
• sharing risky R&D expenses
• overcoming uncenointy

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 s.haring. Other
types of non-equity strategic alliances include licensing, distribution agreements,
supply contracts, and marketing agreements (such as code-sharing agreements
among airlines). For example, OPEC seeks to manage the price and ou tput of oil
companies in member countries,

These strategic alliances represent explicit alliances. However, there also are implicit 
cooperative alllances such as tacit collusion, which exists when several companies in 
an industry tacitly cooperate to reduce industry output betow the. potential competitive 
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 alliances are illegal unless regulated by the government, which is currently 
the case in the power industry. 

5.16 Competitive Strategies 

C0mpetitive advantage is what sets an organisation apart; its competitive edge. But as 
one organisation attempts to develop competitive advantage, othe.r organisations are 
also doing so. And an organisation's competitive advantage can be eroded easily and 
quickly by competitors' imitations. Competition is everyv.1 here. Some have described 
today's business clima.te as one of hyper competition, which is a situation with very 
intense and continually increasing levels of competition. 

Competition is organisations fighting for the same desired object or outcome typically 
custome.rs, market share, survey ranking, or needed resources. Am0ng other things, the 
intensity of competition is going to vary depending on economic supply and demand. 

Who are an organisation's competitors? One approacll could be to use an industry 
perspective or a marketing perspective. The .industry perspective identifies competitors 
as organisations that are making the same product or service. The marketing perspective 
identifies competitors as organisations that satisfy the same customer need. Another 



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

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 other 
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 do whatever it's in business to 
do.How ever, notevery org,1nisa tion is able toeffecti velyexploittheresourcesorca pabi U ties 
it has or to obtain the resources or capal:,i\ities it needs but doesn't have. Organisations 
will develop strategies to exploit 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 so forth. As organisations 
strive for a sustainable competitive advantage, the stage for cum petition is set. 

Box. 5. 9: Key Questions obout Competitors 

1. What ore the moI0r co.mpeHtors' strengths?

2 What ore the moiar competitors' weaknesses?

3. What ore the moior competitor..' objectives and slrotegies?

4. How will the major competitors most likely respond lo current economic, social,
cultural, demogrophic, geographic, politic.al, governmental, technological, ond
competitive trends affecting our industry?

5. How vulnerable ore the major competitors to our alternative company strotegies?

6. How vulnerable ore our alternative strategies to successful coui:,lerottock by our
major competitors?

7. How ore our produc.ls or services positioned relo!ive to major competitors?

8. To what extent ore new companies entering and old companies leaving lhis industry?

9. What key foc!ors hove resulted in our present compelitive position in this industry?

1 0. How hove tne soles ond prolil ron kings of major competito� In the industry changed 
over recent years? Why hove lhese rankings changed !hot way? 

11. What is the nature of supplier and dis1ributor relationship in thrs indus1ry?

12. To what extent ore substitute products or servi<;.es o threat to competitors in fnis
industry?

, r 

5.17 Traditional Approaches to Competitive Strategies

There are three traditional approaches to defining competitive strategy: Miles and Snow's 
adaptive strategies, AbeU'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 
organisations use to successfully adapt to their uncert?in competitive environment. They 
identity four strategic postures: prospector, defender, analyser and reactor. 

The prospector competitive strategy is a strategy in which an organisation 
continually innovates by finding and exploiting new product and market 
opportunities. They're constantJy "prospecting" for new directions to purs-ue. 
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2 TI1e defender competitive strategy is a strategy characterised by the search for 
market stability and producing only a limited product line directed' at a narrow 
segment of the total potential market. 

3. The analyser competitive strategy is a strategy in which organisations compete by
analysing and imitating the successes of other o·rganisations.

4. The reactor competitive strategy is a strategy characterised by the lack of a coherent
strategic plan or apparent means of competing. Tt'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 ·,erify that these four 
competitive types are theoretically sound and can be used to describe what competitive 
strategies organisations a.re using. 

Abell's Business Definition Framework 

Abell's business definition framework proposes ttiat a business can be defined by using 
three dimensions: 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 busihess 
could be defined by its competitive scope (broad or narrow) and by the extent of 
competitive differentiation o{ its product/ service offerings. 

AbeU's strict marketing emphasis limits rus business definition framework as a ·widely 
used and genera} approach to describing organisations' competitive strategies. But it 
did provide clues to two important .aspects of compt?titive stn.tegy: 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 propose.d 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 Wldifferentiated. 

These models give you some idea of how to tackle the market-place full of competition. 
But the dynamics of today's market-place a-re changing so fast that severaJ other f�ctors 
are becoming very important. Let us take a look. 

5.18 Today's Competitive Scenario 

There qre 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 discont:muous. 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 su pe.rior 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 technologie.



3. Diversifying the product line

4. Shifting product emphasis

5. Consolidation

6. Combining onJine selling with physical store s.

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

• 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;

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

• bnprovemen� in quality and rapid timf*t�market for new products enabled by
sophisticated technologie s;

• An increased emphasis on innovation that is changing the nature of competition
in many industries;

• Cooperation between former competitors in the development of n•�w techno)ogy
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 means that, when one or more companies 
competing in an industry feel the pressure to act or perceive an opportunity to improve 
their competitjve position, competitive rivalry occurs as various comp,mies initiate a 
series of actions and responses. 

Competitive rivalry exists because of competitive asymmetry, which de�;cribes the fact 
that companies differ from one another in terms of their resources, capabilities, and core 
competencies, and the opportunities and thxeats in their competitive envitronments and 
industries. 

It is also important that companies recognise that competition results in mutuaJ 
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 t11at strategies 
are not implemented in isolation from competitors' actions and responses.. The strategic 
management process represents companies taking a series of action:,, fending off 
counter actiol\S 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 compe·titiveness and 
returns. Figure 5.9 provides a model of competitive rivalry. 

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

• Competitive rivalry or competitive dynamics begin with an assessment of
competitors' awareness and motivation to atta ck and/ or respond to competitive
moves.

• Market commonaJity and resource similarity are affected by a company's
awareness, and motivation affec-t:s the likelihood of attack or response.

• The likelihood of attack and response result in competitive outcomes, with
outco mes moderated by a company's ability to take strategic actiom; or responses,
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• Feedback from competitive outcomes will affect future competitive dynamics 
by affecting the nature of, a company's awareness1 motivation, and ability for 
action/ response. 

If companies overlap in a number of markets, multipoint competition-a situation 
where companies compete against each other simulta.neously ina n umber of geographic 
or product markets generally results. Interestingly, a h igh level of commonality reduces 
the likelihood of competitive interaction. Since the major airlines are in so many 
common markets, there generally is competitive peace. However, when one company 
makes a competitive move, the others are compelled to respond rapidly. 

, Model of Competitive Rivalry 
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Figure 5 .9: A Summary Model of Competitive Rivalry 

The intensity of competitive rivalry in an industry often is based on the potential for 
responi,e. As a result, attack~rs generally are rwt motivated to target a rival that is 
likely to retaliate. In other words, in most cases, dissimilar resources may increase the 
likelihood of an attack while companies with similar resources (overlap between their 
resource portfolios) will be less likely to attack because resource similarity increases the 
likelihood of retaliation. 

Attack Possibilities 

As indicated in the model of competitive rjvalry, a company's awareness and motivation 
are developed primarily from competitor analysis of market commonality and resource 
similarity. However, if a potential attacking company believes that it can win, it has an 
incentive to be the first mover in a competitive battle. 

Competitive actions represent significant competitive moves taken by a company that 
are designed to gain a competitive ad vantage in a market. Some competitive actions are 
large and significant; others are smaU and designed to help fine-tune or implement a 
strategy. A firs t mover may be able to gain an advantage from the ability to enjoy above­
average returns while competitors consider how to respond and having sufficient time 
to consolidate its position so that it can deter a counterattack or competitive response. 

First, Second and Late Movers 
The timing of competitive actions and responses also influences an industry's 
competitive dynamics. Companies taking competitive actions can be classified as first, 
second or late movers. 

Any advantage gained generally will vary based on the type of competitive action and 
type of industry as also to the extent to which the action is difficult to imitate because 
of the difficulty of imitation, first mover actions based on core competencies should be 
sustainable for longer periods than actions based on other factors . 



There also are dangers or djsadvantages of being a first mover. There are three major 
ones: 

1. There are risks related to being first because of the inability to prectict success of 
the action. 

2. Second movers through reverse engmeering or imitation can avoid high 
development costs. 

3. Extent and range of market place competition yields greater potential risk. 

In some instances, companies that del~y their response to a competitive action fail to 
compete effectively and their perfo_rmance suffers. However, that may not always be 
true since it may be more appropriate to be a second or late mover. 

Second movers are companies that respond to a first mover's competjtive action, often 
through imitation or a move designed to counter the effects of the (first mover's) action. 
How fast a second mover responds may influence its results. Before following the first· 
mover, a second mover should evaluate initial customers' reactions to the first movers 
actions and analyse markets to identify critical issues. 

Late movers are companies that respond to a competitive action, but only after 
considerable time has elapsed after the first mover's action and the second mover's 
response. And there is a danger in moving late as a late mover's performance generally 
suffers relative to the performance of first and second movers. As late movers are the 
last ones to respond to the first and second movers' actions, late movers tend to be poor 
performers and often are wea.k competitors, 

Competitive Response 

Once a competitive action has been taken, the likelihood and nature of the competitive 
response generailly determine its success. A competitive response is a move that is taken 
to counter the effects of a competitor's, action. Thus, companies considering making of 
competitive move should recognise the potential that competitors will respond. 

The probability of a competitor's response to a competitive action is based on four factors: 

1. The type of action. 

2. The reputation of the competitor taking the action. 

3. The competitor's dependence on the market. 

4. Competi tor resource availability. 

Remember, competitive actions are significant competitive moves taken by a rnmpany 
that are designed to gain a competitive advantage in a market with· the type of 
competitive action taken based on the company's strategy. Competitive actions can be 
classified based on the scope or breadth and significance of the action. Strategic actions 
are designed to help implement a company's business-level strategy and represent 
significant commitments of specific and distiactive organizational resources and are 
difficuJt to implement and to reverse. Tactical actions are taken to fine-tune a strategy. 
They involve fewer and more general organizational resources and are relatively easy 
to implement and reverse, if necessary. 

Abilities that Enable Response 

As dfacussed, the characteristics of individual companies affect the probability of 
competitive responses to actions taken. Four other factors influence an industry's 
competitive rivalry and competitive dynamics: 

1. Relative size of a company within a market or industry. 

2. Speed of competitive actions and responses. 
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3. The extent of innovation by c,ompanies in the industry. 

4. Quality of the company's products. 

1. Relative Size of Company within a Market or Ittd11stry: The relationship between 
company size and competitive dynamics at first may appear to be contradictory; 
the larger the company, the greater the company's market power relative to its 
competitors. 

Size usually reflects more than market power since a company's market share 
often reflects the general level of its resources. These resources may even include 
its R&D capabilities and the perceived quality of its products. Market power and 
resources of competitors also shape a focal company's responses. 

2. Speed of Competitive Actions and Competitive Responses: Time to market and 
speed are of increasing importance in the new global market-place. The speed -
with which companies are able to initiate competitive actions--to be a first mover 
and responses-to be a fast second mover-appear to play a major part in their 
success. To establish a competitive advantage and earn above average profits in 
global markets, it is critical that companies are able to reduce the time required to 
devetop new products and bring them to market. 

For example, Japanese automakers have shown that it is possible to develop and 
bring a new model to market in 2 to 3 years. In the past, US companies often have 
required 5 fo 8 years. This means that Japanese companies often have been able to 
design and bring 2 or 3 new automobiles to market while US manufacturers were 
still developing their first new model. However, US automakers are improving, 
thus reducing the Japanese's ti.me-to-market advantage. 

3. T11e extent of Innovation by Companies in an Industry: Research indicates that 
product and process innovations are also important for strategic competitiveness. 
If the company is competing in a high technology industry, it may be critical to the 
company's long-term success to make significant -allocations to its research and 
development (R&D) function. And as the nµmber of competitors increases in an 
industry, so does the level of innovation. 

4. Quality of the Company's Products: Product quality shapes the competitive 
dynamics in many industries. In fact, product quality is no longer a competitive 
issue but a necessary or mandatory product attribute if companies expect to 
successfully implement any of the generic business strategies discussed in unit 
4--low cost, differentiation, focus, or integrated cost leadership/differentiation. 
Quality involves meeting or exceeding customer expectations in the products 
and/or services offered'. ln the long run, it costs Jess to make quality products or 
to offer quality services than it does to make or offer defedive ones (because of the 
costs re}ated to tepairing defects or correcting service errors). 

Box 5.10: Quality Dimensions of Products and Services 

Q uality Dimensions of Products 

Performance 

Features 

Flexlbllity 

Durability 

Conformance 

Operating_ characteristics 

Important special characteristics 

Meeting operating specifications over time 

Amount of use before performance 
deteriorates 

Match with pre-established standards 

Serviceabllity Ease and speed of repair or normal service 

Aesthetics How a prOduct looks and feels 

Perceived quallty Subjective assessment of characteristics 
(pl'OdUct image) 

Contd. .. 



Quality Dimensions of Services 

Timeliness 

Courtesy 

Performed in promised period of time 

Performed cheerfully 

Conslstency Glving all customers similar experiences 

Convenience Accessibility to customers 

Completeness fully serviced, as reQuired 

Accuracy Perf°'med correctly 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 comrrtltment 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 5.1.0 illustrates 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 so1.1.rces c;>f strategic competitiveness 
;;ind 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 IBM'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 
unsuccessful) 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 competitors). 

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

Returns 
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Figure 5. 1 0: 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 exploi1s 
its position. Competitors counter-attack or launch strategies that cause the first compariy's 
bases for competitive advantage to erode. As a result, rerums are competed away. 
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ln standard cycle markets, a company's strategy and organisation are designed to serve 
high volume or mass markets. The focus is on coordination and market control, such as 
in the automobile industries. Extended market dominance (or even global leadershjp) 
is possible through continuing capitaJ investment and superior learning. Generally, it 
is difficult to enter standard-cycle markets because of competitive intensity. However, 
competitors may be able to irrutate a company's source of advantage and increase the 
level of competition. 

To this point, the focus has been on creating and sustaining a competitive advantage 
in slow and stan.dard-cycle markets. As described in Figure 5.U, this process consists 
of an entrepreneurial or launch stage, a period of exploitation, and finally, a period of 
counterattack where the source of competitive advantage erodes. 

In fast-cycle markets, attempting to sustain a competitive advantage based on one set of 
resources and competencies may lead to competitive inertia (or result in the company 
nurturing inappropriate competencies) and the company's position may be overrun by 
aggressive global competitors. 

In fast-cyde markets, the key to successfully sustaining a competitive ad vantage may be 
to take small steps and launch a counterattack before the source of advantage is eroded. 
For example, even though Maruti Udyog has economies of scale, a huge advertising 
budget, an efficient distribution system, a depreciated plant and slack resources, many 
of its advantages have been eroded by global competitors. 

The focus of this basis of competition is competitive disruption, an approach where 
competition is based on one set c,f resources and then shifted to another. In other words, 
using price as a first step toward sustaining a competitive advantage, then shifting to 
quality, then to speed, then to innovation, and so on. The principle is that the primary 
basis of the competitive advantage is shifted as the company disrupts- and changes-the 
rules of the game. 
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Figure 5.11 : Temporary Advantages Leading to Sustained Advantage Over Time 

As illustrated in Figure 5.11 one way in which companies might sustain a competitive 
advantage is to move continuously from advantage to advantage. This is accomplished 
by moving from one source of advantage to another, never allowing competitors to 
catch up. 

There are four steps to implementing the st~p-by-step or incremental approach to 
sustaining competitive advantage. 

1. Dismpt the status quo: A company should identify new opportunities to meet 
customer needs, thereby shifting or changing the basis of competition. 

2, Create a temporary advantage: The temporary advantage should be based on 
improved knowledge of customers' needs, innovative application of _technology, 
and an attempt to define the. future basis of customer satisfaction . 



. 3 . Seize tl1e initiative: Move aggressively and rapidly, forcing competitors to play 
catch up; taking a proactive approach while leaving competitors to be reactive. 

4. Sustain the momentum: Continue to develop new sources of advantage; don't
wait for competitors to catch up; stay o.ne step ahead,

As industries evolve or move through their life cycle, the strncture of the industry 
changes. And, because industry structure changes, so do the competitive dynamics 
and competitive strategies necessary for success. Th.ree stages of the industry life 
cycle are particularly relevant to the study of competitive dynamics: new emerging 
entrepreneurial industries, larger growlh-or1ented industries, and mature industries. 
Relationships between company resources and market strength, time, and stage-of 
industry evolution are illustrated in Figure 5.12. 
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Figure 5.12: An Action based Model of tlie 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 comp.etitive 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 bramds and use them lo create a compe.tihve advantage. 

To sustain a competitive advantage, companies must be ab!� 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 whBe 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

Tangi'ble 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. 

E:rternalisation: This is the process used to convert tacit knowledge into explicit terms, 
a type of metaphorical model-building. 

Analysis of Internal 
Environment 

Notes 

97 



Business Policy and 
5/rategi, Analysis 

Notes 

98 

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

Restructuring: Restructuring refers to changes in the composition of a company's set of 
businesses and/ or financial struch.!re. 

5.23 Review Questions

1. What are the key components of internal environment of a business?

2. Explain the key factors affecting the managerial decisions.

3. Define core competencies.

4. What are the key activities of value chain analysis?

5. Define the importance of building corporate strategies.

6. What are the key reasons of diversification?

7. Define restructuring.

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

At the condusion of this unit, you should be able to: 
• Describe Decision Trees
• Define SWOT Analysis
• Understand PESTI.,E Analysis
• Explain Case Analysis
• Know Definitions and Terminology
• Explain Portfolio & Other Analytical Models

6.1 Introduction

Eve.ry organization needs to understand how changes will impact its business. It has to 
evolve strategies to deal with these changes to ensure continued survival. ln order to 
do so, a number of techniques have been developed 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 common.Jy used tools in business. A decision tree takes 
as input an object or situation described by a set of properties, and outpuLc; a yes/no 
decision. Decision trees therefore represent Boolean functions. They can be extremely 
simple or highlf complex. 

They are excellent tools far helping you to choose between 'several courses of action. 
They provide a highly effective structure within which you can lay out options and 
investigate the possibJe outcomes of choosing those options. 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 results. 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 !>qua re or circle. Tf you have completed 
the solution at the end of the line, just leave it blank. 

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 say.ing 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 hpothesis tree. 

Issue trees help to structure the conclusions or identify the key issues or questions that a 
problem should address, and b.reak 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 jmproved? There are three variable� 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 ca.n 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)



The first issue can be further divided, as Figure 6.1 shows, into two sub-issues. 

• Can sales volumE. be increased? 

• Can the price be raised? 

Can the soles 
~ volume be 

increased? 
Can the profit 
made by Producl 
A in its present (V) 
markel s~sment 
be raised abo,•e 
the present level? -

Can the ex-factory 
Can the price be raised? 
profitability of - ~ 

Produc1 A be 
increased? 

(P) 

Can the product 
costs be Profit = (P-C)V 
lowered? 

(C) 

Figure 6.1: The Starting Point of a Profit Diagram 

When we look at the question whether sales volumes can be increased, we can examine 
a number of options. These are shown in Figure 6.2. 

C11n product A's .fir with the 
- segmcnl m (i.e., how well ii 

meets consumer needs) be 
improved 

Can 1hc stren_gth of lhe sales 
net work be increased? 

Can 1he 
market share 

- of Product A Can oonsurncr awareness of 
be increased - product A ·be improved (by 
in market advertising. sales promotion. 
segment m'/ and public relalions)? 

Can share be tnc rcased by a 
change in pricing policy? 

-
' 

Can the sa lcs 
volume be Can the 111:lrkel for Product 
increased'? - A be expanded beyond 

segment m? 

Will the 

rl Will the total market M grow? 

market -
segment m 
expand? ~ Will the share of segment m 

in the total m:irkct M grow? 

Figure 6.2: Can Sales Volume be Increased? 
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The first option that we need to examine is 'Can we increase our market share in 
segment 'm'?' There are obviously four different possibilities. In order to examine these 
possibilities, we need market information. The information needs have been identified 
next: 

• Basic consumer needs 

• Analysis of value (real and perceived) offered by competing products 

• Trends in sale channel and geographical coverage 

• Comparison of servicing capability, delivery time 

• Survey of customer awareness in brand and product 

• Analysis of purchasing decision-making process 

• Price elasticity 

• Influence o f payment terms and trade-in conditions. 

It is apparent that in order to find the answers to these questions, more detailed analysis is 
needed. Information of this nature should be available in a professional organization. 

The next two possibilities are, 'Can the market for the product be expanded beyond 
segment 'm' or/and will the marker segm·ent 'm' grow? The information sets that we 
require in ma.king an analysis and finding an answer are given below: 

• Possibility of geographical expansion 

• Possibility of expansion in final customers outside the segment 

• Cost-beoefit analysis of expansion 

• Anticipated demand (3..S years ahead) for product constituting the total market M 

• Factors determining the size of segment m within the market M 

• Trends and forecasts of factors above 

Figure 6.3 explores the possibility of raising the ex-factory p rice of product• A". There 
are two angles to this, (a) Can the factory price be raised, or (b) Can distributor margins 
be reduced. Both a lternatives will result in the effective increase in the realization of the 
company. 

ls a simple iocreasc fn the list 
- price possible? 

Can the mar\cct 

- price be raised? -
-

-
ls it possible 10 raise the price by 
chsnging <he product model so 
as to more than cover the 

Can the .... fac10,y increased cos1.s i.n~u.J'ltd? 
price be raised'/ ,___.. 

Would mtcgrat,on of retail 

- outl<ts enable margin., to be 
reduced'/ 

C..n 
~ distribuoon 

marg)ns ~ -reductd? Could volume be maintarncd if - only low-margin channels ~"' 
mtd? 

y C.,uld a swt1ch to direct sales 

I - reduce dlstnoolion margins? 

Figure 6.3: Con the ex-factory price be raised? 



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 lrees are a useful reference point providing context and slhowing how 
each thought fits into the whole. 

Figure 6.4: Hypothesis Tree 

The first step to find a solution using a hypothesis tree is to spend some time to t�ink 
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 organization can effectively 
increase productivity through providing support to workers by ensuring availability of 
out-of-school childcare in the 1oail area". For example, the next layer in the tree ought 
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 of a hypothesis tree is given as Figure 6.�. 

6.5 SWOT Analysis 
It is a.popular tool for audit and analysis of the overall -strategic position of a business 
and its environment. The acronym "SWOT" represents "Strengths'', "\-Veaknesses", 
"Opportunities", and ''Threats". The environmental factors internal to the firm usually 
can be classified as strengths (S) o.r weaknesses (W), and those external to thi� firm can be 
classified as opportunities (O) or threats (T). The process diagram for a SWOT analysis 
is shown in Figure 6.5. 

E"nv,ronmental 5ra,, 

Jntemal Ana..,_.,s Exll!111al Analysis 

St=gt� Wea�nesse. Opt,o1t1.mlti"5 Tht"'11S 

I 

SWOT M.1111X 

Figure 6.5: SWOT Analysis Framework 
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Analysis of our Firm against Competition 

The first step is to jdentify our competition. Every business has competitors. Our 
competitors are those who could provide our customers a product or service that fills 
the same need as ours does. Even if our product or service is truly innovative, we need 
to look at what else our customers would purchase to accomplish this task. 

The second step is to analyze strengths and weaknesses of our competitors. Determine 
their strengths and find out what their vulnerabilities are. Why do customers buy 
from them? ls it price? Value? Service? Convenience? Reputation? Focus as much on 
"perceived" strengths and weaknesses as we do on actual ones. This is because customer 
perception may actually be more important than reality. 

Step 3 is to look at opportunities and threats. Strengths and weaknesses are often factors 
that are under a company's control. But when we're looking at oux competition, we also 
need to examine how well prepared we a re to deal with factors outside our control. 
Opportunities and threats fall into a wide range of categories. Tt might be technological 
developments, regulatory or legal action, economic factors, or even a possible new 
competitor. An effective way to do this is to create a table Listing our competitors and 
the outside factors t.hatwill impact our industry. We will then be able to tell how we can 
deal with opportunities and trueats. 

Step 4 is to determine our position. Once we figure out what our competitors' strengths 
and weaknesses are, we need to deten;o.i.ne where to position our company with 
respect to competition. Rank our company in the same categories that we ranked our 
cortipetitors. This will give us a clear picture of where our b usiness fits in the competitive 
environment. It will also help us determine what areas we need to improve, and what 
characteristics of our business we should take advantage of to gaw more customers. 

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

The SWOT Matrix 
The relationships in a SWOT analysis are generally represented by a 2 x 2 matrix. The 
"Strengths" and "Opportunities" are both positive considerations. "Weaknesses" and 
"Threats" are both negative considerations. The_ final results of an analysis could be 
listed in the matrix gtven in Figu:re 6.6. The mal'.rix-identifies the Strengths, Weaknesses, 
Opportunities and Threats of a firm. 

Trus information can be used by the company in many ways in evolving its options for 
the future_ In general, the cotnpany should attempt to: 

• Build its strength 

• Reverse its weakness 

• Maximjze its response to opportunities 

• Overcome Its threat 

A firm should develop a competitive advantage by identifying a fit between the firm's 
strengths and upcoming opportunities. In sonie cases, the firm can overcome a weakness. 
in order to prepare itsel.f to pursue a compelling opportunity. SWOT analysis is often 
used to develop strategies The SWOT strategy matrix is shown in Figure 6.6. 



Positive Negative 

Strengths Weaknesses 

·�
Patents Lack of patent protec1ion 

0 Strong brand names A weak brand name 
.. Good reputation among Poor reputation among customers 

customers High cost structure 
I&. Cost advantages from Lack of access to the best natural 
ii proprietary know-how resources 
E Exclusive access to high grade Lack of acoess to key distribution 
GI natural resources channels 

Favorable access to distribution-

networks

Ill Opportunities Threats 

An unfulfilled customer need Shifts in consumertastes away from 
IV Arrival of new technologies the firm's products I&. 

ii 
Loosening of regulations Emergence of substitute products 

E 
Removal of international trade New regulations 

QI barriers Increased trade barriers 

Figure 6.6: The SWOT Matrix 

S-0 strategies pursue opportunities that are a good fit to the company's strengths.

W-0 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 firm's weaknesses frcom 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 environmentaJ 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 envirorunenta.l influences 
that have impacted on an organization or policy in the past and how they might do so 
in future. 

Increasingly when carrying out analysis of environmental or external influences, legal 
factors have been separated out from political factors. The increasing acknow!ledgement 
of the significance of environmental factors has also led to Envirorunent b,ecoming a 
further general category, hence 'PESTLE analysis' becoming an increasingly· used and 
recognized term, replacing the traditiooal' PEST analyses; 

PESTLE is an acronym for: 

• P - Political

• E-Economic

• S-Socio-cultural

• T - Technological

• L- Legal

• E - EnvfronmentaJ
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Like the SWOT analysis, the PESTLE analysis is simp le, quick, and uses four key 
perspectives. The advantage of this tool is that it encourages management into proactive 
and structured thinking in its decision making. 

The PESTLE Matrix 

The construction of the PESTLE matrix is similar to that of the SWOT analysis. The 
PESTLE matrix is shown in figure 6.7. 

The first step is to identify the issue. Remember, focus is very important. Make up your 
own PESTLE questions and prompts to suit the issue being analyzed and the situation. 
Shortlist those that are important. 

On the basis of these, it should be possible to identify a number of key environmental 
influences, which are in effect, the drivers of change. These are the factors that require 
to be considered in the matrix. Then transpose the final items that we have identified 
from your list to a PESTLE matrix. 

Political E~ic 
• Ecological/environmental . Economy situation & 

issues trends 
• Current legislation . Taxation specific to 
• Future legislation products . Regulatory bodies and . Market and trade cycles 

processes • Specific industry factors 
• Government polk1es . Customer/end-user . Government terl'1) and drivers 

change . Interest and exchange 

• Trading policies rates 

Social Technological . Lifestyle trends . Replacement . Demographics technology/solutions 
• Consumer attitudes and . Maturity of technology 

opinions . Manufacturing maturity 
• Brand, company, and capacity 

technology image . Innovation potential . Consumer buying patterns . Technology access, . Ethnic/religious factors licensing, patents 

Legal Environmental . International Law . Environmental impact . Employment Law • Environmental legislation . Competition Law . Energy consumption 
• Health & Safety I.aw • Waste disposal . Regional legislation 

Figure 6 .7: The PESTLE Matrix 

Making it more Scientific 
The PESTLE analysis car,1 be converted into a more specific instrwnent of measurement 
by giving a weightage and a score to the items in each of the sections for each of the 
identified options that the firm has to consider. for each _of the items in each segment of 
the PESTLE chart, we can give a score on a scale of 1 to '100. Some factors will be more 
important than the others. Make sur-e the totaJ weights add up to 100. 1n case we are 
looking at options, the next step is to list all the options that we are considering. Give 
marks to each specific option. Multiply the marks with the weightage factor and then 
add the total score for each option. 

Each option wiJI have a score. The higher the score is, the more attractive the option. 
The final results will give an indication of the attractiveness of the various options and 
should be the basis for short listing viable options. 



6.7 Case An,alysis

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 accoUJlt 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--0r 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 analyze 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. 

• Historical & SWOT analysis

• Analysis of Strategies

• Recommendations & Discussions

Historical and SWOT Analysis 

The first part is to familiarize ourselves with th!! history of the orgatuz:ation. This will 
nmmally provide the information that will be the basis for the complete analysis. This 
is followed by the SWOT analysis. The SWOT ana.lysis provides a brief summary of 
the organization's condition; a good SWOT analysis is the key to all the analyses that 
follow. 

l. Analyze the organization's history: Analyze the organization's history,
development, and growth. ldenhfy events that were the most unusual or the most
essential for its development into the organization it is today. Th.is should help
us understand how an organizatiQn's past strategy and structure affect it in the
present.

Some of the events that we will identify wiJI 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
miJestones are entry into new businesses and shifts in its main lines of business.

2. Examine the internal 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
weaknesses.

Examine each of the functions of the organization, and identify the functions in
which the organization is currently strong and currentlvweak,e.g., the organization
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may be strong j_n marketing or in research and developm,emt; it may be weak in 
production functions, etc. Make lists of these strengths and weaknesses. 

3. Examine the external environment: After having analyzed the internal environment, 
the external environment has to be examined to identify environmental 
opportunities and threats. Identify which factors in the macro environment, for 
instance, economic or environmental factors, are relevant for the organization 
in question. We must apply our mind to determine how these factors affect the 
competitive environment. 

Analysis of Strategies 

The SWOT analysis will bring up some questions that we may like to examine: Is the 
organization in a.n overall strong competitive position? Can it continue to pursue its 
current strategies profitably? What can the organjzation do to turn weaknesses into 
strengths and threats into opportunities? Can it develop new strategies to accomplish 
this change? 

l. Analyze corporate-Le_vel strategy: We have to start by defining the organization's 
mission and objectives. We may have to infer them from available information. 
This information includes such factors as the organization's business, the nature 
of lts subsidiaries and acquisitions. If it haS more than one business, it is important 
to analyze the relationship among the company's businesses. For example, we 
know that Escorts LimHed operates in more than one busmess. The questions we 
need answers to are: How do its businesses connect? Do they trade or exchange 
resources? Are there gains to be achieved from synergy? Is the company just 
running a portfolio of mvestments? 

2. Debate the merits: Using SWOT analysis, debate the merits of the strategies that 
we have identified. Are the strategies appropriate in the given environment of the 
organization? ~ould a change in strategies provide new opportunitjes or transform 
a weakness into strength? For example, should the company focus on improv.ing 
its production capability or on Research & Development; should it diversify from 
its core business into new businesses? We should also consider how and why have 
the organization's strategies changed over time? What was the rationale for these 
changes, if any? 

3. Analyze business-level strategy: If the organization has a single business, its 
business-level strategy is identical to its corporate-level strategy. If the organization 
is in many businesses, each business will have its own business-level strategy. The 
next step is to identify the company's business-level strategy. In order to do so, we 
will need to identify the company's generic coi:npetitive strategy-differentiation, 
low cost, or focus. We wiU also have to determine its relative competitive position 
and the stage oi the life cycle of the products - this should give us an insight 
into the investment strategy of the organization. The organization may market 
different products using different business-level strategies. For example, Maruti 
Udyog offers a low~cost product - the Maruti 800 - and a line of differentiated 
products catering to different economic segments. Give a full account of a 
company's business-level strategy to show how it competes. 

4. Analyze structure and control systems: Identify what structure and control 
systems the organization is using to implement its strategy and to evaluate 
whether that structure is the appropriate one for the organization. Different 
corporate and business strategies require different structures. For example, does 
the organization have the appropriate number of levels in the hierarchy or does 
it have a decentralized control? Does it use a functional structure when it should 
be using a product structure? Similarly. is the company using the right integration 
or control systems to manage its operations? Are managers being appropriately 
rewarded? Are the right rewards in place for encouraging, cooperation among 
divisions? These are all issues to consider. 



In the last part, we make our recommendations. We need to examine the strengths and 
weaknesses of the organization. 

Recommendations and Discussions 

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 ac.hieve its 
strategy. 

1 Make recomme,uiations: The thoroughness with which we prepared the case 
analysis will reflect in the quality of our recommendations. Our recommendations 
should be in line with our analysis an� 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 future 
profi�Wli� ' 

•· 

2 Class discussion: The emphasis of the process of the case study is that we must 
be involved in the case to the maxinwm 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 not .apply 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 t.he ind us try, 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. 

lt is important to remember that no one knows what the right answer is in a case analysis. 
All that managers can do is to make the best guess. In fact, it is bidieved that if we are 
right only half the time in sofving strategic problems, we are pretty good. 

Effective business strategy cannot be built on fragmentary knowledge or ana.lysis. 
Analyses done to fit into your preconceived notions do not lead to creative solutions. 
lf such a strategy happens to produces good results, this i,s due to luck or inspiration. 
Strategy requires the combination of analytical method and me111tal elasticity th.at is 
often ca1led strate.gic 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 tbe validity of the hypothesis through 
questions. 1his allows the problem to be broken down into its smaller component parts, 
thereby leading to a solution. 

'SWOT Analysis' is a popular tool fo:r 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 conclusion.s or identify the key issues or questions 
that a problem should address, and break it down into its smaller component parts. 
A hypothesis tree and a profit tree are extensions of an issue tree. 

SWOT Analysis: SWOT is a popular tool for audit and analysis of the overall strategic 
position of a busi:nessand 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 provide information that is helpful to the firm in strategy formulation and 
selection. 

6.9 Portfolio & Other Analytical Models 

Anumbe-i: of techniques have been deveJoped 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, a:nd 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 tbe 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.



BCG Matrix 
The Boston Consulting Group Matrix (BCG Matrix) is the best-known portfolio planning 
framework. The BCG growth share matrix is directly derived from the experience curve. 
The experience curve essentially provides a pattern of cash flow. 

The breakthrough came while working for a major manufacturer of semiconductors. 
The Boston Consulting Group were able to collect the evidence on which to build the 
experience curve concept. The wide variety of semiconductors, that were a part of the 
study, offered them a chance to compa re differing growth .ates and price decline rates 
in a similar environment. Price data.supplied by the Electronic Industries Association 
was compared with accumula ted industry volume. 

Two distinct patterns emerged: 

• In one pattern, prices, in current dollars, remained constant for long periods and 
then began a relatively steep and long continued decline in constant dollars. 

• In the other pattern, prices, in constant dollars, declined steadily at a constant rate 
of about_ 25 percent each time accumulated experience doubled. 

Ail of the products of a company can be shown on a single growth sha re matrix as a 
product portfolio. Each product can be plotted on its own growth and share coordinates. 
The size of the product can be indicated by a circle in proportional scale. Great care 
must be taken in product-market segmentation before drawing such charts. Tt is quite 
possible for a company to be the largest in the industry and be a leader in no single 
segment. 
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Figure 6,8: The BCG Matrix 
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The BCG matrix reflects the contribution of the products offered by the firm to its cash 
flow. Based on this analysis, products are classified as 'stars', 'cash cows', 'question 
marks' and 'dogs'. 

1. Stars (high growth, high market sh.a.re): Stars are inJ:he upper left quadrant of the 
matrix. 

(a) They grow rapidly 

(b) They use large amounts of cash 

(c) Are leaders in the busin~s so. they should also generate large amounts of 
cash. 

(d) There is generally a balance on net cash flow. 

Over time, aU growth slows. Therefore, stars eventually become cash cows if they 
hold their market share. If they fail to hold market share, they become dogs. 
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2. Cash cows (low growth, high market share): Cash cows are in the lower left 
quadrant of the matrix. 

(a) Such products are profitable and cash generation is high, 

(b) 

(c) 

(d) 

Because of the low growth, inveshnents needed should be low. 

Keep profits high 

They form the foundation of an organization. 

Cash cows pay the djvidends, pay the interest on debt and cover the corporate 
overhead. 

3. Dogs (low growtli, low market share): Dogs are in the lower right quadrant. 

(a) These products need to be av'o'id.ed. You should try to minimize the number 
of dogs in a company. 

(b) Beware of expensive 'tum around plans'. 

(c) As soon as they stop delivering cash, they should be phased out or otherwise 
liqwdated 

They are essentially worthless and are generally cash traps. 

4. Question marks (high growth, low market share): They are in the upper right 
quadrant. 

(a) These products have the worst cash characteristics of all, because high 
demands and low returns due to low market share . 

. (b) If nothing is done to chan,ge the market share, question marks will simply 
absorb great amounts of cash and later, as the growth stops, tum into dogs. 

(c) Either invest heavily or sell off; or invest nothlng and generate whatever 
cash it can. Either you should increase market share or deliver cash. 

Question marks are the real gambles. Their cash needs are great because of their 
growth. Yet, their cash generation is very low because their market share is low. 

The strategic implications of this categorization appear obvi0us. The cash cows become 
the financiers of the other developing businesses of the organization. One funds the 
'stars', decides what to do with the 'question marks' and gets rid of the dogs. 

, 

GE/McKinsey Matrix 

GE's Business screen is a more complex version of the BCG, however, it is derived from . 
the same principles as the BCG Matrix. This model is an example of rughly centralized 
planning specialists. This matrix is a model to perform a business portfolio analysis on the 
Strategic Business .Units of a corporation. Strategic Business Units (SBUs) are portrayed 
as a circle plotted in the Matrix. Here the size of the circles represent the Market Size; 
the size of the pies represent the Market Share of the SBUs, and arrows represent the 
direction and the movement of the SBUs in the future. This is shown in Figure 6.9. 
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Figure 6.9: GE/McKinsey Matrix 



The GE/McKinsey Matrix is a later and more advanced form of the BCG Matrix in three 
aspects, which are discussed below. 

In this model, market growth is replaced by market (Industry) attractiveness as the 
dimension of industry attractiveness. Porter identified market growth as just one of the 
parameters of market attractiveness. Market Attractiveness includes a broader range 
of factors other than just the market growth rate that can determine the atl:ractiveness 
of an industry/ market. Depending on the product characteristics, different parameters 
can be selected to measure 'market attractiveness'. 

Typical factors that affect 'Market Attractiveness' are called 'driv~rs' and can be: 

• Market size 

• Market growth rate 

• Market profitability 

• Pricing trends 

• Competitive intensity/rivalry 

• Overall risk of returns in the industry 

• Opportunity to .differentiate products and services 

• Demand variability 

• Segmentation 

• Distribution structure 

Directional Policy Matrix 

The Directional Policy Matrix is another matrix similar to the BCG Matrix. Jlt measures 
the health of the market and the organization's strengths to pursue it to indicate the 
direction for future investment. The vertical axis is market attractiveness (.as opposed 
to business Growth rate in the BCG Matrix) and the horizontal axis iis Industry 
Attractiveness (as opposed to Market Share in the BCG Matrix). The recommendations 
are similar to that of the BCG Matrix, i.e., invest, grow, harvest or divest. The 'directional 
policy matrix' is shown in Figure 6.10. 

hwest Grow 

I High 

Market 
~ 

Attractiveness ~ 

Low 

Harvest Divest 
High Low 

Business Strengths 

Figure 6.10: Diredionol Policy Matrix 
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Business Strengths 

Expert systems are used to determine the organizational strength of the organization. 
The position of the enterprise on the chart based upon the assessment of the following 
factors: 

• Supplier Bargaining Power 

• Threat of Substitutes 

• Threat of New Entrants 

• Competitive Rivalry 

• Buyer Bargaining Power 

•- Product Quality 

• Product Value 

• Relative Market Share 

• Reputation 

• Customer Loyalty 

• Staying Power 

• Experience 

Advantages & Disadvantages of Matrix Models 

The degree of applicability of the portfolio model depends on the relative importance 
and the manner in which the models are used. One has to be careful in the use of matrix 
analyses. The advantages and disadvantages of using matrixes for decision making are 
given below: 

Advantages 
1. Key areas: These models highlight certain aspects of business that are considered 

essentir.l to success or failure. 

2. Cash flows: they focus on cash flow requirements of the SBU's and help identify 
the different cash flow implications and requirements of different business 
activities. This helps management to carry out its resource allocation function. 

3. Balance portfolio: They help identify strengths and weaknesses in the portfolio, 
the gaps that need to be filled; when a new SBU needs to be added or when one 
needs to be removed; and the duplicative businesses in the portfolio. 

4. Diverse perspective: The diverse activities of a multi-business company are 
analyzed in a systematic manner and enterprise diversity highlighted. 

5. Flexible comparisons: Some matrices, like the McKinsey Matrix, are highly flexible 
in being able to select different factors for different industries. This kind of analysis 
can provide coverage ota wide number of strategically relevant variables. 

Disadvantages 
1. Too simple: Matrix models are simplistic. The important factors are reduced to 

only two dimensions (e.g., markE!t share and business attractiveness) other factors 
are necessarily excluded or lose their distinctiveness in the collapsed dimensions. 

2. Market share: Market share, though used widely, may not be the best measure of 
a company's success. For example, product differentiation for a particular market 
segment may have low market share but produce high success within a market 
segment. 



3. Market share and casl1 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: 

l. ....................... represent Boolean functions.

2. The ....... , ............... are a useful reference point providing contex:t and 
showing how each thought fits into the whole. 

3. Each level of the .................... is I.inked with the answers "yes" or "no". 

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 managemenlt as well as 
the broad aspects of the business environment. 

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

• Decision Trees

• SWOT Analysis

• PESTLE Analysis

6.11 Keywords. 

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

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

PESTLE: 'PESTI..E' 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) PESTI..E analysis

3. Define SWCJr analysis.

4. Describe BCG Matrix.

5. How to develop GE/McKinsey Matrix?

6. Explain the advantages and disadvantages of Matrix models.
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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 organization structure and strategy implementation
• State the process of implementing business-level strategies and functional strategies

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 of 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 all 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. Am bani is an exceUent strategic leader because he is able to pwvideclear 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 lmplementat;ion 

In the today's competitive landscape, strategic leaders are challenged to adapt their 
fra111es 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 reh.lm.s). ln other words, a manager'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. 
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Figure 7 .1: Effeciive Strategic leadership 

The strategic leader has several responsibilities, including the following, 

• 

• 

• 

• 

• 

• 

• 

Managing human capital (perhaps the most critical of the strategic leader's skills) . 

Effectively managing the company's operations, 

Sustaining high performance over time . 

Being willing to make candid, courageous, yet pragmatic, decision$ . 

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

Seeking feedback through face-to-face communications, 

Having decision-making responsibilities that cannot bl'! 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: 

• Determining strategic direction

• Exploiting and maintaining core competencies

• Developing human capital

• Sustaining an effective corporate culture

• Emphasising ethical practices

• Establishing balanced controls.

Determining 
Strategic 
Dfrectlon 
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Emphaslzlng 
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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 str.ategic 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,, clirectioI.l for the company. Normally, thjs direction 
is envisioned for a period of 5 to 10 years into the future. 

The ideal Jong-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 se.rves as a guide to the company's strategy 
implementa�ion process, including motivation, kadership, employee empowerment, 
and organizational design. 

Exploiting and Maintaining Core Competencies 

Core competencies aie those organizational skills that represent the strengths of the 
com pan}:' around which a competitive advantage �ay be built. These core competencies 
relate to a co.mpany'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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Developing Human Capital 

Human capital refers to the knowledge and skills of the company1s workforce. This 
means that employees must be viewed as capital resources. Remember that people and 
people-related competencies- the workforce and its capabilities (a company's human 
capital)-historicalJy have contributed more to ~ompany (and economic) suc<:ess than 
investment in capital equipment. 

One significant problem companies face is the lack of adequate human capital to run a 
company effectively. As a remedy, many companjes hire temporary employees, while 
others are trying to improve their recruiting and selection techniques. Solving the 
problem requires more than "temp hiring" since this limits management's ability to 
build effective commitment to organizational goals. 

Sustaining an Effective Organisational Culture 

Organisational culture represents a set of complex ideologies, symbols, and core values 
that is shared throughout a company and that influences the way that it conducts 
business. These ideologies, symbols, and core values represent what members of the 
company believe in and thus serve as regulators of employee actions and behaviour. 
'Because it influences how the company cbnducts its business and helps regulate and 
control employee behaviour, organisational culture can be a source of competitive 
advantage. 

However, given the importance of innovation for a company to achieve strategic 
competitiveness in today's competitive landscape, organisational culture should 
encourage an entrepreneurial spi rit and innovation. 

Corporate culture characteristics and managerial actions that encourage an 
entrepreneurial orientation include: 

• Alltonomy: Enabling employees to be self-directed in the pursuit of entrepreneurial 
opportunities. 

• Innovation: Encouraging the pursuit·of new ideas, experimentation, c\,nd creatjve 
processes that will find new ways to add value. 

• Risk-taking: Promoting the willingness of both employees and the company to 
accept tisk in the pursuit of new market opportu:ni ties. 

• Proactiveness: Being a market leader rather than a market follower by anticipating 
the market's future needs and being the first to satisfy them. 

Emphasising Ethical Practices 

The effectiveness of strategy implementation processes increases when they are based 
on ethical practices. Ethical companies encourage and enable people at all organisational 
levels to exercise ethical judgement, but u.oethkal practices become like a contagious 
disease if they evolve i.n a company. To properly influence employee judgement and 
behaviour, ethical practices must shape the company's decision-making process and be 
an integral part of a company's culture. Research has found that a value-based culture 
is the most effective- means of ensuring that employees comply with ,the company's 
ethical standards. 

In the absence of ethical requirements, managerial opportunism allows managers to 
make decisions that are in their own best interests, but not in the best interests of the 
company or its stakeholders. These actions might include engaging in questionable 
hiring practices, committing fraud by misstating write-offs so that earnings are not 
reduced or pursuing excessively high levels of executive-level (CEO) compensation. 



Establishing Balanced Organisational Controls 

Organisational controls, which w.e will discuss in detail later, are necessary to help 
ensure that companies meet desired outcomes: sirategic competitiveness and above 
average returns. Controls are the formal, information-based routines and procedures 
used by managers to maintain or alter patterns in organisational activities to help 
strategic leadeJs 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 ar:e implemented and corrective actions taken 
when implementation-related adjustments are needed. 

Strategic controls represent those control systems that focus on the content of actions 
riither than on oufcomes. T h.is is in contrast to financial controls that focus on shdrt-lerrn 
financial outcomes (or resuJts) 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 sef range of discretion (in other words, within the latitude of alternative actions). 
And how managers use their discretion may be critical to 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, shapin,g the company's culture and influencing what 
happens in the compa.ny. 

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 eam above-average. returns. 

Similar to the need to match a company's internal strengths or core competencies with its 
intended strategies, it is important 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 Identifying Ke. y Strategic Tasks for 
Implementation 

The foundation for strategy implementation is a clear and sharp understanding of 
business's strategic tasks. Strategic leader ran use the process of defining the strategic 
task and communicating it widely to develop a partnership with employees in realigning 
�he 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 products rapidly is strongly dependent on a process that translates a technical 
iru1ovation in engineering into a manufacturable and commercially viable product This 
process involves many trade-offs among marketing, engineering, and manufach.iring. 

Strategic tasks can be defined at any organisational JeveJ. Within a manufacturing plant, 
accomplishing the strategic task of improving product quality requires coordinated 
effort across the va,rious parts of the plant. Corporate strategic tasks are accomplished• 
through work processes that span multiple businesses. These tasks define ways in 
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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 
soph.istication 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 learning occurs.

Innumerous 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 through 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 manufacturabiJity. An important role is played by Lhe purchasing and logistics 
functions, which ensure that raw materials consistently meet specifications. In fact, 
parh1ership 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 mus� 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 partnership 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 th.is consensus key individuals must be convinced that certain actions are good 
for both the overall business and for Lhem. 

Barrier of Fear 

One of the bartiers 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. It is difficult to ask managers to recommend reductions in their bud gets, 
and virtually impossible to ask them to eliminate Lheir jobs. Yet, these managers may 
1 now more than anyone else about 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 as.sumptions, especially if the company has been successful i.o the past. It_ 
i:s 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 around 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 
asse.ssment of th'e external competitive environment, effective strategy implementation 
demands an equally rigorous assessment of the company's internal environment. The 
analysis shouJd 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 root causes. The resuJ ting causa I 
map i.s 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 nol 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 discuss each element in the framework, using a series of questions 
managers must answer to make an assessment of organisational capability. Given the 
requirement for pclrtnership 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: 

(5) Corporate 
Context 

4) Orgaoisational 
Levers 
Work and organls.atlonal design 
Personnel flows 
Information, rewards, 
And measurement 
Leadefshlp 

Organisatforral 
Capabiliti� 
Co·ordination 
Commitment 
Competence 

( 1) Stakeholder 
Outcom� 
Customers 
Employees 
Shareholder� 

(2) Strategic Tasks 
Cost 
Quality 
Service 
Innovation 
Product extension 

Figure 7 .3: Assessing the Readiness to Implement Strategy 

1. Com parties can continue to exist only ii they anticipate and meet the needs of their
stakeholders - customers, employees ind shareholders.

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 W1it may
be a part?

7.8 Innovation, Entrepreneurship and 

lntrapreneurship 

In many (especially global) industrie:s, innovation is related to a company's strategic 
competitiveness and ability to earn above-average returns. Th.is 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. hmovation is 
intended to enhance a company's strategic competitiveness and financial performance . 
Research shows that companies competing in global industries that invest more in 
i.nnovaUon also achieve the highest returns. 

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

• Im,en.tion, the act of creating or developing a new product (good or service) or
process idea.

• Innovation, or the process of creating a commercialisable product from invention..
However, the company can create value from innovation onJy when a company'
develops and sells a prodµct that satisfies customers' current or unmet needs.

• 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 "crea.tive destruction"-a process through which 
existing pcoducts or methods of production are destroyed and replaced with new ones. 
Th�. 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, whlch is 
certain to lead to self-employment, a new business, OI the growth of an existing business. 
Thus, entrepreneurship creates change and helps cornpanfos adapt to changes. 

Many organisations, as they became successful, also became much bigge.r, more complex 
and excessively bureaucratic . In a research by Accenture, bureaucratic problems were 
identified by three-quarters of lndjan 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. 

lntrapreneurshlp 

lntrapreneurship, 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. 



When managed well, intrapreneurs hip practices use a company's strategic management 
process to harness the ingenuity of employees and reward them for it, though 5011)\e 
rewards of these efforts will be retained for the benefit of shareholders. 

AU this requires entrepreneurs. Entrepreneurs are agents of economk growth that 
introduce new products, new production methods, and other innovations that stimulate 
economk activity. These individuals sense opportunities before others and take the 
risks necessary to establish new markets, develop new products, or form innovative 
production processes or service delivery mechanisms. 

Organisational entrepreneurs engage in inq-apreneurship within the context of 
the company by taking risks, acting aggressively and acting proactively in their 
companies. 

Encouraging lntrapreneurship 
Innovation is a necessary but insufficient condition to competitive success. Having 
processes and structures in place through which the company can successfully 
implement the outcomes of internal corporate ventures is as vital as a.re the innovations 
themselves. 

IBM is creating a network of centres to facilitate implementation of product innovations 
-and to identify opportunities to engage in still more value-creating innovation. These 
centres are focused on !BM's e-commerce services, but they are designed to foster 
collaborative relationships among fBM personnel, technologists, business experts, and 
customers to form and implement product innovations. 

One way that companies may be able to achieve cross-functional integration is to 
emphasise the company's horizontal st:ructure rather than its vertical structure. 
Cross-functional teams group product development stages into parallel or overlapping 
processes, which allows the company to tailor its product developmen t efforts to 
its unique core competencies and to th.e needs of the market. The cross-functional 
integration resulting from the work of cross-functional teams hel'ps a company learn 
how to mass-produce a successful product innovation. 

Using Strategic Alliances for Innovation 

Our previous discussion was centred on how companies can achieve strategic 
competitiveness and earn above-average returns through internal innovation processes. 
However, few companies may possess all of the knowledge necessary to compete 
successfully in all of their product areas over the long term. In addition, many companies 
may not possess the resources, capabilities, and core competencies that are required to 
effectively and efficiently pursue internal innovation. 

An alternative to internal innovation is to tap the resources available in other companies 
for the following reasons: 

• Knowledge js increasing at an ever-increasing rate, making it difficult for 
companies to keep up-to-date. 

• This vast knowledge base also is becoming increasingly specialised. 

• Some companies may possess the knowledge needed to commercialise goods and 
services. 

• Some countries may have access to resources and capabilities that enable companies 
located there to create specialised products. 

Buying Innovation through Acq1,1isitions 

In addition to developing the ability to produce and manage innovation through joint 
ventures and strategic alliances, these abilities can also be acquired outright through the 
acquisition of other companies or through investment. 
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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 a.re 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 wi]J lose strategic control over their 
businesses-both new and acquired-as they emphasise financial controls foJlowing 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 'learning 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 learning organisation is one 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 learning'; learning that enhdllces our capacity to create." 

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

i

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

The shift in employee thinking is from 'learning because I'm taught' to 'learning because 
l'm given a challenge'. Factors like compensation are am_ply 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 Implementing Strategies II: Or·g anizational 
Issues 

Organization Structu.re 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 resuJtin 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 mai:ketplace 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 the company from efficiently implementing its formulated 
strategy. 



Thus, as implementation efforts falter due to growth or other problems, th_e company 
may need to change its organisational structure to achieve an appropriate fit between 
strategy and structure. 

Simple organisational structure is most appropriate for companjes that follow a 
single-business strategy and offer a line of products in a single geographic market. 
The simple structure also is appropriate for companies implementing focused cost 
leadership or focused differentiation s trategies. A simple structure is an organisational 
form in which the owner-manager makes all major decisions directly and morutors all 
activities, while the company's staff merely serves as an executor. 

Simple 
Structure 

Fig ure 7.4 : Strategy and Structure Growth Patterns 

The functional structure consists of a chlef executive officer or a managing director 
and lirruted corporate staff with functional line managers in dorrunant functions such 
as p roduction, accounting, marketing, R&D, engineering, and human resou.rces. The 
functional structure enables the company to overcome the growth-related constraints of 
the simple structure, enabling or facil itating communication and coordination. 

Finance Production Engineering Accounting Sales & Human 
Marketing Resources 

Figure 7.5: Functional Organisation Structure 
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Strategic Business Unit Structure 

Because of limits to an ir1dividual chief executive officer's ability to process complex 
strategic information, problems related to isolation of functional area managers, and 
increasing diversification, the structure of the company needs to change. In these 
instances, the SBU struc!tJre is most appropriate. 

The SBU structure is composed of operating units where each unit represents a separate 
business to which the top corporate officer delegates responsibility for day-to-day 
operations and business unit strategy to its managers. By such delegation, the corporate 
office is responsible for formulating and implementing overall corporate strategy and 
manages SBUs through strategic and financia l controls. 

Corporate 
rmo 

Str~tegic 
Business 

Unit A 

• ·
1President 

Cor:x,rate 
F,nanu, 

St, ateg1c 
Pl;inning 

Strategic 
Business 
Unit B 

• 
Strategic 
Business 
UnltC 

Figure 7.6 : SBU Structure 
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This enables the company to more accurately monitor the performance of individual 
businesses, simplifying control problems. It also facilitates comparisons between 
divisions, improving the allocation of resources and can be used to stimulate managers 
of poorly performing divisions to seek ways to improve performance. 

Newer Forms of Organization Structures 

As companies successfully implement business-level strategies and achieve above 
average returns, they may diversify their operations by offering different products 
or following a product diversification strategy or offering the same or additional 
product<; in new markets or by following a market diversification strategy. Following 
such diversification, companies generally formuJate and implement a corporate-level 
strategy and business-level strategies for individual units. 

However, the structural and control characteristks of the functional structure do not 
adequately support the successful implementation of corporate-level strategies tl).at calJ 
for diversification beyond the single- or dominant-business level. Increased levels of 
diversification call for newer structures !hat enable fast decision making and where 
other structures do not seem to be working p roperly. 

Matrix Structure 
Most organisations find that organising around either functions (in the functional 
structure) or around products and geography (in the divisional structure) provides 
an appropriate organisational structure. The matrix structure, in contrast, may be 
very appropriate when organisations conclude that neither functional nor divisional 
forms, even when combined with horizontal linking mechanisms like strategic business 
units, are right for their situations. In matrix structures, functional and product forms 
are combined simultaneously at the same level of the organisation. Employees have 



two superiors, a product or project manager and a functional manager. The "home" 
department- that is, engineering, manufacturing, or sales- is usually functional 
and is reasonably permanent. People from these functional units are often assigned 
temporarily to one or more product units or projects. The product units or projects are 
usually temporary and act like divisions in that they are differentiated on a product­
market basis. 

Pioneered in the aerospace industry, the matrix s tructure was developed to combine the 
stability of the functional structure with the flexibility of the product form. The matrjx 
structure is very useful when the external environment (especially its technological and 
market aspects) is very complex and changeable. It does, however, produce conflicts 
revolving around duties, authority, and resource allocation. To the extent that the goals 
to be achieved are vague and the technology used is poorly understood, a continuous 
battle for power between product and functional mangers is likely. The matrix structure 
is often found in an organisation or within an SBU when the following three conditions 
exists: (1) Ideas need to be cross-fertilised across projects or products, (2) Resources 
are scarce and (3) Abilities to process information and to make decisions need to be 
improved. 

I Top Management I 
I 

I I I I 

Manufacturing Sales Finance Personnel 

I I I I 
Manufa~tu ring II Sales Finance Personnel 

Unit I Unit Unit Unit 

I I I I 
Manufacturing I Sales Finance Personnel 

Unit Unit Unit Unit 

I I l I 
Manufacturing Sates Finance Personnel 

Unit Unit Unit Unit 

I I l I 
Manufacturing i Sales Finance 

~ 
Personnel 

Unit Unit Uni! I Unit 

Figure 7.7: Matrix Organization Strudure 

Davis and Lawrence, authorities on the matrix form of organisation, propose that three 
distinct phases exist in the development of the matrix structure: 

1. Temporary cross: Functional task forces are initially used when a new product 
line is being introduced. A p roject manager is in charge as the key horizontal link. 
Chrysler has extensively used this approach in product development. 

2. Product/brand management: If the c_ross-functiortal task forces become more 
permanent, the pr.oject manager becomes a·prod uct or brand manager and a second 
phase begins. In this arrangement, function is still the primary organisational 
structure, but product or brand managers act as, the integrators of semipermanent 
products or qrands. Considered by many a key to the success of Procter & Gamble 
brand management has been widely imitated by other consumer products firms 
around the world. 

3. Mat11re matrix: The third and final phase of matrix development involves a 
true dual-authority structure. Both the functional and product structures are 
permanent. All employees are connected to both a vertical functional superior 
and a horizontal product manager. Functional and product managers have equal 
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authority and must work well together to resolve disagreements over resources 
and priorities. 

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

7.11 Network Structure 

A newer and somewhat more radical organisational design, the network structure is an 
example of what could be termed a "nonstructure'' by its virtual elimination of in.house 
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 collaborations linked by constantly changing non-hierarchical, cobweb-like 

networks. The network structure becomes most useful when the environment of a firm

is unstable and is expected to remain so. Under such conditions, there ls usually a strong 
need for innovation and quick response. Instead of having &alaried employees, it may 
contract with people for a specific project or length of time. Long-term contracts with 
.suppliers and distributors replace services that the company could provide for itself 
through ve.rtical integration. Electronic markets and sophisticated information systems 
reduce the transaction costs of the marketplace, thus justifying a "buy" over a "make" 
decision. Rather than being located in a single building or area, an organ.i za tion '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, partiaUy owned subsidiaries, and other independent companies. ln 
its ultimate form, the network orgi'lnisation 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 opportunitie• to work in nations other tha.n the home country. 
Therefore, managing inpatriation (the process of transferring host-country or third 
country national managers into the home or domestic market of muJtjnational 
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 stralegic leader.. need to enhance their human resource 
management abilities). Companies that value human resources and have effective 
reward plans for employees, obtain higher reh1ms in initial pLtblic offeiings. 

7.13 Keywords 
Autonomy: Enabling empioyees to be self-directed in the pursuit of t'ntrepreneurial 
opportunl ties. 

Innovation: Encouraging the pursuit of neh' idet'ls, experimentation, and creative 
processes that will find new ways to add value. 

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

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



7.14 Review Questions 

1. Why has strategy evaluation become so important in business today?

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

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

4. _ Under what conditions are corrective actions not required in the strategy ev-a I uation
process?

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

6. "Strategy evaluation allows an organization to take a proactive sta1t1ce toward
shaping its own future." Discuss the meaning of this statement.

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

8. 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: 
• Identify the business-level strategy 

• State the key decisions required for implementing functional strategies

• Ex plain the role of budget

• Define strategic evaluation and control 
• Describe strategic audit 

8.1 Introduction 

As mentioned earlie r, an organisation structure is selected so that the comp any can 
effectively use its resour ces, capabilities, and core competencies as it implements its 
formulated strategy. Effective implementation of cost leadership, differentiation, 
and integrated co st leadership/ differentiation strategies occurs wh en 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 following a cost leadership 
strategy, its operations must operate at optimal efficiency. In most cases, this means 
standardised pro ducts are produced at a low per unit cost. This means that su c cessful 
companies are large relative to their competitors because it requires access to reso urces 
that may not be available to competitors. A primary objective is to achieve economies of 
scale, therefore, efficient production capacities are increased incrementally and market 
share goals are important if market demand increases with price concessions. 



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 anc;l manufacturing functions, which need quick 
response, based on ambiguous and incomplete data. This catls for a relatively flat 
organisation and flexible and less structured jobs. 

Integrated Cost Leadership/Differentiation Strat•�gy 

Some companies may attempt to simultaneously 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 relatiive to feah.ires 
offered by cost leadeiship companies' products. 

8.3 Implementing Functional Strategies 

Each functional unit of the organisation has a strategy for achieving i,ti; own mission 
and for helping the organisation reach its overall vision. Functional str:ategies 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: 

• Marketing intelligence, corresponding to the effort conducted bty 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 channels, and 
improved services approaches.

• Defining and analysing markets, for generating inputs to guid,e the product
positioning of the firm, through an appropriate mar)<.et 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.

• Product strategy, including decisions on: product offering, breadth of product
lines, mix, building, target markets, establishing strategic objective,s for products
(market share, profit contribution), and selecting a branding strategy.

• New product development and introduction, mainJy: 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 administr11tive and support systems, and new products introduction.

• 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.

• Price strategy, considering the product competitivt! positioning, its product mix,
brand strategy, product quality and features, and distribution, advertising and
sales force strategies.
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• 

• 

Promotion and advertising strategies based on advertising, presentation and 
promotion of ideas, goods, or services by an identified sponsor; personal selling, 
sales promotion, and publicity. 

Marketing organisation and managerial infrastructure, considering: the 
development of an oi:ganisational structure; planning, control and information 
systems; and rewards and incentives systems in accordance with the culture of 
the firm and the marketing strategy. 

Financial Strategies 

The major categories of decisions linked to finance strategy are as follows: 

• Financial intelligence, oriented at understanding the current characteristics and 
future trends of financial and capital ma.rkets around the world, such as: the 
enormous array of financial opportunities, changes in legislation, fluctuations of 
exchange rates, and the alternative options for risk management through financial 
transactions. 

• Capital budgeting, mainly: criteria for deciding on the goodness of investments, 
requests for: capital appropriation by type of investment, and the budget for total 
capital expenditures. 

• Mergers, acquisitions, and divestments, including: identification and evaluation 
of opportunities; ownership alternatives, joint ventures, international expansions, 
and, in general, guidelines for addressing these issues with a corporate perspective, 

• Equity management and dividend policy integrating: retained earnings as source 
of financing, share repurchasing, new equity issues, stock splits and policies 
concerning dividends and bonuses. 

• Long-term debt financing, which is central for determining the capital structure 
of the firm and the debt rating, and is mainly geared at: opening new sources of 
long-term debt, establishing the most convenient debt terms, and managing the 
debt portfolio. 

• Working capital management, dealing with all decisions linked to the shortterm 
financing of the firm; basically: cash management, credit management, and 
inventory management. 

• Pension fund management, encompassing all decisfons pertaining to the 
management of funds contributed by the firm and its employees for retirement 
purposes. 

Human Resources Management Strategies 

The major categories of decisions linked to human resources management strategy are 
as follows: 

• Human resourcesmanagernentintelligence, oriented at understanding the practices 
of management prevailing in human resources markets, and the expected changes 
in them. Important issues are: reward structures, levels or compensations for 
different positions and jobs, aJtematives for training and capacities development, 
changes in legislation related to human resources management, trends in 
uriionisation, external focuses of attraction of key specialists, obsolescence of skills 
in lower level personnel, and retraining practices. 

• Selection, promotion and placement, for managing the flow of people in, through, 
and out of the organisation, and matching available h uman resources to jobs in 
the organisation. 



• Appraisal, for evaluating the performance of peopte within the organisation, thus 
enabling the proper allocation of rewards, the design of effective management 
development programs, the maintenance of current inventory of talent, and the 
proper promotion and placement of personnel. 

• Rewards, providing compensation in differentforms,suchas:monetary, promotion, 
management praise, career opportunities, appreciation from customers, personal 
sense of well-being, opportunities to learn, security, responsibility, respect and 
friendship with co-workers. 

• Management development, creating mechanisms to enhance skiUs, promotional 
opportu.ni.ties, and career paths. 

• Labour/employee relations aimed at establishing a cooperative climate between 
managers and employees. 

Procurement Strategies 

The major categories of decisions linked to procurement strategy are given below: 

• Procurement intelligence, geared at understanding the common practices 
prevailing in markets that are factors of production for the firm, and trying to 
anticipate transformations that may affect the performance of the procurement 
function. Important issues are: alternative sources of supply from around the world, 
legislative changes, cartelisatjon of suppljers, general health and competitive 
standing of key suppliers, technological changes that may affect procurement, 
distribution patterns, and material management practices and innovations. 

• Selection, evaluation, and development of suppliers, for: finding, selecting, 
evaluating, developing, admirustering and motivating suppliers able and wiUing 
to provide consistent quality, service, and competitive prices; maintairung a 
healthy relationship with suppliers subcontracting, buying i.nside the company, 
and make vs. buy decisions. 

• Quality management of purchased goods, which i,ndudes: definjng the proper 
quality specifications of the procured goods, inspection of the purchased items to 
ensure conformance with the stated specification, and even establishing a quality 
control process at the suppliers plant. · 

• Materials management of purchased goods, dealing with the flow of all of the 
purchased goods into the orgarusation, mainly: materials planning and control, 
order processing, incoming traffic, inventory control, receiving, in-plant materials 
movements, and scraps and surplus d isposal. 

• Value analysis, price/cost analysis, and standardisation, to confront with ample 
information the difficult trade-offs among price, q~ality, design, manufacturability, 
standardisation, and cost. Value analysis is a systematic effort directed at analysing 
the functional requirements for achieving the lowest attainable cost, consistent 
with the needed performance, reliability, quality, and maintainability of a product. 

• Procurement organisation and managerial infrastructure. 

Manufacturing Strat egies 
The major categories of decisions linked to manufacturing strategy are as follows: 

• 

• 

Manufacturing intelligence, lo observe the practices and trends of manufacturing 
in the iAdustry, such as: changes in competitors' facilities, technological 
developments in process_ technologies, new raw materials or components, 
standardisation, capital investment practices, and environmental legislation. 

Facilities, mainly the number of plants, their sites and location, and most 
importantly, how specialised or focused facilities are and the degree of fle,obility 
they possess. 
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Technology Strategies 

The major categories of decisions linked to technology strategy are given below; 

• 

• 

• 

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). 

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. 

Timing of new technology introduction, mainly decisions as to whether to lead 
or to lag competitors in process and product itu1ovations, identifying the benefits 
and risks associated with a leadership and followersh.ip 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 available are: internal development, acquisition,
licensing, internal ventures, joint ventures or alliances, venture capital, and
education acquisitions.

• 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 resourc�s 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: 

• Decisions about R&:DemphasisstrategiesinvoJve basic scientific research, product
development, or process development.

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

• 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 aie 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 budge.ting is, of course, 
that it forces managers to plan ahead. As a result of the corporate restructuring in



2. 

the 1990s and early 2000s, many managers have had to make, and are still making, 
many changes in their day-to-day operations. 

Better Coordinate Activities: As you know, companies are composed of many 
segments covering many functions and programs. During the budge-ting process 
the plans and related financia l budgets of the various segments are brought 
together in one place. 

3. Helps in Evaluating Performance: Performance evaluation is not an easy task. 
Obviously, managers desire a fair evaluation of their performance. They want to 
know what is expected of them in advance. 

4. Helps in Controlling: Successful companies create a control environment. They 
have an effective set of internal controls to assl.lre complia_nce with management's 
policies and procedures. Controls must assure compliance by emplloyees at aU 
levels. Managers must understand and follow the limits on their .authority to 
expend the c9mpany's resources. 

5. Helps in Allocating Resources: During the budget-planning phase many resource 
allocation decisions are made. A good example is capital expenditures. The 
various segments of a company will request a budgeted rupee amount for these 
expenditures. Invariably, the total amount requested exceeds the company's 
ability to finance that total. Consequently, a capital rationing process :is used. 

6. Helps in Motivating: Management to motivate managers and employees can use 
budgets. If managers participate in the planning process and budget ]preparation, 
they are likely to develop more of a commitment to achieving the budget's 
objectives. In the process they also realise more fully that their piece of the budgets 
is important in coordinating the overaU plan. If a company can develop a fair 
budget review process (and a fair performance evaluation process), managers 
will be motivated to achieve desired results. Conversely, if these processes are not 
perceived as fair; the budgetary system will have a negative effect on motivation. 

Process of Budgeting 
A variety of approaches can be used to administer the budget. They vary with the way 
top management controls the budget process. Most large companies use some type of 
budget committee format. Another important ingredient is a budget manual, which 
describes policies and procedures and the all-important timetable for completion. 

Most large companies appoint a budget committee. The advantage of having a budget 
committee is that members can be selected from the various functional areas of the 
company. Since a basic purpose of the committee is to coordinate activities throughout 
the company, members of the committee must have expertise in the various functional 
areas. These areas should include marketing, production., personnel, finance, and 
accounting. 

The budget director, who has ultimate responsibility for formulating the budget, chaixs 
the committee. The budget director's position in the company and the resjponsibilities 
assigned wiJJ affect the. perc_eived importance of the budget by company members. In 
some companies the budget director has significant strategic authority. 

Such a blend can be described as follows: 

L Top management sets forth in broad terms, and sends to the operating unit 
managers, an overview of the environment, the corporate goals for the year, and 
the resource constraints. 

2. 

3. 

Each operating unit manager formulates in broad terms the unit's operating plans, 
performance targets, and resource requirements. 

Top management collects, combines, and evaluates information from all the 
operating units. 
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4. Top management assesses and revises targets and resource availabilities, and
assigns preliminary estimates to each operating unit.

5. Operating unit managers plan their acti_vities in detail, determine their resource
needs, and prepare their final bu�gets, which are sent to top management.

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

8.5 Strategic Evaluation and Control 

Evaluatin·g Strategies 

Evaluation is simply putting a value on something. In 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 Crating, 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
to deliver this strategy when compared with your potential competitors. Will your
organization stand out against the competition?

2. Compatibility of a strategy, you will mied to weigh up the team.'s skills, knowledge
and motivation, to ens11ue that the strategy 'fits' with the organizations's resources
and morale. Technical and professionaJ skills and knowledge may be needed

_, in
addition to skills and knowledge of how to work together as a team.

3. Controllability that an organiz.a.tion 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
controlled.

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 wro.Rg and the exte1,t 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 audit and is extremely useful as a diagnostic tool 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 corporatio11 and 
help generate solutions to the problem. 



Box 8.1: The Strategic Management Process Audit 

1 . To what extent do you feel top management hos been committed to the pursuit of stotE:d 
corporate strategy? 

2. To whot extent do you feel corn1TJitted to the pursuit of stoled corporate strategy? 

3. Hos top management's deci~ion making been consistent with stoled corporate strategy? 

4. Hos decision making been more or less centralised than ontidpoted? 

5. Do you feel you hove received sufficient resource support (financial ond human) to 
pursue your stated plans? 

6. Do everyday, operational plans seem to support the overoll corporate strategy? 

7. How would you rote the extent and quality of the coordinaiion of plans omong functional 
areas/deportments/divisions? 

8. How would you rote the extent and quality of the communication of plans to lower 
orgonizotionol levels? 

9. Does the reward system (pay, promotions, etc.) seem to be tied to your strategic planning 
efforts? 

l 0. Do the written plans seem to adequately represent the oc.tuol goals toward which 
managers seem to be working? 

11. How complex is the present strategic planning process? 

12. How formal is the present strategic planning process? 

13. Do you feel you hove the right types and amounts of external information to fulfill your 
strategic planning responsibilities? 

14. Do you feel you hove the right types and amounts of internal information to fulfill your 
strategic planning responsibilities? If not, what other internoJ information do you feel you 
need? 

1 5. Would any other trolnlng help you do o better job of strolegfc planning? If yes, v,i... · 

other specific training would help? 

16. Who ore the major problems of the current strategic planning system? 

17. How might the strategic planning process be improved upon? 

Source: "Auditing the Planning Process," C. Aaron KeUy, Managerial PlMJ;l.ing 32, na.4 Oanuary February 1984). 

The strategic audit is not an aU-inclusive list, but it presents many of the critical 
questions needed for a detailed strategic analysis of any business corporation. Some 
questions or even some areas might be' inapprppriate for a particular company; in other 
cases, the questions may be insufficient for a complete analysis. However, each question 
in a particular area of the strategic audit can be broken down into an additional series 
of subquestions. 

Current Situation 

Current Performance 
How did the corporation perform the past yea.r overall in terms of retum on investment, 
market share, and profitability? 

Strategic Posture 
What are the corporation 's current mission, objectives, strategies, and policies? 

1. Are they clearly stated or are they merely implied from performance? 

2. Mission: What business(es) is the corporation in? Why? 
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3. 

4. 

Objectives: What are the corporate, business, and functional objectives? Are they 
consistent with each other, with the mission, and with the internal and external 
environments? 

Strategies: What strategy or mix of strategies is the corporation following? Are 
they consistent with each other, with the mission and objectives, and with the 
internal and external environments? 

5. Policies: What are they? Are they consistent with each other, with the mission, 
objectives, and strategies, and with the internal and external environments? 

6. Do the current mission, objectives, strategi"es, and policies reflect the corporation's 
international operations - whether global or multidomestic? 

Corporate Governance 

Board of Directors 

1. vVho are they? Are they internal or external? 

2. Do they own significant shares of stock? 

3. Is the stock privately held or publicly traded? Are there different classes of stock 
with djfferent-voting rights? . 

4. What do they -contribute to the corporation in terms of knowledge, skills, 
background, and connections? If the corporation has international operations, do 
board members have international experience? 

5. How long have they served on the board? 

6. What is thejr level of involvement in strategic management? Do they merely 
n19ber-stamp top management's proposals or do they actively participate and 
~ .. 5gest future directions? 

Top Management 

1. What person or group constitutes top management? 

2. What are top management's chief characteristics in terms of knowledge, skills, 
background, and style? If the corporation has international operations, does 
top management have international experience? Are executives from acquired 
companies considered part of the top management team? 

3. Has top management been responsible for the corporntion's performance over the 
past few years? How many managers have been in their current position for less 
than 3 years? Were they infernal promotions or external hires? 

4. Has it established a systematic approach to strategic management? 

5. What is its level of involvement in the strategic management process? 

6. How w,ell does top ffi;'lnagement interact with lower level managers and with the 
board of direc.tors? 

7. Are strategic decisions made ethically in a socially responsible manner? 

8. ls top management sufficiently skilled to cope with likely future challenges? 

External Environment: Opportunit ies and Threats (SWOT) 

Societal Environment 

1. What general environmental forces ace currently affecting both ,the corporation 
and the industries in which it competes? Which. present current or future threats? 
Opportunities? 



(a) Economic 

(b) Technological 

(c) Political-legal 

(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?. 

(a) Threat of new entrants 

(b) Bargaining power of buyers 

(c) Th.reaJ of substitute products or services 

(d) Bargaining power of suppliers 

(e) Rivalry among competing firms 

(.f) Relative power of unions, governments, special interest groups, etc. 

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

Summary of External Factors 

Wl1ich 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) ls the decision-making authority centralised around one group or 
decentralised to many units? 

(b) Is it organized on the basis of functions, proj.ects, geography, or some 
combination of these? 

2. Is the structure dearly understood by everyone in the corporation? 

3. 1s the present structure consistent with cunent 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 corporatfons? 

Corporate Culture 

1. ls there a well-defmed 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 positfof,\ on important issues facing the corporation (that is, 
on productivity, quality of performance, adaptability to changing conditions, and 
internationalisation)? 
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4. 

5. 

Is the culture compatible with the employees' diversity of backgrounds? 

Does the company take into consideration the values of each nation's culture in 
which the firm operates? 

Corporate Resources 

1. Marketing 

(a) What are the corporation's current marketing objectives, strategies, policies 
and programmes? 

(i) Are they clearly s tated, or merely implied from performance- and/or 
budgets? 

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

(b) How well is the corporation performing in terms of analysis of market 
position and m arketing mix (that is, product, price, place, and promotion) 
in both domestic and inter.na tional markets? What percentage of sales comes 
from foreign opera tions? 

(i) What trends emerge from this analysis? 

(ii) What impact have these trends had on past performance and how will 
they probably affe.ct future performance? 

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

(iv) Does finance provide the company w ith a competitive advantage? 

(c) How well does this corporation's marketing performance compare with that 
of silTlilar corporations? 

(d) Are financial managers using accepted marketing concepts and techniques 
to evaluate and improve p roduct performance? (Consider product life cycle, 
market segmentation, market research, and product portfolios). 

(e) Does finance adjust to the conditions in each country in which it operates? 

(£) What is the role of the marketing manager in the strategic management 
process? 

2. Research and Development (R&D) 

(a) What are the corporation's current financial 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? 

(iii) What is the role of technology in corporate performance? 

(iv) Does R&D provide the company witJ1 a competitive advantage? 

(b) · What return is the corporation receiving from its investment in R&D? 

(c) -Is the corporation competent in technology transfer? p q_es)t u~e concurre~ 
engineering and cross-functional work teams in product and process design? 

(d) What role does technological discontinuity play in the company's products? 



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

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

(g) What is the role of the R&D manager in the strategic managem1~nt process? 

3. Operations and Logistics 

(a) What are the corporation's current manufacturing/service objectives, 
strategies, policies, and program.mes? 

(i) Are they clearly stated or merely implied from pe rfoirn;ance and/or 
budgets? 

(ii) Are they consistent with the corporation's mission,. objectives, 
strategies, poUcies, 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 th,e amount of 
outsourcing appropriate to be competitive? Is purchasing be.ing handled 
appropriately? · 

(i) If produ.ct-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 d ientele or intermittent service over time to varied 
dientele), age and type of supporting equipment, degree· and role of 
automation and/ or use of mass_ communication devi_ces, (diagnostic 
machinery, videotape machines), facility capacities and utilisation 
rates, efficiency ratings of professional/service personnel,. availability 
and type of transportation to bring seIVice staff and clientele together. 

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

(d) Is there an appropriate mix of people and machines, in manufacl:uring firms, 
or of support staff to professionals, in service firms? 

(e) How wclJ does the corporation perform relative to the comp,etition? Is it 
balancing inventory costs (warehousing) with logistical costs (just-in-time)? 

Consider costs per unit of labour, material, and overhead; downtime; 
inventory control management and / or scheduling of service staff; 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? 

(ii) What impact have these trends had on past performance 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 competi.tive advantage? 
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(f) Are operat10ns managers usmg appropnate concepts and techniques to 
evaluate and Improve current performance? Consider cost systems, quality 
control and reliability systems, inventory control management, personnel 
schedulmg, TQM, learning curves, safety programmes, and eng.ineering 
programmes that can improve efficiency of manufacturing or of service. 

(g) Does operotions adjust to the conditions in each country in which it has 
facilities? 

(h) What is the role of the operations manager in the strategic management 
process? 

4. Human Resources Management (HRM) 

(a) What are the corporation's current HRM 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, 
strategjes, policies, and with internal and external environments? 

(b) How well is the corporation's HRM performing in terms of improving 
the fit between the indjvidual employee and the job? Consider turnover, 
grievances, strikes, layoffs, employee training, and quality of work life. 

(i) What III'ends emerge from this analysis? 

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

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

(iv) Does HRM provide the company with a competitive advantage? 

(c) How does this corporation's HRM performance compare with that of similar 
corporations? 

(d) Are BRM managers using appropriate concepts and techniques to evalua te 
and improve corporate performance? Consider the job analysis programme, 
performance appraisal system, up-to-date job descriptions, training and 
development programmes, attitude surveys, job design programs, quaHty of 
relationship with unions, and use of autonomous work teams. 

(e) How well is the company managing the diversity of its workforce? 

(f) Does HRM adjust to the conditions in each country in which the company 
operates? Does the company have a code of conduct for HRM in developing 
nations? Are employees receiving international assignments to prepare them 
for managerial positions? 

(g) What is the role of the HRM manager in the strategic management process? 

5. Information Systems (IS) 

(a) What are the corporation's current is objectives, strategies, policies, and 
programmes? 

(i) Are they clearly stated, or mereliimplied from performance and/or 
budgets? 

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

(b) How well is the corporation's IS performing jn terms of providing a useful 
database, automating routine clerical operations, assisting managers in 



making routine decisions, and providing information necessary for strategic 
decisions? 

(i) What trends emerge from this analysis? 

(ii) What impact have these trends had on past performance and how wi I] 
they probably affect future performance? 

(iii) Does this analysis support the corporation's past and penciling strategic 
decisions? 

(iv) Does 1S provide the company with a competitive advantage? 

(c) How does this corporation's rs performance and stage of development 
compare with that of similar corporations? 

(d) Are rs managers using appropriate concepts and techniques to ievaluate and 
improve-corporate performance? Do they know how to build and manage 
a complex database, conduct system analyses, and implement interactive 
decision-support systems? 

(e) Does the company have a global IS? Does it have difficulty with getting data 
across national boundaries? 

(f) What is the role of the IS manager in the strategic management process? 

Summary of Internal Factors 

Which of these 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 futuire? 

Analysis of Strategic Factors (SWOT} 

Situational Analysis 

What are the most important internal and external factors (Strengths, Weaknesses, 
Opportunities, Threats) that strongly affect the corporation's present and future 
performance? List five to ten strategic factors. 

Review of Mission and Objectives 

1. Are the current mission and objectives appropriate in light of the key strategic 
factors and problems? 

2. Should the mission and objectives be changed? If so, how? 

3. If changed, what wilJ the effects on the firm be? 

Strategic Alternatives and Recommended Strateg:y 

Strategic Alternatives 

1. Can the current or revised objectives be met by the simple, more careful 
implementing of those strategies presently in use (for example, fin,e-tuning the 
strategies)? 

2. What are the major feasible alternative strategies available to this c:orporation? 
What are the pros and cons of each? Call corporate scenarios be developed and 
agreed upon? 

(a) Consider cost leadership and differentiation as business strategiies. 

(b) Consider stability, growth, and retrenchment as corporate strategies. 
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(c) Consider any functional strategic alternatives that might be needed for 
reinforcement of an important corporate or business strategic a lternative. 

Recommended Strategy 

1. Specify which of the strategic altema tives you are recommending for the corporate, 
business, and functional levels of the corporation. Do you recommend different 
business or functional strategies for different units of corporation? 

2. Justify your recommendation in terms of its ability to resolve both long- and short­
term problems and effectively dea l with the strategic factors. 

3. What policies should be developed or revised to guide effective implementation? 

Implementation 

1. What kinds of programmes (for example, res~ructuring the corporation or 
instituting TQM) should be developed to implement the recommended strategy? 

(a) who shouJd develop these programmes? 

(b) Who should be in charge of these programmes? 

2. Are the programmes financially feasible? Can pro fonna budgets be developed 
and agreed upon? 

(a) Are priorities and timetables appropriate to individual programmes? 

(b) Will new standard operating procedures need to be developed? 

Evaluation and Control 

1. ls the current information system capable of providing sufficient feedback on 
implementation activities and performance? Can it measure critical success 
factors? 

(a) Can performance results be pinpointed by area, unit, project, or function? Ts 
the information timely? 

(b) ls the information timely? 

2. Are adequate control measures in place to ensure conformance with the 
recommended strategic plan? 

(a) Are appropriate standards and measures being used? 

(b) Are reward systems capa bJe of recognizing and rewarding good performance? 

Remember strategy formulation, implementation and evaJuation are not separate 
watertight compartments, they interact with each other and carry on simultaneously. 
Evaluation is done at eveiy point of strategy process and it would be unjustified to say 
that control can occur at the end only for it is a part of evaluation. 

Just remember even after full care has been taken to do the best you can, something can 
still go wrong as it was unforeseen and h,as Just crept up at the la.st moment. 

Final Comments 

In other words, even when the intentions are good, the financial results may be bad and 
vice versa! There is no magic formula that can be applied anywhere and everywhere. 
The only thing we can say is that following the process and keeping your eyes fully 
open and ears to tl;le ground will take you fa rther in your journey rather than just fire 
fighting when problems arise. 
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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 ha� just begun. 

Student Activity 

Fill in the blanks: 

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

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

3. . .................. involves 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 intel ligence, 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 showd be kept in mind 
for all functions because there is always the possibility of special economies of scale 
or scope, or of a unique form of interrelationship among functions. We have chosen to 
stress horizontal strategy on1y within the realm of technology, but there are additional 
horizontal opportunities in all of the other functions. Now, we comment brieny on each 
one of the seven functions. 

8.8 Keywords 

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

Functional Strategies: Functional strat�gies 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). 

Budgf.'t: The budget can be defined as a financial plan showing how the company will 
acquire resources and use them in operations during a specified time period, usually 
one year. 

Physical FaciliHes: Physical facilities are the resource whose strategic influence is 
perhaps most frequently misunderstood. 
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8.9 Review Questions

1. What are the different types of business-level strategy?

2. What are the key decisions related to marketing strategies?

3. Define financial strategies.

4. Describe the key decisions required to implement functional strategies.

5. Explain the role of budget�

6. What is the process of budgeting?

7. Write a note on strategic audit.
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9.0 Leaming 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 planning

• Describe TQM tools and techn1ques

9.1 Introduction 

The operations function plays a very important role in implementing strategy. It 
establishes the Jey-eJ of quality as a product is manufactured or as a serviice is offered. 
For example, the decision whether to stress high quality regardless of cost, lowest 
possible cost regardless of quality or some combination of the two h1:1s numerous 
important implications. A highest possible quality strategy dictates sta1te of the art 
technology and strict adherence to design and material requirements. A combination 
strategy may require lower grade technology and less concern about pmduct design 
and materials specifications. 1f the firm decides to upgrade the quality olf its products 
but lacks production capabilities and does not have the resources to replace its 
technology, it becomes difficult to reach the new standards. Therefore, ju:st 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 pu.rsu.it 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: 
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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 efficiem;y: 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
companies.

• Quality: It is the excellence of the product or servke- 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 sigruficantly superior to
that of its competitors, even if it h;:is to pay something extra to do so.

• Reliability: It is the degree to which the customer can count on the product 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 forecast'ing demand a.nd then deciding what resources 
wiU be required to meet t.hat demand. Dema,nd 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 Jo Mcclain and TI,omas, capacity 
planning involves the following sequential steps. 

• Predict fuh,re demands and competitive ·re.actions: The company must estimate
customer reaction to the products offered by it and also take care of potential
countermoves by competitors.

• Translate above estimates into capacity t1eeds: Based on forecasts, management
must decide the amount of each offermg that can be manufactured keeping input
limitations such as plant, equipment, human resources, etc., in mind.



• 

Create alternate capacity pla,is: 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 pla11: 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). 

• Ma.jor 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 te<.hnology through collaborations and joint ventures or develop it
indigenously? etc.

• Process planning: Here the operations manager is concerned with evaluating
transformation proc.esses 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 materia'is through a
continuous transformational process. 8akh processing calls for work to be done
on materials in batches or separate orders. Once the basic transformational process
is identified, the decision then shifts to the physical arrangements to be made
within the process .

• Facilities Location PlaHning: 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, governmental
incentives, etc.

• Facility La.yout Planning: It establishes the manner in which workspace is to be
arranged for each operation. For virfually 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 wh.lch 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 ass emb.ly, 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.
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• Purdtasing Ma11agement: 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 rnsts. Buying too little
might lead to shoi:tages and high ordering costs. While buying materials and
supplies, the purchasing manager must also make sure that the guality of what is
purchased meets the firm's requirements, that the supplier is reliable and that the
best financial terms are negotiated.

• Inventory Management: It deals with the proper management ot the organisation's
inventory 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 should 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 or better ( or both). By farming out activities in w h.ich
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 circle is a small group of employees who meet periodically
to solve quaJity problems related to their jobs. H\e 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 q11ality control: Managers, traditionally, use inspection 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
components to inspect but also how many units or components to inspect. One
way of addressing this question is called statistical quality contml (SQC). SC!C is
a process used to determine how many units of a product should be inspected to
calculate a probability tl1i\t the total number of units meets organisational quality
standards. Although managers limit inspection costs by not examining alJ units,
they must take can.• 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
alJ functional and divisional managers in an organisation" (FR David).
Di5CUSS.

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

3. 'TQM is anchored to organisational culture because successful TQM
is deeply embedded in virtually every aspect of organisational Jife'.
Explain.



9.7 Summary 

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

• Produc t service Mix

• 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 the important role of operations in organisational 
success and the involvement of operations managers in the organisations strategic 
planning. 

To tat Qllality Management (TQM): TQM is a strategic com mi tmen t by top management 
to change its whole approach to business to make quality a guiding factor in everything 
it does. 

9.9 Review Questions 

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

2. Explain the following tenns briefly:

(a) TQM

(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 good one? Explain your
reasoning.

8. How does operations management help organisations meet customer's competitive
priorities?

9. What 1s productivity? How can it be improved?

10, What is the wle of operations management in modern 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
• Tixpla.in the finl!lncial 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 requi.rements, 
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 Fll.lnds 

Finance is required in order to maintain an adequate cash flow to keep the business 
operating and also for development. For the latter, the rig.ht 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 company, which refers to the kind and proportion of different securities 
for raising long-term finance. It involves decisions regarding the form of capitalisation 
(the sum total of all long-term securities issued by a company - equity as well as debt 
- and the surplus not meant for distribution). It deals with somei ticklish questions such
as what is the total capital required? What should be tine 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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I Financial Strategies and Policies I 
,t. 

di 
. 

,11 
Procurement of Funds Utilisation of Funds 

• How much
• Capital

• From where ellpenditure
• Al what price • Current operating
• When needs

• Surplus funds

Figure 10.1: Funds Management 

10.3 Utilisation of Funds 

The amounts raised through 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, office equipment etc.) over a fairly long 
period of time. 

Working capital may be expressed in two ways. Gross working capital refers to working 
capital as the total of current assets whereas the net working capital refers to working 
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 fom's profitability 
and liquidity. liguidity here means the ability to settle bills on time which is possible 
only when you have sufficient cash. The current assets should be deployed properly to 
improve overalJ profitability which is possjb[e only when you do not lceep your current 

i 

assets like cash idle. While striking a fine balance between these apparently conflict ng 
objectives, the finance manager has to take a number of factors into account 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 bys upp I iers 
of material a:nd buyers o.f products etc. Every company should, in the final analysis, try 
to reduce the operating cycle to the minimum jn order to o,anage funds efficiently and 
effectively. The operating cycle refers to the time taken for the conversion of cash into 
raw material, raw material into wor.k-in-process, work-in-process in to finished goods, 
finished goods into receivables and receivables into cash. 

Table l 0.1: Comparison between Own and Lease Options 

Own Assets Point of Distinction Leased Assets ;. 

Heavy omounls needed ln;Jiol outlay Not required 

Funds locked up: limited llexibili1y Oppo,iunity cost Funds con be put to olher uses 

No! signllicant Recurring expenditure Very high due to onnuol renlols 

Q...,ners must ob5orb the repair costs Repairs Generally, r10t the rasponsib,1,ty of the

leo;e-holder 

Owners must loce !he music ii rote Obsolescence risk Risk is minimum os ossels ore leased for 
of change in lechnology is very high shor1 periods 

lnteresl on loons, deprecia1ion Tax Benefits Annual lease rent allowed. 
repairs, moinlenonce etc available 



10.4 Financial Ratio Analysis 

Another useful way of ana.lysing a firm from a financial standpoint is to carry out a 
financial ratio analysis. Ratio analysis involves a study of ratios between v.arious items 
or groups of items .iJ1 financial statements. Ratios can be broadly classified into the 
following categories: 

• Liquidity Rntios: Liquidity ratios indicate the ability of a firm to meelt its erninenf
and shorMerm obligations. Generally speaking, the current rat.io should be about
2:1 aJthough what is acceptable depends on the industry and the situation.

• Leverage Ratios: These are capital structure ratios reflecting the long-term solvency
of the firm and are calculated for the benefit of long•term creditors. Jihey indicate
the ability of the firm to repay the principal amount when it becomes due and to
make regular payments of interest. b1dian 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 impontant activity
ratios measure inventory turnover and total asset utilisation.

• Profitability Ratios: TI1ere are two important profitability ratios, namely profit
margin (gross or net) on sales and return on investment. TI1e 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 0,11 investment i:s calculated
by dividing earnings after taxes by total assets (also called return on assets ratio).
TI1is ratio gives an indication of how productivity the organisation has acquired,
used and managed assets.

TI1e following is the summary of the most important financial ratios. 

Box 10.1: Important Financial Ratios 

Liquidity Ratios: 

2. 

Curren! Assels 
Cvmirri Ratio = -----­Current Liabilities

Current Assets -Inventory 
Qu1ek Ratio = -------­

Current Liabilities 
Leverage Ratios: 

TotolDebt 
1 . 'Total Debt Ratio = -----­

Copilol Employed 

Nel Worlh 
2 .. Debt-equity Ratio = Total Debi

3. 

4, 

Capital-equity Ratio = 
Capitol Employed or Net Assets 

Net Worth 

EBIT + Depredation 
lnteres! Coveruge = ------­

Interest 
Activity Ratios: 

1. Inventory Tumover =
Cost of Goods Sold or Soles 

Inventory 

2. 
360 

No. of Doyg, lnveritory = -----­
Inventory T umover 

Contd ... 
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3. 

4, 

Credit Soles or Soles 
Debtors Turnover � ------­

Debtors 

360 
Collection Period= -----­

Debtors Turnover 

Soles 
5. Assets Turnover = 

Net Assets or Capitol Employed 

Sales 
6. Working Capitol T1.1rnover ca= -------

Net Working Capitol 

Profitability Ratios: 

2. 

3. 

4. 

s, 

Gross Profit 
Gross margin c:= ---­

Soles 

Profit After Tax 
Net Margin = ----­

Sales 

PAT 
PAT to EBIT Ratio 

= EBIT 

EBlT 
(i) Return on lrweslmenl =

Net A5sets or Capital Employed 

PAT 
Return on Equity = ---­

Net Worth 
Where 

PAT = Profit After Tm( 

EBIT = Earnings Before Interest ond To, 

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 strateg.ic alternatives 
such as acquisition or investment in new products or nttw plants and pinpoint the 
most lucrative ones. Finall'y, it provides a distinct competitive advantage through 
cheaper funding and a flexible ability to raise capital (Clarke). As indicated previously, 
investments should yield more than the cost of capital used to fund them. The profits 
earned should be greater than the money required to finance a Joan or increased equity 
funding. Choices between equHy dilution or loan funding should be made carefully. 
Loan funding requires r�guJar and fixed interest payments whereas equity offers more 
flexibHity. At the same time, equity is quite expensive in that it is not easy to service a 
large equi,ty. When earnings a re not cons is tent, loan funding becomes a risky proposition. 
To strike a balance between the two, coll}:panies look for leasing opportunities 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 invesbnents elsewhere. The company, additionally, obtains tax 
concessions. 

Strategic Investment Decisions 

While allocating funds to major projects (buy equipment, acquire another company, 
launch new product, etc), a finance mana.ger should carefully look into other strategic 

http:Debto.rs


issues - in addition to the ability to raise money and costs involved (Thompson) -
namely: -

1. Does the proposed investment make sense strategically, given the present 
objectives? 

2. Will the investment yield an adequate financial return? 

3. How long wUI it take to achieve the best fit between investments and generating 
returns (estimating cash flows over a period of time)? 

4. Is it worthwhile to proceed further? What other strategic alternatives could be 
profitably explored? 

5. Is the proposal strategically attractive? Will any advantage gained be sustainable? 
Are there any synergies with other parts of the bus,iness? 

6. Can we incorporate the risk and uncertainty elements into the evaluation process 
through, say sensitivity analysis? (Sensitivity analysis involves changing certain 
parameters and finding their implications). · 

7. While acquiring companies, finance managers should carefully value a company 
taking earnings potentlal, market share, brand value, investor perception etc. into 
account (the hidden costs, implicit financial obligations, overheads and other 
indirect costs should be evaluated carefully). 

Competitive Advantage 

Companies obtain competitive advantage in the field of finance through low cost 
finance (cost of capital lower than one's competitors), cost effective production, high 
quality through low wastage, proper inventory management and purchas;e and stores 
control. The ability to raise funds from appropriate sources at competitive rates would, 
often, spell the difference between success and failu re. While committing funds to the 
best advantage, the finance manager should critically evaluate investmeint proposals 
and lop off things that do not add value. Unrelated diversification moveis, acquiring 
businesses that do not mesh with existing operations or bring in additional benefits, 
losing debt capital to conquer territories rapidly are sorne of the risky moves that need 
dose monitoring. The reduce costs, the finance manager should also manage working 
capital effectively. Working capital, as a rule, is related to the movement of fonds in and · 
out of the business. If there is proper inventory management, d~btors (d,ays of credit 
extended) and creditors (days of credit taken), then overdrafts can be cut down or cash 
flows enhanced. As a result, there is either a saving of interest payments wlnich literally 
leads to reduced costs or to improved returns on investments. 

Student Activity 

l. Is the following statement true or false - "Retained Earnings on 
the balance sheet are not qionies available to finance s1trategy 
implementation"? Explain. 

2 "Fwancial policies and strategies deal with creation of we;alth to 
shareholders" - Is thls true? ff yes, how? 

3. What factors generaUy influence the procurement and utilisation of 
funds in the case of a medium-sized firm operating in an envirdnment 
marked by rapid diange? 

4. Is it possible to buiJd competitive advantages through appwpriate 
financial strategies? If yes, explain through an example supporting 
your arguments. 
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10.6 Summary 

Every finance manager must resolve there important is sues - 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 devjsed to solve this problem and are prepared taking into effect 
various f actors 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. ln order to 
achieve optimal use of operating funds, the finance m anager 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 
acc;urnulated. 

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-capit.aHsed 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 
Barney, J. B., & Hesterly, W. S. (2019). Strategic management and competitive 
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• Wheelen, T. L., Hunger, J. D., Hoffman, A. N., & Bamford, C. E. (2018). 

Strategic management and business policy: Globalization, innovation, and 
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11.0 Leaming 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 promotion strategies

11.1 Introduction

Marketing is the business fu.nction 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 
requites everyone in the m:ganisation 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 mix is de-Signed to differ·entiate 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 on the basis of 
needs, characteristics or behaviour, 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 di.stinguish one customer group 
from another within a given marke.t and focus attention on the segment which could be 
exploited profitably. In thepassengercarmarket,forexample,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 
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and operating economy (popular, smalf car segment). Yet another segment could be 
concerned about reasonable comforts at an affordable price (mid~size segment). In the 
present day competitive scenario, there is no use adopting one marketing mix strategy 
for all the segments (remember what happened to Ambassador and Premier Padmini 
i.n India?). 

Why Market Segmentation? 

Market segmentations offers innumerable benefits to a firm: 

l. It is able to find out and compare the market potential of its products in various 
market segments. 

2. The firm can carry out a SWOT analysis, find its own strengths in comparison to 
others in each segment. 

3. By focussing sharply on each of the different customer groups within a market, 
market segmentation would make the marketing effort more economical. 

4. The firm can explore and create new markets for its products. 

5. Segmentation forces rivals to face each other head-on: offer their best products to 
customer at competitive prices and innovate continually to stay in the business. 

How to Segment a Market? 

Segmentation can be done using several bases. In consumer marketing, there are 
four major segmentation variables: geographic, demographic, psychographic and 
behavioural. In geographic segmentation, the market is divided into different 
geographical units such as nations, states, regions, cities, etc. Fast food restaurants such 
as McDonald's and Burger King use information on population size and population 
density to help them select restaurant locations. In demographic segmentation, the 
market is classified into groups based on age, sex, family size, income, education, 
occupation, religion, race and nationality. Infact, many products are designed for 
groups based on the basis of sex (clothes, cosmetics); age (toys) or income (automobiles). 
In psychographic segmentation, the market is divided into different groups based on 
social class, life style or personality cbaracteristics. In benPfit segmentation, conswners 
are grouped into markets on the basis of different bene.tits sought from the p roduct. 
For example_, the toothpaste market can be divided into four groups, based on benefit 
segmentation. The sensory segment would require flavour, product appearance 
(children demanding spearmint toothpaste). The sociable segment would need bright, 
sparking teeth (outgoing, active youth market), the worrier segment would demand 
decay prevention (large families using toothpaste heavily); and the independent 
segment would require low prices and usually prefer sale brands (R.l Haley). 

Segmentation Strategies 
Segmenta tion strategies are of three types undifferentiated, differentiated and 
concentrated. An undifferentiated marketing strategy (mass marketing) ignores market­
segment differences and goes after the whole market with one offer. The focus here is on 
what is common in the needs of consumexs rather than what is different. An example 
of undifferentiated marketing is the Coca-Cola company's early marketing of only one 
drink in one bottle size in one taste to s uit everyone. This strategy is appropriate if 
consumers are insensitive to product variations, if the competition is light, or if the 
product itself cannot be early varied. It has limited use in the present day competitive 
world where even ~ater is marketed in brands to different segments. 

Targeting Market Segments 
Market targeting is the act of selecting one of more market segments to enter. While 
doing so, the firm should look into three things: segment size and growth, segment 



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 
competi'tive. Hence, such firms may go after smaller segments and serve th,e same with 
a unique marketing mix. However, ii the firm has a competitive adva.ntage 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: wheth,er 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 has a 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 pJroducts and 
services, in the minds of its customers. Positioning is the act oi desining the firm's offer 

g

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 
it will distinguish itself from competitors. A difference is worth establishin:g if it mee'ts the following criteria (Keller): 

• Important: The difference delivers a highly valued benefit to a suffici,ent number
of buyers.

• 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.

• Communicable: The difference is communicable and visible to buyers,

• Preemptive: The difference cannot be easily copied by competitors.

• Affordable: The buyer can afford to pay for the differe.nce.

• Profitable: The company will find it profitable to introduce the differe•nce.

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 Wi"¼nt 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. 

• 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 p1:oduct Lines
that a firm offers. Decisions here usually deal with four aspects: width, length,
depth and consistency. The widfh of a prnduct mix is based. on the number of
different product lines which a firm offers-. Product mix length rE'fers to the
total number of items the firm carries. within its product lines (like l:en laundry
detergents, eight shampoos, etc.).
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• Net.v product development decisions: Rapid changes in consumer tasks, technology
and competition compel firm6 to develop a steady stream of new products and
services. New pioducts for our discu.ssion 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 l)LC concept is based on four premises: 

• Products have a limited life;

• Product sales has to go through distinct stages, each with different marketing
implications;

• Profits from a product vary at different stages in the life cycle;

• 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 exh.ibits 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 lao�nched, 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 pea.kin the growth and 
maturity stages and then decline. 

5tage 

Losses/ 
investment (Rs) 

lntrodudion 

figure 1 1.1: Product Life Cycle 

Time 

If 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 product 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 come.s 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 ofequal duration. Some products will pass 
through a rapid growth period soon after introduction; others skip the growth stage. 
and enter the maturity stage after mtroduction. Some produots move from maturity to 
a second stage of rapid growth ifdurmg the maturity stage a n€w or improved product 
is introduced just at ,the time. the sales begin to decline. 



Introduction St age 

It is .a period of slow growth. As can be seen from the p.rofit curve, profits are almost 
non-existent due to heavy promotional and research expenditure. The slow growth and 
non-existence or inadequacy of profits are due to the following reasons: 

(a) Technical snags in the new product and its non-acceptance by the public. 

(b) 

(c) 

(d) 

Its production capacity may not still be geared to the new product or fit in the 
existing product line. 

Distribution channels may be inadequate. 

Small number of buyers if the product is expensive. 

(e) Heavy distribution and promotional expenses in the introductory stage. 

(f) High cost of production due to small scale production. 

In the introduction stage, competitors are few and the promoters usually direct their 
energies to the higher income groups and adopt a pricing policy of skimming the profits. 
The marketing strategy involved is extensive advertising, aggressive sales promotion 
and introducing inducements. 

Growth Stage 

It is a period of consumer acceptance and profit improvement; sales and profits rise due 
to the following reasons: 

(a) Technological snags have been ironed out and quality is better. 

(b) New segments of the market are pierced. 

(c) New distribution channels are opened. 

(d) Profits rise as promotion costs are spread over a larger volume of production. 

In the growth stage, competitors enter attracted 6y profits. Prices remain the same or 
fall slightly so as to attract the next layer of the price-conscious buyers. Companies 
maintain their promotional expenditure at the same level 0r a slightly less level 
to fight competition. However, s.irt.ce sales rise, the promotion - sales ratio declines. 
The promotional expenditures remain high although they tend to fall as a ratio to 
sales volume. The tailing ratio of promotional expenditure to sales is an important 
contribution to high profits at th.is stage. The marketing strategy now shifts to price 
appeals and product improvements. 

Maturity Stage 

It is a period of slowdown in the rate of growth as sales reach the maximum and then start 
declining. Profits also reach the peak and start declining as competitors enter the field 
and many promotional expenses have to be undertaken. The slow rate of sales growth 
leads to excess capacity and strong price competition leading to mark-down pricing. 
Since the saturation point is reached, the company may merely attempt to recover 
costs. It is during this stage that many crucial decisions have to be made and market 
strategies to be properly spelt out. Firstly, the expenses of research and development 
have to be increased to find new uses of old products or an improved quality of the 
product and this will further reduce profits. Secondly, the new or improved product has 
to be introduced in the market just at the time the sales begin to decline; as for example, 
new uses have been found for paper such as paper bags, paper cups, paper napkins, 
etc. Similarly, research on cloth has produced doth that does not shrink, that does not 
require ironing, and so on. 
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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 produ�t 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 onJy 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 
products. 

11.6 Pricing Strategies 

The importance of price in marketing strategy varies according to a humber 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 econom.ic cycle (boom or bust), degree of price elasticity, etc. Any businr.ss should 
evaluate its pricing options when planning its marketing policies. Five categories of 
pricing strategies may be considered by marketing planners in this re.gard. 

Market Positioning .strategies 

An important marketing strategy is to determine where the business should be posiboned 
in its product marJ<ets. Price is one o( the commonly employed means to segment a 
market. High-price segment contains few competitors and wide profit margins. Buyers 
seeking top quality or p.restige products are less price sensitive. Medium-price segment 
is subject to intense competition -and therefore, offer::. tower profit margins. Low-prir;:e 
segment offers an oppor.tu:nity 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. 

• Cost-plus pricing: This approach involves dete.rmining 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.

• Target-return pricing: Thjs 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

• Marginal cost pricing: Sometimes called contribution pricing, a marginal cost
strategy is one in which orders are taken at p.rices 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 
to fixed cost rather than lose orders at prices that cover full costs. 

Trade Positioning Strategies 

These strategies offer higher or lower trade di.scoW1ts in order to position the firm in the 
market in an advantageous way. Higher trade discounts are offered generally: 

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

(ii) to encourage wholesalers to provide extra promotion effort.

i

Lower trade discoW1ts 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 produds 
differentiation, its cost relative to competitors, and the marketmg 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 p1dcing 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 i.n the early stages, there 
are opportunihe.s to reduce costs through economies of scale, there is likely to be early 
strong competition and there is no elite segment wlling 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 cove'Tage calls for distribution
through mp11y 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 mass merchandising stores.
Shopping goods like television sets, bicycles, typewriters, stereo sets, etc. are
offered through selected retail outlets. Similarly, industrial goods like plumbing
equipment, electricaJ 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 th.rough 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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Table 11 . l ~ Factors affecting Company Market Position in relation to Competition 

Product Price Distribution Promotion Market 
perceptions 

- uniqucnes. - segmcn ts .served - breadrh and - reach and - brand awareness 

- qualiry and - price same, above quaH(Y of frequency of - perceived degree 
performance fir orbelow distribution adverr.ising of product 
with markec compccicion - produce - effectiveness of diflcrcnriarion 
requirements - adequacy of rrade availabilicy ar advertising - attitudes toward 

- cusromcr service discounts and poinr of sale - effcctiv•ness of company, brands 
- effectiveness of aJJowances when ordered sales promo,ion products, 

packaging. - sales suppon by - breadth and services 

- marker segments 
channd depih of sales 

served/nor served 
intetmedurits force coverage 

- cosr efficiency 
- artitude of 

channel 
memben towaM 
company 

2. Channel strategies: There are two basic strategic decisions that manufacturers 
must make concerning channels: 

(i) whether to employ direct or indirect channels and 

(ii) if the decision is to employ indirect, w.hether to use single or multiple product 
channels. 

Indirect channels are highly suitable for consumer goods because they help in 
meeting the regular, frequent shopping needs oi consumers. In general, the direct 
channel is appropriate for industrial goods: 

(i) when p roducts are of high value, 

(ii) when there are relatively few customers, 

(ill) when transportation costs are low relative to product value or 

(iv) when orders are infrequent. 

Other factors that may favour the direct channel a.re proximity to customer 
locatiQns and the degree of afteMale service needed by the products. 

3. St.>rategies for cost/performance optimisation: While selecting a practical strategy, 
the manufacturer should be able to achieve the best trade-off between costs 
on the one hand and performance on the other. He should also see whether 
the marketing requirements can be met in terms of levels of production, at the 
required quality and cost so as to market the product successfuJly and make it 
sufficiently profitable to be financially acceptable? The manufacturer should also 
evaluate the promotional efforts in terms of expenditures and quality, relative to 
his major competitors. He should also compare the expenditures for advertising, 
personal selling and sales promotion with competitors' expenditures and note any 
change in trends of his own or competitors' expenditures. He should also evaluate 
th.e effectiveness of his advertising in terms of reach frequency, and performance 
compared to objectives. 

Student Activity 
1. Explain how companies can position their products for maximum 

competitive advantage in the market place. 

2. Why are many people willing to pay more for branded products than 
for unbranded products? What does th.is tell you about the value of 
branding? 

3. Explain how marketing s trategies change during the product's life 
cycle. 



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 attraclt 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 rec:ognises that 
buyers differ in their needs, perceptions and buying behaviours. So the firm here tries to 
isoJate broad segments that make up a market and adapts its offers to more closely meet 
the needs of one or more segments. Firms aJso pursue niche marketing te► 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 cm determining the needs 
and wants of target markets and delivering the desired satisfactions mor'€ effectively 
and efficiently than competitors do. 

Marketing Process: It matches consumer needs with the company capabiliti�s and 
objectives. 

Marketing Mix: TI1e 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) 

(b) 

(c) 

Market targefing 

Customised marketing 

Product positioning 

(d) Niche marketing

4. What is a product life cycle? What is its importance in product policy decisions?

5. In a competitive market what arti 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 design of its
products? What factors should be taken into account while deciding such design
changes?
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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 th.at point, 
the organisation's people are its most important resource. In the ehd, everything an 
organisation does depends on people. Low-cost, high-quality ca.rs like Toyota and 
Sa rums are not just a product of sophisticated automated machines. Instead they are a 
result of committed employees all working hard to produce the best ca.rs 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 kee,p 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 humiin resource practices must be in tune with the expectations of employees and 
in line with industry norms. 

Human Resource Strategy 

Notes 

171 



Business Policy and 
S /rategic Analysis 

Notes 

172 

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. ft has to involve everyone to develop partnerships 
and programmes that pemut the firm to succeed in a highly competitive envjronment. 
HRM would offer competitive advantages if (Towers Perrain): 

• HR policies are jointly developed and implemented by l-£R and operating managers.

• HRM puts focus on quality, customer service, employee involvement, team.work
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 return on investment. 
Competitive advantage occurs if customers perceive that they receive value from their 
transaction wjth 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 jts 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 Rkhbell defined persoI1I1el 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 opportun.i.ties 
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 js to be- implemented. Policies are 
implemented by procedures. While developing sound personneJ policies, management 
should pay attention to the following things: 

• Related to objectives: Policies must be capable of relating ob.iectives to functions,
physical factors and company personnel.

• Easy to understand: Policies should be stated in definite, positive, dear and
understandable language ..

• Precise: Policies should be sufficiently comprehensive and prescribe limi� and
yardsticks for future action.

• Stable as well as j1aible: Personnel policies should be stable enough to assure
people that th.ere will not be drastic ovemight 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
not on personal feelings or opportunistic decisions.

Appropriate number: There should be as many personnel policies an necessary to
cover conditions that can be anticipated, but not so many policies �1s to become
confusing or meaningless.

• Just, fair and equitable: Personnel policies should be just, fair and equitable to
internal as well a� external groups. For example, a policy of recru.itment from
within may limit opportunities to bright candidates from outside; and a policy of
'recruitment from outside only' would limit promotional avenues to promising
'internal candidates. To ensure justice, it is necessary to pursue hoth 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'.

• Review: Periodic review of personnel policies is essential to keep in rune with
changing times and to avoid organisational compl<1cei:1cy or manageriaJ stagnation.
For instance, if the current thinking is in favour of workers' parlticipation in
management, the personnel policy should be suitably adjusted to accommodate
the latest fad, aeeepted by many in the organisation.

Personne I policies, to be sound, should also have broad covera.ge 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 harness 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 cre;ated so as to 
motivate people to peak performance. All these things, however, d.o 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 essentia.Uy the process of getting the dght 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 organjsation. The success or 
failure of an organisation is largely dependant on the caliber of the peojple 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 re-cruit people with requisite skills, qualifications and! experience. 
While doing so, we have to keep the present as well as the future require1ments 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 devefop a group olf potentially 
qualified people. To this end, the organisation must communicate the posiition in such 

c

a way I.hat job �ekers respond. To be cost effective, the reruitment prncess should 
attract qualified applicants and provide enough information for unqualified persons to 
self-select lhe.mselves oul. 
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Types of Recruitment 

The recruitment may be broadly divided into two categories: internal recruitment and 
external recruitment. 

Organisations like General Electric, Unjted Parcel Service, give lot of importance to 
developing and promoting managers within the firm. Grooming talent from within is 
also a much-publicized path chosen by Larsen & Toubro, ITC, HU. etc., in India. Both 
have their own merits and demerits. Let's examine these. 

Internal Recruitment 

Persons who are already working in an organisation constitute the 'internal sources'. 
Retrenched employees, retired employees, dependents of deceased employees may also 
constitute the internal sources. Whenever any vacancy arises, someone from within the 
organisation is upgraded, transferred, promoted or even demoted. 

Intemal Recruitment Methods 

Promotions and Transfers: Many organisations prefer to fill vacancies through 
promotions or transfers from within wherever possible. Promotion involves movement 
of an employee from a lower level position to a higher level position accompanied by 
(usually) changes in duties, responsibilities, status and value. The Tatas, the Birlas and 
most multinationals (e.g., HLL's Lister prograrrune tracking star perfonners at an early 
stage and offering stimulating opportwuties to grow vertically) have fast-track promotion 
systems in place. TI1e credo now is reward performance, but promote competency. 1n 
the recent past, the AV Birla group has placed over 200 people through the fast-tracker 
system (promoting star performers quickly). A transfer, on the other hand, involves 
lateral movement within the same grade, from one job to another. It may lead to changes 
in duties and responsibilities, working conditions, etc., but not necessarily salary. Internal 
promotions and transfers certainly allow people greater scope to experiment with their 
careers, kindling ambitions and motivating them to take a shot at something they might 
otherwise never have considered. The system, of course, works best for young executives 
who are willing to take risks. (Ganguly, Va.idyanathan, Daum) 

Job Posting and Job Bidding: Job posting is another way of hiring people from within. 
In this method, the organisation publicizes job openings on bulletin boards, electronic 
media and similar outlets. Most software firms typically rely on intranet or the inte01et 
for informing employees that job openings exist. Job bidding is a procedure that allows 
employees who believe that they possess the required qualifications to apply for a 
posted job. Hindustan Lever introduced Hs version of open job postings in early 2002 
and quite a sizeable nwnber of positions have since been filled through the process. 
HLL even allows its employees to undertake career shifts, for example from technical 
positions to non-technical jobs such as marketing, market research etc., through the open 
job posting system. Likewise, when Kotak Securities was hit bard by the bear market 
during 2008, the excess staff were shifted to Kotak Mahindra Bank which had openings 
in branch banking and credit card business. The AV Birla group allows its employees an 
opportunity to apply not just for jobs within their own companies, but for jobs in any 
company in the 8irla group both in India and abroad. (Ganguly, Business Today and 
Business World, Best Employer survey and Best Places fo Work Survey 2008, 2009) 

One of the important advantages of this method is that it offers a chance to highly 
qualified applicants, working within the company to look for growth opportunities 
. within the company without looking for greener pastures outside. Complaints from 
employees that they were not aware of such openings internally would get buried 
automatically. The procedure reflects an openness that most employees would welcome 
(Mondy). Of course, the system would fail to deliver results if the most qualified 
applicant, especially in the eyes of large majority of peers working therein, is not chosen. 
Uns uccessful applicants must need to be informed about why they could not make it. 



If the trust and confidence between eligible candidates and the management breaks 
down, employees might revolt violently and morale-related problems may vitiate 
campus Jife in a major way. 

Employee Referrals: Employee referral (also known as word of mouth advertising) 
means using personal contacts to locate job opportunities. It is a recommendation from 
a current employee regarding a job applicant. The logic behind employe_e ri~ferral is that 
"it takes one to know one". Employees working in the organisation, in this case, are 
encouraged to recommend the names of their friends working in other organisations 
for a possible vac~cy in the near future. In fact, this has become a popular way of 
recruiting people in the highly competitive Information Technology industry nowadays. 
Companies offer rich rewards also to employees whose recommendations are accepted 
- after the routine screening and examining process is over - and job off,~rs extended 
to the suggested candidates. Citibank, for example, offers f 50,000 to its employees for 
every vacancy filled up by the bank on the basis of their referral. Adobe India runs a 
referral scheme where aJl employees who have successfully referred a candidate are 
eligible for a lucky draw where they can win a luxury car. 

Birla 3M also has an incentive-based employee referral programme in pl.ace. lnfotech 
companies such as Polaris Software Labs, Cognizant Technology Solu1tions, Cisco 
Systems, etc., have even discovered that the stickiness of employees joirn.ing through 
referral scheme is quite high. Companies like Intel, IBM, Cisco, Flextronics encourage 
employees to refer their friends and acquaintances regularly and win referral bonus, on 
the spot cash awards, get entitled to a lucky draw (in addition to the above). 

Modern companies also use what js popularly known as Employee E,nlis1tment. It is a 
unique form of employee referral where every employee becomes a compainy recruiter. 
This is not merely asking existing employees to refer their friends td the company. The 
firm supplies employees with business cards that do not reveal names ,or positions. 
They simply contain a message "We are looking for ------. Fc,r additional 
information log on to our Web site" employees are encouraged to distribute these cards 
wherever they go, such as parties, picnics, family gatherings, sports events,. community 
gatherings, etc. The underlying philosophy is to 1et everyone know that the company 
wants qualified people to apply immediately. (See Mondy) 

External Recruitment 

External recruitment sources lie outside an organisation. Here the organisation can 
have the services of: (a) Employees working in other organisations; (b) Job aspirants 
registered with employment exchanges; (c) Students from reputed educational 
institutions; (d) Candidates referred by unions, friends, relatives and existing employees; 
(e) Candidates forwarded by search firms and contractors; (f) Candidates. responding 
to the advertisements, issued by the organisation; and (g) Unsolicited applications/ 
walk-ins. 

External Recruitment Methods 

Campus Recrnitment: It is a method of recruiting by visiting and participating in 
college campuses and their placement centres. Here the recruiters visit reputed 

· educational institutions such as IlTs, IIMs, colleges and universities with a view to 
pkk up job aspirants having requisite technical or professional skills. Job seekers are 
provided information about the jobs, and the recruiters, in tum, get a sna1pshot of job 
seekers through constant :interchange of information with respective in:stjtutions. A 
preliminary scree.ning is done within the campus and the shortlisted students are then 
subjected to the remainder of the selection process. In view of the growing demand for 
young managers, most reputed organisations (such as Hindustan Lever ll.td., Proctor 
& Gamble, Otibank, State Bank of India, Tata and Birla gtoup companies) visit IIMs 
and IITs regularly and even sponsor certain popular campus activities with a view to 
earn goodwill in the job market. ICICI Bank has gone a step ahead in striking rapport 
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with Jeading academic institutions by explaining its requirements and requesting the 
academic leaders to create a curriculum that is relevant to market requirements. WIPRO, 
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 Hl.L, 
Pantaloon Retail, Reliance Jndustries, RPG Enterprises have joined hands with leading 
management institutes in creating specialised courses required by the retailing and 
logistics businesses. Leading audit, taxation, consultancy and BPO firms have started 
looking for talent in reputed undergraduate colleges all over India, especially in cities 
like Delhi, Mumbai, Bangalore, Chennai and Pune. To 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, th.is medium has become 
just as colourful, lively and imaginative as consumer advertising. The ads generally 
give a brief outline of the job responsibilities, compensation pac�age,,_prospects in the
organisation, etc. This method is appropriate when (a) the organ�sation 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 concerned: 

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 wlth the overall philosophy of the company i.n 
question. Let's summarise these in a_ capsule form thus:

Box 12. l: Recruitment of Trainees: Expectations of Indian Companies 

Pepsi; Pepsi is a flo1 orgonisolion. There ore a maximum of four repdrt[ng levels. Executives 
here emphasise achievement, motivation, the ability to deliver, come wrot may. As The Personnel 
Monoger o( Pepsi Foods remarked "we hire people who ore copoble of growing the business 
rather than iusl growing with the bus1ness". Recuritees must be copoble of Thinking Ol.ltside the 
box, cuHing the coke of conventional barriers whenever and wherever necessary. They must hove 
o winner's mindset and o passion for creating a dynamic change. They must hove the ability to 
deal wi1h omblguily and informality.

1 R.eebok: As Reebok's customers ore young, the compcmy places emphasis on youth. 
The overage age at Reebok is 26 years. Employees ore- expected to ha.ve o passion ior the filness 
business and reflected the company's aspirations. Recruites .should be. wllling to do all kinds of 
job operations. The willingness to get one's honds dirty is fmporlont. They must also hove on 
ability to cope with informality, o flat orgonisotion and be able lo toke decisions independently 
and perform cons1stenily witti their cleody defined goals. 

Indian Hotels: The Toi group e•pects the job aspirants to stay with the organisation patiently 
ond rise with the company. Employees musi be willing to soy 'yes sir' to ony body. Other criteria 
include: commvnicolion skills, the abflity 10 work long and stressful hours, mobility, attention to 
personal appearance oncd assertiveness without aggression. 

12.6 Selection 

To select means to choose. Seledion is the process of picking individuals who have 
relevant qualifications to fill jobs is a.n organisation. The basic purpose is to choose 
the individual who can most successfully perfor� the job from the pool of qualified 
candidates. 

The purpose of selection is to pick up the most suitable c.andida.te who would meet the 
rr::>quirements of the job and suit the organisation best. The company obtains and assesses 
information about the- appJjcant in terms of age, qualific�tions, skills, experience, etc. 
The needs of the Job are, then matched with the profile of candidates. The most suitable 



person is then picked up after eliminating the unsuitable applications through successive 
stages of selection process. How well an employee is matched to job is very important 
because it directly affects the amount and quality of employee's work. Any mismatch in 
this regard can cost an organisation a great deal of money, time and trouble, especially, 
in terms of training and operating costs. In course of time, the employee may find the 
job distasteful and leave in frustration. He may even circulate 'hot news' and-juicy bits 
of negative information about the company, causing incalculable harms in the long run. 
Effective selection, therefore, demands constant monitoring of the 'fit' between person 
and the job. 

Process of Selection 

Selection is usually a series of hurdles or steps. Each one must be successfully cleared 
before the applicant proceeds to the next. Table below outlines the important steps in 
the selection process of a typical organisation. The time and emphasis placed on each 
step will of course vary from one organisation to another and, indeed, from job to job 
within the same organisation. The sequencing of steps may also vary from job to job and 
o_i:ganisation to organisation. For example, some organisations may give importance to 
testing, while others may emphasise interviews and reference checks. Similarly, a single 
brief selection interview might be enough for applicants for lower level positions, while 
applicants for managerial jobs might be interviewed by a number of peop.le. 

Table 12 .1 : Steps in Selection Process 

Step 1 Reception 

Step 2 Screenrng lnlerview 

Slep 3 Applicatior1 blank 

Step 4 Selection Tests 

Step 5 Selection inlerview 

Step 6 Medico! exam/notion 

Step 7 Reference check 

Step 8 Hiring decision 

Reception 

A company is known by the people it employs. In order to attract people with talent, 
skills and experience, a company has to create a favourable impression on the applicants 
right from the stage of reception. Whqever meets the applicant i.nitialJy should be tactful 
and able to extend help in a friendly and courteous way. Employment possibilities 
must be presented honestly and clearly. lf·no jobs are available at that point of time, the 
applicant may be asked to contaet the HR department after a -suitable pEtriod of time 
has elapsed. -

Screening Inter view 
A preliminary interview is generally planned by large organisations to ,cut the costs 
of selection by allowing only eJigible candidates to g.o through the further stages in 
selection. A junior executive from the HR Department may elicit res1ponses from 
applicants on important items determining the suitability of an applicant for a job 
such as age, education, experience, pay expectations, aptitude, location choice, etc. 
This 'courtesy interview', as it is often called, helps the department screen out obvious 
misfits. If the department finds the candidate suitable, a prescribed application form is 
given to the applicants to fiU and submit. 

Application Blank 
Application blank or form is one of the mostcomrnonmethods used to collecJt information 
on various aspects of the applicants' academic, social, demographic, work-related 
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background and references. It is a brief history sheet of an employee's background, 
usually containing the following things: 

• Personal data (address, sex, identification marks) 

• 
• 

Marital data (single or married, children, dependents) 

Physicc1l data (height, weight, health condition 

• Educational data (levels of formal education, marks, d istinctions) 

• Employment data (past experience, promotions, nature of dutjes, reasons for 
leaving previous jobs, salary drawn, etc.) 

• Extracurricular activities data (sports/ games, NSS, NCC, prizes won, leisure-time 
activities) 

• References (names of two or more people who certify the suitability of an applicant 
to the advertised position) 

Even when applicants come armed with elaborate resumes, it is important to ask the 
applicants to translate specific resume material into a standardised application form. 
Job seekers tend to exaggerate, or overstate their qualifications on a resume. (Brown) So 
it's always better to ask the applicant to sign a statement that the information contained 
on the resume or application blank is true and that he or she accepts the employer's 
right to terminate the candidate's employment if any of the jnformation js found to be 
false at a later d<1te. (Lammers) 

Selection Testing 

Another important decision in the selection process involves applicant testing and 
the kinds of tests to use. A test is a standardised, objective measure of a person's 
behaviour, performance or attitude. It is standardised because the way the test is carried 
out, ihe environment in which the test is administe.-ed and the way the individual 
scores are calculated - are uniformly applied. It is objective in that it tries to measure 
individual differences ina scientific way, giving very little room for individual bias and 
interpretation. 

Over the y2a_rs, employment tests have not only gained importance but also a certain 
amount of inevitability in employment decisions. Since they try to objectively determine 
how weJJ an applican_t meets job requirements, most companies do not hesitate to invest 
their time and money in selection testing in a big way. Some of the commonly used 
employment tests may be stated thus: (Urbina; Marnet) 

1. Intelligence tests: These are mental ability tests. TI1ey measure the incumbent's 
learning ability and also the ability to understand instructions and make 
judgements. The basic objective of intelligence tests is to pick up employees 
who are alert and quick at learning things so that they can be offered adequate 
training to improve their skills for the benefit of the organisation. Intelligence 
tests do not measure any single trait, but rather several abilities such as memory, 
vocabulary, verbal fluency, numerical ability, perception, spatial visualisation, 
etc., Stanford-Binet test, Binet-Simon test, The Wechsler Adult Intelligence Scale 
are examples of standard intelligence tests. Some of these tests are increasingly 
used in competitive examinations while recruiting graduates and post-graduates 
at entry level management positions in Banking, Insurance and other Financial 
Services sectors. 

2. Aptitude tests: Aptitude tests measure an individual's potential to learn certain 
skills - clerical, mechanical, mathematical, etc. These tests indicate whether or not 
an individual has the ability to learn a gjvim job quickly and effic;iently. ln order to 
recruit efficierit office staff, aptitude tests are necessary. Cl11rical tests, for example, 
may measure the incumbent's ability to take notes, perceive things correctly 
and quickly locate things, ensure-proper movement of files, etc. Aptitude tests, 



3. 

unfortunately, d9 not measure on-the-job motivation. That is why the aptitude test 
is adminjstered in combination with other tests, like intelligence and personality 
tests. 

Personality tests: Of all the tests required for selection, personality tests have 
generated lo~ of heat and controversy. The definition of personality,. methods of 
measuring p~rsonality factors and the relationship between personality factors 
and actual job criteria have been the subject of much discussion. Researchers have 
also questioned whether applicants answer all the items truthfully or whether 
they try to respond in a socially desirable manner. Regardless of thes,e objections, 
many people still consider personality as an important component of job success. 

Personality tests are used to measure basic aspects of an applicant's personality 
such as motivation, emotional balance, self-confidence, interpersonal behaviour, 
introversion, etc. The most frequently used tests are the Minnesota Multiphasic 
Personality Inventory (MMPL), the California Psychological Inventory, the 
Manifest Anxiety Scale, Edwards Personal Performance Schedule, etc. 

Selection Interview 

Interview is the ora l examination of candidates for employment. This is the most 
essential step in the selection process. In this step, the interviewer tries to obtain and 
synthesise information about the abilities of the interviewee and the requirements of 
the job. Interview gives the recruiter an opportunity to: (Dessler) 

• size up the interviewee's agreeableness; 

• ask questions that are not covered in tests; 

• obtain as. much pertinent information as possible; 

• assess subjective aspects of the candidate - facial expressions, appearance, 
nervousness and so forth; 

• make judgements on interviewee's enthusiasm and intelligence~ 

• give facts to the candidate regarding the company, its policies, program.mes, etc., 
and promote goodwill towards the company. 

Medical Examination 

Certain jobs require physical qualities like clear vision, acute hearing, unusually high 
stamina, tolerance of arduous working conditions, clear tone of voice, etc. Medical 
examination reveals whether or not a candidate possesses these qualities. Medical 
Examination can give the following information: 

1. Whether the applicant is medically suitable for the specific job or not? 

2. Whether the applicant has health problems or psychological attitudes Jikely to 
interfere with work efficiency or future attendance? 

3. Whether the applicant suffers from bad health which should be corrected before 
he can work satisfactorily (such as the ne.ed for spectacles)? 

4. Whether the applicant's physrcal measurements are in accordance with job 
requirements or not? 

Reference Checks 
Once the interview and medical examination of the candidate is over, the personnel 
department wiU engage in checking references_ Candidates are required to give the 
names of two or three references ln their application forms, These references may be 
from individuals who are familiar with the candidate's academic achievements, or from 
applicant's previous employer, who is well-versed with the applicant's job performance, 
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and sometimes tram co-workers. lo case the reference check is from the previous 
employer, information in the following areas may be obtained. They are: job title, job 
description, period of employment, pay and allowances, gross emoluments, benefits 
provided, rate of absence, willingness of the previous employe to employ the candidate 
again, etc. further, information reg-arding 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 organJsation. 

Hiring Decision 

The Line Manager concerned has to make the final decision now - whether to select or 
reject a ca·ndidate after soliciting the required information through different techniques 
discussed earlier. TI1e line ma11ager has to take adequate care in taking the final decision 
because of economic, be-havioural 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 facilita,te good selection decisions. After taking the final decision, 
the organisation has lo intimate this decision to the successful -as well as unsuccessful 
candidates. The organisation sends the appointment order to the successful candidates 
either immediately or a�er 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 Indio: It uses extensive psychome!ric ins!rumen1s lo evoluote short-listed 
candidates. The company uses accupational persanal!ly ques11onnoire to understand the 
candidate's per5onol attributes ond occupotionol testing lo measure competencies. 

2. LG Electronics Indio: LG Elec!ronics uses 3 psychometric Jests to measure a person's
obilily as o team player, lo check personality types ond 1o find a per5on's respons,veness
and osser1iveness.

3. Arthur Anderson: While evaluating candidates, the company conducts critical behavioural
interviews which evaluates the suitability of the candidate for the position, largely bosed on
his po.st e:<p�rience ond credentials.

4. Pepsico Indio: The company uses Indio os o global recruitment resource. To select
pmfessionols for global c.oreers with r1, the company uses a competency-based interviewing
problem solving, managing the environment. These apart, Pepsi insists that lo succeed in
a global posiling, these individuals pos�ess strong lunctionol knowledge 011d come frorn o
cosmopolitan background.

12.7 Placement 

After selecting a candidat,e, he should be placed on a suitable job. Placement is the 
actual posting of an employee to a specific job. Jt involves assigning a specific rank and 
responsibility to an e!J1ployee. The placement decisions are taken by the line manager 
after matching the requirements of a job with the quahfication 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 
clos€'ly monitored. If the new recruit fails to adjust himself to the job and turns out poor 



performance, the organisation may consider his name for placement elsewhere. Such 
second placement is called 'differential placement'. Usually the employees' supervisor, 
in consuJtation with the higher levels of line management, takes decisions regarding the 
future placement of each employee. 

12.8 Induction/Orientation 

Orientation or induction is the task of introducing the new employees to the organisation 
and its policies, procedures and rules. A typical formal or,ientation programme may last 
a day or less in most orgi:lnisations. 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 mies, rest periods, etc. Also covered are the more routine things 
a newcomer must learn, such as the location of the rest rooms, break rooms, pa,rking 
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 their manpower. Some of the commonly used programrn�s 
may be listed thus: 

1. Orientatio11 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 pte�job training helps the
recruit to familarise himself with the job and its settings.

2. Job instroction traini11g: Job instruction training (JTT) was popular during World
War IL JlT was offered to white-and-blue-collar employees and technicians, with a
view to improve th.eir job-specific skills. The approach, basically, consisted of four
steps:

3. 

(a) Orient trainees to the job situation by providing them 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. 

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. ]t js conducted at regular 
intervals by taking the help of outside consultants who specialise in a particular 
descriptive. 
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4. 

5. 

Apprenticeship training: Commonly found in industries such as carpentry and 
plumbing, apprentices are trainees here who spend a prescribep period of time 
working with an experienced, master worker. 

Vestibule training: It is training offered on actual equipment used on the job but 
conducted away from the actual work setting in a simulated work situation. 

Executive Development Programmes 

Executive Development Programmes help in acquiring and developing different types of 
managerial skills and knowledge. Different types of techniques are used to acquire and 
develop various types of managerial skill and knowledge. They a re explained below: 

1. Decision-making Skills: The main job of a manager ls to make both strategic 
and routine decisions, His ability to make decisions effectively can be enhanced 
by developing decision-making skiJls through various techniques, as explained 
below: · 

(a) In-basket: In this method, the participant is given a number of business papers 
such as memoranda, reports and telephone message that would typically 
come across a manager's desk The papers, presented in no particular 
sequence, caU for actions ranging from urgent to routine handling. The 
participant is required to act on the information contained in these papers. 
Assigning a priority to each particular matter is initially required. 

(b) Case Study: This is a training method that employs simulated business 
problems for trainees to solve. The individual is expected to study the 
information gjven in the case and make decisions based on the situation. If 
the student is provided a case involving an actual company, he is expected to 
research the firm to gain a better appreciation of its financial condition and 
corporate cultu.re. Typically, the case method is used in the classroom ·with 
an instructor who serves as a faci litator. 

(c) Business Game: Simulations that represent actual business situations are 
known as bush'1e.ss games. These simulations attempt to duplicate selected 
factors in a specific situation, which are then manipulated by the participants. 
Business games involve two or more hypothetical organisations competing 
in a given product market. The participants ·are assigned such roles as 
Managing Director, General M~ager, Marketing Manager; etc. They make 
decisions affecting price levels, production volume and inventory levels. 
The results of their decisions are manipulated by a computer programme; 
with the results simulating those of an actual business situation. Participants 
are able to see how their decision affects the other groups and vice versa. 

2. Inter--personal skills: A manager can achieve results only when he is able to put 
individuals on the right track. He must interact people actively and make them 
work unitedly. Managerial skills in the area of inter-personal relations can be 
enhanced through various techniques, viz, Role Play and Sensitivity Training. 

(a) Role Play: This is a technique in which some problem-real or imaginary­
.involving human interaction is presented and then spontaneously acted out 
Participants may assume the role of specific organisational member in a given 
situation and then act out their roles. For example, a trainee might be asked 
to pJay the role of the employee. The individual playing the supervisory role 
would then proceed to take whatever action :is deemed appropriate. This 
action then provides the basis for discussion and comments by the group. 

(b) Sensitivity training: This is a method of changing behaviour through 
unstructured group interaction. Sensitivity training is sought to help 
individuals towards better relations with others. The primary focus is on 
reducing interpersonal friction. 



Job Knowledge 

In addition to decision-making skills and inter-personal skills, managers should also 
possess job knowledge to perform their jobs effectively. Trainers acquire job knowledge 
through on-the-job experience, coaching and understudy. 

1. On-the-job experience: On-the-job techniques are most widely us~d. No other 
technique may interest the trainee so much as the location of the learner is not an 
artificial one in the classroom techniques. The success of these techni,ques depends 
on the immediate supervisor and his teaching abilities. On-the-job t,echniques are 
especially useful for certain groups like scientific and technical persnnnel. 

2. Coaching: In coaching, the trainee is placed under a particular supervisor who 
acts as an instructor and teaches job knowledge and skills to the traiinee. He tells 
him what he wants him to do, how it can be done and follows up while it is being 
done and corrects errors. 

3. Understudy: An understudy is a person who is in training to assur.ne at a future 
time, the full responsibility of the position currently held by his superior. This 
method supplies the organisation a person with as much competence as the 
superior to fiJrhis post which may fall vacant because of promotion, retirement of 
transfer. 

Organisational Knowledge 

Managers in addition to the job .knowledge, should also possess the knowledge of 
various jobs, products, markets, finances, creditors of the organisation. The techniques 
of imparting organisational knowledge are job rotation and multiple management. 

1. Job rotation: The transferring of executives from job to job and from department 
to department in a systematic manner is called job rotation. The idea behind this 
is to give him the required diversified skills and an overall broader outlook, which 
are very important at the upper management levels. The manage:ment should 
provide a variety of job experiences for those judged to have the potential for 
higher ranks before they are promoted. 

2. Multiple management: Multiple management is a system in which permanent 
advisory committees of managers study problems of the company and make 
recommendations to higher management. It is also called a junior-board of 
executives. These committees discuss the actuaJ problems and different altemati ve 
solutions after which the decisions are taken. 

General Knowledge 
The managers in addition to job knowledge and organisational knowledge should 
possess general knowledge, as the external environment interacts with aind influences 
the business. The general knowledge, includes the knowledge about the eco.nornic 
condi,tions of the country, prices, GNP per capita income, various other indlustries, other 
sectors of the economy, political conditions, social factors, etc. General knowledge can 
be acquired through special courses, special meetings and specific readings. 

1. Special courses: Special courses like the workshops or executive development 
programmes organised by the institutes, universities and coUegeshel p the trainees 
to acquire general knowledge. 

2. Special meetings: Special meetings organised in consumers' forums, voluntary 
organisations help the trainees develop their general knowledge. 

3. Specific readings: Specific articles published by various journals, speicilic portjons 
of the books are provided to the trainees to improve their general know ledge. 
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Specific Individual Needs 

Some trainees may be weak in some areas. Such trainees are. provided with special facilities 
for development. These facilities include special projects and committee assignments. 

1. Specia.I projects: In this method, a trainee is put on a project closely related to the
objectives of rus 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 township::: (like Gurgaon, Rohtak and Ghaziabad)
near Delhi. T he project will give first hand experience of the problems and
prospects in space sellh\g to the new recruit.

2. Committee assignment: In this method, an ad hoc 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 feasib,ility of developing
a software technology park in an upcoming area by the Del11i Development
Authority.

Other Off-the-Job Methods 

1. Con/erences·:Theconferencemethodisanothercommon.1yusedmethodofexecutive
development. Topics such as human relations, safety·education, customer relations,
sales training, are often discussed, debated, spoken about at confere.nces 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 small
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 i.n 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 discuss-ion: 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 th.e same, written by various
paiticipants, are printed and ciiculated before hand. I t  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 instmction (PI): It is based on certain behavioural laws, particu]arl y
dealing with reinforcement. Reinforcement means rewarding a correct response
and punishing a wrong one. A major feature of PJ is that it offers immediate
feedback on whether the trainee has answered questions correctly or not.

12.10 Performance Ap;praisal 
After an employee has been selected for a job, has been tra.ined to do it and has worked 
on it for a peiiod of time, rus performance should be evaluated, Performance evaluation 
or appraisal is the pIOcess 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 evaluating both work-related behaviour and potential of empJoyees. 
Tt is a process that involves determining and communic,ating lo an employee how 
he or she is performing the job and ideally, establishing a plan of im_provement. The 
appraisal process actually consists of six steps: (1) establish performance standards 
with empJoyees; (2) set measurable goals (manag·er and employee); {3) measure actual 
performance; (4) compare actual performance with standards; (5) discuss the appraisal 
with the employee; and (6) if necessary, injtiate corrective action. 



There are three different approaches for carrying out appraisals. Employees can be 
appraised against (i) absolute standards (where employee's performance is measured 
against some established standards; the subjects here are not compared with any other 
person) (ii) relative standards (where the subjects are compared against otherindividuaJs) 
and (iii) objectives (here employees are evaluated by how will they accomplish a specific 
set of objectives that have been determined to be critical in the ·successful completion 
of their job). No one approach is always best; each has its strengths and weaknesses. O f 
course, a successful performance appraisal system requires more than good technique. 
It depends on a consistent approach for comparability of results, clear standards and 
measures, and bias-free ratings. Against this backdrop, let's see how some of the trading 
companies in India carry out the appraisal process. 

(1) Hughes Escort: Hughes Escorts, the subsidiary of the US-headquartered telecom 
company, Hughes, uses a competency-based performance-enhancement model. 
Each position in the organisation is defined in terms of 23 key competencies, 
categorised into four groups: attitude-based, knowledge-driven, skill-centred, 
and value based. The company uses these competencies to measure shortfalls and 
provide relevant training inputs. This is done to both maximise productivity and 
make employees aware of their professional s tanding. 

Source: Business Today, ]llne 22 - July 26, 2000 · 

(2) National Panasonic:Th.is Japanese white-goods major has developed a perfo,rmance­
assessment system driven by key result areas (KRAs). KRAs describe performance 
goals-business, functional, and behavioural ones-with defined time-frames arid 
are decided jointly by the employee and the manager at the beginning of the year. 
lt is a structured exercise using a written format. These KRAs are then used to map 
the employee,s progress and, based on the results, the company decides to plug 
perfounance gaps with the help of relevant training inputs. National Panasonic 
puts a great deal of emphasis on this process for re-skilling its employees as it 
believes in growing its own timber rather than opting for expensive mid-career 
hires. 

Source: Business Today, June 22-July 26, 2000 

· Challenges in Performance Management 

In present day organisations, the twin principles of motivating employees are common 
at all levels: acknowledge unique-contributioF\S and alleviate personnel performs that 
impede professional performance. To get the best out of people, the CEOs should: 

• Create a culture of excellence that motivates employees at all levels. 

• Match organisational objectives with individual aspirations. 

• Equip people with requisite skills to discharge their duties well. 

• Clear growth paths for talented employees. 

• Provide new challenges to rejuvenate p lateauing careers, 

• Empower employees to take decisions without fear of failing. 

• Encourage teamwork and team spirit and open communication. 

Student Activity 

1. Why can some organisations that fail to invest heavily in human assets 
still be financially successful? Why can some organisations that do 
uwest heavily in human assets still be financially unsuc_cessfuJ? 

2. Identify the HR challenges associated with each of the three major 
business unit st1""ategies (i.e. cost leadership, differentiation and focus). 
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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 skHls 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. 

Productfoity: 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

I. Explain the various personnel policy issues that should be of great concern to
management in strategy implementation.

2. Outline the import,uit considerations that govern the recruitment and selection
policy of a growth oriented modem 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?
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13.0 Learnin� Objectives 

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

• Define career planning and development
• Develop a HR strate�y in .a. dynamic: erwimnment

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 assistiJig the employees achieve a better 
match between personal goals and the opportunities that ue realisticaUy 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 seality for a large number of eropJoyees. 

13.2 Ernst & Young (India) 
The global consulting firm uses the same ca.ree_r development methodology in India that 
it uses elsewhere. Primarily, it seeks to align individual aspirations with organisational, 
business and functional goals, using the formal assessment system to check for 
skiU gaps and career potential. While designing training tools, things that are given 
serious attention ::ire past performance, future potentiaJ, the ind.ividual sk.iU-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. 
S011n::t<: B115ine:;s foday, 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 
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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 Hyw1dai, 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. 

So,m:e: Bu.sinl!Ss Today, July 22-August 6, 2000 

13.4 Seagram (India) 

The �anadian liquor major hat. a career development system that hinges on speedy 
induction. Among 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 
io rnZtkets and bottling units and sessions with each functional head. 

SoiJl'c't', Business Today, July 22-August 6,. 2000 

13.5 Compensation Planning 

Human resource strategy should also ensure that compensation is payable only if 
corpora.te 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 

• Se1 quonlifloble tofgets when evoluoting leom performance for rewords. 

• Ensure 1h01 lop performers ,n each learn earn the highest level of rewords. 

• Link team performance closely to rhe company's profits and overall financial heollh, 

• Avoid subjectivity when assessing both the lean, and its member's perforrrionce . 

• Offer uniform non-l!!om b05ed incen!ives lo employees with;n 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 environment�J factors influence lhe strategies pursued by a HR manager. 
He cannot perform his job in a vacuum. These factors influence the organisat1on through 
human resources. The term 'environment' here refers to the "totality of all factors whkh 
influence both the organisation and personnel sub-system''. 



Table 13 .1 : External and Internal Factors Influencing the Personnel Function 

External factors lntemol foctors 

• Technologicol factors • Mission 

• Economic challenges • Policies 

• Political factors • Organisational culture 

• Social factors • Organisation structure 

• Local and Govemmenlol ,ssues • HR systems 

• Unions 

• Employe,s 1 demands 

• Workforce diverslly 

The external. environment 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 goaJs in an efficient 
and effective manner. Likewise, the internal environment also affects the job of a HR 
manager. TI,e functional areas, structural changes, specific cultural issues peculiar to 
a unit, HR systems, corporate policies and a lot of other factors influence the way the 
HR function is carried out. The HR manager has to work closely witl;i these constituent 
parts, understand the internal d ynamics 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 deve.lopment consists of the personal actions one undertakes to achieve a 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-tenn career 
effectiveness of employees where as employee development focuses on effectiveness of 
an employee in the immediate future. The actions for career development may be initiated 
by the individual himself or by the Oiganisation. At the organisation Level, let us examine 
the career development strategies adopted by three leading companies in Jndia. 

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
• Dess, G. G., Lumpkin, G. T., Eisner, A. B., & McNamara, G. (2022). Strategic 

management: Text and cases (9th ed.). McGraw-Hill Education.
• Thompson, A. A., Peteraf, M. A., Gamble, J. E., & Strickland, A. J. (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 ata 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 aJso 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 

Operolionol or 
Functional le11el 

Business Level 

Figure 14. l : 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 simultaneously with the businesses a 
firm is about to abandon or divest. 

Their time frame is usually the longest - five years or more. 

D-ivisional or Business Level

These strategies are directJy 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 lines and current 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 marketirig, 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 implement.ition. 

14.3 Chara,cteristics 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 next page. S.No. Characteristics Level Corporate Level Business Level Operational Level 

l. Time frame Long ronge Medium ronge Sharl range 

2, Cosi Major Medium Low 

3. Type Conceptual Mixed Operational 

4, Seloction porometer Valve judgement Semi-quonlified Quantified 

5. Frequency Sporadic Sporadic or periodic Periodic 

6. Adaptability Low Medium High 

7, Relation lo present Innovative Mixed Supp!omen!ol 
activities 

8. Risks High Moderate Low 

9. Profit potenl.iol Lorge Medium , Small 

10. Flei!ibilily High Medium Low 

11. Cooperation required Considerable Moderate 
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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. 

1. Lo11g-tenn goals and philosophy: These can be achieved by carefully crafting the
vision and n,jssion statements which must be circularised, communicated and
notified widely within the organisation, These are prepared by the corporare
executives (top management) by involving divisional managers from the profit
centres and must always be ratified by the board,of directors.

2. Long-term objectives: These are accomplished by formulating a grand strategy at
the corporate level for which the primary responsibility vests with the corporate
and divisional/business managers although it is a good practice to get the same
approved by the board of directors without whose support, implementation can
flounder,

3. 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.

4. Fu11ctio11al objectives: These are mediated through fw1ctional 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 aruiual corporate plans; 
they translate long-term aspirations into annual budgets. These are vital 'links i.n 
launching successful implementation of overall strategies. These annual plans must 
have the following features if tbey 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:

(a) Time frame: Long-term objectives may extend upto 5 years or more whereas
the annual plans are more in line with year! y targets.

(b) Focus: Long-term objectives aim at positioning the firm in competitive
environments whereas yearly plans nighlight ac.h.ievements in specific
areas.

(c) Speciffrity of targets: Long-term objectives are stated in broad terms while
annual targets are more pointed.

(d) Mc11surnbflity: Although long-term objectives are aiso measurable, yearly
targets are more specific and readily measurable.

2. Integrative a11d co-ordinative objectives: Functional senior managers may lose
sight of this aspect owing to possible conflicting interests. Discussions a.re 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 different decision criterion. Owing to th.is 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 annu;il plans 
drawn are: 

L Me,1surable; Measurability is the key feature of an armual target. lf one cannot 
measure it, one carmot 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 assumpti.ons and inhibit the progress of execution.

14.6 Functional Strategies 

Functiona.l strategies ar e the game-plans for the functional areas within the company. 
Thelr 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. 

Functiona I 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. 

• It focuses functional manager's attention to what needs to be done now to make
grnnd strategy work.

• Shorter time frame enables managers to identify current conditions and adjust to
them.

Specific; Ta.sks 

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 to implement long­
term strategies. These are facilitated by 

•• Adding substance to functional areas of responsibility

• Clarifying functional managers plan to accomplish overall strategy

• Increasing top management's coniidence and control over grand strategy

• Facilitating coordination among functional departments by clarifying areas of
interdependence

Participation 

Different people participate in developing functional, business and grand strategies, It 
sets out the organisation structure, communkation, coordination and control mechanism 
for the different levels of strategy. 
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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 responsibi I ity. 
This mecharusm 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 individua·l managers who become more work 
and achievement oriented. 

The basic approach of involving operational managers in the development of strategy 
envisions greater involvement and commitment of managers who also become famiUar 
with the bigger picture of their job. This provides a Link between their performance and 
the performance of the enterprise and leads to greater satisfaction at all levels. 

14.8 A Model for Strategic Management

Although there was a lot of debate in the lat·e 1970s and early 1980s about the usefu!J1ess 
and justification of incorpo-rating the discipline of strategic planning and implementation, 
most organisations are now unanimous about its contribution 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 long time. 

Today, strategic planning and management is already well established and most 
forward looking management institutes are including following functional subjects in 
their syllabi. 

• Strategic marketing management

• Strategic finance management

• Strategic operations management

• Human resource strategies for flexibility and change

• Strategic information resource management.

At any rate, following views have often been preferred for and against strategy.

For Against 

Facilitates !lie process of anticipating Changes toke place so /qsl thot firms have no 
changes lime lo do routine planning, leove alone long range 

planning 

Provides dearer direclion and objectives to Direction and objectives should preferably be vogue 
pursue and achieve af'\d brood 

As firms gain experience, the process is Managers hove little lime for experimenting and most 
becoming simpler and systemalic studies tend to be loo lheoretical 

Firms who do slro1egic planning ond There ore many firms doing well l"ithout slrotegic 
management, are doing better planning and rnonogement 

We are convinced that the subject of strategy is essential for developing an integrative 
attitude and a corporate per:sonaUty. lf 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 adtieve success and sustain it. 

Although human thinking is neither linear nor sequential, a comprehensive model for 
the entire process of strategic planning and management should be as below. 



l 

p 

6 Implementing strategy 

5 
Evoluoting & Selecting overoll strotegy 

4 
Generating slrotegic options 

3 Developing vision, mission, corporate 
voluves & objectives 

2 Analysing inler11ol weakness & A Protights 

I
Scanning environments for Threats & 

Opportunities 

Figure 1 A. 2: Process of Strategic Pia nni ng 

Student Activity 

UCL is a medium sized firm having a single line of business. lt manufactures 
all its requirements in house at their factory in Naida, near DeJhL It has 700 
employees on its roll and has achieved a turnover of� 90 crores during the 
last financial year ended 31st March, 1999. The finn was set up about five 
years ago and its product, a fast moving snack food item has been welJ 
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 opera.tional. 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 woven into strategy formulation. This process ensures that they become the
owners and authors of strategy. This leads to greater involvem.ent, deeper commitment
and improved performance of managers at all le,vels.

14.10 Keywords

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 enterpri.ses.

Operational or Functional Level: These strategies, target the d,epartmental or functional
aspects of operations and look at the functional strategies of marketing, finance, human
resources, manufacturing, information systems, etc.
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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?

2. What are the various objectives a firm wishes to achieve and how does the
mechanism of strategic planning and management facilitate it?

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

4. What is the key difference between functional strategies and the grand strategies?
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15.0 Learning Objectives 

At the conclusion of this unit, you should be ab)e 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

• Define strategic group mapping
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15.1 Introduction 

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 oi 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, finn and colleagues belier 
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: 

• Physical assets

• Technological assets

• Hum an 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-ls it most 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 cultw:al 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 downsizing of the companies which would become more 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, feasible 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 Ito business in 
the future. These evaluative processes are both analytical and cultural and endeavour 
to coalesce the intellectual and emotional 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 cuJh.liral 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 followed top-down approach in strategic 
planning and management. This meant that the top management fel1t fhat it was 
their exclusive prerogative to devise the strategies and that they were not obilged 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 watS a widening 
gap between what was intended to be accomplished and what was actuaUy achieved. 

r

Also, a number of conflicting interpretations were made and there was moe-bad blood 
than organisational synergj: for achie..ving the.overall strategic goals. Companies failed 
to position themselves adequately to combat the competition and the reltums. 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 s:o as to 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 e:nvironments. 
This poses two kinds of problems: 

• Owing to a large number of factors operatil:lg, it becomes difficult to comprehend
their combined effect on a given business: treating them all together ,or separately,
one by one, can be equally dangerous.

• External influences can be very uncertain; understanding uncertainty is always
a challenging task. Assessing their history is hazardous and eva,luating their
influence in the future is going to be more so.
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15.8 Nature of Business 

Environments External factors can be both 

dyna.mic and complex-. 
1. Dynamic aspect of external factors: This implies that both the rate of change

of these factors and the frequency of change- in them is high owing to rapid
changes sweeping the globe presently. Uberalisat1on of national economies,
their integration with the global 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 respdnd? 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 extern.al factors: Cornple;,uty 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 of know ledge 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 possibihties 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 manage.rs should be sensitised to pick up even not 
so strong signals from their business environments and try to capture these signals as 
early as possible and appraise their strategic importance. 

15.9 Panora,ma of Envi,ronmental Factors 

In order to make useful inferences from the business environments, we should view 
them in three parts as described below: 

l. 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. Every industry is more directly effected by certain factors and this
list can be fairly unique to an industry.

Micro environments of a computer and software industry are likely to be different 
than these factors for sugar industry or leather industry. 

2. Mega emlironments: These -are the total environments that have impact on the
firm's business. These can be fmther divided into 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. TheoreticaJly, rio two enterprises wi II have identical
relevant environments which managers must take into accowit to examine the
possible threats and opportunities.
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Political 

Economic 

Social 

Technalagical 

Legal 

Ecological 

Demographic 

Labour market 

These ore also referred to as Mego environments 

J 
These are sometimes included in Mega and at other times, 
included in Micro environments 

C 

s 

C 

C 

Capital market These ore generally porl of the Micro environments 

Suppliers 

Customers 

Competition 

15.11 PEST Analysis 

One of the most popular techniques in analysing mega environments is PEST analysis. 
It considers onJy four aspects viz., 

P Political which include legal, government 

E Economic which include capital markets 

s 

T 

Social which include cultural and demographic 

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: 

Political, 'Legal and Government Economic, Labour and Capital Market 

l. Laws an monopolies, etc. l. Planned outlays

2. Taxation law 2. Money supply 

3. Import and exporl borriers 3. Trends in GNP 

4. Environmental low 4. Interest rotes

5. Employme_nt low 5. lnflolion rotes

6. Consumer protection lows 6. Disposable income

7. Stability of Government, etc. 7. Levels of unemployment, etc. 
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Socio!, Culturol and Demographic Technological and Ecological 

l. Levels of literacy 1. Governments pending on R ond D

2. Income distribution 2, Focus of industry on technology 

3. Attitude to work, etc. 3, No. of potents per million population 

4. Social mobility inciuding rote of urbonisotion 4. Rote of obsolescence of physical assets

5. level of consumerism, etc. 5. New discoveries

6. Social upliftment programmes 6. Pollution control and cleaner techno-logies 

7. Levels of religious/cultural ociivities, etc. 7. Computers, IT ond 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 not 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 additional aspects will be analysed in depth viz., 

l4i!gol ond Regulatory Environment Ecological and Environmental 

1. Excfse, soles lox or income tax tree !rode 1,. Enforcement of environmentol protection 
zones, etc. legislotion ond penalties, etc. 

2, Level of deregulation and liberol1sotlon of 2. Energy conservation and monogement in 
economy terms of recycling, etc. 

3. Alignment of potent lows with WTO 3. Policy on ozone depletjon, generation of 
guidelines green house gases, etc.. 

4. Level of government subsidies 4. Attitude towards adopting green codes 

5, Lows on immigration and emigrotion 5'. Use of birlh control measures 

6. Lows on equal oppcrtunity 6. Amelioration of rurol and urban poverty,
etc.

7, Lows preventing mobilrty 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. 



Demographic Labour Market 

1. Rote of increase of populolion 1. Availability of skilled labour 

2. Birth rates 2. General level of education 

3. Death rotes 3. No. of croft training institutes 

4. Rate of urbanisolion - 4. Ingenuity of technicians 

5, Demographic profile in ler(Tls al age, educalion 5. Pride in the croft and attitude .to quality 
and trends thereof 

6. Social securily programmes for senior citizens 6. Indus.trial relations climate 

7. Life expectancy, etc. 7 . Union leadership, etc. 

Capitol Market 1. Suppliers 

l. Availabi lity of term loons l. Proximity of suppliers' 

2. Availabi lity of working capitol 2. Number of suppliers 

3. Fiscal concessions from Stole Government 3. Dependence of suppliers on competitors 

4. Concessional funds for technofogy and quality 4. Availability of water and power 
upgrodotion 

5. Incentives for ei<porl 5. Roles for water and power 

6. Easy schemes for loons against mortg.oges 6. Import of technology and experts 

7. Leasing and related financing schemes, etc. 7. Availability of cheap fuels, etc 

Customers Competition 
. , 

1. Established channels for distribution 1 . ~uantum of demand and trend in grow!h 

2. Geographical spread of disposable income 2 . ~feady or seasonal demand 

3. Recognising unmet demand 3. Deregulation of induslry 

4. Agencies for mo(kel survey etc. 4 . Structure of market 

5. Attitude towards quality and service 5. Level of competition 

6. Customer awareness 6. Level of innovation in marketing 

7. Brand loyalty, elc. 
. 

7. Relationship marketing, etc. 

The above listing of variables is intended to serve as a checklist and may be used more 
as a guideline; specific variables may be picked up with the help of the team sitting 
through a brain-storming session. 

Impact Analysis 
The above analysis can be useful in many ways: 

1. Identifyi11g key influences: Managers tend to be busy with their day to day problems 
and pressures of work. They may fail to identify the key influencing factors but, 
with the help of this analysis, they can focus on them with good results. 

2. Determining drivers for change: In the emerging scenario of global markets, there 
are many possibilities. There is now a greater need of undertaking these analysis 
so as to understand the forces behind the changes that are coming about. For 
example, if we comprehend the reasons for rapid changes in technology, we can 
respond better and cope with them. 
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3. 

There are global trends emerging in some industries. For e)(omple, the losle ond preference of 
the younger generation in music is olm·osl becoming universol. Consequently, firms in music or 
enlertoinmenl industry should evolve global stroleg,es. Sany sow thol in l 960s ond moved into 
the interno.tionol market. BPL hos already moved in and if Videocon has to grow ond flourish, 
writing on the wall is unmistakably clear, 

Quantifying the differential effect of tlte external factors: All factors do not have 
impact on business to the same extent-their influence can be significantJy different. 
Th.is can be evaluated by using the following simple scale of measurement: 

+ + = Very strong 

+- = Sttong 

:;;:- Weak 

= Very weak 

The impact analysis can be done by using the following matrix. 

S.No. Key External Influences Firm A 

1. Track record in rneeting the challenge of short Ille cycles of ++ 

products

2. Mecsu<ing needs and wonts of customers + + 

Firm B 

- .

- .

Firm C 

+ 

++ 

The impact matrix can be continued for even very comp lex 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 a.bout 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 hw1ehes 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 one of the above analyses. 

Scenario Building (SB) is evolved by carrying out the following steps: 

l. Identifying key f11ctors: 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 cm1sequently 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 sce"'lrios: With the active help of the team, we try to construct two to
four alternative 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 na 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 ta.ken 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 canying 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 Jllustrated in the form of a diagram as below. 

SUPPLIERS

Bargaining Power 
of suppliers 

POTENTIAL 
ENTRANTS 

Threotof 
new entrants

Borgoining power

,--IN_D_U._S-TR_Y_--. of buyers

COMPETITORS 

Rivalry omong 
existing firrns

T hreol of substitute
producb or servic�

SUBSTITUTES 

BUYERS 

Michael Porter has identified the following five sources of competition: 

• Rivalry among existing firms

• TI1reat from new entrants

• Threat from suppliers (by integrating forward)

• Threat from substitut� products and services

• Threat from buye� (by integrating backward)

We shaH examine each one of them separately. 

Rh1alry among tlie Existing F-imis 

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 substitutability in terms of products, processes and geographic 
markets, we would assume that the boundaries of industry are already well defined. 
Firms a,re 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 threa.ten the incumbents 
in two ways viz., 
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• 
• 

Taking market share away from the incumbents and reducing their profits 

Increasing competition when new entrants introduce new products, etc. for 
consolidating their market position. 

Bargaining Power of Suppliers 

Concept of suppliers should be extended to cover supplies of materials and services. We 
know that the suppliers of capital exercise a great deal of influence on the borrowers. 
Representatives of financial institutions are on the Boards of many companies; a number 
of them have the option of converting their loans into equity. In India, a large number 
of financial institutions play a critical role when firms are not able to function. Even 
suppliers of people related serv-i.ces play a crucial role by providing professional services 
like tax advisors, doctors, teacher, etc. However, since most of them are not organised, 
they do not exercise as much influence as the trade unions which are organised and 
often function as a wing of political parties in India. 

Threats from Substitute Sellers 

Every business has competition; in some cases we may be competing for selling products 
while in other cases, we might compete for buying resources of inputs, etc. This threat 
can be real or a possible one. There can be another form of threat when companies not 
manufacturing substitute products are in competition i.e., when they are competing to 
partake a part of your disposable income by attracting you to buy their products, then 
these firms although not offering functionally substitute products, pose a threat. 

Bargaining Power of Buyers 

Similar to, but the reverse of bargaining power of suppliers, buyers compete with the 
industry by insisting on lower prices, higher quality and/or services which could be at 
the expense of profitability, 

Advantages of Five Forces Analysis 

Michael Porter's five forces analysis is a very major technique.in strategic planning and 
management as it helps to identify the competitive forces and their relative strengths 
and weaknesses. This insight is very useful in evolving the competitive strategies and 
how to position the £inn in competitive environments. The major advantages are: 

• Identifies key competitive forces at work 

• Determines underlying forces driving these competitive forces 

• Rate of change in these forces and their impact on competition 

• Status of competitors in respect of these forces, their competitive standing and 
positioning 

• Ways of influencing these forces by weakening suppliers and buyers and by 
reducing the threats of new entrants and substitute suppliers as well as current 
rivals 

• Identify early signals of distant threats to the profitability of the industry and how 
to combat it on a long-term basis. 

Competition 
We must understand competition before we can analyse it. For a good knowledge 
on competition, we must learn about market and market structure. These have been 
described below: 



Market 

George Stigler and Robert Sherwin (1985) have defined market as "the set of suppliers 
and demanders whose trading establishes the price of a good". 

Two sellers are in the same market when production and pricing decisions of one 
materially affect the JeveJ of production and price the other seller can charge. 

Thus, two products are in the same market if they are close substitutes. Two products 
are close substitutes when: 

• They have same or similar functional performance characteristics 

• They are used for same or similar occasions 

• They are selling in the same geographical market. 

Market Structure 

Market s tructure refers to the number and characteristics of firms in it. Some markets 
are dominated by a few players like soft drinks or soaps and toiletries whereas other 
markets may be having many players like fresh flowers, computers, etc. Market s tructure 
decides how finns compete and the level of profitability they can achieve. 

There are two methods of measuring the market structure: 

(i) N-finn concentration ratio: It is a way of describing the distribution of market 
among the top four to eight firms - usually four or eight firms are used as a basis. 
logic being that a market depends upon the top four or eight firms rather than 
the very small companies a t the lower fringe. In this, the data is compiled and 
tabulated in terms of the market share of top four firms of the industry. 

(ii) Hertfindal index or its reciprocal: Hertfindallndex (HJ) is calculated mathematically. 
It is the sum of squares of market share of all firms in the market viz., 

= r(Si)2 

Where, 

Illus tration 

Si = Market share of firm i 

Jf two firms have a share of 50 % each of a market, then 

HI = (0.5) + {0.5) = 0.5 

Reciprocal of HI ::: 1 / 0.5 =2 

For computing HI, market shares less than 1% are not computed as its square becomes 
very insignificant. 

Nature of Competition 
It can be gauged from the composition of the market as below. 

S.No. Type of Competition HI Degree of Intensity of Price 
Competition Competition 

1. Perfect competition <0.2 Very mony sellers Fierce 

2. Monopolistic competition I 0 .2 Mo ny sellers of similar Fierce or light price 
products competition depending 

upon product differentiation 

3. Oligopoly 0 .2 to 0.6 A few sellers Fierce or light price 
competition depending 
upon inter-firm rivalry. 

4 Monopoly >0.6 Few (one) seller Lfght unless threatened by 
new entry 
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Competitors' Analysis 

Strategy is always 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. 

Al though there is a need for ;rndertaking a detailed analysis of competitors, it is usually 
not done comprehensively. A detailed framework is illustrated in the Figure below. 

Fu!ure Goals 

Competilor·s 

Compehtor's 
Re.1ponse 

Profile 

l:"xisting 
Strategy 

Assumptions ' Cornpetilor Anolr-ios 

Compe1ito r's Strer:glhs & 
Weaknesses 

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: 

•

• 

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 dusters in order to determine the strategic space. 

Student Activity 

Carry out a detailed analysis of tht! indushy taking into account the trends 
in en tertainrnent and education ind us try globally and recommend a possible 
strategy for your client. 

15.16 Summary 

The essence of environmental analysis is to lt!am 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 a.re more relevant 
to the line of business the firm is operating in and are often referred to as industry 
environments. 

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

Relroant 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 

l. 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 mechan.i.5m of PEST analysis.

4. II a 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.
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6. Describe scenario building technique of analysing the composite influences of
various external factors? Discuss their suitability and relevance for environmental
analysis.

7. Describe five forces analysis. How does it help improve the profitability of a
firm?
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16.0 Leaming Objectives 

At the conclusion of this unit, you should be able to: 
• Identify the critical success variables in competitive environments
• Analyse the internal resource
• Make value chain analysis
• 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 1%0s. 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 stra·tegy 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 1:oncentration 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: 

• Identifying and reinforcing strength in the critical success variables

• Exploiting competitors' weakness and building relative superiority

• Pursuing aggressive improvements by challenging taken-for-granted 1rules

• Deriving maximum benefits from strategic degrees of freedom.
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Identifying and Reinforcing Strength in the Critical 
Success Variables (CSV) 

These success variables can be identified out of the followings: 

• Product or service 

• Market or user class 

• Production capacity and capability 

• Technology 

• Marketing and sales methods 

• Logistics and distribution methods 

• Exploitation of natural resources 

• Size and growth 

• Returns and profit 

There are two approaches to identifying CSVs of a business: 

1. Dissecting the market and shortlisting the-key success factors from the above. 

2. Comparing the successful and not-so-successful firms and finding the missing 
critical success factors in the losing firms. 

History of successful firms would suggest that the surest shortcut to success is.to jump 
quickly to the top by concentrating on major resources early, becoming really good at 
them and then moving to consolidate a lead in other functions by using the profits that 
have accrued from achievement of early top status. 

"All of today's leaders without exception, began mJ bold deployment of st-rategies based on key 
factors for success", Kenichi Ohmae (1983). 

Exploiting Competitors' Weakness and Building Relative 
Superiority 

A firm must undertake competitor merchandising, buy their product and strip it down 
to individual component. This tear down exercise will facilita te comparison of each 
and every component. It helps finding areas of strength and w_eakness with respect to 
the competitors. This technique has been developed into a management tool known 
as, 'Reverse Engineering'. The strip down exercise enables the competing company 
to devise various strategies to exploit opponent's weakness and build up relative 
superiority. 

Pursuing Aggressive Improvements and Challenging 
Taken-for-granted Rules 
The underlying principle is to sharpen the querying mind and question every 
assumption with the confidence that yesterday's best can be bettered today. It has often 
led to revolutionary breakthroughs in devising new products, processes, procedures 
and policies. 

This approach brings in directional change in a firm's strategic thinking because it 
encourages questioning - why we are doing what we are doing in sharp contrast to a 
grooved mindset of focusing on how to do faster whatever we are doing. 



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 to determine our own strengths and weaknesses, 
we necessarily tum 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 succes.5 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: 

• Physical resources

• Financial resources

• Human resources

• Informational resources 

• Intangible resources

Let us discuss them one by one. 

Physical Resources 

These are the physical assets of the company. The analysis shouJd be carried out 
comprehensively and should cover the following aspects: 

• Age of the asset

• Condition of the asset

• Capability of the asset

• Location and its current market value, etc.

The physical assets may comprise of the following: 

1. Lattd and buildings: The analysis shou.ld cover all physical assets including
office buildings, their location and their current market value and classified 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, equipmenta,id accessoriep: Every enterprise scrutinises its 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.
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3. Materials: These comprise of raw, intermediate and a large number of maintenance 
and consumable materials involving investment of working capital, storage space, 
equipment, etc. leading to very high cost of carrying inventories. Managers must 
examine the justification of holding inventories and devise management systems 
to move towards zero inventory. Holding inventory adds to the cost of operations 
but does not increase its, value in any way. On the contrary, when materials are held 
in stock, there are chances of spoilage, deterioration, obsolescence and pilferage. 
Besides, we have to insure it against fire, theft, etc. Introduction of Just-in-Time 
system can help the firm towards zero inventory but not without upgrading to 
high quality working. 

4. Products: These are the finished products of the furn. The chain of supply to the 
end user must be short and trim. Longer the chain, more is the detention time 
during its journey to the end consumer and higher the inventory required to 
service it. Consequently, costs add up and prices increase making it difficult to 
compete. Managers must ensure that there is suit-able inventory control which is 
different and unconventional in the sense that, besides looking at the fast moving 
items of sales, it keeps a watchful eye on non-moving or very slow moving items 
and disposes them off before they become a liability. 

Financial Resources 

Money is the common denominator for aU business activities; there is nothing free in 
business. The vaJue of money must be amply clear to managers. Cricket matches are 
won not only by scoring runs but also by saving runs while fielding the opponents. In 
this connection, following aspects are important: 

1. Sources of own funds: Managers must be clear about the sources of own 
funds - whether these are arising out of retained profits or by trading a 
non-performing asset or through the relations and friends of promoters. 

2. Securing long-term capital: This could be in the form of share equity or long­
term loans for financing expansion. In recent years, financial and development 
institutions have acquired considerable clout when they participate in share 
equity or loans, etc. The tra<1:k record of profitability and dividend payments can 
help as much as the image of the company and its role in social projects that are in 
accordance with social and/ or national priorities. 

3. Managi.ng relationships with shareholders, bankers, etc: Networking with 
itnpo(tant shareholders, understanding their expectations is conducive to a 
firm's ability to raise funds in future. Relationships built over time are like bank 
balance in saving accounts; they can be useful in helping during difficult phases 
in business. 

Financial institutions are known to have sanctioned loans provided the named 
incumbents continue to head the enterprise. 

4. Managi.ng cash: Prudent management of cash is important; firms must do an 
in depth study to reconfirm that cash management is done discreetly and no 
imp~tuous decisions are implemented leading to frequent problems of cash-out 
situation. 

5. Ma1tagi.ng receivables and payables: Considering the high cost of money, firms 
must make efforts to collect their receivables iA quick time for which more realistic 
terms of payment have to be devised. It is a common practice to offer financial 
incentive byway of giving discounts for timely payments. Besides, the.re is always 
a trade off between cost of collection and the amount of bad debt. These days, 
agencies that offer their services for collecting so called bad debts on 20 or 30% 
commission are aJso available in large cities. 



Human Resources 
It is said that most organisations have not been able to galvanise more than 30% of the 
human potential despite various democratic measures for proactive people management. 
The importance and relevance of providing strategic leadership to the team is crucial to 
achieving long-term goals. In the ultimate analysis, as stated by a contemporary Indian 
religious philosopher, leaders only manage men who, in tum, operate machines, utilise 
materials and deploy funds. Treating human beings at par with other resources would 
be a mistake for it constitutes a very resourceful resource. Following aspects must be 
examined in depth. 

1. Critical skills mtd their numbers: If an enterprise wants to become a first class outfit 
m marketing and sales, .it has to recruit top-notch marketers and po1sition them in 
responsible jobs. Similarly, if a company wants to be very good in !finance, it will 
have to take specific steps to hunt for them and place them at higher positions in 
the hierarchy. 

2. Capability of lwman resource: Offen senior r;nanagement tends to underestimate 
the capabilities of their staff. Managers must design challenging opportunities for 
their subordinates and test them out from time to time so that they get exposed 
to varying situations in order to understand their capabilities. 1t is interesting to 
know (:rom the staff themselves what their capabilities are and how to put them 
to effective use. Th.is reduces the possibilities of misfits and people progress along 
career paths in which they are interested. Both organisation and iI11dividual gain 
in the process. 

3. Intriguing resource: Human resource is fhe only resource that has a mind that 
thinks and has a heart that beats. It should never be equated to a gadget in the 
production ,system. Managers must design jobs such that they mak,e demands on 
the empJoyees thinking facuJties and these should be organised in such a way that 
they excite the heart from time to time. Only after we ensure these two aspects, 
managers can hope to win over employees' enthusiasm, initiative and loyalty. 

4. Self-autonomy: Every individual seeks recognition, importance and respect. 
Managers must design a certain amount of autonomy in the job and provide 
some free space around the job so that individuals can grow and develop while 
performing these tasks. This prevents straight jacketing of individ1uals into slots 
that they find suffocating and stifling. This will lead to employee. involvement, 
interest and they would perfon:n their jobs more enthusiatically. 

5. Extraordinary management skills: Managers must be encouraged to acquire 
cognitive skills in selecting right jobs for implement~tion. Most ma1na.gers spend 
their working time doing the job right with all the diligence and care whereas 
they can contribute significantly better by choosing the right job,, this imbibes 
leadership traits in the managers who can become extraordinary mana.gers. 

Every organisation requires both ordinary and extraordinary marnagers but the 
latter can propel the company to achieving corporate goals in quick time. 

lnformational Resources 
Information is knowledge and knowledge is power. This resource is emerging as the 
most powerful input in the process of decision making at all levels. lts 1ceJevance and 
importance for aiding strategic planning and decision making can not be o,verestimated. 
Informational resources form a link in managers' ability to measure, evaluate and 
coordinate areas under their control. Following aspects are critical: 

(i) Internal data and information: Managers must carry out a study o.f their current 
operations and satisfy themselves that adequate data is collected and l?rocessed into 
information which decision makers find useful while doing thejr rE~spective jobs. 
An essential ingredient of jobs at all levels is the decisions and actions individuals 
take. Collection and compilation of data should start from the oper~1tionaJ levels. 
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(ii) Competition data and ittformatio1t: Business extends into the n:iarketplace 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 form 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 performance
with the industry leaders and then to outstrip them.

Some useful data may also be available from the industry and trade associations.

(iii) Envfromne11t data and informatio1t: A lot of information bureaus are already
offering their services on a commercial scale. However, the data that can be useful
for instituting bench.marking 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 e>cperience 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 reguired. lntangjble 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 a-eate a climate within the organisation that
can guide the priorities of the company when it comes to social and ethic.al 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 customeJ"s until they have embedded the style of being fair to
their suppliers and employees. Corporate image can be n big asset in times of
crisis like war, etc.

(iii) Good contacts: Good contacts and networking with customers, community
and the government can Jead 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 has but also those resources that it can a�cess because of its 
contacts, image and brand equity. 

16.5 Value Chain Analysis 

Concept of value is not new in the industry. It originated during the peak of second world 
war when Larry D Miles, working for the US Navy, developed the technique of Value 



Analysis. It has later also been descdbed 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 succ�ss variables should be highlighted if the organisation has to secure a 
strategic positioning for a cutting edge in competitive environments. 

Internal 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 company 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, currentJy referred to as Outsourcing, involves acquiring 
various resource inputs to the primary activities and takes place across all functions of 
the company. 

16.8 Review Questions

I. What are the critical success variables in competitive environment?

2. Write a note on internal resource analysis.

3. What are· the key strategy for man aging financial and human resources?

4. Define value chain analysis.
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17.0 Learning Objectives

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

• Explain the total value chain
• Describe the product portfolio analysis
• Define BCG matrix
• Describe Genere1! Electric (GE) Business Screen
• Expla.i.n Arthur D Little's Life Cycle Analysis

17.1 Introduction

Every organisation has to take two central strategic decisions viz., 

• Which strategic aFea will drive the business concept and impart direction to it?

• What areas of excellence it should cultivate to keep the strategy in good shape?

It has to choose the value drivers w hlch 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)

• No Value Adding (NV A)

• Business Value Adding (BVA)

Of the above, NVA activities are cost dT.ivers and should be eliminated and BVA activities 
cannot be eliminated and hence, should be brought down to an irreducible mjrumum. 
Consequently, the proportion ofRVA activities will increase in proportion. Besides, we can 
further sharpen the skills for performing RV As better. 



17.2 Total Value Chain 

No enterprise can deliver value to the customer individual! y. 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 effective! y and efficient] y. 
If we take this into account, the total value cha in of a company would be as shown. 

Supplies Wholesalers Retailer.; 

Thus, the capability of an individuaJ finn to deliver value is very much dependent upon it.c; 
vendors and suppliers who should be treated as business partners and long-term and 
durable relationships with them must be cultivi'!ted. 

Similarly, 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-term bilatt>raJ working 
relationship. There is no place for adversarial roles that must be mutually reinforcing. 
Business relationships last if everyone makes money commensurate with their respective 
effort and investment. 

Performance at the retailers' level is the most critical area as it interfaces with the end 
consumers, Their adi ve .in vol vemen t and their cooperation in organising Window display, 
sales promotion campaigns and customer care is paramount for the success of thebusiness. 
There is thus a greater need to interact with the retailers and make it easier for them to 
communicate effectively with the customers. 

17.3 Importance of· Linkages i,n the Value Chain 

Whether at the level of individual organisation or at the level of total value chain, bonds 
among the various links. in the chain are important. If the two departr.nents likemMketing 
and production go together well, it may be viewed as a strong point. Similar! y, if marketing 
ai;id 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 posit ive strength that a company can 
build upon further. The suppliers should be viewed as your own work<.1tation or capacities 
but not located at your ovv:n premises. ff we have perfect understanding with the wholesalers 
and respond quickly to mutual needs and expect<1tions, 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 mu-st 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 would add to the overall effectiveness of the value chain, which should 
be the common concern of every one in the value chain. 

This total chain should be subjected to the same scrutiny of identifying the activities and 
cJassif ying them into the three categories: 
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•

• 

_Real Value Adding (RVA)

No Value Adding (NVA)

• Business Value Adding (BV A)

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 oi telephones or other forms 
of communication links becomes rather important. With the recent advancements in 
computer networking, information and communication technologies, thjs 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 com� of your ten-itory 
instantaneously. You or your wholesalers' salesperson can easily link up either 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 time.Although, perhaps not that well 
highlighted by Michael Porter, the need to integrate various links within the ,value chain 
wiJI 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, c;onsiderable thought and effort has been devoted to the challenges of 

deli verm g higher and higher v a:lue to the customers so as to earn a space in their heart. It 
has been described mathematically as below.

Value x Service 
Value= -----­

Timex. Cost 

Correspondingly, management of value chain should involve these four aspects: 

Time Management 

One of the earliest 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 ah.ead of competition. Introduced into management by the famous 
Fredrick W Taylor; father of scienti_fic 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 cornpebtive environments, it may involve the foUow.ings: 

1. Reduction in lead time

(a) In design

(b) In engineering

(c) In procurement

(d) [n conversion



(e) In delivery 

(f) In inventory 

2. Reduction in time to market 

(a) From concept to delivery 

(b) From order booking to deli very 

3. Faster responses 

(a) To changes in market forces 

(b) To seniors, peers and subordinates 

Cost Management 

Cost awareness started making its impact from 1940s; this aspect necessarily includes the 
time management- time is money, too. The focus is on saving expenses as they are incu.rred. 
There are always three possibilities in working life - some of us are more prone to doing 
'futile' tltings 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 

• Procurement of materials and inventory 

• Conversion 

• Quality assurance 

• Outbound logistics and distribution 

• General sa les administration 

Quality Management 

Concept of quality gained prominence during 1960s and wottld pe(haps continue to drive 
the corporate world. Quality incorporates both the time and cost metrics. Since quality has 
been linked to customers' needs and wants, it has become both dynamic and strategic and 
is playing a major role in developing quality oriented strategies to outwit and out-manoeuvre 
the competitors. It directs us to the following aspects: 

• Customer focus 

❖ Meeting customers' requirements 

❖ Surprising customers by exceeding their expectations 

❖ Caring, caressing and cajoling customers 

• Functional performance 

•,• Appropriate fitness for use 

❖ Closer integration with customer operations 

❖ Anticipating customers future needs and desires 

• Reducing process variability 

❖ Robust designs 

❖ 

❖ 

Six sigma technjque 

Thguclti's methods 
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• Elimillation of waste

❖ Implementing Just-in-Time systems for launching a l'otal war on waste in all
fo1ms

... Pollution reduction by changing over to cleaner technologies

❖ Noiseless and serene workplaces and environments

• Continuous improvements (Kaizen)

❖ In products

•:• In processes

❖ In procedures

❖ 1n 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 fo selling tangible goods to 
customers, rendering services is crucial and can make or mar the prospect of your marketing 
and selling efforts. Service otiented strategies cover ·the following aspects: 

• Customer support

• Product support

• Product servke

• Flexibility in meeting customer demands

• Flexibility in meeting changes in the market

17.6 Product Portfolio Analysis 

Most companies deal with muttiple 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. larg·e number of products in their portfolio 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, growth, maturity or 
decline. We, therefore, must rnassure ourselves whether our product portfolio is balanced 
or not. What are the g�ps and how to go about filling them up? 

BCG Portfolio Matrix 

Boston Consulting Group (BCG) portfolio ma·triJ< is one of the early techniques and has 
become very popular over years because of its simplicity. ft involves drawing up the matrix 
between the 'Market Share' and 'Market Growth' as shown below. 

Market Share 
High Low 

High 

Siar Question Mork 

Market 

Growth 

Cash Cow Dog 

low 



Accordingly, it divides the entire range of products into four categories: 

1. Stars: These are the firms' products that are doing well in the growing market. 
However, since the market is in the growth phase, i.t requires to be nursed so that it 
remains in tune and we do not miss out on any roadblocks or opportunities that may 
crop up. The application and engagement of resources would also continue at a 
reasonably high level. If firm wants to gain further on market share, it may have to 
spend heavily. Being in the growth stage, asit gains experience, costs of operations 
comedown. 

2. Problem children or question mark: These products are also in the growing market 
but their market sha.reis not high. Usually firms spend more money on these products 
but these efforts do not result in increase in the market share. 

The product (s) are question mark or problem children and continue to drain the 
firm's resources and energy as margins remain poor. 

3. 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. There is no need to increase the marketing ,expenses; on 
the contrary, conditions permitting, resources can be withdrawn. Consequently, costs 
of marketing and sales are reduced and profit margins are high- it becomes the cash 
provider for other product lines that are not doing well. 

4. Dogs: As the name implies, these are those products for which the malfket- share is 
low and the products are either in static (mature) malfket or in declining phase well 
past the saturation point. It presents the worst combination of mark,et share and 
market growth. These products become a drain on firm's energy and resources and 
file candidates for divestment strategy. 

GE Business Screen 

There are a number of matrices that hav.e been used by different firrn,s and reputed 
consultants. GE Business Screen has been used more widely. It was originated by the 
General Electric of USA and is a matrix between a firm's 'competitive position' and 'market 
attractiveness'. The matrix is illustrated below: 

Competitive Position 

Stron~ Average Weak 
"' "' High Q) 

Wait & Watch C: Invest Invest Q) 
>, 
:.;: 
u 
0 
.!:: Medium < Invest Woll & Watch Divest 
>-... 
-;; 
::> 

'"'O Low C Wait & Watch Divest Divest -

The possible inferences that can be drawn from the matrix are shown in the respective 
matrix cells. 

l. Investment and growth strategies: If the p roducts are in the top left comer cells as 
shown, it poin~s out good growth prospect because your competitiv•e position is 
medium to strong and the industry in whlch you are operating, has a medium to 
high rating in terms of attractiveness now and in the foreseeable future. 

2. Wait and watch tactics: 1f the product line falls in the middle cells as shown, the firm 
is strongly advised to wait and watch for sometime for the situation to ,concretise. It 
is expected to be a short wait as one cannot wait endlessly in a given s!ituation. 
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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 erstw rule competitor!

The real purpose in undertaking these analysis is to ascertain the balan�e of product 

portfolios of the firm and its competitO!S. 

17.7 Arthur D Little's Life Cycle Analysis 

This technique owes its origin to Arthur D Little ConsuJ tan ts who have also been active in 
India in recent years. This is a very detailed matrix analysis asH links market position of 

f

the firm with the industry or products' diferent 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: 

Dominant 

Strong 

Fovouroble 

Tenable 

Weck 

.. 

Embryonic 

Fos! grow 
Stort up 

Stort up 
Diflerenliole 
Fost grow 

Start up 
Di ff ere ntio tio n 
fosl grow 

Start up 
Grow with 
Industry 
Focus 

.

And niche 
Catch up 
Grow wrth 
lnduslry 

Growfh 

Fosl grow 
Casi readership 
Renew 
Defend 

Fost grow 
Cotc.h up 
Cost leode�hip 

Differenliotion 
focus 
C□tc.h up 
Grow with 
industry 

Harvest 
Cotc_h up, And 
niche Hold niche, 
Hong in 
Turnaround Focus 
Grow with ·industry 

Turnaround 
Retrench 

Maturity Decline I 
Defend Defend 
Cost leodership Cost focus 
Renew Renew 
Fost grow Grow with 

Industry 

Cost leadership Find niche 
Renew, Drflerentiolion Hold niche 
locus Dlfferent1ote Hong in 
Grow with Industry Grow with 

industry 

Horvest, Hong in Relrench 
Fir1d ond Hold niche, Turno,round 
Renew, Turnaround 
Differentiation focus 
Grow with industry 

Horvest Divest 
Turnaround Relrench 
Find niche 
Retrench 

Withdraw Withdraw 
Dives! 

The above is a con,..enient and comprehensive set of strategies developed by Arthur D 
Little Consultants'. All that we ace required to do is to undertake a realistic appraisal of the 
cuxrent classification of the producHines and possible strategy options can be read directly 
from the above matrix. 

17.8 Analysis of Product Portfolio Balancing 

A weU 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 productdevelopmentand/ordevelopmentofnew markets.
The firm can do so only if it has some cash cows in lhe 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 resource s.

• 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 imp act upo n 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 o ut of it, better would be the price it can
command.

• Focusing on 'stars': Sta rs ne ed 'gazing' if they have to be the cash cows of tom orro w.
They need managerial attention, effort and support. Managers should never let these
products become victims of neglect and callousness. We m ust always reme mber that
a bird in hand is worth at least two, if not more, in the bush.

Student Activity 

Discuss the pr actical 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 go als 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 competitors in order to 
understand their strengths and weaknesses. BCG matrix, GE business screen and Life 
Cycle an alysis provide an array of methodolo gies th at 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: AI; the name imp lies, these are those products for which the market share is low and 
the products are either in static (mature) market or in declining phase well past the 
saturation point. 

17.11 Review Questions 

1. What is 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 va I ue? How can these form the basis for
developing appro priate strategi es to outwit co mpetiton.?

3. What is the objective of product portfolio analysis?

4. Describe the BCG matrix analysis and explain how to go about tackling problem
child without having any cash cow in the firm's portfolio?
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5. What is life cycle analysis? Describe the outline of the matrix. Also elucidate its
usefulness in strategic planning and management.

6. What are the pitfalls of carrying these analyses singly? How can these be overcome
in a team approach?
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. 18.0 Leaming Objectives 

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

• Define core competencies
• Describe the tests for core competencies
• Make financial ratio analysis
• Define organisational culture
• Identify the factors influencing organisational culture
• Explain the mapping stakeholder's expectations 

18.1 Introduction 

Organisa,tions need c�pability 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-tradeabJe assets of the company. 
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ln strategic management, we stat.t with environmental analysis for uncovering threats and 
opportunities and then determine internal strengths and weaknesses of the £inn. We identify 
the markets the firm should serve and then procec..->d 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 evolvi.ng over the last.few decades. 
Selzni.ck used ii way back in 1948 and ii 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 econom.k 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. 

Resources 

Competence 

Competitive Advantage 
Some as Competitors Better thof1 Competitors 
(Easy to Initiate) (Difficult to Initiate) 

Threshold Unique 
Resources Resources 

Threshold Unique 
Competence Competence 

It looks at these resources in four components viz., 

I. Thresliold resourus: These are the minimal level and skills of resources required to
stay in that business or ind us try and can be easily imitated by others in the ind us try.

2. Unique resources: Thest' are the speda I 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 ot the minimum adequate level that is just enough to
carry on business in that industry.

4. Uniqite competencies: ln line with the unique resources in the posse sion 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 ResQurces 

These are the factors of production owned and/o•r controlled by the firm. Their strategic 
in1portance is based on the fact that the profits earned by the firm are 'returns ori resources1

• 

Profits from an attractive ind us try come from superior plant- and eq uipm.ent, differentiated 
products and possession of patents and trademarks/brands which have built up 
reputation over timt'. These margins result from the entry barriers tnat depend upon 
economies of scale, capital equipment and unique experience accumulated by the company. 
These cannot be easily acquired or imitat�d by the competitors. Grant has said that, 



"Resources are the founts from which firm's profits flow". Resources may be tangible or A11al!/Sis of Skills mtd Competence 

intangible; it is the intangible resources that are more i.rnportant. 111ese 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 Notes 
parlance is called the 'goodwill'. 

These intangible resources may be classified into: 

Human Intangible Resources 

AJthough human beings are tangible but their skills, experience, etc. are not. It is very 
difficult to measure their value since much of it emanates from the way they work together 
in teams and groups. Brain equity is being increasingly seen as a crucial asset in winning 
marketing wars in the future. 

Non-human Intangible Resourc,es 

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 
measured as a ratio between the stock price and the book value. Corporations like Coca 
Cola top the list with a ratio of 62. 

This ratio also reflects the expectations 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 finn1s ability to deploy a mix of resourc:es to achieve a 
goal. Capabilities may be thought of as intermediate products generated by the firm to 
enhance_productivity 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 firm 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, managemeot tontroJ 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 KPrahalad and Gerry Hamel talk 0£ archjtects and m.:iintel)ance engjneers; they stress 
the need of more -'rchitects than maintenance engineers in a firm. According to them core 
competencies are built by integrating the strategic internal architecture of the firm as a 
whole. They are of the opinion that more relevant thim product portfotio is the portfolio of 
core competencies and managers should focus on identiJying, 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 quaJi ty of the pmd ucts as they offer d ifferentia I 
ad.vantage. Competence comes.from ability to build at lower cost and more speedily than 
the competitors, it spawns revolutiona.ry products and services, it is the ability to adapt 
quickly to changes in the market place and ability to coordinate a;id integrate multiple 
technologies across various functions and SBUs. Core competence is rooted in the culh1re 
of the organisation and �as 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: 

• Are essential for a company

• Engender core products of the company 229 
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•

• 

Facilitate strategic decisions <>f the firm

Accomplish the mission and vision of the cornp_any

18.6 Characteristics of Core Competencies 

In view of the foregoing, we can list the following characteristics of core competencies: 

• Invisible to the competitors

• Difficult to imitate

• A mix of skills, resources and processes

• A capability that can sustain over time

•· Is greater than the competence of individuals

• Is marketable and commercially viable

• Are few in nwnber.

18.7 Tests for Core Competencies 

Grant has suggested the following four tests for isolating core competencies: 

• Appropriability

• Durability

• Transferability

• Replicabllity

These are described below.

Appropriabillty 

It relates to the basic 9uestion of who owns and who is the beneficiary of the cote competence. 
In legal terms, a firm owns its physical assets like buildings, machineiy, etc. but not its 
human assets. Skills of a specialist like computer expert are owned by that individual and 
not by the company. 

Durability 

lt 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 patenls have an average life of 20 years inclusive of the product 
development, testing, registration, etc. There is a tr�nd towards reduction in the durability 
of human asset'S; they are also becoming obsolete faster. Those with ma_rketable skills move 
away from permanent jobs 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 consequ.ently, 
core compete.nee stands transferred. to another corporation. 

Rep I icabi I ity 

Replicability relates to the ease of uni tation 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 organisation and developed historically within the company are d ilficult to A na/ysis ef 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 
hinternal analysis in order to determine the strengts and wealnesses of the firm or any of 

its divisions/profit centres. This should be used in conjunction with the other methods as 
outlined already. 

Financial analysis is a part of the larger study of measurement of the different aspects of a 
firm's performance. 

18.9 Management. Ratios 

ln 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 litre of the fuel consumed. Th.is 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 all 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

• Leverage ratios

• 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 
This is calculated as a ratio of ------=---­

Sales revenue 

This measures the total margin available to cover the operating expenses and the 
possible profits. 

2. Operating profit margin

f Profit before taxes and interest
This is calrulated as a ratio o 

Sales Revenue 

This is an indication of the firm's profitability from the current operations without 
taking i!Tlto account the interest charges accruing from the capital borrowed. 
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3. Net profit margin or Net return on sales 

. . . Profit after taxes 
1n.is 1s computed as a ratio of · 

Sales revenue 

This indicates the profit after tax per rupee of the sales; lower values indicate that 
either firm's pric.es are low or its costs are high. 

4. Return on Total Assets 

Profit after taxes Profit after taxes+ interest 
This is calculated in two ways: - ------or - - --- - - - --

Total assets Total assets 

This measures return on tota I investment in the finn. Sometimes the ratio is calculated 
by adding interest to profits after taxes because total assets are financed not onJy by 
the firm but also by the creditors. 

5. Return on stockholders' equity or return on net worth 

This 
. ed . f Profit after taxes 
1s comput as a ratio o 

Total shareholders' equity 

Th.is is a good measure of the rate of return on s tockholders' investment i.n the 
enterprise. 

6. Return on common equity 

PJoflt after taxes - Preferred stock dividends 
This is c.alculated as a ratio of TotaJ shareholders· equity - Par value of p referred stock 

1n.is is an indication of the rate of return on the investment that the owners of common 
stock have made in the enterprise. 

7. Earnings per Share (EPS) 

Thi 
. d . f Profit after taxes - Preferred stock dividends 

s 1s compute as a ratio o 
Number of shares of common stock outstanding 

This shows the earnings avaiJable to the owners of common stock. 

The above profitability ratios reflect how effectively the firm is being run now. Since the 
ratios mostly relate to profits and profitability, these measures are important indicators of 
the management's performance. 

Liquidity Ratios 

Following ratios are worked out for the firm. 

1. Current ratio or workitig capital ratio 

2. 

. Current assets 
Th.is is compiled as a ratio of Current liabilities 

The ratio indicates the extent to whic.h the claims of short-term creditors are covered 
by assets that are expected to be converted to cash in a period roughly corresponding 
to the maturity of the liabilities. 

Quick ratio or Acid test ratio 

. . . . Current assets - Inventory 
This is co.rn_puted as a ratio Qf C r bil' . 

urrent 1a 1ties 



This measures the firm's ability to pay off short-term obligations without relying Analysis of Skills and Competence 
upon the sales of its inventories. 

3. Inventory to net working capital 

1nventory 
This is calculated as a ratio of ---- ---- -----

Current assets-Current liabilities 

This is an indication of the extent to which the firm's working capital is tied up in inventory. 

The liquidity ratios measure the short-term obligations of the firm i.e., the level of short­
term liabilities and the firm's ability to pay them from short-term assets. For example, the 
cort'Vention is that the current ratio should be 2 - usually a value in the range of 1.5 to 2 is 
suggested as ideal targets. However, firms dealing with mostly cash than credit terms of 
payments may have a ratio nearer to 1. Although the optimum will vary from industry to 
industry,a thumb rule is that the current assets should be twice that of the current liabilities. 
The more volatile the business, the higher sho uld be the ratio. 

Leverage or Gearing Ratios 

We use a number of ratios as below. 

1. Debt to asset ratio 

. . Total debts 
This IS measured as a ratio of - --­

TotaJ assets 

This is a good measure of the extent to which the borrowed funds have been used to 
finru1ce firm's operations. 

2. Debt to equity ratio 

. . Total debts 
'Irus 1s calculated as a ratio of ---------­

Total stockholders' equity 

This is a good measure of the proportion of ftmds provid ed by the creditors and the 
funds provided by the owners., 

3. Long-term debt to equity ratio 

Long-term debts 
This is computed as a ratio of d 

Total stockhol ers' equity 

This is a popular way of measuring the balance between long-term debt and equity of 
the firm which is also the long-term capital structure. 

4. Interest coverage ratio 

Thi 
. al u1 d . f P rofit before interest and taxes 

sis c c ate as a ratio o 
Total interest charges 

This ratio measures the extent to which earnings of the firm can decline before the 
firm becomes unable to meet its annual interest costs. This is of vital interest to 
creditors and bankers. 

5. Fixed charge coverage ratio 

Thi 
. 

1 
d . f Profit before taxes and interest + Lease obligations 

s 1s compi e as a ratio o 
Total interest charges+ Lease obligations 

lb.is is a more inclusive measure of the firm's ability to meet all its fixed charge obligations. 
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Activity Ratios 

The important ratios used are: 

1. Inventory turnover 

·This . d . f Sales revenue . 1s compute as a ratio o 
Inventory of finished goods 

This ratio when compared to the industry average gives an indication of whether a 
firm has excessive or inadequate inventory of finished goods. 

2. Fixed assets turnover 

Thi . al ul d . f Sales revenue s 1s c c ate as a ratio o 
Fixed assets 

This is a measure of the utilisation of plant and equipment in terms of sales revenue. 
It is an mdex of the sales productivity also. 

3. Total assets turnover 

This 
. il d . f Sales revenue ts comp e as a ratio o 

Total assets 

It measures the utilisation of all the firm's assets. When the ratio is below the industry 
average, it implies that the firm is not generating enough volume of business. 

4. Accounts receivable turnover 

Annual credit sales 
This is calculated as a ratio of -------­

Accounts receivable 

This reflects the average length of time a firm takes to collect the sales made on credit. 

5. Average collection period 

This
. al 1 d . f Acounts receivable 
IS c cu ate as a ratio o 

Average daily sales 

Where, the year consists of 365 days. 

This indicates the average length of time a firm must wait after making sales before it 
receives payment. 

The above activity ratios indicate how efficiently the firm is using its resources because 
these ratios relate the turnover with the resources used to generate them. 

Investment or Stock Market Ratios 

These days it is being accepted that the maximisation of shareholders' value is the prime 
aim of strategy planning and management, so these ratios are becoming more and more 
important. 

1. Dividend yield on common stock 

I 
. aJ 

1 
ed . f Annual dividend per share 

t 1s c cu at as a raho o 
Current market price of share 

This measures the return to owners in the form of dividends. 



2. Price earnings ratio

I . d th 
. £

Current market price per share 
t 1s measure as e raho o 

After tax earnings per share 

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. Di
v

idend payment ratio 

I • d 
. 

f 
Annual dividend per share 

t 1s compute as a ratio o 
After tax earnings per share 

This measUies the percentage of profits paid out as dividends. 

4. Casi, flow per share

It. 1 u1 ed . J 
After tax profits+ Depreciation 

1s ca c at as a ratio o 
Number of common shares outstanding 

lt is a measure of the discretionary funds over and above expenses available for use by the 
firm. 

18.11 Overview of Financial Ratios 

The financial ratios cover a comprehensive set of measurements reflecting varilous facets of 
an organisation's functions and have emerged as useful tools for strategic pJanning and 
management. However, managers should not use them in isolation; their usefulness will 
be great! y enhanced if these are used in conjunction with the other .analytical too]s. Following 
guidelines are suggested for using them: 

• At least a period of five years should be considered so that a dear trend, if any, can be
identified.

• The ratios should always be compared with the trend in the industry.

• A set of 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.

• 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, eacli'l also has its 
unique sets of characteristics and properties.  This psychological structure of the 
organisation is called its Organisational Culture. This can even be experienced by a la.yman 
and they use words like climate, atmosphere or milieu interchangeably with culture. 
Organisational culture is a set of features that: 

• Distinguish one from another

• Are relatively enduring over time

• Influence the behaviour of people irl the organisation

Organisational culture is like the personality of an individual which has many traits 
common with other mdividuals 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
beh,:iviour. Thus, culture is distinguishing but has the irlfluence of integrating individuals, 
groups and organisations. 

Analysis of Skills and Competence 
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Cultural Context of Strategy 

Culture has an impact 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 al tematives 
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, cwnulative knowledge and intellectual skills. They influence 
our expectations, attitude and behavior. Thus, they influence the process of choosing the 
strategy from among various altemotives. 

Organisational Culture 

Organisations can be described in tangible terms such as organisation structure and in 
intangible terms such 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 character.istics of organisational culture are: 

1. lntiividual autonomy: [tis the degree of responsibility, freedom and independence
the individuals have.

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

Tolerance of risk: It is the degree to which employees are encouraged to be creative,
innovative and risk taking.

Dt.rection: It is the degree to which the firms emphasise clarity of objectives and
performance objectives.

Integration: It is the extent to which units within the organisation are encouraged to
work in a coordinated manner.

Managemen,t contact; It is the level of communication, assistance and support
provided to the subordinates.

Control: It is the number of rules and regulations and the amount of direct supervision
that are used to oversee employee behaviour.

Identity: It is the extent to which members identify with the orgu.nisation as a whole
in contr�st to their work group or professional cirde.

Reward system: It is the degree to which the firm's reward sy&tem viz., salaries,
increments and promotion are bas�d on employees' performance.

Toler-ance of conflict: It is the extent to which employees are encouraged to air
disagreement, criticisms and conflicts openly.

Pattern of communication: It is the extent to which the orgarusa tion communications
are restricted to formal chain of command.

18.13 External Factors Influencing 

Culture Two important influences are: 
• VaJues of the society

• Values of the organised group

Values of Society 

Although society gives one the impression that it tends to be conservative,,changes are 
continuously taking place in its attitude to work, authority and even concepts like eqQality, 
etc. Bes,ides, a firm's activities are also influenced by the constraining legislation, public 
op.inion �nd the media, These m·ay be further divided into tvvo categories: 



1. External relationships: Herein we focus on our attitude and behaviour towards llna/ysis of Skills and Competence

happenings that are thrown on us by factors on which we have little control. For 
example, 

(a) Coping with uncertainty: It is impcrtant to understand whether for coping with
tmcertainly, firm's culture enjoins us to:

(i) Avoid or tolerate

( ii) Reduce or accept

(iii) Manage or adopt

(b) Influencing environments: Whether our culture teUs us to: 

(i) Behave proactively or reactively

(ii) Prefer action or fatalism

(c) Assessing truth or renlity: Whether the culture directs us to:

(i) Analyse facts or logic theoretically

(ii) Assess the truth inductively or deductively

(d) Attitude to change: Whether the firm's approach would be to:

{i) Relate to past or future 

(ii) Prefer continuous to step changes

2. Internal relationslrips:These situations might be stated as:

(a) Status orientation: if the firm is status conscious, it will be more inclined to use
hierarchy than networking.

(b) Individual orient.ation: decides whether the firm respects individuals or groups. 

(c) Social roncl!'m: decides whether the finn 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 your work, like trade unions who 
may be highly instihitionalised or those not rela.ted to work like the religious groups or 
political affiliations. 

In strategy, we recognjse 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 own codes of conduct. Many of these cover aspects of quality 
of service, employment practices or resolution of disputes, etc. AU 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. 

l. 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 statemeFlts for the mission, strategies and objectives.

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 whlc"h are
produced by employing children.

3. Assumptions: These form the real core of the organisational culture. These a re those
aspects of values that are taken for granted and people £ind difficult to identify. These
are so deeply embedded into the organisation that until these are brou.ght out and
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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 th.is type of culture long for a stable and
secure place in the market, a niche, They would go in for strategies which call for
speciabsation like cost leadership which favours efficient working. Consequently,
they go in for verticaJ integration for integrating processes-backwards or forwards.
They prefer to focus on price and service to the customer and are at ease with formal
planning.

2. Prospectors: A5 the name implies, these firms look for and explolt new products and
new markets, p1::ospecting 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. Ana I ysers: 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
penetratim, and they are essentially foUowers in the market. They have a ralher
complicated process of coordination and believe in intensive planning.

4. Reactors: 1his category of management teams perceive environmental changes but
rarely make adjustments either in their sty le 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 o.f gambling. In 
organisations, they represent the various interest groups who have some financial or other 
gains at risk in the running of the enterprise. 

Th.ese interest groups influence not only the .fina:l selection of the strategy but also its ve.ry 
formulation. It is, therefore, crucial for managers to analyse their relative importance and 
expectations. 

18.17 Stakeholders in a Corporation 

Stakeholders can be internal or external to the organisation: 

Internal Stakeholden; External Stokeholden 

Directors Customers 

Monogers �uppliers 

Employees Finoncie� 

Shareholders 

Government 

Community 



Other pressure entities like environmen ta! and consumer protection groups are also making Analysis of Skills and Competence 

their presence felt and no enterprise.can ignore them. These are shown in the diagram 
below. 

Internal External Customers 

Directors 

Employees 

18.18 Identifying Stakeholders 

Expectations of stakeholders can be 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. 

SI. 

l. 

2. 

3. 

4. 

5. 

6. 

Stakeholder supporting = + 

Stakeholder opposing = 

Stakeholder neutral 

St.akehoJder divided 

=

= 

0 

? 

Internal 
Stakeholders 

Issues 

- - - -

? - + -

External 
Stakeholders 

' 

a -

J 
+ 0 - + 0 

- + - - a - +

I 
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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 lo find ways and means of ov,ercoming them. Managers 
should aim to s.ecure supporters and collaborators for the strategy and avoid road-blocks, 
if any. Following two techniques .involving2 X'. 2 matrix analysis are very useful in mapping 
the stakeholde.rs' predictability and their interest in the issue(s) at stake. 

Power Predictability Matrix Analysis 

The matrix is as shown. It divides the stakeholders into four groups as below: 

High 
Preditobiliiy 

Low 

Low 

Few Unpredidoble 
Problems but manageable 

l
Powerlul & Greater do nger 
Predictable or opportunity 

High ,, • 

1. Low power an.d high predictability: This group does not present any problem but is
important because their support for the strategic decision is critical.

2. Low powe,r and unpredictable: Although this group is unpredictable, they are easy to
manage because they wield IHtle power in the situation.

3, Predictable a.11d powerful: Titis 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. Unpred'ictable and powerful: This group presents the greatest danger to the managers
formulating strategy since they wield a great deal of power. lf 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

This is asshov.n below. Based on the interest in the issue at stake, we divide them into four 
groups: 

Low of Interest 

Low High 

Low 

Minimal Effort Keeping In/armed 

f Keeping So!isfied Key Players 

' 

fiigh 



1. Low power and low interest: This requires minimal efforts to bring them around to Arttilysis of Skills tirtd Competence

support the strategy.

2. Low power and higlt interest: This group expects to be kept informed and not being
taken for granted. Managers aware of the role of communication in organisations
can manage this group easily.

3. High power an.d 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 acc,�ptab)e to this
group.

Mapping stakehoJders have the following advantages: 

• It is a way of assessing the cultural fitness of the new strategy

• It identifies the key opponents and facilitators of the new strategy

• It highlights the need of repositioning the stakeholders so as win their support

• l t may lead to proposals to buy over some stakeholders to secure thei r acceptance of
the new strategy.

18.20 Sources of Power of Internal Stakeholder·s 

We are all aware that there .are two sources of power of internal stakeholde:rs -positional 
power and personal powe.r. Each o( these is further divided into two types as below. 

Positional Power Personal P"ower 

Reword power Referent power 

Coercive power Expert powef 

Positional or hierarchical or legitimate power is used by senior managers to Eixertinfluence 
on strategy but it has a very limited impact if used singly. In fact, most of the disputes in 
industry originate &om the over exercise of the positional power. 

Personal power arises fr.om an individual having personal qualities of leadership and a 
workingenvirorunent which favours consensus among groups within the o,rganisation. 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, manageri; who control
these resources become more important. Likewise, if the strategies fatvour product
development, research and technology 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 influ_ence on the stt'ategy and
performance of the enterprise. Their power emanates from the fact tha:t they are able
to reduce variability in business by predicting and providing for UJ1C1ertai.nties. For

. 
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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. 

4. Autonomy in decision making: Decision making requires autonomy and exercise of
discretion. If in.dividuals 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 St.akeholders

Extern.al stakeholders also influence many strategic decisions. Their sources of power 
may emanate from the following: 

1. Depe'1dettce foT 1eso11rce acqr,isition: If a firm is heavily dependen� upon the
stakeholder for buying and selling some critical items or services, the concerned
agency assumes more power. For example, commercial banks have considerable
dqutwith the firms who borrow money from them.

2. Dependence for implementa.tion: 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.

3. Dependence for a, critical or scarce skill or kn.owledge: Sometimes a particular
contractor or vendor may exercise major influence because heis supplying the goods
and sexvices which are.scarce and in limited supply in the market.

4. CuUivation of inten1al link.s: 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 comm.on indicators:· 

• Reference to the stakeholder by emplQyees with veneration or respect ·

• Difficult to switch because of heavy dependence of oitkal .resource or dose mtegration
of operations

• 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

• Power symbols like playing golf with basses or socializing frequent! y with bosses.

Student Activity 

Who are the internal and external stakeholders of an organisation? 

18.22 Summar·y 

The concept of core competence js rather irnportan! in strategic management because firms 
seek to secure positioning that can be susJamed over a period of time. Pro.fits ensue from 



the resources and their capability. The combination of resources and how they are linked Analysis of Skills and Cnmpetrnce

together would form the kernel of core competencies. Analysis of financial raitios has been 
found to be very useful in evaluating the performance of the firm from different angles. 

Although organisational culture is considered to be an intangible aspect of .;m enterprise, 
researches have confirmed that nurturing of the right culture leads to imbibing of positive 
values among the members of the firm. 

18.23 Keywords 

Individual Autonomy: It is the degree of responsibility, freedom and independence the 
individuals have. 

Management Contact: It is the level of commwtication, assistance and support provided to 
the subordinates. 

Tolerance of Conflict: It is 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 sugges1r and why?

2. What are management ratios? How are they useful for effective manag,ement?

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 formulatiolrl?

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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Unit 19 SWOT Analysis, 
Unit Structure 

• 19.0 Learning Objectives
• 19.1 Introduction 
• 19.2 ldentifying Threats, Opportunities, Strengths and Weaknesses
• 19.3 Mattix Method of SWOT Analysis

• 19.4 C:::ruciform Method of SWOT Analysis

• 19.5 Role and Importance of SWOT Analysis

• 19.6 SWOT and OperationaJ Managers

• 19.7 Critiques of SWOT Analysis

• 19.8 Su!nmary
• 19.9 Keywords

• 19.10 Review Questions

• 19.11 References and Further Readings

19.0 Leaming Objectives 

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

• Define SWOT Analysis
• Describe the tnatl'i.x method of SWOT Analysis
• Explain lhe role and importance ofSWOT'Analysis

19.1 Introduction 

The major motivation for carrying ou_t 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 fu:m.incomparison 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, Corporale collapse: Ozuses 
and Symptoms wrote in 1976 that, 'before any strategic decision is taken, a detailed SWOT 
analysis must be undertaken'. 

19.2 Identifying Threats,, Opportunities, 
Strengths and Weaknesses 

With the help of PEST or PESTLE 0r 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 stakeholder.s' 
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 strudured analysis of the firm's current strengths and weakFiesses and assess 
them in :relation to the perceptiQn of threats,and opportunities and determines whether the 
ente--rprise is capable of withstanding the challenges ahead. 



SWOT analysis should be undertaken by drawing up the matrix table in the following 
three steps: 

Determining Threats and Opportunities 
These shouJd be identified as 

Threats Opportunities 

Government giving tax incentives for new Major competitor hos entered o new market 
investments 

Demond is growing In other markets 
I •~ I f J I 

Identifying Weaknesses and Strengths 
This is d one through vadous analysis but should always be supported by debates and 
discussions among the team members. The strategy may not be in the formal document in 
wr,iting; it m_ay be the strategy that is being achieved or realised at present. 

Weaknesses Strengths 

Limited product range ~s 50 crore own funds available 

No new product in the pipeline Production expertise good 

Market expected to decline Marketing skills good although small 

Smoll·number of customers 

Small marketing set up 

Carrying out SWOT Analysis in a Mat.rix Table forr,n 
After extensive experience in drawing up SWOT analysis, it is suggested that we follow 
this method meticulously by adopting the following method for evaluation. 

Strengths and Weaknesses are. written in rows and the threats and opportunities are written 
in the columns. Each strength and weakness is examined with respect to ea1ch threat or 
opportunity and is evaluated as folJows: 

+ = If it is a positive advantage 

- = If it is a negative factor 

A typical matrix table is as below. 

Threats 

s ~ 
Main Strengths 

1 . + + 
2. 
3. 

Main Weaknesses 

4. - -
5. I 
6. 

+ 
Summary ... 

- , 

-

+ 

Opportunities 

I Summary 
+ -, 

- - + - - 3 5 . 

- + + + + 5 3 

I 
I 

'1 
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These evaluations 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 exaluation, it becomes much easier to finalise the real strengths 
and wea�esses and real thr�ats 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 

Tltis is a traditional form of SWOT analysis where the final list of strengths, weaknesses, 
opporh.mities ·and threats are worked out and tabulated as shown below. 

STRENGTHS WEAKNESSES 

f 50 crore available. Limited produe1 range. 
Produdion e.xperhse good. No new product in the 
Morketing skills good though small. pipeline. 

Market expeded to decline. 
Small no of customers. 

. Marketing set up is smoll. 

OPPORTUNITIES THREATS 

Major competitor hos entered o . Government giving incentive . 
new market. for new investment. 

Demond is growing in other 
markets. 

Tltis 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: 

• Happenings around the firm (external environments)

• Firm's own capabilities (organisational competencies)

• Missions and objectives of the organisation

This mechanism is shown in the Figure below.

_..,.- --- - --.. .......... 
_/ M. . ' 

i---,7'---- 1ss1on _ ........ , _ __,.,. 
I \ 

External 
Environments 

/ --s \ 
,__ 1,---_ Stm1eg y  __ ..,.., -

\ 
r 

\ 
I 

1�•--.... ,----1•► Objedives • ,I 
' / 
______ . ..,,.,, 

.. 

Internal 
Environments 



Since SWOT analysis is an in-depth evaluation of e.xtemal factors of threats andoppor�nitie� and internal factors relating to own strengths and weaknesses, it hc1 s a
direct hnk WJth 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 powerful 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 we.aknesses of the firm. The same is
also true when it comes to their perceptions of thref!ts and opportunities.

3. Process of creativity: SWOf 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 tire firm: Healthy debates on SWOT cut through the internal
politics of the firm, improve relationsfops and make for better communication,
coordination and control.

5. Threat to status quo: Because SWOT questions managers' assumptions, it sets out
the process of unfreezing and disturbing forces in equilibrium. Tiris 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 bed one or discontinued. For ex amp le: 

• Marketing and sales personnel c.1re often the fir.st to notice whiffs of changes in
consumer tastes or rumours of a potential new product from a competitor.

• Manufacturing and operations personnel may be the first to hear of new product or
production technology or see the potential of a new invention in its early stages of
development.

• People in human resources management may be the first ones to hear of the early
warning of new policies of competitor from the human resourc� market or changes in
legislation in the offing.

It is true that early warnings of possible changes are often based on rumours, opinions and 
hearsay; they may not fit into any fonnat 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 ahe_ad start. Therefore, sh·ategy 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 ur 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 Clintext related, opportunities and 
threats are a1so context bound. 
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SWOT is influenced by missions and objectives of the company, Managers" uiffering 
perceptions of priorities or even oi the objectives of the firm may reflect in SWOT's relevance 
to the situation. 

Richard Pascale (1991} writes in his book, Managing on the edge tlaat, "nothing fails like 
success. Wmrung organisations .............. are locked in the embrace of a potentially deadly 
paradox. The golden adage of' sticking to your knitting' becomes 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
1

SWOT analysis engenders the spirit of inquiry and analysis of firm se..xtemal environments 
to uncover distant threats and early opportunities. !t·also enjoins manage.rs to identify 
strengths and weaknesses in the context of firm's business objectives. 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, social and technological 
environment of the business. 

19.10 Review Questions

1. How do we determine the streFigths, weaknesses, opportunities and threats of a
furn?

2. Describe the matrix method of SWOT analysis.

3. Describe the cruciform method of SWOT analysis.

4. What is the role and importance of SWOT analysis?

5. 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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