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INTRODUCTION

MBA 820 - Corporate Management Strategy is a twesitrcourse for
students offering MBA Corporate Governance in tbkd®l of Business
and Human Resources Management.

The course consists of 14 units, in three moddlae. material has been
developed to suit Masters Students in Corporatee@m@nce at the
National Open University of Nigeria (NOUN) by usiag approach that
takes care of fundamental issues in the strategamagement of
organisational operations.

A student who successfully completes the coursé suitely be in a
better position to manage the operations of a catpo entity
strategically for a competitive leverage in itsustty.

The course guide tells you briefly what the coussabout, what course
materials you will be using and how you can workilyavay through

this material. It suggests some general guidelimethe amount of time
you are likely to spend on each unit of the coumsarder to complete it
successfully. It also gives you some guidance our ytator-marked

assignments. Information on tutor-marked assignneerfound in the

assignment file which will be available in due czmir

WHAT YOU WILL LEARN IN THIS COURSE

This course will introduce you to the fundamentspects of corporate
management strategy generally. It includes theresgiional mission,
goals, organisational structure, technology aratefry, and case study.

COURSE AIMS

The course aims, among others, are to give younderstanding of the
intricacies of corporate management strategy and tootackle case
analysis in organisational operations as far asné@rprise is concerned.

The course will help you to appreciate the essefcerganisational
mission, goals, objectives and policies; internadlgsis of the firm;
industry analysis and external diagnosis; strat@igmning; corporate
strategic posture; strategic typologies; orgaroseati structure; structure,
technology and strategy; and case study.

The aim of the course will be achieved by:
o Explaining the concept of strategy in general terms
o Identifying organisational mission, goals, objeetvand policies.
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Identifying the fundamental aspects of Internal sis of the
Firm.

Discussing the aspects of industry analysis.

Analysing the aspects of external diagnosis.

Highlighting and discussing the aspects of stratpfanning.
Analysing corporate strategic posture.

Highlighting and discussing strategic typologies.

Analysing organisational structure.

Discussing structure in relation to Technology &tichtegy; and
Identifying and explaining principles of case studgd case
analysis.

COURSE OBJECTIVES

On successful completion of the course, you shbaldble to:

define the concept of strategy

discuss organisational mission, goals, objectivesolicies
discuss the fundamental aspects of internal arsabfshe firm
explain the aspects of industry analysis

discuss the aspects of external diagnosis

analyse corporate strategic posture

discuss strategic typologies

describe organisational structure

explain the influence of technology and strategystucture
describe the principles of case study and casgsisal

WORKING THROUGH THIS COURSE

To complete this course, you are required to stallystudy units,

attempt all the tutor-marked assignment and stindy drinciples and
approach to case study and case analysis in thisriala Each unit

contains self-assessment exercise, and at cerw@imspduring the

course, you will be expected to submit assignme#isthe end of the
course there is a final examination. The coursmilshtake you about a
total 17 weeks to complete. Below are the comptnehthe course,
what you have to do, and how you should allocate yime to each unit
in order to complete the course successfully oe.tim
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COURSE MATERIALS

The major components of the course are:

o Course Guide

. Study Units

o Textbooks

o Assignment File
STUDY UNITS

There are three modules in this course divided itostudy units as
follows.

Module 1

Unit 1 Concepts of Strategy

Unit 2 Organisational Mission

Unit 3 Organisational Goals

Unit 4 Organisational Objectives
Unit 5 Organisational Policies
Module 2

Unit 1 Internal Analysis of the Firm
Unit 2 Industry Analysis

Unit 3 External Diagnosis

Unit 4 Strategic Planning

Unit 5 Corporate Strategic Posture
Module 3

Unit 1 Strategic Typologies

Unit 2 Organisational Structure
Unit 3 Structure, Technology and Strategy
Unit 4 Case Study

ASSIGNMENT FILE

In this file, you will find details of the work yomust submit to your
tutor for marking. The marks you obtain for themesignments will
count towards the final mark you obtain for thisuse. Further
information on assignments will be found in theigisment file itself
and later in the section on assessment in thisseoguide. There are 14
tutor-marked assignments in this course; you shatiempt them all.

Vi
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PRESENTATION SCHEDULE

The presentation schedule included in your couratemnals gives you
the important dates for the completion of tutor-kear assignment and
attending tutorials. Remember, you are requiredsubmit all your

assignment by the due date. You should guard sigfling behind in

your work.

ASSESSMENT

There are two aspects to the assessment of theecdtirst is the tutor-
marked assignment and second is a written exaramati

In handling the tutor-marked assignment, you arpeeted to apply
information, knowledge and techniques gatheredhgutie course. The
assignments must be submitted to your tutor fom&drassessment in
accordance with the deadlines stated inRhesentation Schedule and
the Assignment File. The work you submit to your tutor will count for
30% of your total course mark.

At the end of the course, you will need to sit #®rfinal written
examination of ‘three hours’ duration. This exaation will also count
for 70% of your total course mark.

TUTOR-MARKED ASSIGNMENT

There are 14 tutor-marked assignments in this eoansd you are
advised to attempt all. Apart from the course mai® provided, you
are advised to read and research widely. Condudtr seferences which
will give you a broader viewpoint and may provide deeper
understanding of the subject. Ensure all completssignments are
submitted on schedule before set deadlines. Ifafoy reasons, you
cannot complete your work on time, contact youmttubefore the
assignment is due to discuss the possibility okaension. Except in
exceptional circumstances, extensions may not aetead after the due
date.

FINAL EXAMINATION AND GRADING

The final examination for this course will be olirée hours’ duration
and have a value of 70% of the total course grad#.areas of the
course will be assessed and the examination wiikisd of questions,
which reflect the type of self-testing, practiceeeises and tutor-
marked problems you have previously encountered. aveas of the
course will be assessed.

vii
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Utilise the time between the conclusion of the &atly unit and sitting
for the examination to revise the entire courseu ¥hay find it useful to
review your self-assessment tests, tutor-markedgrasents and
comments on them before the examination.

COURSE MARKING SCHEME

The work you submit will count for 30% of your tbtaourse mark. At
the end of the course, you will be required tdaita final examination,
which will also count for 70% of your total markThe table below
shows how the actual course marking is broken down.

Tablel Course Marking Scheme

Assessment Marks

Assignment 6 (TMAS) four assignments, best thrdebei
used for the Continuous
Assessment
=10 x 3 =309

Final Examination 70% of overall course marks

Total 100% of course marks

ASSIGNMENT FILE

Unit | Title of work Weeks Assessment
activity (end of unit)
Module 1 1
1 Concepts of Strategy
2 Organisation: Missior 1
3 Organisational Goals 1
4 Organisational Objectives 1
5 Organisational Policies 1
1
Module 2
1 Internal Analysis of the Firm
2 Industry Analysis 1
3 External Diagnosis 1
4 Strategic Planning 1
5 Corporate Strategic Posti 1
Module 3

viii
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1 Strategic Typologies 1

2 Organisation: Structure 1

3 Structure, Technology and 1
Strategy

4 Case Study 1
Revision
Total 14

FACILITATORSTUTORSAND TUTORIALS

There are 15 hours of tutorials provided in suppdrthis course. You
will be notified of the dates, times and locatioh tbhese tutorials,
together with the names and phone numbers of ydor,tas soon as
you are allocated a tutorial group.

Your tutor will mark and comment on your assignmseikeep a close
watch on your progress and on difficulties you mighcounter as they
will provide assistance to you during the cour¥@u must submit your

tutor-marked assignments to your tutor well bettwe due date (at least
two working days are required). They will be marhey your tutor and

returned to you as soon as possible. Do not heddacontact your tutor
by telephone, e-mail, or discussion group if yoadbelp.

The following might be circumstances in which yooul find help
necessary.

Contact your tutor if:

o you do not understand any part of the study unithe assigned
reading

o you have difficulty with the self-assessment

o you have a question or problem with an assignmatit your
tutor's comment on an assignment or with the gmpdnfi an
assignment.

You should try your possible best to attend thertats. This is the only

chance to have face-to-face contact with your tatat to ask questions
which are answered instantly. You can raise amplpm encountered
in the course of your study. To gain the maximwnddit from course

tutorials, prepare a question list before attendimegn. You will learn a

lot from participating in discussion actively.
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SUMMARY

MBA 820 Corporate Management Strategy intends fmos& you to the
nitty-gritty of managing the strategic posture of enterprise, be it a
private or public entity. Upon completing the cayrsiou will be

equipped with the knowledge required to produce@lgesearch work.

We hope you enjoy your acquaintances with the MatioOpen
University of Nigeria (NOUN). We wish you everycaess in future.
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MODULE 1

Unit 1 Concepts of Strategy
Unit 2 Organisational Mission
Unit 3 Organisational Goals
Unit 4 Organisational Objectives
Unit 5 Organisational Policies

UNIT 1 CONCEPTSOF STRATEGY
CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1  Conceptualisation of Strategy
3.1.1 Scope of Strategy
3.1.2 Process of Strategy Formulation
3.1.3 Influences of Choice on Strategy
3.1.4 Criteria for Assessing Strategic Alternatives

3.1.5 Inherent Advantages of Corporate Strategic

Formulation
3.2 The Need for Strategy
3.3 Forms of Organisational Strategy
3.3.1 Corporate Strategy
3.3.2 Business Strategy
3.3.3 Operational Strategy
3.3.4 Functional Strategies
3.3.5 Grand Strategies
4.0 Conclusion
5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/Further Reading

1.0 INTRODUCTION

Corporate organisations are established with thentnof pursuing
preconceived purpose as embedded in the orgamahtmission. This

corporate mission is normally marshaled into désgragoals that can
serve as focus for the operational direction. Thggsas are not end in

themselves but just some means towards an endufiiheate end of

organisational operations is profitable resultschhare derived from the
predetermined goals. These desirable operatiosailtseare normally
instituted right from the time mission and goals Aaammered out for

the organisation.
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Fundamentally, corporate objectives and the relg@dy framework

are formalised within the framework of a corporateategy. In the
absence of an explicit statement of strategy, dobrees more difficult
for business organisations to reconcile coordinatettion with

entrepreneurial effort. Therefore, an explicit &gy for the business
organisation is necessary to ensure that peoplpecate together in
order to achieve the benefits of mutual reinforcetnand to checkmate
the effects of changing environmental conditions.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

explain the meaning of and the need for strategy

explain the scope of strategy

describe criteria and steps involved in formulatdstrategy
discuss the influences of choice on strategy

explain the inherent advantages of strategy fortimra
identify various forms of organisational strategy.

3.0 MAIN CONTENT
3.1 Conceptualisation of Strategy

Strategy is all about competition and the ultimagefare in the business
world. Competition like warfare, as you will undiensd from the

discussion in this unit, is inevitable in the calqde world because all
companies are struggling to win the preferences aitbnage of the
consumers and users of their products and services.

Competition is therefore inevitable. All compan@smpete to enhance
their operational fortunes by deploying all theexgnt resources to
capture the markets, survive and please the shdebas well as other
stakeholders. Hence, there is the inevitable foath and use of
strategy. The relevant question is what is the nmgaaf this awesome
term called strategy?

In order to proffer answer to the above pertinargsgion, it is necessary
to consider the opinions of some writers. Thereraamy views on the
conceptualisation of the term strategy. An arrayswth views on the
meaning of strategy is discussed below.

In a simple conceptualisation, Hill and Jones (30fdksit that the term
strategy refers to the determination of the basmglterm goals and
objectives of an enterprise and the adoption @wvaait courses of action
and the allocation of resources to carry out thyesds.

2
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There is another view which states that strategplies a pattern of
decisions in a corporate enterprise that determawed reveals its
objectives, purposes or goals, and produces theipal policies and
plans for achieving these goals. Furthermore, qatpostrategy defines
the range of business a business enterprise isursu@, the kind of
economic and human organisation it intends tosetiand the nature of
the economic and non-economic contributions itndgeto make to its
shareholders, employees, customers and communitlesefore, the
strategy of a corporate entity defines the businassvhich it will
compete, preferably in a way that focuses resourmesconvert
distinctive competence into competitive advantadeace Il and
Robinson Jr., 1998).

In a succinctly description of strategy, DelaneyY)0@) opines that
strategy is the weapon fashioned against competitittacks from
competitors in the corporate world. This is becats best weapon
against competition is preparation of relevant @abeto ward off
competitors’ actions in the company’s line of besis. This implies that
companies never believe that the competitors wilvem attack.
Therefore, they are always prepared for such ®aglliamount to sheer
folly to believe otherwise.

The various perceptions on the essence of straisgyiscussed above
suggest that strategy constitutes the choice oformdjrections for
pursuing predetermined corporate objectives an@lbeation of scarce
resources. According to Hill and Jones (2004),tstya represents a
company's game plan in the world of stiff competiti

In essence, strategy is a large scale, future tedeplans for interacting
with the competitive environment to optimise ackeent of

organisation objectives. Therefore, grand stratégyinstance, specifies
how the organisation will be operated and run ahdtventrepreneurial,
competitive and functional area approaches andractvill be taken to
put the organisation into the desired position thatld make it realise
its chosen objectives.

The various forms of strategy such as corporatategfy, business
strategy, operational strategy, and functionaltstna are all necessary
towards detailing all future deployments in aredhwman, financial
and material resources. Fundamentally, therefdrajegy provides a
framework for managerial decisions, and it refleetscompany's
awareness of how to compete, against whom, wheerenvmnd for what.

Formulation of strategy is as important as thetsgw itself and it

reflects the inherent stuff of the organisation #mel seriousness in its
operational posture. A good example of weak caigostrategy is the

3
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type displayed by the Transnational Corporatiora(iscorp) Nigeria Plc
formed during the twilight days of the Obasanjal@wn administration.
The grand strategy is embedded in starting busiopsgtions with the
acquisition of some government-owned corporatiomle existing
workers of these corporations, who were used teegouent ways of
doing business, would not succeed in enhancingideal business
posture of a typical private enterprise.

It implies therefore, that strategy formulation gdeeyond sentiments
and political patronage. Strategy formulation imed a defined process
whereby the management develops an organisativategc mission,

derives specific strategic objectives, and choosestrategy for the

operational activities of the company. The procasgudes all the

direction-setting components of managing the totghnisation.

According to Thompson Jr. and Strickland (1987atsigies are usually
formulated in relation to the current and potentetivities of

competitors. They are also formulated to deal i vagaries of the
business environment. Formulation is an intelldciaectivity that is

devoid of shrewd corporate manoeuvring or connieant is a

continuous or systematic process aimed at chalgngurrent and
potential threats while utilising current and patgnopportunities to
improve company's results.

3.1.1 Scope of Strategy

Thompson Jr. and Strickland (1987) observe thatesyly consists of
four components including product-market scope,wtjno vector,

competitive advantage and synergy. The product-etaskpect of the
strategy indicates the particular industries toohtthe firm confines its
product market position and compete for patronage.

The aspect of growth posture specifies the diraatiowhich the firm is
moving with respect to its current product markegpasure. The
competitive advantage as a strategy involves iflemg unique
opportunities within the scope defined by the otlspects of the
company’s strategy.

The above aspects of strategy in terms of the mtemharket scope,
growth posture and competitive advantage collelstiiadicate the
firm's posture regarding the product market posturehe external
environment. The product market defines the scdmearch while the
growth posture provides directions within the scopthe strategy.

The aspect of competitive advantage describesdriinés fability to make
good the individual entries into the markets. Thedpct-market scope,

4
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growth posture and competitive advantage aspectirategy describe
the firm's search for available profitable oppoities in the external
environment.

The aspect of synergy is indicative of the comminimg that measures
the firm's ability to make good on a new productrike& entries. By
providing capabilities for success in new ventusssiergy enables the
firm to realise its full profit potential. Synergis efforts involve the
creation of business units that support and comghtmach other.

Accordingly, synergistic effect may arise from aistfion, vertical

integration, research competence, marketing netvetck A company
may adopt an aggressive or defensive posture tatatiap on its

synergy. The firm uses its outstanding competencé 8s its extensive
distribution network, under its aggressive postuceenter into new
product-markets. For a defensive posture to bruggassful operations,
new market entries are required to provide someckeypetence.

In fundamental terms, strategy is embedded in contonstruct and
contextual scope. The contextual scope of the gynecorporates the
structure, the type, the size and the environmetiiestrategy in terms
of the conditions and circumstances of the stratégg construct scope
is indicative of the necessary form of the stratéldyis may manifest in
areas of growth, competitive, survival or turnardusirategies. The
aspect of content in strategy involves the capaeftyhe strategy to
curtail an identified threat or utilise availablppmrtunity towards good
results.

According to Thompson Jr. and Strickland (1987)ingi the work of
Mintzberg (1978), the scope of strategy can be depead into five
distinct but interlocking areas but are mutuallelezive. These are as
highlighted below.

) Strategy as a plan: this is regarded as a oounsly intended
course of action.

i) Strategy as a ploy: this is regarded as a ifipemanoeuvre
intended to outwit a competitor.

i)  Strategy as a pattern: this is regarded assistency in behaviour
whether intended or not.

iv)  Strategy as a position: this is regarded aseans of locating an
organisation in an environment.

V) Strategy as a perspective: this is regardeghasgrained way of
perceiving the world.
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The above descriptions of a strategy are indicatehe fact that
strategy is subject to different interpretations d aropinions.
Nevertheless, the basic idea remains, which ingllie posture adopted
by a firm to cope with the dictates of its enviramh for a profitable
operation.

SELF-ASSESSMENT EXERCISE

Identify and explain the various areas of the saufpstrategy.
3.1.2 Process of Strategy Formulation

According to Thompson Jr. and Strickland (1987% tormulation of
strategy goes through a process with some idepigfisteps such as
highlighted below.

) Assessment of the external environment ireoitd identify and
forecast opportunities and threats lurking withie nvironment
including the analysis of the significant industry.

1)) Assessment of the internal environment of toeenpany in order
to identify the firm's competitive strengths and akeesses in
relation to the competitors in the industry.

i)  Assessment of the values of top managers stalleholders to
identify the common shared values among them ®ib#mefit of
the firm.

V) Matching the external environment analysishvbth the internal
organisational analysis and value analysis, takimgo
consideration the relevant industry.

V) Identify the strategic mission or purpose @& trganisation.

Vi) Formulate the long term or strategic objegesifor the firm which
would invariably be narrowed down to quantitativeverifiable
objectives.

vii)  Identify and appraise all possible alternatigrand designs or
strategies with which the organisation can pursoendlated
objectives.

viii) Identify and make a feasible choice out diet strategic
alternatives that are open to the firm, in the humsity of the
company exigencies, situations and capabilities.
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The above steps in the process of formulating catpostrategy are
imperative towards having a workable grand desigir the
organisational profitable operations.

3.1.3 Influenceson Strategic Choice

A good number of factors would influence the choafea particular
strategy by the company. The factors are as follows

)

ii)

Vi)

vii)

viii)

The background of the organisation which séts path for the
organisation into the future, it would not make serfor the
organisation to abandon or divorce the path.

The mission of the organisation within the Ireaof its product-
market definition would also suggest what stratsfpuld be
selected.

The external environment of the organisatiatso presents
specific opportunities and threats, which may watrrspecific
adaptive strategy e.g. a competitive threat, maggsst a
competitive strategy as a response.

The shareholders and indeed other stakeholofetse company
may come up with new resources, needs, expectatgistion,
threats and opportunities which may be strategicabponded
to.

Available operational resources of a companyld@lso suggest
the type and the extent to which a strategy caopleeated.

Operational values cherished by both ownerd top managers
would also determine the choice of a particulaatstyy. If the
core values of the owners and top executives afrapany can
be located in operations then the appropriateegjieé would be
selected.

Distinctive competencies of a company wouldoadictate the
form of strategy the organisation can adopt.

Strategic objective of a company would alsofluence in
identifying all feasible alternative strategiesnfravhich a choice
can be made. Any objective to be pursued such@sri@ag more
market share or market leadership would engendeatoption
of competitive strategies.
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IX) Prevailing government policies can also havediract influence
on strategic choice of a company. For instancepleypon the
utilisation of locally available raw materials fproduction may
affect a company’s strategic choice.

3.1.4 Criteriafor Assessing Strategic Alternatives

According to Hill and Jones (2004) all relevant drdsible strategic
alternatives of a corporate entity should be judgeghinst some
identifiable criteria as highlighted below:

) Appropriateness to Available Resour ces
Corporate strategies should be related to the ablailresources which
management is willing to commit for the purpose.

i) Appropriate TimeHorizon

The strategic alternatives must also be relatetimie horizon which
management is willing to commit for the purposeatégic time horizon
must be longer. It must also allow for extendecdetimorizon for strategy
modification and maintenance of consistency oveeti

i)  Internal Consistency

Formulated strategies for a corporate entity must dssessed as
consistent with established mission statementsjegabnd objectives.
The selected strategy must fit these and othetlegiaelements.

iv)  External Consistency

Corporate strategies must also be evaluated agé#neststatic and
dynamic forces of the external environment. A cgpstrategy must be
capable of arresting threats while utilising prabie opportunities. A
strategy that cannot do this is unfit.

V) Acceptable Degree of Risk

Strategy makers should understand the degreelkoth# the company
is capable of contending with in relation to openadl constraints. The
degree of risk that can be assumed by a compangndspon the
following factors.

o The amount of resources which continued existemceale is
not assured.

o The length of time or period for which resources esmmitted.

. The proportion of resources committed to a singleture.

Basically, the degree of risk varies in most casils changes in these
factors. It has been argued that risk and payeficarrelated. Therefore,
high risk strategies go with high payoff but at teme time they are

8
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susceptible to threat for the survival of an enisegpin the event that
forecast goes wrong.

3.1.5 Inherent Advantages of Corporate Strategic Formulation

As observed by Hill and Jones (2004), strategy toation and
implementation have inherent benefits to a compasngh as in the
following areas of business operations.

Enhances company growth expansion.

Put a company in a good stead to act rather thast.re

Entails a basis for measuring performance.

Creates strategic learning experiences in managers.
Enhances the setting and the acceptance of comoais. g
Prepares and develops managers to inculcate stradetjon
skills.

Provides early indication of financial and otheeds.

Enhances the company’s ability to utilise availatp@ortunities.
Provides hedge against environmental threats.

Enhances the company’s ability to formulate pra@&ctneasures
for growth, survival and competitive advantage, gmdfitable
operations.

3.2 TheNeed for Strategy

The absence of an organisational strategy maytresaiembers of the
organisation working at cross purposes. The imest of top
management may not be communicated clearly to tabsmwver levels
in the hierarchy who are expected to implement ghagentions.
Obsolete patterns of behaviour become very diffitumodify. Change
comes about from either subjective or intuitive esssnent, which
becomes increasingly unreliable as the rate of gdaimcreases.
Developing a statement of strategy demands a wveeagifort. If
organisational operation is to be successful,gtires different methods
of behaviour and often fundamental change in tharaaof interactions
among managers (Pearce Il and Robinson Jr., 1998).

According to Pearce Il and Robinson Jr. (1998) oobgectives have
been established, the appropriate mix of businegmged in can be
evaluated against the following criteria.

i) Probable contribution — the estimated contribution of existing
bureaucratic corporate performance given no maf@anges in
competitive picture.
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i) Minimum standards — disengagement from unsatisfactory
situations where standards of performance canncadbgeved
with the existing mix of business. As well as itigimg
attractive new opportunities, a well-managed capon has an
active procedure for disengaging from unsatisfacsiuations.

i)  Trade-offs — the requirement for trade-off decisions in
establishing standard for unit performance, forngpde, growth
versus profitability; or short term profitabilityevsus long term
profitability.

iv)  Risk level — the degree of risk represented by the portfolio.
Groups of business may be associated togethernnathsingle
company because the risk inherent in the tota¢ss than would
be present if the businesses were separate.

V) Synergism — the nature and extent of mutual reinforcement
which individual businesses provide for the wholehis may be
either operational reinforcement where two busiegessperated
jointly to improve the company’s strategic advaetagyr financial
reinforcement because of the different patternsfunding,
timing, or because of the appeal of the whole ® fihancial
continuity.

vi)  Extrapolation — the range of additional opportunities for which
an appropriate mix of businesses provides a platfovhere the
company may go from the present position and whaedquired
to do so. This may be expressed as the normaltisitu  What
should be the next business added to the existrifppo?

vii)  Funds requirements — the constraint of balancing the funds
requirements and resources available in order toetme
successfully the corporate strategy. If synergioibe assessed
rationally it must be translated into funds flovogction.

Increased business competitiveness and the dynaexternal

environment have placed important emphasis on catpstrategy and
the competencies of managers. Hill and Jones (2004grve that if

organisations are to be effective in strategic seriney must be able to
deal with the pressures and demands of change. ddeahould be
strategically aware and appreciate the origins matdire of change.
They should possess a comprehensive set of skil gampetencies and
be able to deal effectively with the forces whielpnesent opportunities
and threats to the organisation. Effective stiateganagement creates
productive alliance between the nature and the ddmaof the
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environment, the organisation’s culture and valwes] the resources
that the organisation has at its disposal.

Some form of corporate strategy is necessary fbromanisations,

particularly large organisations and including ssxworganisations and
those in the public sector. In the public sectmr, example, the

government authorities are implored to adopt a @@te approach to
their affairs in order to ensure that scarce ressiare deployed most
effectively.

SELF-ASSESSMENT EXERCISE

Mention and explain the reasons for the formulat@h corporate
strategy.

3.3 Formsof Organisational Strategy

The various forms of strategies identified, acaogdio Hill and Jones
(2004), include the following.

3.3.1 Corporate Strategy

These strategies are plans formulated to carry waities and
performance objectives of a company. These plasorhe more
specific. Corporate strategy is the art of usingporsational resources to
render the goals defined by the organisation wittmum risk.

Corporate strategy also involves marshalling thailalle resources for
definite missions and planning alternative strasgn anticipation of
changing contingencies and creating flexible cood# in structure and
employee attitudes favourable towards achievingtiporate goal.

The corporate strategy defined a company’s gempesture in the broad
economy. The business strategy outlined the cativeeposture of its
operations within the domestic movie exhibitionustty. However, in
order to increase the likelihood that these stiagsewill be successful,
more specific guidelines are needed for the busisesperating
components.

3.3.2 Business Strategy

Business strategy refers to the aggregated stest@gia single business
firm. In other words, business strategy is a stpatdesigned to position
the strategic business unit in a diversified comgon. Each firm
formulates a business strategy in order to achiavesustainable
competitive advantage.

11
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3.3.3 Operational Strategy

The concept of operational strategy was popularssetiencouraged by
Peter Drucker (1954) in his theory of managemeraljgctives. This is
needed for the day-to-day operational activitieshi@ organisation. It
must operate within the budget and cannot creaigdget. Operational
level strategies are informed by business levategies which, in turn,
are informed by corporate level strategies.

Other forms of strategy are the functional and drstnategies which are
discussed in detail as shown below.

3.3.4 Functional Strategy

A functional strategyis the short term game plan for a key functional
area within a company. Such strategies clarify grand stratbgy
providing more specific details about how key fumacal areas are to be
managed in the near future. Thus, functional sgrage clarify the
business strategy, giving specific, short term goa to operating
managers.

Functional strategies must be developed in thedkegs of marketing,
finance, production, operations, research, devedspnand personnel.
They must be consistent with long term objectived grand strategy.
Functional strategies help in the implementationgEnd strategy by
organising and activating specific subunits of tbempany (e.g.,
marketing, finance, production, etc.) to pursue hiosiness strategy in
daily activities.

3.3.5 Grand Strategy

Grand strategies which are also known and calledtenabusiness
strategies are intended to provide basic directwnstrategic actions.
Therefore, they are seen as the basis of coordirzate sustained efforts
directed towards achieving long term business ¢bgex More often

than not, grand strategies indicate how long-raogjectives will be

achieved. Thus, a grand strategy can be defineal @smprehensive
general approach that guides major actions.

A principal grand strategy could serve as the bfmsisichieving major
long term objectives such as single business cdrateam, market
development, product development, innovation, oozl integration,
vertical integration, joint venture, concentric elisification,
conglomerate diversification, retrenchment/turnachudivestiture and
liquidation. A company which is involved with muydte industries,
businesses, product lines, or customer groups sseeral grand
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strategies. Such grand strategies are discussed lvgth examples to
indicate some of their relative strengths and weagkes.

4.0 CONCLUSION

Strategy is the determination of the basic longitgoals and objectives
of an enterprise and the adoption of relevant @surd action and the
allocation of resources to pursue and achieve theaks. Formulation of
strategy goes through a process while some faceesged to be taken
into consideration in the course of formulating teategy. There are
reasons and advantages which necessitate the ustrabégy, and
strategy assumes various forms such as corporedtegt, business
strategy, operational strategy, functional stratagg grand strategy.

50 SUMMARY
In this unit, you have learnt the following topics:

Conceptualisation of strategy

Scope of strategy

Process of strategy formulation

Influences of choice on strategy

Criteria for assessing strategic alternatives
Inherent advantages of corporate strategic fornaunat
The need for strategy

Forms of organisational strategy.

6.0 TUTOR-MARKED ASSIGNMENT

Mention and discuss the various forms of orgarosaii strategy.
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1.0 INTRODUCTION

Organisations are entities established to pursuk aohieve certain
predetermined goals and objectives. Such goals abdctives are
normally determined and incorporated in the missioh the
organisation. Hence, in charting a course for a raginess or
reformulating direction for an ongoing company, tbasic goals,
characteristics, and philosophies that will shafienas strategic posture
must be determined. This company mission will guidere executive
action.

In this unit, you will be taken through the disdosson organisational
mission.

20 OBJECTIVES

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

o discuss extensively on organisational mission
. describe the formulation of corporate mission
. discuss the influences on corporate mission.

3.0 MAIN CONTENT
3.1 Meaning of Organisational Mission

Hills and Jones (2004) posit that mission statenoérdn organisation
refers to a description or declaration of the reasssponsible for a
company’s existence and operation. Mission staténpeovides the
framework or context within which strategies arenfalated. According
to them, the three main components of organisdtimission are:
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o a statement of the raison d’étre of a company gamisation, that
is, its reason for existence.

o a statement of the key values or guiding standtratswill drive
and shape the actions and behaviour of the em@oyee

o a statement of major goals and objectives.

Basically, the mission of an organisation incorpesathe formal
declaration of the pre-occupation and the fundaatgmirpose of the
company in terms of what it is out to achieve snaperations.

In the same vein, according to Pearce Il and Robink. (1998), the
organisational or corporate mission is defined ks fundamental,
unique purpose that sets a business apart from ftims of its type and
identifies the scope of its operations in produdd anarket terms. The
mission is a broadly framed but enduring stateré&obmpany intent.

Corporate mission, according to Pearce Il (1982)@lies the business
philosophy of strategic decision makers; implies ithage the company
seeks to project; reflects the firm's self-concepdjcates the principal
product or service areas and primary customer négelsompany will
attempt to satisfy. In short, the mission descrithes product, market,
and technological areas of emphasis for the busiriedoes so in a way
that reflects the values and priorities of stratetgcision makers.

More often than not, the mission of a corporateybodntains few
specific directives, only broadly outlined or ingdi objectives and
strategies. Characteristically, it is a statemdnatttude, outlook, and
orientation rather than of details and measuratigets.

A corporate mission, according kKing and Cleland (1978) as cited by
Pearce and Robinson (1998), is normally designedctmmplish the
following.

1. To ensure unanimity of purpose within the orgarosat

2. To provide a basis for motivating the use of thgaoisation's
resources.

3. To develop a basis, or standard, for allocatinganigptional
resources.

4. To establish a general tone or organisational c¢émdor
example, to suggest a businesslike operation.

5. To serve as a focal point for those who can identifth the
organisation's purpose and direction, and to d#iese who
cannot from participating further in the organisats activities.

6. To facilitate the translation of objectives and Igoato a work
structure involving the assignment of tasks to oespble
elements within the organisation.
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7. To specify organisational purposes and the traoslatf these
purposes into goals in such a way that cost, tipeeformance
parameters can be assessed and controlled.

SELF-ASSESSMENT EXERCISE

What are the intended benefits of a corporate onssi

3.2 Formulating a Corporate Mission

The process of defining the mission for a spedificsiness can be
likened to thinking about a firm at its inceptidn.the case of a typical
business organisation, the formulation of a misdi@gins with the
beliefs, desires, and aspirations or a single prereeur. Therefore, in
the opinion of Pearce Il and David (1987), the savfsmission for such
an owner-manager is usually based on several fuediainelements
such as the followings.

1. Belief that the product or service can provide biéhet least
equal to its price.

2. Belief that the product or service can satisfy atamer need
currently not met adequately for specific markesents.

3. Belief that the technology to be used in productioihprovide a
product or service that is cost and quality contieti

4. Belief that with hard work and the support of othédre business
can do better than just survive, it can grow angroditable.

5. Belief that the management philosophy of the bissmveill result
in a favourable public image and will provide ficéal and
psychological rewards for those willing to inveseir labour and
money in helping the firm to succeed.

6. Belief that the entrepreneur's self-concept oflibisiness can be
communicated to and adopted by employees and situiskis.

Redefinition of the company’s mission may be neagssas the
company grows or is forced by competitive pressu@salter its
product/market/technology, if so, the revised noissstatement will
reflect the same set of elements as the origimakill state the basic
type of product or service to be offered, the prinmaarkets or customer
groups to be served, the technology to be usedougtion or delivery,
the fundamental concern for survival through groatid profitability,
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the managerial philosophy of the firm, the publiage sought, and the
self concept those affiliated with it should havehe firm.

The essential components of a corporate missiotersent are:
specification of the basic product or service; @uiyn market and
principal technology for production or delivery.

SELF-ASSESSMENT EXERCISE

Enumerate the fundamental elements of the sensmigdgion of an
owner-manager.

3.3 Influenceson Corporate Mission

According to Pearce Il and Robinson Jr. (1998),nfagor influences on
the formulation of a corporate mission are as fo$io

1. Company Goals

Three economic goals guide the strategic direcbbralmost every
viable business organisation. Whether or not Hreyexplicitly stated, a
company’s mission statement reflects a companyéntion to secure its
survival through sustained growth and profitability

Profitability is the mainstay goal of a businesgamisation. Regardless
of how it is measured or defined, profit over tbhed time is the clearest
indication of a firm’s ability to satisfy the priipal claims and desires of
employees and stockholders. The phrase in theersemtis “over the
long term”. It has been argued that decisions shaat term concern for
profitability would lead to a strategic suicide.film might overlook the
enduring concerns of customers, suppliers, cresjitecologists and
regulatory agents. In the short term, the resulty produce profit, but
over time the financial consequences are likelgaaetrimental.

A firm’s growth is inextricably tied to its surviVand profitability. In

this context, the meaning of growth must be broadifined. For

example, growth in the number of market servedihia variety of

product offered, and in the technologies used tovide goods or
services frequently leads to improvements in themany’s competitive
ability. Growth means change, and proactive chasgenecessity in a
dynamic business environment.

The issue of growth raises a concern about thaitlefi of a company’s
mission. Hence, there arise issues such as: hova darsiness specify
product, market and technology that will be suéidi to provide
direction without delimiting unanticipated strategptions? How can a
company define its mission and subsequently difrerh such mission
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while at the same time maintaining parameters thatle growth
decisions? These issues are best addressed when autlines its
mission conditions under which it might depart froongoing
operations.

2. Company Philosophy

The statement of company’s philosophy, often callesbmpany creed,
usually accompanies or appears as part of the onissilt reflects
explicitly, basic beliefs, values, aspirations atalosophical priorities.
In turn, strategic decision makers are committednphasising these in
managing the firm. Fortunately, company philosophary little from
one firm to another. Thus, owners and managerdiditiyp accept a
general, unwritten, yet persuasive code of behaviou

The use of this philosophy in a business settingrgely self-regulated.
In reality, statements of philosophy are so simdad are so full of
platitudes that they look like public relations’agments than the
commitment to values they are meant to be.

The similarities in these philosophies notwithsiagd strategic
managers’ intentions in developing them do not amricynicism. In
most cases, managers attempt, often successfulyprovide a
distinctive and accurate picture of the firm’s mgesal outlook.

3. Public Image

Public image is important particularly for the giag firm involved in a

redefinition of its company’s mission. Both presesmd potential

customers attribute certain qualities to a pardicubusiness. Thus,
mission statements often reflect public anticipatimaking achieving
the firm’s goals a more likely consequence.

On the other hand, a negative public image oftempts firms to re-
emphasise the beneficial aspects reflected in tméssion. A firm’'s
concern for its public image is seldom addressednnintermittent
fashion. While public agitation often stimulatesegter response, a
corporation is concerned about its image even whéic concern is
not expressed.

4. Company Self-concept

A major determinant of any company's continued s8sgds the extent to
which it can relate functionally to the externalyeanment. Finding its

place in a competitive situation requires the ftowealistically evaluate
its own strengths and weaknesses as a compefliois knowledge in

itself is the essence of the company's self-concept
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Fundamentally, the need for each to know the seatfucial. The ability
of a firm to survive in a dynamic and highly compe¢ environment
would be severely limited if the impact on othersl af others is not
understood.

In some senses then, the organisation takes onsaradity of its own.
It has been recognised that much behaviour in @sghons is
organisationally based. Thus businesses are antitiat act with a
personality transcending those of particular corgpaembers. As such,
the firm can be seen as setting decision-makingmeters, based on
aims different than and distinct from the indivilaans of its members.
The effects of organisational considerations arggsive.

Fundamentally, as succinctly observed by Pearandl Robinson Jr.
(1998), organisations do have policies, do not ooedviolence, and
may or may not greet you with a smile. They als;muf@acture goods,
administer policies, and protect the citizenry. Sdare organisational
actions which involve properties of organisatiomst individuals. They
are carried out by individuals, even in the caseahputer-produced
letters, which are programmed by individuals — th& genesis of the
actions remains in the organisation.

In essence, the actual role of the corporate seitept has been
outlined as follows.

1. The corporate self-concept is based on manageneecetion of
the way others (society) will respond to the cogpon.
2. The corporate self-concept will function to direéce behaviour

of people employed by the company.

3. The actual response of others to the company willpart
determine the corporate self-concept.

4. The self-concept is incorporated in statements ofparate
mission to be explicitly communicated to individsiahside and
outside the company, that is, to be actualised.

Descriptions of self-concept per se do not appearompany mission
statements. Yet, strong impressions of a firm's-iselge are often
evident.

5. Company Responsibility to Claimants

In defining or redefining the company’s missioniagtgic managers
must recognise and acknowledge the legitimate claiofi other

stakeholders of the firm. These include investois @nployees as well
as outsiders' affected by the company's actionsch Sautsiders
commonly include customers, suppliers, governmentsjions,
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competitors, local communities and the general ipubEach of these
interest groups has justifiable reasons to expm, often to demand,
the company to act in a responsible manner infgaigstheir claims.

Generally, stockholders claim appropriate returmgleir investments;
employees seek broadly defined job satisfactiosfauers want what
they pay for; suppliers seek dependable buyersemorents want
adherence to legislation, unions seek benefitsrimmbers in proportion
to contributions to company’'s success; competitovgnt fair
competition; local communities want companies to Hesponsible
citizens; and the general public seeks improvenmetite quality of life
resulting from the firm’s existence.

However, when a business attempts to define itsionsto incorporate
the interests of these groups, broad generalisateme insufficient.
Thus, four steps need to be taken.

o Identification of claimants.

o Understanding of specific claims regarding the canyp
o Reconciliation of claims and assigning them priesit

o Coordination of claims with other elements of thission.

i) I dentification

Obviously though, every business faces a slightiferént set of
claimants, who vary in number, size, influence, amgortance. In
defining a mission, strategic managers must idgtif claimant groups
and weight their relative ability to effect success

i) Under standing

, Strategic decision makers should understand pleific demands of
each group. Then, strategic managers will be beldds to appreciate
these concerns and initiate clearly defined actions

iii) Reconciliation and Priorities

Unfortunately, the concerns of various claimanttemfconflict. For
example, the claims of governments and the gempeitalc tend to limit
profitability, which is the central concern of mosteditors and
stockholders. Thus, claims must be reconciled. Thieae unified
approach, managers must define a mission thatvesdhe competing,
conflicting, and contradictory claims. For objeetvand strategies to be
internally consistent and precisely focused, misssbatements must
display a single-minded, though multidimensionapr@ach to business
aims.

iv)  Co-ordination with other Elements
Demands of claimant groups for responsible actignabcompany
constitute only one set of inputs to the missioranklgerial operating
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philosophies and determination of the product-miadééering are the
other principal components to be considered. Thierlafactors
essentially pose a reality test that the accefdteths must pass. The key
qguestion is how can the company satisfy claimants @amultaneously
optimise its success in the market place.

40 CONCLUSION

Organisational mission involves the declarationtieé fundamental
purpose for the existence of the organisation dm rmhajor area of
operations in the society. In the formulation ahession statement, it is
important to take into consideration variables sashnature of the
company’s operations, the product or service of toenpany, the
technology for production, strategies for profi@bloperations,
management philosophy of the business, the entreprs self-concept
of the business and public image. The influencesoayanisational
mission include company goals, company philosoghyblic image,
company’s self-concept and company’s responsiltditglaimants.

50 SUMMARY

In this unit you have learnt the following topics:

o meaning of organisational mission;
. formulating a corporate mission
o influences on corporate mission.

6.0 TUTOR-MARKED ASSIGNMENT

Mention and discuss the major influences on cotearassion.
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1.0 INTRODUCTION

Corporate organisations as business entities caxnsit without certain
predetermined goals. Such goals are normally dé&tedn and

incorporated in the mission of the organisationné¢e corporate goals
are important in charting the operational directminthe enterprise.
These goals shape a firm's strategic posture aowder standards to
guide future executive action in the organisation.

20 OBJECTIVES
At the end of this unit, you should be able to:

discuss organisational goals

list the functions of organisational goals

discuss the integration of personal goals and asgtanal goals
describe various types of organisational goals.

3.0 MAIN CONTENT

3.1 Natureof Organisational Goals

3.1.1 Meaning of Organisational Goals

The concept of organisational goals may be diffitoldefine but goals
constitute the guides of corporate actions and atjpers. Pearce and

David (1987) opine that goals may be expressetharcase of business
organisations, as operational efficiency and profiking. These broad
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based goals are very ambiguous and can be takegrdoted. They
indicate little about the emphasis to be placethenvarious activities of
the organisation in meeting its goals.

Nevertheless, profit is very important becauseivas as the reward for
the shareholders’ investment. It also provides mieeded tonic for

further capital, and a means of ensuring the caatinexistence of the
organisation and maintaining its growth and deveiept.

According to Glueck (1980), goals are value premiadich serve as
inputs to decisions. Goals at different levelshimtthe organisation
contribute to alternatives for decision-making.u&lk sees goals more
as constraints which the organisation must satisby. example, profit
for shareholders, or a minimum rate of return orestments, satisfying
demands of consumers, complying with governmentsl&iipn on
safety standards, providing job satisfaction faffsand protecting the
environment against pollution.

Hence, goals limit the scope of actions and decisiaking at lower
levels of the organisation. Constraints may thewesebe regarded as
goals in that they represent objectives which mamemt is trying to
meet.

Members of the organisation have different androftenflicting goals.

As a result, the goals which the organisation dlgtymursues (informal

goals) may be distinguished from the officially teth goals (formal

goals) which are set out in broad terms as theoreafor the purpose of
the organisation. Informal goals may be inferrednfr the actual

decisions made and actions taken within the org#inis. Managers, and
other members of the organisation, will have:

() their own perception of the goals of the organsatifor
example, to produce high-quality television setsicWwhsatisfy
requirements of the customers and

(i)  their personal goals, for example, to earn highesago achieve
promotion, to gain social satisfaction, to achietatus, which
they expect to fulfill by participating in the adties of the
organisation.

3.1.2 TheFunctions of Organisational Goals

According to Hill and Jones (2004) organisationadlg serve a number
of important functions such as follows.
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Goals provide a standard of performance. They fatiention on
the activities of the organisation and the diractiod the efforts of
its members.

Goals provide a basis for planning and managementra
related to the activities of the organisation.

Goals provide guidelines for decision-making anstification
for actions taken. They reduce uncertainty in slearmaking
and give a defence against possible criticism.

Goals influence the structure of the organisatiord aelp
determine the nature of technology employed. Tlamar in
which the organisation is structured will affect avhit will
attempt to achieve.

Goals help to develop commitment of individuals andups to
the activities of the organisation. They focusemtibn on
purposeful behaviour and provide a basis for mtbwaand
reward systems.

Goals help to develop commitment of individuals @ndups to
the activities of the organisation. They focuseftibn on
purposeful behaviour and provide a basis for mtbwaand
reward systems.

Goals give an indication of what the organisat®nreally like, its
true nature and character, both for members andpémple
outside the organisation.

Goals serve as a basis for the evaluation of chazmge
organisation development.

Goals are the basis for objectives and policigh@frganisation.

SELF-ASSESSMENT EXERCISE

Mention the functions of organisational goals.

3.2

I ntegration of Personal Goals and Organisational Goals

According to Pearce Il and David Jr. (1987), goale important
features of work organisations. To be effectivealg should be
emphasised, stated clearly and communicated tanathbers of the
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organisation. The movement towards greater delegatiand

empowerment through the hierarchy means that atadil levels must
be aware of their key tasks and actions, and exadtht is expected of
them and their departments/sections. There mustidagly laid down

organisational goals, objectives and strategy.

The goal-setting process is of importance to gésyof organisation and
facilitates the attainment of objectives. In thélpusector, for example,
organisation such as hospitals, local authoritied aniversities have
complex, diverse and competing goals. The clation of goals and

objectives is the basis for corporate planning, gmmming, and

budgeting systems approach to decision-making.

Hill and Jones (2004), observe that strictly spegkorganisations have
no goals, only people do. This is because orgaarsdt goals are
established by people, either individually, or masaially, by a number
of individuals cooperating together. For examg@egroup of senior
managers may collectively agree on a particulaireiggsourse of action
which may then come to be referred to as an orgaorsl goal, but this
is still the goal of those managers who initialstefmined it.

Furthermore, success of the organisation is meddawye¢he progress of
people towards goals set by people. This gives tasthe following
ISsues.

o How far are the goals of management compatible thighgoals
of the organisation?

J To what extent do individual members obtain satisbéa of their
own goal through the attainment of organisatiorallsgf?

Hill and Jones (2004) observe that if organisatiguals and personal
goals are pulling in different directions, confliatill arise and

performance is likely to suffer. An organisatioill e more effective

when personal goals are compatible with organisatiogoals.

Organisational performance will depend ultimately the extent to
which individuals are provided with the opportunitysatisfy their own
goals by contributing to the goals of the orgamsat

Management has a responsibility to clarify orgamsal goals and to
attempt to integrate personal goals (includingrtbein) with the overall
objectives of the organisation. Only when orgamset goals are
shared by all members of the organisation will clatgintegration be
achieved. In practice, this is unlikely.
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Perfect integration of organisational requiremeans individual goals
and needs is, of course, not a realistic objectiMe. adopting this
principle, we seek that degree of integration incltthe individual can
achieve his goals best by directing his effortsams the success of the
organisation.

Management should endeavour, therefore, to streiche organisation
so that people may realise their personal goals heiping the
organisation to satisfy its goals. One attempt iategrating
organisational goals with the needs of the indigldonembers of the
organisation is provided by the approach of Managerby Objectives
(MBO).

3.3 Clasdification of Organisational Goals

According to Pearce Il and David Jr. (1987), thalg@f an organisation
may be classified in a number of different ways.

1. The Concept of Compliance

Etzioni (1964), as cited by Pearce and David J88T7), provides a
classification which distinguishes three types @famisational goals in
terms of their relationship with the concept of pownd compliance.

. Order goals are negative and attempt to place some kind of
restraint upon members of the organisation anddugnt certain
forms of behaviour.

o Economic goals are concerned with the production of goods
and/or services for people outside the organisation

o Cultural goals are concerned with symbolic objects and with
creating or maintaining value systems of the sgcieSocial
goals, which serve the various needs of membersthef
organisation, are classified as a sub-type undearraiigoals.

Most organisations would be expected to display ohéree central
combinations of organisational goals and compliamsteucture.

Although there are other possibilities, the threestusual combinations
are as follows.

o Organisations with order goals and a coercive c@npé
structure, for example, closed persons.

o Organisations with economic goals and a utilitarcampliance
structure, for example, business firms.
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o Organisations with cultural goals and a normatieenpliance
structure, for example, professional bodies.

Organisations may, of course, serve more than oak gnd these goals
may not necessarily fall into the same categorgudlly, however, there
is one main goal which maintains a relationshiphwttompliance
structure in keeping with one of the three cerdoahbinations.

2. Goals asthe Outcome of Bargaining

Goals as observed by Glueck (1980), result from dokcome of
bargaining among members of sub-coalitions. Thegntify five
organisational goals related specifically to a bess firm.

o Production goal — related to minimising variations in the range
of production operatives over a given period ofejrand to the
overall level of production.

o Inventory goal — aspirations related to levels of completed
goods. The inventory goal acts as a buffer betwseduction
and sales.

o Sales goal — aspirations related to the level of sales, either

monetary terms, number of units, or both. The ssajeal
provides some general criteria of sales effectisene

. Market share goal — concerned with a measure of sales
effectiveness or with comparative success. Thekabashare
goal can be used as an alternative to the salésaydaoth can be
used.

o Profit goal — linked to accounting procedures for determining
profit and loss. The profit goal may be an asmratelating to
amount of monetary profit, or profit share, or ratuon
investment.

The above five goals are not listed in any necgssaer of importance,

but all the goals must be satisfied by a corpomatidhis suggests that
most of the time no order of importance is necgssalthough there

may be an implicit order of priority in differentganisations.

3. A General Model of Organisational Goals
A more general model of organisational goals iatesl to the following
list of organisational goals:

o Satisfaction of interests. Organisations exist to satisfy multiple
interests of various people, both members of tikammsation and
outsiders. These interests are hard to identify @arerlapping.
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This category of purpose might be referred to aanes utility,
benefit or payoff.

o Output of services or goods. The output of products, goods or
services (tangible or intangible) which the orgatien makes
available to clients.

. Efficiency or profitability. The efficient use of available, scarce
inputs relative to outputs. Inputs and outputsd athe
relationship between them, may be calculated inumber of
ways. ‘Profitability’ is applicable when both outgs and inputs
can be expressed in monetary terms.

J Investment in organisational viability. The diversion of inputs
from the production of output to investment in pbgs human
and organisational assets in order to maintain iwairvand
growth.

o Mobilisation of resources. The organisation must mobilise
resources for inputs in order to produce goodseovises or to
invest in viability.

o Observance of codes. Usually expressed in terms of acceptable
margins of deviation. Codes include both formadl amformal
rules developed by the organisation and patternbebiaviour
imposed by law, moral considerations and standaods
professional ethics.

o Rationality. Actions which are regarded as satisfactory imger
of desirability, feasibility and consistency. Raabity applies on
both technical and administrative (managerial) marations.

Organisational goals are not necessarily the samarfy one group of
people, for example, top management. Rather theyepresentative of
the organisation as a collection of individuals gnoups, and define the
characteristics and activities of the whole orgatns as a system. All
organisations have multiple goals. It is diffictdt develop criteria of
performance against such broadly based goals agyl keed to be
translated into more specific goals capable of measent in particular
organisations.

4, A Systems view of organisational goals

There are possible classifications. However, bgpddg a systems
view of organisations, we can distinguish four maiypes of
organisational goals.
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o Consumer goals. These relate to the nature of outputs in terms of
the market to be served and consumer satisfactiat: is, the
range and nature of goods and/or services producedpplied in
order to meet the needs of customers or clientsamiples are
consumer products, educational services, or healt

. Product goals. These relate to the nature and characteristics of
the outputs themselves, that is, the goods andéwvices
provided. This is the main area in which orgamset
deliberately attempt to distinguish themselves fraother
organisations, for example in the range, desigmalityu and
availability of their outputs.

o Operational goals. These relate to the series of activities
involved in providing outputs, and to the operati@nd
functioning of the organisation. Examples are itienagement
of opportunities and risks, the choice of structuhe nature of
technology, and management processes.

o Secondary goals. These relate to goals that are not related to the
main aim of the organisation. They arise from thanner in
which the organisation uses its power and influengeursuit of
its outputs, and in undertaking the series of @cts/to achieve
these outputs. Political aims, aid to the comnwinithe
development of staff, and social responsibilitiesuid come
under this heading.

SELF-ASSESSMENT EXERCISE

Mention and explain the four main types of orgatisel goals under
the systems view of organisations.

4.0 CONCLUSION

Organisational goals refer to the value premisesao€orporation.

Therefore, they serve functions such as inputsetstns, standard of
performance, basis for planning and management ralont
Organisational goals also provide guidelines foeragonal actions,

reduce uncertainty in decision-making, and generaifluence the

structure of the organisation. It is always necgsta the organisation
to integrate its own goals with those of the woskeGoals can be
classified on the bases such as the concept of lamop, goals as the
outcome of bargaining, general model of organisaficgoals, and a
systems view of organisational goals.
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50 SUMMARY
In this unit, you have learnt the following topics:

meaning and nature of organisational goals

the functions of goals

integration of personal goals and organisationalgo
classification of organisational goals.

6.0 TUTOR-MARKED ASSIGNMENT

Mention and discuss the various types of orgameatigoals under the
general model of organisational goals.
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1.0 INTRODUCTION

Corporate goals are normally translated into speoibjectives, which

are sine qua non for the operational efficiency.ctSwbjectives

established essentially to give teeth to both thesion statement and
the organisational goals which are derivativeshef former. It implies

that objectives constitute appendages to the nmissnma vision. Hence,
organisational objectives are designed to streamtime operational
activities of the organisation in terms of the specexpectations or

results from operations.

20 OBJECTIVES

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

. explain organisational objectives

o state the differences between annual objectiveslangl term
objectives

. explain the qualities of annual objectives and lotegm
objectives

. discuss the functional areas of long term objestive
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3.0 MAINCONTENT

3.1 Natureof Organisational Objectives

Organisational objectives are derivable from thalgjoall of which are

based on the organisational mission. Goals areddHraged statements
of intent in terms of what are desirable out of tperational activities

of the organisation. On the strength of these goalspropriate

objectives are formulated to hammer out the goale specific and

realisable targets. These are communicated to tlagegic business
units of the organisation for implementation by treious functional

managers.

According toPearce Il, and Robinson Jr. (1998), objectivesspezific,
measurable statements of what the organisatioxpisoted to achieve in
a defined period of operations. Furthermore, sudieadives, if
established for subunits, become what the strateggness units are
expected to achieve in terms of contributing to @lseomplishment of
the business’s strategy.

In the opinion oHill and Jones (2004), objectives are the desiutdré
state in terms of what a company wants to reaiseh corporate goals
must be precise, measurable, challenging but tealispecific, time
bound and issues focused in terms of incorporating specific
operational results expected for the strategicriass units.

3.2 Fallacy of the Single Objective

Drucker has referred to the fallacy of the sindigeotive of a business.
The search for the one right objective is not onlylikely to be
productive, but it is certain to harm and misdirgbe business
enterprise.

According to Drucker, to emphasise only profit, filestance, misdirects
managers to the point where managers may endamgesutvival of the
business. To obtain profit today, managers mayetmuhe the future.
Balancing a variety of needs and goals is to mam@algesiness. Hence,
the very nature of business enterprise requiresipfeibbjectives which
are needed in every area where performance andtsrestectly and
vitally affect the survival and prosperity of thediness.

Drucker goes on to suggest eight key areas in whigactives should

be set in terms of performance and results.

(1) Mar ket standing — for example, share of market standing, range
of products and markets, distribution, pricing, touser loyalty
and satisfaction.
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(i)  Innovation — for example, innovation to reach marketing goals,
developments arising from technological advancemer@w
processes and improvements in all major areasg#nisational
activity.

(i)  Productivity — for example, optimum use of resources, use of
techniques such as operational research to helgedatternative
courses of action,and the ratio of ‘contributeduealto total
revenue.

(iv) Physical and financial resources — for example, physical
facilities such as plant, machines, offices andiasgment of
facilities, supply of capital and budgeting, plamnfor the money
needed, and provision of supplies.

(v) Profitability — for example, profitability forecasts and
anticipated time scale for capital investment pglicand
yardsticks for measurement of profitability.

(vi) Manager performance and development — for example, the
direction of managers and setting up their jobs, structure of
management, and the development of future managers.

(vi) Worker performance and attitude — for example, union
relations, the organisation of work and employéatiens.

(viii) Public responsibility — for example, demands made upon the
organisation such as by law or public opinion, cesibilities to
society and the public interest.

The organisation therefore must give attentionltdh@se areas which
are of direct and vital importance to its surviaad prosperity. Etzioni
(1964) as cited by Thompson Jr. and Strickland ) 98sits that the
systems model however, leads one to conclude ukabp there may be
too little allocation of resources to meet the gazlthe organisation, so
there may also be an over-allocation of these reesu The systems
model explicitly recognises that the organisatiolvess certain problems
other than those directly involved in the achievemmef its goal.
Excessive concern with the latter may result inufficient attention to
other necessary organisational activities, and tack of coordination
between the initiated goal activities and the defemsised non-goal
activities.

The managers in the organisation are not necessairifled at all times

by the primary goals of the organisation. Simof@7d), as cited by
Thompson Jr. and Strickland (1987), espouses, dpei of the profit
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goal, that profit may not enter directly into thectgsion-making of most
members of a business organisation. Again, thes ¢t mean that it is
improper or meaningless to regard profit as a puaidcgoal of the

business. It simply means that the decision-makimerhanism is a
loosely coupled system in which the profit constras only one among
a number of constraints and enters into most satesys only in

indirect ways.

The above analysis has pointed out that althouglptbfit objective is

clearly of importance, by itself it is not a suféint criterion for the

effective management of a business organisatidrerelare many other
considerations and motivations which affect theirdefor the greatest
profit or maximum economic efficiency.

3.3 Annual Objectives

Annual objectives, according tearce Il, and Robinson Jr. (1998), are
objectives which are established to be pursued atained within a
period of one year. A critical step in successfupiementation of grand
strategy is the identification and communicationamnual operating
objectives that relate logically to the stratedgisg term objectives.

Accomplishment of these annual objectives addsauthé successful
execution of the business’s overall long term plAncomprehensive set
of annual objectives also provides a specific b&sismonitoring and
controlling organisational performance. Such oloyes can aid in the
development of “trigger points” contribution, hovesy certain basic
qualities must be incorporated in developing andmoanicating them.

Annual objectives are specific, measurable statésneh what an
organisational subunit is expected to achieve intrdmuting to the
accomplishment of the business’s grand strategithoAgh this seems
rather obvious, problems in strategy implementatften stems from
poorly conceived or poorly stated annual objectiv€s maximise these
objectives’ contribution, certain basic qualitiesishbe incorporated in
developing and communicating them.

3.3.1 Qualitiesof Annual Objectives

Pearce Il and Robinson Jr. (1998), provided thioviohg qualities of
effective annual objectives for a company.

1. Linkageto Long Term Objectives

An annual objective must be clearly linked to omenwre long term
objectives of the business’s grand strategy. Hameto accomplish
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this, it is essential to understand how the twaes$ypf objectives differ.
Four basic dimensions distinguish annual and lengp bbjectives.

o Time frame:long term objectives are focused usually five years
or more into the future. Annual objectives are enonmediate,
usually involving one year.

o Focus: long term objectives focus on the futureitpos of the
firm in its competitive environment. Annual objeets identify
specific accomplishment for the company’s functloaeeas, or
other subunits over the next year.

o Specificity: long term objectives are broadly stiate Annual
objectives are very specific and directly linkedtlie company’s
functional area, or other subunits.

o Measurement: while both long term and annual objestare
guantifiable, long term objectives are measureldroad; relative
terms for example, thirty five percent market skBareAnnual
objectives are stated in absolute terms, suchta®iaty percent
increase in sales in the next year.

Annual objectives are meant to add breadth andfgpgcin identifying
whatmust be accomplished in order to achieve the lengp objective.
For example, the long term objective indicatingaiatnent of certain
percent market share in some years clarifies wiheréusiness wants to
be. However, achieving that objective can be ¢yeamhanced if a
series of specific annual objectives identify whaitst be accomplished
each year to achieve that objective. For exanipiearket share is now
fifteen percent, then the likely annual objectiveuld be to achieve a
minimum ten percent increase in relative marketresha the next five
years.

Specific annual objectives should provide targets gerformance of
operating areas if long term objective is to beiaad. The link

between short term and long term objectives shoegemble cascades
through the business from basic long term objestit'®@ numerous
specific annual objectives in key operating areas.

Thus, long term objectives are segmented and redtceshort term

(annual) objectives. The cascading effect has tlded advantage of
providing a clear reference for vertical communaratand negotiation,

which may be necessary to ensure integrated obgscéind plans at the
operating level.
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2. Integrated and Coordinated Objectives

The implementation of grand strategies requiresaihjes that are
integrated and coordinated. Nevertheless, a maturfiag firm might

logically prefer long production runs and plant elawusing to maximise
customers convenience. There are other functiomaflicts which may

arise or obtainable. The absence of concertedtetfointegrate and
coordinate annual objectives may make these natcwoalflicts to

contribute to the failure of long term objectivasdaby extension, the
grand strategy, even though the separate annuattolgs are well
designed.

The successful implementation of strategy depemndsoordination and
integration of the operating units. This is eneged through the
development of short term (annual) objectives. tmeo words, annual
objectives provide a focal point for identifyingdanesolving conflicts
between organisational subunits that might othexvimspede strategic
performance.

SELF-ASSESSMENT EXERCISE

Mention and explain the basic dimensions whichimstish annual
from long term objectives.

3. Consistency in Annual Objectives

Empirical evidence indicates that managers in #mesorganisation will
have different ways of developing objectives. Paaraple, managers in
different functions, departments, or other subuwilt often emphasise
different criteria. Due to this lack of consistenaynits may not be
comparable, commitment to objectives may differ, d arthe
interdependence of units may be dysfunctional.

The annual objectives are more consistent when ebttive clearly
states whatis to be accomplished, when it will be done, andvho
accomplishment will be measured. Objectives cam the used to
monitor both the effectiveness of an operating @amd, collectively,
progress toward the business’s long term objectiviédobjectives are
measurable and state what is to be done and wheéh Iie achieved in
a clear, understandable manner, misunderstandilegsdikely to occur
among the interdependent operating managers whoimpkement the
grand strategy.

4, M easur able

The issue of measurability cannot be overemphasisedkey quality of
annual objectives. Unfortunately, some key resarkseasier to measure
than others. The linanits, for production, may easily be assessed by
clear, quantifiable measures, while criteria fort@ia staff areas (e.qg.,
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personnel) are more difficult to measure. Howevsuccessful
implementation requires setting measurable annbgdctives in these
difficult areas, as well. This is usually accompéd by initially
focusing on measurable activity, followed by theentfication of
acceptable, measurable outcomes.

There are other qualities of good objectives suchaeptable, flexible,
suitable, motivating, understandable and achievablalso apply to

annual objectives. While these will not be diseds&ere, the reader
should review the earlier discussion to appredia¢equalities common
to all objectives.

5. Priorities
Another critical quality of annual objectives inves the need to
prioritise short term objectives. Due to timing swmerations and
relative impact on strategic success, annual dbgsctoften have
relativepriorities.

The consideration of timing often necessitategatiitg or completing
one activity before another is started. For examnglcompany such as a
bank may encounter a problem in implementing a ramogdesigned to
expand its credit card base as part of an ambitarket development
strategy in the financial services industry. Thenkds objective for
establishing the accounting procedures to supperpptogram may not
have been given sufficient priority.

All annual objectives are important but some deseadditional
attention because of their particular impact onghecess of a strategy.
For instance, if such priorities are not discussat indicated,
conflicting assumptions about the relative impocgnof annual
objectives might inhibit progress toward strategjfectiveness.

Business priorities are usually established in ohseveral ways. A
simple ranking may be based on discussion and iadigot during the
planning process. However, this does not necégsammmunicate the
realdifference in the importance of objectives, so ®auch as primary,
top, or secondarymay be used to indicate priority. Nevertheless,
whatever the method used to establish prioritie;ognising the
priorities of annual objectives are an importantmeinsion in
implementing the strategy.

34 Long Term Objectives
In the opinion of Pearce Il and Robinson Jr. (1988)g term objectives
are objectives which are established to be pursmedattained over a

period of many years. The long term objectives,baachmarks for
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corporate and business strategies, use such msaasinmarket share,
return on investment (ROI), and return on equitDB@, stock price,
and new market penetration to provide guidance seessing the
ultimate effectiveness of a chosen strategy. WAhilkeh objectives
clarify the long-range purpose of a grand strategg the basis for
judging its success, they are less useful in ggidihe operating
strategies and immediate actions necessary to mgle a grand
strategy.

3.4.1 Qualities of Long term Objectives

According to Pearce Il and Robinson Jr. (1998)relsee some qualities
of an objective which are necessary towards impigvis chances of
being attained in organisational operations. Sudlities are embedded
in criteria that should be used in preparing losgn objectives such as
acceptable, flexible, and measurable over timejvatg, suitable, and
achievable. These qualities are as discussed below.

1. Acceptable

The managers are most likely to pursue objectihas are consistent
with perceptions and preferences of the manageraddition, certain

long term corporate objectives are frequently desigto be acceptable
to major interest groups external to the firm. é&@mmple might involve

air-pollution control when efforts are undertakernhee insistence of the
Environmental Protection Agency.

2. Flexible

Strategic objectives should be modifiable in thergwof unforeseen or
extraordinary changes in the firm's competitive @mvironmental
forecasts. At the same time, flexibility is usualiycreased at the
expense of specificity. In the same vein, employeefidence may be
tempered because adjustment of a flexible objechsg affect their job.
One recommendation for providing flexibility whileninimising
associated negative effects is to allow for adjestts in the level rather
than the nature of an objective.

For instance, an objective for a personnel depantnie provide

managerial development training for ten supervigmes year over the
next two years can easily be understood and thdeslnyng to changes
in the number of people to be trained. In contrattanging the
personnel department's objective to assisting @tomtu supervisors in
reducing job-related injuries by five percent peeay would

understandably create dissatisfaction.
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3. Measurable

Strategic objectives must clearly and concretebtestwhat will be
achieved and within what time frame. Numerical #jpgty minimises
misunderstandings thus, objectives should be mabkuover time. For
example, an objective to "substantially improve oreturn on
investment" would be better stated as "increasedtien on investment
on our line of paper products by a minimum of 1cpet a year and a
total of 5 percent over the next three years."

4. Motivating

The workers, who are the strategic inanimate mashirare most
productive when objectives are set at a motivatevgl in terms of
making them high enough to challenge but not st bgjto frustrate or
so low as to be easily attained. The problem i¢ thdividuals and
groups differ in their perceptions of standardser€fore, the ideal
situation is to develop multiple objectives, somened at specific
groups. More sweeping statements are usually seenlaeking
appreciation for individual and somewhat uniquaations. Such tailor-
made objectives require time and involvement from decision maker,
but they are more likely to serve as motivationatés.

5. Suitable

The objectives must be suited to the broad aimgheforganisation,
which are expressed in the statement of company&siom. Each
objective should be a step toward the attainmenwefall goals. In fact,
objectives that do not coincide with company orpooate missions can
subvert the aims of the firm. For example, if théssion is growth
oriented, an objective of reducing the debt-to-ggratio to one in order
to improve stability would probably be unsuitable nda
counterproductive.

6. Understandable

The managers of the strategic business units déwals must have a
clear understanding of what is to be achieved. Thneyst also
understand the major criteria by which their pearfance will be
evaluated. Thus, objectives must be stated so thay are
understandable to the recipient as they are tgithex. In simple terms,
objectives must be prepared in clear, meaningfuf anambiguous
fashion.

7. Achievable

Another important point is that objectives mustduessible to achieve.
This is easier said than done. The rumbling inrdmote and operating
environments adds to the dynamic nature of busimésshal operations.
This creates uncertainty, limiting strategic mamaget's accuracy in
setting feasible objectives.
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SELF-ASSESSMENT EXERCISE
Mention and explain the qualities of long term achijees.
3.4.2 Functional Areasof Long Term Objectives

According to Pearce Il and Robinson Jr. (1998)atsgic managers
recognise that short-run profit maximisation isetarthe best approach
to achieving sustained corporate growth and piaifitg. For most
strategic managers, a small amount of profit nowngintain vitality,
but sow the majority to increase the likelihoodaobong term supply is
the ideal. This is the most frequently used rati®nm selecting
objectives.

In order to achieve sustained corporate growth anaffitability,
strategic planners commonly establish long ternmedbjes in seven
areas such as discussed below.

1. Profitability

The ability of any business to operate in the long depends on
attaining an acceptable level of profits. Strateljyc managed firms
characteristically have a profit objective usuadypressed in earnings
per share or return on equity.

2. Productivity

Strategic managers constantly try to improve thedpctivity of their
systems. Companies that can improve the input-outplationship
normally increase profitability. Thus, businessksost always, state an
objective for productivity.

In terms of measurement, the items produced oricgsrwendered per
unit of input are commonly used. Nevertheless, petidity objectives
are sometimes stated in terms of desired decr@asest.

This represents an equally effective way to ina@ga®fitability if unit
output is maintained. For example, objectives maysét for reducing
defective items, customer complaints leading tgdiion, or overtime.

3. Competitive position

One important measure of corporate success isvelkddminance in the
marketplace. Larger firms often establish an objectn terms of
competitive position to gauge their comparativdigbfor growth and
profitability. Total sales or market shares arewnfiised and an objective
describing competitive position may indicate a cogtion's priorities in
the long term.
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4. Employee development

The employees of a corporate organisation valuevircand career
opportunities in their workplace. In the prevalensuch opportunities,
productivity is often increased and expensive tuemodecreased.
Therefore, strategic decision makers frequentlyuishe an employee
development objective in their long-range plans.

For instance, a company can declare an objectivdewo¢loping highly
skilled and flexible employees, thereby providirtgasly employment
for a reduced number of workers.

5. Employeerelations

Corporate organisations or companies actively sgeéd employee
relations, whether or not they are bound by uniontracts. In fact, a
characteristic concern of strategic managers imgagroactive steps in
anticipation of employee needs and expectationstegfic managers
believe productivity is partially tied to employé&syalty and perceived
management interest in workers’ welfare.

Therefore, strategic managers set objectives torawep employee
relations. For example, safety programs, workerraggntation on
management committees, and employee stock optianspbre all
normal outgrowths of employee relations objectives.

6. Technological leader ship

Corporate entities or businesses must decide whithead or follow in
the marketplace. While either can be a succesgproach, each
requires a different strategic posture. Thereforany corporate entities
or businesses state an objective in terms of tdogral leadership.

7. Public responsibility

The business entities recognise their respongdsilito customers and
the society at large. In most cases, many of theimedy seek to exceed
the minimum demands made by the government regukatin addition,
they also work to develop reputations for fairlyicpd products and
services. Nevertheless, they also attempt to estabhemselves as
responsible corporate citizens. Hence, they arendoestablishing
charitable and educational foundations, trainingcilifees for
disadvantage groups, community welfare schemes, paadision of
infrastructure.

4.0 CONCLUSION
We have discussed in this unit that organisatioolajectives are
derivable from the goals of the organisation, amelytare in form of

annual and long term objectives. As you have olestrthe former type
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of objectives are for the strategic business umitsle the latter
objectives are formulated for the whole organisatWe also discussed
the qualities of both annual and long term objesj\and the differences
between the two types of objectives.

50 SUMMARY
In this unit, you have learnt the following topics:

nature of organisational objective

the fallacy of single objective

annual objectives

qualities of annual objectives

long term objectives

qualities of long term objectives, and
functional areas of long term objectives.

6.0 TUTOR-MARKED ASSIGNMENT
Mention and discuss the functional areas of longy tebjective.
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1.0 INTRODUCTION

Corporate organisations operate within the ambihefnecessary guides
which are normally the organisational procedured esgulations for

effectiveness and efficiency. Basically, policiascarporate all the

necessary operational procedures and regulationsnobrganisation.

Therefore, all the operational activities of an amigation are

circumscribed within the ambit of organisationalipn

Hence, the issue of organisational policy cannot@@promised. All
organisations must operate with policy as it isnmalty formulated for
the good of healthy operations and interrelatigpsiamong the various
subsystems of the organisation. In this unit sttheyy discussion is on
organisational policy.

20 OBJECTIVES

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

o explain organisationgolicy
o discuss the purpose of organisational policy
. state differences between objectives and policy.

3.0 MAIN CONTENT

3.1 Meaning of Organisational Policy

According to Pearce Il and Robinson Jr. (1998)jcped are specific
guides for operating managers and their subordnal®olicies are
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powerful tools for strategy implementation and cohbnce they are
clearly linked to operating strategies and longitebjectives.

In the opinion of Thompson Jr. and Strickland (19%olicies are

directives designed to guide the thinking, decisjoand actions of
managers and their subordinates in implementingoayanisation’s
strategy. Policies provide guidelines for estaliighand controlling
ongoing operations in a manner consistent with fihma’'s strategic

objectives. Often referred to as standard opegginocedures, policies
serve to increase managerial effectiveness by atdisthg many
routine decisions and controlling the discretion mknagers and
subordinates in implementing operational strategissgically, policies

should be derived from functional strategies (andsome instances,
from corporate or business strategies) with the feepose of aiding in
the execution of a strategy

In essence, a policy is a guideline for organiseticactions and the
implementation of goals and objectives. Policyraslated into rules,
plans and procedures. It relates to all activiibthe organisation at all
levels. Clearly stated, policy can help reinforige imain functions of the
organisation, make for consistency and reduce dakpe® on the
actions of individual managers.

Policy clarifies roles and responsibilities of mgees and other
members of staff and provides guidelines for managéehaviour.
Securing agreement to a new or revised policy celp lovercome
reliance on outdated practices and aid the introcluof organisational
change.

Policy provides guiding principles for areas of idem-making and
delegation, for example, specific decisions reatio personnel policy
may be to:

give priority to promotion from within the organtgan.

enforce retirement at government pensionable age.

employ only graduate or professionally qualified@mtants.
permit line managers, in consultation with the parel
manager, to appoint staff up to a given salary/wagel.

Some policy decisions are directly influenced byeexal factors, for
example, government legislation on equal opporiesit

3.2 Natureof Organisational Policy

Policies in their nature can vary in their levelstfategic significance.
Some, such as travel reimbursement procedureseally work rules
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that are not necessarily linked to the implemeotatof a specific

strategy. A policy for instance, can make a request that every

location of an organisation should invest a cerparcentage of its gross
revenue in local advertising. This virtually isum€tional strategy.

Policies can also be externally imposed or intéyrdgrived depending
on the ownership interest. Policies regarding etyuaf opportunity

practices are often developed in compliance witlerexal (government)
requirements. In the same vein, some organisatipoladies regarding
leasing or depreciation may be strongly influend®sd current tax
regulations. Regardless of the origin, formalityd anature of the policy,
the key point to bear in mind is the valuable qpddéicies can play in the
implementation of a strategy.

In utmost consideration, the carefully constructgalicies enhance
strategy implementation in several ways. Obviouslis imperative to
examine existing policies and ensure the existehgmlicies necessary
to guide and control operating activities consisterth current business
and functional strategies. Ensuring communicatibspecific policies
will help overcome resistance to strategic change foster greater
organisational commitment for successful implemgeof a strategy.

On the basis of the organisation’s ideology or ggophy, the goals of
the organisation are translated into objectives @wmicty. Terminology

and use of the two terms vary but objectives aem $ere as the ‘what’,
and policy as the ‘how’, ‘where’ and ‘when’ — thiseans that policy
follow objective.

SELF-ASSESSMENT EXERCISE
Explain the term ‘organisational policy’.
3.3 ThePurposeof Policies

According to Pearce Il and Robinson Jr. (1998)iced are designed to
communicate specific guides to decisions. Theydasggned to control

and reinforce the implementation of functional &gges and the grand
strategy, and they fulfill these roles in severayw such as discussed
below.

1. Policies establish indirect control over indegent actionby
making a clear statement about how things are wope and the
conduct of activities without direct interventiony btop
management.
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2.

Policies promote uniform handling of similartiaities. This
facilitates coordination of work tasks and helpduee friction
arising from favouritism, discrimination, and disg& handling
of common functions.

Policies ensure quicker decisiobg standardising answers to
previously and frequently asked questions that @atherwise
recur and be pushed up the management hierarchy agd
again.

Policies help institutionalise basic aspects afjanisation
behaviour.This minimises conflicting practices and establsshe
consistent patterns of action in terms of how oiggtional
members attempt to make the strategy work.

Policies reduce uncertainty in repetitive alag-tb-day decision
making, thereby providing a necessary foundationr fo
coordinated, efficient efforts.

Policies can counteract resistance to or rnejgcbf chosen
strategies by organisation membat#hen major strategic change
is undertaken, unambiguous operating policies kkpfy what
is expected and facilitate acceptance, particulatign operating
managers participate in policy development.

Policies offer a predetermined answer to reufiroblems, giving
managers more time to cope with non-routine mattdesling
with ordinary and extraordinary problems is greatipedited —
the former by referring to established policy ahé tatter by
drawing on a portion of the manager’s time.

Policies afford managers a mechanism for amgitiiasty and ill-
conceived decisions in changing operations. Pliagapolicy
can always be used as a reason for not yieldimgrtotion-based,
expedient, or temporarily valid arguments for afigrprocedures
and practices.

A policy can either be in writing and documentediraplied. In other
words, policies may be written and formal or untent and informal.
The positive reasons for informal, unwritten pai are usually
associated with some strategic need for compestoeecy.

Some unwritten policies, such as “consultation it employees”, are
widely known (or expected) by employees and imgjicsanctioned by
management. On the contrary, unwritten, informaliges may be
contrary to the long term success of a strategil, Stanagers and
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employees often like the latitude “granted” wheriges are unwritten
and informal.

There are inherent advantages in the use of fowr#kn policies such

as follows.

1) Managers are required to think through the qyd meaning,
content, and intended use.

1)) The policy is explicit so misunderstandingse aeduced.

iii)  Equitable and consistent treatment of proldammore likely.

V) Unalterable transmission of policies is ensure

V) Authorisation or sanction of the policy is moreearly
communicated, which can be helpful in many cases.

vi) A convenient and authoritative reference canshipplied to all
concerned with the policy.

vii)  Indirect control, organisation-wide coordir@t and key purposes
of policies, are systematically enhanced.

SELF-ASSESSMENT EXERCISE
What are the reasons for the formulation of orgatrosal policies?
3.4 Distinction between Objectives and Policy

While objectivesset out more specifically the goals of the orgaiosa

the aims to be achieved and the desired end-remaltdeveloped within
the framework of objectives. It provides the bdsisdecision-making
and the course of action to follow in order to awlei objectives.

The relationship between the organisation, its abjes and
management is espoused as one of the managerieds dat an
organisation, which is to ensure that the human andterial
organisation is consistent with the objective, tgses and requirements
of the concern. The established objectives and cyoliherefore
constitute an integral part of the process of manant and a necessary
function in every organisation.

The objectives of an organisation are related ® ittput-conversion-
output cycle. In order to achieve its objectived aatisfy its goals, the
organisation buys inputs from the environment dmdugh a series of
activities transforms or converts these inputs iotputs and returns
them to the environment as inputs to the systenhe drganisation
operates within a dynamic setting and successhreaing its goals will

be influenced by a multiplicity of interactions tvithe environment.

Regardless of the type of organisation under cengttn, there is the
need for lines of direction through the establishtm& objectives and
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determination of policy. Objectives and policy foranbasis for the
process of management.

The choice of objectives is an essential part @f decision-making
process including future course of action. Objextivmay be set out
either in general terms or in more specific terr@eneral objectives are
determined by top management. Specific objectives farmulated

within the scope of general objectives and usulalye more defined
areas of application and time limits.

Objectives may be just implicit but the formal agpl definition of
objectives will help highlight the activities whi¢he organisation needs
to undertake as the comparative importance ofatgus functions. An
explicit statement of objectives may assist commwaton and reduce
misunderstandings, and provide more meaningfukmaitfor evaluating
organisational performance. However, objectivesikhnot be stated in
such a way that they detract from the recognitidnpossible new
opportunities, potential danger areas, and théaiivié of staff or the
need for innovation or change.

Objectives emphasise aims and are stated as etpestabut policies
emphasise rules and are stated in the form of tdieec In terms of
distinction between objectives and policy, the fegbelow is very
relevant.

Functional Area | Objective Policy
Marketing Complete market | The company will sell to every
coverage retail outlet that is creditworthy, as
decided by the company|s
accountant.
Production Low units costs fromThe company will not produce

long production runs one-off jobs without the specific
authority of the Board.

Finance To maintain Accountant will draw up a cash
adequate liquidity | budget and inform the Board |if
working capital is likely to fall
below a specified limit.

Personne Good laboul Set up and mntain schemes fo
relations Joint Consultation, Job Evaluation,
and Wage Incentives.

Fig. 1.1: Comparison between Objectives and Policy

Objectives and policy together provide corporatedgiines for the
operation and management of the organisation.th&llactivities of the
organisation are guided towards achieving objestiire the manner
directed. The formulation of objectives and poliapd the allocation of
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resources, provide the basis for strategic planwinigh is the first stage
in the planning and control processes of businggsnisations.

4.0 CONCLUSION

In this unit you have learnt that policiage directives designed to guide
the thinking, decisions and actions of managersmplementing an
organisation’s strategy. You have observed from #malysis that
policies provide guidelines for establishing andhtealling ongoing
operations in a manner consistent with the firnrategic objectives.

You are exposed to the fact that policies are natated with objectives
because the former is normally designed to puradeaghieve the latter.
Lastly, you are now aware that there are fundanhediféerences

between policies and objectives particularly inibess functional areas.

50 SUMMARY

In this unit, you are made aware of the followingits:

meaning of organisational policy

nature of organisational policy

the purpose of policies, and

distinction between objectives and policy.

6.0 TUTOR-MARKED ASSIGNMENT
Differentiate between policy and objective in biesis functional areas.
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INTRODUCTION

A prelude to the development of strategies for @a@te entity is the
internal analysis. The company’s internal strengthd weaknesses are
evaluated in relation to the competitors’ positiorthe industry. Hence,
it becomes imperative for the managers to pre-octhpmselves with
the industry analysis in order to determine appabprstrategic posture
to adopt towards carving a viable position forlitsethe industry.

In this study unit, the discussion is on the natfrmternal analysis of a
company.

2.0
At the

OBJECTIVES
end of this unit, you should be able to:
explain the nature of industry analysis

discuss strategic factors in internal analysis
evaluate the strategic internal factors of a conpan
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o apply both qualitative and quantitative approadbesvaluate the
strategic internal factors of a company.

3.0 MAIN CONTENT
3.1 Nature of Internal Diagnosis

Pearce Il and Robinson Jr. (1998) posit that irleamalysis involves
the assessment of a company’s profile in relatothe dictates of the
external environment. The analysis of the intepwaition of a company
that leads to a realistic company profile frequeimbolves trade-offs,
value judgements and educated guesses as well gctivd
standardised analysis. Nevertheless, this dichotoanylead managers
to slight internal analysis by emphasising persopahion.

Systematic internal analysis leading to an objectempany profile is
essential in the development of a realistic, effecttrategy. Internal
analysis must identify the strategically importastrengths and
weaknesses on which a firm should ultimately b&sstrategy. Ideally,
this purpose can be achieved by first identifyirgy knternal factors
(e.g., distribution channels, cash flow, locatioriechnology, and
organisational structure) and second by evaludtiege factors.

In actual practice, the process is neither linear simple. The steps
tend to overlap, and managers in different posstiand levels approach
internal analysis in different ways. One major dgtufound that
managers even use different criteria for evaluaapgarent strengths
and potential weaknesses.

While the process of internal analysis in most &irre not necessarily
systematic, it is nonetheless recognised as acalriiingredient in
strategy development. If only on an intuitive lsasnanagers should
develop judgements about what the firm does paatiuwell i.e. its
key strengths or distinct competencies. And basethe match between
these strengths and defined or projected markebrtypties, the firm
ultimately charts its strategic course.

In internal analysis of a company, the issue cb@mmany profile is very
important. In the opinion of Pearce Il and Robinstm (1998), a

company profile is the determination of a firm'sagtgic competencies
and weaknesses. This is accomplished by identifyargd then

evaluating strategic, internal factors.

The relevant issues in internal diagnosis aredhewing:
o What are strategic internal factors?
o Where do they originate?
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o How do we decide which are truly strategic factibragt must be
carefully evaluated?

The above issues might be raised by managers intifiglag and
evaluating key internal factors as strengths orkwesses on which to
base the firm's future strategy.

SELF-ASSESSMENT EXERCISE
Explain the term ‘internal diagnoses’
3.2 lIdentification of Strategic Internal Factors

1. A Function Approach

Strategic internal factors are a firm's basic cédpiais, limitations, and
characteristics. A typical list of factors in intet capabilities of a
company includes considerations such as the fatigsvi

) Marketing in areas of products, market sharbanoels of
distribution, pricing strategy, promotion strateggfter-sales
services, brand loyalty, and goodwill.

i) Finance in areas of short term capital, loegnt capital, taxes,
debt management, leverage position, working capitast
control, finance size, efficient accounting systea,

i)  Production in areas of raw materials costyentory control,
economies of operation, technical efficiency, duestefit,
research and development, patents, trademarks, etc.

iv) Personnel in areas such as management ofrpegsemployees’
skill and morale, labour relations, effective pensel policies,
employee turnover, etc.

Some of the above factors are the focus of inteamallysis in most
business firms. According to Pearce Il and Robin3on(1998), firms
are not likely to consider all of the factors aggmtial strengths or
weaknesses. To develop or revise a strategy, menagsuld rather
identify the few factors on which success will milstly depend.

Equally important, reliance on different internaicfors will vary by
industry, market segment, product life cycle, ahd firm's current
position. Managers are looking for what ChesternBed calls “the
strategic factors," those internal capabilitied eiygpear most critical for
success in a particular competitive area. For el@angirategic factors
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for firms in the oil industry will be quite differg from those of firms in
the construction or hospitality industries.

Strategic factors can also vary between firms withie same industry.
In the mechanical writing industry, for examplee tstrategies of BIC
and Cross, both successful, are based on diffenéatnal strengths:
BIC's on its strengths in mass production, extensdvertising, and
mass distribution channels; Cross's on high quahtyge, and selective
distribution channels.

Analysis of past trends in sales, costs and piofita is of major
importance in identifying strategic internal factor Basically, this
identification should be based on a clear pictur¢he nature of the
firm's sales. An anatomy of past trends comprisprgduct lines,
channels of distribution, key customers or types afstomers,
geographic region, and sales approach should beaped in detail.

A similar anatomy should focus on costs and prbilitg. Detailed
investigation of the firm’s performance history pelisolate internal
factors influencing sales, costs, profitability, tbeir interrelationships.
These are of major importance to future strateggistens. To
understand such results, a firm may determine ¢deatin key internal
factors (e.g., experience in particular distribntichannels, pricing
policies, warehouse location, and technology) deserajor attention in
formulating future strategy.

The analysis of the strategic factors also requaesexternal focus.
When a strategist isolates key internal factorsuph analysis of past
and present performances, industry conditions/geamtd comparisons
with competitors also provide insight. BIC’s idéication of mass

production and advertising as key internal facierbased as much on
analysis of industry and competitive charactersstias on past
performance of BIC itself.

The changes in the conditions of an industry cad I® the need to
reexamine internal strengths and weaknesses inlighe of new
emerging determinants of success in the industythermore, strategic
internal factors are often chosen for in-depth @a@bn because firms
are contemplating expansion of products or markaitgersifications,
and so forth. Clearly, scrutinising the industndar consideration and
current competitors is a key means of identifyitigtegic factors if a
firm is evaluating its capability to move into unfdiar markets.

2. The Value Chain Approach

Pearce Il and Robinson Jr. (1998) posit that diaopgoa company’s key
strengths and weaknesses requires the adoptiomlishggregated view
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of the firm. Examining the firm across distinchtiional areas is one
way to disaggregate the firm for internal analysisposes. Another
way to disaggregate the firm is to use a framewwaked the value
chain.

Developed by Michael Porter, a value chain is aesyatic way of
viewing the series of activities a firm performspmvide a product to
its customers. The value chain disaggregatesmaifito its strategically
relevant activities in order to understand the b&ha of the firm’s cost
and its existing or potential sources of differatiin. A firm gains
competitive advantage by performing these strasdlgicimportant
activities, the key internal factors, more cheaply better than its
competitors.

Fundamentally, every firm can be viewed as a cbiacof value
activities that are performed to design, producerket, deliver, and
support its product. Such activities can be grdup#o nine basic
categories for virtually any firm at the businesst level. Within each
category of activity, a firm typically performs aumber of discrete
activities that may represent key strengths or weages for the firm.

Service activities, for example, may include sugtiette activities as
installation, repair, parts distribution, and uming — any of which
could be a major source of competitive advantagalisadvantage.
Through the systematic identification of these wihte activities,
managers using the value chain approach can tpogential strengths
and weaknesses for further evaluation.

The basic categories of activities can be groupéal two broad types,
namely: the primary and secondary activities. Prymactivities are

those involved in the physical creation of the fsmroduct or service,
its delivery and marketing to the buyer, and itserafale support.
Overarching each of these are support activitiéschvprovide inputs or
infrastructure allowing the primary activities ke place on an ongoing
basis.

According to Pearce Il and Robinson Jr. (1998prmter to identify the
primary value activities, the company requires itdwation of activities
that are technologically and strategically distirieach of the five basic
categories of primary activities is divisible intseveral distinct
activities, such as the following.

) Inbound logistics

Activities associated with receiving, storing, atigseminating inputs to
the product, such as material handling, warehousimgntory control,
vehicle scheduling, and returns to suppliers.
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1)) Operations

Activities associated with transforming inputs intiee final product
form, such as machining, packaging, assembly, eaggip maintenance,
testing, printing, and facility operations.

i) Outbound logistics

Activities associated with collecting, sorting, goialysically distributing
the product to buyers, such as finished goods vearghg, material
handling, delivery vehicle operation, order progegsand scheduling.

V) Marketing and sales

Activities associated with providing the means bigicka buyers can
purchase the product and inducing them to do sth a8 advertising,
promotion, sales force, quoting, channel selectbannel relations, and
pricing.

V) Service

Activities associated with providing service to anbe or maintain the
value of the product, such as installation, repaaining, parts supply,
and product adjustment.

Support value activities arise in one of four catggs and can be
identified by isolating technologically or strateaily distinct activities.
Often overlooked as sources of competitive advantdgese four areas
can typically be distinguished as follows.

a) Procurement

Activities involved in obtaining purchased inputsyhether raw
materials, purchased services, machinery, or so dProcurement
stretches across the entire value chain becassgpiorts every activity
— every activity uses purchased inputs of some.kilMdany discrete
procurement activities are typically performed witla firm, often by
different people.

b) Technology development

Activities involved in designing the product as va&$ in creating and
improving the way the various activities in the ual chain are
performed. People tend to think of technologyeimts of the product or
manufacturing process. In fact, every activityrenfperforms involves
a technology or technologies, which may be mundansophisticated,
and a firm has a stock of know-how for performinacle activity.

Technology development typically involves a variety discrete

activities, some performed outside the R&D depantme
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C) Human resource management

There are activities necessary to ensure the teguitraining, and
development of personnel. Every activity involvesran resources, and
thus human resource management activities cut@tnesentire chain.

d) Firm infrastructure

Such activities; as general management, accountaggl, finance,
strategic planning, and all others from specifionary activities but
essential to the entire chain’s operation.

The value chain provides a useful approach to gwdsystematic
internal analysis of the firm's existing or potemtistrengths and
weaknesses. By systematically disaggregatingm finto its distinct

value activities across the nine activity categgrithe strategist has
identified key internal factors for further exantioa as potential

sources of competitive advantage.

Whether using the value chain, an examination attional areas, or
both approaches, the strategist's next step in desyatic internal
analysis is to compare the firm’'s status with meghil standards to
determine which value activities are strengths @akwmesses. Four
sources of meaningful standards used to evalu&enad factors and
value activities are discussed in the next section.

SELF-ASSESSMENT EXERCISE

Identify and explain the four categories in whicipgort value activities
can arise.

3.3 Evaluation of Strategic Internal Factors

As observed by Pearce Il and Robinson Jr. (19@@ntification and

evaluation of key internal factors have been sépdrfor discussion, but
in practice, they are not separate, distinct stegdhe objective of

internal analysis is a careful determination oiran’s strategic strengths
and weaknesses.

An internal analysis that generates a long list refources and
capabilities has provided little help in strategynfiulation. Instead,
internal analysis must identify and evaluate a tkohi number of
strengths and weaknesses relative to the oppadsiriargeted in the
firm’s current and future competitive environment.

A factor is considered a strength if it is a distive competency. It is
more than merely what the firm has the competemceld. It is
something the firm does (or has the future capaoitgo) particularly
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well related to abilities of existing or potent@mpetitors. A distinctive
competence (strength) is important because it gare®rganisation a
comparative advantage in the marketplace.

A factor is considered a weakness if it is someghiive firm does poorly
or doesn’t have the capacity to do although keglsihave the capacity.
Centralised production facilities and lack of capitesources can be
major weaknesses.

The critical question is how strategists shouldles& key internal
factors and value activities as strengths or wesda®e There are four
basic perspectives.

o comparison with the firm’s past performance,

o stage of product/market evaluation,

o comparison with competitors, and

o comparison with key success factors in the firmuuistry.
1. Comparison with past capabilities and performane

According to Pearce Il and Robinson Jr. (1998)atsgists use the
historical experience of the firm as a basis foaleating internal
factors. Managers are most familiar with theirmfjrits internal
capabilities and problems, because they have beseised over time
in managing the firm’s financial, marketing, protlon, and Research
and Development (R&D) activities.

Therefore, a manager’'s assessment of whether rcentarnal factors—
such as production facilities, sales organisatibmancial capacity,
control systems, and key personnel-are strengtiaeeaknesses will be
strongly influenced by his or her internal expecen In the capital-
intensive industry, for example, debt capacity isteategic internal
factor.

2. Stages in product/market evolution

The requirements for success in product/market satgnevolve and
change over time. As a result, strategists can tbese changing
patterns associated with different stages in prgohacket evaluation as
a framework for identifying and evaluating the fismstrengths and
weaknesses.

Four general stages of product/market evolutiontaedypical changes
in functional capabilities are often associatedhwitisiness success at
each stage. The early development of a productkehafor example,
entails minimal growth in sales, major R&D emphasiapid
technological change in the product, operatingdsssnd a need for
sufficient resources or slack to support a templgrarnprofitable
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operation. Success at this stage may be assoatiedechnical skill
with being first in new markets or with having arketing advantage
that creates widespread awareness.

The strengths necessary for success is seen grodh stage. Rapid
growth brings new competitors into the market. IStactors as brand
recognition, product/market differentiation, ane tfinancial resources
to support both heavy marketing expenses and tfectebf price
competition on cash flow can be key strengthsiatdtage.

According to Pearce Il and Robinson Jr. (1998)thasproduct/market
moves through a “shakeout” phase and into the ntatstage, market
growth continues but at a decreasing rate. Thebeunof market
segments begins to expand, while technological gham product
design slows considerably. The result is usually renontense
competition, and promotional or pricing advantagesdifferentiation
become key internal strengths.

Technological change in the process design becantesse as the
many competitors seek to provide the product in niest efficient
manner. Where Research and Development (R&D) wtieal in the
development stage, efficient production has nowobwe crucial to a
business’s continued success in the broader maegghents. Chrysler
has found efficiency a key strength in the autastoy.

When products/markets move toward a saturationifgeclstage,
strengths and weaknesses centre on cost advansagesior supplier or
customer relationships, and financial control. @etitive advantage
can exist at this stage, at least temporarily, firm serves gradually
shrinking markets that competitors are choosingawve.

3. Comparison with competitors

A major focus in determining a firm's strengths aweaknesses is
comparison with existing (and potential) compesitoFirms in the same
industry often have different marketing skills, dncial resources,
operating facilities and locations, technical knbaw, brand image,
levels of integration, managerial talent, and so ®hese different
internal capabilities can become relative strengitis weaknesses)
depending on the strategy the firm chooses.

In the assessment of the choice of strategy, a gesirshould compare
the company’s key internal capabilities with thadets rivals, thereby
isolating key strengths or weaknesses.

In ultimately developing a strategy, distributioatwork, technological
capabilities, operating costs, and service faeslitare a few of the
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internal factors to be considered. To ascertaietixdr their internal
capabilities on these and other factors are stnsngr weaknesses,
comparison to key competitors can prove useful.

Significant favourable differences (existing or egfed) are potential
cornerstones of the firm’s strategy. Likewise,otlgh comparison to
major competitors, a firm may avoid strategic cotnmeints it cannot
competitively support.

4. Comparison with success factors in the industry

Industry analysis involves identifying factors agated with successful
participation in a given industry. The key deteramts of success in an
industry may be used to identify the internal sjtbs and weaknesses
of a firm. By scrutinising industry competitorss avell as customer
needs, vertical industry structure, channels dfifistion, costs, barriers
to entry, availability of substitutes, and supg@ieand a strategist seeks
to determine whether a firm’s current internal dajiies represent
strengths or weaknesses in new competitive arenas.

3.4 Quantitative versus Qualitative Approaches in
Evaluating Internal Factors

Numerous quantitative tools are available for eathg selected
internal capabilities of a firm. These entail measwent of a firm’'s
effectiveness vis-a-vis each relevant factor andparative analysis of
this measurement against both competitors (diremtithrough industry
averages) and the historical experience of the. firRatio analysis is
useful for evaluating selected financial, marketiogerating factors.
The firm’s balance sheet and income statement raporitant sources
from which to derive meaningful ratios. The appgrat the end of this
unit illustrates the use of these techniques ftarimal analysis.

Quantitative tools cannot be applied to all intérfectors, and the
normative judgements of key planning participantaynibe used in
evaluation. Company or product image and presiigeexamples of
internal factors more amenable to qualitative eatddmn. But, even
though qualitative and judgmental criteria are ysddntification and
serious evaluation of this type of factor are nesags and important
aspects of a thorough internal analysis.

While managers used past performance and comgetitmparison in
evaluating tentative strengths, they relied heaviy normative
judgement (qualitative assessment and opinion)vaiuating probable
weaknesses.
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4.0 CONCLUSION

In this unit, you are made aware of the fact thatihternal analysis of a
company involves the assessment of the operatistrahgths and
weaknesses in terms of the available assets ofcdingpany and in
relation to the dictates of the external environm&mou have observed
that in order to diagnose the internal strengthd aeaknesses of a
company, you have to identify the internal factors functional
operational areas of production, marketing, pershrfmance, etc. You
are also exposed to both qualitative and quané@adpproaches which
can be used to evaluate the internal factors ohapany.

5.0 SUMMARY
In this unit, the following topics have been exaeun

nature of internal diagnosis

identification of strategic internal factors

evaluation of strategic internal factors and

gquantitative versus qualitative approaches in atalg internal
factors.

6.0 TUTOR-MARKED ASSIGNMENT

Mention and discuss four basic perspectives inuatan of internal
factors and value activities as strengths or wesde®

7.0 REFERENCES/FURTHER READING

Glueck, W. F. (1980)Business Policy and Strategic Management. New
York: McGraw-Hill.

Hill, C. W. L. & Jones, G. R. (2004)Srategic Management: An
Integrated Approach. (6th ed.). Indian Adaptation, New Delhi:
Biztantra, An Imprint of Dreamtech Press.

Pearce 1l, J. A. & Robinson Jr., R. B. (1998ixategic Management:
Srategy Formulation and Implementation. (3rd ed.). Krishan
Nagar, Delhi: All India Traveller Bookseller.

Pearce, & David, (1987)Srategic Planning and Policy. New York:
Reinhold.

61



MBA 820 CORPORATE MANAGEMENT STRATEGY

UNIT 2 INDUSTRY ANALYSIS
CONTENTS

1.0 Introduction
2.0  Objectives
3.0 Main Content
3.1 Industry Competitive Forces and Strategy
3.2  Forces Driving Industry Competition
3.2.1 Threat of Entry
3.2.2 Bargaining Power of Suppliers
3.2.3 Bargaining Power of Buyers
3.2.4 Threat of Substitute Products
3.3  Formulation of Competitive Strategy
4.0 Conclusion
5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/Further Reading

1.0 INTRODUCTION

All industries are characterised by competition tuéhe fact that there
are always many companies operating in any givedagiry. The nature
and degree of competition in an industry are dependn forces such as
the threat of new entrants, the bargaining powercugtomers, the
bargaining power of suppliers, the threat of subsi products or
services, and the competition among current caantést In order to
establish a strategic agenda for dealing with tltesgending issues and
to grow despite them, a company must understandsuaiv competitive
forces work in its industry and how they affect tbempany in its
particular situation.

Therefore, in this unit, you will be exposed to th&sessment of the
forces that shape competition in an industry.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

o discuss the use of strategy in relation to the agheg
competitive forces in an industry

explain the various forces that shape competitican industry
describe what constitute threat to entry in a gimelustry

state factors that can determine the power of gnspl
describe various factors that determine the powbugers
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o discuss how substitute products can pose probletmetdirms in
an industry.

3.0 MAIN CONTENT
3.1 Industry Competitive Forces and Strategy

According to Pearce Il and Robinson Jr. (1998) débsence of strategy
formulation is coping with competition. Yet it isagy to view
competition too narrowly and too pessimisticallyhl¥ one sometimes
hears executives complaining to the contrary, sgecompetition in an
industry is neither coincidence nor bad luck.

Furthermore, in the fight for market share, contmetiis not manifested
only in the other players. Rather, competition mirgdustry is rooted in
its underlying economics, and competitive forceat tho well beyond
the established combatants in a particular indus@ustomers,
suppliers, potential entrants, and substitute prtedare all competitors
that may be more or less prominent or active deipgnoh the industry.

The state of competition in an industry depend&wnbasic forces such
as the threat of new entrants, the bargaining paterustomers, the
bargaining power of suppliers, the threat of suwbi products or
services, and the competition among current caamést

The collective strength of these forces determitines ultimate profit

potential of an industry. It ranges from intensduistries like tyres,

metal cans, and steel, where no company earnsaspéat returns on
investment, to mild industries like oil-field secels and equipment, soft
drinks, and toiletries, where there is room fortgnigh returns.

In the opinion of Pearce Il and Robinson Jr. (1998)the economists’
"perfectly competitive" industry, jockeying for ptien is unbridled and
entry to the industry very easy. This kind of inysstructure, of
course, offers the worst prospect for long-run ipaoflity. Nonetheless,
the weaker the collective forces the greater wallthe opportunity for
superior performance.

Regardless of their collective strength, the caafoistrategist's goal is
to find a position in the industry where his or li@mpany can best
defend itself against these forces or can influgheen in its favour. The
collective strength of the forces may be painfudigparent to all the
antagonists; but to cope with them, the strategisst delve below the
surface and analyse the sources of competition.
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Knowledge of these underlying sources of competigixessure provides
the groundwork for a strategic agenda of actioneyThighlight the
critical strengths and weaknesses of the compamymade the
positioning of the company in its industry, clarifje areas where
strategic changes may yield the greatest payodf,haghlight the places
where industry trends promise to hold the greatigstificance as either
opportunities or threats.

Understanding these sources also proves to be Ipfiheconsidering
areas for diversification.

SELF-ASSESSMENT EXERCISE

What are the various forces that influence competisituation in an
industry?

3.2 Forces Driving Industry Competition

The framework of forces affecting industry competitwas developed
by Porter (1979). These forces, according to Poaterthe threat of new
entrants, the bargaining power of customers, thrgaiaing power of

suppliers, and the threat of substitute productseovices. According to
Pearce Il and Robinson Jr. (1998), the strongestpetitive forces

determine the profitability of an industry and sce aof greatest

importance in strategy formulation.

For example, a company with a strong position inimeustry not
threatened by potential entrants will earn low mes$y if it faces a
superior or a lower-cost substitute product-asléaeling manufacturers
of vacuum tubes and coffee percolators have leaimédeir sorrow. In
such a situation, coping with the substitute prodwcomes the number
one strategic priority.

Every industry has an underlying structure, or & (fefundamental
economic and technical characteristics, that givese to these
competitive forces. The strategist, wanting to posihis company to
cope best with its industry environment or to iefige that environment
in the company's favour, must learn what make®tiveronment tick.

This view of competition pertains equally to indies dealing in
services and to those selling products. To avoidaotany in this article,
| refer to both products and services as "produdiee same general
principles apply to all types of business. A feWaacteristics are
critical to the strength of each competitive for¢aey will be discussed
in this section.
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3.2.1 Threat of Entry

New entrants to an industry bring new capacity, tlesire to gain
market share, and often substantial resources. Goiep diversifying
through acquisition into the industry from otherrkes often leverage
their resources to cause a shape-up, as PhilipidMdrd with Miller
beer. The seriousness of the threat of entry depemdthe barriers
present and on the reaction from existing compstitbat the entrant
can expect. If barriers to entry are high and acoemer can expect
sharp retaliation from the entrenched competitobsjously he will not
pose a serious threat of entering.

In the opinion of Pearce Il and Robinson Jr. (19898re are six major
sources of barriers to entry as stated below.

) Economies of scale

These economies deter entry by forcing the aspéeiinér to come in on
a large scale or to accept a cost disadvantagde tamnomies in
production, research, marketing, and service a@bghly the key
barriers to entry in the mainframe computer indyss Xerox and GE
sadly discovered. Economies of scale can also actwadles in
distribution, utilisation of the sales force, fircdmg, and nearly any other
part of a business.

i) Product differentiation

Brand identification creates a barrier by forcingtrants to spend
heavily to overcome customer loyalty. Advertisiragistomer service,
being first in the industry, and product differes@e among the factors
fostering brand identification. It is perhaps th@snimportant entry
barrier in soft drinks, over-the-counter drugs, mescs, investment
banking, and public accounting. To create high ésnaround their
business, brewers’ couple brand identification vatonomies of scale
in production, distribution, and marketing.

iii)  Capital requirements

The need to invest large financial resources iiotol compete creates a
barrier to entry, particularly if the capital isquered for unrecoverable
expenditures in upfront advertising or Research &melelopment
(R&D). Capital is necessary not only for fixed fé@s but also for
customers’ credit, inventories, and absorbing stprtlosses. While
major corporations have the financial resourcemtade almost any
industry, the huge capital requirements in certéiglds such as
computer manufacturing and mineral extraction lithe pool of likely
entrants.
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iv)  Cost disadvantages independent of size

Entrenched companies may have cost advantages vaialde to
potential rivals, no matter what their size andhiatible economies of
scale are. These advantages can stem from thetsetié the learning
curve (and of its first cousin, the experience elrvproprietary
technology, access to the best raw material souassets purchased at
pre-inflation prices, government subsidies or faable locations.
Sometimes, cost advantages are legally enforceablthey are through
patents.

V) Access to distribution channels

A new food product, for example, must displace mh&om the
supermarket shelf via price breaks, promotionensé selling efforts,
or some other means. The more limited the whatesiatetail channels
are and the more the existing competitors haveettied up, obviously
the tougher the entry into the industry will beon&times, this barrier is
so high that, to surmount it, a new contestant nwustte its own
distribution channels.

vi)  Government policy

The government can limit or even foreclose entrintlustries with such
controls as license requirements and limits on sxd¢e raw materials.
Regulated industries like trucking, liquor retagin and freight
forwarding are noticeable examples; more subtle eguwent
restrictions operate in field like coal mining. Gomment also can play a
major indirect role by affecting entry barriersatigh controls such as
air and water pollution standards and safety reiguis.

Pearce Il and Robinson Jr. (1998) observe thatpibtential rival's
expectations about the reaction of existing conbeti also will
influence its decision on whether to enter or fitte company is likely
to have second thoughts if incumbents have preljidashed out at new
entrants, or if the incumbents possess substarsalirces to fight back,
including excess cash and unused borrowing power @moductive
capacity, with distribution channels and customers.

The incumbents seem likely to cut prices becausa désire to keep
market shares or because of industry-wide excepactg. Industry
growth is slow, affecting its ability to absorb tmew arrival and
probably causing the financial performance of ladl parties involved to
decline.

From a strategic standpoint, there are two imporaditional points to
note about the threat of entry. First, strategicisiens involving a large
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segment of an industry can have a major impact hen donditions
determining the threat of entry.

Second, it changes, of course, as these condititarsge. The expiration
of Polaroid's basic patents in instant photograpby jnstance, greatly
reduced its absolute cost entry barrier built byppietary technology
into the market. Product differentiation in priginhas all but
disappeared. Conversely, in the auto industry, @toes of scale
increased enormously with, post-World War Il auttioraand vertical
integration-virtually stopping successful new entry

3.2.2 Bargaining Power of Suppliers

Suppliers can exert bargaining power on participamtan industry by
raising prices or reducing the quality of purchagedds and services.
Powerful suppliers can thereby squeeze profitgbdiit of an industry
unable to recover cost increases in its own prices.

For instance, by raising their prices, soft-drirtncentrate producers
have contributed to the erosion of profitability lebttling companies
because the bottlers, facing intense competitiomfpowdered mixes,
fruit drinks, and other beverages, have limitecedi@n to raise their
prices accordingly. Customers likewise can force@rices, demand
higher quality or more service, and play competitoff against each
other-all at the expense of industry profits.

The power of each important supplier or buyer graigpends on a
number of characteristics of its market situatiord an the relative
importance of its sales or purchases to the indusimpared with its
overall business.

The supplier's power is determined by the followfagtors.

1. Dominated by a few companies
It is dominated by a few companies and is more eotrated than the
industry it sells to.

2. Unique or differentiated products

Its product is unique or at least differentiated, ifoit has built up

switching costs. Switching costs are fixed costgebsi face in changing
suppliers. These arise because, among other thendsiyer's product
specifications tie it to particular suppliers, shinvested heavily in
specialised ancillary equipment or in learning Howperate a supplier's
equipment (as in computer software), or its produactlines are

connected to the supplier's manufacturing facditiGas in some
manufacturing of beverage containers).
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3. It is not obliged to contend with other producs for sale to the
industry

For instance, the competition between the steelpeomes and the

aluminum companies to sell to the can industry kbabe power of

each supplier.

4. Credible threat of forward integration

It poses a credible threat of forward integrationoithe industry's
business. This provides a check against the indsstbility to improve
the terms on which it purchases.

5. The industry is not an important customer of tle supplier
group

If the industry is an important customer, suppligstunes will be

closely tied to the industry, and they will want gootect the industry

through reasonable pricing and assistance in #eBviike research and

development, and lobbying.

SELF-ASSESSMENT EXERCISE

Mention and discuss the factors that determingptveer of suppliers in
an industry.

3.2.3 Bargaining Power of Buyers

The power of each important buyer group dependsa arumber of
characteristics of its market situation and on ridative importance of
its sales or purchases to the industry compardditgibverall business.

The power of the buyers can be determined by th@nimg factors.

1. It is concentrated or purchased in large volume
Large-volume buyers are particularly potent fontdseavy fixed
costs characterise the industry as they do in nwgatainers,
corn refining, and bulk chemicals, for examplesjohiraise the
stakes to keep capacity filled.

2. The products it purchases from the industry fom a
component part of its product and represent a sigricant
fraction of its cost
The buyers are likely to shop for a favorable pacel purchase
selectively. Where the product sold by the industrguestion is
a small fraction of buyers' costs, buyers are UWgualich less
price sensitive.
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3. It earns low profits, which create great incentve to lower its
purchasing costs Highly profitable buyers, however, are
generally less price sensitive (that is, of cours#)e item does
not represent a large fraction of their costs). Theustry's
product is unimportant to the quality of the buygnoducts or
services. Where the quality of the buyers' prodigctgery much
affected by the industry's product, buyers are gaiyeless price
sensitive.

4. User's impression influenced by the quality o&énclosures
Industries in which this situation obtains includel-field
equipment, where a malfunction can lead to largesde and
enclosures for electronic medical and test instnimevhere the
quality of the enclosure can influence the usenjsression about
the quality of the equipment inside.

5. The industry's product does not save the buyanoney

Where the industry's product or service can payitgalf many
times over, the buyer is rarely price sensitivetheg he is
interested in quality. This is true in serviceseliknivestment
banking and public accounting, where errors in jundgt can be
costly and embarrassing, and in businesses likéotigeng of oil

wells, where an accurate survey can save thousandislars in

drilling costs.

6. A credible threat of backward integration by bwers
The buyers pose a credible threat of integratingkwvard to
make the industry's product. Producers and majgetsuof cars
have often used the threat of self manufacture asrgaining
lever. But sometimes an industry engenders a tiwdauyers that
its members may integrate forward.

7. Buyers or consumers acting as a group
Most of these sources of buyer power can be ataibuo
consumers as a group as well as to industrial amdnercial
buyers; only a modification of the frame of referenis
necessary. Consumers tend to be more price senditikey are
purchasing products that are, expensive relativiaeo incomes
and of a sort where quality is not particularly ongant.

8. Middlemen influencing consumers purchasing desions
The buying power of retailers is determined by saene rules,
with one important addition. Retailers can gainngigant
bargaining power over manufacturers when they cdlonance
consumers' purchasing decisions, as they do in oaudi
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components, jewelry, appliances, sporting goods] ather
goods.

3.2.4 Threat of Substitute Products

According to Pearce Il and Robinson Jr. (1998)cipl a ceiling on
prices it can charge, substitute products or sesviienit the potential of
an industry. The implication is that unless it cggrade the quality of
the product, the industry will suffer in earningglgossibly in growth.

The more attractive the price-performance tradestiffred by substitute
products, the firmer the lid placed on industryteffi potential. Sugar
producers, confronted with the large-scale comraésation of high-
fructose corn syrup, a sugar substitute, are legrfiis lesson today.

Substitutes not only limit profits in normal timabkey also reduce the
bonanza that industries can reap in boom timesr ikstance, the

producers of fiberglass insulation enjoyed unpreogéeti demand as a
result of high energy costs and severe winter vegatiHowever, the

industry’s ability to raise prices was tempered twe plethora of

insulation substitutes, including cellulose, rockod, and Styrofoam.

These substitutes are bound to become an evergstréorce once the
current round of plant additions by fiberglass lation producers has
boosted capacity enough to meet demand.

Substitute products that deserve the most attestrategically are those
that are subject to trends improving the price-qranfince trade-off with
industry’s products, or are produced by industaasing high profits.
Substitutes often come rapidly into play if som&alepments increase
competition in their industries and cause pricaiotion or performance
improvement.

3.3 Formulation of Competitive Strategy

According to Pearce Il and Robinson Jr. (1998), dlrategic action
available to the company involved is considereceimerA company's
choice of suppliers to buy from or buyer groupssédl to should be
viewed as a crucial strategic decision. A compaay @nprove its
strategic posture by finding suppliers or buyersovpossess the least
power to influence it adversely.

Most common is the situation of a company being ablchoose whom
it will sell to in other words, buyer selection. iely do all the buyer
groups a company sell to enjoy equal power. Evendbmpany sells to
a single industry, segments usually exist withimttihndustry that
exercise less power (and that are therefore leisge ensitive) than
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others. For example, the replacement market fort ppoxlucts is less
price sensitive than the overall market.

As a rule, a company can sell to powerful buyers sifll come away
with above-average profitability only if its produenjoys some unusual,
if not unique, features. In supplying large custsne&vith electric

motors, Emerson Electric earns high returns becatssdow cost

position permits the company to meet or undercuotpetitors' prices.

If the company lacks a low cost position or a ueigumoduct, selling to
everyone is self-defeating because the more shbeshieves, the more
vulnerable it becomes. The company may have toentisé courage to
turn away business and will sell only to less poterstomers.

As the factors creating supplier and buyer poweange with time or as
a result of a company's strategic decisions, niiyutae power of these
groups rises or declines. In the ready-to-wearhaigt industry, as the
buyers (department stores and clothing stores) Haa@me more
concentrated and control has passed to large ¢hidnasindustry has
come under increasing pressure and suffered falimggins. The
industry has been unable to differentiate its pobdar engender
switching costs that lock in its buyers enougheatralise these trends.

Once the corporate strategist has assessed thesfoaffecting
competition in his industry and their underlyingusas, he can identify
his company’s strengths and weaknesses. The crati@hgths and
weaknesses from a strategic standpoint are the aaytgposture vis-a-
vis the underlying causes of each force. The crwwoasiderations are
guestions such as these: Where does it standsagaipstitutes? What
are the sources of entry barriers?

The strategist is then left with the option to deva plan of action that
may include:

o positioning the company so that its capabilitiesvpde the best
defense against the competitive force; and/or
o influencing the balance of the forces through egi&t moves,

thereby improving the company’s position;

The strategist then will be anticipating shiftstie factors underlying
the forces and responding to them, with the hopexpfoiting change
by choosing a strategy appropriate for the new aditipe balance
before opponents recognise it.
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4.0 CONCLUSION

In this unit you have learnt that the essenceratesgy formulation is to
cope with competition in an industry and such a petiion in an

industry is rooted in its underlying economics, anpetitive forces.
You have also seen how various forces shape cotopet an industry.

Lastly, you are now aware of the strategy with whyou can contend
with competitive forces in the industry.

5.0 SUMMARY

In this unit, you are now conversant with the faling topics:

industry competitive forces and strategy,
forces driving industry competition,
threat of entry into an industry,
bargaining power of suppliers,
bargaining power of buyers,

threat of substitute products, and
formulation of competitive strategy.

6.0 TUTOR-MARKED ASSIGNMENT

Mention and discuss the various forces that shagepetition in an
industry.
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1.0 INTRODUCTION

In the previous unit, the discussion was on thdyarsof the industry in
which a company operates. Such consideration ismatenaspect of the
external environment of the firm. In the larger iness environment are
the uncertainties, human needs, production, markeishnology,
politics, government regulations and competitidhss pertinent at this
juncture to assess the larger external environmttiie business other
than the competitive nature of an industry becahesefirm operates in
an omnibus environment. Therefore, in this unit y)awe to analyse the
larger external environment of the firm.

2.0 OBJECTIVES

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

o discuss the nature of external diagnosis

o explain the nature of opportunities for the firm am external
environment

. discuss forms of threat to firm's operations in external

environment
. identify the advantages of SWOT analysis.

3.0 MAIN CONTENT
3.1 Nature of External Diagnosis

The environmental analysis as the assessment dfusiaess operating
environment is a strategic planning method usedevaluate the
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strengths, weaknesses, opportunities, and thredklsdcSWOT. The

SWOT analysis determines the following in busingks: strengths and
weaknesses that are internal factors which createevor can be

harmful to achieving the objectives of businessheyl can include

assets, skills or resources that a company h#s @disposal, compared to
its competitors. All these considerations have ba&isnussed earlier in
this material.

Generally, strategic planning involves specifyimg tobjective of the
business venture or programme and identifying ibermal and external
factors that are favourable and unfavourable toieagiy the set
objective. An aspect of this consideration is thalgsis of the external
environment, which is the subject of discussiothia unit.

According to Hill and Jones (2004), opportunitiesdathreats are
external factors or conditions that can create e@udestroy the value
of business performance. A company cannot contiekd variables
because they are external factors to the busibesthey emerge from
either the competitive dynamics of the industrykear or from

demographic, economic, political, technical, sqciagal or cultural

factors.

In the opinion of Hill and Jones (2004), opportigst arise when a
company can take advantage of conditions in itsregl environment to
formulate and implement strategies that enableoitbécome more
profitable. For instance, the rise in telecommutmicaservice industry
coupled with deregulation in Nigeria is seen ag@ormous opportunity
for the new companies that have sprung up in retemts in the
provision of such services in the country.

Threats, as held by Hill and Jones (2004), arisenntonditions in the
external environment endanger the integrity andfitatality of the

company’s business. The advent of the numerousaelmunication
companies into the Nigerian terrain has spelt stinpetition for the
existing company such as the Nigerian Telecommtioits: Limited

(NITEL). The rapid entry of new companies such dsb@com, MTN,

Zain, Visa, Etisalat, Starcom, Multilink and manyhers to take
advantage of growing demands and profits led toetk@ess industry
capacity in Nigerian Telecommunication Limited (NHO). This has
created the grave threat that is almost leadinyeademise of Nigerian
Telecommunication Limited (NITEL).

The entry of many telecommunication companies ke t@advantage of
the expanding demand for telecom services leadbeaexisting price
war and falling fortunes of some of the old oneshi@ industry such as
Nigerian Telecommunication Limited (NITEL) and Zaifihe problem
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of stiff competition partly led to crisis in Zairs a telecommunication
company which was originally known as Econet tong®aits name
several times from Econet to Vmobile to Celtel wrZand invariably to
the present name as Airtel.

The diagram below, which incorporates all the eletswef the SWOT
analysis, is indicative of the process of the eatdun of the prevailing
business condition in the environment. It is instiee to note that the
diagram portrays both the internal and externalirenment of the
business. The diagnosis of the internal environnoérthe business is
the internal analysis which has been discusseearl

Hence, the second segment is the analysis of tleena environment of
the business. In other words, external analysislves the assessment
of opportunities and threats in the external emmment. The essence of
the analysis of the external environment involves assessment of the
prevailing threats and available opportunities ihe t external
environment.

SWOT ANALYSIS

EXTERNAL ANALYSIS INTERNAL ANALYSIS

STRENGTHS WEAKNESSES OPPORTUNITIES THREATS

Fig. 2.1 SWOT Analysis Diagram

SELF-ASSESSMENT EXERCISE

Differentiate between opportunity and threat toibess in the external
environment.

3.2 Environmental Opportunities and Threats
The situation in the internal environment can affdee company’s

external environment. We have to recall internallysis in terms of the
considerations of strengths and weaknesses.
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In a typical analysis of strengths and weaknesbesjnternal and the
external analyses are considered. For the intanalysis, there are
areas of strengths as stated below.

1) Specialist marketing expertise,
1)) Exclusive access to natural resources,
i) Patents,

Iv)  New, innovative product or services,

V) Location of the business,

vi)  Cost of advantage through owners knowledge,
vii)  Quality processes and procedures,

viii)  Strong brand or reputation

For the internal analysis, there are areas of wesdes as stated below.
), Lack of marketing expertise,

i) Undifferentiated products and services,

lii)  Location of the business,

Iv)  Competitors having superior access to distributioannels,

V) Poor quality of goods and services,

Vi) Damaged reputation.

3.2.1 Environmental Opportunities

It has been observed earlier in this unit that ojymities arise when a
company can take advantage of conditions in itsregl environment to
formulate and implement strategies that enableoitbécome more
profitable.

Laying credence to the above view, Pearce Il andirigon Jr. (1998)
opine that opportunity is a major favourable siwatin the firm’s
environment. For instance, opportunities can aftieen the following
situations:

key trends; favourable or unfavourable,

identification of previously overlooked market segh
changes in competitive situation,

changes in regulatory environment,

changes in governmental setup,

technological changes, and

improved buyer or supplier relations.

For the external analysis, there are opportunifies a business may
have to exploit for the enhancement of its fortun€be areas of
opportunity in the environment are as follows:

) developing markets (internet)
i) mergers, joint ventures
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ii)  moving into new attractive market segment
iv)  anew international market

V) removal of international trade barriers

vi)  a market that is led by weak competitors.

3.2.2 Environmental Threats

It has been observed earlier in this unit thatatg@rise when conditions
in the external environment endanger the integaitd profitability of
the company’s business.

According to Pearce Il and Robinson Jr. (1998)htedt is a major
unfavourable situation in the firm’s environmenherfefore, it is a key
impediment to the firm’s current and desired futcoenpetitive position
in its industry. For instance, threats can arisemfrthe following
situations:

o the entry of new competitors such as in the telegwastry in
relation to NITEL operational fortunes

slow market growth

increased bargaining power of key buyers

enhanced bargaining power of key suppliers

major technological changes

changing regulations.

For the external analysis, there are threats thaistness may have to
contend with. The other areas of threats in thereal environment are
as follows:

) a new competitors in your home market

i) price war

i)  competitor has a new, innovative substituteduction service
iv) increased trade barriers

V) a potential new taxation on your product ovee.

SELF-ASSESSMENT EXERCISE

Mention examples of opportunity and threat to besiin the external
environment.

There is a template developed from the studieswWi®¥® which can be
replicated for the purpose of our study here. TWEOF analysis can be
represented on a template such as follows.

1 Values
2 Appraise
3 Motivation
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4 Search

5 Select

6 Programme

7 Act

8 Monitor and repeat steps 1, 2, and 3.

From empirical evidence, it is discovered that theyld not change the
value of the team or set the objectives for thenteso they started as the
first step by asking the appraisal question, teathat's good and bad
about the operation? The studies involved suchiderations like, what
is good in the present is satisfactory, what isdgoothe future is an
opportunity, what is bad in the present is a fanld what is bad in the
future is a threat.

The SWOT analysis can only be of benefit if itetated to issues which
are embedded in the programme and planning caé=gofi

1. product (what are we selling?)
2. process (how are we selling it?)
3. customer (to whom are we selling it?)
4. distribution (how does it reach them?)
5. finance (what are the prices, costs and investment?
6. administration (and how do we manage all these?)
Numerous
environmental
opportunities
A
Cell 3: Supports a Cell 1: Supports an
Critical turnaround-oriented aggressive strategy
Substantial
internal < >
internal
weaknesses Cell 4: Supports Cell 2: Supports a
strengths
defensive strategy diversification strategy
Major
environmental
threats

Fig. 2.2: SWOT Analysis
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3.3 Usefulness of SWOT Analysis

The SWOT analysis is an extremely useful tool foderstanding and
decision-making for all sorts of situations in mess and organisations
(both profit and non-profit). SWOT is an acronymr fetrengths,
weaknesses, opportunities and threats.

i) SWOT analysis helps in analysing businesd anvironmental
factors.
i) It helps in setting objectives.

iii) It helps marketers to focus especially on theelative competitive
strengths and weaknesses.

iv) It makes marketing managers to examine eachpetitor’'s cost
structure, sources of profits, resources, competencompetitive
positioning and product differentiation.

V) It is a tool used in management and stratigimation.
vi) It works well in brainstorming meetings.

vi) It can be used for business planning, strategianning,
competitors’ valuation, marketing business, prodietelopment
and research reports.

4.0 CONCLUSION

In this unit, you have been exposed to how exteanalysis is used to
evaluate opportunities and threats in relation fion&s operations in the
external environment. As you might have observgghodunities arise
when a company can take advantage of conditionstsinexternal

environment to formulate and implement strategiest enable it to
become more profitable. You are also aware thatatisr arise when
conditions in the external environment endanger ittegrity and

profitability of the company’s business. The lastaadiscussed in this
unit is the SWOT analysis, which you will find uskfn analysing the
operating environment of a business enterprisergéye

5.0 SUMMARY
In this unit, the following topics have been dissec

o nature of external diagnosis
o external opportunities and threats
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o external opportunities
o external threats
o the usefulness of SWOT analysis.

6.0 TUTOR-MARKED ASSIGNMENT

Mention and discuss various threats that can afecdmpany’s fortunes
in an external environment.
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1.0 INTRODUCTION

Corporate organisations operate in a dynamic enment which is

subject to frequent changes from time to time. &foee, the business
entities operate in a vulnerable position in relatio the interplay of the
environmental forces. The impact of such environmgmces can

sometimes spell monumental consequences for thedsssentities. The
present world economic meltdown offers a classscainario to justify

strategic planning.

Since all business entities are established fompgieal existence

presumably on the basis of profitable operatiomste arises the need to
assess operations and plan for the future. Heheee tis the need for

strategic planning in every business enterprise.

In this unit, you will be exposed to the strateglanning process in
terms of the analysis of how business enterprisésrishine, on periodic
basis, the appropriate strategic posture to asstonetheir future
operations.
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2.0 OBJECTIVES
At the end of this unit, you should be able to:

discuss the nature of strategic planning

explain the components of strategic planning preces
discuss assessment of mission statement

list the corporate goals and objectives

examine the internal analysis of a company

explain external diagnosis of a company’s enviromme
discuss strategy formulation, implementation aralation
analyse the importance and limitation of strateganagement.

3.0 MAIN CONTENT

3.1 Nature of Strategic Planning

According to Pearce Il and Robinson Jr., (1998)atsgic planning

involves the process of drawing up detailed acptans to achieve an
organisational goals and objectives, taking intcoaat the resources of
the organisation and the environment within whichoperates, and
deploying appropriate strategies to pursue andesehsuch goals and
objectives.

Strategic planning, as a systematic process ofrm@tang goals and
objectives to be achieved in the foreseeable futaomsists of the
following considerations:

o management’s fundamental assumptions about therefutu
political, economic, socio-cultural, technologieald competitive
environments,

o setting of goals and objectives to be pursued ahdaed within
a specified time frame.

o engaging in both internal and external analysis,

o formulating and selecting main organisational sges to
achieve these goals and objectives,

o instituting, implementing and monitoring the opeyaal or
tactical plans to achieve the objectives, and

o engaging in evaluation and control of the operatitrategies

designed and being implemented for achievement esired
goals and objectives.

The implementation and evaluation aspects of tlecqgas present a
unique involvement of the executives, so that imistedand appropriate
measures can be instituted in the event of anyrebdaleviation.
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SELF-ASSESSMENT EXERCISE

What are the considerations to be taken into adcoutihe formulation
of corporate goals and objectives?

As observed by Hill and Jones (2004), strategiamlag is the key link
between strategic management and the organisati@xternal
environment. Resource management is the factdrlitiles strategic
management to the organisation’s resources, inaudiinances,
facilities and equipment, land, access to inforomgtigoodwill and
personnel. Strategic planning is a formal processresthe assumptions,
reasons and plans themselves are all written vigfiwds to serve for
future reference.

Strategic planning is the systematic and logicahping process done at
the corporate (top) level of the organisation sitheg mainly concerned
with the long term aspect of the business. Eveeaeh studies have
concluded that strategic management is an integral important
function of organisation’s life.

Strategic management process is seen as a powasfund its value is
with the executives and the ability to use the tedflectively in
managing the enterprise. According to Charffee8%)9the strategic
considerations in strategic management includéalt@ving:

o strategic management involves adapting the orgammsdo its
business environment

o strategic management affects the entire organisatyoproviding
direction

o strategic management involves both strategic fdoma(she
called it content) and also strategic implementa{ghe called it
process)

o strategic management is done at several levelsalbwmrporate

strategy and individual business strategy.

Hence, strategic management involves the wholenisgaon as well as
all the strategic units of a company.

SELF-ASSESSMENT EXERCISE
Mention and explain the main elements of strateganagement.
3.2 Components of Strategic Planning Process

Strategy makers and corporate planners normallgfuéy consider the
position of the business and the various drivingcds in the
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environment such as competition, government pdjctechnological
changes, socio-cultural upheavals and the stajeeadconomic cycle in
the process of strategic planning. The analyseshef company’s
strengths and weaknesses as well as the prevappgrtunities and
threats in the external environment are very eguatiportant in the
process of strategic planning.

As opined by Thompson Jr. and Strickland (1987)aré&e Il and
Robinson Jr., (1998), the process of strategic rphan involves the
following steps

) Assessing the corporate mission of the orgdioisa

i) Establishing relevant goals and objectivesnfréhe corporate
mission,

iii)  Analysing the internal environment for compyas strengths and
weaknesses,

V) Engaging in external diagnosis of the businessopportunities
and threats,

V) Formulating and selecting appropriate orgaiogsal strategies
for implementation,

vi)  Implementing and monitoring the chosen streegand

vii)  Evaluating and controlling the implementatioh the strategies
and derivative plans.

3.2.1 Assessing the Mission of the Organisation

Planners carefully look at the major issues andodppities facing the
organisation and then assess the organisationalanisHence, the first
accomplishment of the strategic management proisesssessing the
organisation’s mission statement.

The mission of a company has been discussed exédysn unit 2 of
module 1. Nevertheless, it is pertinent at thiscfure to refresh your
mind about the meaning of a corporate mission.

As you aware, a mission statement is a brief writlescription of the
purpose of the organisation, and why a company tperation. It also
provides the framework with which the organisatiog@als, objectives
and strategies are formulated.

According to Hills and Jones (2004), the missioateshent of an

organisation refers to a description or declaratimin the reason

responsible for a company’s existence and operatbich provides the

framework or context within which strategies ararialated. According

to them, the three main components of organisdtiomsion are:

. a statement of the raison d’étre of a company gamsation, that
is its reason for existence,
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o a statement of the key values or guiding standéwakswill drive
and shape the actions and behaviour of the emppped
o a statement of major goals and objectives.

Therefore, a mission statement of a company in roases has three
main considerations such as the followings.

a) A statement which gives reason why the orgénisa&ame into
existence and this refers to the mission or visibiihe company,

b) Vision of the company in terms of what it wambsachieve in
future,

C) The statement of the key valugsguiding standard which will
drive and shape the actions and behaviours of grmptoand a
statement of major goals or objectives.

Meanwhile, mission statements vary in nature fraany\brief to quite
comprehensive and including having a specific psepstatement that is
part of the overall mission statement. Many peaualasider the value
statement and vision statement to be part of tlssion statement.

Today, vision and value statements are increasinggd. Vision
statements are usually a compelling descriptiohas? the organisation
will or should operate at some point in the futarel how customers or
clients are benefitting from the organisation’sgurcts and services.

Value statements list the overall priorities on hibve organisation will
operate. Some people focus the value statememiooal values. Moral
values are values that suggest overall prioritedrow people ought to
act in the world e.g. integrity, honesty, respett, The formulation of
the corporate mission involves some pertinent camationsThis is the
first important step and it is to come up with afidéon of the
organisation’s business. Definition will answer sfiens such as these.
What is our business? What will it be? What shatixe?

Nevertheless, the answers to these questions algwde the

formulation of a mission statement. Therefore, fittve model it is clear
that strategic planning is an ongoing event, itemeends. Once a
strategy has been formulated, its execution or emintation must be
monitored to determine the extent to which strategoals and

objectives are actually being achieved and to wilegiree, competitive
advantage is being created and sustained. Ona®tperate level of the
organisation collects that information, it becona@sinput for the next
round of strategy formulation and implementation.
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3.2.2 Establishing Relevant Goals and Obijectives

The next step is the formulation of goals and dbjes from the
mission statement. Basically, a goal is a desiuéaré state or objective
that a company attempts to realise. As Pearce &d)@987), observed,
goals may be expressed, in the case of businesmisagions, as
operational efficiency and profit making.

These broadly based goals are very ambiguous asukstible to be
taken for granted, and they indicate little abdw# émphasis placed on
the various activities of the organisation in megtits goals. Therefore,
these are supposed to be organised into objecfiVesse are discussed
earlier on in unit 3 of this study material. We bdw restate the analysis
on goals herein.

Glueck (1980), goals are value premises which seweinputs to
decisions. Goals at different levels, within tlrgamisation, contribute
to alternatives for decision-making. Glueck seemlg more as
constraints which the organisation must satisfy;deample, profit for
shareholders, or a minimum rate of return on inmesits, satisfying
demands of consumers, complying with governmentsl&ipn on
safety standards, providing job satisfaction faffsand protecting the
environment against pollution.

Hence, goals limit the scope of actions and decisiaking at lower
levels of the organisation. Constraints may thdvesebe regarded as
goals in that they represent objectives which mamamt is trying to
meet.

Members of the organisation have different andmottenflicting goals.

As a result, the goals, which the organisationalbtypursues (informal

goals) may be distinguished from the officially teth goals (formal

goals) which are set out in broad terms as theorsafor the purpose of
the organisation. Informal goals may be derivedmfrthe actual

decisions made and actions taken within the orgéors.

Basically, managers and other members of the osgaan, will have
their own perception of the goals of the organisgtifor example, to
produce high-quality television sets which sati#ifg requirements of
the customers and their personal goals, for exgnplearn high wages,
to achieve promotion, to gain social satisfactiorachieve status, which
they expect to fulfill by participating in the agties of the organisation.
As opined by Hill and Jones (2004), organisatiguals serve a number
of important functions to the corporate entitieshe following areas.
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Vi)

vii)

Goals provide a standard of performance. Tlhey$ attention on
the activities of the organisation and the dirattod the efforts of
its members.

Goals provide a basis for planning and manag@mcontrol
related to the activities of the organisation.

Goals provide guidelines for decision-makiagd justification
for actions taken. They reduce uncertainty in decisnaking
and give a defense against possible criticism.

Goals influence the structure of the organgatand help
determine the nature of technology employed. Tlaamar in
which the organisation is structured will affect athit will
attempt to achieve.

Goals help to develop commitment of individuated groups to
the activities of the organisation. They focus riten on
purposeful behaviour and provide a basis for mtbwaand
reward systems.

Goals give indications of what the organisatie really like, its
true nature and character, both for members andpémple
outside the organisation.

Goals serve as a basis for the evaluation chinge and
organisational development.

The above analysis portrays that goals are thes lfasiobjectives and
policies of a corporate organisation.
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Fig. 2.3: Main Components of the Strategic Planning Process

The analysis in unit 4 is indicative of the factathorganisational
objectives are derivable from the goals, all of ebhare based on the
organisational mission. Goals are broad-basedmséatts of intent in

terms of what are desirable out of the operaticativities of the

organisation. On the strength of these goals, gpjate objectives are
formulated to organise the goals into specific aedlisable targets.
These are communicated to the strategic business wi the

organisation for implementation by the various tiortal managers.

In order to avoid the fallacy of a single objectirucker suggested the

following eight key areas in which objectives shibbk set in terms of
performance and results:

88



MBA 820 MODULE 2

o market standing — for example: share of market standing; range
of products and markets; distribution; pricing; touser loyalty
and satisfaction

o innovation — for example: innovations to reach marketing goals
developments arising from technological advancemergw
processes and improvements in all major areasg#nisational
activity

. productivity — for example: optimum use of resources; use of
techniques such as operational research to helgedatternative
courses of action; the ratio of ‘contributed valtetotal revenue

o physical and financial resources— for example: physical
facilities such as plant, machines, offices andiaggment of
facilities; supply of capital and budgeting; plampifor the
money needed; provision of supplies

o profitability — for example: profitability forecasts an anticigat
time scale for capital investment policy; yardssickior
measurement of profitability

J manager performance and development- for example: the
direction of managers and setting up their jobs; structure of
management; the development of future managers

o worker performance and attitude — for example: union
relations; the organisation of work; employee relsd

o public responsibility — for example: demands made upon the
organisation such as public opinion; responsib8itto society
and the public interest.

The organisation, therefore, must give attentioaltdhose areas which
are of direct and vital importance to its survigad prosperity.

Also involved in determination of goals and objeet is the action
planning which is carefully laying out how the $tgic goals will be
accomplished. Action planning often includes sfy&tg objectives, or
specific results, with each strategic goal. Ofteach objective is
associated with a tactic, which is one of the méshomeeded to reach an
objective.  Therefore, implementing a strategy agfly involves
implementing a set of tactics along the way anthat sense; a tactic is
still a strategy.
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Action planning also includes specifying resporigies and timeliness
with which each objective is being met and who sdeddo what and at
what time? Action planning should also include moels to monitor and
evaluate the plan, which includes knowing how tingaaisation will
know who has done what and when.

It is also common to develop an annual plan whickametimes called
the operational plan that includes the strategi@lgjo strategies,
objectives, responsibilities and timeliness witlwhich that should be
done in the coming year.

3.2.3 Analysing the Internal Environment of the Conpany

The following operational factors are the focusirgernal analysis in
most business firms.

o Marketing in areas of products, market share, chlgnrof
distribution, pricing strategy, promotion strateggfter-sales
services, brand loyalty, and goodwiill.

o Finance in areas of short term capital, long teapital, taxes,
debt management, leverage position, working capitast
control, finance size, efficient accounting systea,

. Production in areas of raw materials cost, invgntoontrol,
economies of operation, technical efficiency, dmestefit,
research and development, patents, trademarks, etc.

o Personnel in areas such as management of persenmabyees’
skill and morale, labour relations, effective penmsel policies,
employee turnover, etc.

The basic perspectives in evaluating key interrgatdrs and value
activities as strengths or weaknesses of a com@angiscussed earlier
in unit 6, are as follows.

I Comparison with past capabilities and performarce

According to Pearce Il and Robinson Jr. (1998)atstgists use the
historical experience of the firm as a basis foaleating internal
factors. Managers are most familiar with their firnis internal
capabilities and problems, because they have besreised over time
in managing the firm’s financial, marketing, protan, and R&D
activities.

Therefore, a manager should assess whether or ertdirc internal
factors — such as production facilities, sales wiggion, financial
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capacity, control systems, and key personnel — strengths or

weaknesses that will be strongly influenced by bisher internal

experience. In the capital-intensive industry,dgample, debt capacity
is a strategic internal factor.

il. Stages in product/market evolution

The requirements for success in product/market satgnevolve and
change over time. As a result, strategists carthese changing patterns
associated with different stages in product/ markealuation as a
framework for identifying and evaluating the firmstrengths and
weaknesses.

Four general stages of product/market evolutionthedypical changes
in functional capabilities are often associatedhwaitisiness success at
each stage. The early development of a producatkehafor example,
entails minimal growth in sales, major R&D emphasiapid
technological change in the product, operatingdsssnd a need for
sufficient resources to support a temporarily ufitable operation.
Success at this stage may be associated with tedhsiill with the
product being first in new markets or with havingharketing advantage
that creates widespread awareness.

The strengths necessary for success in the grotage:srapid growth
brings new competitors into the market. Such factas brand
recognition, product/market differentiation, ane tfinancial resources
to support both heavy marketing expenses and tfectebf price

competition on cash flow can be the key strengthbkis stage.

According to Pearce Il and Robinson Jr. (1998)thasproduct/market
moves through a “shakeout” phase and into the ntyatstage, market
growth continues but at a decreasing rate. The eunth market
segments begins to expand, while technological gham product
design slows considerably. The result is usually remontense
competition, and promotional or pricing advantagesdifferentiation
become the key internal strengths.

Technological change in the process design becomiesse as many
competitors seek to provide the product in the naftient manner.
Where Research and Development (R&D) were critical the
development stage, efficient production has nowober crucial to a
business’s continued success in the broader maegghents. Chrysler
has found efficiency a key strength in the autasid,.

When products/markets move toward a saturationifgecistage,
strengths and weaknesses centre on cost advansagesior supplier or
customer relationships, and financial control. @etitive advantage

91



MBA 820 CORPORATE MANAGEMENT STRATEGY

can exist at this stage, at least temporarily, firm serves gradually
shrinking markets that competitors are choosingdoe.

lii.  Comparison with competitors

A major focus in determining a firm’s strengths aweéaknesses is
comparison with existing (and potential) compesitoFirms in the same
industry often have different marketing skills, dncial resources,
operating facilities and locations, technical knbew, brand image,
levels of integration, managerial talent, and so ®hese different
internal capabilities can become relative strengitis weaknesses)
depending on the strategy the firm chooses.

In the assessment of the choice of strategy, a gesirshould compare
the company’s key internal capabilities with thadats rivals, thereby
isolating key strengths or weaknesses.

In ultimately developing a strategy, distributioatwork, technological
capabilities, operating costs, and service faeslitare a few of the
internal factors to be considered. To ascertaintidretheir internal
capabilities on these and other factors are sthengt weaknesses,
comparison to key competitors can prove useful.

Significant favourable differences (existing or egmed) are potential
cornerstones of the firm’s strategy. Likewise, tlgbh comparison to
major competitors, a firm may avoid strategic cotnmeints it cannot
competitively support.

Iv. Comparison with success factors in the indusyr

Industry analysis involves identifying factors asated with successful
participation in a given industry. The key detaranits of success in an
industry may be used to identify the internal sjtbe and weaknesses
of a firm. By scrutinising industry competitors, a®ll as customer
needs, vertical industry structure, channels dfifistion, costs, barriers
to entry, availability of substitutes, and supg@ieand a strategist seeks
to determine whether a firm’s current internal dajigées represent
strengths or weaknesses in new competitive arenas.

3.2.4 Engaging in External Diagnosis

The next step in the strategic management prosetbe ianalysis of the
organisation’s external operating environment. eB8ally, external
analysis is to identify strategiopportunities and threats in the

organisation’s operating environment that will atf@ow it pursues its
mission. There are three interrelated environméhtéd need to be
examined.
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(@) Industry environment — this relates to the envirentmn which
the organisation operates.

(b)  The country or national environment.

(c) The wider socioeconomic or macro-environment.

Analysing the industry’s environment requires alseasment of the
competitive structure of the organisation’s indystincluding the
competitive position of the specific or focal orgation and its major
rivals. It also requires analysis of the natureags, dynamics and
history of the industry.

Due to the fact that many markets are now globaketa, analysing the
industry’s environment also means assessing thaatmgd globalisation
on competition with an industry. Analysing the mmenvironment
consists of examining macroeconomic, social, gawemt, legal,
international and technological factors that mdgcifthe organisation.

Internal analysis, another strategic managementegs) is carried out
mainly to highlight the strengths and weaknessetheforganisational
issues like identifying the quantity and qualityasoEompany’s resources
and capabilities and ways of building skills, andmpetencies are
considered in the area of competitive advantage.

Building and sustaining a competitive advantagelireg a company to
achieve superior efficiency, quality, innovatiordaesponsiveness to its
customers. The company’s strengths lead to suppedormance in
these areas and company’s weaknesses translaferion performance.

This is carried out in order to determine the aldé opportunities and
the prevailing threats in the external environmantrelation to the
company’s operations.

Available opportunities in the external environmecan involve
considerations such as the followings.

) Developing markets (internet),

i) Mergers, joint ventures,

iii)  Moving into new attractive market segment,

iv) A new international market,

V) Removal of international trade barriers, and

vi) A market that is led by weak competitors.

The prevailing threats can involve consideratiamshsas the followings.
) A new competitors in your home market,

i) Price war,

i)  Competitor has a new, innovative substitutedquction service,
iv) New regulations,

V) Increased trade barriers, and

vi) A potential new taxation on your product or service
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The above scenario may not be applicable to compotaodies.
Furthermore, the so-called threats in the exteeralironment can
indeed hold the best of business opportunities fgiven company.

3.2.5 Strategy Formulation

This is setting objectives for the organisatiort.islalso performing a
situation analysis, self-evaluation and competitansllysis both internal
and external. Objectives could be in short term atihers could be on
long term. This involves crafting vision statengefiong term view of a
possible future) and mission statements (the fod¢ the organisation
gives itself in the society). Also, it states dwrporate objectives (both
financial and strategic), strategic business ubjedives (both financial
and strategic) and tactical objectives. All thesigectives should
suggest a strategic plan. The plan provides ttealsi®f how to achieve
these objectives.

Strategy is a road map or guide by which an orgdiois moves from a
current state of affairs to future desired stdteis a source from which
daily decisions are made. Also, it is a tool withich long-range future
plans and courses of action are constructed.

Strategy allows a company to position itself effegly within its
environment to reach its maximum potential, whil®enstantly
monitoring the environment for changes that caecafit so as to make
changes in its strategic plan accordingly. Strat@fpws the company
to define where you are, where you are going, awvd you are going to
get there.

Strategy formulation is the process of determirapgpropriate courses
of action for achieving organisational objectivesnda thereby

accomplishes the purpose. Strategy formulatioheastask of analysing
the organisation’s external and internal environtieand selecting an
appropriate strategy that will achieve the corpodijectives.

Top management plays a vital role in strategy fdathan which is the

outcome of a formal planning process. The finsitegy formulation by

top management of an organisation is to craft gsion statement.

In very large corporate bodies, there are sevekal$ of management.
Strategic management however is the highest ofethesels of

management in the sense that it is the widesthingcall parts of the
firm.

Strategic management in hierarchy gives directmedrporate values,
corporate cultures, corporate goals, and corparassions. Under the
broad corporate strategy are the followings.
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i) Corporate strategy

Corporate strategies are plans to carry out vahmd performance
objectives of a company. These plans become meafgpand detailed
at the lower organisational level. Corporate stygtis the art of using
organisational resources to render the goals dkfoyethe organisation
with minimum risk.

Also, it is marshalling the resources for defimtéssions and planning
alternative strategies in anticipation of changiogntingencies and
creating flexible conditions in structure and enygle attitudes
favourable towards achieving the corporate goal.

i) Business strategy

This is the aggregated strategies of a single basifirm or is a strategic
business unit in a diversified corporation. Eaaimfformulates a
business strategy in order to achieve a sustain@olepetitive

advantage.

i)  Functional strategies

These are the core-centres of activities in themiggtion. Functional
strategies include marketing strategies, legatesjras and supply-chain
strategies. These departments emphasise the amdrinedium term
plans and is limited to their functional responi#§pi Each department
attempts to do its part in meeting overall corpoatjectives.

iv)  Operational strategy

This was encouraged by Peter Drucker in his thebiManagement By
Objectives (MBO). This has to do with the day-#rdactivities in the
organisation. It must operate within the budged @annot create a
budget. Operational level strategies are inforrbgdbusiness level
strategies which, in turn, are informed by corpetatel strategies.

There are some steps that should be followed whaking strategic
choice. Strategic choice is one step in strategcistbn- making.
Glueck et.al. (1984), defines strategic choice the ‘tecision to select
from among the grand strategies considered, theegly which will best
meet the enterprise objectives”. Strategic chdeeision could also be
viewed as consisting of some steps which requabkaghtion. The steps
are as follows.

o Focusing alternatives

Alternatives gathered must be ranked according heir tscale of
preference. Alternatives that are high on thidescan be focused and
targeted for proper analysis. The alternative $ecdumust be those that
are germane to realising the strategic objectivéseoorganisation. The
alternatives must be limited to a reasonable nunfber effective
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consideration and proper management. Factorsasicine dimensions
of the company mission, the resources availabletht® company,
company’s distinctive competence, the history & drganisation and
the attributes of the environment in which the bass is operating
would indicate also, current — future analysesesfgrmance would also
suggest what strategic alternatives to acceptdosideration.

o Consider selection factors

The strategic alternatives focused must be assessedms of certain
criteria. Criteria for assessing them must beeyatth These criteria are
called selection factors. Selection factors maylective (quantitative)
or subjective (behavioural or qualitative). Objeetfactors which make
use of hard data are based on rationality (optimoisa and are
normative or prescriptive.

Subjective factors are non-rational, utilise peedgondgement and are
emotional, may be based on objective factors sschoat, guaranteed
functional requirements, existing market availapiliavailability of
needed materials, technical and financial feasigsli(e.g. productivity
of the product), risk assessment etc.

Subjective factors involved may be management vané support,

environmental opportunities or threats, designtastors, needs, tastes
and preferences of consumers over a long timetegelaroduct design
steps etc.

Selection of plant site would also be based on dgéopodge of
objective and subjective factors such as costjtppbximity to sources
of raw materials, power, social facilities, humasources and market.
Other factors are preference of owners and top genant, patriotism,
politics, communal tolerance etc.

Quintessentially, the selection of a particulamt&gy is not usually
based on exclusive objective and subjective fact&ather, it is always
based on consideration of both the objective ad a®ljudgmental
factors, which must be assembled any way.

o Evaluation of strategic alternatives/portfolio

Evaluation requires the appraisal or analysis ¢écsed or available
factors. This involves the use of mathematicalnon-mathematical
tools based on the strategists’ environment whiclly e one of
certainty, risk or uncertainty. The strategistscompany’s environment
would suggest the methods of analysis.

Under an environment of certainty, techniques such linear
programming, input-output analysis, use of compuetivity analysis,
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product life-cycle analysis, experience curve asialytrade or economic
cycle analysis, business trend analysis (etc), beaysed to assess the
situation facing the company.

Evaluation of strategic alternatives under riskywiemment assumes
that the strategist has a partial knowledge of @uts of decision
alternatives. The common techniques of analysithis consideration
include: the calculation of Expected Maximum Val(iEMV), the
Boston Consulting Group (BCG) matrix, the GenerigeEic Nine-cell
matrix Hofer's product-market 15-cell Evolution mat Directional
Policy Matrix (DPM), Strategic Position and Acti@valuation (SPAE)
etc. The alternatives or Portfolio with the ExgetMaximum Values
(EMV) are usually considered the best.

Evaluation of strategic alternatives or portfolimder the environment of
uncertainty requires that the probabilities asdediavith the states of
nature are known. Evaluation is very difficult fabsolute lack of
knowledge of information. Each action here wildeto one outcome or
known set outcomes, each with known probabilities.

Examples of strategic alternatives here includ&pduction of a new
product to a new market (diversification), new Inesis establishment in
foreign environment etc. Evaluation here will requobjective or hand
data but will also involve subjective judgementlsas the experience or
skill of the strategist.

The choice of evaluation technique must alwayshi environmental
situation of a company, but the strategist mustendose sight and
consideration of subjective factors.

After careful evaluation of strategic portfolio, @wor two or more than
two strategic alternatives may be selected for adepimplementation,
modification or continuation.

Strategic choice is a simple step that is not smplike the evaluation
step, it is also based on the skill and compet@fdbe strategist. We
have witnessed or read of how management lordsy@m eolitical or
religious lords have failed in matters of strategfiernatives evaluation
and choice. There are also success stories.

A strategic blueprint is the strategic plan whiciscdsses how the
strategist will operate, it states the conditioeguired and also states the
contingency strategies associated with the chasategies.

Choice must be based on evaluation, weighing andpeadson of
strategic alternatives. The point at which chaceelection of strategy
is concluded represents the point at which strateggcision is
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formulated. What immediately follows it is implentation and follow-
up.

3.2.6 Strategy Implementation

This involves allocation and management of suffitig@esources
(financial, personnel, operational support, timesd atechnology
support). Strategic implementation involves estdifig a chain of
command or some alternative structures (such ass-<¢umctional
teams). Strategic implementation requires assigmasponsibility of
specific tasks or processes to specific individwalgroups. It equally
involves managing the process. This includes mango results,
evaluating the efficacy and efficiency of the pmssecontrolling for
variances and making adjustments to the processcessary.

Strategy implementation requires when implementirggpecific
programmes, acquiring the requisite resources, ldewvg the process
training, process testing, documentation, and natgmn with legacy
process.

Problems may occur or arise during the strategyampntation such as
human relations and or the employee-communicationblpms.

Usually, the greatest implementation problem ineslvmarketing

strategy, with emphasis on the appropriate timehef new products.
However, an organisation with an effective managenséould try to

implement its plans without signaling the factt®ddompetitors.

For a policy or strategy to work, the organisatinast show a level of
consistency from every worker and including the agament. Since
strategy implementation is the action stage oftefjig management, it
then means that all decisions made to install neeategly or reinforce
the existing strategy are taken cognisance of mupdeimented fully.

Having chosen a set of strategies to achieve a ettmp advantage and
increasing performance, managers must put thategfranto action.
Strategy has to be implemented. Therefore, styategplementation
involves the activities and decisions that are maaleinstall new
strategies or support the existing strategies. e&oefer to it as
operational management. Strategy implementatiooftisn called the
action stage of strategic management which is mggef so many
activities that are primarily administrative.

Strategy implementation requires personal commitmaiscipline and
sacrifice, ability to motivate employees. Stratégymplemented in the
following ways:

(&) corporate performance, governance and ethics,

(b) implementing strategy in a single industry,
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(c) implementing strategy across industries and acrogstries.

The poor performance, the profitability of a comypasuffering from
persistent low profitability, usually involves ard@ turnaround in the
way the company operates and the strategies iuesirs However, in
most successful turnaround situations, a numbeowimon features are
present. Changing the leadership, changing theureultof the
organisation, changing the organisation itself cdtrtally,, and also
changing the strategy of the company may be thereamfeatures for a
successful turnaround.

Strategy implementation in single industry refesshiow a company
should create, use and combine organisationaltatejccontrol system
and culture to pursue strategies that lead to gpetitive advantage and
superior performance.

Organisational structure assigns employees to ®pealue, creating
tasks and roles and specifies how these tasks aled are to be
performed, linked together in a way that increasigiency, quality,
innovation and responsiveness to customers.

The purpose of organisational structure is to cioaté and integrate the
efforts of employees at all levels so that they kmmgether in the way
that will allow it to achieve goals. A diagram shog an example of
strategy implementation in a single industry isvehdelow.

Organisational

Structure To achieve superior
advantage:
Coordinate o Efficiency;
Strategic Control - and Quality;

A 4

[ ]
Motivate e |nnovation;
[ ]

/ Employees Responsiveness
to customers.

Organisational
Culture

Fig. 2.4: Strategy Implementation in a Single Industry

Once a strategy has been implemented, its execuoiimt be monitored
to determine the extent to which strategic goald abjectives are
actually being achieved and to what degree a cativeeadvantage is
being created and sustained.

This vital information and knowledge are passedkbap to the
corporate level through the set-up system in thgamisation which
becomes inputs for the next round of strategy fdatmn and
implementation.
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3.3 Strategy Evaluation and Control

This is the final stage but very critical in theaségic management
process. Here, managers ensure that all chosateg#es work to
achieve the organisation’s objectives. The aatizitalso include
reviewing the internal and external factors tha& #e bases of current
strategies and measuring performance and takirgaore measures.

In strategic terms, their purpose is to make sunat dower-level
managers, as the agents of top managers, are actiagvay that is
consistent with the manager’s goals, which sho@dd maximise the
wealth of stockholders, subject to legal and etheignstraints.
Organisation’s structure does not by itself provide set of incentives
through which people can be motivated to make itkyvbence, there is
a need for control systems.

Strategic control systems are developed to megmrfermance at four
levels in a company, namely, (a) corporate, (bjsthwal, (c) functional,
and (d) individual. Managers at all levels must elep the most
appropriate sets of measures to evaluate corpofaisiness and
functional level performance.

Balanced score card model guides managers thrdughpitocess of
creating the right kind of strategy control systetm enhance
organisation performance. According to the modednagers used
primarily financial measures of performance as raemeasure and
evaluate organisational performance.

Also, it is important that managers should usefthe building blocks
of competitive advantage: efficiency, quality, iwation and
responsiveness to customers to measure organigerrmance.

Balanced score card operates basically on org@&mshimission and
goals Strategic managers develop a set of strategiesikd competitive
advantage to achieve these goals. They can edtadnli organisational
structure to use resources to obtain a competiik@ntage to evaluate
how well the strategy and structure are working.

Managers develop performance measures that s@dlgif@ssess how
well the four building blocks of competitive advagés are being
achieved. Such building blocks of competitive adeges are as
follows.

o Efficiency — measured by the level of productivity costs, the
productivity of labour and the productivity of ctadj
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o Quality — can be measured by number of rejects, number of
defective products returned from the customers,adswlthe level
of product reliability over time.

o Innovation — this can be measured by the number of new
products introduced and the percentage of reverarergted
from the new products.

o Responsiveness to customerscan be measured by the number
of repeat customers, customers’ defection rateg| k&f on-time
delivery to customers and level of customers’ s&vi

The above measures should be tied closely as maugwossible to the
goals of achieving superior efficiency, quality,navativeness and
responsiveness to customers.

Strategic managers choose the organisational gieeateand structure
they hope will allow the organisation to use itssaerces most
effectively to pursue its business model and crealee and profit.

Then they create strategic control system, tood #dlow them to

monitor and evaluate whether in fact their strasgand structure are
working as intended, how they could be improved low they should

be changed if they are not working.

Establish standards
and targets

Create measuring and
monitoring system

Compare actual
performance against
established targets

Evaluate results and
take action if
necessary

A 4

Fig. 2.5: Steps of an Effective Strategic Control System
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It is noted earlier that strategic control systesiph managers to obtain
superior efficiency, quality, innovation and respiweness to customers.
These advantages to the managers are as follows.

Managers can determine how efficiently they arengigirganisational
resources, managers must be able to measure adgurany units of
inputs i.e. raw materials, human resources etaigbased to provide a
unit of output.

Today, competition often revolves around increasihg quality of
goods and services. Therefore, strategic contsolimportant in
determining the quality of each company’s product gnods and
services as it gives managers feedback on produglityy Strategic
control helps the managers to raise the level obwation in an
organisation. Successful innovation comes when gersacreate an
organisational setting in which employees feel enwgred to create a
decentralised authority to employees so that tkel/ffee to experiment
and take risks.

Furthermore, strategic managers can help make dhgamisations more
responsive to customers if they develop a contystesn that allows
them to evaluate how well employees are perfornthrgr jobs with

customers’ contact. Monitoring employees’ behavioan also help
managers to find ways to help increase employes$bopnance level.

Strategic control systems are the formal targeinsgtmeasurement and
feedback systems that allow strategic managervatuae whether a
company is achieving superior efficiency, qualitynovation and
customers’ responsiveness and implementing itseglyasuccessfully.

An effective control system should have three ottersstics. It should
be flexible and should provide accurate informatamd should also
supply managers with the information in timely mann

Other strategic options are evaluated in the catpostrategy, according
to Johnson and Scholes in areas such as: suijabiith the question,
would it work? Feasibilitywith the question, can it be made to work?
And acceptabilitywith the question, will they work it?

o Suitability. This addresses the overall rationdléhe strategy. It
checks whether the strategy tackles the key siatesgues
underlined by the organisation’s strategic position

Certain questions are however asked and answehfom suitability
of such strategy. They are as follows.
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) Does it make economic sense?
i) Would the organisation obtain economies of scale?
iii)  Would it be suitable in terms of environment anpatalities?

Tools that can be used to evaluate suitabilityudel ranking strategic
options, decision trees, and ‘what if’ analysis.

. Feasibility This is concerned with the resources required to
implement the strategy that are available, can éeldped or
obtained. = Resources include: funding, people, tira@d
information.

Tools that can be used to evaluate feasibilityudelcash-flow analysis
and forecasting, breakeven analysis, and reso@@eyment analysis.

o Acceptability. This is concerned with the expectas of the
identified stakeholders (e.g. shareholders, emp®yeand
customers) with the expected performance outcombih can
be return, risk and stakeholders’ reactions.

i) Return — has to deal with the benefits expected thy
stakeholders.

i) Risk — deals with the probability and consequencesibfréaof a
strategy.

iv)  Stakeholders’ reactions- deals with anticipating the likely
reactions of stakeholders. Stakeholders could sgpie issuing
of new shares.

Tools that can be used to evaluate acceptabiligjude ‘what if
analysis, and stakeholder mapping.

The purpose of strategy evaluation and control oisekamine the
effectiveness and efficiency of organisationalteggg in achieving set
goals and objectives (Kazmi, 1995).

Therefore, organisational strategy evaluation androl may be seen as
the process of determining the effectiveness afidiexfcy of a given
organisational strategy in achieving set orgarosali goals and
objectives and taking corrective action wheneveessary.

The final stage in strategic management proces® isvaluate and
control an organisation’s performance. Organisafiomanagement
should ensure that the set strategies generateetifi@mance necessary
to achieve set goals and objectives.
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Strategic evaluation and control therefore invothe activities and
decisions that keep the process on track. Evaluaind control include
the follow-up on goal accomplishment and giving dieeck to the
decision-makers on the result achieved so far.

Strategic evaluation is important because organisatface dynamic
business environments in which major internal axtdraeal factors often
change quickly and drastically. Strategic evaluatimcludes four
activities, namely:

o reviewing the bases of strategy or setting statsdaof
organisation performance,

o measuring organisational performance,

o analysing deviations between standards and measafes
performance,

o taking corrective actions.

According to Glueck (1980) the products of a bussnestrategy

evaluation are answers to these questions.

- Are the objectives of the business appropriate?

- Are the major policies and plans appropriate?

- Do the results obtained to-date confirm or refutetical
assumptions on which the strategy rests?

The following are the steps of strategic evaluatiod control process.
o Determine what to control and evaluate.

Setting control and evaluation standards.

Measure performance.

Comparing standards and performance.

Determining the reason for variations between parémce and
taking corrective action.

According to Albanese (1978) organisations stangatin the following
from strategy evaluation and control.

o Helps to achieve objectives and goals.

o Provides clear guidelines with respect to expegedormance
from personnel.

o They direct energy because of employee performaoeards
expectation.
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Setting Setting Actual Measurement of
plan standards of organisational organisational
objectives organisation’s performance performance
performance

A

Analysing variances
between set
standards and
actual performance

A
vV Vv

< <
< <

Fig. 2.6: Strategic Evaluation Process
Source:Yavitz & Newman (1982). Strategy in Action, p. 305.
3.4 Importance and Limitation of Strategic Managenent
The importance of strategic management includéat@ving

) Strategic management is needed to manage anugrtin the
decision-making process.

i) Strategic management provides a way to ardiep future
problems and opportunities.

iii)y  Strategic management provides employees widlar objectives
and directions for the future of the organisation.

iv)  Application of strategic management gives éegterformance.

V) It increases employees’ satisfaction and matwa

Vi) It gives faster and better decision makingoess.

vii) It allows for identification and exploitatioof opportunities.

viii) It allows more effective allocation of timand resources to all
identified opportunities.

The limitations of strategic management includefthlewing

)] When a strategy becomes internalised into a companature, it
can lead to groups’ routine
i) It can also cause an organisation to define itselinarrowly
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i) Many theories tend either to be too narrow to baildomplete
corporate strategy on, or too general and abdivant applicable
to specific situations.

4.0 CONCLUSION

You have learnt that strategic management involves process of
determination of detailed action plans to achiavemganisational goals
and objectives, taking into cognisance the avalal@dsources and
deploying appropriate strategies to pursue andesehsuch goals and
objectives. You are now aware also of the necesstaps that are
involved in strategic management. Lastly, you hkeant the benefits
which accrued to an organisation from strategic agament as well as
its limitations.

5.0 SUMMARY
In this unit, you have learnt the following topics:

nature of strategic planning

components of the strategic planning process
assessing the mission of the organisation
establishing relevant goals and objectives
analysing the internal environment of the company
engaging in external diagnosis

strategy formulation

strategy implementation,

strategy evaluation and control

importance and limitation of strategic management.

6.0 TUTOR-MARKED ASSIGNMENT
Mention and discuss the stages involved in strateginagement.
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1.0 INTRODUCTION

Strategy is imperative as a weapon fashioned ageonspetitive attacks
from competitors in the corporate world. Strategpresents the best
weapon against competition in terms of the preparaof relevant
arsenal to ward off competitors’ actions in the pamy’s line of
business. Companies never believe that the corapetitll never attack
in terms of their actions in the marketing of th@ioducts and services.
Hence, companies are always prepared for suchtamaas it amounts
to sheer business suicide to believe that a compaatity will sit idle
while engaging in business competition.

Therefore, an explicit strategy for the busineggmoisation is necessary
to ensure that organisational members cooperatenankl together in
order to achieve the benefits of mutual reinforcetnand to checkmate
the effects of changing environmental conditions.

In this unit, you will be exposed to corporate &gic posture of
companies in business operations.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

explain the nature of functional strategy
describe forms of functional strategy
describe the nature of grand strategy
discuss various types of grand strategy.
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3.0 MAIN CONTENT

3.1 Nature of Functional Strategy

Pearce Il and Robinson Jr., (1998) posit that fonel strategies
constitute the core-centres of activities in thgamisation. Functional
strategies are normally formulated for the varibwsctional operations
of a corporate entity. Therefore, there are mamkestrategies, legal
strategies and supply-chain strategies, among tfidrese strategies
emphasise the short and medium term plans andiraied to their

functional responsibilities. Each department afiesnto do its part in
meeting the overall corporate objectives.

A functional strategyinvolves the short term game plan for a key
functional area withira company. Such strategies clarify grand strategy
by providing more specific details about how kegdtional areas are to
be managed in the near future. Thus, functionateies clarify the
business strategy, giving specific, short term goae to operating
managers.

Functional strategies must be developed in thedtegns of marketing,
finance, production, operations, research, devedspmand personnel.
They must be consistent with long term objectived grand strategy.
Functional strategies help in the implementationgEnd strategy by
organising and activating specific subunits of tbempany (e.g.,
marketing, finance, production, etc.) to pursue lthsiness strategy in
daily activities. In a sense, functional stratsegteanslate the grand
strategy into action designed to accomplish speeifinual objectives.
For every major subunit of a company, functionedtsigies identify and
coordinate actions that support the grand stratagg improve the
likelihood of accomplishing annual objectives.

In order to appreciate the role of functional &gis within the
operational management process, they must be elitiated from grand
strategies. Three basic characteristics differantianctional and grand
strategies such as time horizon covered, spegifiaitd participation in
the development.

3.2 Forms of Functional Strategies
The various forms of functional strategies in opieral activities of a

business entity, according to Pearce Il and Robirlsg (1998), are as
identified and discussed below.
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1. Marketing functional strategies

The role of the marketing function is to profitaltiging about the sale of
products/services in target markets for the purposechieving the

business’s goals. Functional strategies in theketing area should
guide this endeavour in a manner consistent withgtland strategy and
other functional strategies. Effective marketingratggies guide

marketing managers in determining who will sell wiehere, when, to
whom, in what quantity, and how. Marketing straésgmust therefore
entail four components: product, price, place, prainotion.

) Functional strategy for product

A functional strategy for the product componesft the marketing
function is meant to clearly identify the custonmereds that the firm
seeks to meet with its product and/or service. effactive functional
strategy for this component should guide marketingnagers in
decisions regarding features, product lines, paokagaccessories,
warranty, quality, and new product developmentis Brategy provides
a comprehensive statement of the product/servineepi and the target
market(s) the firm is seeking to serve. This,umi fosters consistency
and continuity in the daily activity of the markwsgiarea.

1)) Functional strategy for distribution

A product or service is not much good to a custoifniers not available

when and where it is wanted. So, the functiormaltsgy for distribution

component is to identify where, when, and by whore t
product/services are to be offered for sale. Tir@ary concern here is
the channel(s) of distribution—the combination d@rketing institutions

through which the products/services flow to theaffiruser. This

component of marketing strategy guides decisioggring channel.
For example, single versus multiple channels taensonsistency with
the total marketing effort.

lif)  Functional strategy for promotion

The promotion component of marketing strategy aefinow the firm
will communicate with the target market. Functiosaategy for the
promotion component should provide marketing marsagéath basic
guides for the use and mix of advertising, persoselling, sales
promotion, and media selection. It must be consisteith other
marketing strategy components and, due to costireegants, closely
integrated with financial strategy.

V) Functional strategy for price

Functional strategy regarding the price compomeperhaps the single
most important consideration in marketing. It dikecinfluences
demand and supply, profitability, consumer peraeptiand regulatory
response. The approach to pricing strategy magpobeoriented, market
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oriented, or competition (industry) oriented. Wit cost-oriented
approach, pricing decisions centre on total cost asually involve an
acceptable target price ranges. Pricing is basedonsumer demand
(e.g., petroleum products pricing in a deregulat¢dhdustry) when the
approach is market oriented. With the third apphogricing decisions
centre on those of the firm’s competitors.

2. Functional strategies for finance

While most operating strategies guide implementatiothe immediate
future, the time frame for financial functional atrgies varies because
strategies in this area direct the use of finan@aburces in support of
the business strategy, long term goals, and arubjettives.

Financial operating strategies with longer timespectives are meant to
guide financial managers in long term capital itwesnt, use of debt
financing, dividend allocation, and the firm's leaging posture.

Operating strategies designed to manage workingatamd short term

assets have a more immediate focus.

) Capital acquisition

Long term financial strategies usually guide cdpatequisition in the
sense that priorities change infrequently over tiniée desired level of
debt versus equity versus internal long term fim@gncof business
activities is a common issue in capital acquisistrategy.

i) Capital allocation

Another financial strategy of major importance ipital allocation.
Growth-oriented grand strategies generally requitemerous major
investments in facilities, projects, acquisitioreyd people. These
investments cannot generally be made immediatelyare they desired
to be. Rather, a capital allocation strategy pétwities and timing for
these investments. This also helps to manage ictmd priorities
among operating managers competing for capitaluress.

iii)  Re-allocation

The retrenchment or stability often requires armal strategy that
focuses on the re-allocation of existing capitaorgces. This could
necessitate pruning product lines, production iteesl, or personnel to
be reallocated elsewhere in the firm. The oveilagppcareers and
aspirations of key operating managers clearly eremt emotional
setting. Even with retrenchment (perhaps even nsm#@, a clear
operating strategy that delineates capital allocatipriorities is
important for effective implementation in a poldlty charged
organisational setting.
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V) Level of capital expenditure

Capital allocation strategy frequently includesaaiditional dimension;
level of capital expenditure delegated to operatmgnagers. If a
business is pursuing rapid growth, flexibility inaking capital

expenditures at the operating level may enablelyimesponses to an
evolving market. On the other hand, capital exganes may be
carefully controlled if retrenchment is the strateg

V) Dividend policy

Dividend management is an integral part of a firmtrnal financing.
Due to the fact that dividends are paid on earnitgser dividends
increase the internal funds available for growtid anternal financing
reduces the need for external, often debt, financiHowever, stability
of earnings and dividends often makes a positivatrdmution to the
market price of a firm’s stock. Therefore, a |gyt guiding dividend
management must support the business’s posturedagaity markets.

vi)  Working capital

Working capital is critical to the daily operatiohthe firm, and capital
requirements are directly influenced by seasonall ayclical
fluctuations, firm size, and the pattern of receiphd disbursements.
The working capital component of financial strateigybuilt on an
accurate projection of cash flow and must providehcmanagement
guidelines for conserving and rebuilding the caalamhces required for
daily operation.

SELF-ASSESSMENT EXERCISE
Identify and explain the various aspects functiatedtegy for finance.

3. Functional Strategies for Research and Developnt

With the increasing rate of technological changamiost competitive
industries, Research and Development (R&D) haveurasd key
functional roles in many organisations. In thehtesogy-intense
computer and pharmaceutical industries, for examipes typically

spend between five and ten percent of their satesesearch and
development. Research and development may be ldwitetion, a key
instrument of business strategy. Neverthelesstables, less innovative
industries, research and development may be l&ssatias functional
strategies than marketing or finance.

) Type of research to undertake

First, research and development strategy shouldfychhether basic
research or product development research will bphasised. Several
multinational oil companies, for instance, haveas@nergy subsidiaries
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with emphasis on basic research, while smaller &titgps emphasise
product development research.

i) Time orientation

Directly related to the choice of emphasis betwbasic research and
product development is the time orientation forsthefforts mandated
by research and development strategy. The solasidiaries of the

major oil companies have long term perspectives]ewtheir smaller

competitors appear to be focusing on the immediatere. These

orientations are consistent with each businessdesgfy if the major oll

companies want to ensure their long term positiothe energy field,

while the smaller companies want to establish ap=iitive niche in the

growing solar industry.

iii)  Guide to research efforts

Research and development strategy should also gillideganisations.
The company should decide whether research andogenent efforts

should be conducted solely within the firm or shiopért of the work be
contracted outside. A closely related issue is thdreresearch and
development should be a centralised or a decesgthfunction.

iv)  Technological skill requirement

The basic research and development posture of ithe iffluences
decisions because strategy in this area can basoffs defensive, or a
combination of these. In the event that the reseand development
strategy is offensive, technological innovation anéw product
development are emphasised as the basis for this finture success, as
is true for small, high-technology firms. Howevehis orientation
entails high risk (and high payoff) and demandshnetogical skill,
forecasting expertise, and the ability to quicklsansform basic
innovations into commercial products.

4. Functional strategies for production

Production and operations managements are the foactions in a

business firm. Production and operations managenar the process
of converting inputs (raw materials, suppliers, gdlep and machines)
into value-enhanced output. These functions arstljnassociated with
manufacturing firms. Nevertheless, it applies dgua all other types

of businesses including service and retail firms.

Functional strategies in production and operatior@hagement must
guide decisions regarding:

o the basic nature of the firm’'s production and opens
management system, seeking an optimum balance &etwe
investment input and production and operationsuyugnd
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o location, facilities design, and process plannimgaoshort term
basis.
) Facilities and equipment

The facilities and equipment component of productamd operations
management strategy involve decisions regardingtdizcation, size,
equipment replacement, and facilities’ utilisatidghat should be
consistent with grand strategy and other operairajegies.

i) Purchasing function

The purchasing function is another area that shbaldddressed in the
production and operations management strategy. mFe cost
perspective, are the suppliers advantageous or tiskhe management
because of overdependence on them? Relevantasteould be used
in the selection of vendors, while the volume adngactions and
delivery requirements to support operations, shbel@stablished. All
these are meant to serve as guidelines for impgawplementation.

i)  Planning and control of production

For the planning and control of production and afiens, management
should provide guidelines for ongoing productionei@tions. The

guidelines are meant to encourage efficient orgaiois of production

resources to match long-range, overall demand.nCfies component
dictates whether production/operations will be dedhaoriented,

inventory oriented, or subcontracting oriented.

iv)  Pattern of productions and operations

If demand is seasonal, then productions and opesatmanagement
strategy must ensure that productions/operationscesses are
efficiently geared to this pattern. A bathing soianufacturer would
prefer inventories to be at their highest in thdyespring, for example,
not the early fall. If demand is less seasondina might emphasise a
steady level of production. When demand fluctuaioare less
predictable, many firms subcontract productionsomder to handle
sudden increases in demand.

V) Coordination of production and operations strategies
Production and operations management strategies Imeusoordinated
with marketing strategy if the firm is to succee@areful integration
with financial strategy components (such as capatigeting and
investment decisions) and the personnel functioaskso necessary.

Figure 10.1 illustrates the importance of such do@ation by showing

the different production and operations manageroenterns that arise
when different marketing/financial/personnel stgate are required as
elements of the grand strategy.
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SELF-ASSESSMENT EXERCISE

Enumerate and explain the various aspects of tloeluption and
operations management strategies.

5. Personnel Functional Strategies

The importance of functional strategies in the penel area has
become more widely accepted in recent years. Reetonanagement
aids in accomplishing grand strategy by ensurirg dvelopment of
managerial talent, the presence of systems to neat@mpensation and
regulatory concerns, and the development of competeell-motivated
employees. Functional strategies in personnelldiuide the effective
utilisation of human resources to achieve bothaheual objectives of
the firm and the satisfaction and development gblegees.

Operating strategy for recruitment, selection, amgbntation guides
personnel management decisions for attracting ataining motivated,
productive employees. The recruitment, selectiond arientation
component of personnel strategy are to providecbparameters for
tackling issues such as:

o the key human resources needs to support a chtrateyy,
o recruitment for key human resources needs,

. level of sophistication of the selection processl a

o introduction and orientation of new employees.

The development and training component should gpéesonnel

actions taken to meet future human resource ndetie grand strategy.
Functional strategies in the personnel area ardetk® guide decisions
regarding compensation, labour relations, govermnrequirements,

discipline, and control to enhance the productiaityl motivation of the
workforce.

The relevant concerns are: the standards for piomadnterpretation of
payment, incentive plans, benefits, and seniorilices, hiring
preference, and appropriate disciplinary steps. es€hare specific
personnel decisions that operating managers frélyuencounter.
Functional strategies in the personnel area shguide such decisions
in a way that is compatible with business stratesgsategies for other
functional areas, and the achievement of annualctibgs.

Basically, therefore, functional strategies are omtgnt because they
provide specifics on how each major sub-activityntdbutes to the

implementation of the grand strategy. This speityfi and the

involvement of operating managers in its developméelp ensure
understanding of and commitment to the chosenegjyat
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The annual objectives, which are linked to bothgleerm objectives and
functional strategies, reinforce this understandamgl commitment by
providing measurable targets that operating maisagave agreed on.
The next step in implementing a strategy involves itlentification of

policies that guide and control decisions by opegamanagers and
their subordinates.

3.3 Grand Strategy

Grand strategies, according to Pearce Il and Rohids., (1998), are
also known and called master businsgategies which are intended to
provide basic direction for strategic actions. rEfiere, they are seen as
the basis of coordinated and sustained effortcwidetowards achieving
long term business objectives. More often than goand strategies
indicate how long-range objectives will be achieve@hus, a grand
strategy can be defined as a comprehensive geaygoedach that guides
major actions.

A principal grand strategy could serve as the bfssisichieving major
long term objectives such as single business cdrateam, market
development, product development, innovation, lomtal integration,
vertical integration, joint venture, concentric elisification,
conglomerate diversification, retrenchment/turnachudivestiture and
liquidation. A company which is involved in mull& industries,
businesses, product lines, or customer groups sseeral grand
strategies.

The following are the dimensions of strategic clengor
transformations. They are in most cases associatigd grand or
systemic strategies. They include the followings.

(1) Internal/External Dimension
Internalisation is the extent to which the strateggopted by an
organisation is independent of any other entity.

Externalisation is the extent to which the strateapjopted by an
organisation is dependent or in association withttzar entity.

2) Relatedness/Unrelatedness Dimension

Relatedness is the extent to which the strategyptado by an
organisation is related to current business démi{customer groups,
customer functions, product group or alternatiwhimlogies).

Unrelatedness is the extent to which the stratedgp&d by an
organisation is at variance and unrelated to itsrect business
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definition. Relatedness is also called concentnatihile unrelatedness
is also called conglomerate.

3) Horizontal/Vertical Dimension

Horizontalisation is the extent to which a newlyoptdd strategy
enlarges or complements the current business tefiniof an
organisation (customer groups, customer functiomdyct class or
technological alternative).

Verticalisation on the other hand, is the extenwtich a newly adopted
strategy enriches the current business definitidn ao company.
Enrichment could be backward or forward or bothnfrthe current
organisational position.

4) Active/Passive Dimension

The active dimension is the extent to which a neadgpted strategy is
offensive (aggressive) in anticipation or reactiton environmental
threats and opportunities.

Passive dimension is the extent to which a newlypsetl strategy is
defensive (protective) in anticipation or reactibtm environmental
threats and opportunities.

(5) Basic/Derived Dimension

A basic dimension (also called grand, generic,esy&t or holistic) is
the extent to which a newly adopted strategy adféloe totality of the
organisation (corporate).

A derived dimension is the extent to which a neadippted strategy is
restricted to a specific organisation's functiog. @roduction strategies
such as choice of plant, layout or plant mainteaasiategy.

(6) Local/Multinational Dimension
Localisation is the extent to which a newly adopttdtegy is restricted
to a single business at home.

Multinationalisation is the extent to which a nevagopted strategy is
operated both at home and abroad (host economies).

(7)  Diversity/Integrated Dimension
Diversity is the manifolds of the adopted stratege the extent to
which adopted strategies are heterogeneous (dicetsn), or the
extent to which a newly adopted strategy can bierdifitiated from the
existing strategies in the organisation.
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Integration as a dimension is the extent to whicimesvly adopted
strategy collaborates or is in harmony with exgtstrategies of the
organisation.

(8) Intensiveness/Extensiveness Dimension

Intensiveness is the extent to which a newly aslbpstrategy
intensifies, reinforces or increases organisatiopsrations within the
current or potential product-market definition.

Extensiveness is the extent to which a newly adbpteategy expands
the current or potential product-market definitafra company.

(9)  Cooperation/Competitive Dimension
Cooperative dimension is the extent to which a gexdopted strategy
is in alliance or is joined with other entity'sagtrgies.

Competitive dimension is the extent to which a neadopted strategy
rivals other entity's strategies.

(10) Complete/Facial Dimension

Full or complete dimension is the extent to whicmewly adopted
strategy has permanent, interminable or durableteaxte (e.g. complete
merger, full integration) or the extent to which adopted strategy
allows an organisation to participate in all stagdésthe process of
getting products into the hand of final users. iBhdimension is the
extent to which a newly adopted strategy is norabla; terminable or
having temporary existence or limited in participgtin all stages of
production (e.g. cartels, syndicates, pools, piitgs, integration).

The former may be long term and sometimes compyisobinding, but
the latter is short term and voluntary.

(11) Current/Potential Dimension
Current dimension is the extent to which a straisgyut to actual use or
is actualised with reference to the present time.

Potential dimension is the extent to which a sgyats put to latent use
with reference to a future time.

3.4 Types of Grand Strategy

Pearce Il and Robinson Jr., (1998) identify sevepalnd strategies
which are discussed below.
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1. Concentration Grand Strategy

The most common grand strategy is concentrationtlen current
business. The firm directs its resources to pbfé growth of a single
product, in a single market, and with a single textbgy.

The reasons for selecting a concentration grarategly are easy to
understand. Concentration is typically lowestisk rand in additional
resources required. It is also based on the knoempetencies of the
firm.

Further, because of their narrow base of compatitoncentrated firms
are especially susceptible to performance variatiogsulting from
industry trends.

Concentration strategies succeed for so many besese- including the
vast majority of smaller firms — because of theaadages of business-
level specialisation. By concentrating on one pobdm one market, and
with one technology, a firm can gain competitivesatages over its
more diversified competitors in production skillarketing know-how,
customer sensitivity, and reputation in the marleeip.

A grand strategy of concentration allows for a cdesable range of
action. Broadly speaking, the business can attémpgpture a larger
market share by increasing present customers' oéteisage, by
attracting competitors' customers, or by intergstmon users in the
product or service. In turn, each of these actisnggests a more
specific set of alternatives.

When strategic managers forecast that the combmati their current
products and their markets will not provide theiddsr achieving the
company mission, they have two options that invehaderate cost and
risk: market development and product development.

2. Market Development Grand Strategy

Market development commonly ranks second only taceatration as

the least costly and least risky of all grand styas. It consists of
present marketing products, often with only cosmetodifications, to

customers in related market areas by adding diffehannels of

distribution or by changing the content of advamtsor the promotional

media. Several specific approaches are listed utier heading in

Figure 10-1. Thus, as suggested by the figure,nlesses that open
branch offices in new cities, states, or countaes practising market
development. Likewise, companies that switch fralveatising in trade

publications to newspapers to supplement their-oraiér sales efforts
are using a market development approach.
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Concentration - (increasing the use of present practs in the
present markets)

1. Increasing present customers' rate of usage
a. Increasing the size of purchase.
b. Increasing the rate of product obsolescence.
C. Advertising other uses.
d. Giving price incentives for increased use.
2. Attracting competitors' customers
a. Establishing sharper brand differentiation.
b. Increasing promotional effort.
C. Initiating price cuts.
3. Attracting non users to buy the product
a. Inducing trial use through sampling, price mtoess, and
So on.
b. Pricing up or down.
C. Advertising new uses.

Market development - (selling present products in aw markets)

1. Opening additional geographical markets
a. Regional expansion.
b. National expansion.
C. International expansion.
2. Attracting other market segments
a. Developing product versions to appeal to oslegments.
b. Entering other channels of distribution.
C. Advertising in other media.

Product development - (developing new products forpresent

markets)
1. Developing new product features
a. Adapt (to other ideas, developments).
b. Modify (change color, motion, sound, odourpnipshape).
C. Magnify (stronger, longer, thicker, extra vglue
d. Magnify (smaller, shorter, lighter).
e. Substitute (other ingredients, process, ancepow
f. Rearrange (other patterns, layout, sequenacepooents).
g. Reverse (inside out).
h. Combine (blend, alloy, assortment, ensemblenbtoe
units, purposes, appeals, ideas).
2. Developing quality variations

Developing additional models and sizes (producliferation).
3. Product development grand strategy

Product development involves substantial modifaratiof existing
products or creation of new but related producss$ tan be marketed to
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current customers through established channels. Tdneduct
development strategy is often adopted either ttopgpthe life cycle of
current products or to take advantage of favouredpetation and brand
name. The idea is to attract satisfied customensetv products as a
result of their positive experience with the comyarinitial offering.
The bottom section of figure 10.1 lists some of thany specific
options available to businesses undertaking prodie¢lopment. Thus,
a revised edition of a textbook, a new car styte] a second formula of
shampoo for oily hair each represents a productldpment strategy.

4. Innovation grand strategy

In many industries, it is increasingly risky notitmovate. Consumers,
as well as industrial markets, have come to expegbdic changes and
improvements in the products offered. As a resaline businesses find
it profitable to base their grand strategy on irat@mn. They seek to
reap the initially high profits associated with mmer acceptance of a
new or greatly improved product.

Then, rather than face stiffening competition aes Itlasis of profitable
shifts from innovation to production or marketingntpetence, they
move on to search for other original or novel idedshe underlying

philosophy of a grand strategy of innovation isatiregy a new product
life cycle, thereby making any similar existing guets obsolete. Thus,
this approach differs from the product developmetitategy of

extending an existing product’s life cycle.

While most growth-oriented firms appreciate thech&ebe innovative,
occasionally, a few companies use it as their fomelgal way of
relating to their markets.

5. Horizontal integration

When the long term strategy of a firm is based mwth through the
acquisition of one or more similar businesses dpeyat the same stage
of the production-marketing chain, its grand sggtes called horizontal
integration. Such acquisitions provide accessdw markets for the
acquiring firm and eliminate competitors.

6. Vertical integration

When the grand strategy of a firm involves the &itjan of businesses
that either supply the firm with inputs (such as raaterials) or serve as
a customer for the firm’s outputs (such as warebausers for finished
products), vertical integration is involved. Foraexple, if a textile
manufacturer acquires a cotton producer, the glyais a vertical
integration. In this example, it is a backward wait integration since
the business acquired operates at an earlier sfagperation process. |If
the firm’s acquisition is into textile merchandigint is forward vertical
integration.
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7. Joint venture

Occasionally, two or more capable companies lacknezessary
component for success in a particular competitiveirenment. These
cooperative arrangements could provide both theesszzy funds to
build the joint facilities for the processing andanketing capacity to
profitably handle the oil production. This alsophgs to the joint
ventures in upstream sub—sector of the petrolewiustny generally.

In recent years, it has become increasingly appg&tir domestic firms
to join foreign businesses through joint ventur@he stimulus for this
joint venture was grand strategy, but such is rlatags the case.
Certain countries virtually mandate that foreigmpanies entering their
markets do so on a joint ownership basis. Indid iexico are good
examples. The rationale of these countries is fbait ventures

minimise the threat of foreign domination and erdsarthe skills,

employment, growth, and profits of local businesses

Strategic managers in the typical firm rarely sgmhkt ventures. This
approach admittedly presents new opportunities wiks that can be
shared. On the other hand, joint ventures oftenit lipartner’s

discretion, control, and profit potential while damding managerial
attention and other resources that might othenbeselirected towards
the mainstream activities of the firm. Neverths|esncreasing
nationalism in many foreign markets may requireatge consideration
of the joint venture approach if a firm intends wversify

internationally.

8. Concentric diversification

Grand strategies involving diversification reprdsenlistinctive

departures from a firm’'s existing base of operaionTypically, the

acquisition of a separate business with synergigimssibilities

counterbalances the strengths and weaknesses divthéusinesses.
However, diversifications are occasionally undesztakas unrelated
investments because of their otherwise minimal ueso demands and
high profit potential.

Regardless of the approach taken, the motivatibtisecacquiring firms
are the same such as highlighted below

o Increase the firm's stock value. Often in the pasrgers have
led to increases in the stock price and/or priaeiegs ratio.

o Increase the growth rate of the firm.

o Make an investment that represents better use mdsfithen

plowing them into internal growth.
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o Improve the stability of earnings and sales by aowm firms
which earnings and sales complement the firm's $eahkd
valleys.

o Balance or fill out the product line.

o Diversify the product line when the life cycle afreent products
has peaked.

o Acquire a needed resource quickly for example, Hugality

technology or highly innovative management.

o Tax reasons, purchasing a firm with tax losses wiltoffset
current or future earnings.

o Increase efficiency and profitability, especialiyhiere is synergy
between the two companies.

When diversification involves the addition of a imess related to the
firm in terms of technology, markets, or produdtsis a concentric

diversification. With this type of grand strategjne new businesses
selected possess a high degree of compatibilityh viite current

businesses. The ideal concentric diversificatiorcuog when the
combined company profits increase its strengths @uubrtunities, as
well as decrease its weaknesses and exposurd.td higs, the acquiring
company searches for new businesses with productarkets,

distribution channels, technologies, and resouecpiirements that are
familiar but not identical, synergistic but not Wiganterdependent.

9. Conglomerate diversification

Occasionally a firm, particularly a very large omdans to acquire a
business because it represents the most promismgstment
opportunity available. This type of grand strategycommonly known
asconglomerate diversification. The principal andeafsole concern of
the acquiring firm is the profit pattern of the ware. There is little
concern given to creating product/market synergyth wexisting

businesses, unlike the approach taken in concenikiersification.

Financial synergy is what is sought by some conglate diversifiers.
For example, they may seek a balance in their gaytbetween current
businesses with cyclical sales and acquired bus#sesvith counter-
cyclical sales, between high-cash/low-opportunityd dow-cash/low-

opportunity businesses, or between debt-free amghlyhileveraged
businesses.

The principal difference between the two types igéiification is that
concentric acquisitions emphasise some commonalitymarkets,
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products, or technology, whereas conglomerate atimuis are based
principally on profit considerations.

10. Retrenchment/turnaround

For a large number of reasons, a business cantiel with declining

profits. Economic recessions, production inefficies, and innovation
break-through by competitors are only three causesmany cases
strategic managers believe the firm can surviveemmhtually recover if
a concerted effort is made over a period of a feary to fortify basic
distinctive competencies. This type of grand stgwtés known as
retrenchment. It is typically accomplished in oméveo ways, employed
singly or in combination.

1. Cost reduction. Examples include decreasing thekworce
through employee attrition, leasing rather than cpasing
equipment, extending the life of machinery, andmalating
elaborate promotional activities.

2. Asset reduction. Examples include the sale of landdings, and
equipment not essential to the basic activitiethefbusiness and
elimination of "perks" like the company airplaneda@xecutive
cars.

If these initial approaches fail to achieve theuisgg reductions, more
drastic action may be necessary. It is sometimesngial to lay off
employees, drop items from a production line, aneheeliminate low-
margin customers.

Since the underlying purpose of retrenchment isretleerse current
negative trends, the method is often referred ta @gnaround strategy.
Interestingly, the turnaround most commonly asdediawith this

approach is in management positions. Bringing iw meanagers was
believed to introduce needed new perspectiveseofitm's situation, to
raise employee morale, and to facilitate drastitoas, such as deep
budgetary cuts in establishment programs.

11. Divestiture

A divestiture strategy involves the sale of a bessor a major business
component. When retrenchment fails to accomplise tesired
turnaround, strategic managers often decide to #®wl business.
However, because the intent is to find a buyeringlko pay a premium
above the value of fixed assets for a going condéeterm marketing
for sale is more appropriate. Prospective buyerstie convinced that
because of their skills and resources, or the gyneith their existing
businesses, they will be able to profit from thquasition.
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The reasons for divestiture vary. Often they abseause of partial
mismatches between the acquired business and tkatpaorporation.

Some of the mismatched parts cannot be integratgd the

corporation’s mainstream and thus must be spunAfecond reason is
needs. Sometimes the cash flow or financial stataf the corporation

as a whole can be greatly improved if businessés mgh market value
can be sacrificed. A third, less frequent reason divestiture is

government antitrust action when a corporation sliebed to

monopolise or unfairly dominate a particular market

12.  Liquidation

When the grand strategy is that of liquidation, biusiness is typically
sold in parts, only occasionally as a whole, butife tangible asset
value and not as a going concern. In selectiamdation, owners and
strategic managers of a business are admittingréadnd recognise that
this action is likely to result in great hardshipsthemselves and their
employees. For these reasons, liquidation is lyssakn as the least
attractive of all grand strategies. However, dergy term strategy, it
minimises the loss to all stakeholders of the firtdsually faced with

bankruptcy, the liquidating business tries to depeh planned and
orderly system that will result in the greatestgiole return and cash
conversion as the business slowly relinquishes#isket share.

3.5 Differences between Functional and Grand Stragies

According to Pearce Il and Robinson Jr., (1998 thfferences
between functional and grand strategies are disduss follows.

i) Time horizon

The time horizon of a functional strategy is uspatbmparatively short.

Functional strategies identify and coordinate skemin actions, usually
undertaken in a year or less. A merchandise sttwegxample, might

implement a marketing strategy of increasing pdszounts and sales
bonuses in its appliance division to reduce exeggdiance inventory
over the next year. This functional strategy woblkel designed to
achieve a short-range (annual) objective that altety contributes to
the goal of the company’s grand strategy in itsitetivision over the

next five years.

This shorter time horizon is critical to succedgfumplementing a
grand strategy for two reasons. First, it focugestional managers’
attention on what needs to be damav to make the grand strategy
work. Second, the shorter time horizon allows fiomal managers to
recognise current conditions and adjust to changiongditions in
developing functional strategies.
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1)) Specificity

A functional strategy is more specific than a gratrdtegy. Functional
strategies guide functional actions taken in kesgspaf the company to
implement grand strategy. The grand strategy pesvgeneral direction.
Functional strategies give specific guidance to agans responsible for
accomplishing annual objectives. Such strategiesn@eant to ensure
that managers know hote meet annual objectives. It is not enough to
identify a general grand strategy at the businegsl| There must also
be strategies outlining what should be done in éacttional area if the
annual (and ultimately long term) objectives of tteanpany are to be
achieved. Specific functional strategies improve thillingness (and
ability) of operating managers to implement strateglecisions,
particularly when those decisions represent majanges in the current
strategy of the firm.

Specificity in functional strategies contributes tcuccessful
implementation for several reasons. First, it addsbstance,
completeness, and meaning to what a specific stlodirthe business
must do. The existence of numerous functional egfas helps ensure
that managers know what needs to be done and cewms fon
accomplishing results. Second, specific functistedtegies clarify for
top management’'s confidence in and sense of cootret the grand
strategy. Third, specific functional strategieilitate coordination
between operating units withithe company by clarifying areas of
interdependence and potential conflict.

i)  Participation

Different people participate in strategy developmanthe functional
and business levels. Business strategy is theomegplity of the

general manager of a business unit. Developmefunational strategy
is typically delegated by the business-level manatge principal

subordinates charged with running the operatingsa# the business.
The business manager must establish long termtolge@and a strategy
that corporate management feels contributes toocatg-level goals.
Key operating managers similarly establish annubjeaiives and
operating strategies. The objectives are apprakezligh negotiation
between corporate managers and business managees.bdsiness
manager typically ratifies the annual objectived &mctional strategies
developed by operating managers.

The involvement of operating managers in developfgctional
strategies contributes to successful implementatidiecause
understanding of what needs to be done to achienaad objectives is
thereby approved. Most critical perhaps, is thet fdzat active
involvement increases commitment to the stratedge®loped.
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It is difficult to generalise about the developmentstrategies across
functional areas. For example, key variables imketing, finance and
production are different. Furthermore, within edchctional area, the
importance of key variables varies across busisggations. Thus, in
the subsequent units, we will not only treat eadncfional area
exhaustively but will also attempt to indicate #ey decision variables
that should receive attention in the functionahtstgies of typical areas.

4.0 CONCLUSION

In this unit, you are now aware of the fact tharéhare some options
that are available for strategic posture, whichoangany can adopt
towards ensuring strategic advantage in the competibusiness
environment. You have observed that such strategicons include
functional and grand strategies as discussed iedhbese of the analysis
of this unit. You have also discovered that thesedifferences between
the functional strategies and grand strategies.

5.0 SUMMARY
In this unit, you have learnt the following:

nature of functional strategy

forms of functional strategy

grand strategy

types of grand strategy, and

differences between functional and grand strategies

6.0 TUTOR-MARKED ASSIGNMENT

Mention and discuss various types of grand strategiycan be adopted
by a corporate entity.
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1.0 INTRODUCTION

In the previous unit, you learnt about the esseafcavailable types of
strategies that firms can adopt to cope with themetitive nature of the
external environment. Strategy therefore, is imipeza as a weapon
against competitive attacks from competitors in thdustry. The

pertinent consideration is to identify the vari@isategic weapons that

can be adopted by firms in order to create strateglvantage or
leverage over the competitors.

The knowledge and use of appropriate strategies@cessary for the
business organisation to ensure that it remaingettive and enhance
its chances of survival. Furthermore, such appab@rchoice of strategic
posture is necessary towards enhancing the fortohdbe business

129



MBA 820 CORPORATE MANAGEMENT STRATEGY

enterprise. Therefore, in this unit, you will bgpeged to the discussion
on strategic typologies available to a firm.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

explain the nature of strategic analysis

explain various methods of strategic analysis gha@te level
describe business portfolio approach to strateggtyais
explain the BCNG matrix

describe the GE Nine-Cell Grid

explain the portfolio analysis

discuss the corporate strategic choice making

list the behavioural considerations in strategicicé.

3.0 MAIN CONTENT
3.1 Nature of Strategic Analysis

According to Pearce Il and Robinson Jr. (1998), #earch for
alternative strategies is both incremental andtimean that strategists
begin by considering alternatives they are famwigth and think will
work. These are usually incremental alterationspast strategies.
Systematic comparison of external and internalofacts often used to
search for alternative strategies. Creativity can ifmportant in this
internal and external comparison.

The search for multiple alternatives depends otesystic comparison
of the strengths, weaknesses, risks and tradeedfisach alternative.
Several alternatives are generated and systentatieaaluated in a
comparative framework. The quality of the ultimateice is thereby
logically enhanced. Evaluation of alternative t&igges is much the
same whether new alternatives or the old strategyonsidered. The
focus is the future. Both old and new strategiestrbe subjected to the
same systematic evaluation, if a logical choid® ise made.

3.2 Methods of Strategic Analysis at Corporate Les

3.2.1 Business Portfolio Approach

According to Pearce Il and Robinson Jr. (1998redamental method
of corporate strategic analysis in diversified, tamdustry companies is

the business portfolio approach. For instanceprapany with many
business subsidiaries must decide how this pootfoli businesses
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should be managed to achieve corporate objectivés.corporate
strategy is sought that sets the basic “stratdgicst” for each business
unit in a manner consistent with the resource déipab of the overall
company.

Business portfolio approach involves examining eacisiness as a
separate entity and as a contributor to the cotjora total portfolio of

businesses. The portfolio approach, with analysiscarporate-level

strategy, distinct from business-level strategy, aslaptable to
multiproduct market firms in which each product/kedris "managed as
a separate business or profit center, provided that firm is not

dominated by one product/market. In dominant préduarket

companies and single product/market firms, corgoratrategy
considerations are not separate and distinct frousinless-level
considerations.

In a broad sense, corporate strategy is concerngdgeneration and
allocation of corporate resources. The firm's @hid§ of businesses are,
to varying degrees, the generators and recipidrtsese resources. The
portfolio approach provides a simple, visual way i@éntifying and
evaluating alternative strategies for the genematmd allocation of
corporate resources.

3.2.2 The BCG Matrix

A most widely used portfolio approach to corporstiategic analysis is
the BCG matrix. It is the growth/shared matrix ggered by the Boston
Consulting Group, hence, the name BCG matrix. Adiogy to Pearce Il
and Robinson Jr. (1998), this matrix facilitatesrpooate strategic
analysis of likely generators and optimum usersooporate resources.

The use of the BCG matrix involves plotting eachtlod company's

businesses according to market growth rate (peagengrowth in sales)

and relative competitive position (market sharearkét growth rate is

the projected rate of sales growth for the markebé¢ served by a
particular business. It is usually measured agp#ieentage increase in
a market’'s sales volume over the two most recegtsye

Market growth rate provides an indicator of thetigk attractiveness of
the markets served by each of the businesses incahgoration’s
portfolio of businesses. Relative competitive positis usually
expressed as the ratio of a business’s market sihaded by the market
share of the largest competitor in that market.

Relative competitive position thus provides a bdsiscomparing the
relative strengths of the different businessehenliusiness portfolio in
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terms of the “strengths” of their position in eaohsiness respective
markets.

Businesses are plotted on the matrix once theikenagrowth rate and
relative competitive positions have been computédure 3.1 below
represents the BCG matrix for a company with niositesses. Each
circle represents a business unit. The size ofcttede represents the
proportion of corporate revenue generated by thatniess unit. This
provides the visualisation of the current impor&anteach business as a
revenue generator.

Market growth rate is frequently separated intgghtiand "low" areas
by an arbitrary 10 percent growth line. Relativenpetitive position is
usually divided at a relative market share betwk@nand 1.5, so that a
“high” matrix signifies market leadership. Oncetd, businesses in
the BCG matrix will be in one of four cells withff#iring implications
for their role in an overall corporate-level stgte(Pearce Il and
Robinson Jr., 1998).

1) High-Growth/High Competitive Position (The Stas)

The stars are in the high-growth/high competitiwsipon, and as the
BCG matrix labeled them, are businesses in rapydbwing markets

with large market shares. Stars represent thel@agtrun opportunities

(growth and profitability) in the firm's portfolioThese businesses
require substantial investment to maintain (andaexp their dominant

position in a growing market. This investment regoent is often in

excess of what can be generated internally..

2) Low-Growth/High Competitive Position (Cash Cow}

Cash cows, as represented by low-growth/high caty@eposition, are
high-market-share businesses in maturing low-grawénkets. Because
of their strong position and minimal reinvestmeetuirements for
growth, these businesses often generate cash as®xf their needs.
Therefore, these businesses are selectively "niillkeed a source of
corporate resources for deployment elsewhere @os sind question
marks).

Cash cows are yesterday's stars and remain thentuoundation of
their corporate portfolios. They provide the cash pay corporate
overhead and dividends and also provide debt chpaThey are
managed to maintain their strong market share wiiiciently
generating excess resources for corporate-wide use.

3) Low-Growth/Low Competitive Position (The Dogs)

These occupy the low-growth/low competitive positioThe BCG
matrix calls businesses with low market share awd market growth
the dogs in the firm's portfolio. These businessesin saturated, mature
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markets with intense competition and low profit gias. Because of
their weak position, these businesses are manageshbrt term cash
flow (through ruthless cost cutting, for example) supplement
corporate-level resource needs. According to th&gimal BCG
prescription, they are eventually divested or ligued once the short
term harvesting is maximised.

Recent research has questioned the notion thatogs should be
destined for divestiture/liquidation. The thrusttbis research suggests
that well-managed dogs turn out to be positivehlyigeliable resource
generators (although still far less resource riwdntcows). The well-
managed dogs, according to these studies, combiveraw business
focus emphasis on high product quality and modepates, strenuous
cost cutting, cost control and limited advertisiiighile suggesting that
well-managed dogs can be useful components of mézss portfolio,
these studies warn that ineffective dogs shoulldb&ticonsidered prime
candidates for harvesting, divestiture, or liquiokat

4) High-Growth/Low Competitive Position (QuestionMarks)
These occupy the high-growth/low competitive positiQuestion mark
businesses have considerable appeal because ohiheigrowth rate,
yet, they present questionable profit potentialaose of low market
share. Question mark businesses are known as cezffes because
their cash needs are high as a result of rapid tiowhile their cash
generation is low due to a small market share.

Due to the fact that market growth rate is highfa@ourable market
share (competitive position) should be easier ttaiobthan with the

dogs in the portfolio. At the corporate level, ttancern is identifying

the question marks that would most benefit fromraextorporate

resources resulting in increased market share avement into the star
group. When this long-run shift in a business'sitfmys from question

mark to star is unlikely, the BCG matrix suggestesting the business
to reposition the resources more effectively inrgm@aining portfolio.

The BCG matrix is a valuable initial development thee portfolio
approach to corporate-level strategy evaluatiore @bal of the BCG
approach is to determine corporate strategy thsttfgrevides a balanced
portfolio of business units. BCG'’s ideal, balangexditfolio would have
the largest sales in cash cows and stars, with @fiéw question marks
and very few dogs (the latter with favorable cdetv}.

The BCG matrix makes two major contributions topmoate strategic

choice.

. The assignment of a specific role or mission fochehusiness
unit and the integration of multiple business unit® a total
corporate strategy.
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By focusing simultaneously on comparative growthrsh
positions, the underlying premise of corporatetsgy becomes
exploitation of competitive advantage.

While the BCG matrix is an important visual toolhvivhich to analyse
corporate (business portfolio) strategy, strategisiust recognise sSix
limitations.

1)

ii)

Vi)

134

Clearly defining a market is often difficult.sfa result, accurately
measuring share and growth rate can be a problém, ifh turn,
creates the potential for distortion or manipulatio

Dividing the matrix into four cells based on high/low

classification scheme is somewhat simplistic. Itegslonot

recognise the markets with average growth ratéseobusinesses
with average market shares.

The relationship between market share and fifadality

underlying the BCG matrix-the experience curve affearies
across industries and market segments. In somstineky a large
market share creates major advantages in unit;dostghers it
does not. Furthermore, some companies with low etaskare
can generate superior profitability and cash flowhwcareful
strategies based on differentiation, innovation, market
segmentation. Mercedes-Benz and Polaroid are tamples.

The BCG matrix is not particularly helpful in conmpey relative
investment opportunities across different businesss in the
corporate portfolio. For example, is every statdyethan a cash
cow? How one question mark should be comparecdathar in
terms of whether it should be built into a stadimested?

Strategic evaluation of a set of businesses regjexamination of
more than relative market shares and market growirhe
attractiveness of an industry may increase basedabmological,
seasonal, competitive, or other considerations ashnmas on
growth rate. Likewise, the value of a busines$wwitn corporate
portfolio is often linked to considerations othdram market
share.

The four colorful classification in the BCG matrsomewhat
oversimplify the types of businesses in a corpoatetfolio.
Likewise the simple strategic missions recommerigethe BCG
matrix often don't reflect the diversity of optioravailable as
seen earlier in discussing dogs.
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SELF-ASSESSMENT EXERCISE

Identify and discuss the various forms of busirtkas are represented in
BCG Matrix.

[Market Growth ]

Rate
STARS QUESTION MARKS
HIGH
LOW
CASH COW¢ DOGES
HIGH LOW

(Relative Market Share)
Fig. 3.1 BCG Growth/Share Matrix

Source: Pearce 1l, J. A. & Robinson Jr., R. B. (1998). tty&
Management: Strategy Formulation and Implementati@rd ed.).
p.280.

3.2.3 GE Nine-Cell Grid

Pearce Il and Robinson Jr. (1998) posit that thee@d Electric Nine-
Cell Grid is popularised by an adaptation of the@@pproach that
attempts to overcome some of the matrix limitatiomsntioned above.
First, the GE grid uses multiple factors to assass industry’s
attractiveness and business strength, rather thansingle measures
(market share and market growth, respectively) eyga in the BCG
matrix.
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Second, GE expanded the matrix from four cellsib@ nreplacing the
high/low axes with high/medium/low axes to makeefirdistinction

between business portfolio positions. To use thepaining grid, each
of the company's business units is rated on maltgdts of strategic
factors within each axis of the grid.

The business strength factors include the following

market share,

profit margin,

ability to compete,

customer and market knowledge,
competitive position,

technology, and

management caliber

Such factors are the factors contributing to bussrstrength.
The industry attractiveness factors include thiovahg:

market growth,

size and industry profitability,

competition,

seasonality and cyclical qualities,
economies of scale,

technology, and
social/environmental/legal/human factors

The above factors are identified as enhancing ingflgsattractiveness.
A business position within the planning grid is rthealculated by
"subjectively" quantifying the two dimensions oétgrid.

To measure industry’s attractiveness, the stratdgit selects those
factors contributing to this aspect. The procedtnen involves
assigning each industry’s attractiveness factoregyi that reflects its
perceived importance relative to the other attvactess factors.
Favourable to unfavourable future conditions foostn factors are
forecast and rated based on some scale (a 0-dak ss illustrated
below). A weighted composite score is then obtaifeeda business’s
overall industry’s attractiveness as shown below.
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Industry’s attractiveness factor Weight Rating * | Sore
Market size 20 0.5 10.0
Project market growth 35 1.0 35.0
Technological requirements 15 0.5 7.5
Concentration (a few large competitors) | 30 0.0 0.0
Political and regulatory factors Must be nonrestrictive | - -
Total 100 - 52.5

* High = 1.0; Medium = 0.5; Low = 0.0

Fig. 3.2: Business Overall Industry’s Attractiveness

Source: Pearce ll, J. A. & Robinson Jr., R. B. @9%trategic Management: Strategy
Formulation and Implementation. (3rd ed.). p.288.

In order to assess business strength, a similaredroe is followed in
selecting factors, assigning weights to them, &ed rating the business
on these dimensions, as illustrated below.

Business strength factor Weight Rating* | Score
Relative market share 20 0.5 10
Production

Capacity 10 1.0 10

Efficiency 10 1.0 10

Location 20 0.0 -
Technological capability 20 0.5 10
Marketing

Sales organisation 15 1.0 15

Promotion advantage 5 0.0 -
Total 100 - 55

e High = 1.0; Medium = 0.5; Low = 0.0
Fig. 3.3: Business Rating Dimensions

Source: Pearce Il, J. A. & Robinson Jr., R. B. @)9%trategic Management: Strategy
Formulation and Implementation. (3rd ed.). p.289.

These examples illustrate how one business witldarporate portfolio
might be assessed using the GE planning grid. s limportant to
remember that what should be included or excluded factor, as well
as how it should be rated and weighted, is primaal matter of
managerial judgement and such ratings as a highedium, or a low
classifications are in terms of both the projed®dngth of the business
and the projected attractiveness of the industry.

Three basic strategic approaches are suggesteghyobusiness in the
corporate portfolio depending on its location witlthe grid:
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(1) investto grow,
(2) invest selectively and manage for earnings, or
(3) harvest or divest for resources.

The resource allocation decisions remain quite lamib those in the
BCG approach. Businesses classified as invesoiw gould be treated
like the stars in the BCG matrix. These businesgasld be accorded
resources to pursue growth-oriented strategies.

While the strategic recommendations generated éyatih planning grid
are similar to those from the BCG matrix, the GHencell grid
improves on the BCG matrix in three fundamental svakirst, as
research discussed earlier pointed out, the tefoggoassociated with
the GE grid is preferable because it is less offensand more
universally understood. Second, the multiple messassociated with
each dimension of the GE grid tap more factorsveeie to business
strength and market attractiveness than simply etakare and market
growth. This provides (or even forces) broadeesssient during the
planning process. Considerations of strategic itgnae both in strategy
formulation and in strategy implementation are &smught to light.

Finally, the nine-cell format obviously allows findistinction between
portfolio positions (most notably for "average" Imesses) than does the
four-cell BCG format.

The portfolio approach is useful for examining altgive corporate-
level strategies in multi-industry companies. Rbidf planning offers
three potential benefits. First, it aids in genegtgood strategies by
promoting competitive analysis at the business!lewel substantive,
comparative discussion across the company's bgsimets, resulting in
a strategy that capitalises on the benefits of@ate diversity.

Second, it promotes selective resource allocatexhetoffs by providing
a visualisation of the corporate-wide strategiciéssand a standardised,
"neutral" basis for resource negotiation. Thus, @owstruggles within
the company can be more objectively focused andhrediad. Third,
some users feel portfolio approaches help ill imp@atation of
corporate strategy because increased focus andtiefije enhance
commitment.

Its visual appeal notwithstanding, the portfoliopegach is useful in
evaluation because it allows a thorough and comiparanalysis of
market share, market growth, industry attractivenesompetitive
position, and/or product/market evolution of eaalsibess unit. This
portfolio evaluation must be conducted routinelyl aepeatedly. In this
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way, the effectiveness of resource generation #adagéion decisions in
achieving corporate objectives can be monitoredatesd, and altered.

Once portfolio strategies have been identified,iness strategies must
be determined. Portfolio approaches help clarifg determine broad
strategic intent. But this is not enough. Basicislens involving
allocation of corporate resources and the geneeainer in which a
business unit will be managed (invest to grow, édaample) do not
complete the process of strategic analysis ancceh&ach business unit
must examine and select a specific grand strategyide its pursuit of
long term objectives.

N

Industry
Attractiveness J

High H

L
&

L

Medium @
+

Low

+
+
+

R
e
HHH

Strong Average Weak
(Business Strength)

Fig. 3.4: GE Nine-Cell Matrix

Source: Pearce 1l, J. A. & Robinson Jr, R. B.(1998). Swgate
Management: Strategy Formulation and Implementati@rd ed.).
p.280.
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3.3 Grand Strategy Selection at Business Level

In the opinion of Pearce Il and Robinson Jr. (1998ce business units
in a multi-industry firm have been identified inres of invest, hold or
harvest, each business unit must identify and ewalils grand strategy
options. If a unit has been identified as a resegenerator within the
corporate portfolio strategy, for example, sevea#ternative grand
strategies are available for fulfilling this role.

The pertinent question should be: what factors lshawsingle business
consider in selecting its grand strategy? What e trelative
attractiveness of each of the 12 grand strategpmgpidiscussed in unit
9 for a single business? Three approaches to amguéiese questions
are the focus of this section.

3.3.1 SWOT Analysis

SWOT is an acronym for the internal Strengths anebkdesses of a
business and environmental Opportunities and Térdating that
business. SWOT analysis is a systematic identificeof these factors
and the strategy that reflects the best match lestwieem. It is based on
the logic that an effective strategy maximises siress’s strengths and
opportunities but at the same time minimises itakmesses and threats.
This simple assumption, if accurately applied, pawerful implications
for successfully choosing and designing an effectitvategy.

Environmental/industry analysis provides the infation to identify
key opportunities and threats in the firm’s envir@mt. These can be
defined as follows.

Opportunities- Opportunity is a major favourable situation in flten’s
environment. Key trends represent one source gbompnity.
Identification of a previously overlooked markegseent, changes in
competitive or regulatory circumstances, technaalgichanges, and
improved buyer or supplier relationships could espnt opportunities
for a firm.

Threats- Threat is a major unfavourable situation in themTs
environment. It is a key impediment to the firngigrrent and desired
future position. The entrance of a new competagtow market growth,
increased bargaining power of key buyers or suppliemajor
technological change, and changing regulationsdcogpresent major
threats to a firm’s future success.

Understanding the key opportunities and threatinda@ firm helps
managers to identify realistic options from which thoose an
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appropriate strategy. Such understanding clarifies most effective
niche for the firm.

The second fundamental focus in SWOT analysis éntitying key
strengths and weaknessbased on examination of the company’s
profile (unit 8) Strengths and Weaknesses can beeatkas follows.

Strengths- Strength is a resource, skill, or other advantagative to
competitors and the needs of markets that a firrmeseor anticipates
serving. Strength is a distinctive competeribat gives the firm a
comparative advantage in the marketplace. Finhnesaurces, image,
market leadership, and buyer/supplier relationseaemples.

WeaknessesWeakness is a limitation or deficiency in resosrakills,

and capabilities that seriously impedes effectedgrmance. Facilities,
financial resources, management capabilities, ntiawkeskills, and
brand image could be sources of weaknesses.

The understanding of the strengths and weaknegstbe dirm further

aids in narrowing the choice of alternatives ankddang a strategy.
Distinct competence and critical weakness are fifieatin relation to

key determinants of success for different markgtrants; this provides
a useful framework for making the best strategmiah

SWOT analysis can be used in at least three waydrategic choice
decisions. The most common application providesgical framework

guiding systematic discussions of the businessisaton, alternative
strategies, and ultimately, the choice of strated¥hat one manager
sees as an opportunity, another may see as a ijpbtbnéat. Likewise,

strength to one manager may be a weakness fronhemnpérspective.
Different assessments may reflect underlying powensiderations
within the organisation, as well as differing feaadtyperspectives. The
key point is that systematic SWOT analysis rangesss all aspects of
a firm’'s situation. As a result, it provides a dymc and useful
framework for choosing a strategy.

A second application of SWOT analysis is herebylysea. Key

external Opportunities and Threats are systembticadmpared to

internal Strengths and Weaknesses in a structupgaoach. The

objective is identification of one of four distinpatterns in the match
between the firm’s internal and external situatiolhese patterns are
represented by the four cells in Fig. 3.5.

Cell 1 is the most favourable situation; the firmcds several
environmental opportunities and has numerous dineripat encourage
pursuit of such opportunities. This condition sesfg growth-oriented
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strategies to exploit the favourable match. IBNh$ensive market

development strategy in the personal computer mavks the result of
a favourable match between strengths in reputadimh resources and
the opportunity for impressive market growth. Céllis the least

favourable situation, with the firm facing majorveienmental threats
from a position of relative weakness. This comwditclearly calls for

strategies that reduce or redirect involvementhie products/markets
examined using SWOT analysis.

Numerous
environmental
opportunities

A
Cell 3: Supports a Cell 1: Supports an
Critical turnaround oriented aggressive strategy
Substantial
internal < >
internal
weaknesses Cell 4: Supports Cell 2: Supports a
strengths
defensive strategy diversification strategy
Major
environmental
threats

Fig. 3.5 SWOT Analysis Diagram

Source: Pearce I, J. A.& Robinson Jr.,, R. B. (1998). %gat
Management: Strategy Formulation and Implementati@rd ed.).
p.294.

In Cell 2, a firm with key strengths faces an umianable environment.
In this situation, strategies would use currenérgjths to build long
term opportunities in other products/markets. Aiess in Cell 3 faces
impressive market opportunity but is constrained deyeral internal
weaknesses. Businesses in this predicament a¢hikquestion marks
in the BCG matrix. The focus of strategy for sdicins is eliminating
internal weaknesses to pursue market opportunitg reffectively.

A major challenge in using SWOT analysis is in itfgimg the position
the business is actually in. A business that fanagr opportunities
may likewise face some key threats in its envirommelt may have
numerous internal weaknesses but also have orveoomgjor strengths
relative to key competitors.
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The value of SWOT analysis does not rest solelganmeful placement

of a firm in one particular cell. Rather, it leéte strategist visualise the
overall position of the firm in terms of the prodincarket conditions for

which a strategy is being considered.

Relevant questions in SWOT analysis are the folgsi Does the

SWOT analysis suggest that the firm is dealing febposition of major

strength? Must the firm overcome numerous weaksaasie match of

external and internal conditions? In answering¢hguestions, SWOT
analysis helps to resolve one fundamental conceselecting a strategy
in relation to the principal purpose of the gratrdtegy.

Another critical issue is this. Is it to take adigge of a strong position
or to overcome a weak one? SWOT analysis provadeseans of
answering this fundamental question. And this amds/an input to one
dimension in a second, more specific tool for delgcgrand strategies.
The grand strategy selection matrix is portrayetbveeby various

considerations.

First consideration
The following SWOT matrix suggests the type of telgees that a
company may adopt considering internal analysisofacand external
analysis factors.

Numerous Opportunities

A
Turnaround Strateg Aggressive Strate(
Cell 3 Cell 1
Critical
Substantial_| cell 4 Cell2 |,
Weaknesses -
Strength
Defensive strategy Diversification

Major Threats
Fig. 3.6: SPACE
Source: Pearce I, J. A. & Robinson Jr., R. B. (1998). tsim&
Management: Strategy Formulation and Implementati@rd ed.).
p.296.
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The analysis of the various cells as identified v@are analysed as
follows.

Cell 1
This is the most favourable situation. The firmnitonts lots of
opportunities and also possesses strengths togtivewopportunities.

This suggests that growth oriented strategies shbal pursued in an
aggressive manner e.g. market development.

Cell 2

The firm confronts lots of threats but has lot ¢desgths. Develop
strategies that would use current strengths todbudng term
opportunities in other products and markets. Thiglls for
diversification of portfolio.

Cell 3
The firm faces lot of opportunities that has litde no strength to tap
them. Business here is analogous to the questiark of the BCG
matrix.

The firm should adopt strategies that will elimmaveaknesses and
divert resources to pursue market opportunities.his Tcalls for
turnaround strategy.

Cell 4

This is the least favourable situation. The fimweds major threats from
a position of relative weakness. This calls faatglgies that would
reduce or redirect involvement in the product/megkeThis calls for
contraction strategies.

On the whole, SWOT analysis helps a firm to sekegrand strategy
either to take advantage of a strong position omovercome some
weaknesses (Pearce et. al., 1988). This is tke duide to strategy
selection.

Second consideration

This requires that the analysis adopts the aboweotyjectives of SWOT
concept as one variable along a continuum, and gau call it the
principal purpose of a grand strategy, then you &da to it a second
variable, which is the choice of an internal oreemal emphasis for
growth and/or profitability.

A grand strategy selection matrix can be produced fthe two new
variables as shown below.
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Overcome Weaknesses

A

- Turnaround retrenchment - Vertical Integration
- Divesture - Conglomerate
Diversification
- Liquidation

Il I
Internal Growth < > External
Growth

1] \Y,
(Redirecting resources

(Acquisition or merger

within the firm) to gain
resources) v
- Concentration - Horizontal Integration
- Market Development - Concentric Diversifioa
- Product Development - Joint Venture
- Innovation

Maximise Strengths
Fig. 3.7: Grand Strategy Selection Matrix

Source: Pearce Il, J. A. & Robinson Jr., R. B. (1998). t&ya
Management: Strategy Formulation and Implementati@rd ed.).
p.296.

The analysis is indicative of the second guide tand strategy
selection, which is necessary for the understandinige discussion.

Quadrant |

The firm here concerns itself with limited growtlppmrtunities or
having high risks. The business must adopt vériicgegration to
reduce risks by reducing uncertainty either aboptiis or about access
to customers.

Alternatively, the firm may choose conglomerate edlsification to

provide a profitable alternative for investment heiit diverting
management attention from the original business.
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Quadrant Il

The firm here takes a conservative approach tocovee weaknesses.
The firm chooses to redirect resources interndltye company adopts
retrenchment, divestment or liquidation in sucoesstages.

Quadrant IlI

A firm that wants to maximise its strengths by rediing resources
internally has four options to select from. Theg a&oncentration,
market development, product development and inmmvat

Quadrant IV

A firm that wants to build its strength through extal emphasis on
grand strategy may select any of horizontal integma concentric
diversification and joint venture.

Third consideration

A third guide to selecting grand strategy is fuineid by Thompson and
Strickland (1987) modifications of the BCG Portéotnatrix.

They viewed market growth as either rapid or sltwey also viewed
company’s competitive position as either strongveak.

From these two variables of market growth and cditipe position,
they were able to generate four clusters of strasethat are adoptable.

The figure below shows the model of grand stratefyyster for
illustration purpose.
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Rapid market growth

A
1. Concentration 1.Reformation of concentration
2. Vertical Integration 2.Horizontal Integration
3. Concentric diversification 3. Divestiture
4. Liquidation
Strong Competitve | |{/ ”Ill Weak Competitive
Position Position
1. Concentric diversification 1.Turnaround oreechment
2. Conglomerate diversification 2.Concentric divfgration
3. Joint Ventures 3.Conglomerate diversification
4. Divestiture
5. Liquidation
v

Slow market growth
Fig. 3.8: Model of Grand Strategy Cluster
Source: Pearce I, J. A. & Robinson Jr., R. B. (1998). tsim&
Management: Strategy Formulation and Implementati@rd ed.).
p.299.

The various clusters involved in the analysis aseidentified and
explained below.

Quadrant |

Firms here have strong competitive position in gidlg growing
market. Firms here can select continued conceémtrabackward or
forward integration and concentric diversificatida diminish risks
associated with narrow product of service line.

Quadrant II

Firms here have very weak positions in rapidly gngvmarket. Firms
here must consider how to maintain their presenpragch to
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marketplace. They may reformulate concentratiomtegy; adopt
horizontal integration, divestiture or liquidation.

Quadrant IlI

Firms here have weak positions in a slow growthkeiarlt must give

considerations to the selection of any of contoactistrategies
(retrenchment, divesture or liquidation). It mdsoaconsider concentric
or conglomerate diversification.

Quadrant IV

Firms in this category have strong position in@sgrowth market. It
must give consideration to either concentric or gtomerate
diversification, or joint ventures.

The above considerations are very useful in the JWabalysis
regarding its relevance in analysing business enwment before
decisions on strategic choice are taken.

3.3.2 Grand Strategy Selection Matrix

A second valuable guide to the selection of a psorgigrand strategy is
the matrix shown in fig.11.9 below. The basic ideaderlying the
matrix is that two variables are of central conceémnthe selection
process: (1) the principal purpose of the grandtegy, and (2) the
choice of internal or external emphasis for groeutid profitability.

In the 1950’s and 1960’s, planners were adviseltow certain rules
or prescriptions in their choice of strategies. sWexperts now agree
that strategy selection is better guided by thejumiset of conditions
that exist for the planning period and by compatyengths and
weaknesses. It is valuable to note, however,dhanh early approaches
to strategy selection were based on matching aeconfor internal
versus external growth with principal desire toheit overcome
weakness or maximise strength.

The same concerns led to the development of thadgsirategy
selection matrix. A firm in such situation ofterews itself as overly
committed to a particular business with limitedwgtlo opportunities or
involving high risks because the company has “&l eggs in one
basket”. One reasonable solution is vertical irdgegn, which enables
the firm to reduce risk by reducing uncertaintyheit about inputs or
about access to customers.
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In alternative terms, a firm may choose congloneeditersification,
which provides a profitable alternative for investrwithout diverting
management attention from the original businessveNbeless, the
external orientation to overcoming weaknesses lysuwabults in the
most costly grand strategies. The decision to isequsecond business
demands both large initial time investments andceahie financial
resources. Thus, strategic managers, considdresg tapproaches, must
guard against exchanging one set of weaknessesdner.

A more conservative approach to overcoming weakigegsund in the
analysis. Firms often choose to redirect resoufo®® one business
activity to another within the company. While tlapproach does not
reduce the company’s commitment to its basic migsitodoes reward
success and enables further development of provempetitive
advantages.

The least disruptive of the strategies is retrereafitmthe pruning of a
current business’s activities. If weaknesses afos@ inefficiencies,

retrenchment can actually serve as a turnarairategy, meaning the
business gains new strength by streamlining itsratjgms and

eliminating waste. When the weaknesses are comsidar operations,
wastes are eliminated.

Nevertheless, when the weaknesses are major otistrsito success in
the industry, and when the costs of overcoming weaknesses are
unaffordable or are not justified by a cost-benafialysis, then the
business must be considered. Divestiture offersbtet possibility for
recouping a company’s investment, but even liqinthatcan be an
attractive option when the alternatives are on misgdional resources or
bankruptcy.

A common business cliché holds that a company shiouild from its
strength. The premise is that growth and survilgglend on an ability
to capture a market share that is large enougbdsential economies of
scale. If a firm believes profitability will dervfrom this approach and
prefers an internal emphasis for maximising stilesgtour alternative
grand strategies hold considerable promise.

The most common approach is concentration on tleeness, that is,
market penetration. The business that selectssthagdegy is strongly
committed to its current products and marketswillt strive to solidify
its position by reinvesting resources to fortify strength.

Two alternative approaches are market and prodastldpment. With

either of these strategies, the business attemfioaiden its operations.
Market development is chosen if strategic manadgek that existing
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products would be well received by new customerugso Product
development is preferred when existing customessbatieved to have
an interest in products related to the firm’s cotiees.

This approach may also be based on special tedjioaloor other
competitive advantages. A final alternative fom® is innovation.
When the business’s strengths are in creative ptodiesign or unique
production technologies, sales can be stimulated abgelerating
perceived obsolescence. This is the principle Uyier an innovative
grand strategy.

Maximising a business’s strength by aggressivepaexling its basis of
operations usually requires an external emphasiselacting a grand
strategy. Preferred options here are shown in @umadV. Horizontal
integrationis attractive because it enables a firm to quidkigrease
output capability. The skills of the original boness’'s managers are
often critical in converting new facilities into gfitable contributors to
the parent company; this expands a fundamental ettwe advantage
of the firm.

Concentric diversification is a good second chdaesimilar reasons.
Because the original and newly acquired businessesrelated, the
distinctive competencies of the diversifying firmedikely to facilitate a
smooth, synergistic, and profitable expansion.

The final option for increasing resource capabilibyough external
emphasis is goint venture. This alternative allows a business termt
its strengths into competitive arenas that it wolokd hesitant to enter
alone. A partner’'s production, technological, fingl, or marketing
capabilities can significantly reduce financial @stment and increase
the profitability of success to the point that fedable ventures become
attractive growth alternatives.

3.3.3 Model of Grand Strategy Clusters

A third guide to selecting a promising grand stgteinvolves
Thompson and Strickland’s modifications of the B@@&®wth share
portfolio matrix. A business’s situation is definedterms of the growth
rate of the general market and the company’s cadtiygeposition in
that market. When these factors are consideredilsineously, a
business can be broadly categorised in one ofdoadrants:

(M strong competitive position in a rapidly growing kst
(I)  weak position in a rapidly growing market

()  weak position in a slow-growth market

(IV) strong position in a slow-growth market.
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Each of these quadrants suggests a set of prompssgibilities for
selection of a grand strategy.

One obvious grand strategy for firms in an excel&trategic position is
continued concentration on their current businessitais presently
defined. Because consumers seem satisfied withfithés current

strategy, it would be dangerous to shift notablynfrthe established
competitive advantages. However, if the business resources that
exceed the demands of a concentration strategghauld consider
vertical integration. Either forward or backwanttegration helps a
business protect its profit margins and market estgr ensuring better
access to either consumers or material inputslif#irmQuadrant | firm

might be wise to consider concentric diversificatio diminish the risks
associated with a narrow product or service linghvthis strategy,
heavy investment in the company’s basic area ofvagiroability

continues.

Firms in Quadrant Il must seriously evaluate maimg their present
approach to the marketplace. If a firm was essablil long enough to
accurately assess the merits of its current granategy, it must
determine:

(1) the reasons its approach is ineffective
(2) whether the company has the capability to compiétetevely.

Depending on the answers to these questions, timestould choose
one of four grand strategy options: formulationreformulation of a
concentration strategy, horizontal integrationligquidation.

In a rapidly growing market, even a small or refally weak business is
often able to find a profitable niche. Thus, fotation or reformulation
of a concentration strategy is usually the firsti@p to consider.
However, if the firm lacks either a critical compee element or
sufficient economies of scale to achieve competitost efficiencies,
then a grand strategy that directs company effiatgards horizontal
integration is often a desirable alternative. Aafirpair of options
involves deciding to stop competing in the markeprwoduct area. A
multiproduct firm may conclude that the goals &f mission are most
likely to be achieved if one business is droppedugh divestiture. Not
only does this grand strategy eliminate a draimesources, it may also
provide additional funds to promote other businessivities. In
practical terms, this means that the business ¢dmnsold as a going
concern and is at best worth only the value otatgyible assets. The
decision to liquidate is an undeniable admissiodadtire by a firm’'s
strategic management and is thus often delayedhketdetriment of the
company.
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Strategic managers tend to resist divestiture lscau is likely to
jeopardise their control of the firm and perhapsretheir jobs. By the
time the desirability of divestiture is acknowledgehe business has
often deteriorated to the point of ailing to attraotential buyers as a
business. The consequences of such delays arei@afig disastrous for
the owners of the firm, because the value of agy@oncern is many
times greater than simple asset value.

Strategic managers who have a business in theqgosit Quadrant I
and feel that continued slow market growth and latively weak
competitive position are going to continue will ay attempt to
decrease their resource commitment to that businéésimal
withdrawal is accomplished through retrenchmeng #trategy has the
side benefits of making resources available foeothvestments and of
motivating employees to increase their operatindgiciehcy. An
alternative strategy is to divert resources for amgion through
investment in other businesses. This approacitdilpiinvolves either
concentric or conglomerate diversification, becatise firm usually
wants to enter more promising arenas of competitttan forms of
integration or development would allow. The fingkions for Quadrant
[l businesses are divestiture, if an optimistiocy@ucan be found, and
liquidation.

Quadrant IV businesses (strong competitive positioa slow-growth

market) have a basis of strength from which to N into more

promising growth areas. These businesses havaathastically high

cash flow levels and limited internal growth neetisus, they are in an
excellent position for concentric diversificatiarnto ventures that utilise
their proven business acumen. A second choiceorglomerate
diversification, which spreads investment risk atdes not divert
managerial attention from the present busines fiflal option in joint

ventures that a domestic business can gain coimpetiivantages in
promising new fields is exposing itself to limitadks.

3.4  Strategic Portfolio Analysis

There are ways through which strategic alternatoaasbe evaluated for
selection. Some of the available techniques foesssg the choice of a
company are identified and discussed below.

1. Experience curve

The experience curve helps the strategist to gasight into how to
apply a portfolio approach. As opined by Pearcantd Robinson Jr.
(1998), in this concept, unit costs in many mantufiéicg industries and
in some service industries, decline with experiecea particular
company’s cumulative volume of production. The engnce curve is
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broader than the learning curve which refers todffieiency achieved
over a period of time by workers through much ritjoet

The causes of decline in unit costs are combinaifdactors, including
economies of scale, the learning curve for laboeapital-labour
substitution, product redesign, other learning affe technological
improvements in production etc.

The decline in costs creates a barrier to entnaliee new competitors
with no “experience” face higher costs than esthield ones

(particularly, the producer with the largest markkare) and also have
difficulties catching up with the entrenched conipes.

Hence, within the context of strategic managemém, concept of
experience curve of established firms pose barrtersnew firms

contemplating entry into business, helps to buildairkat share,
discourages competition and helps the firm to sustapid market

growth as long as possible. It is a characterddtihe growth stage in a
product or business life cycle. The firm with expace curve in this
growth stage often pursues any or all of the follmgymarket-expanding
strategies which will increase its competitive posi.

(1) Improving product quality and adding new featurastels;
(i)  Entering new market segment (market development);

(i)  Using new distribution channels to gain additionabduct
exposure;

(iv)  Shifting promotion strategy from building produavaeness to
building product acceptance and purchase;

(v)  Lowering product prices at the right time to attréoe next layer
of price sensitive buyers into the market.

The firm, at this stage, faces a tradeoff betweagh market share and
high current profit. By investing in product impement, promotion
and distribution, it can capture a dominant positibut it forgoes
maximum current profit in the hope of making up fioat the maturity
stage.

Nevertheless, it is not all cases that the choica strategy should be
based on experience curve or cost decline. Theifis@nce of the

experience curve for strategic choice depends oatwactors are

causing the decline. Ability of the experiencestect a barrier on new
entrants also depends on the sources or causestafexline.
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2. Product life cycle

The product life cycle is also a useful concepheatthan portfolio

technique to guide strategic choice. Product ljele is an S-shaped
curve which shows the relationship of sales witbpeet to time for a
product that goes through the four successive stagentroduction

(slow sales growth), growth (rapid market accepanmaturity (slow

down in growth rate) and decline (sharp downwarf)dr

The product life cycle can be used to diagnosestages of product or
business portfolio with a view to prescribing nesaeyg strategic choice.
For instance, businesses or products at the inttaotuor growth stages
may require expansionary growth strategies, pradoctbusinesses at
maturity stages may be used as sources of cashvestment in other
businesses which need resources, and retrenchrmateégees may be
selected for businesses or products at decline stag

Hence, the product life cycle stage may revealegie strategic choice
for the firm to make in terms of the necessarytsgy to adopt for
moving the company forward.

3. Trade cycle analysis

Just like the product life cycle analysis, a tragiele for an organisation

or a country may also be divided into boom, recgyveecession and

depression. A business within the boom or recostages may suggest
the use of expansionary growth strategies, whildn@ass at depression
stage may indicate the use of retrenchment stedegi

Furthermore, the businesses or products at recesgiostage may
warrant the choice of competitive strategies basmd focus,
differentiation or overall cost leadership to outvvals.

4. Directional policy matrix

According to Hussey (1978), the directional polrogtrix as developed
by Shell Chemicals of U.K., uses two variables blisSiness sector
prospects” along the abscissa and “Company’s catiyeetabilities”
along the ordinate. Based on factors such as marosvth, market
quality, market supply and other factors, busirssgor prospects could
be rated on three point semantic scales as urnatga@verage or
attractive.

According to Rowe et al (1982), company’s competitabilities based
on capability analysis could also be rated on &ehpoint semantic
scales as weak, average or strong. This engead&ps3 matrix which
can be used to prescribe baseline strategies
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An extension of directional policy matrix into “kignatrix” furnishes an
alternative way to analyse environmental risk. dnrisk matrix,
environmental risk is taken as a third variable andivided into four
categories from low risk to very high risk. Eaciskr position is
determined on the basis of environmental threatspaabability of their
occurrence.

[Company’s competitive abilitie%

Weak Divestment Imitation/Phased Phased withdrawa
withdrawal /cash generation
Phased withdrawal/| Maintenance of positn/ | EXPansion/Produci
Average Merger market Penetration differentiation
Diversification/cash Growth/Market Market
Strong generation segmentation Leadership
Unattractive Average Attractive

(Business sector prospects)
Fig. 3.9: The Directional Policy Matrix (DPM)

Source: Pearce Il, J. A. and Robinson Jr., R. B98L Strategic
Management: Strategy Formulation and Implementat{8rd ed.). p.
296.

5. Strategic position and action evaluation

According to Rowe et al (1982), strategic positzomd action evaluation
is a technique that considers the firm’s strat@gisition in tandem with
the industry’s strategic position. The firm’s sagit position is viewed
from the perspectives of both financial strengtly.(&verage, return on
investment, liquidity etc) and competitive advamta(e.g. product
guality, market share etc).

The industry’s strategic position is also vieweahifrthe perspectives of
both industry’s strength (e.g. growth, profit pdiah etc) and

environmental stability (e.g. technological changesompetitive

pressures etc). When these two dimensions of twoablas are

combined, it will suggest or pinpoint likely strgte choice such as
aggressive, defensive, conservative and compestnagegies based on
simple rating system of the four variables put tbge (see figure

12.10).
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Firm’s fingncial strength

Conservative Aggressiye
Firm’s competitive
Industry’s . R
Advantage Strength ™
Defensivt Competitive

Environmental Stability
Fig. 3.10: Strategic Position and Action Evaluation

The suggested strategies, in this consideratianedch of the corners
are the following.

() Aggressive posture
Firms with this outlook may select either concenttiversification or
vertical integration strategies.

(i)  Defensive posture
Firms in this situation will select from divestmeritquidation or
retrenchment strategies, all contraction strategies

(i)  Conservative posture
Firms in this situation will select from concenioat (stability) and
conglomerate diversification strategies.

(iv) Competitive posture
Firms having this posture will select from any anhcentric merger,
conglomerate merger or turnaround strategies.

It is instructive to note that the conservativetpos may also suggest a
no-growth strategy. Two related forms of no-grovdtnategies are
redeployment and redeployment with concentratiomddployment
involves selling existing assets while purchasind deploying assets in
a different area such that the total assets ofithreremains essentially
constant.
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The strategy of redeployment with concentrationolnes redeploying
existing assets, but in a manner that makes orstirgxibusiness unit a
greater percentage of total corporate assets witinoreasing the total
assets of the firm.

6. Hofer’s product-market evolution matrix

Hofer and Schendel (1978), offer a 15-cell life leyportfolio matrix.
The matrix utilises two variables.

. The stage of the development of the product or etarKThis
factor is divided into five stages to include: dieypenent, growth,
competitive shake-out, maturity-saturation and idecl along
the ordinate.

o The competitive position of different business sinit a firm’s
corporate portfolio. This factor is also dividedtanstrong,
average and weak competitive positions along tiseista.

Appropriately, in any of the 15 cells, circles arged to represent the
sizes of the industries involved while pie wedgesegments are used
within the circle to denote business market share.

Business could therefore be represented accorditigetr industrial size
and market shares. As can be shown in figure helmwginess ‘A’
represents a product/market with high growth padénthich deserves
expansion strategies.

Business ‘B’ has a strong competitive position bas$ a product that is
entering the shakeout stage; it requires a cautoysnsion strategy.
Business ‘C’ is a potential looser and probably @y dvhile ‘D’
represents a business which can be used for casrag®n that could
be siphoned to A and B. Business ‘E’ is a looset may be considered
for divestment.

In this way, the product-market evolution matri¥gestories about the
distribution of the firm's businesses across thage$ of industry
evolution. What is required is analytical accuratyl completeness in
describing the firm’s current portfolio positionhd ultimate purpose, of
course, is to discern how to manage corporate gartbind get the
performance from the allocation of corporate resesir
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[ Product Markeg
Evolution Stag

Strong Average Weak

A
Developmen

B
Growth

C
Shakeout
Maturity- D
Saturation
E

Decline

(Competitive Position)
Fig. 3.11:  Product/Market Evolution Matrix

Pearce Il, J. A. and Robinson Jr., R. B. (1998jat8gic Management:
Strategy Formulation and Implementation. (3rd qul.280.

3.5 Corporate Strategic Choice Making

The corporate strategic choice making is a crustap in strategic
management. According to Glueck et.al. (1984),tagjia choice is the
decision to select from among the grand strategmssidered, the
strategy which will best meet the enterprise olbjest In the process of
analysing and making strategic choice, as opinedGhyeck et.al.

(1984), some steps are to be followed. Such stepasidentified and
discussed as follows.
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1. Focusing alternatives

The alternative strategies generated must be raakedrding to their
scale of preference. Alternatives that are hightlie scale can be
focused and targeted for proper analysis. Theratee focused on or
under consideration must be those that are gerrn@rrealising the

strategic objectives of the organisation. Therafitves must be limited
to a reasonable number for effective considerateomd proper

management. Crucial factors to consider include:

o the dimensions of the company mission,

the resources available to the company,

company’s distinctive competence,

the history of the organisation,

the attributes of the environment in which the basg is

operating,

. analysis of current performance.

All the above factors would suggest the ideal sgiat alternatives to
accept for consideration.

2. Consider selection factors

The alternative strategies generated must be &skasserms of certain
criteria. Criteria for assessing them must be gy&ith. These criteria are
called selection factors. Selection factors may bbjective
(quantitative) or subjective (behavioural or qudiite). Objective
factors which make use of hard data are based ®nadity
(optimisation) and; are normative or prescriptive.

The subjective factors are non-rational, they sdilpersonal judgement
and are emotional, they may be based on objecistorfs such as cost,
guaranteed functional requirements, existing markefailability,
availability of needed materials, technical andifioial feasibilities, risk
assessment etc.

The subjective factors involved may be managemahitevand support,
environmental opportunities or threats, design&stors, needs, tastes
and preferences of consumers over a long timeteklaroduct design
steps etc.

For instance, the selection of a plant site coldd &e on the basis of
factors such as cost, profit, proximity to sourcegeaw materials, power,
social facilities, human resources and market. eOtfactors are
preference of owners and top management, patriptigoiitics, and

communal tolerance, among others.

Basically, therefore, the selection of a particidaategy is not usually
based on exclusive objective and subjective factdirss rather always
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based on consideration of both the objective ad wagl subjective
factors.

3. Evaluation of strategic alternatives

Evaluation requires the appraisal or analysis ¢écsed or available
factors. This involves the use of mathematicalnon-mathematical
tools based on the strategists’ environment whiciy mbe one of
certainty, risk or uncertainty.

The company’s environment would suggest methodanalysis to be
used. In an environment of certainty, techniqueshsas linear
programming, input-output analysis, use of compuetivity analysis,
product life-cycle analysis, experience curve asialyjtrade or economic
cycle analysis, business trend analysis (etc), beaysed to assess the
situation facing the company.

The evaluation of strategic alternatives or poitfolunder the
environment of uncertainty requires that the prdiigds associated
with the states of nature are known. Evaluatiovasy difficult for
absolute lack of knowledge of information. Eacticachere will lead to
one outcome or known set outcomes, each with knprababilities.
The examples of strategic alternatives here ingluikeoduction of a
new product to a new market, business establishnmenforeign
environment etc. Evaluation here will require alijgee or hand data but
will also involve subjective judgement such aséeiperience or skill of
the strategist.

The choice of evaluation technique by a strategfisuld always fit the
environmental situation of a company, but the sgast must never lose
sight and consideration of subjective factors.

4. Making strategic choice

The next step after careful evaluation of strategjternatives is the
strategic choice making. This requires that onevar or more than two
strategic alternatives may be selected for adoptiomplementation,

modification or continuation. The act of strateghmice is a simple step
that is not usually simple. In the case of the eat@bn step, for instance,
it is also based on the skill and competence oftrategist.

The strategic roadmap is the strategic plan whisicudses how the
strategy will work, it also states the conditioegjuired and also states
the contingency strategies associated with the eshadrategies. The
favoured choice must be based on evaluation, waigand comparison
of strategic alternatives. The point at which clkobf selection of
strategy is concluded represents the point at whidtegic decision is
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formulated. What immediately follows it is implentation and follow-
up.

3.6 Behavioural Considerations in Strategic Choice

The art of strategic choice is a decision-makingcpss. From the
above analysis, at the corporate and the busiesests| such decisions
determine the future strategy of the firm.

Strategic choice is a decision to adopt one oftternatives scrutinised.
An identified alternative choice must clearly bsuperior strategy or the
current strategy can be strictly adhered to if iit wlearly meet future

company objectives. Such simple approach is themian, because
making such decision can be difficult. Strategicidion makers, after
comprehensive strategic examination, are oftenroatéd with several
viable alternatives rather than the luxury of aacleut, obvious choice.
Under these circumstances, several factors infla¢ime strategic choice
decision. Some of the more important ones are gsstlibelow.

)] Role of past strategy

A review of past strategy is the point at which threcess of strategic
choice begins. As such, past strategy exerts deratble influence on
the final strategic choice.

Current strategies are often from past strategi€ubstantial time,

resources, and interest have been invested in gtegegies in the past,
SO current strategies would logically be more camafde with a choice

that closely follows past strategy

This familiarity and commitment to past strategyrrpeate the
organisation.  Thus, lower-level management recdsr the top
manager’s inclination toward continuity with pastasegy during the
choice process. In one study, during the planpiragzess, lower-level
managers suggested strategic choices that wergstnswith current
strategy and likely to be accepted while withhoddsuggestions with
less probability of approval.

Research by Henry Mintzberg suggests that the giestegy strongly
influences current strategic choice. The older amate successful a
strategy has been, the harder it is to replaceil&@ly a strategy, once
initiated, is very difficult to change because angational momentum
keeps it going.

Mintzberg's work and research by Barry Staw fouhdtteven, as the
strategy begins to fail due to changing conditiossategists often
increase their commitment to the past strategym$imay thus replace
key executives when performance has been inadefprataen extended
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period because replacing top executive lessens itfiaence of
unsuccessful past strategy on future strategiccehoi

1)) Degree of the firm’'s external dependence

A comprehensive strategy is meant to effectivelyidgua firm’s

performance in the larger external environment. néww, suppliers,
customers, government, competitors, and unions aarlew of the

elements in a firm’'s external environment. A magnstraint on
strategic choice is the power of environmental elei® in supporting
this decision. If a firm is highly dependent oneorr more
environmental factors, its strategic alternatived altimate choice must
accommodate this dependence. The greater a firexXternal

dependence, the lower its range and flexibilitgtiategic choice.

i)  Attitude towards risk

Attitudes towards risk exert considerable influelcestrategic choice.
These attitudes may vary from eager risk takingttong aversion to
risk, and they influence the range of availablatsgic choices. Where
attitudes favour risk, the range and diversitytodtegic choices expand.
High-risk strategies are acceptable and desiradleere management is
averse to risk, the diversity of choices is limjtathd risky alternatives
are eliminated before strategic choices are madRisk-oriented
managers prefer offensive, opportunistic strategies

Managers averse to risk prefer defensive, saftegies. Past strategy is
quite influential in the strategic choices made rbgnagers who are
averse to risk, but it is less of a factor for fkented managers. Figure
11.12 illustrates the relationship between attisudeward risk and
strategic choice.

Industrial volatility can influence managerial pemsity towards risk.
In highly volatile industries, top managers mustab and operate with
greater amounts of risk than their counterpartthen stable industries.
Therefore, managers in volatile industries considebroader, more
diverse range of strategies in the strategic chaioeess.

Product/market evolution is another determinantnanagerial risk
propensity. If a firm is in the early stages abguct/market evolution, it
must operate with considerably greater risk thafirra later in the
product/market evolution cycle.
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Risk Averse Risk Prone

Decrease choiceg »  Expand choices

Defensive strategies, > Offensive strategies

Stability < > Growth

Incremental . Innovation

Minimise corr;pany weaknesses . Maximise compamyngths

Strong ties to past strategy : g Few ties to paategy

Stable industry ) g Volatile industry

Maturing produc?/market evolution > Early produtatket evolution
-— >

Fig. 3.12:  Managerial Risk Propensity and Strategic Choices

Pearce Il, J. A. and Robinson Jr., R. B. (1998jat8tic Management: Strategy
Formulation and Implementation. (3rd ed.). p.305

In making a strategic choice, risk-oriented mansgkran towards
opportunistic strategies with higher payoffs. Thaye drawn to
offensive strategies based on innovation, compamgngths, and
operating potential. Risk-averse managers lean risvasafe,
conservative strategies with reasonable, highlbalbte returns. The
latter are drawn to defensive strategies to mirenaigirm’s weaknesses
and external threats, as well as the uncertaintyocated with
innovation-based strategies.

A recent study examined the relationship between whilingness of
Strategic Business Unit (SBU) managers to takesriakd SBU'’s
performance. The study found a link between radiirntg and strategic
choice. Looking first at SBU'’s star strategic noss within a corporate
portfolio, researchers found that the general marsagdf higher-
performing SBUs hadyreater willingness to take risks than did their
counterparts in lower-performing star SBUs. Logkimext at SBU'’s
assigned harvest strategies, successful units eadrgl managerkess
willing to take risks than general managers in lower-performing harvest
SBUs.

This study supports the idea that managers makKerelit decisions
depending on their willingness to take risks. Bpshmost importantly,
the study suggests that being either risk proneisk averse is not
inherently good or bad. Rather, SBU’s performaiscenore effective
when the risk orientation of the general managemissistent with the
SBU's strategic mission (build or harvest). WHhés is only one study
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and not a final determination of the influence wkrorientation on
strategic choice, it helps illustrate the impor&mé risk orientation on
the process of making and implementing strategeisamns.

V) Internal political considerations

Power/political factors influence strategic choicehe existence and use
of power to further individual or group interests icommon
organisational life. An early study by Ross Stagoend that strategic
decisions in business organisations were frequesdlyled by power
rather than by analytical maximisation procedures.

A major source of power in most organisations & @hief Executive
Officer (CEO). In smaller enterprises, the CEOcansistently the
dominant force in strategic choice, and this i® alften true in large
firms, particularly those with a strong or domin@@EO. When the
CEO begins to favour a particular choice, it isenftunanimously
selected.

Cyert and March identified another power sourcet thdluences
strategic choice, particularly in larger firms. €lhcalled this the
coalition phenomenon. In large organisations, subunitsimgigliduals
(particularly key managers) have reason to suppome alternatives
and oppose others. Mutual interest often drawiicegroups together
in coalitions to enhance their position on majoatgtgic issues. These
coalitions, particularly the more powerful onestéof calleddominant
coalitions), exert considerable influence in the strategiciad process.
Numerous studies confirm the use of power and o on a frequent
basis in strategic decision making. Interestinglye study found that
managers occasionally try to hide the fact thaty thprefer
judgmental/political bargaining over systematic lgsia and that when
politics was a factor, it slowed decision-making.

Each phase in the process of strategic choice miesereal opportunity
for political action intended to influence the cutte. The challenge to
strategists is in recognising and managing thistipal influence. |If
such processes are not carefully overseen, vamaaisagers can be
biased concerning the content of strategic decsinrthe direction of
their own interests. For example, selecting thiera used to compare
alternative strategies or collecting and appraisimigrmation regarding
these criteria may be particularly susceptibleditipal influence. This
must be recognised and, where critical, “managed” &void
dysfunctional political bias. Reliance on differeources for obtaining
and appraising information might be effective irs ttontext.
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Rather than simply being denoted as “bad” or icéedfit, organisational
politics must be viewed as an inevitable dimensidrorganisational

decision making that must be accommodated in gi@atm@anagement.
Some authors argue that politics are a key ingnediethe “glue” that

holds an organisation together. Formal and inférnegotiating and

bargaining between individuals, subunits, and toak are

indispensable mechanisms for organisational coatain. Recognising
and accommodating this in choosing future stratedjyresult in greater

commitment and more realistic strategy. The casts likely to be

increased time spent on decision making and inanéathéas opposed to
drastic) change.

V) Timing considerations

The time element can have considerable influencst@aiegic choice.
A final aspect of the time dimension involves tkad time required for
alternative choices and the time horizon the mamege is
contemplating. Management’s primary attention rbayn the short or
long run, depending on current circumstances. dally, strategic
choice will be strongly influenced by the matchvbe¢n management’s
current time horizon and the lead time (or payoffef) associated with
different choices.

vi)  Competitive reaction

In weighing strategic choices, top management &atjy incorporates
perceptions of likely competitors’ reactions tofelieént options. For
example, if management chooses an aggressive gstrétat directly
challenges a key competitor, that competitor camXygected to mount
an aggressive counter strategy. Management ahitigting firm must
consider such reactions, the capacity of the coibopdd react, and the
probable impact on the chosen strategy’s success.

4.0 CONCLUSION

In this unit you have learnt that strategic analysvolves the search for
alternative strategies, and it calls for systemetimparison of external
and internal factors. You have observed that theeemany and varied
methods of assessing and making choice of stratdwyiestrategists in
organisations. Such methods, from our discussiothis unit, include
BCG matrix, GE Nine-Cell Matrix, and Strategic Holib Analysis,
among several others. Lastly, you are now aware dfnategic choice
making by corporate entities involves consideratddrmany variables
and such managerial decisions are affected by lmtahissues.
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5.0 SUMMARY
In this unit, you have learnt the following topics:

nature of strategic analysis

methods of strategic analysis at corporate level
business portfolio approach

the BCG matrix

GE nine-cell grid

strategic portfolio analysis

corporate strategic choice making

behavioural considerations in strategic choice.

6.0 TUTOR-MARKED ASSIGNMENT

Mention and discuss various ways through whichtegiia alternatives
can be evaluated for selection by a firm.
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1.0 INTRODUCTION

An organisation is necessary if strategic purpss® ibe accomplished.
Thus, organisational structure is a major priotityimplementing a

carefully formulated strategy. If activities, resgilities, and

interrelationships are not organised in a mannat ith consistent with
the strategy chosen, the structure is left to evolv its own. If structure
and strategy are not coordinated, the result witbbpbly be

inefficiencies, misdirection, and fragmented eBort

The need for structure becomes apparent as a kgsawlves. In a
small firm, where one person manages current dpasatnd plans for
the future, organisational structure is relativelyple. Owner-managers
have no organisational problem. As the magnitudeusiness activity
increases, the need to subdivide activities, assgponsibilities, and
provide for the integration and coordination of thew organisational
parts becomes imperative. Thus, how to structuee difganisation to
effectively execute the business's strategy hasrbe@ major concern.

In this unit, you will be taken through the generaérview on the field
of organisational behaviour.
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2.0 OBJECTIVES
At the end of this unit, you should be able to:

explain organisational structure

describe the levels of organisational structure

explain the dimensions of people-organisation i@tghip
describe the forms of relationship in an organisati
identify the types of organisational structure

explain common features of work organisations
analyse problems inherent in work organisation.

3.0 MAIN CONTENT
3.1 Strategic Considerations in Organisational Strcture

The division of tasks for efficiency, clarity of gppose and coordination
between the interdependent parts of the organisatm ensure
organisational effectiveness calls for the use toficture. Structure
balances the need for specialisation with the rfeedntegration. It

provides the formal means of decentralising andraksing which are

consistent with the organisational and control se&dhe strategy.

Structure is not the only means for getting "orgadi' to implement the
strategy. Reward systems, planning procedures,rnrdton and

budgetary systems are other examples that shoukhiptoyed. In the
day-to-day implementation of strategy, these eldémewoperate

interdependently with the formal organisationalisture to shape how
things are done. These other means may also bertampobut it is

through structure that strategists attempt to lwalanternal efficiency
and overall effectiveness within a broader envirenin

In terms of structural choices, five basic types aurrently used by
most business firms. These are structures cladsibs simple,
functional, divisional, strategic business unitdamatrix. These are
considered in subsequent sections of this study uni

Diversity and size create unique structural needgéch firm, but these
five structural choices involve basic underlyingatiges common to
most business organisations making requirementsiltires from
increased diversity and size.

A divisional structure allows corporate managemeat delegate

authority for the strategic management of a distiusiness entity. This
can expedite critical decision making within eadhsion in response to
varied competitive environments, and it forces ooape management to
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concentrate on corporate-level strategic decisionsThe semi-
autonomous divisions are usually given profit resoility. The
divisional structure thus seeks to facilitate aateirassessment of profit
and loss.

3.2 The Meaning and Nature of Organisational Struttire

3.2.1 Meaningof Organisational Structure

According to Mullins (2000) structure is the pattesf relationships
along positions in the organisation and among mesnb& the
organisation. The purpose of structure is thesthw of work among
members of the organisation, and the coordinatiothar activities so
they are directed towards achieving the goals dnéctives of the
organisation. The structure defines tasks and respitities, work roles
and relationships and channels of communication.

Structure makes possible the application of thegss of management
and creates a framework of order and command thraubich the
activities of the organisation can be planned, oiggd, directed and
controlled.

Drucker (1989) suggests the organisation structbald satisfy three
requirements. These requirements are as follows:

. It must be organised for business performance

The more direct and simple the structure, the maffrelent it is because
there is less change needed in the individual iiesv directed to
business performance and results. Structure shooidrest on past
achievements but be geared to future demands amdtigrof the
organisation.

o The structure should contain the least possible nuber of
management levels

The chain of command should be as short as possiblery additional
level makes for difficulties in direction and mutuanderstanding,
distorts objectives, sets up additional stressesgtes inertia and slack,
and increases the difficulties of the developmenfuture managers
moving up through the chain. The number of lewels tend to grow
by themselves without the application of properngiples of the
organisation.
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. Organisational structure must make possible the traning and
testing of future top management
In addition to their training, future managers ddohe tested before
they reach the top. They should be given autonampositions of
actual managerial responsibility while still youagough to benefit from
the new experience. They should also have therappty of at least
observing the operation of the business as a whal& not be narrowed
by too long an experience in the position of a fiomal specialist.

Drucker suggests that, in order to satisfy theseetlequirements, the
organisation structure must be based preferablythen principle of
regional decentralisation, with activities integétinto autonomous
product businesses with their own product and ntarked with
responsibility for their profit and loss. Accordito Drucker, if regional
decentralisation is not possible, then the orgainisatructure should be
based on the principle of functional decentralatwith integrated
units having the maximum responsibility for majodalistinct stages of
the business process.

The objectives of organisational structure, acewdo Knight (1977),

are as follows.

)] The economic and efficient performance of tinganisation and
the level of resource utilisation.

i) Monitoring the activities of the organisatio

iii)  Accountability for areas of work undertakdmy groups and
individual members of the organisation.

V) Coordination of different parts of the orgsaiion and different
areas of work.

V) Flexibility in order to respond to future demas and
developments, and adapt to changing environmenthlences
and

vi)  The social satisfaction of members workinghe organisation.

According to Knight, these objectives provide thigecia for structural
effectiveness. Structure, though, is not an eniisglf but a means of
improving organisational performance.

3.2.2 Dimensions of Organisational Structure

According to Mullins (2000) the variables, which telenine the
dimensions of organisation structure can be idiedtifn a number of
ways but are usually taken to include the groupificactivities, the
responsibilities of individuals, levels of hieraicdl authority (the scalar
chain), span of control and formal organisatiorehtionships. The
dimensions of structure can be identified in a nernds ways.
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Child (1988) suggests six major dimensions as com@pis of an
organisational structure which are as follows.

o Allocation of individual tasks and responsibilitiesjob
specialisation and definition.

o Formal reporting relationships, levels of authomilyd spans of
control.

o Grouping together of sections, departments, diusiand larger
units.

o Systems for communication of information, integvatiof effort
and participation.

. Delegation of authority and procedures for monitgriand
evaluating the use of discretion.

. Motivation of employees through the systems forrajgal of

performance and reward.

Mintzberg (1979) suggests another approach to deatification of
dimensions of structure and gives a set of ninecrg®d design
parameters which form the basic components of asgtanal structure.
They are as follows.

o How many tasks should a given position in the oigaion
contain and how specialised should each task be?
o To what extent should the work content of each tmosibe

standardised?
o What skills and knowledge should be required fahegaosition?

o On what basis should positions be grouped intosuaitd units
into larger units?

o How large should each unit be? How many individugisuld
report to a given manager?

o To what extent should the output of each positionunit be
standardised?

o What mechanisms should be established to facilitatgual
adjustment among positions and units?

o How much decision-making power should be delegatethe
managers of the units down the chain of authority?

J How much decision-making power should pass from lthe

managers to the staff specialists and operators?

These nine design parameters, according to Mulg@00), can be
grouped under four broad headings: design of positidesign of
superstructure, design of lateral linkages, anigdesf decision-making
systems.
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Information technology is an additional dimensidnstsuctural design.
The computer-based information and decision-sumya@tems influence
choices in the design of production or servicevéaas, hierarchical
structures and organisation of support staff. rimfation technology
may influence the centralisation/decentralisatibdexision-making and
control systems (Mullins, 2000).

According to Mullins (2000), the impact of inforn@at technology will
have significant effects on the structure, manageraed functioning of
most organisations. The introduction of new tedbgy will demand
new patterns of work organisation. It will affeécdividual jobs, the
formation and structure of groups, the nature opesusion and
managerial roles. Information technology resuitshanges to lines of
command and authority, and influences the needdstructuring the
organisation and attention to the job design.

Mullins maintains that new technology has typicatlysulted in a

‘flatter’ organisational pyramid with fewer levelsf management
required. In the case of new office technologwllbws the potential for
staff at clerical/operator level to carry out a @ndange of functions and
to check their own work. The result is a changethe traditional

supervisory function and a demand for fewer sugersi

Structure provides the framework for the activitsthe organisation
and must harmonise with its goals and objectiveBne first step,
therefore, is to examine the objectives of the oigmion. It is only
when objectives have been clearly defined thatrredtere forms of
structure can be analysed and compared.

3.3 Levels of Organisational Structure

According to Parsons (1980), organisations arecttrad in layers.
This implies that the determination of policy anecdion-making, the
execution of work, and the exercise of authoritg aasponsibility are
carried out by different people at varying levelsseniority throughout
the organisational structure. Therefore, it is gias to look at
organisations in terms of interrelated levels ia bherarchical structure
such as the technical level, the managerial lewel the community
level. These are discussed below.

1. The Technical Level

The technical level is concerned with specific afiens and discrete
tasks, with the actual job or tasks to be done,vartld performance of
the technical function. Examples are: the phygicatiuction of goods
in a manufacturing firm, the administrative pro@ssgiving direct
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service to the public in government departmentd, tae actual process
of teaching in an educational establishment.

2. The Managerial Level

The technical level interrelates with the manadeleael, which is
concerned with the coordination and integratiomvofk at the technical
level. Decisions at the managerial level relattheoresources necessary
for performance of the technical function, andhe beneficiaries of the
products or services provided. Decisions will baaerned with:

o mediating between the organisation and its extegnaironment,
such as the users of the organisation’s productemices, and
the procurement of resources; and

o the ‘administration’ of the internal affairs of tharganisation
including the control of the operations of the tachl function.

3. The Community Level

In turn, the managerial level interrelates with teenmunity level and it
is concerned with the broad objectives and the vabrthe organisation
as a whole. Decisions at the community level Wwél concerned with
the selection of operations, and the developmenh@forganisation in
relation to external agencies and the wider s@rialronment.

Examples of the community level within organisasi@me:

o the board of directors of joint stock companies,

o governing bodies of educational establishments hhinclude
external representatives, and

J trustees of non-profit organisations.

Such bodies provide a mediating link between thenagarial

organisation and coordination of work of the techhobrganisation, and
the wider community interests. Control at theitasbnal level of the

organisation may be exercised, for example, byslagon, codes of
standards or good practice, trade or professiss@ations, political or
governmental actions, and public interest.

In practice, all these levels are interrelated, #mete is not a clear
division between determination of policy and demsmaking,

coordination of activities and the actual executmihwork. Most

decisions are taken with reference to the execuifowider decisions,
and execution of work involves decision.

Decisions taken at the institutional level detemnobjectives for the
managerial level, and decisions at the manageaval Iset objectives for
the technical level. Therefore if the organisatiam a whole is to
perform effectively, there must be clear objectiv@soundly designed
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structure, and good communication, both upwards dod@nwards,
among the different levels of the organisation (Ivis| 2000).

The managerial level, for example, would be unatdeplan and

supervise the execution of work of the technicalcfion without the

knowledge, expertise, practical know-how and en#sms of people

who are closest to the actual tasks to be undertaReople operating at
the technical level should, therefore, make knowrhigher levels the
practical difficulties and operational problems ceming their work. It

is the duty of the managerial level to take appetpraction on this
information, and to consult with people at the camity or institutional

level (Mullins, 2000).

3.4 People — Organisation Relationship
3.4.1 Clarification of Objectives

A clarification of objectives is necessary in ordermrovide a basis for
the division of work and grouping of duties intobsunits. The

objectives for these sub-units must be relatechéo dbjectives of the
organisation as a whole in order that an apprapmpattern of structure
can be established.

According to Mullins (2000), clearly stated and et objectives will
provide a framework for the design of structure] arsuitable pattern of
organisation to achieve those objectives. Theraatfithe organisation
and its strategy will indicate the most appropriatganisational levels
for different functions and activities, and the nf@l relationships
between them. Clearly defined objectives will higlpilitate systems of
communication between different parts of the orgaton and the
extent of decentralisation and delegation. The &rstructure should
help make possible the attainment of objectivasshould assist in the
performance of the essential functions of the asggion and the major
activities which it needs to undertake.

3.4.2 Clarification of Tasks

According to Woodward (1980), taskse the basic activities of the
organisation which are related to the actual cotigpieof the productive

process and directed towards specific and definableé results. To
ensure the efficient achievement of overall obyssi of the

organisation, the results of the task functionstrbescoordinated.
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There are four essential functions that the orgdiois must perform
such as follows.

0] The goods or service must be developed.

(i)  Something of value must be created. In the casheobusiness
organisation, this might be the production or mantifre of a
product; in the case of the public sector orgamsatthe
provision of a service.

(i)  The product or services must be marketed. They niest
distributed or made available to those who arestothem.

(iv)  Finance is needed in order to make available theurees used
in the development, creation and distribution & firoducts or
services provided.

There are other activities of the organisationlecaklement functions
which are not directed towards specific and defimadénds but are
supportive of the task functions and an intrinsct pf the management
process. These include personnel, planning, mamnagfe services,
public relations, quality control and maintenarnoeother organisations,
noticeably in service industries, personnel cansken as closely
associated with a task function. But in the m#&joof organisations, the
personnel function does not normally have any tiaecountability for
the performance of a specific end-task.

These two kinds of functions, task and elemenfedih a number of
ways and these differences have important impboati for an
organisation. Failure to distinguish between the types of functions
can lead to confusion in the planning of structamd in the relationship
between members of the organisation.

According to Woodward, for example, activities cemed with raising
funds for the business, keeping accounts and detation of financial
policy are task functions. But management accagnttoncerned with
prediction and control of production administratiols an element
function, and is primarily a servicing and suppgtone.

Relationships between the accountants and otherageas seemed
better when the two functions were organisationséiparated. This is
the case especially in divisionalised organisatidmen each product
division has its accounting staff providing line magers with the
necessary information to control their own departtse
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3.4.3 The Division of Work

According to Mullins (2000), work has to be dividemong its

members and different jobs related to each othehinvithe formal

structure of an organisation. The division of wakd the grouping
together of people should, wherever possible, barosed by reference
to some common characteristic which forms a loglicdd between the
activities involved. It is necessary to maintairbaance between an
emphasis on subject matter or function at higherelte of the

organisation, and specialisation and concern faif st the operational
level.

Work can be divided, and activities linked togetlera variety of
different ways such as follows.

) Major Purpose or Function

The most commonly used basis for grouping actwitge according to
specialisation, the use of the same set of ressuroe the shared
expertise of members of staff. It is a matter facidion in each
organisation as to which activities are importamiieggh to be organised
into separate functions, departments or sections.

1)) Product or Service

In division by product or service as shown in thgufe below, the
contributions of different specialists are integrhinto separate, semi-
autonomous units with collective responsibility formajor part of the
business process or for a complete cycle of wditkis form of grouping
is more common in the larger diversified organmadiand may be used
as a means of sub-dividing departments into sextion

A good example is the bringing together of all\atigs concerned with
a particular production line, product or servicA difference is in a
hospital where medical and support staff memberggawsuped together
in different units dealing with particular treatm®rsuch as accidents
and emergency, medical and surgery. The danglaiswith grouping
by product or service, there is a danger that thisidns may attempt to
become too autonomous, presenting management wploldem of
coordination and control.

lif)  Location
In division by location, as shown in Fig. 3.13.ffelient services are
provided by area or geographical boundaries acegrdo particular
needs or demands, the convenience of consumerdproease of
administration.

176



MBA 820 MODULE 3

Examples are the provision of local authority seesifor people living
in a particular locality; the sitting of hospitats post offices; the
provision of technical or further agricultural edtion in industrial or
rural areas; sales territories for business firmsthe grouping of a
number of retail shops under an area manager. h&natxample is
provided by organisations with multi-site workingdathe grouping of a
range of similar activities or functions locatedether on one site.

One problem with grouping by location is difficulity the definition of
the geographical boundaries and the most apprepsiae for a given
area. The improvement in  communications, partitylar
telecommunications, tends, however, to reduce theoitance of
location. For example, administrative staff maylaoger need to be
located within the main production unit.

Managing Director

Personnel

Research and Production (P) Marketing (M) Finance (F)

development
(R&D)

[ [ |
Product : Product 2 Product 3

Fig. 3.13:  Division of Work by Major Purpose or Function

Managing Director

Personne

I I
|

|
| | —
(o] [3 [w] [ [Reo] [7] (] (€] [men] (4[]

Fig. 3.14:  Division of Work by Product or Service
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Managing Director

Personn
' |
Area A AreaB AreaC
| | [ ] | | [ ] | | ]
R&D P P P R&D P P P R&D P P P

Fig. 3.15:  Division of Work by Location

Legend:

R&D:- Research and Development
P: - Product

M: - Marketing

F: - Finance

V) Nature of the Work Performed

Division may be according to the nature of the wpetformed where
there are some special common features of the vsoi) as: the need
for speedy decisions, accuracy, confidentialitydsiég, or where local
conditions require first-hand knowledge not immeésla available
elsewhere. Another example may be the groupingthay of pieces of
equipment or machinery which are noisy or whichdpice dust, fumes
or unpleasant odours.

V) Common Time Scales

Division may be according to time scales, for exnghift working
and the extent to which different tasks should haeutaken by different
shifts. In a further education college, there rhayseparate departments
or groupings to deal with the different needs dfi-fime day students
and part-time evening students. Another examplactifities grouped
according to time is in a hotel.

Activities in the kitchen tend to be short termp@sally when guests in
the restaurant are waiting to be served, and aerafglifferent tasks
have to be coordinated very quickly. Other actgti for example,
market research and forecasting future room ocaypare longer-term
decisions, and subject to different organisatisaguirements.

vi)  Common Processes

When common processes are used in a range ofefiffactivities, this
may be used as the basis of division. This metiatouping is similar
to the division by nature of the work, but includésr example, the
decision whether to establish a centralised resowentre for all
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departments of the organisation or to allow eaghadenent to have its
own service.

In the manufacturing industries, a range of proslmeay pass through a
common production facility or configuration of maaés which may be

grouped together in a single unit: for example, ach production

engineering firm having departments based on Ilkikssor methods of

operation. Services using expensive equipment @shmainframe

computers may need to be grouped together in this far reasons of
efficiency and economy.

vii)  Staff Employed

The allocation of duties and responsibilities magy &ccording to
experience, or where a particular technical skilspecial qualification
is required: for example, the division of work been surgeons, doctors
and nurses; or between barristers, solicitors aghll executives.
Another good example is the sharing of routine waricesses among
members of a supervised group. In smaller orgdarss the allocation
of work may be on aad hoc, personal basis according to the knowledge
and skills contributed by individuals. Work mays@lbe planned
deliberately to give a variety of tasks and respmlitses to provide
improved job satisfaction or to assist in the tiragnof staff.

viii)  Customer to be Served

Separate groups may be established to deal witkreift consumer
requirements: for example, the division betweenddraor retall
customers, or between home or export sales. Ipitads there are
different groupings dealing with, for example, pats in the
gynecology, and children’s wards. In large clotBkeps, there may be
separate departments for men’s, women’s and chilothing.

Another example is the provision of canteen sesviadich may be
grouped by customers’ demands according to pracgge or standard of
meals available, speed of service; or type of euets. This gives rise
to separate facilities; for instance, directorsiidg room, staff dining

room, and separation of students’ dining room fri@cturers’ dining

room in educational establishments.

These different ways of dividing work can be conginn various forms
most suitable for organisations in terms of th&ope of operations.
Some activities might be grouped according to oeéhod and the other
according to operational activities.
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Decisions on the methods of grouping will includasiderations of:
the need for coordination,

the identification of clearly defined divisions wbrk,

economy,

the process of managing the activities,

avoiding conflict, and

the design of work organisation which takes accafitihe nature
of staff employed, their interests and job satisfac

The management team must decide upon the mostisagri factors
which will determine the methods for division of tkaand linking of
activities appropriate to the changing circumstangghin the particular
organisation.

SELF-ASSESSMENT EXERCISE

Mention and explain the various ways through whogerations of an
organisation can be organised.

3.5 Forms of Relationship in Work Organisation

Some formal relationships between individual possi will arise from
the defined pattern of responsibilities in any oigational structure.
These individual authority relationships may beniifeed as line,
functional, staff or lateral.

The design of organisational structure in termshef principle of line,
functional, staff or lateral, determines the pattef role relationships
and interactions with other roles, discussed imae unit.

(i) Line Relationships

In line relationships, authority flows verticallyo@n through the
structure, for example, from the managing diretbomanagers, section
leaders, supervisors and other staff. There isirectdrelationship
between superior and subordinate, with each subateliresponsible to
only one person. Line relationships are associati¢ld functional or
departmental division of work and organisationalntcol. Line
managers have authority and responsibility fomadkters and activities
within their own departments.

(i)  Functional Relationships

Functional relationships apply to the relationshigtween people in
specialist or advisory positions, and line managensd their
subordinates. The specialist offers a common seryiroughout all the
departments of the organisation, but has no dmathority over those
who make use of the service. There is only arre@atiirelationship.
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For example, the personnel manager has no authewdy staff in other
departments — this is the responsibility of the Imanager. But, as the
position and role of the personnel manager woulde Heeen sanctioned
by top management, other staff might be expecteactept the advice
which is given. The personnel manager, howeveundcbe assigned
some direct, executive authority for certain spedifresponsibilities
such as, for example, health and safety matteugffwout the whole
organisation. Note, however, that specialists, fanctional relationship
with other managers, still have a line relationshigh both their own
superior and their own departmental subordinaté sta

(i)  Staff Relationships

Staff relationships arise from the appointment efspnal assistants to
senior members of staff. Persons in a staff positormally have little
or no direct authority in their own right but act an extension of their
superior and exercise only ‘representative’ autiorrhey often act in a
‘gatekeeper’ role. There is no direct relationshgiween the personal
assistant and other staff except where delegatetthodty and
responsibility have been given for some specifitvdg. In practice,
however, personal assistants often do have sorheemnte over other
staff, especially those in the same departmentauging. This may be
partially because of the close relationship betwberpersonal assistant
and the superior, and partially dependent upon kihewledge and
experience of the assistant, and the strength efatsistant's own
personality.

(iv) Lateral Relationships

Lateral relationships exist between individualdifierent departments

or sections, especially individuals on the sameelleWhese lateral

relationships are based on contact and consultatidnare necessary to
maintain coordination and effective organisatigueformance. Lateral

relationships may be specified formally, but in qiige, they depend

upon the cooperation of staff and in effect arenfidrmal relationship.

SELF-ASSESSMENT EXERCISE

Mention and explain different forms of relationsimporganisation.

3.6  Types of Organisational Structure

1. Line and Staff Organisation

An area of management which causes particularcdlitfi is the concept
of line and staff. As organisations develop iresand work becomes
more complex, the range of activities and functiamslertaken are

bound to increase. People with specialist knowledgee to be
integrated into the managerial structure. Line atadf organisation is
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concerned with different functions which are to bedertaken. It
provides a means of making full use of specialigtie maintaining the
concept of line authority. It creates a type ddrmal matrix structure.

According to Mullins (2000), the concept of linedastaff relationships
presents a number of difficulties. With the incieg complexity of
organisations and the rise of specialist servidtebecomes harder to
distinguish clearly between what is directly essénod the operation of
the organisation, and what might be regarded omslyaa auxiliary
function. The distinction between a line managet a staff manager is
not absolute. There may be a fine division betwesdfering
professional advice and the giving of instructions.

Friction inevitably seems to occur between line ataff managers.

Neither side may fully understand nor appreciagephirpose and role of
the other. Staff managers are often criticised tomecessary
interference in the work of the line manager andbiing out of touch

with practical realities. Line managers may féwslttthe staff managers
have an easier and less demanding job becausehthay no direct

responsibility for producing a product or providiagservice for the

customer, and are free from day-to-day operatiprablems.

Furthermore, staff managers may feel that their alfficulties and
work problems are not appreciated fully by the lmanager. Staff
managers often complain about resistance to themats to provide
assistance and coordination, and the unnecessargandts for
departmental independence by line managers. A msgarce of
difficulty is to persuade line managers to acceptd act upon, the
advice and recommendations which are offered.

Personal Secretary Owner — Manager
vy -

|

Employees

Fig. 3.16: Line and Staff Structure
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2 Functional Organisation

Under this structure, the division of work and tireuping together of
people are organised by reference to some commamacieristic which

forms a logical link between the activities invalveThis emphasises
functions of the organisational operations as welspecialisation.

The most commonly used bases for grouping actsvaiee according to

functions which are: specialisation, the use ofgame set of resources,
and the shared expertise of members of staff. dt nsatter for decision

in each organisation as to which activities aredartgmt enough to be

organised into separate functions, departmentsairons. Work may be

departmentalised and based on differentiation betwask and element
functions.

The essential advantages of functional structugeaarfollows.
(1) Effective delegation of day-to-day operational flmrs.
(i)  Enables top management to focus on strategic desisi

(i)  Efficient allocation of work through specialisatioror
organisational technology.

(iv) Improved development of future managers’ functiomgbertise,
and distinctive competence.

(v)  Permits centralised control of strategic decisiang results.

(vi)  Maintains power and prestige of major functiongcessses and
equipment;

(vii) Furnishes a logical reflection of organisationahdtions for
implementing strategy.

(viii)  Very well suited for structuring a single business.

(ix) Conducive for exploiting learning/experience curedfects
associated with functional specialisation;

(xX)  Good for social, political and economic projecEor instance, in
social ceremonies, people are grouped around theepses of
food making, canopy arrangement, supply of musiclew
recordings, servers, bottle collection, supplyight / electricity
etc.
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The obvious disadvantages of functional structueeas follows.

() Functional walls create difficulty in coordinatioof different
functions to achieve overall results.

(i)  Specialists with very narrow skills are createdtenfat the
expense of the overall benefit of the organisatidinis is over-
specialisation.

(i) It often generates inter-functional conflicts, tryaand empire-
building e.g. functional line versus staff confiict

(iv)  Limits internal development of general managers.
(v)  Makes economic growth of company as a system dlffic

(vi) Creates problems of communication and control withnd
across functions, inter-functional decision-makgifficult.

(vii)  Forces responsibility for profit to the top only.

(viii) May create uneconomical small units or underutilisa of
specialised facilities, manpower and capacities.

(ix)  Functional experiences often create resistance hange
(Paradigm paralysis);

(x)  Functional myopia is always anti-entrepreneurshignti-
creativity, anti-innovation and anti-restructuring activity-cost
chain;

(xiy May lead to group sabotage, functional make-beégé-service,
and dereliction of duty, functional promotion oretlvasis of
seniority to a level of incompetence, functional mpmosity,
functional subterfuge and shameless profligacy.
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Chief Executive

Staffing functions e.qg. Staff functions e.g.
auditing, public relations legal
Personnel Production Marketing Finance

Fig. 3.17:  Functional Structure

3. Project Organisation

The division of work and methods of grouping ddsedi earlier tend to
be relatively permanent forms of structure. Witk growth in newer,
complex and technologically advanced systems,std@ome necessary
for organisations to adapt traditional structuresorder to provide
greater integration of a wide range of functiorzhaties.

In recent years, greater attention has been githearefore, to more
flexible forms of structure and the creation of mgs based on
project teams and matrix organisation. Memberstaff from different
departments or sections are assigned to the teatmdoduration of a
particular project.

Therefore, a project organisation may be set up ssparate unit on a
temporary basis for the attainment of a partictdak. When this task is
completed, the project team is disbanded or membktbe unit are
reassigned to a new task. Project teams may liefospeople working
together on a common task or to coordinate worla @pecific project
such as the design and development, productiontestthg of a new
product; or the design and implementation of a ngystem or
procedure.

For example, project teams have been used in malitgargn systems,

aeronautics and space programmes. A project teanoie likely to be

effective when it has a clear objective, a wellhged task, and a definite
end-result to be achieved, and the compositionhefteam is chosen
with care.
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4. Matrix Organisation
The matrix organisation consists of the followiragbination of:

(1) functional departments which provide a stable bdee
specialised activities and a permanent locationni@mbers of
staff; and

(i)  units that integrate various activities of differefunctional
departments on a project team, product, progrargewgraphical
or systems basis. For example, the universityesyss run on
the basis of a matrix structure; where the acadstaiif members
do not restrict themselves to only their departmemtd faculties
but lecture in many departments and faculties sanebusly.

A matrix structure might be adopted in a university college with
grouping both by common subject specialism, andaggociation with
particular courses or programmes of study. SeelRig below.

Therefore, the matrix organisation establishesi@ @r matrix, with a
two-way flow of authority and responsibility. Onethbasis of the
functional departments, authority and responsybilitow vertically
down the line, but the authority and responsibilidy the project
manager flow horizontally across the organisationcsure

Managing Director

Research and Purchasing Production Quality
Development Control

Project
Manager

Project
Manager

Project
Manager | v v v v

Fig. 3.18: A Matrix Structure
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Reasons for the use of a matrix structure inclhéefallowing.

(1) More than one critical orientation to the operasioof the
organisation
For example, an insurance company that has to mespo
simultaneously to both functional differentiatianch as life, fire,
marine, motor, and to different geographical areas.

(i) A need to process simultaneously large amountsfofmation.
For example, a local authority social services depant seeking
help for an individual will need to know where to ¢or help
from outside agencies such as police, priest, canitsneelations
officer; and at the same time whom to contact frorernal
resources within the organisation such as the @pjate social
worker, health visitor or housing officer.

(i)  The need for sharing of resources.
This could only be justified on a total organisatibbasis such
as the occasional or part-time use by individuglagements of
specialist staff or services.

Matrix organisation offers the advantages of fldiiy greater security
and control of project information, and opportusti for staff
development. Nevertheless, there are difficultiesoaiated with matrix
structure. Developing an effective matrix organ@at however, takes
time, and a willingness to learn new roles and & which means
that matrix structures are often difficult for mgeanent to implement
effectively.

There may be a limited number of staff reportingedlily to the project
manager with extra staff assigned as required pardieental managers.
This may result in a feeling of ambiguity. Stafaynbe reluctant to
accept constant change and prefer the organisatiadility from
membership of their own functional grouping.

Matrix organisation can result in a more complexigure. By using
two methods of grouping, it sacrifices the unityammand and can
cause problems of coordination.

There may be a problem of defining the extent efgihoject manager’s
authority over staff from other departments andaihing the support of
the functional managers. Functional groups may tendeglect their
normal duties and responsibilities.

According to Bartlett and Ghoshal (1990), matrmustures have proved
all but unmanageable. Dual reporting leads to loxirdind confusion,
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the proliferation of channels of communication t¢esainformational
log-jams, and overlapping responsibilities resutt & loss of
accountability.

5. Strategic Business Units

Some firms encounter difficulty in controlling thelivisional operations
as the diversity, size, and number of these urutticue to increase.
Corporate management may encounter difficulty iralesting and
controlling its numerous, often multi-industry dilons. Under these
conditions, it may become necessary to add anolager of
management to improve strategy implementation, pteraynergy, and
gain greater control over the diverse businessasts. This can be
accomplished by grouping various divisions (or paftsome divisions)
in terms of common strategic elements. These groegmmonly called
strategic business units (SBUs), are usually siredi; based on the
independent product/market segments served byrths. f

The advantages of strategic business unit strueg@r@s follows.

1. Forces coordination and necessary authority down the
appropriate level for rapid response.

2. Places strategy development and implementation losec
proximity to the divisions’ unique environment;

3. Frees chief executive officer for broader strategliecision

making.

Retains functional specialisation with each divisio

Good training ground for strategic managers.

Furnishes a strategically relevant technique ofaniging large

number of different business units.

7. Permits strategic planning to take place at thetrappropriate
levels within the total enterprise (corporate andibess levels).

8. Allows the task of strategic evaluation by top ngera to be
more objective and more effective.

9. Improves coordination between divisions with simidrategic
concerns and product/market environments.

10. Permits efficient allocation of corporate resourtesareas with
greatest growth opportunities.

11. Facilitates the coordination of related activitieshin a strategic
business unit, thereby helping to acquire the henef strategic
fits in the strategic business unit.

12. Promotes strong cohesiveness among the variousatsi of the
strategic business units.

13. Focuses accountability to distinct business units.

o0k
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The disadvantages of strategic business unit streieire as follows.

1.
2.
3

ok

10.

11.

12.

Problem with the extent of authority given to digis managers.
Potential for policy inconsistencies between dossi.

Problem of arriving at a method to distribute caogte overhead
cost that is acceptable to different division maagwith profit
responsibility.

Dysfunctional competition for corporate resources/nmcrease.
Adds another layer of management between the dngsiand
corporate management.

The role of the group vice president can sometibeedifficult to
define.

Presents difficulty in defining the degree of aumy for the
group vice presidents and divisional managers.

Strategic business units may grow to a large nusnt&at may
compromise efficient and effective management.

Strategic business units can still be myopic inrichg their
future direction.

Unless the strategic business units head is stnolhed, very
insignificant strategy coordination is likely to g across
business units in the strategic business unit.

Performance recognition is blurred. Credit foastgic business
unit's performance tends to go to corporate chigécative
officer, then to divisional head and last to greuge president.
When the basis of grouping a strategic businessisitiased on
factors other than the nitty-gritty of strategy mtination, then
the groupings lose real strategic significance.
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Chief Executive

Officer
Vice President Vice President
(Administrative Services (Operating Services)
Group Vice Group Vice
President, SBU 1 Group Vice President, SBU 3

President, SBU 2

1 2 3 4 5 6 7 8
Fig. 3.19:  SBU Organisational Structure

The numbers above, as shown on the diagram, suthZa®tc represent
divisions of the company.

3.7 Common Features of Work Organisations

A basic aim for the study of organisations is talicate both the
common features of organisations and the mainngdjsishing features
between different types of organisations. It pdegi a useful framework
for the comparative study of organisations.

Some of these common features to organisationasatiéscussed below.

1. Organisational Sub-Systems

The transformation or conversion of inputs intopui$ is a common
feature of all organisations. Within the organisat{system) as a whole,
each of the different transformation or conversiaativities may
themselves be viewed as separate sub-systems laith dwn input-
conversion-output process interrelated to, andacteng with, the other
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sub-systems. The analysis of an organisation cpelthaps be based
upon the departmental structure as sub-systems.

The important point is the interrelationships amsbrdination of sub-

systems in terms of the effectiveness of the osgdion as an integrated
whole. The interrelationship and interdependencéhefdifferent parts

of the system raise the question of the identificatof these sub-

systems.

The boundaries are drawn at the discretion of theeer and sub-
systems are identified according to the area ustety. These sub-
systems may be identified, therefore, in a numidedifferent ways,
although there is a degree of similarity amongatternative models.

2. Socio-Technical System

According to Mullins (2000), the socio-technicals®m is concerned
with the transformation or conversion process fifsthle relationships
between technical efficiency and social considerstiand the effect on
people.

Researchers observed that new methods of work drahges in
technology disrupted the social groupings of waskeand therefore,
brought about undesirable changes to the psychm@bgnd sociological
properties of the old method of working. As a tegbhe new method of
work could be less efficient than it could have rbe#espite the
introduction of new technology.

The recommendation calls for a socio-technical @pgh in which an
appropriate social system could be developed ipikgewith the new
technical system. It has been observed that threr¢heee sub-systems
common to any organisation such as:

o thetechnologicalsub-system,
. the sub-system dbrmal role structure, and
. the sub-system ondividual members’ feelings or sentiments

Another form of analysis results in seeing the org@tion as an open,
socio-technical system with five major sub-systesnsh as follows.

. Goals and values— the accomplishment of certain goals
determined by the broader system and in conformitii social
requirements.

. Technical — the knowledge required for the performance dédas
and the techniques and technology involved.

191



MBA 820 CORPORATE MANAGEMENT STRATEGY

. Psychological— the interactions of individuals and groups, and
behaviour of people in the organisation.

= Structure — the division and coordination of tasks, and fdrma
relationships between the technical and psycholosidb-
systems.

. Managerial — covering the whole organisation and its
relationship to the environment, setting goalsnpiag, structure
and control.

An alternative model is suggested by Hersey andhdblard, who
identify four main interrelated sub-systems.

o Human / social focuses on the needs and motivations of
members of the organisation and styles of leadershi

o Administrative / structural focuses on authority and
responsibility, and the structure within the orgaion.

o Informational / decision-making focuses on key decisions and
informational needs necessary to keep the orgamisat
operational.

o Economic / technologicalfocuses on the work to be undertaken

and its cost-effectiveness related to the goateebrganisation.

Another useful model is that oteavitt who suggests that the
organisation consists of four main elements — taskucture,

information and control and people — which interath one another
and with the external environment.

o Task — involves problem-solving and improving organisaal
performance.

o Structure — refers to patterns of organisation, authority and
responsibility, and communications.

o Information and control — techniques for controlling and
processing information, such as accounting teclasqu

o People- involves attitudes and interpersonal relations.

According to Mullins (2000), from the above anatydiherefore, there
are five main interrelated sub-systems which folm basis for the
analysis of work organisations.

), Task — the goals and objectives of the organisatioaskTis the

nature of inputs and outputs, and the work acésito be carried
out in the transformation or conversion process.
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i) Technology — the manner in which the tasks of the organisatio
are carried out and the nature of work performancéhe
materials, systems and procedures, and equipmeat insthe
transformation or conversion process.

iii)  Structure — patterns of organisation, lines of authority;nial
relationships and channels of communication amoegnbers.
Structure is the division of work and coordinatiohtasks by
which the series of activities are carried out.

iv) People — the nature of the members undertaking the sefies
activities: such as their attitudes, skills andiladtes, needs and
expectations, interpersonal relations and pattefnbehaviour,
group functioning and behaviour, informal organmatand
styles of leadership.

V) Management— coordination of task, technology, structure and
people, and policies and procedures for the exacudi work.
Corporate strategy dictates the direction of thiviéies of the
organisation as a whole and its interactions with external
environment.

The attention given to organisational sub-systems be related to
developments in management thinking and organisatibehaviour.
The classical approach emphasised the structuihltlaa managerial
sub-systems and the development of general prescipl organisation.

The human relations approach emphasised the p®gibal and
sociological aspects and gave attention to the rtapoe of people in
the organisation and such factors as the sociallsheé individuals,
motivation and group behaviour. The systems appro&mcuses
attention on the organisation as a whole, as adechnical system, and
considers the interrelationships between the diffeisub-systems and
the importance of environmental influences. Thetiogency approach
concentrates on situational factors as determinaingdternative forms
of organisation and management.

3. Interaction between Organisation and Environmenh

An open systems approach is an attempt to viewotbanisation as a
purposeful, unified whole in continual interactiamth its external
environment. The organisation (system) is compasfied number of
interrelated parts (sub-systems). Any one parthef organisation’s
activities affects other parts.

Managers cannot afford to take a narrow, blinketied.. They need to
adopt a broader view of the organisation’s acteiti Managers should

193



MBA 820 CORPORATE MANAGEMENT STRATEGY

recognise the interrelationships between variousviaes and the
effects that their actions and decisions have bardactivities.

Using the above framework of five main interrelasedb-systems — task,
technology, structure, people, and managementwda® a useful basis
for the analysis of organisational performance eifectiveness.

ENVIRONMENT ENVIRONMENT

Series of activities
Transformation or conversion process
Interrelated sub-systems

A socio-technical approach

v
Task

Ter:hnnlnm| | Manaaemen ’—{ Striictire

People

Fig. 3.20:  Organisational Sub-Systems

Task - the nature of the work activities to be carred

Technology - the manner in which activities are carried out

Structure - patterns of organisation and formal relationships
within which activities are carried out

People - the nature of members undertaking the activities

Management effective coordination of the sub-systems and

direction of activities of the organisation as a
unified whole.

The manager must realise that in order to improvgamsational
effectiveness, attention should be focused ondta work organisation
and on the interrelationships between the variabdsch affect
organisational performance. The organisation & biewed as an open
system and studied in terms of the interactionsvéen technical and
social considerations, and environmental influend8hanges in part of
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the system will affect other parts and thus the letwmganisation. The
open systems approach provides a perspective ichwbicompare and
contrast different types of organisations and thegthods of operation.

4. Situational Organisation

The analysis of organisational effectiveness reguam understanding of
relationships within the organisation’s structutiee interrelated sub-
systems and the nature of its external environment.

Irrespective of the identification of sub-systeitig nature and scale of
the series of activities involved in converting ug to outputs will
differ from one organisation to another in termgshe interrelationships
between technology, structure, methods of operatod the nature of
environmental influences. Contingency models ofargation highlight
these interrelationships and provide a further ipdssmeans of
differentiation between alternative forms of orgation and
management.

The contingency approach takes the view that tiereo one best,
universal form of organisation. There are situadloriactors that
influence organisational performance. Contingemogels can be seen
as an if-then’ form of relationship. If certain situational factors exist,
then certain organisational and managerial variableg anost
appropriate. Managers can utilise these modatsnapare the structure
and functioning of their own organisation (Mullir)00).

3.8 Problems of Work Organisation

As observed by Mullins (2000), the important poisitnot so much
whether competing sub-groups and conflicts are seennevitable
consequences of organisation structure, but hovilictsn when found
to exist within the structure, are handled and rgada

There are many potential sources of conflicts mgisirom structure,
which include the following.

1. Differences in perception

Individuals see things in different ways. Theytalve their own, unique
picture or image of how they see the ‘real’ worldifferences in
perception result in different people attachingedd#nt meanings to the
same stimuli. As perceptions become a person’gyeehlue judgments
can be a potential major source of conflict.

2. Limited resources
Most organisational resources are limited, andviddials and groups
have to fight for their shares; for example, attthee of the allocation of
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the next year’s budget or when cutbacks have tmaée. Usually, the
greater the limitation of resources, the greateemital for conflicts. In
an organisation with reducing profits or revenut®e potential for
conflict is likely to be intensified.

3. Departmentalisation and specialisation

Most work organisations are divided into separagpatitments with
specialised functions. Because of familiarity witle manner in which
they undertake their activities, departments tentutn inwards and to
concentrate on the achievement of their own pdaticgoals. When
departments need to cooperate with each othee ther frequent source
of conflict.

Differing goals and internal environments of depmmts are also
potential sources of conflicts. For example, @aesh and development
department is more likely to be concerned with ltreg-run view and,

confronted with pressures for new ideas and pragluchnovation, the

department is likely to operate in a dynamic enwinent and with an

organic structure. A production department, howevwe concerned

more with short term problems such as quality @nand meeting

delivery dates. The department tends to operat@a imore stable

environment and with a bureaucratic structure.

4. The nature of work activities

Where the task of one person is dependent upomwdtik of others,

there is potential for conflict; for example, ifveorker is expected to
complete the assembly of a given number of compsnena week but
the person forwarding the part-assembled comportker@s not supply a
sufficient number on time. If reward and punishmeystems are
perceived to be based on keeping up with performédenels, then the
potential for conflict is even greater.

In sequential interdependence, where the work dadepartment is
dependent upon the output of another departmenmisia situation could
arise, especially if this situation is coupled wiitmited resources; for
example, where the activities of a department, Wwhiadget has been
reduced below what is believed necessary to run dbepartment
efficiently are interdependent with those of anottepartment, which
appears to have received a more generous budgeatatin.

5. Role conflict

A role is the expected pattern of behaviours assedi with members
occupying a particular position within the struetwf the organisation.
In practice, the manner in which people actualljyabe may not be
consistent with their expected pattern of behavioBroblems of role
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incompatibility and role ambiguity arise from inagate or
inappropriate role definition and can be a sigaifitsource of conflict.

6. Inequitable treatment

Unjust treatment such as in the operation of persbipolicies and
practices, or in reward and punishment systems]ezhto tension and
conflict. For example, according to the equityaityeof motivation, the
perception of inequity will motivate a person tdeaaction to restore
equity, including changes to inputs or outputs,tlmough acting on
others.

7. Violation of territory

People tend to become attached to their own ‘teyfitwithin work
organisations; for example, to their own area ofkwor kinds of clients
to be dealt with; or to their own room, chair ockiag space. Jealousy
may arise over other people’s territory; for exampsize of room,
company car, allocation of a secretary or othekgpehrough access to
information, or through membership of groups. rasger walking into
a place of work can create an immediate feelinguspicion or even
resentment because people do not usually liker'tteeritory entered by
someone they do not know, and whose motives afeaptp unclear to
them.

Mullins (2000), observes that ownership of tergtonay be conferred
formally, for example, by organisation charts, jdlescriptions or
management decisions. It may be established threugcedures, for
example, circulation lists or membership of comea#t. Or it may arise
informally, for example through group norms, tramht or perceived
status symbols. The place where people chooseett tan have a
possible, significant symbolic value.

The relevant strategies for managing conflicts irgisfrom work
organisation include the followings.

)] Clarification of goals and objectives

The clarification and continued refinement of goahsl objectives, role
definitions and performance standards will help tavoid
misunderstandings and conflicts. Focusing attentio super ordinate
goals that are shared by the parties in conflicy rhalp to diffuse
hostility and lead to more cooperative behaviour.

i) Resource distribution

It may not always be possible for managers to semetheir allocated
share of resources, but they may be able to usgim@on and initiative

to help overcome conflict situations; for exampigking a special case
to higher management; flexibility in virement heagh of the budget;
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delaying staff appointments in one area to prouaee money to
another area.

iii)  Personnel policies and procedures

Careful and detailed attention to just and equigidrsonnel policies
and procedures may help to reduce areas of configamples are: job
analysis, recruitment and selection, job evaluatsystems of reward
and punishment; appeals, grievance and disciplinargcedures;
arbitration and mediation; recognition of tradeams and their officials.

V) Non-Monetary rewards

Where financial resources are limited, it may begtae to pay greater
attention to non-monetary rewards. Examples ake design, more
interesting, challenging or responsible work, iased delegation or
empowerment, flexible working hours, attendance caurses or
conferences, unofficial perks or more relaxed wagktonditions.

V) Development of interpersonal/group process skd

This may help to encourage a better understandingne’s own

behaviour, the other person’s point of view, comroation processes
and problem-solving. It may also encourage pedtplevork through

conflict situations in a constructive manner.

vi)  Group activities

Attention to the composition of groups and to fastehich affect group
cohesiveness may reduce dysfunctional conflict. r@pping group

membership with a ‘linking-pin’ process, and theetal selection of

project teams or task forces for problems affectimgge than one group,
may also be beneficial.

vii)  Leadership and management

A more participative and supportive style of leatigy and managerial
behaviour is likely to assist in conflict managemefor example,

showing an attitude of respect and trust, encoogagiersonal self-
development and creating a work environment in Whstaff can work

cooperatively together. A participative approach leéadership and
management may also help to create greater emptmyamitment.

viii)  Organisational processes

Conflict situations may be reduced by attentiorstich features as: the
nature of the authority structure, work organigatigoatterns of
communication and sharing of information, democrdtinctioning of
the organisation, unnecessary adherence to buegmuprocedures, and
official rules and regulations.
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iX)  Socio-technical approach

Viewing the organisation as a socio-technical swysten which

psychological and social factors are developecegpikng with structural
and technical requirements, will help in reduciygfdnctional conflict.

4.0 CONCLUSION

The unit has exposed you to the fact that organisait structure relates
to pattern of relationships along positions in ¢tinganisation and among
members of the organisation, which defines tasld rasponsibilities,
work roles and relationships and channels of comoation among
organisational members.

You have understood that essential factors are abrmiaken into
consideration in designing organisational structlifeere are different
types of structure and relationship in an orgarosat

5.0 SUMMARY

In this study unit, the following topics have bestensively examined:

o The meaning and nature of the organisational stragtthat
structure defines positions and responsibilitiegnnorganisation
and that it keeps on changing.

o The levels of organisation structure such as teahni
management, and community levels.

. Dimensions of people — organisation relationshipchsias
clarification of objectives, clarification of taskand division of
work.

. Forms of relationship in organisation in areas iok,| staff,
function and lateral relationships.

o Types of organisational structure like line andfstanctional,
project and matrix organisations.

o Common features of organisations such as orgamisdtisub-

systems, socio-technical system, interaction betweabe
organisation and the environment, and organisdtsingtions.

o Influence of technology on organisation in areavethaviour of
people, organisational climate, conditions of warkprmation
technology, and work design.

o Problems of work organisation such as differenogserception,
limited resources, specialisation, nature of wade conflict,
and violation of territory.

6.0 TUTOR-MARKED ASSIGNMENT

Mention and discuss the forms of relationship iroeganisation.
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1.0 INTRODUCTION

The advent of technology has great impact on thgswausiness
organisations carry out their operations. The mod®Erporate entities
cannot operate with a defined involvement of tedbapp in one form or
the other. This is because technology affects veatking, production
methods, systems and procedures, and all otherrysumgkrational
activities in a given business organisation. Theesftechnology does
influence the structural disposition of a businesterprise.

The structure adopted by a business enterpriséeisted by the chosen
strategy of the enterprise. Hence, it is observhdt tthe best
organisational structure is dependent on the osg#ional strategy of
the firm. The structural design normally intricgteles together key
activities and resources of the firm. Thereforeghsstructural design
must be closely aligned with the demands of tha'érstrategy.

In this study unit, therefore, the discussion istloa influence of both
technology and strategy on the organisational stracbeing adopted
and used by a business enterprise.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

discuss impacts of technology on organisation
explain organisational structure

describe levels of organisational structure

discuss dimensions of people-organisation relaligns
explain forms of relationship in an organisation
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o describe types of organisational structure
o explain common features of organisations
o analyse problems inherent in work organisation.

3.0 MAIN CONTENT
3.1 Influence of Technology on Organisational Strcture

According to Mullins (2000), the systems and caoggimcy approaches
have drawn attention to the importance of technpliogthe structure,

management and functioning of work organisatioftsis important to

note that the meaning of technology is interprdieahdly to include

both:

. the physical aspects of machines, equipment, psesesnd work
layout (machine technology) involved in the tramsfation or
conversion process, and

o the actual methods, systems and procedures invgkreniviedge
technology) in carrying out the work of the orgatisn and
transforming or converting inputs into outputs.

There is a close interrelationship between the machside of
technology and the specialist knowledge side dirtetogy. The nature
of technology can, therefore, be applied to the lysia of all
organisations.

In a university, for example, the machine side ethnology would
include: blackboards or whiteboards; overhead ptojs; computers;
televisions and video recorders; closed circuigvision; scientific and
engineering equipment and library facilities. Tkmowledge side of
technology would include: lectures, seminars anarials; case studies;
role-playing; practical laboratory work; visitingdturers; project and
assignment work; examinations.

The work processes of a university, and other eouca
establishments, give rise to the specialist study educational
technology. A university will receive inputs ofugents and, through
the process of educational technology, ‘transfaimim and return them
as outputs into the broader society.

1. Technology and the Behaviour of People

According to Mullins, the nature of technology camfluence the
behaviour of people in work organisations in margysvincluding, for
example, the followings.
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" It influences the specific design of each memb@eastern of
work including the nature and variety of activitgsrformed, and
the extent of autonomy and freedom of action.

" It affects the nature of social interactions, feaample, the size
and nature of work groups, the extent of physicabitity and of
contacts with other people. A person working cumiusly on a
single, isolated machine in a mass production fgctall have
very limited social interactions compared with, sayteam of
receptionists in a large conference hotel.

" It can affect role position and the nature of redgar People with
higher levels of specialist technical knowledge argertise such
as engineers or systems analysts tend to recaghehstatus and
pay than machine operators on an assembly line.

. It can impose time dimensions on workers and mayire set
times for attending to operations and a set pacevark; for
example, the mechanical pacing of work on a masdyation
assembly line.

" It can result in distinguishing features of appeaea for
example, the requirement to wear a standard unifam
protective clothing, compared with a personal caodd smart
clothes.

SELF-ASSESSMENT EXERCISE

Describe five ways in which technology can influerthe behaviour of
people in work organisations?

2. Technology and General Climate of Organisation
Technology is a major influence on the general atenof the
organisation and the behaviour of people at work.

The nature of technology is also a potential soofdension and stress
and affects motivation and job satisfaction. Theteyms approach
should serve to remind managers that activitiesaged on the basis of
technical efficiency alone are unlikely to leadbf@timum improvements
in organisational performance. It is important taimtain the balance of
the socio-technical system. Changes to the wogarosation, as a
result of new developments in technology, must @é@ount of human
and social factors as well as technical and econdastiors.
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3. Information Technology

The importance of the effective management of teehrchange has
been highlighted by recent and continuing develagse information
technology. The term ‘information technology’ angted in the
computer industry, but it extends beyond computittg include
telecommunications and office equipment. Advanaestechnical
knowledge, the search for improved economic efficie and
government support for information technology hale prompted a
growing movement towards more automated procedfresrk.

The impact of information technology demands newtepas of work

organisation, especially in relation to administt@tprocedures. It
affects the nature of individual jobs, and the fation and structure of
work groups. There is a movement away from laxgges centralised
organisation to smaller working units. Procesdesoonmunication are
increasingly linked to computer systems with thgidaransmission of
information and immediate access to other natiaralinternational

offices.

Improvements in telecommunications imply that supptaff need no
longer be located within the main ‘production’ uniModern methods of
communication may reduce the need for head offiexcal jobs.

Changes brought by information technology relat¢ht nature of the
management task itself. Information technologyrbédeeavily on the
decision-making processes of the organisation aor@asingly forms an
essential part of management information and catpastrategy.

4. Technology and Conditions of Work

The growth of information technology implies thaidividuals may
work more on their own, from their personal woritsins or even from
their own homes, or work more with machines thathwiher people.
One person may be capable of carrying out a widlege of activities.
There are changes in the nature of supervisioniarttie traditional
hierarchical structure of jobs and responsibilities

Computer-based information and decision supportesys provide an
additional dimension of structural design. Thefeelf choices such as
division of work, individual tasks and responsiiis. The introduction
of information technology undoubtedly transformggngicantly, the
nature of work and employment conditions for staff.

Advances in technical knowledge tend to develop &ster rate with
consideration for related human and social conserpee For example,
fatigue and low morale are two major obstaclehéodfficiency of staff.
Research is now being conducted into possible ndwlzards such as
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eye strain, backache, general fatigue and irritgbfor operators of

visual display units. This concern has promptesdppsals for

recommended working practices for computer opesatofhere has
been a call for regular health checks and eyesagité for operators, and
a 20-minute break every two hours.

5. Technical Change and Human Behaviour

Mullins (2000) observes that failure to match tecahchange to the
concomitant human and social considerations mehas gtaff may
become resentful, suspicious and defensive. Psopegnitive
limitations, and their uncertainties and fears, mesult in a reluctance
to accept change.

The psychological and social implications of teclahichange, such as
information technology and increased automation,stmuaot be

underestimated. New ideas and innovations shooldbe seen by
members of staff as threats.

The manager has to balance the need for adapyalmlitmeeting
opportunities presented by new technology with @amoaphere of
stability and concern for the interests of staffhe manner in which
technical change is introduced into the organisatwll influence
people’s attitudes to work, the behaviour of induals and groups, and
their level of performance.

6. Technology and Work Design

According to Mullins (2000), continued technicaladige is inevitable
and likely to develop at an even greater rate. adeans must be
responsive to such change. Information technolagg automation
create a demanding challenge. The systems nafuogganisations
emphasises the interrelationships among the maoahbles or sub-
systems of the organisation. The implementatioth mwanagement of
technological change need to be related to itscefé@ the task, the
structure and the people.

Managers need to develop working practices basedaroraccurate
understanding of human behaviour and the integratfqeople’s needs
with organisational needs. It is important to avdektructive conflict,
alienating staff including managerial colleaguesgewoking the anger
and opposition of unions. At the same time, iingportant to avoid
incurring increasing costs or a lower level of arigational performance
caused by delays in the successful implementafioilew technology.
What needs to be considered is the impact of teehmhange on the
design of the work organisation, and the attituales behaviour of staff.
It will be necessary for managers and supervismdevelop more agile
skills in organisation. This calls for the effegtimanagement of human
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resources and a style of managerial behaviour winétps to minimise
the problems of technical change. The managementooflict and
organisational change is discussed in detail ierogmits.

3.2 Linking Structure to Strategy

According to Thompson Jr. and Strickland (1987)peital evidence
reveals that the ideal or best organisational sirads dependent on the
strategy of the firm. This is in view of the fabit the structural design
ties together key activities and resources of iime. fTherefore, it must
be closely aligned with the needs or demands ofitimés strategy.

The work of Chandler (1962), represents a landmatkdy in
understanding the choice of structure as a funafastrategy. Chandler
studied 70 large corporations over an extended piered and found a
common strategy-structure sequence which reveal®tlowing:

. choice of a new strategy.

o emergence of administrative problems; decline nigomance.

o a shift to an organisational structure more in Iwéh the
strategy's needs.

o improved profitability and strategy execution.

Thompson Jr. and Strickland (1987), posit that @Garielectric's recent
history supports Chandler's thesis. Operating \iteimple divisional
structure in the late 1950s, GE embarked on a brbeersification

strategy. In the 1960s, GE experienced impressiaessgrowth.

However, GE also experienced administrative diffieg in trying to

control and improve the corresponding lack of iaseein profitability.

In the early 1970s, GE executives redesigned garosational structure
to accommodate the administrative needs of strat@gtimately

choosing the strategic business unit structurd)sesguently improving
profitability of and control over the diversificati strategy.

. Chandler's research and the General Electric exaleall to four
important observations. All forms of organisatiostiucture are
not equally effective in implementing a strategy.

o Structures seem to have a life of their own, paldidy in larger
organisations. As a result, the need for immedatd radical
changes in structure is not immediately percei&atce the need
is perceived, lagging performance may be necesbafpre
politically sensitive structure is changed or ofigaional power
redistributed.

o Sheer growth can make restructuring necessary.
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o As firms diversify into numerous related or unretatproducts
and markets, structural change appears to be edsémie firm
is to perform effectively.

Research findings on corporate stages of developprawide further

understanding of the structure-strategy relatignskfter studying

numerous business firms, researchers concludedctimpanies move
through several stages as size and diversity inered&igure 13-1 is a
synthesis of these stage-of-development theoflé® figure shows that
a firm moves through each stage, size, diversityd @aompetitive

environment change (Thompson Jr. and Stricklan87)L9

Table3.1: Corporate Stages of Development

Stage | Characteristics of the firm Typical structure
l. Simple small businesses. Offering qrig&mple to
product/service or one line pfunction

products/services to a small, distinct local
or regionalised market.

Singular or closely related line oFunctional to
products/services but to a larger ardivisional
sometimes more diverse market geography,

II. channels, or customers.

Expanded but related lines |oDivisional to
V. products/services to diverse, large markethatrix
Diverse, unrelated lines of
products/services to large, diverse marketBivisional to
SBU:s

Source: Thompson, A.A. Jr. and Strickland, A.J. (1987). agdgic
Management: Concepts and Cases. p.137.

The figure above reveals competing effectively #@ferent stages
requires, among other things, different structurdsvertheless, the
choice of structure appears contingent on theegyabf the firm in
terms of size, diversity of the products/servicéfered, and markets
served.

Therefore, the choice of structure must be detexchihy the firm’s
strategy. More so, the structure must segment dativities and/or
strategic operating units to improve efficiencyotlgh specialisation,
response to a competitive environment, and freetoact. At the same
time, the structure must effectively integrate acmbrdinate these
activities and units to accommodate interdependefcactivities and
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overall control. Hence, the choice of structurents strategy in terms
of the firm’s:

(1) size,

(2)  product or service diversity,

(3) competitive environment and volatility,

(4) internal political considerations, and

(5) information or coordination needs for each comptnen

It has been argued that even a change in stratethyits accompanying
alteration of administrative needs, does not leaantimmediate change
in structure. Basically, the research of Chandtet others suggests that
commitment to a structure lingers even when it Hascome
inappropriate for a current strategy. Regardleisshe main reason
responsible, such as inertia, organisational slitior a realistic
assessment of the relative costs of immediate tstalc change,
historical evidence suggests that the existing ctire will be
maintained and not radically redesigned until atetyy’s profitability is
increasingly disproportionate with increasing sales

3.3 Role of Organisational Leadership

According to Mullins (2000), while organisationatgture provides the
overall framework for strategy implementation, & not in itself
sufficient to ensure successful execution. Witthie organisational
structure, individuals, groups, and units are thecmanisms of
organisational action. And the effectiveness efrtlactions is a major
determinant of successful implementation.

In this context, two basic factors encourage orcalisage effective
action — leadership and culture. This section emamthe leadership
dimension as a key element in strategy implememntati

Leadership, while seemingly vague and esoterianigssential element
in effective strategy implementation. Secondly dexghip issues are of
fundamental importance here considering the roldefchief executive
officer (CEO) and the assignment of key managers.

1. Role of the Chief Executive Officer

Mullins (2000), observes that the chief executiVicer is the catalyst
in strategic management. This individual is mdssely identified with

and ultimately accountable for the success ofategy.. In most firms,
particularly larger ones, chief executive officegend much of their
time developing and guiding strategy.
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The nature of the chief executive officer's rolebigsth symbolic and
substantive in strategy implementation. First, cheef executive officer
is a symbol of the new strategy. This individuati@ts and the
perceived seriousness of his or her commitment thhasen strategy,
particularly if the strategy represents a majomgfea exert a significant
influence on the intensity of subordinate manag&snmitment to
implementation.

Second, the firm’s mission, strategy, and key legrgn objectives are
strongly influenced by the personal goals and \aloé¢ its chief
executive officer. To the extent that the chief@xere officer invests
time and personal values in the chosen strategyy lIsbe represents an
important source for clarification, guidance, andjuatment during
implementation.

Major changes in strategy are often preceded arkfyufollowed by a
change in the chief executive officer. The timswggests that different
strategies require different chief executive offscé they are to succeed.

Research has concluded that a successful turnarstrategy “will
require almost without exception either a chang®mnmanagement or a
substantial change in the behaviour of the existirajmagement team”.
Clearly, successful strategy implementation is aiyelinked to the
unique characteristics, orientation, and actionghef chief executive
officer.

2. Assignment of Key Managers

A major concern of top management in implementingstaategy,
particularly if it involves a major change, is thhe right managers are
in the right positions for the new strategy. Of thk tools for ensuring
successful implementation, this is the one CEOs timenfirst.
Confidence in the individuals occupying pivotal ragarial positions is
directly and positively correlated with top-managsexpectations that
a strategy can be successfully executed (Mullif802.

This confidence is based on the answers to twoduonahtal questions

such as the followings.

o Who holds the current leadership positions that especially
critical to strategy execution?

o Do they have the right characteristics to ensua tihe strategy
will be effectively implemented?

The relevant issue is in relation to the charasties that are most
important in this context. According to Mullins @0), it would be
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impossible to specify this precisely, but probatharacteristics include
the followings.

) Ability and education.
1)) Previous track record and experience.
i)  Personality and temperament.

The above considerations, combined with gut feedind top managers’
confidence in the individual, provide the basistfus key decision.

Researchers have been made to match "preferred"agesal
characteristics with different grand strategieseSéhefforts are meant to
capture, for example, the behavioral charactesistippropriate for a
manager responsible for implementing an "invesgrmwn" strategy in
contrast to those for a manager implementing av8di strategy.

Widespread theoretical discussion of this idea rnbstanding, two
recent studies covering a broad sample of compathigesnot find a
single firm that matched managerial characterigticstrategic mission
in a formal manner. Nevertheless, they did findesalfirms addressing
such considerations in an informal, intuitive manfMullins, 2000).

The empirical evidence portrays that for effectiveplementation,

different strategies require different skills. Ntreess, many corporate
executives still avoid too rigid an approach to chatg managerial

characteristics and strategy for reasons suchllasvio

. Exposure to arid experience at managing differeimdsk of
strategies and businesses is viewed as an essaottiglonent of
managerial development.

o Too rigid a differentiation is viewed as much mobkely to result
in some managers being typecast as "good builderd"some
others as "good harvesters,” thereby creating midnal
problems for the latter.

. A '"perfect match" between managerial charactesstand
strategy is viewed as more likely to result in egemmitment
(or) self-fulfilling prophecies.

An important consideration in making key managemaakignments
when implementing strategy is whether to emphasisgent or -
promotable - executives or bring in new personmbls is obviously a
difficult, sensitive, and strategic issue.

While key advantages and disadvantages can bdycta#lined; actual
assignment varies with the situation and the dacignaker. Two
fundamental aspects of the strategic situationngtyo influence the
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managerial assignment decision: (1) the changasregfjto implement
the new strategy and (2) the effectiveness of maganisational
performance.

Advantages of using existing executives to impleinmew strategy are
as follows.

. Already know key people, practices, and conditions.
. Personal qualities better known and understoodsbga@ates.
o Have established relationships with peers, subated#

suppliers, buyers, etc.
o Symbolises organisational commitment to individceleers.

The disadvantages of using existing executives miplament new
strategy are as follows.

o Less adaptable to major strategic changes becdus®wwledge,
attitudes, and values.

o Past commitments may hamper hard decisions requined
executing a new strategy.

. Less ability to become inspired and credibly contley need for
change.

On comparable terms, advantages of bringing inidens to implement
new strategies are as follows.

) Outsiders may already believe in and have tivehe new
strategy.

i) Outsiders are unencumbered by internal commiitis to people.

iii)  Outsiders come to the new assignment with ghtined
commitment and enthusiasm.

iv)  Outsider can send powerful signals throughibwat organisation
that change is expected.

2. The inherent disadvantagesitnging in outsiders to implement
new strategies are as follows.

) Often costly, both in terms of compensation dtehrning-to-
work-together” time.

i) Candidates suitable in all respects (i.e. &xxperience) may not
be available, leading to compromise choices.

211



MBA 820 CORPORATE MANAGEMENT STRATEGY

i)  Uncertainty in selecting the right person.

Iv)  The “morale” costs when an outsider takeslageveral insiders
wanted.

V) There is the likelihood of the outsiders pemfiorg poorly if not
properly guided.

4.0 CONCLUSION

In this study unit, you have discovered that theeadl of technology has
great impact on the ways business organisationsy caut their
operations. Furthermore, the modern corporateienttannot operate
with a defined involvement of technology in onenfoor the other. You
have also learnt that the structure adopted bysinbss enterprise is
affected by the chosen strategy of the enterpflibe.choice of the best
organisational structure is dependent on the osgéiohal strategy of
the firm.

In this unit, you are now aware that the use ohnedtogy is not
sufficient to ensure successful execution of sgnaven within the best

of organisational structure. Hence, the effectigsnef the actions of
organisational subsystems is a function of leadgrsh

50 SUMMARY

In this study unit, you have been exposed to thHeviing topics.

o Influence of technology on organisation structure
o Linking structure to strategy
o Role of organisational leadership

6.0 TUTOR-MARKED ASSIGNMENT

Describe various ways in which organisational ofiena can be
affected by technology.
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1.0 INTRODUCTION

Case studies constitute an integral aspect of thdysof corporate
strategic management. Case studies are in variedsfand may be
presented in a number of different ways. Casedeam brief account of
events in organisational operations, which maydiaad, contrived or a
combination of both. Cases can also be formulatedhgpothetical
situations but portraying the normal business maisl in respect of
environmental upheavals such as changes in thenait®perational
methods, procedures, and processes.

There can be complex and multi-dimensional casesrgymng the
descriptive account of actual situations in thel reeganisational
environment in areas of competitive postures ofusty rivals and
government policy measures. There are other extemmaronmental
variables such as technological changes, and chang®nsumer tastes
and preferences. The present economic meltdowmdrtie world also
poses some operational rethink which calls for sggeng of strategies
with which to cope with its monumental impact.

The preceding study units have been used to disitiesgheoretical

underpinnings of corporate strategic managementhis study unit,

therefore, case study is discussed necessarilnttoduce you to the
practical situations which will require you to malkkge of the concepts
and ideas to which you have been exposed to ircthisse material.
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2.0 OBJECTIVES
At the end of this unit, you should be able to:

explain the concept of case study

discuss the objectives of case study

describe the necessary considerations in casesisaly
analyse the principles of case analysis

analyse any given case about a corporate entity.

3.0 MAIN CONTENT

3.1 Meaning of Case Study

In the opinion of Hill and Jones (2004) case stpdysents an account of
what happened to business organisations over a ewrob years.
Furthermore, it chronicles the events that managave to deal with in
the course of steering the affairs of the busireganisations. To lay
credence to this view, Mullins (2000), posits thase study is basically
problem solving analysis and decision-making esexci

The treatment of cases may require you to workndividual basis or it
may involve group work with your classmates. Inlgsiag cases, you
have to assume the position of either a managethén company
involved or a consultant. This is simply because ywe required to
solve the case as if you are a manager in the coynpa an outside
consultant.

SELF-ASSESSMENT EXERCISE
Explain the term ‘case study’.
3.2  Objectives of Case Study

Mullins (2000) and Hill and Jones (2004) outlinee tHollowing
objectives for a case study.

) It is meant to make you apply the theoretical kremlge to
practical situations.

i) It is meant to provide you with an opportunity demonstrate
analytical  ability, logical reasoning, judgement dan
persuasiveness and skills of communication in tesgntation of
answers.
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ii)

V)

v)

It also provides a means of assessing your perfocenand
ability to apply the knowledge you have gained frahe
theoretical background of corporate strategic manmsmt.

If the case analysis is undertaken as a grouppitigles a means
of assessing both the performance of the groupndsée.

It provides you with experience of organisationedlppems that
you probably have not had the opportunity to exgrere
firsthand.

Case analysis makes you have the opportunity toeajge the
problems faced by many business organisations.

It also exposes you to the application of transférearning
which you should have gained from other areas sascjour own
organisation.

You will be able to evaluate the actions that sonamagers had
taken which backfired that result in the case sitna

By analysing cases, you will be able to improve ryskills of
diagnostic investigation.

You will enjoy the thrill of testing your problenelving ability
in the real world.

SELF-ASSESSMENT EXERCISE

Do you consider case analysis to be important t&?y@ive reasons for
your answer.

3.3

Preliminary Considerations in Case Analysis

There are preliminary considerations which are mrapee in an attempt
to analyse a case. Such considerations are givewbe
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Nature of the company’s strategic posture (e.g.vésing,
divesting, downsizing, retrenchment, outsourcingtegration,
etc).

Nature of the company’s organisational structurgdlation to
strategic posture.

The leadership styles of the managers in the coypan

The company’s strategic control system.

Composition of the staff strength of the company.

The company’s strategies for motivating the workers

The Company'’s strategic business units.

The company’s choice of production technology @ kwvel of
technological innovation in operations.

Nature of distribution strategy in relation to reag out to the
customers and users of the company’s productsreicss.
Franchising arrangement of the company, if any.

Strength of the labour union in the company.
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xii)
xiii)

Xiv)
XV)

XVi)

Operational relationship among various departmeutsts or
subsidiaries of the company.

The identification of the company’s internal strérgy and
weaknesses.

The nature of the external environment surrountiiegcompany.
An analysis of the company’s opportunities and dtsein its
environment.

The kind of corporate-level strategy that the comypas
pursuing.

xvii) The nature of the company’s business-level strategy

3.4

Principles for Analysis of a Case Material

The following principles, according to Mullins (2000 are important in
the analysis of a case material.

1)
i)
ii)

iv)

xii)

Xiii)
Xiv)

XV)

Read the whole of the case study.

Read the case study a second time.

Look at the material carefully and try to identifyith the
situation.

Check carefully on what you are required to do #yaand the
instructions you will use to present your answer.

Apportion available time to different parts of ttese, if any.
Approach the analysis of the case with an open mind

Refrain from bias or prejudice to avoid any predspon that
may influence your perception of the case material.

Adopt a brainstorming approach and take the caset dpy
exploring all reasonably possible considerations.

Search for hidden meanings and implicit issues piedes of
information.

Study all the details provided in the case mateodaxtract facts
for relevant deductions or inferences from the caaterial.
Concentrate on what you think to be the more ingdrtmatters
as opposed to irrelevant or any red herrings thay oonfuse
you.

The use of margin notes, underlining, numberingpuws or
highlighting pens may all be useful.

Do not make your analysis too complicated or casdus

Where necessary, relate your analysis of the caserial to your
theoretical studies, general points of principlel dne work of
leading writers.

The use of diagrams, charts or tables may enhahee
presentation of your answer, but make sure sucplayis are
accurate and clear and relate directly to youryammalof the case
material, and to the questions of the case.
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xvi) Bearing in mind the question, clearly identify dixig or
potential difficulties or problem areas and indecathere you see
the need for most urgent action.

xvii) Draw up a plan of key points as the basis of yosmeer.

xviii) Where you have identified a number of possible sesirof
action, indicate your recommendation priorities.

xix)  Give reasons in support of your recommendations.

xx) Allow time to read through and check your work.

SELF-ASSESSMENT EXERCISE
Mention the important principles in the analysisaafase material.

4.0 CONCLUSION

In this unit, you are now aware of the importantease studies. You
are now conversant with stating the objectives cdse study, which are
important in order for you to derive the benefifsamalysing a case
material. You are also knowledgeable in the prelary considerations
for analysis of a case material. Lastly, you ar@osed to various
approaches to case analysis.

50 SUMMARY
In this study unit, you have learnt the following:

Meaning of case study

The objectives of a case study

Preliminary considerations in the analysis of seeaaaterial
Principles of analysis of a case material.

This is the last study unit of the course and iipected that you have
covered all the study units in a very meticulousnne. This is
important because you need to study all the urutgatds gaining
appropriate knowledge that will put you in goodastdor surmounting
challenges of dealing with human beings in youlaargation.

6.0 TUTOR-MARKED ASSIGNMENT

Toyota Motor Corporation has adjusted its foreeast now estimates a
loss equivalent to US $4.9 billion for the 200&&kyear, which ended
March 31st, 2009. It is the company’s first logxsi 1950. Consolidated
vehicle sales for the third quarter, which endedddeber 31st, 2008,
were 1.84 million units, a decrease of 443,000 alekicompared to the
same period in 2007. In Japan, sales dropped b§0@6yehicles to
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465,000, while in the U.S., sales dropped by 235,08hicles to
521,000 units.

In other markets, sales fell by 73,000 vehicleg€umope; by 19,000 in
Asia; and by 40,000 in Central and South Americegdia, Africa and
the Middle East. “Both revenues and profits dediseverally during
this period,” said Vice-president Mitsuo Kinoshit&he negative results
are largely due to lower vehicle sales volume urdificult market
conditions mainly in the U.S. and Europe, and #y@d appreciation of
the Yen against the U.S. dollar and the Euro.”

Toyota estimated vehicle sales for the fiscal we#rbe 7.32 million
units, a decrease of 220,000 vehicles from thec&seit announced in
December 2008. Konishita said that the company les operating
under the ‘Emergency Profit Improvement Committsieice November
2008.

... “There are a lot of rumors going around right ndwt it does not
look good,” Lee Sperduti, a long-time Toyota workes said. “A lot of
workers here (at both plants) are very worried.yTtear for their jobs

. They used to say Toyota was recession-proof. Ntwat has
changed.” The shop floor is rife with rumors Toyatey reduce the
speed of its production line ...”

... “We are just not selling cars, just drive by dodk at the parking
lots and they are full. No one is buying,” said Siosi.

(Source: Fadeyi, S. (2009). “Global financial @isToyota forecasts US$5bn loss”,
Financial Standard. Lagos, p.22.

Case questions

) What are the reasons responsible for the simain Toyota
Motor Corporation?

i) What type of marketing functional strategy leing used by
Toyota Motor Corporation?

i) What are the strategic options available t@ydta Motor
Corporation in tackling its present predicament?

iv)  What should Toyota Motor Corporation do to wesge the
workers’ fear in this circumstance?

V) What are the likely future marketing optionsagable to Toyota
Motor Corporation in its international operations?

vi)  What should Toyota Motor Corporation do to celibuyers’
interest in its range of vehicles?

vi)  What strategic action should Toyota Motor @Goration take in
the case of the Nigerian market?
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viii)  What are the options for cost control andstcoeduction in the
operations of the Company?
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