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STRATEGY AND PURPOSE

Strategic Management is the discipline of Management studies that concentrate on the
various strategies deployed by Managers to achieve Organizational goals to enhance
the performance of the Organization. The process of Strategic Management is a
continuous process and can also be defined as “choosing the optimum strategies
needed to calibrate an Organization’s results”.

The Strategic Management process involves analyzing cross-functional business
decisions prior to implementing them. Strategic management typically involves:
 Identifying and establishing precise Goals of an Organization.
» Analyzing internal and external strengths and weaknesses of the Organization.
» Formulating action plans for the goals.
» Executing action plans.
« Evaluating the success rate of the action plans and making changes when desired
results are not being produced.

Strategic Management can also be defined as a bundle of decisions and acts which a
manager undertakes to improve the result of the firm’s performance. The manager must
have a thorough knowledge and analysis of the general and competitive organizational
environment so as to take right decisions. They should conduct a SWOT Analysis
(Strengths, Weaknesses, Opportunities, and Threats), i.e., they should make best
possible utilization of strengths, minimize the organizational weaknesses, make use of
arising opportunities from the business environment and shouldn’t ignore the threats
facing the results of the Organization.

Strategic Management gives a broader perspective to the employees of an organization
and they can better understand how their job fits into the entire organizational plan and
how it is co-related to other organizational members. It is nothing but the art of
managing employees in a manner which maximizes the ability of achieving business
objectives. The employees become more trustworthy, more committed and more
satisfied as they can co-relate themselves very well with each organizational task. They
can understand the reaction of environmental changes on the organization and the
probable response of the organization with the help of strategic management. Thus the
employees can judge the impact of such changes on their own job and can effectively
face the changes.
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One of the major role of strategic management is to incorporate various functional
areas of the organization completely, as well as, to ensure these functional areas
harmonize and get together well. Another role of strategic management is to keep a
continuous eye on the goals and objectives of the organization.

The word “strategy” is derived from the Greek word “stratggos”; stratus (meaning
army) and “ago” (meaning leading/moving).

Strateqy-definition

Strategy is defined as an action that managers take to attain one or more of the
organization’s goals. Strategy can also be defined as “A general direction set for the
company and its various components to achieve a desired state in the future. Strategy
results from the detailed strategic planning process . An equivalent definition given is
the selection of actions that will make an organization to have superior performance
compared to industry. An action means allocating resources.

A Strategy is all about integrating organizational activities and utilizing and allocating
the scarce resources within the organizational environment so as to meet the present
objectives. While planning a strategy it is essential to consider that decisions are not
taken in a vacuum and that any act taken by a firm is likely to be met by a reaction
from those affected, competitors, customers, employees or suppliers.

Strategy can also be defined as knowledge of the goals, the uncertainty of events and
the need to take into consideration the likely or actual behavior of others. Strategy is
the blueprint of decisions in an organization that shows its objectives and goals,
reduces the key policies, and plans for achieving these goals, and defines the business
the company is to carry on, the type of economic and human organization it wants to
be, and the contribution it plans to make to its shareholders, customers and society at
large.

1.Strategy is significant because it is not possible to foresee the future. Without a
perfect foresight, the firms must be ready to deal with the uncertain events which
constitute the business environment.
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2. Strategy deals with long term developments rather than routine operations, i.e. it
deals with probability of innovations or new products, new methods of productions, or
new markets to be developed in future.

3. Strategy is created to take into account the probable behavior of customers and
competitors. Strategies dealing with employees will predict the employee behavior.

Strategy is a well defined roadmap or a goal post to be achieved of an organization. It
defines the overall mission, vision and direction of an organization. The objective of a
strategy is to maximize an organization ‘s strengths and to minimize the strengths of
the competitors.

We will now look at formulating Strategies in a step by step process.

Corporations must develop strategic flexibility, the ability to shift from one dominant
strategy to another. Strategic flexibility demands a long term commitment to the
development and nurturing of critical resources. It also demands that the company
become a learning organization: an organization skilled at creating, acquiring, and
transferring knowledge and at modifying its behavior to reflect new knowledge and
insights. Learning Organizations avoid stability through continuous self-examinations
and experimentations.

The Kepner-Tregoe Strategy Formulation and Implementation Process

! : ! ‘ ! : !

Phase One Phase Two Phase Three Phase Four Phase Five
Strategic Strategy Strategy Strategy Strategy
Intelligence > Formulation > Implementation > Implementation > Monitoring
Gathering and Planning and Updating

Analysis

The key component of any strategy statement is to set the long-term objectives of the
organization. It is known that strategy is generally a medium for realization of
organizational objectives. Objectives stress the state of being there whereas Strategy
stresses upon the process of reaching there.
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Strategy includes both the fixation of objectives as well the medium to be used to
realize those objectives. Thus, strategy is a wider term which believes in the manner of
deployment of resources so as to achieve the objectives.

While fixing the organizational objectives, it is essential that the factors which
influence the selection of objectives must be analyzed before the selection of
objectives. Once the objectives and the factors influencing strategic decisions have
been determined, it is easy to take strategic decisions.

The next step is to evaluate the general economic and industrial environment in which
the organization operates. This includes a review of the organizations competitive
position. It is essential to conduct a qualitative and quantitative review of an
organizations existing product line. The purpose of such a review is to make sure that
the factors important for competitive success in the market can be discovered so that
the management can identify their own strengths and weaknesses as well as their
competitor’s strengths and weaknesses.

After identifying its strengths and weaknesses, an organization must keep a track of
competitor’s moves and actions so as to discover probable opportunities of threats to its
market or supply sources.

In this step, an organization must practically fix the quantitative target values for some
of the organizational objectives. The idea behind this is to compare with long term
customers, so as to evaluate the contribution that might be made by various product
zones or operating departments.

Performance analysis includes discovering and analyzing the gap between the planned
or desired performance. A critical evaluation of the organizations past performance,
present condition and the desired future conditions must be done by the organization.
This critical evaluation identifies the degree of gap that persists between the actual
reality and the long-term aspirations of the organization. An attempt is made by the
organization to estimate its probable future condition if the current trends persist.
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This is the ultimate step in Strategy Formulation. The best course of action is actually
chosen after considering organizational goals, organizational strengths, potential and
limitations as well as the external opportunities.

Mission statement is the statement of the role by which an organization intends to serve
its stakeholders. It describes why an organization is operating and thus provides a
framework within which strategies are formulated. It describes what the organization
does (i.e., present capabilities), who all it serves (i.e., stakeholders) and what makes an
organization unique (i.e., reason for existence). A mission statement differentiates an
organization from others by explaining its broad scope of activities, its products, and
technologies it uses to achieve its goals and objectives. It talks about an organization’s
present (i.e., —about where we are).For instance, let us look at

Microsoft’s mission is “To help people and businesses throughout the world to realize
their full potential’. Wal-Mart’s mission is — ‘To give ordinary folk the chance to buy
the same thing as rich people’.

Mission statements always exist at top level of an organization, but may also be made
for various organizational levels. Chief executive plays a significant role in formulation
of mission statement. Once the mission statement is formulated, it serves the
organization in long run, but it may become ambiguous withorganizational growth and
innovations. In today’s dynamic and competitive environment mission may have to be
redefined. However, the redefined mission statement should have original
fundamentals/components.

Mission statement has three main components

* astatement of mission or vision of the company,

» astatement of the core values that shape the acts and behavior of the employees,
and

» astatement of the goals and objectives.
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The various features of Mission are exemplified here. They are

Mission must be feasible and attainable. It should be possible to achieve it.

Mission should be clear enough so that any action can be taken.

It should be inspiring for the management, staff and society at large.

It should be precise enough, i.e., it should be neither too broad nor too narrow.

It should be unique and distinctive to leave an impact in everyone’s mind.

It should be analytical, i.e., it should analyze the key components of the strategy.

It should be credible, i.e., all stakeholders should be able to believe it.

A vision statement identifies where the organization wants or intends to be in future or
where it should be to best meet the needs of the stakeholders. It describes dreams and
aspirations for future. For instance, Microsoft’s vision is to empower people through
great software, any time, any place, or any device.Wal-Mart’s vision is to become
worldwide leader in retailing.

A vision is the potential to view things ahead of themselves. It answers the question

— “where we want to be ”. It gives us a reminder about what we attempt to develop. A
vision statement is for the organization and its members, unlike the mission statement
which is for the customers/clients. It contributes in effective decision making as well as
effective business planning. It incorporates a shared understanding about the nature and
aim of the organization and utilizes this understanding to direct and guide the
organization towards a better purpose. It describes that on achieving the mission, how
the organizational future would appear to be.

An effective vision statement must have following features-

a. It must be unambiguous.

b.It must be clear.
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C. It must harmonize with organization’s culture and values.
d.he dreams and aspirations must be rational/realistic.

e.Vision statements should be shorter so that they are easier to memorize.

A Goal is a desired future state or objective that an organization tries to achieve. Goals
specify in particular what must be done if an organization is to attain mission or vision.
Goals make mission more prominent and concrete. They co-ordinate and integrate
various functional and departmental areas in an organization. Well made goals have the
following features-

» They are precise and measurable.

« They look after critical and significant issues.

» They are realistic and challenging.

« They must be achieved within a specific time frame.

« They include both financial as well as non-financial components.

Obijectives are defined as goals that organization wants to achieve over a period of
time. These are the foundation of planning. Policies are developed in an organization so
as to achieve these objectives. Formulation of objectives is the task of top level
management. Effective objectives have following features-

e These are not single for an organization, but multiple.
e Obijectives should be both short-term as well as long-term.

e Objectives must respond and react to changes in environment, i.e., they must be
flexible.

e These must be feasible, realistic and operational.

13| Copyrights © Kings university



Tactics are concerned with the short to medium term co-ordination of activities and the
deployment of resources needed to reach a particular strategic goal. Some typical
guestions one might ask at this level are: "What do we need to do to reach our growth /
size / profitability goals?" "What are our competitors doing?" "What machines should
we use?" The decisions are taken more at the lower levels to implement the strategies
based on ground realities.

A triggering event is something that stimulates a change in strategy.Some of the
possible triggering events are

New CEOQ: By asking a series of embarrassing questions, the new CEO cuts through
the veil of complacency and forces people to question the very reason for the
corporation’s existence.

Intervention by an external institution: The firm’s bank suddenly refuses to agree to a
new loan or suddenly calls for payment in full on an old one.

Threat of a change in ownership: Another firm may initiate a takeover by buying the
company’s common stock.

Management’s recognition of a performance gap: A performance gap exists when
performance does not meet expectations. Sales and profits either are no longer
increasing or may even be falling. Innovation of a new product that threatens the
existence of the present status quo.

Strategic management consists of four basic elements
1. Environmental scanning
2. Strategy Formulation

3. Strategy Implementation and
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4. Evaluation and control

Management scans both the external environment for opportunities and threats and the
internal environmental for strengths and weakness. The following factors that are most
important to the corporation’s future are called strategic factors: strengths, weakness,
opportunities and threats (SWOT)

Strategy formulation is the development of long-range plans for they effective
management of environmental opportunities and threats, taking into consideration
corporate strengths and weakness. It includes defining the corporate mission,
specifying achievable objectives, developing strategies and setting policy guidelines.

Mission: An organization’s mission is its purpose, or the reason for its existence. It
states what it is providing to society. A well conceived mission statement defines the
fundamental, unique purpose that sets a company apart from other firms of its types
and identifies the scope of the company s operation in terms of products offered and
markets served

Obijectives: Objectives are the end results of planned activity; they state what is to be
accomplished by when and should be quantified if possible. The achievement of
corporate objectives should result in fulfillment of the corporation’s mission.

Strategies: A strategy of a corporation is a comprehensive master plan stating how
corporation will achieve its mission and its objectives. It maximizes competitive
advantage and minimizes competitive disadvantage. The typical business firm usually
considers three types of strategy: corporate, business and functional.

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

Strategic deals with the long-run future of the entire organization and have three
characteristic

15| Copyrights © Kings university



1. Rare- Strategic decisions are unusual and typically have no precedent to follow.

2. Consequential-Strategic decisions commit substantial resources and demand a great
deal of commitment

3. Directive- strategic decisions set precedents for lesser decisions and future actions
throughout the organization.

According to Henry Mintzberg, the most typical approaches or modes of strategic
decision making are entrepreneurial, adaptive and planning.

Stake holders in Business: Stake holders are the individuals and groups who can
affect by the strategic outcomes achieved and who have enforceable claims on a firm‘s
performance. Stake holders can support the effective strategic management of an
organization.

Stake holders can be divided into:

1. Internal Stakeholders
Shareholders

e Employees

e Managers

e Directors

2. External Stakeholders

» Customers

« Suppliers

» Government

» Banks/creditors
» Trade unions

« Mass Media

Stake holder’s Analysis:
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« ldentify the stake holders.
+ ldentify the stake holder’s expectations interests and concerns
« ldentify the claims stakeholders are likely to make on the organization
+ ldentify the stakeholders who are most important from the organizations
perspective.
+ ldentify the strategic challenges involved in managing the stakeholder
relationship.

Making better strategic decisions

He gives seven steps for strategic decisions

1. Evaluate current performance results
2. Review corporate governance
3. Scan the external environment
4. Analyze strategic factors (SWOT)
5. Generate, evaluate and select the best alternative strategy
6. Implement selected strategies
7. Evaluate implemented strategies

SBU or Strategic Business Unit

An autonomous division or organizational unit, small enough to be flexible and large
have independent missions and objectives), they allow the owning conglomerate to
respond quickly to changing economic or market situations.

Corporate governance is a mechanism established to allow different parties to
contribute capital, expertise and labour for their mutual benefit the investor or
shareholder participates in the profits of the enterprise without taking responsibility for
the operations. Management runs the company without being personally responsible for
providing the funds. So as representatives of the shareholders, directors have both the
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authority and the responsibility to establish basic corporate policies and to ensure they
are followed. The board of directors has, therefore, an obligation to approve all
decisions that might affect the long run performance of the corporation. The term
corporate governance refers to the relationship among these three groups (board of
directors, management and shareholders) in determining the direction and performance
of the corporation

Responsibilities of the board

Specific requirements of board members of board members vary, depending on the
state in which the corporate charter is issued. The following five responsibilities of
board of directors listed in order of importance

1. Setting corporate strategy,overall direction, mission and vision
2. Succession: hiring and firing the CEO and top management

3. Controlling, monitoring or supervising top management

4. Reviewing and approving the use of resources

5. Caring for stock holder’s interests

Role of board in strategic management

The role of board of directors is to carry out three basic tasks

1. Monitor

2. Evaluate and influence

3. Initiate and determine

The three tasks are inevitable to a successful board of an Organization and various
tools and reports are used by Managers these days for the ideal functioning of an
Organization.
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Corporate Social Responsibility (CSR) is an important and essential activity for
businesses. As globalization accelerates and large corporations serve as global
providers, these corporations have progressively recognized the benefits of providing
CSR programs in their various locations. CSR activities are now being undertaken
throughout the globe

What is Corporate Social Responsibility?

The term is often used interchangeably for other terms such as Corporate Citizenship
and is also linked to the concept of Triple Bottom Line Reporting (TBL) that is people,
planet and profits., which is used as a framework for measuring an organization’s
performance against economic, social and environmental parameters. It is about
building sustainable businesses, which need healthy economies, markets and
communities.

are

o Enlightened self-interest - creating a synergy of ethics, a cohesive society and a
sustainable global economy where markets, labour and communities are able to
function well together. Sustainability You need to understand sustainability. It is
being used mostly in organizational forums and a basic understanding is needed
for you. The discussion on sustainability is only for your understanding.

e Sustainability means "meeting present needs without compromising the ability of
future generations to meet their needs”. These well-established definitions set an
ideal premise, but do not clarify specific human and environmental parameters
for modelling and measuring sustainable developments. The following
definitions are more specific:

"Sustainable means using methods, systems and materials that won't deplete
resources or harm natural cycles".

Sustainability "identifies a concept and attitude in development that looks at a
site's natural land, water, and energy resources as integral aspects of the
development".

"Sustainability integrates natural systems with human patterns and celebrates
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continuity, uniqueness and place making".

Combining all these definitions, “Sustainable developments are those which fulfil
present and future needs while using and not harming renewable resources and unique
human-environmental systems of a site[air, water, land, energy, and human ecology
and/or those of other [off-site] sustainable systems” (Rosenbaum 1993 and Vieria
1993).

e Social investment contributing to physical infrastructure and social capital is
increasingly seen as a necessary part of doing business.
e Transparency and trustBusiness has low ratings of trust in public perception

Corporate social responsibility is represented by the contributions undertaken by
companies to society through its core business activities, its social investment and
philanthropy programmes and its engagement in public policy. In recent years CSR has
become a fundamental business practice and has gained much attention from chief
executives, chairmen, boards of directors and executive management teams of larger
international companies.

They understand that a strong CSR program is an essential element in achieving good
business practices and effective leadership. Companies have determined that their
impact on the economic, social and environmental landscape directly affects their
relationships with stakeholders, in particular investors, employees, customers, business
partners, governments and communities. According to the results of a global survey in
2002 by Ernst & Young, 94 per cent of companies believe the development of a
Corporate Social Responsibility (CSR) strategy can deliver real business benefits,
however only 11 per cent have made significant progress in implementing the strategy
in their organization. Senior executives from 147 companies in a range of industry
sectors across Europe, North America and Australasia were interviewed for the survey.

Environmental Scanning and Industry Analysis

Environmental scanning is the monitoring, evaluating and disseminating of information
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from the external and internal environments to keep people within the corporation. It is
a tool that a corporation uses to avoid strategic surprise and to ensure long-term health.

The social environment includes general forces that do not directly touch on the short-
run activities of the organization but those can, and often do, influence its long-run
decisions. These forces are

* Economic forces
* Technological forces
» Political-legal forces

» Socio-cultural forces

The social environment contains many possible strategic factors. The number of factors
becomes enormous when one realizes that each country in the world can be represented
by its own unique set of societal forces, some of which are very similar to neighboring
countries and some of which are very different.

Large corporations categorized the social environment in any one geographic region
into four areas and focus their scanning in each area on trends with corporate- wide
relevance. Trends in any area may be very important to the firms in other industries.

For each countries or group of countries in which a company operates, management
must face a whole new societal environment having different economic, technological,
political-legal, and Socio cultural variables. This is especially an issue for a
multinational corporation, a company having significant manufacturing and marketing
operations in multiple countries. International society environments vary so widely that
a corporation’s internal environment and strategic management process must be very
flexible.
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A corporation’s scanning of the environment should include analysis of all the relevant
elements in the task environment. These analyses take the form of individual reports
written by various people in different parts of the firms. These and other reports are
then summarized and transmitted up the corporate hierarchy for top management to use
in strategic decision making. If a new development is reported regarding a particular
product category, top management may then send memaos to people throughout the
organization.

: One way to identify and analyze
developments in the external environment is to use the issues priority matrix as
follows.

1. Identify a number of likely trends emerging in the societal and task environment.

2. Assess the probability of these trends actually occurring.
3. Attempt to ascertain the likely impact of each of these trends of these corporations.

COMPETITIVE ADVANTAGE

Porter’s Five Forces is used to assess the Balance of Power in a Business Situation

The Porter’s Five Forces tool is a simple but powerful tool for understanding where
power lies in a business situation. This is useful, because it helps you understand both
the strength of your current competitive position, and the strength of a position you’re
looking to move into.

With a clear understanding of where power lies, you can take fair advantage of a
situation of strength, improve a situation of weakness, and avoid taking wrong steps.
This makes it an important part of your planning toolkit.

Conventionally, the tool is used to identify whether new products, services or
businesses have the potential to be profitable. However it can be very illuminating
when used to understand the balance of power in other situations.

How to use the tool:
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Five Forces Analysis assumes that there are