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[bookmark: _TOC_250047]Module Organization
Dear learner, this module consists of seven Units:
· Unit One: Introduction to strategic management
· Unit Two: Strategy Formulation: The business mission, vision and values
· Unit Three: External Environmental Analysis
· Unit Four: Internal Environmental Analysis
· Unit Five: Strategy Formulation: Strategy Analysis and Choice
· Unit Six: Strategy Implementation
· Unit Seven: Strategy Evaluation and Control




[bookmark: _bookmark1][bookmark: _TOC_250046]Module Objectives
Upon successful completion of this module, the learner will be able to:
· Know   how   to   incorporate   the   claims   of   stakeholders	in strategy formation, implementation evaluation and control.
· Understand meaning of strategy, levels at which strategy operates & strategic management process.
· Explain environment factors that affect strategy formation, implementation evaluation & control.
· Know their responsibilities and ethical requirements in corporate management etc.
· Obtain skills in the management of corporate and enterprise strategy.
· Design policy and strategy in light of the poverty alleviation in Ethiopia.

[bookmark: _TOC_250045]Distinguishing Features of the Module
Dear learner, we have employed several features of organization and design in order to make the presentation interesting to you. The keys below are used throughout the material and will make your learning faster and easier.
Refers to In-text Question(s). These are questions that are interspersed within the text of the lecture to help you review and master small chunks of knowledge, skills and values.

Refers to Take Note. It helps to highlight significant points that you need to keep
· in mind. When making your study notes, take down these points as well.

Refers to Activity. The activities are also interspersed throughout the lectures to encourage group discussions, open-ended learning, project work, et cetera. Please endeavor to carry out all the suggested activities individually and in groups, as required. This will help you to master what you are learning.
Refers to Checklist. These are questions given at the end of the unit, in order to
· check whether you have mastered the whole content of the unit or not.
Refers to Self-Test Question(s). These are tasks set to cover work done in the entire lecture. The set tasks provide summative evaluation of what you have learned in the lecture.

This is the key to the activities and self-check exercises.



[bookmark: _bookmark3][bookmark: _TOC_250044]CHAPTER ONE: INTRODUCTION TO STRATEGIC MANAGEMENT


Chapter Outline
1.1 Chapter Introduction
1.2 Defining strategic management
1.3 Stages of strategic management
1.4 Key terms in strategic management
1.5 Benefits of strategic management
1.6 Summery
1.7 Self evaluation test

[bookmark: _TOC_250043][image: ] 1.1 Introduction
Dear learner! Welcome to the first chapter of the course “Strategic management” this chapter provides an overview of strategic management. It introduces a practical, integrative model of the strategic-management process and defines basic activities and terms in strategic management.
Learning objective
After reading this chapter you will be able to:
· Define Strategic management
· Describe stages of Strategic management
· Explain the key terms and model of Strategic management
· Describe benefits of Strategic management

1.2 [bookmark: _TOC_250042]Defining strategic management
Strategy
The concept of strategy is central to understanding the process of strategic management. The term “strategy” is derived from the Greek word strategos, which means generalship (the actual direction of military force, as distinct from the policy governing its deployment). Therefore, the word strategy means the art of the general. As business jargon, there is no definite meaning assigned to strategy. It is often used loosely to mean a number of things. For instance an old established company which has been profitable in the past starts facing new threats in the environment (such as emergence of competitors), then it may rethink the course of action it had been following. With such rethinking, new ways are devised to counter the

9

threats posed by the competitor. In this case we may call the course of action (previous or later) strategy. Next we shall see few definitions of strategy given by different authors:

Alfred D Chandler (1962)
Chandler defined strategy as: “The determination of the basic long-term goals and objectives of an enterprise and adoption of the course of action and the allocation of resources necessary for caring out these goals”
Note three important aspects from Chandler’s definition:
· Determination of basic long-term goals and objectives
· Adoption of course of actions to achieve these goals and objectives
· Allocation of resources necessary for adopting these course of actions

Kenneth Andrews (1965)
Andrew defines strategy as “The pattern of objectives, goals, and the major policies and plans for achieving these goals stated in such a way so as to define what business a company is in or is to be and the kink of company is or is to be.”
Igor Ansoff (1965)
Prof. Ansoff explained the concept of strategy as “The common thread among the organization’s activities and product-markets… that defines the essential nature of business that the organization was or planned to be in future.”
Henry Mintzberg (1987)
Mintzberg advocates the idea that strategies are not always the outcome of rational planning. They can emerge from what an organization does without any plan. He defines strategy as “a pattern in a stream of decisions and actions.” Mintzberg distinguishes between intended strategies and emergent strategies. Intended strategies refer to the plans that managers develop, while emergent strategies are actions that actually take place over a period of time. In this manner, an organization may start with a deliberate design of strategy and end up with another form of strategy that is actually realized.
Michael E Porter (1996)
Michael Porter is professor of management in Harvard Business School. His contribution in management includes the idea of competitive advantage, five-force model, generic strategies, and value chain. He emphasized that the core duty of general management is strategy design and communication. In this sense he defined strategy as “… developing and communicating the company’s unique position, making trade-offs, and forging fit among activities.”





Strategic Management

Strategic Management as an academic discipline started to develop in the 1950s. Some definitions of strategic management:
Glueck (1984) defines strategic management as “a stream of decisions and actions which leads to the development of an effective strategy or strategies to help achieve corporate objectives.” From this definition we can see that the end result of strategic management is strategy or a set of strategies for the organization.
Hofer and others (1984) consider strategic management as “the process which deals with the fundamental organizational renewal and growth with the development of strategies, structures, and systems necessary to achieve such renewal and growth, and with the organizational systems needed to effectively manage the strategy formulation and implementation processes.”
Harrison and St. John (1998) define strategic management as “the process though which organizations analyze and learn from their internal and external environments establish strategic direction, create strategies that are intended to help achieve established goals, and execute these strategies, all in an effort to satisfy key organization stakeholders.”


[image: ]Strategic management is a set of managerial decisions and actions that determines the long run performance of a corporation. It includes environmental scanning (both external and internal), strategy formulation (strategic or long-range planning), strategy implementation, and evaluation and control. The study of strategic management, therefore, emphasizes the monitoring and evaluating of external opportunities and threats in light of a corporation’s strengths and weaknesses. Originally called business policy, strategic management incorporates such topics as strategic planning, environmental scanning, and industry analysis.


Why Strategic Management? Importance of strategic Management

Strategic management becomes so important due to the following reasons:
Globalization: The survival for business
First, global considerations impact virtually all strategic decisions! The boundaries of countries no longer can define the limits of our imaginations. To see and appreciate the world from the perspective of others has become a matter of survival for businesses. The underpinnings of strategic management hinge upon managers' gaining an understanding of competitors, markets, prices, suppliers, distributors, governments, creditors, shareholders, and customers worldwide. The price and quality of a firm's products and services must be competitive on a worldwide basis, not just a local basis. The distance between the business sectors are becoming less due to the provisions of certain facilities. Although political boundaries are there but in order to become successful in business it is essential to laid stress on globalization.

E-Commerce: A business tool
A second theme is that electronic commerce (e-commerce) has become a vital strategic- management tool. An increasing number of companies are gaining competitive advantage by using the Internet for direct selling and for communication with suppliers, customers, creditors, partners, shareholders, clients, and competitors who may be dispersed globally. E- commerce allows firms to sell products, advertise, purchase supplies, bypass intermediaries, track inventory, eliminate paperwork, and share information. In total, electronic commerce is minimizing the expense and cumbersomeness of time, distance and space in doing business, which yields better customer service, greater efficiency, improved products and higher profitability.

Environment has become a major strategic issue
A third theme is that the natural environment has become an important strategic issue. With the demise of communism and the end of the Cold War, perhaps there is now no greater threat to business and society than the continuous exploitation and decimation of our natural environment. The resources are scarce but the wants are unlimited. In order to meet the wants of the world, the resources should be efficiently utilized. For example, the use of

[bookmark: _bookmark5]oil resources or energy resources will make the people to use these resources for a long time. Climate change is another threat for businesses

Strategic management – A route to success:
The study of strategic management integrates different topics. Different courses are integrated due to the study of this course so that businesses become successful in every sector. It integrates the following:
· Marketing
· Management
· Finance
· Research and development
The management and marketing are essential part of a business sectors. They should be integrated. Just like other sections of the business are integrated under this study. This term is mostly used by academia but this is also used in media.
 Learning Activity 1.1
Answer the following question in the space provided below each question?
1. Examine the similarities/differences that different authorities (such as Glueck, Hofer, Harrison and St. John) view strategy.


2. Identify the difference between deliberate and emergent strategy.



3. Examine the importance of strategic management.




1.3 [bookmark: _TOC_250041][image: ]Stages of strategic management

The strategic management process consists of three stages:
1. Strategy Formulation (strategy planning)
2. Strategy Implementations
3. Strategy Evaluation





Strategy Formulation
Strategy formulation is the development of long-range plans for the effective management of environmental opportunities and threats, in light of corporate strengths and weaknesses (SWOT). It includes defining the corporate mission, specifying achievable objectives, developing strategies, and setting policy guidelines.
Strategy formulation activities
· Developing vision and mission
· internal assessment
· external assessment
· long term objective
· alternative strategy
· strategy selection


Strategy implementation
Strategy Implementation is a process by which strategies and policies are put into action through the development of programs, budgets, and procedures. This process might involve changes within the overall culture, structure, and/or management system of the entire organization.
Except when such drastic corporate wide changes are needed, however, the implementation of strategy is typically conducted by middle- and lower-level managers, with review by top management. Sometimes referred to as operational planning, strategy implementation often involves day-to-day decisions in resource allocation. It requires a firm to establish annual objectives, devise policies, motivate employees, and allocate resources so that formulated strategies can be executed; often called the action stage.
Strategy Implementations activities
· Annual objective
· Policy
· Employee motivation
· Resource allocation

Strategy Evaluation
Evaluation and control is a process in which corporate activities and performance results are monitored so that actual performance can be compared with desired performance. Managers at all levels use the resulting information to take corrective action and resolve problems. Although evaluation and control is the final major element of strategic management, it can also pinpoint weaknesses in previously implemented strategic plans and thus stimulate the entire process to begin again.
In this stage of strategic management process, managers desperately need to know when particular strategies are not working well,
Three fundamental strategy-evaluation activities are
A. Reviewing external and internal factors that are the bases for current strategies,
B. Measuring performance, and
C. Taking corrective actions.


The strategic-management process best can be studied and applied using a model. Every model represents some kind of process. The framework illustrated in Figure 1-1 is a widely accepted, comprehensive model of the strategic-management process. This model does not guarantee success, but it does represent a clear and practical approach for formulating, implementing, and evaluating strategies. Relationships among major components of the strategic-management process are shown in the model.
Identifying an organization's existing vision, mission, objectives, and strategies is the logical starting point for strategic management because a firm's present situation and condition may preclude certain strategies and may even dictate a particular course of action. Every organization has a vision, mission, objectives, and strategy, even if these elements are not consciously designed, written, or communicated. The answer to where an organization is going can be determined largely by where the organization has been.

The strategic-management process is dynamic and continuous. A change in any one of the major components in the model can necessitate a change in any or all of the other components. For instance, a shift in the economy could represent a major opportunity and require a change in long-term objectives and strategies; a failure to accomplish annual objectives could require a change in policy; or a major competitor's change in strategy could require a change in the firm's mission. Therefore, strategy formulation, implementation, and

[bookmark: _bookmark6]evaluation activities should be performed on a continual basis, not just at the end of the year or semi-annually. The strategic-management process never really ends.

Application of the strategic-management process is typically more formal in larger and well- established organizations. Formality refers to the extent that participants, responsibilities, authority, duties, and approach are specified. Smaller businesses tend to be less formal. Firms that compete in complex, rapidly changing environments such as technology companies tend to be more formal in strategic planning. Firms that have many divisions, products, markets, and technologies also tend to be more formal in applying strategic-management concepts. Greater formality in applying the strategic-management process is usually positively associated with the cost, comprehensiveness, accuracy, and success of planning across all types and sizes of organizations.Feedback
Feedback
Feedback
Feedback


























Fig 1.1 Strategic Management ModelI. Establishing
Strategic Intent
(Develop of Vision, Mission, business definitions and objectives)
II. Strategy Formulation
IV.
Strategic Evaluation
SWOT Analysis
Internal Environment Appraisal
External Environment Appraisal
III. Strategy Implementation
· Project
· Procedural
· Resource allocation
· Structural implementation
· Behavioural implementation
· Functional and operational implementation
Corporate level strategies Business level strategies Strategic choice
Strategic plan
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1.4 [bookmark: _TOC_250040]Key Terms in Strategic Management
The strategic management process is based on the belief that organization should continuously monitor internal and external events and trends so that timely change can be made as needed. The rate and magnitude of changes that affect the organization are

increasing dramatically. Consider for example, Ecommerce, laser surgery, the war on terrorism, economic recession and the aging population etc.
To survive all organizations must be capable of astutely identifying and adapting to change. The need to adapt to change leads organizations to key strategic management questions, such as “What kind of business should we become?” “Are we in right field?” “Should we reshape our business?” “Are new technologies being developed that could put us out of business?”

Before we further discuss strategic management, we should define eight key terms: strategists, mission statements, external opportunities and threats, internal strengths and weaknesses, long-term objectives, annual objectives, strategies and policies.

Strategists
Strategists are individuals who are most responsible for the success or failure of an organization. Strategists are individuals who form strategies. Strategists have various job titles, such as chief executive officer, president, and owner, chair of the board, executive director, chancellor, dean, or entrepreneur.
Strategists differ as much as organizations themselves and these differences must be considered in the formulation, implementation, and evaluation of strategies. Some strategists will not consider some types of strategies because of their personal philosophies. Strategists differ in their attitudes, values, ethics, willingness to take risks, concern for social responsibility, concern for profitability, concern for short-run versus long-run aims and management style.

Vision Statements
Many organizations today develop a "vision statement" which answers the question, what do we want to become? Developing a vision statement is often considered the first step in strategic planning, preceding even development of a mission statement. Many vision statements are a single sentence. For example the vision statement an Eye Clinic is "Our vision is to take care of your vision."

Mission Statements
Mission statements are "enduring statements of purpose that distinguish one business from other similar firms. A mission statement identifies the scope of a firm's operations in product and market terms. It addresses the basic question that faces all strategists: What is our

business? A clear mission statement describes the values and priorities of an organization. We will discuss this later in our study of SM.

External Opportunities and Threats
External opportunities and external threats refer to economic, social, cultural, demographic, environmental, political, legal, governmental, technological, and competitive trends and events that could significantly benefit or harm an organization in the future. Opportunities and threats are largely beyond the control of a single organization, thus the term external. The computer revolution, biotechnology, population shifts, climate change, changing work values and attitudes, space exploration, recyclable packages, and increased competition from foreign companies are examples of opportunities or threats for companies. These types of changes are creating a different type of consumer and consequently a need for different types of products, services, and strategies. Other opportunities and threats may include the passage of a law, the introduction of a new product by a competitor, a national catastrophe, or the declining value of the dollar/birr. A competitor's strength could be a threat. Unrest in East Africa, rising interest rates, or the war against drugs could represent an opportunity or a threat.

Environmental Scanning
The process of conducting research and gathering and assimilating external information is sometimes called environmental scanning or industry analysis. Lobbying is one activity that some organizations utilize to influence external opportunities and threats. Environment scanning has the management scan eternal environment for opportunities and threats and internal environment for strengths and weaknesses. The factor which are most important for corporation are referred as a strategic factor and summarized as SWOT standing for strength, weaknesses, opportunities and threats.

Internal Strengths and Weaknesses/Internal assessments
Internal strengths and internal weaknesses are an organization's controllable activities that are performed especially well or poorly. They arise in the management, marketing, finance/accounting, production/operations, research and development, and computer information systems activities of a business. Identifying and evaluating organizational strengths and weaknesses in the functional areas of a business is an essential strategic-

management activity. Organizations strive to pursue strategies that capitalize on internal strengths and improve on internal weaknesses.

Long-Term Objectives
Objectives can be defined as specific results that an organization seeks to achieve in pursuing its basic mission. Long-term objectives represent the results expected from pursuing certain strategies. Strategies represent the actions to be taken to accomplish long-term objectives. The time frame for objectives and strategies should be consistent, usually from two to five years. Objectives should be quantitative, measurable, realistic, understandable, challenging, hierarchical, obtainable, and congruent among organizational units. Each objective should also be associated with a time line.

Annual Objectives
Annual objectives are short-term milestones that organizations must achieve to reach long- term objectives. Like long-term objectives, annual objectives should be measurable, quantitative, challenging, realistic, consistent, and prioritized. They should be established at the corporate, divisional, and functional levels in a large organization. Annual objectives should be stated in terms of management, marketing, finance/accounting, production/operations, research and development, and information systems accomplishments. A set of annual objectives is needed for each long-term objective. Annual objectives are especially important in strategy implementation, whereas long-term objectives are particularly important in strategy formulation. Annual objectives represent the basis for allocating resources.

Strategies
Strategies are the means by which long-term objectives will be achieved. Business strategies may include geographic expansion, diversification, acquisition, product development, market penetration, retrenchment, divestiture, liquidation, and joint venture. Strategies are potential actions that require top management decisions and large amounts of the firm's resources. In addition, strategies affect an organization's long-term prosperity, typically for at least five years, and thus are future-oriented. Strategies have multifunctional or multidivisional consequences and require consideration of both external and internal factors facing the firm.

[bookmark: _bookmark7]Policies
Policies are the means by which annual objectives will be achieved. Policies include guidelines, rules, and procedures established to support efforts to achieve stated objectives. Policies are guides to decision making and address repetitive or recurring situations. Policies are most often stated in terms of management, marketing, finance/ accounting, production/operations, research and development, and computer information systems activities. Policies can be established at the corporate level and apply to an entire organization, at the divisional level and apply to a single division or at the functional level and apply to particular operational activities or departments. Policies, like annual objectives, are especially important in strategy implementation because they outline an organization's expectations of its employees and managers. Policies allow consistency and coordination within and between organizational departments.
 Learning Activity 1.2
Answer the following question in the space provided below each question?
1. Explain Stages of strategic management process.



2. Discuss key terms in strategic management



3. What is environment scanning?




1.5 [bookmark: _TOC_250039]Benefits of strategic management
Strategic management emphasizes long-term performance. Many companies can manage short-term bursts of high performance, but only a few can sustain it over a longer period of time. For example, of the original Forbes 100 companies listed in 1917, only 13 have survived to the present day. To be successful in the long-run, companies must not only be able to execute current activities to satisfy an existing market, but they must also adapt those activities to satisfy new and changing markets.
Research reveals that organizations that engage in strategic management generally outperform those that do not. The attainment of an appropriate match, or “fit,” between an

organization’s environment and its strategy, structure, and processes has positive effects on the organization’s performance. Strategic planning becomes increasingly important as the environment becomes more unstable.
A survey of nearly 50 corporations in a variety of countries and industries found the three most highly rated benefits of strategic management to be:
· Clearer sense of strategic vision for the firm.
· Sharper focus on what is strategically important.
· Improved understanding of a rapidly changing environment.


[image: ]Following are the major benefits of Strategic management:
· Proactive in shaping firm’s future
· Initiate and influence actions
· Formulate better strategies (Systematic, logical, rational approach) Financial benefits:
· Improved productivity
· Improved sales
· Improved profitability Non-Financial benefits:
· Increased employee productivity
· Improved understanding of competitors’ strategies
· Greater awareness of external threats
· Understanding of performance reward relationships
· Better problem-avoidance
· Lesser resistance to change

1.6 [bookmark: _bookmark8][bookmark: _TOC_250038]Summery
Strategy is derived from the Greek word strategos, which means generalship (the actual direction of military force, as distinct from the policy governing its deployment). Therefore, the word strategy means the art of the general. Strategic management is a set of managerial decisions and actions that determines the long run performance of a corporation. There are eight key terms: strategists, mission statements, external opportunities and threats, internal strengths and weaknesses, long-term objectives, annual objectives, strategies and policies.
Strategic management processes is three stage processes which involve strategy formulation, implementation and evaluation. Firms use the strategic management process to achieve strategic competitiveness and earn above-average returns. Strategic competitiveness is achieved when a firm has developed and learned how to implement a value-creating strategy. Above-average returns (in excess of what investors expect to earn from other investments with similar levels of risk) provide the foundation a firm needs to simultaneously satisfy all of its stakeholders.


1.7 Self –Test Exercise


Part I:-choose the best answer from the alternatives.
1. The determination of the basic long-term goals and objectives of an enterprise and adoption of the course of action and the allocation of resources necessary for carrying out these goals is known as:

A. Strategic management
B. Strategy
C. 
Policy
D. Procedure

2. ” …the core duty of general management is strategy design and communication. In this sense he defined strategy as “… developing and communicating the company’s unique position, making trade-offs, and forging fit among activities.” This definition of strategy was given by:

A. Henry Mintzberg (1987)
B. Michael E Porter (1996)
C. 
Kenneth Andrews (1965)
D. Igor Ansoff (1965)

3. Among the following is not activity to be performed at strategy formulation stage?

A. Internal assessment
B. External assessment
C. 
Long term objective
D. Resource allocation

4. The means by which long-term objectives will be achieved are:
A. Mission statements
B. Strategies.
C. Vision statements.
D. Long-term goals.


5. Which of the following is/are the benefits of strategic Management?
A. Improved productivity
B. Clearer sense of strategic vision
C. Improved understanding of competitors’ strategies
D. All of the above
Part II: Questions for Review and Discussion
1. Discuss briefly and clearly the concept of strategy.
2. Explain why organizations implement strategic management.
3. Discuss why strategic management is said as “continuous Process”.
4. Define strategic management in your own words and discuss its benefits to organizations
5. What are the key terms in strategic management? Discuss each of them in your own word.

[bookmark: _bookmark10][bookmark: _bookmark9]CHAPTER TWO: STRATEGY FORMULATION-The business mission, vision and values

Chapter Outline
2.1. Unit Introduction
2.2. Vision statement
2.3. Mission statement
2.4. Business values
2.5. Strategic issues
2.6. Setting Goals and Objectives
2.7. Summery
2.8. Self evaluation test

2.1 [bookmark: _TOC_250037][image: ]Introduction
Dear learner! we hope that in the first unit, you have grasp the meaning of strategic management, key terms in strategic management, the process of strategic management and benefits of strategic management.
The extent of manager and employee involvement in developing vision and mission statements can make a difference in business success. We will discuss in some detail the concept of strategic intent, the role played by vision, mission statements and how to craft the vision and mission statement.
Learning objective
At the end of this unit, students will be able to:
[image: ][image: ]Define the concept of vision, mission and values of a business Able to develop vision and mission statements;
[image: ]describe the importance of mission, vision and values [image: ]   Explain the nature of business mission
[image: ][image: ]Illustrate components of mission statement Describe strategic issues
[image: ]Able to set goals and objectives

2.2 [bookmark: _bookmark11][bookmark: _TOC_250036]Vision statement
“Vision is the art of seeing things invisible”         Jonathan Swift
“The very essence of leadership is that you have vision. You can’t blow an uncertain trumpet” Theodore Hesburgh
Vision is a picture of what the firm wants to be and, in broad terms, what it wants to ultimately achieve. It articulates the ideal description of an organization and gives shape to its intended future. The vision statement points the firm in the direction of where it would eventually like to be in the years to come. Vision is “big picture” thinking with passion that helps people feel what they are supposed to be doing. A vision stretches and challenges people and evokes emotions and dreams.


[image: ]Vision statement reflects a firm’s values and aspirations and is intended to capture the heart and mind of each employee, and hopefully, many of its other stakeholders. A firm’s vision tends to be enduring while its mission can change in light of changing environmental conditions.

While a vision statement doesn’t tell you how you’re going to get there, it does set the direction for your business planning. That’s why it’s important when crafting a vision statement to let your imagination go and dare to dream – and why it’s important that a vision statement captures your passion. Unlike the mission statement, a vision statement is for you and the other members of your company, not for your customers or clients.
Vision is a picture of what the firm wants to be and, in broad terms, what it wants to ultimately achieve. Thus, a vision statement articulates the ideal description of an organization and gives shape to its intended future. In other words, a vision statement points the firm in the direction of where it would eventually like to be in the years to come. Vision is “big picture” thinking with passion that helps people feel what they are supposed to be doing. People feel what they are to do when their firm’s vision is simple, positive, and emotional. A vision stretches and challenges people and evokes emotions and dreams. Imagine the dreams evoked and the emotions felt when employees learn that as part of the firm’s vision, the new CEO of LG Electronics says, “We must be a great company with great people.”
It is also important to note that vision statements reflect a firm’s values and aspirations and are intended to capture the heart and mind of each employee and, hopefully, many of its other stakeholders.

[bookmark: _bookmark12]A firm’s vision tends to be enduring while its mission can change in light of changing environmental conditions. A vision statement tends to be relatively short and concise, making it easily remembered. Examples of vision statements include the following:
Our vision is to be the world’s best quick service restaurant (McDonald’s)
To make the automobile accessible to every American (Ford Motor Company’s vision when established by Henry Ford)
To write an effective vision statement, the top management should involve a host of people (e.g., other top-level managers, employees working in different parts of the organization, suppliers, and customers) to develop it. In addition, to help the firm reach its desired future state, a vision statement should be clearly tied to the conditions in the firm’s external and internal environments and it must be achievable.
Features of an effective vision statement include:
· Clarity and lack of ambiguity
· Vivid and clear picture 0f future
· Memorable and engaging wording
· Realistic aspirations
· Alignment with organizational values and culture
Purpose of a Vision statement
· Shared vision is an initial force that brings people together.
· Provide energy and strengths to individuals.
· It inspires stakeholders.
· It helps to see what you are working towards.
· It conveys an organization together in times of crises.

2.3 Mission statement
Mission statements are also called creed statement, statement of purpose, statement of philosophy, statement of beliefs and statement of business principles.
[image: ]The vision is the foundation for the firm’s mission. A mission specifies the business or businesses in which the firm intends to compete and the customers it intends to serve. The firm’s mission is more concrete than its vision. However, like the vision, a mission should establish a firm’s individuality and should be inspiring and relevant to all stakeholders.
While the essence of vision is a forward-looking view of what an organization wishes to become, mission is what an organization is and why- it exists. Peter F. Drucker raised important philosophical questions related to business: What is our business? What will it be?

[bookmark: _bookmark13]and What should it be? These three questions, though simply worded, are in reality the most fundamental questions that any organization can put to itself. The answers are based on the analysis of the underlying needs of the society that any organization serves to fulfill. The satisfaction of that need is, then, the business of the organization.

Thompson (1997) defines mission as the "essential purpose of the organization, concerning particularly why it is in existence, the nature of the business (es) it is in, and the customers it seeks to serve and satisfy". Hunger and Wheelen (1999) say that mission is the "purpose or reason for the organization's existence. Some examples of mission statements are shown below:
· Ethiopian Airline

· To create value to our customers and stakeholders by providing safe and reliable passenger and cargo air transport service. (Ethiopian Airline)
· To provide aircraft maintenance, training and other aviation-related services.
· To become a market leader as a World Class African Airline.
· To invest in the latest aviation technology and a highly trained and motivated human resource.
· To play a visible role in the development of trade and tourism in Ethiopia and Africa.

· Dashen Bank has the following mission statement:
· Provide Efficient and Customer Focused Domestic and International Banking Services, overcoming the continuous Challenges for excellence through the Application of Appropriate Technology.
· Be the best employer for our people in each community around the world and deliver operational excellence to our customers in each of our restaurants (McDonald’s)
Value Statements

Values are the beliefs of an individual or group, and in this case the organization, in which they are emotionally invested. The Starbucks mission statement describes six guiding principles that, as you can see, also communicate the organization’s values:
1. Provide a great work environment and treat each other with respect and dignity.
2. Embrace diversity as an essential component in the way we do business.

3. [bookmark: _bookmark14]Apply the highest standards of excellence to the purchasing, roasting and fresh delivery of our coffee.
4. Develop enthusiastically satisfied customers all of the time.
5. Contribute positively to our communities and our environment. Recognize that profitability is essential to our future success.
2.3 [bookmark: _TOC_250035]Mission Statement Components
Mission statements can and do vary in length, content, format, and specificity. Most practitioners and academicians of strategic management consider an effective statement to exhibit nine components.
1. Customer: the target customer the company intended to serve should be mentioned in its mission statement. Who are the firm’s customers?
2. Products or services: mission statement should indicate the products or services the organization produce. What are the firm’s major products or services?
3. Markets: an organization should indicate the type of market it serves in mission statements. Geographically, where does the firm compete?
4. Technology: the mission statement should describe about the type of technology implemented for achieving the organizational goals. Is the firm technologically current?
5. Concern for survival, growth, and profitability: for commercial organization it’s essential to mention its financial objectives in mission statement. This will allow the stakeholders to know the financial motives and strategies. Is the firm committed to growth and financial soundness?
6. Philosophy: effective mission statement outline the values held by the organization. What are the basic beliefs, values, aspirations, and ethical priorities of the firm?
7. Self-concept: mission statement should always define the competitive advantage of the organization. What is the firm’s distinctive competence or major competitive advantage?
8. Concern for public image: by formulating mission statement, leaders are able to convey the basic features and functions of the organization which helps to create positive public image. Is the firm responsive to social, community, and environmental concerns?
9. Concern for employees: mission statement should indicate policies regarding employees so that they realize their importance in the organization. Are employees a valuable asset of the firm?

2.4 [bookmark: _bookmark15][bookmark: _TOC_250034]Roles Played by Mission and Vision
Mission and vision statements play three critical roles:
(1) Communicate the purpose of the organization to stakeholders,
(2) Inform strategy development, and
(3) Develop the measurable goals and objectives by which to gauge the success of the organization’s strategy.
First, mission and vision provide a vehicle for communicating an organization’s purpose and values to all key stakeholders. Stakeholders are those key parties who have some influence over the organization or stake in its future. Some key stakeholders are employees, customers, investors, suppliers, and institutions such as governments. Typically, these statements would be widely circulated and discussed often so that their meaning is widely understood, shared, and internalized. The better employees understand an organization’s purpose, through its mission and vision, the better able they will be to understand the strategy and its implementation.

Second, mission and vision create a target for strategy development. That is, one criterion of a good strategy is how well it helps the firm achieve its mission and vision. To better understand the relationship among mission, vision, and strategy, it is sometimes helpful to visualize them collectively as a funnel. At the broadest part of the funnel, you find the inputs into the mission statement. Toward the narrower part of the funnel, you find the vision statement, which has distilled down the mission in a way that it can guide the development of the strategy. In the narrowest part of the funnel you find the strategy —it is clear and explicit about what the firm will do, and not do, to achieve the vision. Vision statements also provide a bridge between the mission and the strategy. In that sense the best vision statements create a tension and restlessness with regard to the status quo—that is, they should foster a spirit of continuous innovation and improvement. For instance, in the case of Toyota, its “moving forward” vision urges managers to find newer and more environmentally friendly ways of delighting the purchaser of their cars. London Business School professors Gary Hamel and C.
K. Prahalad describe this tense relationship between vision and strategy as stretch and ambition. Indeed, in a study of such able competitors as CNN, British Airways, and Sony, they found that these firms displaced competitors with stronger reputations and deeper pockets through their ambition to stretch their organizations in more innovative ways.

Third, mission and vision provide a high-level guide, and the strategy provides a specific guide, to the goals and objectives showing success or failure of the strategy and satisfaction of the larger set of objectives stated in the mission. In the cases of both Starbucks and Toyota, you would expect to see profitability goals, in addition to metrics on customer and employee satisfaction, and social and environmental responsibility.
To sum up, mission and vision both relate to an organization’s purpose and aspirations, and are typically communicated in some form of brief written statements. A mission statement communicates the organization’s reason for being and how it aspires to serve its key stakeholders. The vision statement is a narrower, future-oriented declaration of the organization’s purpose and aspirations. Together, mission and vision guide strategy development, help communicate the organization’s purpose to stakeholders, and inform the goals and objectives set to determine whether the strategy is on track.


[image: ]Benefits of Having a Clear Mission and Vision
1. Achieve clarity of purpose among all managers and employees.
2. Provide a basis for all other strategic planning activities, including the internal and external assessment, establishing objectives, developing strategies, choosing among alternative strategies, devising policies, establishing organizational structure, allocating resources, and evaluating performance.
3. Provide direction.
4. Provide a focal point for all stakeholders of the firm. 5.Resolve divergent views among managers.
6.Promote a sense of shared expectations among all managers and employees. 7.Project a sense of worth and intent to all stakeholders.
8. Project an organized, motivated organization worthy of support.
9. Achieve higher organizational performance.
10. Achieve synergy among all managers and employees.



Learning activities 2.1
Answer the following question in the space provided below each question?
1. Discuss the mission statement components.




2. [bookmark: _bookmark16]Explain the difference between vision and mission.



3. Discuss the roles played by mission and vision.




2.5 [bookmark: _TOC_250033]Crafting Vision and Mission: Development Process

Vision and mission development are analogous to “P” (planning) in the P-O-L-C framework. To the greatest extent possible, people responsible for executing the mission and vision drive the development of vision and mission. Sometimes this means soliciting their input and guiding them through the development of the actual statements, but ideally, it means teaching them how to craft those statements themselves. Participating or involving different key stakeholder during vision and mission statement is vital during strategy implementation phase. The strategist should assign responsibility to each stake holder so that it’s clear how each person can contribute to mission and vision statements. The following points are important to understand while developing vision and mission of an organization:

Context

· Let the business drive the mission and vision.
· Involve all stakeholders in its development; otherwise, they won’t consider it theirs.
· Assign responsibility so that it’s clear how each person, including each stakeholder, can contribute.
· Seek expert facilitation to reach a vision supported by all.
· Revise and reiterate; you’ll likely go through multiple iterations  before you’re satisfied.

Content


The content of the mission and vision statements are analogous to the O (organizing) part of the P-O-L-C framework. Begin by describing the best possible business future for your company, using a target of five to ten years in the future. Your written goals should be dreams, but they should be achievable  dreams. Jim Collins (author of Good to Great)

suggests that the vision be very bold, or what he likes to call a BHAG—a big, hairy, audacious goal:
For example:
· To go to the moon by the end of the decade-NASA, 1960
· Nonracist America- Martin Luther King

Recognizing that the vision statement is derived from aspects of the mission statement, it is helpful to start there. Richard O’ Hallaron and his son, David R. O’ Hallaron, in The Mission Primer: Four Steps to an Effective Mission Statement, suggest that you consider a range of objectives, both financial and nonfinancial. Specifically, the O’Hallarons find that the best mission statements have given attention to the following six areas:

1. What “want-satisfying” service or commodity do we produce and work constantly to improve?
2. How do we increase the wealth or quality of life of society?
3. How do we provide opportunities for the productive employment of people?
4. How are we creating a high-quality and meaningful work experience for employees?
5. How do we live up to the obligation to provide fair and just wages?
6. How do we fulfill the obligation to provide a fair and just return on capital?

When writing your statements, use the present tense, speaking as if your business has already become what you are describing. Use descriptive statements describing what the business looks like, feels like, using words that describe all of a person’s senses. Your words will be a clear written motivation for where your business organization is headed. Mission statements, because they cover more ground, tend to be longer than vision statements, but you should aim to write no more than a page. Your words can be as long as you would like them to be, but a shorter vision statement may be easier to remember.

· Start from where you are to get to where you want to go.
· Build in the values of the organization: Every organization has a soul. Tap into yours, and adjust as needed. Mission and vision built on your values will not just hold promise but also deliver on it.
· Build on the core competencies of the organization: A mission and vision are useless if they can’t be put into operation. This requires recognition of your organization’s strengths and weaknesses.

· Factor in your style: A mission and vision must reflect the leader’s style. You can’t sustain action that goes against it.
· Make it visual: A picture is worth a thousand words.
· Make it simple to understand: Complex language and disconnected statements have little impact—people can’t implement what they don’t understand.
· Make it achievable: A mission and vision are an organization’s dreams for the future. Unachievable goals discourage people.
· Phase it in: Reach for the sky—in stages.
· Make it actionable: If it’s too abstract, no one knows what to do next.

Communications

The communications step of the mission and vision statements development process is analogous to the “L” (leading) part of the P-O-L-C framework. Communicate often: Internal communications are the key to success. People need to see the vision, identify with it, and know that leadership is serious about it.

Managers must evaluate both the need and the necessary tactics for persuasively communicating a strategy in four different directions: upward, downward, across, and outward.

Communicating Upward

Increasingly, firms rely on bottom-up innovation processes that encourage and empower middle-level and division managers to take ownership of mission and vision and propose new strategies to achieve them. Communicating upward means that someone or some group has championed the vision internally and has succeeded in convincing top management of its merits and feasibility.

Communicating Downward

Communicating downward means enlisting the support of the people who’ll be needed to implement the mission and vision. Too often, managers undertake this task only after a strategy has been set in stone, thereby running the risk of undermining both the strategy and any culture of trust and cooperation that may have existed previously. Starting on the communication process early is the best way to  identify and surmount obstacles, and it

usually ensures that a management team is working with a common purpose and intensity that will be important when it’s time to implement the strategy.

Communicating Across and Outward

The need to communicate across and outward reflects the fact that realization of a mission and vision will probably require cooperation from other units of the firm (across) and from key external stakeholders, such as material and capital providers, complementors, and customers (outward). Internally, for example, the strategy may call for raw materials or services to be provided by another subsidiary; perhaps it depends on sales leads from other units. The software company Emageon couldn’t get hospitals to adopt the leading-edge visualization software that was produced and sold by one subsidiary until its hardware division started cross-selling the software as well. This internal coordination required a champion from the software side to convince managers on the hardware side of the need and benefits of working together.

· Communicate often: Internal communications are the key to success. People need to see the mission and vision, identify with them, and know that leadership is serious about it.
· Create messages that relate to the audience: To adopt a mission and vision, people must see how they can achieve it, and what’s in it for them.
· Create messages that inspire action: It’s not what you say, but how you say it

Application

It is the successful execution of this step—actually using the mission and vision statements— that eludes most organizations. Even the most enthusiastic proponents acknowledge that mission statements are often viewed cynically by organizations and their constituents. That is usually due to large and obvious gaps between a company’s words and deeds. “Mission statements are tools, and tools can be used or abused or ignored…Management must lead by example. It’s the only way employees can live up to the company’s mission statement.

Use it: Beyond printing it, posting it, and preaching it, you also need to practice what is laid out in the mission and vision…“walk the talk”

Live it: Management must lead by example.

[bookmark: _bookmark17]Be real: It’s better to adjust the mission statement as needed than to not live up to the standards it sets.


Monitoring

The monitoring step of the mission and vision statements development process is analogous to the “C” (controlling) part of the P-O-L-C framework. Identify key milestones that are implied or explicit in the mission and vision. Since mission and vision act like a compass for a long trip to a new land, as Information Week’s Hajela suggests, “while traveling to your destination, acknowledge the milestones along the way. With these milestones you can monitor your progress: A strategic audit, combined with key metrics, can be used to measure progress against goals and objectives. To keep the process moving, try using an external audit team. One benefit is that an external team brings objectivity, plus a fresh perspective.” It also helps motivate your team to stay on track.

· Identify key milestones: While traveling to your destination, acknowledge the milestones along the way.
· Monitor your progress: A strategic audit, combined with key metrics, can be used to measure progress against goals and objectives.
· Use external audit team: An external team brings objectivity, plus a fresh perspective.

To sum up, this section described some of the basic inputs into crafting mission and vision statements. It explored how mission and vision involved initiation, determination of content, communication, application, and then monitoring to be sure if and how the mission and vision were being followed and realized. In many ways, you learned how the development of mission and vision mirrors the P-O-L-C framework itself—from planning to control (monitoring).

2.6 [bookmark: _TOC_250032]Goals and Objectives

Goals and objectives play an important role in translating the vision and mission into outcomes or manifestations. In this section we attempt to clarify more the concept of goals and objectives that we have discussed in former chapter.

Goals and objectives provide the foundation for measurement. Goals are the outcome statements that define what an organization is trying to accomplish, both programmatically and organizationally. Goals are usually a collection of related programs, a reflection of major actions of the organization, and provide rallying points for managers. For example, Wal-Mart might state a financial goal of growing its revenues 20% per year or have a goal of growing the international parts of its empire. Try to think of each goal as a large umbrella with several spokes coming out from the center. The umbrella itself is a goal.

In contrast to goals, objectives are very precise, time-based, measurable actions that support the completion of a goal. Objectives typically must be SMART (Specific, Measurable, Achievable, Relevant and Time bounded)(1) be related directly to the goal; (2) be clear, concise, and understandable; (3) be stated in terms of results; (4) begin with an action verb;
(5) specify a date for accomplishment; and (6) be measurable. Apply our umbrella analogy and think of each spoke as an objective. Going back to the Wal-Mart example, and in support of the company’s 20% revenue growth goal, one objective might be to “open 20 new stores in the next six months.” Without specific objectives, the general goal could not be accomplished—just as an umbrella cannot be put up or down without the spokes. Importantly, goals and objectives become less useful when they are unrealistic or ignored. For instance, if your university has set goals and objectives related to class sizes but is unable to ever achieve them, then their effectiveness as a management tool is significantly decreased.

Measures are the actual metrics used to gauge performance on objectives. For instance, the objective of improved financial performance can be measured using a number metrics, ranging from improvement in total sales, profitability, efficiencies, or stock price. You have probably heard the saying, “what gets measured, gets done.” Measurement is critical to today’s organizations. It is a fundamental requirement and an integral part of strategic planning and of principles of management more generally. Without measurement, you cannot tell where you have been, where you are now, or if you are heading in the direction you are intending to go. While such statements may sound obvious, the way that most organizations have set and managed goals and objectives has generally not kept up with this commonsense view.

Goals and objectives are an essential part of planning. They also have cascading implications for all the aspects of organizing, leading, and controlling. Broadly speaking, goals and objectives serve to:

· Gauge and report performance
· Improve performance
· Align effort
· Manage accountabilities

Planning typically starts with a vision and a mission. Then managers develop a strategy for realizing the vision and mission; their success and progress in achieving vision and mission will be indicated by how well the underlying goals and objectives are achieved.

However, unless the organization consists of only a single person, there are typically many working parts in terms of functional areas and product or service areas. Functional areas like accounting and marketing will need to have goals and objectives that, if measured and tracked, help show if and how those functions are contributing to the organization’s goals and objectives. Similarly, product and service areas will likely have goals and objectives. Goals and objectives can also be set for the way that functions and product or service areas interact. For instance, are the accounting and marketing functions interacting in a way that is productive? Similarly, is marketing delivering value to product or service initiatives?

Obviously, the role of goals and objectives does not stop in the planning stage. If goals and objectives are to be achieved and actually improve the competitive position of the firm, then the organizing, leading, and controlling stages must address goals and objectives as well.

The way that the firm is organized can affect goals and objectives in a number of ways. For instance, a functional organizational structure, where departments are broken out by finance, marketing, operations, and so on, will likely want to track the performance of each department, but exactly what constitutes performance will probably vary from function to function.

In terms of leadership, it is usually top managers who set goals and objectives for the entire organization. Ideally, then, lower-level managers would set or have input into the goals and objectives relevant to their respective parts of the business. For example, a CEO might

[bookmark: _bookmark18]believe that the company can achieve a sales growth goal of 20% per year. With this organizational goal, the marketing manager can then set specific product sales goals, as well as pricing, volume, and other objectives, throughout the year that show how marketing is on track to deliver its part of organizational sales growth. Goal setting is thus a primary function of leadership, along with holding others accountable for their respective goals and objectives.

To sum up, goals are typically outcome statements, while objectives are very precise, time- based, and measurable actions that support the completion of goals. Goals and objectives are an essential element in planning and are a key referent point in many aspects of organizing, leading, and controlling. Broadly speaking, within the P-O-L-C framework, goals and objectives serve to (1) gauge and report performance, (2) improve performance, (3) align effort and, (4) manage accountabilities.

Activity 2.2


1. What is the difference between a goal and an objective?



2. What is the relationship between a goal and an objective?



3. What characteristics should a good objective have?



2.7 [bookmark: _TOC_250031]Summery
Vision and mission are formed in light of the information and insights gained from studying a firm’s internal and external environments. Vision is a picture of what the firm wants to demand, in broad terms, what it wants to ultimately achieve. Flowing from the vision, the mission specifies the business or businesses in which the firm intends to compete and the customers it intends to serve. Vision and mission provide direction to the firm and signals important descriptive information to stakeholders. Goals and objectives provide the foundation for measurement. Mission and vision statements play three critical roles: Communicate the purpose of the organization to stakeholders, Inform strategy development,

and develop the measurable goals and objectives by which to gauge the success of the organization’s strategy.
Goals are the outcome statements that define what an organization is trying to accomplish, both programmatically and organizationally. Objectives are very precise, time-based and measurable actions that support the completion of a goal.


2.8 Self –Test Exercise


Part I:-choose the best answer from the alternatives.
1. Which statement should be created first and foremost?

A. Vision
B. Objectives
2. All are roles played by mission and vision, Except:

C. Mission
D. Competitive advantage

A. Communicate the purpose of the organization to stakeholders.
B. Inform strategy development.
C. Develop the measurable goals and objectives.
D. None of the above
3. Which type of communication is appropriate when a mission and vision require cooperation from other units of the firm?

A. Upward
B. Downward
4. All are correct about vision and mission, Except:

C.   Across
D. All of the above

A. Mission describes what the organization is now; vision describes what the organization would like to become.
B. While a vision statement tells why your business exists, a mission statement tells you where you are going.
C. Visions, like dreams, will change as they are fulfilled. Mission occasionally changes to become congruent with a new vision.
D. Mission gives day-to-day relevance to work. Vision inspires stretching beyond what may seem possible.;2
5. Which of the following is incorrect about objectives?

A. Clear and concise
B. Stated in terms of results
C. 
Expressed in general term
D. Measurable



Part II:-Short Answer question.

1. What is a mission statement?
2. What is a vision statement?
3. How are values important to the content of mission and vision statements?
4. Where does the purpose of mission and vision overlap?
5. How do mission and vision relate to a firm’s strategy?
6. Why are mission and vision important for organizational goals and objectives?
7. Who should be involved in the mission and vision development process?
8. What are some key content areas for mission and vision?
9. Why are organizational values important to mission and vision?
10. Why is communication important with mission and vision?

63



[bookmark: _bookmark19][bookmark: _TOC_250030]CHAPTER THREE: External Environmental Analysis

Chapter outline
3.1 Chapter Introduction
3.2 The Nature of External Audit
3.3 The Process of Performing an External Audit
3.4 Analysis of key external factors
· Generalexternal factors
· Industry analysis
· Competitors Analysis
3.5 Sources of external information
3.6 Forecasting tools and techniques
3.7 External Factor Evaluation (EFE)
3.8 The Competitive Profile Matrix (CPM)
3.9 Summery
3.10 Self evaluation test

[image: ]3.1. Introduction
Dear learner! This chapter attempts to highlight what firms do to analyze and understand the external environment. The external environment influences the firm’s strategic alternatives and decisions made in choosing best alternative/s. The firm’s knowledge of external environment is matched with knowledge about its inter;2nal environment to form its vision, to develop its mission, and takes action that result in strategic competitiveness and above-average returns.
Learning objective
After reading this section, you will be able to

[image: ][image: ][image: ]Understand the nature of external audit. Explain sources of external information. Describe forecasting tools and techniques.
[image: ]Distinguish the differences between the Porter’s five forces model



3.2 [bookmark: _bookmark21]The Nature of External Audit
The external environment comprises concentric strata of influences that can affect an organization from outside. The external environment includes all the factors outside the organization which provide opportunities or pose threats to the organization.
· An opportunity is a condition in a general environment that, if exploited, helps a company achieves strategic competitiveness.
· A threat is a condition in the general environment that may hinder a company’s efforts to achieve strategic competitiveness.
· In short, opportunities suggest competitive possibilities, while threats are potential constraints.
· The firm must conduct macro-environmental analysis to capitalize on opportunities and minimize/avoid the effect of threats.
Most firms face external environments that are highly turbulent, complex, and global conditions that make interpreting them increasingly difficult. To cope with what are often ambiguous and incomplete environmental data and to increase their understanding of the general environment, firms engage in a process called external environmental analysis.
Those analyzing the external environment should understand that completing this analysis is a difficult, yet significant.
An important objective of studying the general environment is identifying opportunities and threats. An opportunity is a condition in the general environment that, if exploited, helps a company achieves strategic competitiveness. A threat is a condition in the general environment that may hinder a company’s efforts to achieve strategic competitiveness.
3.3 The Process of Performing an External Audit
Prior to the developing its strategy, a company must perform a survey or audit of its external environment in order to identify potential external opportunities and threats to the company. An external audit is continuous process includes four activities: scanning, monitoring, forecasting, and assessing.
Scanning
Scanning entails the study of all segments in the general environment. Through scanning, firms identify early signals of potential changes in the general environment and detect changes that are already under way. When scanning, the firm often deals with ambiguous, incomplete, or



unconnected data and information. Environmental scanning is critically important for firms competing in highly volatile environments. In addition, scanning activities must be aligned with the organizational context; a scanning system designed for a volatile environment is inappropriate for a firm in a stable environment.

Monitoring
When monitoring, analysts observe environmental changes to see if an important trend is emerging from among those spotted by scanning. Critical to successful monitoring is the firm’s ability to detect meaning in different environmental events and trends. For example, the size of the middle class of African Americans continues to grow in the United States. With increasing wealth, this group of citizens is more aggressively pursuing investment options. Companies in the financial planning sector could monitor this change in the economic segment to determine the degree to which a competitively important trend is emerging. By monitoring trends, firms can be prepared to introduce new goods and services at the appropriate time to take advantage of the opportunities identified trends provide.
Effective monitoring requires the firm to identify important stakeholders. Because the importance of different stakeholders can vary over a firm’s life cycle, careful attention must be given to the firm’s needs and its stakeholder groups across time.
Scanning and monitoring are particularly important when a firm competes in an industry with high technological uncertainty. Scanning and monitoring not only can provide the firm with information, they also serve as a means of importing new knowledge about markets and about how to successfully commercialize new technologies that the firm has developed.
Forecasting
Scanning and monitoring are concerned with events and trends in the general environment at a point in time. When forecasting, analysts develop feasible projections of what might happen, and how quickly, as a result of the changes and trends detected through scanning and monitoring. For example, analysts might forecast the time that will be required for a new technology to reach the marketplace, the length of time before different corporate training procedures are required to deal with anticipated changes in the composition of the workforce, or how much time will elapse before changes in governmental taxation policies affect consumers’ purchasing patterns. Forecasting events and outcomes accurately is challenging.



[bookmark: _bookmark22]Assessing
The objective of assessing is to determine the timing and significance of the effects of environmental changes and trends on the strategic management of the firm. Through canning, monitoring, and forecasting, analysts are able to understand the general environment. Going a step further, the intent of assessment is to specify the implications of that understanding for the organization. Without assessment, the firm is left with data that may be interesting but are of unknown competitive relevance.
Despite the importance of studying the environment, evidence suggests that only a relatively small percentage of firms use formal processes to collect and disseminate such information. Even if formal assessment is inadequate, the appropriate interpretation of that information is important. “Research found that how accurate senior executives are about their competitive environments is indeed less important for strategy and corresponding organizational changes than the way in which they interpret information about their environments.” Thus, although gathering and organizing information is important, investing money in the appropriate interpretation of that intelligence may be equally important. Accordingly, after information has been gathered, assessing whether a trend in the environment represents an opportunity or a threat is extremely important.
3.4 Analysis of key external factors
An integrated understanding of the external and internal environments is essential for firms to understand the present and predict the future. As shown in Figure, a firm’s external environment is divided into three major areas: the general, industry, and competitor environments.
[image: ]



3.4.1 [bookmark: _bookmark23]General (Macro) external environment
The general environment is composed of dimensions in the broader society that influence an industry and the firms within it. We group these dimensions into six environmental segments: demographic, economic, political/legal, socio cultural, technological, and global.
Firms cannot directly control the general environment’s segments and elements. Accordingly, successful companies gather the information required to understand each segment and its implications for the selection and implementation of the appropriate strategies.
The Demographic Segment
The demographic segment is concerned with a population’s size, age structure, geographic distribution, ethnic mix, and income distribution. Often demographic segments are analyzed on a global basis because of their potential effects across countries’ borders and because many firms compete in global markets.
The Economic Segment
There is a close relationship between business and its economic environment. Economical factors indicate the direction of the economy in which the organization operates. Examples of components of these factors include; Economic growth, GDP of the country in which the organization exists, Rate of inflation, Interest rate, Availability of credit, level of disposal income, Federal Government budget defects, unemployment trends, consumption trends, stock market trends, demand shifts, price fluctuations, tax rates, etc.
The fluctuation of local, natural, and world economics are related in many ways, but it is still important to make separate assessment based on organizational scope.
· The state of the macroeconomic environment determines the general health and well- being of the economy. This in turn affects a company’s ability to earn an adequate rate of return. The four most important factors in the macro economy are the growth rate of the economy, interest rates, currency exchange rates, and inflation rates.
Growth rate Because it leads to an expansion in expenditures by consumers, economic growth tends to produce a general easing of competitive pressures within an industry. This gives companies the opportunity to expand their operations and earn higher profits. Because economic decline leads to a reduction in expenditures by consumers, it increases competitive pressures. Economic decline frequently causes price wars in mature industries.



The level of interest rates can determine the level of demand for a company’s products. Interest rates are important whenever consumers routinely borrow money to finance their purchase of these products. The most obvious example is the housing market, in which the mortgage rate directly affects demands, but interest rates also have an impact on the sale of autos, appliances, and capital equipment, to give just a few examples. For companies in such industries, rising interest rates are a threat and failing an opportunity.
Currency exchange rates define the value of different national currencies against each other. Movement in currency exchange rates has a direct impact on the competitiveness of a company’s products in the global market place. For example, when the value of the dollar is low compared with that of other currencies, products made in the USA are relatively inexpensive and products made overseas are relatively expensive. A low or declining dollar reduces the threat from foreign competitors while it creates opportunities for increased sales overseas.
Inflation can destabilize the economy, producing slower economic growth, higher interest rates, and volatile currency movements. If inflation keeps increasing, investment planning becomes hazardous. The key characteristics of inflation are that it makes the future less predictable. In an inflated environment, it may be impossible to predict with accuracy the real value of returns that can be earned from a project five years since. Such uncertainty makes companies less willing to invest. Thus, high inflation is a threat to companies.
The Technological segment
This is an area in which change takes place very rapidly and the organizations need to be consistently aware of what is going on.
Technology refers to the means chose to do useful work. J.K. Galbraith defines technology as a systematic application of scientific or other organized knowledge to practical tasks.
Technological forces include not only the glamorous invention that revolutionizes our lives but also the gradual improvements in methods, in materials, in design, in application, in diffusion into new industries, and inefficiency.
Technological changes can make established products obsolete overnight, and at the same time it can create a host of new product possibilities.
The effects of technological changes are felt in following ways.
· New product or services.
· Alternative processing methods, raw materials, and service delivery.
· Changes in complementary products or services.



The socio- cultural segment
As with technological changes, social changes create opportunities and threats. Social forces include factors that relate to the values, attitudes, and demographic characteristics of an organization’s customers. This means, the social environment of a business consists of the population density, class structure, rural-urban mobility, inter-state migration, nature of social organization, development of social institutions, growth of educational opportunities, change in lifestyle, women’s participation in the work force, consumer behavior, value and attitude of people towards work, wealth, family, religion and ethics.
The social environment includes the attitudes and values of society as well as the behavior, which is motivated by those values.
The impact of the social sector is felt in changing needs, tastes, and preferences of consumers, in relation with employee, and in the expectation of society about the organization should fulfill its citizenship role. Expectations concerning responsible use of physical environment have greatly increased in business organizations. The attitudes of employee and, consequently, the relationships of employees to the firm are also changing. The willingness to put forth and all-out effort to earn more money is less evident than it was in the past, and employees opt for more leisure and depend less on work to meet their needs for esteem and fulfilment.
Social attitudes that are strongly held are often expressed as laws. Recently, many states have passed harsher laws dealing with the problem of driving under the influence of alcohol. The increased concern over the physical environment has led to a multitude of pollution laws and regulations and a cleaner environment.
The term culture included knowledge, belief, art, morals, laws, custom, values, norm, and accepted behavior patterns. Every society develops its own culture over times. Thus culture determines the measures that how its members behave and interact with each other. Culture determines the types of goods and services to be produced, because, the type of food people eat, the cloth they wear, the festivals they celebrate, building material they use to construct houses vary from culture to culture. Therefore, business environment should identify these cultural differences and produces such products and services, which are suitable to a particular culture.
The political-legal segment
The political forces have an important influence on strategic planning. In broad sense it promotes and controls the business actions. Stable, honest, efficient and dynamic political system



[bookmark: _bookmark24]ensures personal security to the people. On the other hand, unstable, bad and dishonest political system may affect the business decision very badly.
In the regulatory environment, federal, state, and local governments have increasingly passed laws that affect the operation of business. The legal environment is concerned with how an organization does business and covers the hiring and firing of employee, compensations, working hours, and working conditions. Laws also influence advertising practices, the pricing of products, and corporate growth by mergers and acquisitions.
The Global Segment
The global segment includes relevant new global markets, existing markets that are changing, important international political events, and critical cultural and institutional characteristics of global markets. Globalization of business markets creates both opportunities and challenges for firms. For example, firms can identify and enter valuable new global markets. In addition to contemplating opportunities, firms should recognize potential competitive threats in these markets. China presents many opportunities and some threats for international firms.

Firms can also increase the opportunity to sell innovations by entering international markets. The larger total market increases the probability that the firm will earn a return on its innovations. Certainly, firms entering new markets can diffuse new knowledge they have created and learn from the new markets as well. Firms should recognize the different socio cultural and institutional attributes of global markets.
To sum up, based on information about these factors an organization can formulate its future strategy. It is true that these factors are highly related in that the environment is treated as system. A change observed on one factor most likely brings about a change in another.

The key objective of analyzing the general environment is identifying anticipated changes and trends among external elements. With a focus on the future, the analysis of the general environment allows firms to identify opportunities and threats.
3.4.2 Industry (Micro/Task) Environment Analysis
Understanding the company's external environment is important for developing and implementing an effective strategy to gain a greater appreciation of their environment, executives should also analyze their industry and competitors. In recent years, industry analysis



has become a centerpiece in the strategic management process. These analysis help executives to define their industry's boundaries, examine its structure, and identify the factors that determine the competition, and delineate key factors of success in the industry; the results of industry analysis can clarify the company's major opportunities and threats.
The industry environment (sometimes referred to as the task environment) refers to the situation facing an organization within its specific competitive arena. This arena may be an industry, or it may be what is referred to as a strategic group within an industry and you need to decide when one or the other is your most appropriate unit of analysis.
· An industry can be defined a group of companies offering products or services that are close substitutes for each other. Close substitutes are products or services that satisfy the same basic customer needs.
Five Competitive Forces
The industry environment combines forces that are particularly relevant to a firm's strategy, including competitors (existing and potential), customers, and suppliers. The "five forces" model, the most commonly utilized analytical tool for examining the competitive environment, was developed to broaden our thinking about how forces in the competitive environment shape strategies and affect performance.
The task facing managers is to analyze competitive forces in an industry's environment in order to identify the opportunities and threats confronting a company. Michael E. Porter of the Harvard School of Business Administration has developed a framework that helps managers in this analysis. Porter's framework is known as the five forces model. The five basic forces are listed and portrayed graphically below.
The Five-Forces Model of Competition: A key Analytical Tool for Diagnosing the Competitive Environment





Figure 4.3 Five Forces of Competition Model
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The five basic forces are:
· The threat of new entrants to your market (the risk of new entry by potential competitor)
· The bargaining power of your firm's suppliers. (The bargaining power of suppliers)
· The bargaining power of your firm's customers. (the bargaining power of buyers)
· The threat of substitute products.
· The intensity of rivalry among firms that compete directly with yours (the degree of rivalry among established companies within an industry)
Together, these forces determine the nature and extent of competition and shape the strategies of firms in their particular competitive environments. You should understand how each of these forces affects an industry's environment so that you can identify the most appropriate and defensible strategic position within your industry. Porter argues that the stronger each of these forces is, the more limited is the ability of established companies to raise prices and earn greater profits. The strongest competitive force or forces determine the profitability of an industry and so are of greatest importance in strategic formulation.
1. The Threat of New Entrants: Potential competitors are companies that are not currently competing in an industry but have the capability to do so if they choose. When a business begins operation in a new market, we say it has entered that market; when it ceases to operate in a market, we say it has exited. A new entrant in an industry represents a competitive to the established firms, sometimes called the incumbents (those already operating in an industry.) The incumbent companies try to discourage potential competitors from entering the industry,



since the more companies enter, the more difficult it becomes for established companies to hold their share of the market and to generate profit. Thus, a high risk of potential competitors represents a threat to the profitability of established companies. On the other hand, if the risk of new entry is low, incumbent companies can take advantage of this opportunity to raise prices and earn greater returns.
Barriers to entry are factors that make it costly for companies to enter an industry. The greater the costs that potential competitors must bear to enter an industry, the greater are the barriers to entry. High barriers to entry keep potential competitors out of an industry, even when industry returns are high. To reduce the threat of new entrants, managers of established firms depend on what we call barriers to entry.
Major sources of barriers to entry include:
· Economies of scale: Economies of scale are the cost advantages associated with large capacity size. Sources of scale economies include cost reductions gained through mass- producing a standardized output, discount on bulk purchase of raw material inputs and component parts, the advantages gained by spreading fixed costs over a large production volume, and economies of scale in advertising.
· Cost disadvantages independent of size: Established competitors may have cost advantages even when the new entrant has comparable economies of scale (i.e. in case where volume and size have little impact on production cost.) these advantages may include learning curve, proprietary product knowledge, such as patents; favorable access to raw materials; favorable location; government subsides. New entrants will find it difficult to compete with incumbents that enjoy such cost advantages.

· Product differentiation: Brand loyalty is buyers' preference for the products of incumbent companies. A company can create brand loyalty through continuous advertising of brand and company names, patent protection of products, product innovation achieved through its research and development programs, an emphasis on high product quality, and good-after sales services. Significant brand loyalty makes it difficult for new entrants to take market share away from established companies. Thus, brand loyalty reduces the threats of entry by potential competitors since they may see that task of breaking down well-established consumer preference as too costly.



· Capital requirements: If the amount of investment required to enter an industry (plant and equipment costs, working capital, etc) is high, the number of entrants who can afford to "Start up" may be limited
· Switching costs: Sometimes the costs (either psychological or financial) that would be incurred by a customer's switching from one supplier to another make it difficult for new entrants to gain sales.
· Access to distribution channel: Costs or other restrictions associated with development to move its products to or through the market.
· Government policy: The government can limit or even foreclose entry to industry with such controls as license requirements and limits on access to raw materials. The government also can play a major indirect role by affecting entry barriers through controls such as air and water pollution standards and safety regulations.
The potential rival's expectations about the reaction of existing competitors also will influence its decision on whether to enter. The company is likely to have second thoughts if incumbents have previously lashed out at new entrants or if:
· The incumbents possess substantial resources to fight back, including excess cash and unused borrowing power, productive capacity, or clout with distribution channels and customers.
· The incumbents seem likely to cut prices because of a desire to keep market shares or because of industry-wide excess capacity.
· Industry growth is slow, affecting its ability to absorb, the new arrival and probably causing the financial performance of all the parties involved to decline.
2. The Intensity of Rivalry among competitors: The second of Porter's five competitive forces is the extent of rivalry among established companies within an industry. If this rivalry is weak, companies have an opportunity to raise prices and earn greater profits. If rivalry is strong, significant price competition, including price wars, may result. Many industries in free market economies have a high level of competition that is usually characterized by intense prices competition, product differentiation, and/or product innovation.
The extent of rivalry among established companies within an industry is largely a function of three factors: (1) the industry's competitive structure, (2) demand conditions, and (3) the height of exit barriers in the industry.



· Competitive structure: Competitive structure refers to the number and size distribution of companies in an industry. Structures vary from fragmented to consolidated and have different implications for rivalry. A fragmented industry contains a large number of small or medium- sized companies, none of which is in a position to dominate the industry. A consolidate industry may be dominated by a small number of large companies (in which case it is referred to as an oligopoly) or, in extreme cases, by just one company (a monopoly).

Many fragmented industries are characterized by low barriers to entry and commodity type products that are hard to differentiate. Low barriers to entry imply that whenever demand is strong and profits are high, there will be a flood of new entrants hoping to cash in on the boom. Often the flood of new entrants into a boom fragmented industry creates excess capacity. Once excess capacity develops, companies start to cut prices in order to utilize their spare capacity. The difficulty companies face when trying to differentiate their products from those of competitors can worsen this tendency. The result is price war, which depresses industry profits, forces some companies out of business, and deters potential new entrants. The most intense competition results from well-matched rivals in a situation that doesn't allow any particular firm to dominate.
The nature and intensity of rivalry in consolidated industries is much more difficult to predict. In consolidated industries companies are interdependent, such that the competitive action of one company directly affects the profitability of others in the industry. Thus, in a consolidate industry the competitive action of one company directly affects the market share of its rivals, forcing a response from them.
· Demand conditions: An industry's demand conditions are another determinate of the intensity of rivalry among established companies. Growing demand from either new customers or additional purchases by existing customers tends to moderate competition by providing greater room for expansion. Growing demand tends to reduce rivalry because all companies can sell more without taking market share away from other companies and high profits are often the result. Conversely, declining demand results in more rivalry as companies fight to maintain revenues and market share. Demand declines when consumers leave the market place or when each consumer buys less. Under these conditions a company can grown only by taking market share away from other companies. Thus, declining demand



constitutes a major threat, for it increases the extent of rivalry between established companies.
· Exit barriers: Exit barriers are economic, strategic, and emotional factors that keep companies in an industry even when returns are low. If exit barriers are high, companies can become locked into an unprofitable industry in which overall demand is static or declining. Excess productive capacity can result. In turn, excess capacity tends to lead to intensified price competition, with companies cutting prices in an attempt to obtain the orders needed to utilize their idle capacity. Common exit barriers include the following:
 Investments in plant and equipment that have no alternative uses and cannot be sold off. If the company wishes to leave the industry, it has to write off the book values of these assets.
 High fixed costs of exit, such as severance pay to workers who are being made redundant.
 Emotional attachments to an industry, as when a company is unwilling to exit from its original industry for sentimental reasons.
 Economic dependence on the industry, as when a company is not diversified and so relies on the industry for its income.
3. The bargaining power of customers (buyers): The third of Porter's five competitive forces is the bargaining power of buyers. A company's buyers may be the customers who ultimately consume its products, but they may also be the companies that distribute its products to end users, such as retailers and wholesalers. Buyers can exert bargaining power over a supplier's industry by forcing its prices down, by reducing the amount of goods they purchase from the industry, or by demanding better quality for the same price. In short, buyers can be viewed as a competitive threat when they are in a position to demand lower prices from the company or when they demand better service(which increase operating costs). On the other hand, when buyers are weak, a company can raise its prices and earn greater profits. Whether buyers are able to make demands on a company depends on their power relative to that of the company. According to Porter, buyers are most powerful in the following circumstances:
1. When the supply industry is composed of many small companies and the buyers are few in number and large. These circumstances allow the buyers to dominate supply companies.



2. When the buyers purchase in large quantities. In such circumstances, buyers can use their purchasing power as leverage to bargain for price reduction.
3. When the supply industry depends on the buyers for a large percentage of its total orders.
4. When the buyers can switch orders between supply companies at a low cost, thereby playing off companies against each other to force down prices.
5. When it is economically feasible for the buyers to purchase the products from several companies at once.
6. When there is threat of backward integration by buyers i.e. when the buyers can use the threat to supply their own needs through vertical integration as a device for forcing down prices. Backward integration would involve a buyer's moving into an earlier stage of manufacturing or distribution that is, moving into the supplier's business.

Moreover, factors that lead to greater buyer power include:
· Undifferentiated or standard supplies: If the product being supplied is a commodity good or service, the customer can more easily shop around for the most favorable terms.
· Accurate information about the cost structure of the supplier: This allows customers to exercise more precision in negotiating the prices of supplies.
· Price sensitivity of the buyer: Price-sensitive buyers are likely to fight for lower prices and/or better terms.

4. The Bargaining power of Suppliers: The fourth of Porter's competitive forces is the bargaining power of suppliers. In many industries, the cost of purchased supplies accounts for 60 to 80 percent of total production cost, so suppliers can have an important effect on an industry's profit potential. If suppliers are few in number, their products are vital to the buyer, and switching from one supplier to another is quite problematic and costly- a situation that obviously favors the suppliers. Suppliers can be viewed as a threat when they are able to force up the price that a company must pay for its inputs or reduce the quality of the inputs they supply, thereby depressing the company’s profitability. According to Porter’s suppliers are most powerful:
1. When the product that they sell has few substitutes and is important to the company. Dominance by a few suppliers and lack of substitute products limit customers' options,



effectively increasing the supplier's power. In this case, we see greater concentration among suppliers than among buyers.
2. When the company's industry is not an important customer of the suppliers. In such instances, the suppliers' health does not depend on the company's industry, and suppliers have little incentives to reduce prices or improve quality.
3. When the suppliers’ respective products are differentiated to such an extent that it is costly for a company to switch from one supplier to another. High differentiation by the supplier and high switching costs for the buyer discourage customers from shopping around and playing one supplier against another.
4. When, to raise prices, they can use the treat of vertically integration forward into the industry and competing directly with the company. Credible threat of forward integration by supplier involves a supplier's moving into a later stage of the manufacturing process or distribution, that is, moving into direct competition with its customers.
5. When buying companies cannot use the threat of vertically integrating backward and supplying their own needs as a means to reduce input prices.
5. The Threat of substitute products: The final force in porter's model is the threat of substitute products. Substitute products are those of industries that serve consumers' needs in a way that is similar to those being served by the industry being analyzed. For example, companies in the coffee industry compete indirectly with those in the tea and soft drink industries. All three industries serve consumers' need for drinks. The price that companies in the coffee industry can charge limited by the existence of substitutes such as tea and soft drinks. If the price of coffee rises too much relative to that of tea or soft drinks, coffee drinkers will switch from coffee to those substitutes. The existence of close substitutes presents a strong competitive threat, limiting the price a company can charge and thus its profitability. However, if a company's products have few close substitutes (that is, if substitutes are a weak competitive force), then other things being equal, the company has the opportunity to raise prices and earn additional profits. In other words, the availability of substitutes places an upper price limit on an industry's products. When the price of a product rises above that of a substitute product, customers tend to switch to the substitute.
The five forces model provides a powerful framework for understanding the competitive environment within which a firm operates. But you will benefits most from the model if you first



[bookmark: _bookmark25]determine whether it is better applied to the broader industry as a whole or to a strategic group within the industry.

Activity 3.1
1. Discuss the Porter’s five competitive forces which affect the degree of competition among business organizations.
 	_
 	_
 	.
2. What are the major factors which increase the degree of rivalry among competing firms?
 	_
 	_
 	.
3. What are the sources of bargaining power for the buyers to influence the price and terms of sale?
 	_



3.4.3 Competitor Analysis

While industry analysis and strategic group analysis focus on the industry as a whole or on subsets of firms within an industry, competitor analysis focuses on each company with which a firm competes directly. Competitor analysis, therefore, deals with the actions and reactions of individual firms within an industry or strategic group. It becomes especially important in the case of oligopolistic industries where there are few powerful competitors and each needs to keep track of the strategic moves of others. According to porter, the purpose of conducting a competitor analysis is to:
· Determine each competitor’s probable reaction to the industry and environmental changes
· Anticipate the response of each competitor to the likely strategic moves by other firm, and



· Develop a profile of the nature and success of the possible strategic  changes each competitor might undertake.
Components of Competitor Analysis
A competitor response profile can be built on the basis of the four components of competitor analysis. These four components are: future goals of competitor, its current strategy, the key assumptions that the competitor makes about itself and about the industry, and its capabilities in terms of strengths and weaknesses.
Future goals of competitor: deal with questions such as:
· How do our goals compared to our competitors’ goals?
· Where will emphasis be placed in the future?
· What is the attitude towards risk?

Current Strategy of Competitors:
· How are we currently competing?
· Does this strategy support changes in the competition structure?

Key assumption made by the competitor:
· Do we assume that the future will be volatile?
· Are we operating under a status quo?
· What assumptions do our competitor holds about the industry an about themselves?

Capabilities of Competitors:
· What are our strengths and weaknesses?
· How do we are compared to our competitors?

Based on a thorough analysis of these components, a response profile can be prepared for each competitor that can help predict their likely strategic move which can be either of an offensive or defensive type.
The response profile could be based on a firm posing questions such as these to itself:
· What will our competitors do in the future?
· Where do we hold an advantage over our competitors and
· Will this change our relationship with our competitors?



This information collected in the response profile is vital input for the purpose of business strategy formulation by any organization.
Competitor intelligence
Set of data and information the firm gathers to better understand and anticipate competitors' objectives, strategies, assumptions, and capabilities
· Follow ethical practices when gathering competitor intelligence

· Obtain public information

· Attend trade fairs and shows and collect brochures, view exhibits, listen to their discussions
· Some practices may be legal, but unethical

Critical Success Factors
Many industries have a relatively small but extremely important, set of factors that are essential for successfully gaining and maintaining a competitive advantage. Critical success factors (CSFs) are those areas in which good results will help ensure an organization's successful competition and in which poor results usually lead to declining performance.
The CSFs may be manufacturing cost, after-sales services, product image, or anything that can give rise to a competitive advantage. While specific CSFs vary from business to business, research has identified four major sources of CSFs in general.
1. Industry characteristics: Each industry has a set of critical success factors determined by the characteristics of that industry. For example, CSFs for supermarket chains are product mix, inventory turnover, sales promotion, and pricing. For the airline industry, CSFs are fuel efficiency, load factors, and an excellent reservation system.
2. Competitive position: CSFs vary according to a firm's position relative to its competition. For example, in a smaller firm within an industry dominated by one or two large competitors, the actions of major companies often produce new and significant problems that become its CSFs. For example, in the personal computer industry, for years many smaller companies felt that it was critical for them to offer products compatible with IBM's, so every move by IBM took on significance.



3. [bookmark: _bookmark26]General environment: Changes in any of the six dimensions that make up the general environment can affect what constitutes a CSF.
4. Organizational development: Developments inside the organization may give rise to new CSFs.
3.5 Sources of Information for Environmental Analysis
Various sources are available for collecting data/information for scanning external environment. There could be informal and formal sources. Then there could be written as well as verbal sources. In terms of origin, date sources could be external and internal. Some of the important sources of information could be:
· Documentary or secondary sources of information, like, different types of publications. These could be newspapers, magazines, journals, books, trade and industry association newsletters, government publications, annual reports, of competitors, companies, and so on.
· Mass media such as radio, television and the Internet
· Internal sources like company files, and documents, management information systems, databases, company employees, and so on
· External agencies, like, customers, marketing intermediaries, supplies, trade associations, government agencies, and so on
· Formal studies conducted by employees, market research agencies, consultants and educational institutions
· Spying and surveillance though ex-employees of competitors, industrial espionage agencies, or by planting “moles” in rival companies.
Strategists use different information sources depending on their needs for environmental scanning. Whenever a particular information source is used, it should be checked for its reliability, time frame, methods of data collection and analysis used, form of presentation, and so forth.
3.6 Forecasting tools and techniques
Forecasts are educated assumptions about future trends and events. Forecasting is a complex activity because of factors such as technological innovation, cultural changes, new products,



[bookmark: _bookmark27]improved services, stronger competitors, shifts in government priorities, changing social values, unstable economic conditions, and unforeseen events. Managers often must rely on published forecasts to effectively identify key external opportunities and threats.

Forecasting tools can be broadly categorized into two groups: quantitative techniques and qualitative techniques. Quantitative forecasts are most appropriate when historical data are available and when the relationships among key variables are expected to remain the same in the future. No forecast is perfect, and some forecasts are even wildly inaccurate. This fact accents the need for strategists to devote sufficient time and effort to study the underlying bases for published forecasts and to develop internal forecasts of their own. Key external opportunities and threats can be effectively identified only through good forecasts. Accurate forecasts can provide major competitive advantages for organizations.
3.7 The External Factor Evaluation (EFE) Matrix
An External Factor Evaluation (EFE) Matrix allows strategists to summarize and evaluate economic, social, cultural, demographic, environmental, political, governmental, legal, technological, and competitive information.
Steps in developing the EFE Matrix
Step 1: List key external factors as identified in the external-audit process. Include a total of 15 to 20 factors, including both opportunities and threats that affect the firm and its industry. List the opportunities first and then the threats. Be as specific as possible, using percentages, ratios, and comparative numbers whenever possible.
Step 2: Assign to each factor a weight that ranges from 0.0 (not important) to 1.0 (very important). The weight indicates the relative importance of that factor to being successful in the firm’s industry. Opportunities often receive higher weights than threats, but threats can receive high weights if they are especially severe or threatening. Appropriate weights can be determined by comparing successful with unsuccessful competitors or by discussing the factor and reaching a group consensus. The sum of all weights assigned to the factors must equal 1.0.
Step 3: Assign a rating between 1 and 4 to each key external factor to indicate how effectively the firm’s current strategies respond to the factor, where 4 = the response is superior, 3 = the response is above average, 2 = the response is average, and 1 = the response is poor. Ratings are based on effectiveness of the firm’s strategies. Ratings are thus company-based, whereas the



weights in Step 2 are industry based. It is important to note that both threats and opportunities can receive a 1, 2, 3, or 4.
Step 4: Multiply each factor’s weight by its rating to determine a weighted score.
Step 5: Sum the weighted scores for each variable to determine the total weighted score for the organization.
[image: ]Regardless of the number of key opportunities and threats included in an EFE Matrix, the highest possible total weighted score for an organization is 4.0 and the lowest possible total weighted score is 1.0. The average total weighted score is 2.5. A total weighted score of 4.0 indicates that an organization is responding in an outstanding way to existing opportunities and threats in its industry. In other words, the firm’s strategies effectively take advantage of existing opportunities and minimize the potential adverse effects of external threats. A total score of 1.0 indicates that the firm’s strategies are not capitalizing on opportunities or avoiding external threats.



3.8 [bookmark: _bookmark29][bookmark: _bookmark28]Competitive Profile Matrix (CPM)

The Competitive Profile Matrix (CPM) identifies a firm’s major competitors and its particular strengths and weaknesses in relation to a sample firm’s strategic position. The weights and total weighted scores in both a CPM and an EFE have the same meaning. However, critical success factors in a CPM include both internal and external issues; therefore, the ratings refer to strengths and weaknesses, where 4 = major strength, 3 = minor strength, 2 = minor weakness, and 1 = major weakness.
The critical success factors in a CPM are not grouped into opportunities and threats as they are in an EFE. In a CPM, the ratings and total weighted scores for rival firms can be compared to the sample firm. This comparative analysis provides important internal strategic information.


[image: ]

3.9 [bookmark: _TOC_250029]Summery
The firm’s external environment is challenging and complex. Because of the external environment’s effect on performance, the firm must develop the skills required to identify opportunities and threats existing in that environment. The external environment has three major parts: (1) the general environment (elements in the broader society that affect industries and their



firms),(2) the industry environment (factors that influence a firm, its competitive actions and responses, and the industry’s profit potential),and (3) the competitor environment (in which the firm analyzes each major competitor’s future objectives, current strategies, assumptions, and capabilities).
The external environmental analysis process has four steps: scanning, monitoring, forecasting, and assessing. Through environmental analyses, the firm identifies opportunities and threats.
The general environment has six segments: demographic, economic, political/legal, socio- cultural, technological, and global. For each segment, the firm wants to determine the strategic relevance of environmental changes and trends. Compared with the general environment, the industry environment has a more direct effect on the firm’s strategic actions. The five forces model of competition includes the threat of entry, the power of suppliers, the power of buyers, product substitutes, and the intensity of rivalry among competitors. By studying these forces, the firm finds a position in an industry where it can influence the forces in its favour or where it can buffer itself from the power of the forces in order to increase its ability to earn above-average returns.   Industries are populated with different strategic groups. A strategic group is a collection of firms that follow similar strategies along similar dimensions. Competitive rivalry is greater within a strategic group than it is between strategic groups. Competitor analysis informs the firm about the future objectives, current strategies, assumptions, and capabilities of the companies with whom it competes directly. It should also examine complimentary that sustain a competitor’s strategy.




3.10 Self –Test Exercise




Part I:-choose the best answer from the alternatives.
1. Among the following one is not demographic segment
A. Interest rates
B. Ethnic mix



C. Income distribution
D. population size

2. An analysis of the political segment involves all of the following EXCEPT:

A. Taxation laws
B. Contingent workforce
3. The bargaining power of the buyer will be strong when:
A. There are no substitute products.
B. Quality is not important.
C. Buyers are particularly important.

C. Deregulation
D. Labor laws

D. Buyers don’t have information on demand and cost.
4. The intensity of rivalry among established companies within an industry is largely a function of :

A. Industry competitive structure
B. Demand conditions
C. 
Cost conditions
D. All of the above

5. Which external audit process help to develop feasible projections of what might happen:

A. Monitoring
B. Forecasting
C. 
Scanning
D. Assessing



Part II:-Short Answer question.
1. Explain circumstances that increase bargain power of buyers.
2. Discuss the situation that leads to low entry barriers.
3. Discuss the major sources of critical success factor.
4. Explain the purpose of conducting a competitor analysis.
5. Discuss the sources of information for environmental analysis.
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Chapter outline
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4.1 [image: ]introduction
External environment provides opportunities and threats for a firm. But it is one side of a coin. The other side of a coin is internal environment. Internal environment provides the organization with the capability to capitalize on the opportunities or protect itself from the threats that are present in the external environment. We attempt to understand the internal environment of an organization in terms of the organizational resources and behavior, strengths and weaknesses, synergistic effects, and competencies.

An organization uses different resources and exhibits a certain type of behavior. The interplay of these different resources along with the prevalent behavior produces synergy or dysergy within an organization, which leads to the development of strengths or weaknesses over a period of time. Some of these strengths make an organization especially competent in a particular area of its activity causing it to develop competencies which leads to competitive advantage. But, in era of information technology and globalization, it is difficult for firms to develop a sustainable competitive advantage for any longer period of time. Firms try to create sustainable advantage, but, they are unlikely to do so unless they continually produce innovative products. Several companies have implemented change in their cultures and business models in order to enhance their innovation output to remain highly competitive in current environment. But, firms must have not only the correct structure, but also the appropriate resources to build innovative capabilities.
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[bookmark: _bookmark32]Firms achieve strategic competitiveness and earn above-average returns when their unique core competencies are effectively acquired, bundled, and leveraged to take advantage of opportunities in the external environment.
Learning objectives
[image: ]At the end of this unit students will be able to: Define the internal environment.
[image: ]   Explain the nature of internal audit.
[image: ]   Evaluate the relationship among the functional areas of business.

4.2 [bookmark: _TOC_250027]The nature of an internal audit
Internal audit gathers & assimilates information from Management, Marketing, Finance/accounting, Production/operations, Research & development and Management information system. Involvement in performing an internal strategic-management audit provides vehicle for understanding nature and effect of decisions in other functional business areas of the firm.
Internal audit creates an environment of coordination and understanding among managers from all functional areas.
The nature of an internal audit:
· Global mind-set: Analyzing firm’s internal environment should use a global mind-set. Global mind-set is the ability to study an internal environment in ways that do not depend on the assumptions of a single country, culture, or context
· Firm’s Portfolio of resources: Analysis of the firm’s internal environment requires that evaluators examine the firm’s portfolio of resources and the bundles of heterogeneous resources and capabilities managers have created. This perspective suggests that individual firms possess at least some resources and capabilities that other companies do not (at least not in same combination). Resources are the source of capabilities, some which leads to the development of a firm’s core competencies or its competitive advantages. Understanding how to leverage the firm’s unique bundles of resources and capabilities is a key outcome decision makers seek when analyzing the internal environment. An organization uses its resources, capabilities, and core competencies to create value to its customers.
· Value Creation: Firms create value for their customers by exploiting their core competencies or competitive advantages to at least meet if not exceed the demanding standards of global competition. Value is measured by product’s performance

[bookmark: _bookmark34][bookmark: _bookmark33]characteristics and by its attributes for which customers are willing to pay. Firms must provide value to customers that are superiors to the value provided by competitors in order to create a competitive advantage.
4.3 [bookmark: _TOC_250026]Resources, capabilities, and core competencies
Resources, capabilities, and core competencies provide the foundation of competitive advantage. Resources are inputs into a firm’s production process, such as capital equipments, the skills of individual employees, patents, finance, and talented mangers. In general, a firm’s resources are classified into three categories: physical, human and organization capital. Individual resources alone may not yield a competitive advantage. In fact, resources have a greater likelihood of being a source of competitive advantage when they are formed into a capability. A capability is the capacity for a set of resources to perform a task or an activity in an integrative manner. Capabilities evolve over time and must be managed dynamically in pursuit of achieving organizational goals. Core competencies are resources and capabilities that serve as a source of competitive advantage for a form over its rivals. Core competencies are often visible in the form of organizational functions.
4.3.1 [bookmark: _TOC_250025]Resources
Broad in scope, resources cover a spectrum of individual, social, and organizational phenomena. Typically, resources alone do not yield a competitive advantage. In fact, a competitive advantage is generally based on the unique bundling of several resources.
Some of a firm’s resources are tangible while others are intangible.
· Tangible Resources
Tangible resources are assets that can be seen and quantified. Production equipment, manufacturing plants, and formal reporting structures are examples of tangible resources.
Table 4.1: Four specific types of Tangible Resources

	Financial Resources
	· The firms borrowing capacity
· The firm’s ability to generate internal funds

	Organizational Resources
	· The firm’s formal reporting structure and its formal planning,
controlling, and coordinating systems

	Physical Resources
	· Sophistication and location of firm’s plant and equipment
· Access to raw materials

	Technological Resources
	· Stock of technology, such as patents, trades marks, copyrights, and
trade secret




· [bookmark: _bookmark35]Intangible

Intangible resources include assets that typically are rooted deeply in the firm’s history and have accumulated over time. Because they are embedded in unique patterns of routines, intangible resources are relatively difficult for competitors to analyze and imitate. Examples include knowledge, trusts, organizational routines, capabilities, innovation, brand name, reputation.
Three specific types: human resources, innovation resources, and reputational resources

Table4.2: Typical Intangible Resources

	Human Resources
	· Knowledge,	Trust,	Managerial	capabilities,	Organizational
routines

	Innovation Resources
	· Ideas, Scientific capabilities, Capacity to innovate

	

Reputational Resources
	· Reputation with customers; Brand name, Perceptions of product
quality, durability and reliability; Reputation with suppliers; Efficient, effective, and mutually beneficial interactions and relationship



4.3.2 [bookmark: _TOC_250024]Capabilities
Capabilities exist when resources have been purposely integrated to achieve a specific task or set of tasks. These tasks range from human resource selection to product marketing and research and development activities. Critical to the building of competitive advantages, capabilities are often based on developing, carrying, and exchanging information and knowledge through the firm’s human capital. Client-specific capabilities often develop from repeated interactions with clients and the learning about their needs that occurs. As a result, capabilities often evolve and develop over time. The foundation of many capabilities lies in the unique skills and knowledge of a firm’s employees and, often, their functional expertise. Hence, the value of human capital in developing and using capabilities and, ultimately, core competencies cannot be overstated.


Capabilities
· Are the outcome of the organization’s knowledge base (skills and knowledge of its employees)
· Often developed in specific functional areas (such as marketing, R&D, and manufacturing)
· Source of a firm’s core competencies and basis for CA
· Purposely integrated to achieve a specific task/set of tasks
· Is measured and compared through the process of organizational appraisal
· Strategist is primarily interested in organizational capability because it helps to know what capacity exists within the organization to exploit opportunities or face threats in its environment.
Table 4.3: Examples of Firm’s Capabilities

	Functional Areas
	Capabilities
	Example of firms

	Distribution
	Effective use of logistics management techniques
	Wall-Mart, Dell

	Human Resources
	Motivation, empowering, and retaining employees
	Microsoft, Dell

	Management
information system
	Effective and efficient control of inventories through point-of-purchase data collection methods
	Wall-Mart, Dell

	
Marketing
	Effective promotion of brand-name products Effective customer service
Innovative merchandising
	Procter & Gamble,
McKinsey	& Corporation

	Management
	Ability to envision the future
Effective organizational structure
	Gap Inc.,
PepsiCo.

	
Manufacturing
	
Design & production skills yielding reliable product
	Komatsu

	
	Product and design quality
	Gap Inc.

	
	Miniaturization of components and products
	Sony

	

R&D
	Innovative technology
	Caterpillar

	
	Rapid transformation of technology into new products
and processes
	Chaparral Steel

	
	Digital technology
	Thomson Consumer
Electronics




4.3.3 [bookmark: _bookmark36][bookmark: _TOC_250023]Core Competencies
Core competencies are capabilities that serve as a source of competitive advantage for a firm over its rivals. Core competencies distinguish a company competitively and reflect its personality. Core competencies emerge over time through an organizational process of accumulating and learning how to deploy different resources and capabilities. As the capacity to take action, core competencies are “crown jewels of a company,” the activities the company performs especially well compared with competitors and through which the firm adds unique value to its goods or services over a long period of time.
How many core competencies are required? According to McKinsey &Co. there are three or four core competencies that its clients identify. Supporting and nurturing more than four core competencies may prevent a firm from developing the focus it needs to fully exploit its competencies in market place.
Building Core Competencies
Two tools firms use to identify and build on their core competencies. The first consists of four specific criteria of sustainable competitive advantage that firms can use to determine those capabilities that are core competencies. The second tool is the value chain analysis. Firms use this tool to select the value-creating competencies that should be maintained, upgraded, or developed and those that should be outsourced.
Four Criteria of Sustainable Competitive Advantage
· Valuable: Valuable capabilities allow the firm to exploit opportunities or neutralize threats in its external environment. By effectively using capabilities to exploit opportunities, a firm creates value for customers. Human capital is important in creating value for customers. Right people at right place.
· Rare: Rare capabilities are capabilities that few, if any, competitors posses. A key question to be answered when evaluating this criterion is, “How many rival firms possess these valuable capabilities?” Capabilities possessed by many rivals are unlikely to be sources of competitive advantage for any one of them. Instead, valuable but common (i.e., not rare) resources and capabilities are sources of competitive parity. Competitive advantage results only when firms develop and exploit valuable capabilities that differ from those shard with competitors

· [bookmark: _bookmark37]Costly-to-imitate: Costly to imitate capabilities are capabilities that other firms cannot easily develop. Capabilities that are costly to imitate are created because of one reason or a combination of three reasons: Unique and valuable organizational culture, ambiguity to understand how firm use its capability, and social complexity (interpersonal relationships, trust, friendships among managers and between managers and employees, and a firm’s reputation with suppliers and customers are examples of socially complex capabilities)
· Non substitutable capabilities: are capabilities that do not have strategic equivalents. Two valuable firm resources (or two bundles of firm resources) are strategically equivalent when they each can be separately exploited to implement the same strategies.

Activity 4.1

Answer the following questions in the space provided below each question?
1. What is internal audit?




2. What is the difference between resources, capabilities, and core competencies?




3. What are the criteria of sustainable competitive advantage?




4.4 [bookmark: _TOC_250022]Value Chain Analysis
Value chain analysis allows the firm to understand the parts of its operations that create value and those that do not. Understanding these issues is important because the firm earns above- average re turns only when the value it creates is greater than the costs incurred to create that value. The value chain is a template that fir ms use to understand their cost position and to identify the multiple means that might be used to facilitate implementation of a chosen

[image: ][image: ]business-level strategy. Firm’s value chain is segmented into: primary activities and support activities
Primary activities: Involved with product’s physical creation, sales and distribution to buyers, and service after the sale. Service, marketing/sales, outbound/inbound logistics and operations are parts of primary activities
Support activities: Provide assistance necessary for the primary activities to take place. Includes firm infrastructure, HRM, technologies development and procurement
[image: ]Table 4.4: Value creating potential of primary activities

	Inbound logistics
Activities, such as materials handling, warehousing, and inventory control, used to receive, store ,and disseminate inputs to a product

	Operations
Activities necessary to convert the inputs provided by inbound logistics into final products from. Machining, packaging, assembly, and equipment maintenance are examples of operations activities

	Outbound Logistics
Activities involved with collecting, storing, and physically distributing the final product to customers. Examples of these activities include finished goods warehousing, materials handling, and order processing

	Marketing & Sales
[image: ]   Activities completed to provide means through which customers can purchase products and to induce them to do. To effectively market and sell products, firms develop advertising and promotional campaigns, select appropriate distribution channels, and select, develop, and support their sales force

	Service
[image: ]   Activities designed to enhance or maintain a product’s value. Firms engage in a range of service-related activities, including installation, repair, training, and adjustment.

Each activity should be examined relative to competitors’ abilities. Accordingly, firms rate each activity as superior, equivalent, or inferior





[image: ]Table 4.5: Examining Value Creating Potential of secondary activities

	Procurement
[image: ]   Activities completed to purchase the inputs needed to produce a firm’s products. Purchased input include items fully consumed during the manufacture of products e.g., raw materials and supplies, as well as fixed assets –machinery, laboratory equipment, office equipment, and buildings)

	Technological Development
[image: ]   Activities completed to improve a firm’s product and the processes used to manufacture it. Technological development takes many forms, such as process equipment, basic research and product design, and servicing procedures

	Human Resource Management
Activities involved with recruiting, hiring, training, developing, and compensating all personenel

	Firm Infrastructure
[image: ]   Firm infrastructure includes activities such as general management, planning, finance, accounting, legal support, and governmental relations that are required to support the work of the entire value chain. Through its infrastructure, the firm strives to effectively and consistently identify external opportunities and threats, identify resources and capabilities, and support core competencies
Each activity should be examined relative to competitors’ abilities. Accordingly, firms rate each activity as superior, equivalent, or inferior



Internet has changed many aspects of the value chain for a broad range of firms. A key reason for this is that the Internet affects how people communicate, locate information, and buy goods and services. Identifying and assessing the value of a firm’s resources and capabilities requires judgment. Judgment is equally necessary when using value chain analysis. The reason to depend on judgment is there is no obviously correct model or rule available to help in the process

[bookmark: _bookmark38]What should a firm do about primary and support activities in which its resources and capabilities are not a source of core competences and, hence, of competitive advantage? Outsourcing is one solution to consider.
Outsourcing
Concerned with how components, finished goods, or services will be obtained, outsourcing is the purchase of a value-creating activity from an external supplier. Not for-profit agencies as well as for-profit organizations actively engage in outsourcing. Firms engaging in effective outsourcing increase their flexibility, mitigate risks, and reduce their capital investments. In multiple global industries, the trend toward outsourcing continues at a rapid pace. Moreover, in some industries virtually all firms seek the value that can be captured through effective outsourcing. The auto manufacturing industry and, more recently, the electronics industry are examples of this situation. As with other strategic management process decisions, careful study is required before the firm decides to eng age in outsourcing.
Outsourcing can be effective because few, if any, organizations possess the resources and capabilities required to achieve competitive superiority in all primary and support activities. For example, research suggests that few companies can afford to develop internally all the technologies that might lead to competitive advantage. By nurturing a smaller number of capabilities, a fir m increases the probability of developing a competitive advantage because it does not become overextended. In addition, by outsourcing activities in which it lacks competence, the fir m can fully concentrate on those areas in which it can create value.
4.5 [bookmark: _TOC_250021]Competencies, Strengths, Weakness, and Strategic Decisions
At the conclusion of the internal analysis, firms must identify their strengths and weaknesses in resources, capabilities, and core competencies. If they have weakness in capabilities or do not have core competencies in areas required to achieve a competitive advantage, they must acquire those resources and build the capabilities and competencies needed. Alternatively, they could decide to outsource a function or activity where they are weak in order to improve the value that they provide to customers.
Therefore, firms need to have the appropriate resources and capabilities to develop the desired strategy and create value for customers and shareholders as well. Having many resources does not necessarily lead to success. Firms must have the right ones and the capabilities needed to produce superior value to customers. Having the appropriate and strong capabilities required for achieving a competitive advantage is a primary responsibility of top level manager. Top managers must focus on both the firm’s strengths and weaknesses.





SWOT Analysis-strategic Balance sheet
Understanding the external and internal environment involves evaluating the strengths, weakness, opportunities, and threats and drawing conclusions about (1) how the company’s strategy can be matched to both its resources, capabilities and its market opportunities, and
(2) how urgent it is for the company to correct which particular resources weakness and guard against which particular resource weaknesses and guard against which particular external threats.
Table 4.7 indicates the kinds of factors to be considered in determining a company’s resource strengths and weaknesses and potential opportunities and threats.
	Potential Resources Strengths and Competitive
Capabilities
	Potential	Resource
Competitive Deficiencies
	Weaknesses
	and

	· A powerful strategy supported by competitively valuable skills and expertise in key areas
	· No clear strategic direction

	· Astron financial condition, ample financial
resources to grow the business
	· Obsolete facilities

	· Strong
reputation
	brand
	name
	image/company
	· A weak balances sheet, burdened with too
much debt

	· A widely recognized market leader and an
attractive customer base
	· Higher overall unit costs relative to key
competitors

	· Ability to take advantage of economies of
scale and/ or learning and experience curve effects
	· Missing       some        key        skills        or
competencies/lack of management depth/a deficiency of intellectual capital relative o leading rivals

	· Proprietary	technology/superior
technological skill/important patents
	· Subpar profitability



	· Superior intellectual capital relative to key
rivals
	· Plagued with internal operating problems

	· Cost advantage
	· Falling behind rivals in putting e-commerce
capabilities and strategies in place

	· Strong advertising and promotion
	· Too narrow a product line relative to rivals

	· Product innovation skills
	· Weak brand image or reputation

	· Proven	skills	in	improving
processes
	production
	· Weaker dealer network than   key rivals
and/or lack of adequate global distribution capability

	· Sophisticated	use	of
technologies and processes
	e-commerce
	· Subpar e-commerce systems and capabilities
relative to rivals

	· Superior skill in supply chain management
	· Short	on	financial	resources
promising strategic initiatives
	to
	fund

	· A reputation for good customer service
	· Lot of underutilized plant capacity

	· Better product quality relative to rivals
	· Behind on product quality and/or R&D or
technological know-how

	· Wide geographic coverage and/or strong
global distribution capability
	· Not attract new customers as rapidly as
rivals due to ho-hum product attributes

	· Alliances/joint ventures with other firms that
provide access to valuable technology, competencies, and/or attractive geographic markets
	

	Potential Company Opportunities
	Potential External threats to Company’s Well-
Being

	· Serving	additional	customer	groups	or
expanding into new geographic markets or product segments
	Likely entry of potent new competitors



	· Expanding the company’s product line to
meet a broader range of customer needs
	· Loss of sales to substitute products

	· Utilizing	existing	company	skills	or
technological	knowhow	to	enter	new product lines or new businesses
	· Mounting competition from new Internet
start-up companies pursuing e-commerce strategies

	· Using	the	Internet	and	e-commerce
technologies to dramatically cut costs and/or to pursue new sales growth opportunities
	· Increasing intensity of competition among
industry rivals-may causes squeeze on profit margins

	· Integrating forward or backward
	· Technological	changes	or	product
innovations that undermine demand for the firm’s product

	· Falling trade barriers in attractive foreign
market
	· Slowdowns in market growth

	· Openings to take market share away from
rivals
	· Adverse shifts in foreign exchange rates and
trade policies of foreign governments

	· Ability to grow rapidly because of sharply
rising demand in one or more market segments
	· Adverse shifts in foreign exchange rates and
trade policies of foreign governments

	· Acquisition of rival firms or companies with
attractive technological expertise
	· Costly new regulatory requirements

	· Alliances or joint ventures that expand the
firm’s	market	coverage	or	boost	its competitive capability
	· Growing bargaining power of customers or
suppliers industry’s product

	· Openings	to	exploit	emerging	new
technologies
	· A shift in buyer needs and tastes away from
the industry’s product

	· Market openings to extend the company’s brand name or reputation to new geographic
	· Adverse demographic changes that threatens to curtail demand for the firm’s product



	areas
	

	
	· Vulnerability to industry driving forces



4.6 [bookmark: _bookmark39][bookmark: _TOC_250020]The Internal Factor Evaluation (IFE) Matrix
A summary step in conducting an internal strategic-management audit is to construct an Internal Factor Evaluation (IFE) Matrix. This strategy-formulation tool summarizes and evaluates the major strengths and weaknesses in the functional areas of a business, and it also provides a basis for identifying and evaluating relationships among those areas. Intuitive judgments are required in developing an IFE Matrix
Steps in developing an IFE Matrix
Step-1: List key internal factors as identified in the internal-audit process. Use a total of from 10 to 20 internal factors, including both strengths and weaknesses. List strengths first and then weaknesses. Be as specific as possible, using percentages, ratios, and comparative numbers. Recall that Edward Deming said, “In God we trust. Everyone else bring data.”
Step-2: Assign a weight that ranges from 0.0 (not important) to 1.0 (all-important) to each factor. The weight assigned to a given factor indicates the relative importance of the factor to being successful in the firm’s industry. Regardless of whether a key factor is an internal strength or weakness, factors considered to have the greatest effect on organizational performance should be assigned the highest weights. The sum of all weights must equal 1.0. Step-3: Assign a 1-to-4 rating to each factor to indicate whether that factor represents a major weakness (rating = 1), a minor weakness (rating = 2), a minor strength (rating = 3), or a major strength (rating = 4). Note that strengths must receive a 3 or 4 rating and weaknesses must receive a 1 or 2 rating. Ratings are thus company-based, whereas the weights in step 2 are industry-based.
Step-4: Multiply each factor’s weight by its rating to determine a weighted score for each variable.
Step-5: Sum the weighted scores for each variable to determine the total weighted score for the organization.
· Regardless of how many factors are included in an IFE Matrix, the total weighted score can range from a low of 1.0 to a high of 4.0, with the average score being 2.5. Total weighted scores well below 2.5 characterize organizations that are weak internally, whereas scores significantly above 2.5 indicate a strong internal position. Like the EFE Matrix, an IFE Matrix should include from 10 to 20 key factors. The

[bookmark: _bookmark40]number of factors has no effect upon the range of total weighted scores because the weights always sum to 1.0.
[image: ]

4.7 [bookmark: _TOC_250019]Summery
Scanning and analyzing the external environment for opportunities and threats is not enough to provide an organization a competitive advantage. Analysts must also look within the corporation itself to identify internal strategic factors—critical strengths and weaknesses that are likely to determine whether a firm will be able to take advantage of opportunities while avoiding threats.
No competitive advantage lasts forever. Over time, rivals use their own unique resources, capabilities, and core competencies to form different value-creating propositions that duplicate the value-creating ability of the firm’s competitive advantages. In general, the Internet’s capabilities are reducing the sustainability of many competitive advantages. Because competitive advantages are not permanently sustainable, firms must exploit their current advantages while simultaneously using their resources and capabilities to form new advantages that can lead to competitive success in the future.
Effective management of core competencies requires careful analysis of the firm’s resources (inputs to the production process) and capabilities (resources that have been purposely integrated to achieve a specific task or set of tasks).The knowledge possessed by human

capital is among the most significant of an organization’s capabilities and may ultimately be at the root of all competitive advantages. The firm must create an environment that allows people to integrate their individual knowledge with that held by others so that, collectively, the firm has significant organizational knowledge.
Only when a capability is valuable, rare, costly to imitate, and non substitutable is it a core competence and a source of competitive advantage. Over time, core competencies must be supported, but they cannot be allowed to become core rigidities.
Core competencies are a source of competitive advantage only when they allow the firm to create value by exploiting opportunities in its external environment. When this is no longer the case, attention shifts to selecting or forming other capabilities that do satisfy the four criteria of sustainable competitive advantage. Value chain analysis is used to identify and evaluate the competitive potential of resources and capabilities. By studying their skills relative to those associated with primary and support activities, firms can understand their cost structure and identify the activities through which they can create value. When the firm cannot create value in either a primary or support activity, outsourcing is considered.


4.8 Self –Test Exercise


Part I:-choose the best answer from the alternatives.
1. Which of the following is/are NOT components of internal environment analysis?

A. Firm’s resources
B. Firm’s capabilities
C. 
Firm’s core competences
D. None of the above

2. While analyzing internal environment strategists decision about firms resources, capabilities and core competences are affected by:
A. Complexity and wideness of issues analyzed
B. Surfacing of intra-organizational conflict
C. Uncertainty with in external environment
D. All of the above
3. Which of the following is different from the other in terms of firm’s resources, capabilities and core competencies?

A. Capital equipments
B. Patents and trade marks
C. 
Finance
D. Marketing

4. Resources and capabilities that serve as source of competitive advantage for a firm over its rivals is said to be:

A. Critical success factor
B. Core competency
C. 
Value chain
D. Strategic factors

5. Which of the following set of resources is example/s of reputational intangible resources?
A. Knowledge, trust, managerial capabilities, organizational routines
B. Ideas, scientific capabilities, capacity to innovate
C. Brand name, perceptions of product quality, durability and reliability
D. All of the above
6. A method of assessing strength and weaknesses of firm on the basis of understanding the series of activities it performs is:

A. Quantitative analysis
B. Value chain analysis
C. 
Balanced score card
D. Historical analysis

7. Which of the following is/are NOT primary value creation activity in a chain of value creation activities that a firm performs?

A. Inbound logistic
B. Firm Infrastructure
C. 
After sales service
D. All of the above

8. A Core competency/capability is said have sustainable advantage for a firm if it is:
A. Capabilities that are valuable, rare, costly to imitate, and substitutable
B. Capabilities that are valuable and rare, but imitable and substitutable
C. Capabilities that are none-substitutable, difficult to imitate for rivals, rare, and valuable
D. Capabilities that does not have strategic equivalent
9. Which one of the following is/are classified as secondary value creation activity according to Michal Porter’s value chain analysis model?

A. Outbound logistics
B. After sales service activity
C. 
Structure
D. Human resource management

10. Purchase of a value-creating activity from an external supplier is called	:
A. Procurement
B. Outsourcing
C. Insourcing
D. Licensing


Part II:-Short Answer question.
1. What impact do organizational resources and behavior have on the internal environment of an organization?
2. What is a distinctive competence/core competency and how is it important to strategy formulation?
3. What are the criteria of sustainable competitive advantage?
4. What is value chain analysis?
5. What is strategic Balance sheet?

[bookmark: _TOC_250018]CHAPTER FIVE - Strategy Formulation: Strategy Analysis and Choice

Chapter outline
5.1. Chapter Introduction
5.2. The nature of strategy analysis and choice 5.3.Types of strategy
5.3.1 Corporate level strategy
· Major corporate strategies (growth, stability & defensive)
5.3.2 Business level strategy
· The five generic competitive strategy
5.3.3 Functional Level Strategy
5.2. Long term objectives
5.3. A comprehensive strategy formulation framework
5.4. BSC model
5.5. Chapter summery
5.6. Self Evaluation Test



5.1 [image: ]introduction
Dear learner! This chapter focuses on the alternative strategies the organization can choose to adapt which has the capacity to let the firm utilize the external opportunities using the organizational strengths by minimizing its weaknesses and by insulating organizational competencies and competitive advantage from competitors. For this purpose, Analysis of External Environment (chapter 3) and Analysis of Internal Environment (Chapter 4) helps the organization to come up with the necessary information which leads to the generation of strategic alternatives. These are the possible strategies that an organization can consider for adaptation. The choice of strategies is wide and much would depend on how an organization perceives its strengths and weaknesses vis-à-vis the opportunities and threats the external environmental presents.
Strategies could be formulated at different levels. There could be the corporate, SBU- business, and functional level strategies. First, a firm may choose the corporate strategy, and then the SBU- or business-level strategy and finally it may work on the details of the functional-level strategies in each of its business to create integration among strategies at different levels of the organization and realize organizational vision.

[bookmark: _bookmark43][bookmark: _bookmark42]Learning Objectives
After reading this chapter, you will be able to:
[image: ]   Differentiate among the strategies that can adapted at different levels of the organization
[image: ][image: ]Explain different alternative corporate strategies Discuss alternative business level strategies
[image: ]   Appreciate the integration of strategies at each level with each other and organizational overall goal
5.2 [bookmark: _TOC_250017]The nature of strategy analysis and choice
Strategy analysis and choice seek to determine alternative courses of action that could best enable the firm to achieve its mission and objectives. The firm’s present strategies, objectives, and mission, coupled with the external and internal audit information, provide a basis for generating and evaluating feasible alternative strategies.
Unless a desperate situation confronts the firm, alternative strategies will likely represent incremental steps that move the firm from its present position to a desired future position. Alternative strategies do not come out of the wild blue yonder; they are derived from the firm’s vision, mission, objectives, external audit, and internal audit; they are consistent with, or build on, past strategies that have worked well.
5.3 [bookmark: _TOC_250016]Types of strategy

5.3.1 [bookmark: _TOC_250015]Corporate-Level Strategies (Grand Strategies)
Grand strategies indicate how the firm’s long-range objectives will be achieved. A grand strategy can be defined as a comprehensive general approach, which guides the major actions designed to accomplish long-term objectives of a business. In other words, corporate-level strategies are basically about the choice of direction that a firm adopts in order to achieve its objectives.
Often called grand or master strategies, the strategies for achieving a firm’s objectives can be classified in a variety of ways. We focus on four strategies: Growth or expansion, stability, decline or defensive, and combination strategy.
5.3.1.1 [bookmark: _TOC_250014]Growth Strategies
Each of the growth strategic alternatives that we consider can be pursued through an internal or an external approach. Growth through internal avenues involves using the existing

corporate resources and competencies to develop strategies. Some observers believe that management should exhaust internal options for growth before pursuing external options. Growth through external avenues means acquisitions of, mergers with, joint ventures, strategic-alliance with other companies.
Generally, the expansion grand strategy is followed when an organization aims at high growth by substantially broadening the scope of one or more of its business in terms of their respective customer groups, customer functions, and alternative technologies in order to improve its overall performance. Growth strategies fall into three categories: concentration strategies, integration strategies, and diversification strategies. Each category contains several specific types of strategies.
A) Concentration Strategy
By far the most frequently selected grand strategy is concentration on the current business. The firm directs its resources to the profitable growth of a single product, in a single market, or with a single technology.
Concentration strategies center on improving current products and/or markets without changing any other factor. In pursuing such a strategy, a firm essentially attempts to exploit available opportunities with current products or in current markets by doing what it is already doing, only better.
A grand strategy of concentration allows for a considerable range of action. Broadly speaking, the business can attempt to capture a large market share by increasing present customers’ rate of usage, by attracting competitors’ customers, or by interesting nonusers to buy the product. In turn, each of these actions suggests a more specific set of alternatives. Some of these options are listed below:
Specific Options
· Increase present customers’ rate of usage, increase unit of purchase, increase rate of product obsolescence, advertise other uses, and give price incentives for increase use.
· Attract competitor’s customers, establish sharper brand differentiation, and increase promotional effort, initiate price cuts.
· Attract nonusers to buy product, induce trial use through sampling and price inducements, price up or down, advertise new uses.
Market Penetration
Market penetration involves seeking growth with current products in current markets, normally through more aggressive marketing efforts.

Market Development Strategy
It consists of marketing present products; often with only cosmetic modifications, to customers in related market areas by adding different channels of distribution or by changing the content of its advertising or its promotional media. In short, market development strategy means selling present products in new markets.
Specific Options:
· Open additional geographical markets, regional expansion, national expansion, and international expansion.
· Attract other market segments, develop product versions to appeal to other segments, enter other channels of distribution, and advertise in other media.
Product Development Strategy
The thrust under a product development approach is to alter the basic product or service or to add a closely related product or service that can be sold through the current marketing channels. A product development involves seeking growth by developing new products for current markets. These new products can be developed internally, acquired through licensing agreements, or acquired though merger with or acquisition of another firm.
Product development involves substantial modification to existing products or the creation of new but related items, which can be, marketed to current customers though established channel. In short, product development strategy means developing new products for present markets.
Specific Options
· Develop new product features, adapt (to other ideas, developments), modify (color, motion, sound, odor, shape), magnify ( make stronger, longer, thicker, of extra value), minify (make smaller, shorter, lighter), substitute (ingredients, process, power), rearrange (patterns, layout, sequence, components), reverse (inside out), combine (unites, purposes, appeals, ideas).
· Develop quality variations,
· Develop additional models and sizes (product proliferation)
B) Integration Strategies
Integration basically means combining activities related to the present activity of a firm.
Vertical Integration
Any new activity undertaken with the purpose of either supplying inputs (such as, raw materials) or serving a customer for outputs (such as, marketing of firm’s product) is vertical

integration. For example, when an organization starts making new product that serves its own needs, vertical integration takes place.
Vertical integration could be of two types: backward and forward integration.
Backward Integration
Backward integration means retreating to the source of raw materials. In backward vertical integration, a company seeks growth by acquiring ownership or increased control of supply sources. In internal backward integration, the firm creates its own source of supply, perhaps by establishing a subsidiary company. The external approach entails the purchase or acquisition of an existing supplier.
Forward Vertical Integration
When pursuing forward vertical integration, a firm seeks growth by acquiring ownership or increased control of channel functions closer to the ultimate market, such as sales and distribution systems. Firm can accomplish forward integration internally by establishing its own production facility. It can achieve external forward integration by acquiring firms that already perform the desired function.
Thus, vertical integration is a growth strategy that involves extending an organization’s present business in two possible directions. Forward integration moves the organization into distributing its own products or services. Backward integration moves an organization into supplying some or all of the products or services used in producing its present products or services.
Horizontal Integration
When an organization takes up the same type of products at the same level of production or marketing process, it is said to follow a strategy of horizontal integration. Horizontal integration occurs when an organization adds one or more businesses that produce similar products or services and that are operating at the same stage in the product-marketing chain. Almost all horizontal integration is accomplished by buying another organization in the same business.
C) Diversification Strategies
Diversification growth strategies may be appropriate for firms that cannot achieve their growth objectives in their current industry with their current products and markets. Diversification occurs when and organization moves into areas that are clearly differentiated form its current business.
Why is diversification strategies adopted?

[bookmark: _bookmark44]The three basic important reasons are:
1. Diversification strategies are adopted to minimize risk by spreading it over several businesses.
2. Diversification may be used to capitalize on organization strength or minimize weaknesses.
3. Diversification may be the only way out if growth in existing businesses is blocked due to environmental and regulatory factors.
Most diversification strategies can be classified as either concentric or diversification conglomerate diversification. Concentric diversification occurs when the diversification is in some way related to, but clearly differentiated from, the organization’s current business. Conglomerate diversification occurs when the firm diversifies into an area(s) totally unrelated to the organization’s current business.
Concentric Diversification
Concentric diversification involves seeking growth by appealing to new markets with new products that have a meaningful technological or marketing fit or synergy with existing products. The basic difference between a concentric diversification strategy and a concentration strategy is that a concentric diversification strategy involves expansion into a related, but distinct area whereas concentration involves adding products or services that lie within the organization’s know-how and experience in terms of technology employed, product line, distribution system, or customer base.
Conglomerate Diversification
Conglomerate diversification involves seeking growth by appealing to new markets with new products that have no technological relationship to current products.
Conglomerate diversification is a growth strategy that involves adding new products or services that are significantly different from the organization’s present products or services.
[bookmark: _TOC_250013]5.3.1.2. Stability Strategies
The stability strategies can be appropriate for a successful corporation operating in a reasonably predictable and relatively stable environment. Some of the more popular stability strategies are the pause/proceed with caution, no change and profit strategies.
a) Pause/Proceed with caution strategy
It is, in effect, a timeout- an opportunity to rest before continuing a growth or retrenchment strategy. It is a very deliberate attempt to make only incremental improvements until a particular environmental situation changes. It is typically conceived as a temporary strategy

to be used until the environment becomes more hospitable or to enable a company to consolidate its resources after prolonged rapid growth.
b) No change strategy
A no change strategy is a decision to do nothing new-a choice to continue current operations and policies for the foreseeable future.
This strategy is appropriate when:
· There are not significant changes in the corporation’s situation.
· The company has created relatively stable modest competitive position which demands making only small adjustments for inflation in its sales and profits.
· There are no obvious opportunities or threats
· There are few aggressive new competitors are likely to enter such an industry.

Unless the industry is undergoing consolidation, the relative comfort a company in this situation experiences is likely to encourage the company to follow a no change strategy.
c) Profit strategy
A profit strategy is a decision to do nothing new in a worsening situation but instead to act as though the company’s problems are only temporary. The profit strategy is an attempt to artificially support profits when a company’s sales are declining by reducing investment and short –term discretionary expenditures. Rather than announcing the company’s poor position to shareholders and the investment community at large, top management may be tempted to follow deferring investments and/or cuts expenses(such as R &D, maintenance, and advertising) to stabilize profits during this period. It may even sell one of its product lines for cash flow benefits.
The profit strategy is applied only to help a company get through a temporary difficulty but if continued long enough will lead to a serious deterioration in a company’s competitive position. The profit strategy is thus usually top management’s passive, short-term, and often self-serving response to the situation.

5.3.1.3 [bookmark: _bookmark45][bookmark: _TOC_250012][image: ]Defensive (RETRENCHMENT) Strategies

Dear learner, what is a declining industry?



 	.
In a product life cycle, product faces introduction, growth, maturity and decline stages. Though there may be cyclical or other short run influences, tendency of the sales curve gives the idea about the declining industry. In case market growth rate is below 10 percentages, normally industry is on decline.
Causes of Declining Profitability
Internal factors
1. Poor management
2. Weakness in finance function
3. weakness in the marketing function
4. weakness in the products operations functions
5. Mistaken acquisition
6. Problems with a big project


External Factors
1. Declining demand for the product.
2. changes in the industry structure
3. General Economic, social or political factors,
4. Poor Infrastructure
Decline strategies (Defensive Strategies) are generally short-run reactions to poor management or to unexpected environmental events, such as competitors’ actions. They are appropriate when firm needs to regroup to improve efficiency after period of fast growth, when long-run growth and profit opportunities are unavailable in an industry, during periods of economic uncertainty, or when other opportunities are simply more attractive than those being pursued.
a) Turnaround strategy
The turnaround strategy emphasizes the improvement of operational efficiency and is probably most appropriate when a company’s problems are pervasive but not yet critical.
Turnaround strategy has two basic phases, contraction and consolidation.

· Contraction - the initial effort to quickly “Stop the bleeding” with a general across the board cut back on size and costs.
· Consolidation – implements a program to stabilize the now-leaner corporation. To streamline the company, plans are developed to reduce unnecessary overhand and to make functional activities cost-justified. If all employees are encouraged to get induced in productivity improvements, the firm is likely to emerge from this retrenchment period a much stronger and better organized company.
b) Captive company strategy
A captive company is the giving up of independence in exchange for security. It is a strategy in which the company is trying to ensure its existence by looking for one of its larger customer or an “angel” by offering to be a captive company through a long-term contract. In this way, the corporation may be able to reduce the scope of some of its functional activities, such as marketing, thus reducing costs significantly.
The weaker company gains certainty of sales and production in return for becoming heavily dependent on one firm for at least 75% of its sales.
c) Sell-out/ Divestment strategy
Sell-out/Divestment strategy is appropriate when:
· A corporation with a weak position in its industry is unable either to pull itself up or to find a customer to which it can become a captive company
· Management of the company can still obtain a good price for its shareholders and the employees can keep their jobs by selling the entire company to another firm.
· The hope is that another company will have the necessary resources and determination to turn the company to profitability.
· If the corporation has multiple business lines and it chooses to sell off a division with low growth potential, this is called divestment.
d) Bankruptcy/Liquidation Strategy
When a company finds itself in the worst possible situation with a poor competitive position in an industry with few prospective, management has only a few alternatives all of them distasteful. Because no one is interested in buying a weak company in an unattractive industry, the firm must peruse a bankruptcy or liquidation strategy.
· Bankruptcy – involves giving up management of the firm to the courts in return for some settlement of the corporation’s obligations. Top management hopes that once

the court decides the claims on the company, the company will be stronger and better able to compete in a more attractive industry.
-	Bankruptcy seeks to perpetuate the corporation rather than term nation of the
firm.
· Liquidation
· Is the retrenchment strategy which leads to the termination of the company because the industry is unattractive and the company too weak to be sold as a going concern.
· Therefore the management may choose to convert as many saleable assets as possible to cash, which is then distributed to the shareholders.
· The benefit of liquidation over bankruptcy is that the boards of directors, as representatives of the shareholders, together with the top management make the decisions instead of turning them over to the court, which may choose to ignore the shareholders completely.
Cooperative Strategies-growth through external resources
There are four major types of cooperative strategies: Merger, Acquisition, Joint venture, and Strategic alliance:
1. Merger
A merger occurs when two or more firms combine to form a single or a new company. Mergers are often the results of firms mutually agreeing to combine and create a new name and a new organizational structure and make other changes.
In a merger the shareholders of the organization come together, normally willingly, to share the resources of the enlarged (merged) organization, with shareholders from both sides of the merger becoming shareholders in the new organization.
2. Acquisition
An acquisition is a ‘marriage’ of unequal partners with one organization buying and subsuming the other party. In such a transaction the shareholders of the target organization cease to be owners of the enlarged organization unless payment to the shareholders is paid partly in shares in the acquiring company. The shares in the smaller company are bought by the larger. Acquisition refers to the purchase of another company and absorbs it to existing operations often as operating subsidiary or division.
3. Joint venture
Joint ventures occur when two or more firms join forces to accomplish something that a single organization is not suited for. The ownership of both firms remains unchanged.

4. [bookmark: _bookmark46]Strategic alliances
The term strategic alliance is used to describe a range of collaborative arrangements between two or more organizations. These agreements can vary from a much formalized agreement, which could see the creation of a new jointly owned limited company, to an informal arrangement for a short-term project. It refers to arrangement in which two or more corporations combine forces to form cooperative (partner) ship to accomplish something for which single organization is not suited.
Strategic alliances can therefore assume a number of different forms depending upon the structure, the mechanism of decision-making, and the nature of the capital commitment and apportionment of profit.


Activity 5.1

Answer the following questions in the space provided below each questions and if you fail to answer them, go back and revise the section.
1. Discuss the possible alternative corporate strategies that can be applied by business firms.



2. Distinguish between concentric and conglomerate diversification



3. Explain the different types of defensive strategies




5.3.2 [bookmark: _TOC_250011]Generic Strategies (Business-level Strategies)
Business-level strategy refers to the plan of action that strategic managers adopt to use a company’s resources and distinctive competencies to gain a competitive advantage over its rivals in a market or industry. Companies pursue a business-level strategy to gain a competitive advantage that allows them to outperform rivals and achieve above average returns.

Competitive Advantage Definition
A competitive advantage is an advantage over competitors gained by offering consumers greater value. Competitive advantage can be achieved if a firm not only created positive value but creates more value than its competitors.
The three generic strategies to attain competitive advantage are;
i. Cost Leadership
ii. Differentiation and
iii. Focus, although these can be combined in different ways.
The differentiation and cost leadership strategies seek competitive advantage in a broad range of market or industry segments. By contrast focus strategy is adopted in narrow market or industry. These strategies are called generic all businesses or industries can pursue them regardless of whether they are manufacture, service or not-for-profit enterprises.
I) Strategic-Cost Leadership
With this strategy, the objective is to become the lowest-cost producer in the industry. Many (perhaps all) market segments in the industry are supplied with the emphasis placed minimizing costs. If the achieved selling price can at least equal (or near) the average for the market, then the lowest-cost producer will (in theory) enjoy the best profits. This strategy is usually associated with large-scale businesses offering “standard” products with relatively little differentiation that are perfectly acceptable to the majority of customers. Occasionally, a low-cost leader will also discount its product to maximize sales, particularly if it has a significant cost advantage over the competition and, in doing so, it can further increase its market share. Example of cost Leadership: Nissan; Tesco; Dell computer.
For companies competing in a ‘price-sensitive’ market, cost leadership is the strategic imperative of the entire organization. It is vitally important for these companies to have a thorough comprehension of their costs and cost drivers. They also need to fully understand their targeted customer groups, definition of quality, usually denoted in terms of design specifications, contractual requirements, delivery arrangements, and so on. Their essential task is to supply precisely the required quality of goods and services at the lowest possible cost. Of particular important will be for the company to attain a cost level that is low relative to its competitors.
For companies not competing on price, cost leadership is still vitally important. Companies competing in the industry through product and service differentiation will need to focus on cost effectiveness and quality to maintain or enhance the value perceived by their target

customers. Customers will select products and suppliers that provide value that equals or exceeds their actual and perceived cost both at the time of purchases and over the product’s life. Price remains a function of value, although not to the same extent as for an undifferentiated market.
Cost leadership must be a goal of every organization, regardless of their specific market orientation. It enables companies to:
a) Defend market share. Cost leadership enables the company to defend itself against powerful buyers, because buyers only have power to drive the price down to the level of the nest most efficient competitor.
b) Defend supply. In the same way a low-cost position enables the company to cope with any price increases imposed by powerful suppliers.
c) Build entry barriers. The factors that lead to a low cost position, such as scale of economies, the use of advanced manufacturing technologies, quality systems and synergies provide the company with substantial entry barriers.
d) Weaken threat of substitutes. The dangers of substitutes are reduced in a low-price market.
e) Defend market share against rivals. Having a low-price position yields the company above- average profits in its industry despite strong competitive pressures. Its cost-leadership position also provides the company with a strong defensive position against rivalry from existing or potential competitors.
f) Increase market share. Cost leadership allows the company to provide its targeted customer group with the best price to quality relationship, by having: i) the resources to vigorously innovate and continuously improve the quality of its products and services, and ii) the ability to price its products more aggressively than its competitors.
g) Enter new market. A cost leadership position enables the company to successfully penetrate new domestic and foreign markets often by brand extension or ‘brand stretch’ strategy. Its low cost and high quality poison permits it to be selective when targeting markets.
h) Reduce the cost of capital. The benefits described above allow the company to maintain a strong financial position and to generate superior returns to its shareholders. These in turn reduce the company’s cost of capital of both borrowed funds and the cost of raising funds from the equity market.

Achieving a low cost position thus protects the company against all five of the competitive forces highlighted by porter. However attaining a low overall cost position requires sustained commitment throughout the organization, from senior executives to line employees.
II) Differentiation Strategy
This strategy involves selecting one or more criteria used by buyers in a market- and then positioning the business uniquely to meet those criteria. This strategy is usually associated with charging a premium price for the product-often to reflect the higher production costs and extra value-added features provided for the consumer. Differentiation is amount charging a premium price that more than covers the additional production costs, and about giving customers clear reasons to prefer the product over other, less differentiated products. Examples of Differentiation strategy: Mercedes cars; Bang & Olufsen.
A successful differentiation strategy requires that the product should be made special-almost to the point of uniqueness-in ways that the buyer is prepared to pay a premium for. It is worth mentioning that marketers tend to use the term more widely, so that it covers any means to make a product recognizably different from other. Both uses of the term are legitimate, but in this unit we take the strategists meaning of the term. A product can be differentiated in an almost unlimited number of ways. Mintzberg has provided a series of categories, within which firms can differentiate.
The categories are:
Design differentiation- where the product is designed so fundamentally differently that it is almost a separate product category. Sony, for example, has been particularly good at producing products of this kind. Of course, they are frequently easy to copy, and the firm must be ready to follow each success with others.
Image differentiation: where marketing brand management and the more superficial elements of design make one product stand out. It is worth nothing that this is difficult to achieve-and often expensive-but is open to both differentiators and cost leaders.
Quality differentiation- where buyers believe that a product is more reliable, durable or has superior performance. This form of differentiation is difficult to achieve, but is commonly associated with high profits in and industry.
Price differentiation- where a lower price makes the products is difficult to others in the industry. To be successful, this strategy requires that the market is price sensitive and the firm has, or is capable of getting, a cost advantage.

The strategy is to gain advantage through differentiating the products from lower priced ones on the basis of some non-price factor. For example, Caterpillar’s strategy was to offer a broad product range of high quality machines at premium prices, using a dedicated dealer network. All parts were standard worldwide. Superior service was an important peg in the strategy. Caterpillar guaranteed 48-hour delivery of parts anywhere in the world and did not change for the part if it failed to meet this deadline: 48-hour parts service anywhere in the world- or Cat pays.
Ideally, the company differentiates along several dimensions. Marks and Spencer, for example is known for its extensive and localized branch network, for the high quality of its customer services and for its extremely high-quality durable products linked to the reputation of the St. Michael brand.
For similar reasons discussed for cost-leadership, a highly differentiated market position will protect the company against the five competitive forces in its industry. Its ‘uniqueness’, brand loyalty and resulting lower sensitivity to price, will protect it against new entrants, the power of buyers, the power of suppliers, the effects of new entrants to the market and rivalry within its markets. However differentiation does have its downside. The customer’s perception of ‘exclusivity’ is often incompatible with high market share. Also lowering of price sensitivity will only be achieved within a price range. Although customers perceive the superiority of the offerings they might not be willing to pay prices significantly higher than the industrial average.
III) Focus Strategy. The third and last generic strategy is for the organization to differentiate its offerings by focusing them on a particular buyer group, market segment or geographical region. Focus can relate to:
a) Geographical specialization
b) Product or product-line specialization
c) Customer specialization

d) A combination of the above

Activity 5.2
Try to answer the following questions after reading this section.
1. Differentiate among the three generic strategies and explain the assumptions under which they can be applied.



2. [bookmark: _bookmark48][bookmark: _bookmark47]What are the basic conditions required to adapt cost leadership strategy?



3. Define focus strategy and mention the possible options to apply it.


 	.

5.3.3 [bookmark: _TOC_250010]Functional-level Strategies
Functional-level strategies are those directed at improving the effectiveness of basic operations within a company, such as production, marketing, materials management, research and development, and human resources. These strategies focus on a given function to attain companywide efficiency, quality, innovation, and customer responsiveness goals.
Integration of Function /operational/ Strategies
Integration of functional /operational/ strategies is crucial. All functional /operational/ areas should integrate and work together to formulate functional strategies that “fit” to together and support the business-and corporate-level strategies as shown in the following table.
Peculiar features of Function/operational/ strategies
· Functional strategies cover shorter time span (3-12 month) whereas corporate ones (3- 5 yrs).
· Functional strategies are much more specific and action-oriented than are corporate strategies.
· Functional strategy development requires much more active participation by lower level of management. Business objectives and strategies are approved through negotiation between corporate managers and business managers while annual objective and functional strategies are approved through negotiation between business manager and functional managers.
5.4 [bookmark: _TOC_250009]A comprehensive strategy formulation framework
Important strategy-formulation techniques can be integrated into a three-stage decision- making framework, as shown below. The tools presented in this framework are applicable to all sizes and types of organizations and can help strategists identify, evaluate, and select strategies.

STAGE 1: THE INPUT STAGE
1. External factor evaluation (EFE)
2. Competitive matrix profile
3. Internal Factor Evaluation (IFE)
STAGE 2: THE MATCHING STAGE
1. Threats-Opportunities -Weaknesses-Strengths (TWOS) Matrix
2. Strategic Position and Action Evaluation (SPACE) Matrix
3. Boston Consulting Group (BCG) Matrix
4. Internal and external (IE) Matrix
5. Grand Strategy (GS) Matrix
STAGE 3: THE DECISION STAGE
1. Quantitative Strategic Planning (QSPM) Matrix


Stage 1 of the formulation framework consists of the EFE Matrix, the IFE Matrix, and the Competitive Profile Matrix. Called the Input Stage, Stage 1 summarizes the basic input information needed to formulate strategies.
Stage 2, called the Matching Stage, focuses upon generating feasible alternative strategies by aligning key external and internal factors.Stage 2 techniques include the Threats- Opportunities- Weaknesses-Strengths (TOWS) Matrix, the Strategic Position and Action Evaluation (SPACE) Matrix, the Boston Consulting Group (BCG) Matrix, the Internal- External (IE) Matrix, and the Grand Strategy Matrix.
Stage 3, called the Decision Stage, and involves a single technique, the Quantitative Strategic Planning Matrix (QSPM). A QSPM uses input information from Stage 1 to objectively evaluate feasible alternative strategies identified in Stage 2. A QSPM reveals the relative attractiveness of alternative strategies and, thus, provides an objective basis for selecting specific strategies.
All nine techniques included in the strategy-formulation framework require integration of intuition and analysis. Autonomous divisions in an organization commonly use strategy formulation techniques to develop strategies and objectives. Divisional analyses provide a basis for identifying, evaluating, and selecting among alternative corporate-level strategies.
Strategists themselves, not analytic tools, are always responsible and accountable for strategic decisions. Lenz emphasized that the shift from a words-oriented to a numbers-oriented planning process can give rise to a false sense of certainty; it can reduce dialogue, discussion, and argument as a means to explore understandings, test assumptions and foster

organizational learning. Strategists, therefore, must be wary of this possibility and use analytical tools to facilitate, rather than diminish, communication. Without objective information and analysis, personal biases, politics, emotions, personalities, and halo error (the tendency to put too much weight on a single factor) unfortunately may play a dominant role in the strategy-formulation process.
5.4.1 The Input Stage
Procedures for developing an EFE Matrix, an IFE Matrix, and a Competitive Profile Matrix were presented in the previous two chapters. The information derived from these three matrices provides basic input information for the matching and decision stage matrices described latter in this chapter.
The input tools strategies to quantify subjectivity during early stages of the strategy formulation process. Making small decisions in the input matrices regarding the relative importance of external and internal forces allows strategists to generate and evaluate alternative strategies more effectively. Good intuitive judgment is always needed in determining appropriate weights and ratings.
5.4.2 The Matching Stage
Strategy is sometimes defined as the match an organization makes between its internal resources skills and the opportunities and risks created by its external factors. The matching stage of the strategy formulation frame work consists of five techniques that can be used in any sequence: the TOWS Matrix, the SPACE Matrix, the BCG Matrix, the IE Matrix and the Grand Strategy Matrix. These tools rely upon information derived from the input stage to match external opportunities and threats with internal strengths and weaknesses. Matching external and internal critical success factors is the key to effectively generate feasible alternative strategies.
5.4.2.1 Threats-Opportunities-Weaknesses-Strengths (TOWS) Matrix
SO Strategies: Every firm desires to obtain benefit from its resources such benefit can only be obtained if utilize its strength to take external opportunity. SO Strategies use a firm‘s strengths to take advantage of external opportunities. For example the firm enjoying a good financial position which is strength for a firm and externally opportunity to expand business. The strong financial position provides an opportunity to expand the business. The matched strategy is known as SO strategy.
WO Strategies: WO Strategies developed to match weakness with opportunities of the firm.

WO strategy is very useful if the firm take advantage to external opportunities in order to overcome the weakness. For example the firm is in the critical financial problems that is weakness and firm is availing merger with Multinational Corporation.
ST Strategies: ST Strategies is an important strategy to overcome external threats. This does not mean that a strong organization should always meet threats in the external environment head-on. This strategy is adopted by various colleges by opening new branches in order to overcome competitive threat. These threats also explain by the Porter in its competitive model.
WT Strategies: Every firm has a desire to overcome its weakness and reducing threats. This type of strategy is helpful when weaknesses are removed to overcome external threats.

The Threats-Opportunities-Weaknesses-Strengths (TOWS) Matrix is also named as SWOT analysis. This Matrix is an important matching tool that helps managers develops four types of strategies: SO Strategies (strength-opportunities), WO Strategies (weakness- opportunities), ST Strategies (strength-threats), and WT Strategies (weakness-threats).The most difficult part of TOWS matrix is to match internal and external factor. It is difficult to target WT strategy. For example weak distribution network creating many problems for the firm if it strong many external threats can be removed.
Steps for Developing TOWS matrix
There are eight steps involved in constructing a TOWS Matrix:
1) List the firm‘s key external opportunities
2) List the firm‘s key external threats
3) List the firm‘s key internal strength
4) List the firm‘s key internal weaknesses
5) Match internal strengths with external opportunities and record the resultant SO Strategies in the appropriate cell.
6) Match internal weaknesses with external opportunities and record the resultant WO Strategies in the appropriate cell.
7) Match internal strengths with external threats and record the resultant ST Strategies.
8) Match internal weaknesses with external threats and mention the resultant WT strategies.


	
Always Leave Blank
	Strengths – S
List Strengths
	Weaknesses – W
List Weaknesses

	Opportunities – O
List Opportunities
	SO Strategies
Use strengths to take advantage of opportunities
	WO Strategies
Overcoming weaknesses by taking advantage of opportunities

	Threats – T
List Threats
	ST Strategies
Use strengths to avoid threats
	WT Strategies
Minimize weaknesses and avoid threats


Table 5.1: The TOWS Matrix
5.4.2.2 The Strategic Position and Action Evaluation (SPACE) Matrix
The Strategic Position and Action Evaluation (SPACE) Matrix is another important Stage 2 matching tool of formulation framework, is illustrated in Figure 5.1.
SPACE matrix explains that what is our strategic position and what possible action can be taken. It is not closed matrix. It is prepared on graph. This follows counter clock wise direction. It contains four-quadrant named aggressive, conservative, defensive, or competitive strategies.
The axes of the SPACE Matrix represent two internal dimensions (financial strength [FS] and competitive advantage [CA]) and two external dimensions (environmental stability [ES] and industry strength [IS]). These four factors are the most important determinants of an organization's overall strategic position.
Figure 5.1. The SPACE Matrix









CP	IPFP
SP
Competitive:
Backward, forward, horizontal integration
· Market penetration
· Market development
· Product development
Defensive:
· Retrenchment
· Divestiture
· Liquidation
Aggressive:
Backward, forward, horizontal integration
· Market penetration
· Market development
· Product development
· Diversification (related or unrelated
Conservative:
· Market penetration
· Market development
· Product development
· Related diversification



It is divided into two internal and external dimensions which are as follow (Internal dimensions) financial strength, competitive advantage, (External dimensions) environment stability and industry strength. This sequence is convention to be followed as graphed above. This frame work determines appropriate set of strategies for each quadrant. First quadrant is aggressive the firm fall in this quadrant that follows the aggressive strategy.
Second quadrant is conservative all those firms that fall in this quadrant that must follow conservative strategy and in next the firm follow the defensive strategy. All the firms fall on competitive follow that strategy. After a rating is assigned ranging from +1 (worst) to +6 (best) to each of the variables that make up the financial strength and industry strength dimensions.
Assign a numerical value ranging from -1 (best) to -6 (worst) to each of the variables that make up the environment stability and Competitive advantage dimensions.
Depending upon the type of organization, numerous variables could comprise each of the dimensions represented on the axes of the SPACE Matrix. Factors earlier included in the firm‘s IFEM and EFEM should be considered in developing a SPACE Matrix.


	Internal Strategic Position /Financial Strength (FS)
Risk involved in business Debt to equity ratio Working capital condition Leverage
Liquidity
Demand variability Cash flow statement Return on investment
	External Strategic Position/Environmental Stability (ES)
Impact of technology
Price range of competing products Price elasticity of demand
Rate of inflation Competitive pressure

	Competitive Advantage (CA)
	Industry Strength (IS)

	Access to the market
	Growth potential

	Market share
	Resource utilization

	Demand and supply factors
	Profit potential

	Quality of product and services
	Financial stability

	Product life cycle
	Technological know-how

	Customer loyalty
	Productivity, capacity utilization

	Capacity, location and layout
	Capital intensity

	Technological know-how
	Ease of entry into market


Table 5.2: Example of factors that comprise the SPACE

After the selection of variables the rating is assigned to each. After the addition of these variables take the average.
Steps for the preparation of SPACE Matrix
The steps required to develop a SPACE Matrix are as follows:
1. Select a set of variables to comprise financial strength (FS), competitive advantage (CA), environmental stability (ES), and industry strength (IS).
2. Assign a numerical value ranging from +1 (worst) to +6 (best) to each of the variables that make up the financial strength (FS) and industry strength (IS) dimensions. Assign a numerical value ranging from - 1 (best) to -6 (worst) to each of the variables that make up the environmental stability and competitive advantage dimensions.
3. Compute an average score for FS, CA, ES, and IS by summing the values given to the variables of each dimension and dividing by the number of variables included in the respective dimension.
4. Plot the average scores for financial strength (FS), competitive advantage (CA), environmental stability (ES), and industry strength (IS) on the appropriate axis in the SPACE Matrix.
5. Add the two scores on the x-axis and plot the resultant point on X. Add the two scores on the y axis and plot the resultant point on Y. Plot the intersection of the new x y point.
6. Draw a directional vector from the origin of the SPACE Matrix through the new intersection point. This vector reveals the type of strategies recommended for the organization: aggressive, competitive, defensive, or conservative.
	Financial Strength (FS)
	Rating

	High Return on investment Large amount of capital Consistently increasing revenue Working capital condition
	1.0
1.0
3.0
4.0
9.0

	Industry Strength (IS)
	

	Demand and supply factors Resource utilization
Profit potential
	4.0
2.0
4.0
10.0

	Environmental Stability (ES)
Rate of inflation
	
-4.0



	Price elasticity of demand Impact of technology
	-5.0
-4.0
-13.0

	Competitive Advantage (CA)
	

	Technological know
	-2.0

	Quality of product and services
	-5.0

	Access to the market
	-2.0

	
	-9.0



Conclusion
ES Average is -13.0 ÷ 3= - 4.33	IS Average is + 10.0 ÷3 = 3.33
CA Average is -9.0 ÷ 3= - 3.00	FS Average is + 9.0 ÷4 = 2.25 Directional vector coordinates: X -axis: -3.00 + (+3.33) = + 0.33
Y- axis: - 4.33 + (+ 2.25) = -2.08
The graph indicates that firm adopts Competitive strategy

5.4.2.3 Boston Consulting Group (BCG) Matrix
The Boston Consulting Group (BCG) is a management consulting firm founded by Harvard Business School alum Bruce Henderson in 1963. The growth-share matrix is a chart created by group in 1970 to help corporation analyze their business units or product lines, and decide where to allocate cash. It was popular for two decades, and is still used as an analytical tool. To use the chart, corporate analysts would plot a scatter graph of their business units, ranking their relative market shares and the growth rates of their respective industries. This led to a categorization of four different types of businesses:
BCGGrowth-ShareMatrix

[image: ]

Resources are allocated to business units according to where they are situated on the grid as follows:

Stars: stars are high-growth-high-market share business which may or may not be self- sufficient in terms of cash flow. This cell corresponds closely to the growth phase of the product life cycle (PLC). A company generally pursues and expansion strategy to establish a strong competitive position with regard to a ‘star’ business.
Cash cows: as the tern indicates, cash cows are businesses which generate large amounts of cash but their rate of growth is slow. In terms of PLC, these are generally mature businesses which are reaping the benefits of the experience curve. The cash generation exceeds the reinvestment that could profitably be made into ‘cash cows’. These businesses can adopt mainly stability strategies. Where long-term prospects are exceptionally bright, limited expansion could be adopted. As ‘cash cow’ industries lose their attractiveness and tend towards a decline a phased retrenchment strategy may be feasible. The cash generated by ‘cash cows’ is reinvested in ‘stars’ and ‘question marks’.
Question marks: businesses with high industry growth but low market share for a company are ‘question marks’ or ‘problem children’. They require large amounts of cash to maintain or gain market share. ‘Question marks’ are usually new products or services which have a good commercial potential. The logic of the experience curve dictates that the company obtaining an early lead can expect cost advantages and market leadership and can successfully create entry barriers. No single set of strategies can be recommended here. If the company feels that it can obtain a dominate market share, it may select expansion strategies, other wise retrenchment may be more realistic alternative. ‘question Marks’, therefore, may become ‘stars’ if enough treatment is made, or they may become ‘Dogs’ if ignored.
Dogs: those businesses which are related to slow-growth industries and where a company has a low relative market share are termed as ‘dogs’. They neither generate nor require large amounts of cash. In terms of PLC, the ‘dogs’ are usually products in late maturity or a declining stage. The experience curve for the company shows that late maturity or a declining stage. So retrenchment or closure strategies are normally suggested. But government policies may prevent retrenchment and the ‘dogs’ may be artificially sustained, which explains the presence of many products in the Ethiopian markets which would fade away if left on their own.
The overall goal of this ranking was to help corporate analysts decide which of their business units to fund, and how much; and which units to sell. Managers were supposed to gain

perspective from this analysis that allowed them to plan with confidence to use money generated by the cash cows to fund the stars and, possibly, the question marks. As the BCG stated in 1970:
Only a diversified company with a balanced portfolio can use its strengths to truly capitalize on its growth opportunities. The balanced portfolio has:
· Stars whose high share and high growth assure the future;
· Cash cows that supply funds for that future growth; and
· Question marks to be converted into stars with the added funds.
Limitations
1. Viewing every business as a star, cash cow, dog, or question mark is overly simplistic.
2. Many businesses fall right in the middle of the BCG matrix and thus are not easily classified.
3. The BCG matrix does not reflect whether or not various divisions or their industries are growing over time.
4. Other variables besides relative market share position and industry growth rate in sales are important in making strategic decisions about various divisions.
5.4.2.4 The Internal-External (IE) Matrix
This is also an important matrix of matching stage of strategy formulation. This matrix is already explained earlier. It relate to internal (IFE) and external factor evaluation (EFE).
The findings from internal and external position and weighted score plot on it. It contains nine cells. Its characteristics is a s follow
· Positions an organization‘s various divisions in a nine-cell display.
· Similar to BCG Matrix except the IE Matrix:
· Requires more information about the divisions
· Strategic implications of each matrix are different
· Based on two key dimensions
· The IFE total weighted scores on the x-axis
· The EFE total weighted scores on the y-axis
· Divided into three major regions
· Grow and build – Cells I, II, or IV
· Hold and maintain – Cells III, V, or VII
· Harvest or divest – Cells VI, VIII, or IX

[image: ]

Steps for the development of IE matrix
1. Based on two key dimensions IFE and EFE.
2. Plot IFE total weighted scores on the x-axis and the EFE total weighted scores on the y axis.
3. On the x-axis of the IE Matrix, an IFE total weighted score of 1.0 to 1.99 represents a weak internal position; a score of 2.0 to 2.99 is considered average; and a score of 3.0 to
4.0 is strong.
4. On the y-axis, an EFE total weighted score of 1.0 to 1.99 is considered low; a score of 2.0 to 2.99 is medium; and a score of 3.0 to 4.0 is high.
5. IE Matrix divided into three major regions.
· Grow and build – Cells I, II, or IV
· Hold and maintain – Cells III, V, or VII
· Harvest or divest – Cells VI, VIII, or IX

5.4.2.5 Grand Strategy Matrix
This is also an important matrix of strategy formulation frame work. Grand strategy matrix it is popular tool for formulating alternative strategies. In this matrix all organization divides into four quadrants. Any organization should be placed in any one of four quadrants. Appropriate strategies for an organization to consider are listed in sequential order of attractiveness in each quadrant of the matrix.

It is based two major dimensions
1. Market growth
2. Competitive position
Figure 5.2 Grand strategy matrixes
Rapid Market Growth
Quadrant II
1. Market development
2. Market penetration
3. Product development
Quadrant I
1. Market development
2. Market penetration
3. Product development


Weak Competitive Positions

Strong Competitive
Positions


	Quadrant III
1. Retranchement
2. Related diversification
3. Unrelated diversification
4. Dévestiture
5. Liquidation
Quadrant IV
1. Related diversification
2. Unrelated diversification
3. Joint ventures

Slow Market Growth
Qurdant-1: contains that company‘s strong having competitive situation and rapid market growth. Firms located in Quadrant I of the Grand Strategy Matrix are in an excellent strategic position. These firms must focus on current market and appropriate to follow market penetration, market development and products development are appropriate strategies.
Qurdant-2: contains that company‘s having weak competitive situation and rapid market growth. Firms positioned in Quadrant II need to evaluate their present approach to the marketplace seriously. Although their industry is growing, they are unable to compete effectively, and they need to determine why the firm's current approach is ineffectual and how the company can best change to improve its competitiveness.
Because Quadrant II firms are in a rapid-market-growth industry, an intensive strategy (as opposed to integrative or diversification) is usually the first option that should be considered. Qurdant-3: contains that company‘s weak competitive situation and slow market growth. The firms fall in this quadrant compete in slow-growth industries and have weak competitive positions. These firms must make some drastic changes quickly to avoid further demise and possible liquidation. Extensive cost and asset reduction (retrenchment) should be pursued first.

An alternative strategy is to shift resources away from the current business into different areas. If all else fails, the final options for Quadrant III businesses are divestiture or liquidation.
Qurdant-4: contains that company‘s strong competitive situation and slow market growth. Finally, Quad;8rant IV businesses have a strong competitive position but are in a slow- growth industry. These firms have the strength to launch diversified programs into more promising growth areas. Quadrant IV firms have characteristically high cash flow levels and limited internal growth needs and often can pursue concentric, horizontal, or conglomerate diversification successfully. Quadrant IV firms also may pursue joint ventures.
5.4.3 The Decision Stage
The Quantitative Strategic Planning Matrix (QSPM)

The last stage of strategy formulation is decision stage. In this stage it is decided that which way is most appropriate or which alternative strategy should be select. This stage contains QSPM that is only tool for objective evaluation of alternative strategies. A quantitative method used to collect data and prepare a matrix for strategic planning. It is based on identified internal and external crucial success factors.
That is only technique designed to determine the relative attractiveness of feasible alternative action. This technique objectively indicates which alternative strategies are best. The QSPM uses input from Stage 1 analyses and matching results from Stage 2 analyses to decide objectively among alternative strategies.
That is, the EFE Matrix, IFE Matrix, and Competitive Profile Matrix that makes up Stage 1, coupled with the TOWS Matrix, SPACE Analysis, BCG Matrix, IE Matrix, and Grand Strategy Matrix that make up Stage 2, provide the needed information for setting up the QSPM (Stage 3).
Preparation of matrix
Now the question is that how to prepare QSPM matrix. First it contains key internal and external factors. An internal factor contains (strength and weakness) and external factor include (opportunities and threats). It relates to previously IFE and EFE in which weight to all factors. Weight means importance to internal and external factor. The sum of weight must be equal to one. After assigning the weights examine stage-2 matrices and identify alternatives strategies that the organization should consider implementing. The top row of a QSPM consists of alternative strategies derived from the TOWS Matrix, SPACE Matrix,

BCG Matrix, IE Matrix, and Grand Strategy Matrix. These matching tools usually generate similar feasible alternatives.
However, not every strategy suggested by the matching techniques has to be evaluated in a QSPM. Strategists should use good intuitive judgment in selecting strategies to include in a QSPM. After assigning the weight to strategy, determine the attractiveness score of each and afterwards total attractiveness score. The highest total attractiveness score strategy is most feasible.
Steps in preparation of QSPM
1. List of the firm's key external opportunities/threats and internal strengths/weaknesses in the left column of the QSPM.
2. Assign weights to each key external and internal factor.
3. Examine the Stage 2 (matching) matrices and identify alternative strategies that the organization should consider implementing.
4. Determine the Attractiveness Scores (AS).
5. Compute the Total Attractiveness Scores.
6. Compute the Sum Total Attractiveness Score.


	Strategic Alternatives

	Key Factors
	Weight
	Strategy 1
	Strategy 2
	Strategy 3

	Key External Factors
	
	
	
	

	Economy
	
	
	
	

	Political/Legal/Governmental
	
	
	
	

	Social/Cultural/Demographic/Environmental
	
	
	
	

	Technological
	
	
	
	

	Competitive
	
	
	
	

	Key Internal Factors
	
	
	
	

	Management
	
	
	
	

	Marketing
	
	
	
	

	Finance/Accounting
	
	
	
	



	Production/Operations
	
	
	
	

	Research and Development
	
	
	
	

	Management Information Systems
	
	
	
	


[bookmark: _bookmark49]Limitations
1. Requires intuitive judgments and educated assumptions
2. Only as good as the prerequisite inputs
3. Only strategies within a given set are evaluated relative to each other
Advantages
1. Sets of strategies considered simultaneously or sequentially
2. Integration of pertinent external and internal factors in the decision making process

Activity 5.3
Try to answer the following questions after reading this section.
Discuss the advantages and disadvantages of QSPM and BCG matrix.





5.5 [bookmark: _TOC_250008]Summary
Strategies could be formulated at different levels. There could be the corporate, SBU- business, and functional level strategies. Corporate-level strategies are basically about the choice of direction that a firm adopts in order to achieve its objectives. Often called grand or master strategies, the strategies for achieving a firm’s objectives can be classified in a variety of ways. We focus on four strategies: Growth or expansion, stability, decline or defensive, and combination strategy. There are four major types of Cooperative Strategies-growth through external resources: Merger, Acquisition, Joint venture, and Strategic alliance.
Business-level strategy refers to the plan of action that strategic managers adopt to use a company’s resources and distinctive competencies to gain a competitive advantage over its rivals in a market or industry. The three generic strategies to attain competitive advantage are; Cost Leadership, Differentiation and Focus, although these can be combined in different ways.
Functional-level strategies are those directed at improving the effectiveness of basic operations within a company, such as production, marketing, materials management, research

and development, and human resources. These strategies focus on a given function to attain companywide efficiency, quality, innovation, and customer responsiveness goals.

Important strategy-formulation techniques can be integrated into a three-stage decision making framework. Strategy is sometimes defined as the match an organization makes between its internal resources skills and the opportunities and risks created by its external factors.
The Threats-Opportunities-Weaknesses-Strengths (TOWS) Matrix is also named as SWOT analysis. This Matrix is an important matching tool that helps managers develops four types of strategies: SO Strategies (strength-opportunities), WO Strategies (weakness- opportunities), ST Strategies (strength-threats), and WT Strategies (weakness-threats).The most difficult part of TOWS matrix is to match internal and external factor.
Grand strategy matrix it is popular tool for formulating alternative strategies. In this matrix all organization divides into four quadrants. Any organization should be placed in any one of four quadrants. Appropriate strategies for an organization to consider are listed in sequential order of attractiveness in each quadrant of the matrix.

5.6 Self –Test Exercise


Part I:-choose the best answer from the alternatives.
1. Identify one which cannot be a means to attain concentration growth strategy

A. Market penetration strategy
B. Market development strategy
C. 
Product development strategy
D. Concentric strategy

2. 	A type of integration strategy which results in the expansion of the firm’s operations into the source of supply of raw materials is-

A. Horizontal integration
B. Backward integration
C. 
Forward integration
D. Full forward integration

3. One of the following could be the reason for diversification strategy
A. To spread risk on large number of product lines.
B. To exploit the organizational strengths and financial resources
C. If growth in existing business is not possible or promising
D. All of the above
4. Stability strategy is appropriate when
A. The environment is relatively stable
B. The environment in which the company operates can reasonably predictable

C. The company wants to consolidate its resources after prolonged growth strategy
D. All of the above
5. The type of stability strategy which is applied to help the company to overcome temporary difficulties of the company by cutting overhead costs is:-

A. No change strategy
B. Pause strategy
6. Cash cows are always in
A. Introductory industry
B. Growing industry
C. 
Divestment strategy
D. Profit strategy


C. Mature industry
D. Decline industry

7. Those firms must make some drastic changes quickly to avoid further demise and possible liquidation that fall in	of grand strategy matrix.

A. Quadrant 1
B. Quadrant 2
C. 
Quadrant 3
D. Quadrant 4

8. In BCG matrix, what is the label of the horizontal axis?

A. Relative market share
B. Business strength
C. 
Industry growth rate
B. Market growth rate

9. What does question mark symbolize in BCG matrix?
A. High market share in a fast growing industry
B. High market share in a slow growing industry
C. Low market share in a slow growing industry
D. Low market share in a fast growing industry
10. What do stars symbolize in BCG matrix?
A. High market share in a fast growing industry
B. High market share in a slow growing industry
C. Low market share in a slow growing industry
D. Low market share in a fast growing industry
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6.1 [image: ]Introduction

Dear learners, in this chapter you will learn about the Nature of Strategy Implementation. The chapter further discusses importance of organizational structure in strategy implementation, restructuring and reengineering and importance of annual objectives and policies in achieving organizational commitment for strategies to be implemented.
Learning Objectives
[image: ]At the end of this unit, students will be able to: Explain the nature of strategy implementation.
[image: ][image: ]Describe the key concepts in strategy implementation. explain the importance of implementing strategy

6.2 The nature of strategy implementation

What is strategy implementation?




The strategic-management process does not end when the firm decides which strategy or strategies to pursue. There must be a translation of strategic thought into strategic action. This translation is much easier if managers and employees of the firm understand the business, feel a part of the company, and, through involvement in strategy-formulation activities, have become committed to helping the organization succeed. Without understanding and commitment, strategy implementation efforts face major problems.

[bookmark: _bookmark54][image: ]Implementing strategy affects an organization from top to bottom; it affects all the functional and divisional areas of a business.
The strategy-implementation stage of strategic management is revealed. Successful strategy formulation does not guarantee successful strategy implementation. It is always more difficult too something (Strategy implementation) than to say you are going to do it (strategy formulation)! Although inextricably linked, strategy implementation is fundamentally different from strategy formulation.
Ways of Strategy Formulation and Implementation
Strategy formulation and implementation can be contrasted in the following ways

	Strategy Formulation
	Strategy Implementation

	· Is positioning forces before the action
	· Is managing forces during the action

	· Focuses on effectiveness
	· Focuses on efficiency

	· Primarily an intellectual process
	· Is primarily an operational process

	· Requires good intuitive and analytical
skills
	· Requires special motivation and
leadership

	· Requires coordination   among   a   few
individuals
	· Requires	coordination	among	many
persons



Strategy-formulation concepts and tools do into differ greatly for small, large, for-profit, or nonprofit organization. However, strategy implementation varies substantially among different types and sizes of organizations.
Implementing strategies requires such actions as altering sales territories, adding new departments, closing facilities, hiring new employees, changing an organization's pricing strategy, developing financial budgets, developing new employee benefit, establishing cost control procedures, changing advertising strategies, building new facilities, training new employees, transferring managers among divisions, and building a better management information system. These types of activities obviously differ greatly between manufacturing, service, and governmental organizations.


6.3 Key Concepts (Management Issues)
In all but the smallest organizations, the transition from strategy formulation to strategy implementation requires a shift in responsibility from strategists to divisional and functional managers.

Management issues central to strategy implementation include establishing annual objectives, devising policies, allocating resources, altering an existing organizational structure, restructuring and reengineering, revising reward and incentive plans, minimizing resistance to change, matching managers with strategy, developing a strategy-supportive culture, adapting production/operations processes, developing an effective human resource function, and, if necessary, downsizing.
Managers and employees throughout an organization should participate early and directly in strategy implementation decisions.
6.3.1 Annual Objectives
[image: ] Dear learner, Why are objectives are critical to success in all types and size of firms?




Establishing annual objectives is a decentralized activity that directly involves all managers in an organization. Active participation in establishing annual objectives can lead to acceptance and commitment.
Annual objectives are essential for strategy implementation because they
1. Represent the basis for allocating resources
2. Are a primary mechanism for evaluating managers
3. Are the major instruments for monitoring progress toward achieving long-term objectives
4. Establish organizational, divisional, and departmental priorities.
Clearly stated and communicated objectives are critical to success in all types and sizes of firms. Annual objectives, stated in terms of profitability, growth, and market share by business segment, geographic area, customer groups, and product are common in organizations.
Annual objectives should be measurable, consistent, reasonable, challenging, clear, communicated throughout the organization, characterized by an appropriate time dimension, and accompanied by commensurate rewards and sanctions. Too often, objectives are stated in generalities, with little operational usefulness. Annual objectives such as "to improve communication" or "to improve performance" are not clear, specific, or measurable. Objectives should state quantity, quality, cost, and time and also be verifiable. Terms such as "maximize," "minimize," "as soon as possible," and "adequate" should be avoided.

6.3.2. Policies
Changes in a firm's strategic direction do not occur automatically. On a day-to-day basis, policies are needed to make a strategy work. Policies facilitate solving recurring problems and guide the implementation of strategy. Broadly defined, policy refers to specific guidelines, methods, procedures, rules, forms, and administrative practices established to support and encourage work toward stated goals. Policies are instruments for strategy implementation. Policies set boundaries, constraints, and limits on the kinds of administrative actions that can be taken to reward and sanction behavior; they clarify what can and cannot be done in pursuit of an organization's objectives.
For example, Carnival's new Paradise ship has a no-smoking policy anywhere, anytime aboard ship. It is the first cruise ship to comprehensively ban smoking. Another example of corporate policy relates to surfing the Web while at work. About 40 percent of companies today do not have a formal policy preventing employees from surfing the Internet, but software is being marketed now that allows firms to monitor how, when, where, and how long various employees use the Internet at work. Policies let both employees and managers know what is expected of them, thereby increasing the likelihood that strategies will be implemented successfully.
They provide a basis for management control, allow coordination across organizational units, and reduce the amount of time managers spend making decisions. Policies also clarify what work is to be done by whom.
They promote delegation of decision making to appropriate managerial levels where various problems usually arise. Many organizations have a policy manual that serves to guide and direct behavior.
Policies can apply to all divisions and departments (for example, "We are an equal opportunity employer"). Some policies apply to a single department ("Employees in this department must take at least one training and development course each year"). Whatever their scope and form, policies serve as a mechanism for implementing strategies and obtaining objectives. Policies should be stated in writing whenever possible. They represent the means for carrying out strategic decisions.

6.3.3. Resource Allocation
Resource allocation is a major management activity that allows for strategy execution. In organizations that do not use a strategic-management approach to decision making, resource allocation is often based on political or personal factors. Strategic management enables

resources to be allocated according to priorities established by annual objectives. Nothing could be more detrimental to strategic management and to organizational success than for resources to be allocated in ways not consistent with priorities indicated by approved annual objectives.
All organizations have at least four types of resources that can be used to achieve desired objectives: financial resources, physical resources, human resources, and technological resources.
Allocating resources to particular divisions and departments does not mean that strategies will be successfully implemented. A number of factors commonly prohibit effective resource allocation, including an overprotection of resources, too great an emphasis on short-run financial criteria, organizational politics, vague strategy targets, a reluctance to take risks, and a lack of sufficient knowledge.
The real value of any resource allocation program lies in the resulting accomplishment of an organization's objectives. Effective resource allocation does not guarantee successful strategy implementation because programs, personnel, controls, and commitment must breathe life into the resources provided. Strategic management itself is sometimes referred to as a "resource allocation process."
6.3.4. Managing Conflict
Interdependency of objectives and competition for limited resources often leads to conflict. Conflict can be defined as a disagreement between two or more parties on one or more issues. Approaches for Managing and Resolving Conflict
Various approaches for managing and resolving conflict can be classified into three categories: avoidance, diffusion, and confrontation.
1. Avoidance includes such actions as ignoring the problem in hopes that the conflict will resolve itself or physically separating the conflicting individuals (or groups).
2. Diffusion can include playing down differences between conflicting parties while accentuating similarities and common interests, compromising so that there is neither a clear winner nor loser, resorting to majority rule, appealing to a higher authority, or redesigning present positions.
3. Confrontation is exemplified by exchanging members of conflicting parties so that each can gain an appreciation of the other‘s point of view, or holding a meeting at which conflicting parties present their views and work through their differences.
6.3.5. Matching Strategy with Structure

Changes in strategy often require changes in the way an organization is structured for two major reasons:
a) First, structure largely dictates how objectives and policies will be established. For example, objectives and policies established under a geographic organizational structure are couched in geographic terms. Objectives and policies are stated largely in terms of products in an organization whose structure is based on product groups. The structural formal for developing objectives and policies can significantly impact all other strategy-implementation issues.
b) The second major reason why changes in strategy often require changes in structure is that structure dictates how resources will be allocated.
Changes in strategy lead to changes in organizational structure. Structure should be designed to facilitate the strategic pursuit of a firm and, therefore, follow strategy. There is not just one optimal organizational design or structure for a given strategy or type of organization.
There are seven basic types of organizational structures:
1. The Functional Structure:-The most widely used structure is the functional or centralized type because this structure is the simplest and least expensive of the seven alternatives. A functional structure group‘s tasks and activities by business function such as product/operations, marketing, finance/accounting, R&D, and computer information systems. Advantages: Besides being simple and inexpensive, a functional structure also promotes specialization of labor, encourages efficiency, minimizes the need for an elaborate control system, and allows rapid decision-making.
Disadvantages: Some disadvantages of a functional structure are that it forces accountability to the top, minimizes career development opportunities, and is sometimes characterized by low employee morale.
2. The Divisional Structure
The divisional or decentralized structure is the second most common type used by American businesses. The divisional structure can be organized in one of four ways: by geographic area, product or service, customer, or process. With a divisional structure, functional activities are performed both centrally and in each separate division.
A. A divisional structure by geographic area is appropriate for organizations whose strategies need to be tailored to fit the particular needs and characteristics of customers in different geographic regions.
B. A division structure by product is most effective for implementing strategies when specific products or services need special emphasis.

C. A division structure by process is similar to a functional structure, because activities are organized according to the way work is actually performed.
3. The Strategic Business Unit (SBU) Structure: The SBU structure group‘s similar divisions into strategic business units and delegate authority and responsibility for each unit to a senior executive who reports directly to the CEO.
Advantages: This change in structure can facilitate strategy implementation by improving coordination between similar divisions and channeling accountability to distinct business units.
Disadvantages: Two disadvantages of an SBU structure are that it requires an additional layer of management, which increases salary expenses, and the role of the group vice president is often ambiguous.
4. The Matrix Structure: It is the most complex of all designs because it depends upon both vertical and horizontal flows of authority and communication. It can result in higher overhead because it creates more managerial positions.
It also creates dual lines of budget authority, dual sources of reward and punishment, shared authority, and dual reporting channels. Its advantages are that project objectives are clear, there are many channels of communication, workers can see visible results of work, and projects can be shut down easily.
6.2.6. Restructuring and Reengineering
Restructuring, also called downsizing, rightsizing, or delayering, involves reducing the size of the firm in terms of number of employees, divisions or units, and hierarchical levels in the firm‘s organizational structure.
Firms often employ restructuring when various ratios appear out of line with competitors, as determined through benchmarking exercises. The primary benefit sought from restructuring is cost reduction.
The downside of restructuring can be reduced employee commitment, creativity, and innovation that accompanies the uncertainty and trauma associated with pending and actual employee layoffs.
Reengineering is concerned more with employee and customer well-being than with shareholder well-being. Reengineering, also called process management, process innovation, or process redesign, involves reconfiguring or redesigning work, jobs, and processes for the purpose of improving cost, quality, service, and speed.
In reengineering, a firm uses information technology to break down functional barriers and crate a work system based on business processes, products, or outputs rather than on

[bookmark: _bookmark55]functions or inputs. A benefit of reengineering is that it offers employees the opportunity to see more clearly how their particular jobs impact the final product or service being marketed by the firm
6.4. Managing Resistance to Change
No organization or individual can escape change. But the thought of No organization or individual can escape change. But the thought of change raises anxieties because people fear economic loss, inconvenience, uncertainty, and a break in normal social patterns. Almost any change in structure, technology, people, or strategies has the potential to disrupt comfortable interaction patterns. For this reason, people resist change.
Resistance to change can be considered the single greatest threat to successful strategy implementation. It may take on such forms as sabotaging production machines, absenteeism, filing unfounded grievances, and unwillingness to cooperate. Resistance to change can emerge at any stage or level of the strategy-implementation process.
Although there are various approaches for implementing changes, three commonly used strategies are a force change strategy, an educative change strategy, and a rational or self- interest change strategy.
· A force change strategy involves giving orders and enforcing those orders; this strategy has the advantage of being fast, but it is plagued by low commitment and high resistance.
· The educative change strategy is one that presents information to convince people of the need for change; the disadvantage of an educative change strategy is that implementation becomes slow and difficult. However, this type of strategy evokes greater commitment and less resistance than does the force strategy.
· Finally, a rational or self-interest change strategy is one that attempts to convince individuals that the change is to their personal advantage. When this appeal is successful, strategy implementation can be relatively easy. However, implementation changes are seldom to everyone's advantage.
6.5 Human Resource Concerns When Implementing Strategies
The other important concern while implementing the strategy is human resource. Human resource is the backbone of any organization without efficient human resource organization cannot perform well and fail to achieve the organizational strategy. Staffing need of the organization and its cost is an important function of the human resource manager. The other

[bookmark: _bookmark56]main concerns include health, safety and security of the workers. The plan must also include how to motivate employees and managers during a time when layoffs are common and workloads are high.
A well-designed strategic-management system can fail if insufficient attention is given to the human resource dimension. Human resource problems that arise when businesses implement strategies can usually be traced to one of three causes:
1) Disruption of social and political structures,
2) Failure to match individuals' aptitudes with implementation tasks
3) Inadequate top management support for implementation activities.

6.6 Summary
The strategic-management process does not end when the firm decides which strategy or strategies to pursue. There must be a translation of strategic thought into strategic action. This translation is much easier if managers and employees of the firm understand the business, feel a part of the company, and, through involvement in strategy-formulation activities, have become committed to helping the organization succeed.
Implementing strategy affects an organization from top to bottom; it affects all the functional and divisional areas of a business.
Implementing strategies requires such actions as altering sales territories, adding new departments, closing facilities, hiring new employees, changing an organization's pricing strategy, developing financial budgets, developing new employee benefit, establishing cost control procedures, changing advertising strategies, building new facilities, training new employees, transferring managers among divisions, and building a better management information system.
Management issues central to strategy implementation include establishing annual objectives, devising policies, allocating resources, altering an existing organizational structure, restructuring and reengineering, revising reward and incentive plans, minimizing resistance to change, matching managers with strategy, developing a strategy-supportive culture, adapting production/operations processes, developing an effective human resource function, and, if necessary, downsizing.

6.7 Self –Test Exercise


Part I:-choose the best answer from the alternatives.

1. [bookmark: _bookmark57]Which one of the following is false?
A. Strategy formulation is focus on effectiveness than strategy implementation.
B. Strategy implementation is focus on efficiency than strategy formulation.
C. Strategy formulation requires coordination among a few individuals.
D. Strategy implementation requires good intuitive and analytical skill than strategy formulation.
2. Implementing strategy requires:

A. Adding new departments
B. Closing facilities
C. 
Hiring new employees
D. All of the above

3.  	 facilitate solving recurring problem and guide the implementation of strategy.

A. Policy
B. Objectives
4. Strategy implementation:
A. Is positioning forces before the action.
B. Is primary an intellectual process
C. 
Goals
D. Resource allocation

C. Requires coordination among a few individuals
D. Is managing forces during the action
5. In which phase of strategic management are annual objectives especially important?

A. Formulation
B. Control
C. 
Evaluation
D. Implementation



Part II: write thoroughly on the following question
1. Discuss the difference between Strategy formulation and implementation.
2. List and discuss the seven types of basic organizational structure.
3. Discuss the approaches for managing and resolving conflict.
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7.1 Chapter introduction
Dear learners, in this chapter you will learn about the basic concept of strategy evaluation. The strategic management process results in decisions that can have significant, long lasting consequences. Erroneous strategic decisions can inflict severe penalties and can be exceedingly difficult, if not impossible, to reverse.
Most strategists agree, therefore, that strategy evaluation is vital to an organization’s well- being; timely evaluations can alert management to problems or potential problems before a situation becomes critical.
Learning Objective
At the end of this chapter, you should be able to do the following:

[image: ]Describe a strategic evaluation
[image: ]Explain the nature of strategy evaluation.
[image: ]Elaborate the characteristics of an effective evaluation system.
[image: ]   Define the contingency model.

7.2 The nature of strategy evaluation
Strategy evaluation is necessary for all sizes and kinds of organization. Strategy evaluation should initiate managerial questioning of expectations and assumptions should trigger are view of objectives and values and should stimulate creativity in generating alternative and formulating criteria of evaluation.
Evaluating strategies on continuous rather than a periodic basis allows benchmark of progress to establish and more effectively monitored. Managers and employees of the firm should be continually aware of progress being made towards achieving the firm‘s objectives. As a critical success factors change, organization members should be involved in determining appropriate corrective action.
Strategy evaluation includes three basic activities:
1. Examining the underlying bases of a firm‘s strategy
2. Comparing expected results with actual results

3. [bookmark: _bookmark60]Taking corrective actions to ensure that performance conforms to plans

7.3 [bookmark: _TOC_250006]Rumelt’s Criteria for Evaluating Strategies
Rumelt states that the process of strategy evaluation can happen as an abstract, analytical task (sometimes performed by consultants). But more often than not, it is a fundamental element of an organization‘s planning, review and control processes. Some organizations carry out strategy evaluation informally and infrequently while other have formal, detailed strategy review procedures that they carry out on a regular basis. Either way, the quality of strategy evaluation and organizational performance will be determined more by the organization‘s capacity for self- appraisal and learning than by the analytic technique employed.
In most organizations, comprehensive strategy review is sporadic, and is usually triggered by a change in leadership or financial performance. Rumelt argues that this is a good thing he claims that if strategy review was a regular event, the evaluative questions would become automatic and this inhibits thorough reflection. He also maintains that if a strategy is good in the first place, it does not need constant redevelopment. Another reason for not reviewing the validity of a strategy too frequently is the need to convince competitors that the organization stands firm by its strategy, which fixed and unshakeable.
Strategy evaluation is the appraisal of plans and their results, which affect the principal mission of an organization. Its focus is the separation between obvious current operating outcomes and the basic factor, which underpin success or failure in the chosen industry. The result of strategy evaluation is the rejection, modification or authorization of strategic plans. It is impossible to demonstrate conclusively that a particular strategy is optimal or that it will work. However, Rumelt‘s four tests of consistency, consonance, advantage and feasibility provide a basis for effective evaluation. A strategy that fails one or more of these tests has some fairly serious flaws.
A strategy that passes the entire test cannot be guaranteed to succeed but is undeniably better placed for success than one that is shown to be flawed.
Rumelt states that no matter how it is carried out, the result of a business strategy evaluation should provide answers to these three questions:
· Are the business objectives appropriate?
· Are the major policies/plans appropriate?
· Do the results confirm or refute critical assumptions on which the strategy rests? However, answering these questions is not always straightforward, as there are some issues that will always make evaluation difficult:

· Each business strategy is unique – strategy evaluation must lie, therefore, on a kind of situation logic‘ that looks at the circumstance of each problems and tailors the strategy accordingly
· Strategy is centrally concerned with the selection of goals and objectives.
· Formal systems of strategic review, while appealing in principle, can create explosive conflict situations, between managers and employees who may be unreceptive to the idea of change.
It is impossible to test a strategy absolutely but it can be tested for critical flaws. Rumelt proposes the following broad criteria or principle of strategy evaluation as a basis for testing these flaws:
1. CONSISTENCY
Strategy should not present inconsistent goals and policies. Organizational conflict and interdepartmental bickering are often symptoms of managerial disorder, but these problems may also be a sign of strategic inconsistency. Three guidelines help determine if organizational problems are due to inconsistencies in strategy:
· If managerial problems continue despite changes in personnel and if they tend to be issue- based rather than people-based, then strategies may be inconsistent.
· If success for one organizational department means, or is interpreted to mean, failure for another department, then strategies may be inconsistent.
· If policy problems and issues continue to be brought to the top for resolution, then strategies may be inconsistent.
2. CONSONANCE
Consonance refers to the need for strategists to examine sets of trends, as well as individual trends, in evaluating strategies. A strategy must represent an adaptive response to the external environment and to the critical changes occurring within it. One difficulty in matching a firm‘s key internal and external factors in the formulation of strategy is that most trends are the result of interactions among other trends. For example, the day-care explosion came about as a combined result of many trends that included a rise in the average level of education, increased inflation, and an increase in women in the workforce. Although single economic or demographic trends might appear steady for many years, there are waves of change going on at the interaction level.

3. FEASIBILITY

A strategy must neither overtax available resources nor create unsolvable sub problems. The final broad test of strategy is its feasibility; that is, can the strategy be attempted within the physical, human, and financial resources of the enterprise? The financial resources of a business‘s are the easiest to quantify and are normally the first limitation against which strategy is evaluated. It is sometimes forgotten, however, that innovative approaches to financing are often possible.
Devices, such as captive subsidiaries, sale-leaseback arrangements, and tying plant mortgages to long-term contracts, have all been used effectively to help win key positions in suddenly expanding industries. A less quantifiable, but actually more rigid, limitation on strategic choice is that imposed by individual and organizational capabilities. In evaluating a strategy, it is important to examine whether an organization has demonstrated in the past that it possesses the abilities, competencies, skills, and talents needed to carry out a given strategy.

4. ADVANTAGE
A strategy must provide for the creation and/or maintenance of a competitive advantage in a selected area of activity. Competitive advantages normally are the result of superiority in one of three areas: (1) resources, (2) skills, or (3) position. The idea that the positioning of one‘s resources can enhance their combined effectiveness is familiar to military theorists, chess players, and diplomats.
Position can also play a crucial role in an organization‘s strategy. Once gained, a good position is defensible meaning that it is so costly to capture that rivals are deterred from full- scale attacks.
Positional advantage tends to be self-sustaining as long as the key internal and environmental factors that underlie it remain stable. This is why entrenched firms can be almost impossible to unseat, even if their raw skill levels are only average. Although not all positional advantages are associated with size, it is true that larger organizations tend to operate in markets and use procedures that turn their size into advantage, while smaller firms seek product/market positions that exploit other types of advantage. The principal characteristic of good position is that it permits the firm to obtain advantage from policies that would not similarly benefit rivals without the same position. Therefore, in evaluating strategy, organizations should examine the nature of positional advantages associated with a given strategy.

7.4. [bookmark: _bookmark61][bookmark: _TOC_250005]Strategy-Evaluation Framework
Table 7-1 summarizes strategy-evaluation activities in terms of key questions that should be addressed, alternative answers to those questions, and appropriate actions for an organization take. Notice that corrective actions are almost always needed except when (1) external and internal factors have not significantly changed and (2) The firm is progressing satisfactorily toward achieving stated objectives.
TABLE 7-1 A Strategy-Evaluation Assessment Matrix














Relationships among strategy-evaluation activities are illustrated in Figure 7:1 below. Figure 7-1: A strategy – Evaluation Framework
Evaluation Framework

Evaluation Framework


[bookmark: _bookmark62]III. Take Corrective
Actions


7.4.1. [bookmark: _TOC_250004]Activity one: Reviewing Bases of Strategy
Reviewing the underlying bases of an organization's strategy could be approached by developing a revised EFE Matrix and IFE Matrix. A revised IFE Matrix should focus on changes in the organization's management, marketing, finance/accounting, production/operations, R&D, and computer information systems strengths and weaknesses.
A revised EFE Matrix should indicate how effective a firm's strategies have been in response to key opportunities and threats. This analysis could also address such questions as the following:
1. How have competitors reacted to our strategies?
2. How have competitors' strategies changed?
3. Have major competitors' strengths and weaknesses changed?
4. Why are competitors making certain strategic changes?
5. Why are some competitors' strategies more successful than others?

6. [bookmark: _bookmark63]How satisfied are our competitors with their present market positions and profitability?
7. How far can our major competitors be pushed before retaliating?
8. How could we more effectively cooperate with our competitors?
Numerous external and internal factors can prohibit firms from achieving long-term and annual objectives. Externally, actions by competitors, changes in demand, changes in technology, economic changes, demographic shifts, and governmental actions may prohibit objectives from being accomplished.
Internally, ineffective strategies may have been chosen or implementation activities may have been poor. Objectives may have been too optimistic. Thus, failure to achieve objectives may not be the result of unsatisfactory work by managers and employees. All organizational members need to know this to encourage their support for strategy-evaluation activities. Organizations desperately need to know as soon as possible when their strategies are not effective. Sometimes managers and employees on the front line discover this well before strategists.
External opportunities and threats and internal strengths and weaknesses that represent the bases of current strategies should continually be monitored for change. It is not really a question of whether these factors will change, but rather when they will change and in what ways. Some key questions to address in evaluating strategies are given here.
1. Are our internal strengths still strengths?
2. Have we added other internal strengths? If so, what are they?
3. Are our internal weaknesses still weaknesses?
4. Do we now have other internal weaknesses? If so, what are they?
5. Are our external opportunities still opportunities?
6. Are there now other external opportunities? If so, what are they?
7. Are our external threats still threats?
8. Are there now other external threats? If so, what are they?
9. Are we vulnerable to a hostile takeover?




7.4.2. [bookmark: _TOC_250003]Activity two: Measuring Organizational Performance
Measuring organizational performance activity includes comparing expected results to actual results, investigating deviations from plans, evaluating individual performance, and

examining progress being made toward meeting stated objectives. Both long-term and annual objectives are commonly used in this process. Criteria for evaluating strategies should be measurable and easily verifiable. Criteria that predict results may be more important than those that reveal what already has happened. For example, rather than simply being informed that sales last quarter were 20 percent under what was expected, strategists need to know that sales next quarter may be 20 percent below standard unless some action is taken to counter the trend. Really effective control requires accurate forecasting.
Failure to make satisfactory progress toward accomplishing long-term or annual objectives signals a need for corrective actions. Many factors, such as unreasonable policies, unexpected turns in the economy, unreliable suppliers or distributors, or ineffective strategies, can result in unsatisfactory progress toward meeting objectives. Problems can result from ineffectiveness (not doing the right things) or inefficiency (doing the right things poorly).Determining which objectives are most important in the evaluation of strategies can be difficult.
Strategy evaluation is based on both quantitative and qualitative criteria. Selecting the exact set of criteria for evaluating strategies depends on a particular organization's size, industry, strategies, and management philosophy. An organization pursuing a retrenchment strategy, for example, could have an entirely different set of evaluative criteria from an organization pursuing a market-development strategy.
Quantitative criteria commonly used to evaluate strategies are financial ratios, which strategists use to make three critical comparisons:
1) Comparing the firm's performance over different time periods,
2) Comparing the firm's performance to competitors', and
3) Comparing the firm's performance to industry averages.
But there are some potential problems associated with using quantitative criteria for evaluating strategies. First, most quantitative criteria are geared to annual objectives rather than long-term objectives. Also, different accounting methods can provide different results on many quantitative criteria. Third, intuitive judgments are almost always involved in deriving quantitative criteria.
For these and other reasons, qualitative criteria are also important in evaluating strategies. Human factors such as high absenteeism and turnover rates, poor production quality and quantity rates, or low employee satisfaction can be underlying causes of declining performance.

[bookmark: _bookmark64]Marketing, finance/accounting, R&D, or computer information systems factors can also cause financial problems.
Seymour Tilles identified six qualitative questions that are useful in evaluating strategies:
1. Is the strategy internally consistent?
2. Is the strategy consistent with the environment?
3. Is the strategy appropriate in view of available resources?
4. Does the strategy involve an acceptable degree of risk?
5. Does the strategy have an appropriate time framework?
6. Is the strategy workable?
Some additional key questions that reveal the need for qualitative or intuitive judgments in strategy evaluation are as follows:
1. How good is the firm's balance of investments between high-risk and low-risk projects?
2. How good is the firm's balance of investments between long-term and short-term projects?
3. How good is the firm's balance of investments between slow-growing markets and fast growing markets?
4. How good is the firm's balance of investments among different divisions?
5. To what extent are the firm's alternative strategies socially responsible?
6. What are the relationships among the firm's key internal and external strategic factors?
7. How are major competitors likely to respond to particular strategies?

7.4.3. [bookmark: _TOC_250002]Activity three: Taking Corrective Actions
The final strategy-evaluation activity, taking corrective actions, requires making changes to reposition a firm competitively for the future. Examples of changes that may be needed are altering an organization's structure, replacing one or more key individuals, selling a division, or revising a business mission.
Other changes could include establishing or revising objectives, devising new policies, issuing stock to raise capital, adding additional salespersons, allocating resources differently, or developing new performance incentives. Taking corrective actions does not necessarily mean that existing strategies will be abandoned or even that new strategies must be formulated.

7.5. [bookmark: _bookmark65][bookmark: _TOC_250001]Characteristics of an Effective Evaluation System
A good evaluation system must possess various qualities. It must meet several basic requirements to be effective. First, strategy-evaluation activities must be economical; too much information can be just as bad as too little information; and too many controls can do more harm than good. Strategy-evaluation activities also should be meaningful; they should specifically relate to a firm's objectives. They should provide managers with useful information about tasks over which they have control and influence. Strategy-evaluation activities should provide timely information; on occasion and in some areas, managers may need information daily. For example, when a firm has diversified by acquiring another firm, evaluative information may be needed frequently.
However, in an R&D department, daily or even weekly evaluative information could be dysfunctional. Approximate information that is timely is generally more desirable as a basis for strategy evaluation than accurate information that does not depict the present.
Frequent measurement and rapid reporting may frustrate control rather than give better control.
The time dimension of control must coincide with the time span of the event being measured. Strategy evaluation should be designed to provide a true picture of what is happening. For example, in a severe economic downturn, productivity and profitability ratios may drop alarmingly, although employees and managers are actually working harder. Strategy evaluations should portray this type of situation fairly. Information derived from the strategy- evaluation process should facilitate action and should be directed to those individuals in the organization who need to take action based on it.
Managers commonly ignore evaluative reports that are provided for informational purposes only; not all managers need to receive all reports. Controls need to be action-oriented rather than information-oriented.
The strategy-evaluation process should not dominate decisions; it should foster mutual understanding, trust, and common sense! No department should fail to cooperate with another in evaluating strategies.
Strategy evaluations should be simple, not too cumbersome, and not too restrictive. Complex strategy evaluation systems often confuse people and accomplish little. The test of an effective evaluation system is its usefulness, not its complexity.

Contingency Planning

A basic premise of good strategic management is that firms plan ways to deal with unfavorable and favorable events before they occur. Too many organizations prepare contingency plans just opportunities can improve a firm's competitive position. Regardless of how carefully strategies are formulated, implemented, and evaluated, unforeseen events such as strikes, boycotts, natural disasters, arrival of foreign competitors, and government actions can make a strategy obsolete.
To minimize the impact of potential threats, organizations should develop contingency plans as part of the strategy-evaluation process. Contingency plans can be defined as alternative plans that can be put into effect if certain key events do not occur as expected. Only high- priority areas require the insurance of contingency plans. Strategists cannot and should not try to cover all bases by planning for all possible contingencies. But in any case, contingency plans should be as simple as possible.
Some contingency plans commonly established by firms include the following:
1. If a major competitor withdraws from particular markets as intelligence reports indicate, what actions should our firm take?
2. If our sales objectives are not reached, what actions should our firm take to avoid profit losses?
3. If demand for our new product exceeds plans, what actions should our firm take to meet the higher demand?
4. If certain disasters occur—such as loss of computer capabilities; a hostile takeover attempt; loss of patent protection; or destruction of manufacturing facilities because of earthquakes, tornados, or hurricanes—what actions should our firm take?
5. If a new technological advancement makes our new product obsolete sooner than expected, what actions should our firm take?
Too many organizations discard alternative strategies not selected for implementation although the work devoted to analyzing these options would render valuable information.
Alternative strategies not selected for implementation can serve as contingency plans in case the strategy or strategies selected do not work. When strategy-evaluation activities reveal the need for a major change quickly, an appropriate contingency plan can be executed in a timely way.
Contingency plans can promote a strategist's ability to respond quickly to key changes in the internal and external bases of an organization's current strategy.
Effective contingency planning involves a seven-step process as follows:

1. Identify both beneficial and unfavorable events that could possibly derail the strategy or strategies.
2. Specify trigger points. Calculate about when contingent events are likely to occur.
3. Assess the impact of each contingent event. Estimate the potential benefit or harm of each contingent event.
4. Develop contingency plans. Be sure that contingency plans are compatible with current strategy and are economically feasible.
5. Assess the counter impact of each contingency plan. That is, estimate how much each contingency plan will capitalize on or cancel out its associated contingent event. Doing this will quantify the potential value of each contingency plan.
6. Determine early warning signals for key contingent events. Monitor the early warning signals.
7. For contingent events with reliable early warning signals, develop advance action plans to take advantage of the available lead time.
Auditing
A frequently used tool in strategy evaluation is the audit. Auditing is defined by the American Accounting Association (AAA) as a systematic process of objectively obtaining and evaluating evidence regarding assertions about economic actions and events to ascertain the degree of correspondence between these assertions and established criteria, and communicating the results to interested users. Auditors examine the financial statement of firms to determine whether they have been prepared according to generally accepted accounting principles (GAAP) and whether they fairly represent the activities of the firm.
The Balanced Scorecard
Balanced Scorecard is an important strategy-evaluation tool. It is a process that allows firms to evaluate strategies from four perspectives: financial performance, customer knowledge, internal business processes, and learning and growth. The Balanced Scorecard analysis requires that firms seek answers to the following questions and utilize that information, in conjunction with financial measures, to adequately and more effectively evaluate strategies being implemented:
1. How well is the firm continually improving and creating value along measures such as innovation, technological leadership, product quality, operational process efficiencies, and so on?
2. How well is the firm sustaining and even improving upon its core competencies and competitive advantages?

3. [bookmark: _bookmark66]How satisfied are the firm‘s customers?

7.6 Chapter Summary
Strategy evaluation is necessary for all sizes and kinds of organization. Strategy evaluation should initiate managerial questioning of expectations and assumptions should trigger a review of objectives and values and should stimulate creativity in generating alternative and formulating criteria of evaluation
Evaluating strategies on continuous rather than a periodic basis allows benchmark of progress to establish and more effectively monitored. Managers and employees of the firm should be continually aware of progress being made towards achieving the firm‘s objectives.
Strategy evaluation includes three basic activities: Examining the underlying bases of a firm‘s strategy; comparing expected results with actual results and taking corrective actions to ensure that performance conforms to plans.
Measuring organizational performance activity includes comparing expected results to actual results, investigating deviations from plans, evaluating individual performance, and examining progress being made toward meeting stated objectives.
The final strategy-evaluation activity, taking corrective actions, requires making changes to reposition a firm competitively for the future.
A good evaluation system must possess various qualities. It must meet several basic requirements to be effective. First, strategy-evaluation activities must be economical; too much information can be just as bad as too little information; and too many controls can do more harm than good. Strategy-evaluation activities also should be meaningful; they should specifically relate to a firm's objectives.

7.7 Self –Test Exercise


Part I:-choose the best answer from the alternatives.
1. Consonance and advantage are mostly based on

A. Firm‘s external assessment
B. Firm‘s internal assessment
2. Consistency and feasibility are largely based on
A. Firm‘s external assessment
B. Firm‘s internal assessment
C. 
Internal and external assessment
D. All of the above


C. Internal and external assessment
D. All of the above

3.  	 refers to the need for strategists to examine sets of trends, as well as individual trends, in evaluating strategies

A. Consistency
B. Consonance
C. 
Feasibility
D. Advantage

4. Measuring organizational performance activity includes
A. Comparing expected result to actual results
B. Investigating deviations from plan
C. Examining progress being made toward meeting stated objectives
D. All of the above
5. Alternative plans that can be put in to effect if certain key events do not occur as expected, it refers:

A. Corrective action
B. Contingency plan
C. 
Auditing
D. Balanced scored card

Part II: write thoroughly on the following question
1) Explain the characteristics of an effective evaluation system.
2) Discuss steps involved in effective contingency planning.
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[bookmark: _TOC_250000][image: ]Answer Key to Self Evaluation Test questions
Self –Test Exercise 1
Part I:-choose the best answer from the alternatives. 1. B	2. B	3. D	4. B	5.D
Self –Test Exercise 2
Part I:-choose the best answer from the alternatives. 1. A	2. D	3. B	4. B	5.C
Self –Test Exercise 3
Part I:-choose the best answer from the alternatives. 1. A	2. B	3. C	4. D	5.B
Self –Test Exercise 4
Part I:-choose the best answer from the alternatives.
1. D	2. D	3. B	4. B	5.C	6.B	7. B	8.C	9.D	10.B
Self –Test Exercise 5
Part I:-choose the best answer from the alternatives.
1. D	2. C	3. D	4. B	5.C	6. C	7. C	8. B	9. D	10. A
Self –Test Exercise 6
Part I:-choose the best answer from the alternatives. 1. D	2. D	3. A	4. D	5.D
Self –Test Exercise 7
Part I:-choose the best answer from the alternatives.
1. A	2. B	3. B	4. D	5.B
image3.png




image89.png
Continue present course




image90.png




image91.png




image92.png




image93.png




image94.png




image95.png




image96.png




image4.png




image5.jpeg




image6.jpeg




image7.png




image8.png




image9.png




image10.png




image11.png




image12.png




image13.png




image14.png




image15.png




image16.png




image17.png




image18.png




image19.png




image20.png




image21.png




image22.png




image23.png




image24.png




image25.png




image26.png




image27.png




image28.jpeg




image29.jpeg




image30.png




image31.png




image32.png




image33.png




image34.png




image35.png




image36.png
gure &7 The Extama’ Environment

ndustry
Envponment
That o e s
Fowerof upphiers
Power of Bayers
Prouc Substrutes
sty of Avaly

Competitor
Envonment




image37.png




image38.png




image39.png
FIGURE 3-3
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TABLE 3-10 EFE Matrix for a Local Ten-Theater Cinema Complex

Weighted

Key External Factors Weight  Rating Score
Opportunities

1. Rowan County is growing 8% annually in population 0.05 3 0.15

2. TDB University is expanding 6% annually 0.08 4 0.32

3. Major competitor across town recently ceased operations 0.08 3 0.24

4. Demand for going to cinema growing 10% annually 0.07 2 0.14

5. Two new neighborhoods being developed within 3 miles 0.09 il 0.09

6. Disposable income among citizens grew 5% in prior year 0.06 3 0.18

7. Unemployment rate in county declined to 3.1% 0.03 2 0.06
Threats

8. Trend toward healthy eating eroding concession sales 0.12 4 048

9. Demand for online movies and DVDs growing 10% annually 0.06 2 0.12
10. Commercial property adjacent to cinemas for sale 0.06 3 0.18
11. TDB University installing an on-campus movie theater 0.04 3 0.12
12. County and city property taxes increasing 25% this year 0.08 2 0.16
13. Local religious groups object to R-rated movies being shown 0.04 3 0.12
14. Movies rented from local Blockbuster store up 12% 0.08 2 0.16
15. Movies rented last quarter from Time Warner up 15% 0.06 1 0.06

Total 1.00 2.58
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TABLE 3-12 An Example Competitive Profile Matrix

Company 1 Company 2 Company 3

Critical Success

Factors Weight  Rating Score  Rating  Score Rating  Score
Advertising 0.20 1 0.20 4 0.80 3 0.60
Product Quality 0.10 4 0.40 3 0.30 2 0.20
Price Competitiveness 0.10 3 0.30 2 0.20 1 0.10
Management 0.10 4 0.40 3 0.20 1 0.10
Financial Position 0.15 4 0.60 2 0.30 3 0.45
Customer Loyalty 0.10 4 0.40 3 0.30 2 0.20
Global Expansion 0.20 4 0.80 1 0.20 2 0.40
Market Share 0.05 1 0.05 4 0.20 3 0.15
Total 1.00 3.15 2.50 220

Note: (1) The ratings values are as follows: 1 = major weakness, 2 = minor weakness, 3 = minor strength, 4 = major
strength. (2) As indicated by the total weighted score of 2.50, Competitor 2 is weakest. (3) Only eight critical success
fictors are included for simplicity= this is too few in actuality.
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TABLE 4-9 A Sample Internal Factor Evaluation Matrix for a Retail Computer Store

Key Internal Factors Weight Rating Weighted Score
Strengths

1. Inventory turnover increased from 5.8 to 6.7 0.05 3 0.15
2. Average customer purchase increased from $97 to $128 0.07 4 0.28
3. Employee morale is excellent 0.10 3 0.30
4. In-store promotions resulted in 20 percent increase in sales 0.05 3 0.15
5. Newspaper advertising expenditures increased 10 percent 0.02 3 0.06
6. Revenues from repair/service segment of store up 16 percent 0.15 3 045
7. In-store technical support personnel have MIS college degrees 0.05 4 0.20
8. Store’s debt-to-total assets ratio declined to 34 percent 0.03 3 0.09
9. Revenues per employee up 19 percent 0.02 3 0.06
Weaknesses

1. Revenues from software segment of store down 12 percent 0.10 2 0.20
2. Location of store negatively impacted by new Highway 34 0.15 2 0.30
3. Carpet and paint in store somewhat in disrepair 0.02 1 0.02
4. Bathroom in store needs refurbishing 0.02 1 0.02
5. Revenues from businesses down 8 percent 0.04 1 0.04
6. Store has no website 0.05 2 0.10
7. Supplier on-time delivery increased to 2.4 days 0.03 1 0.03
8. Often customers have to wait to check out 0.05 1 0.05

Total 100
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