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STRATEGY: A BRIEF INTRODUCTION

The word “Strategy” comes from the Greskatos (army) andagein (to lead). In ancient
Athens, thestrategoswas a general elected by the citizens to lead the &@ojythe origins of
the word are military as are some of the great strasegisall time. Among them we can recall
Sun Tzu, Vegetius, Machiavelli, Napoleon Bonaparte, Carl von Clausewitz.

The art of military thinking thus is a good lead in to the managesteategy. Yet, strategy is
today visible in the way most successful organizations envision, goldndeliver on their
particular missions on a daily basis.

Some have suggested or implied that Sun TZine Art of Waris the first major military
strategy workbook and that it is applicable to more than justamyiléndeavors. Much of the
text is about how to fight wars without actually having to do éattl gives tips for how to
outsmart one's opponent so that physical battle is not necessangrdnrecent times it has
been used as a training guide to prepare one for "office polias'torporate culture, and the
books have most prominently appeared in the business sections of bookstores in the West.

However, the military strategy and business ones are only gartiar. The main differences
are the following:

Military strategy does not take in account the customer, thatentral to the
business world;

Business organizations are not built according to a strict hiecatchhain of
command and

Often, the business competition is not a zero-sum game as thdestiarggarkets
does not lead to the total destruction of the opponents.

Meaning

A strategy is a long term plan of action designed to achiewt®&ydar goal, as differentiated
from tactics or immediate actions with resources at hand. Mahbgi confined to military
matters, the word has become commonly used in many disparate, feich as strategic
management, marketing strategies, and economic strategy. AgroodHugh Macmillan and
Mahen Tampoe, strategic managemesbout envisioning and realizing the future....strategy
should both provide an idea about the future and generate the action necessalyzi that
idea... Ideas and actions to conceive the future”

The gurus of today’s economic theory defined strategy in a variety of weysas:
Kenneth Andrews. the strategy is the pattern of major objectives, purposes or goals and

essential policies or plans for achieving those goals, stated in sudy asvto define what
business the company is in, or is to be in, and the kind of company is or is to be



Kenichi Ohmae: strategy is the way in which a corporation endeavors to differentisedf it
positively from its competitors using its relative strengths to betterysatistomer needs



STRATEGY FORMULATION AND IMPLEMENTATION

Strategic management can be seen as a combination of stfategyation and strategy
implementation. Strategy formulation involves:

Doing a situation analysis: both internal and external; both mitvoeenmental and
macro-environmental.

Concurrent with this assessment, objectives are set. This invotaéisi@ vision
statements (long term), mission statements (medium term), lovernabrate objectives
(both financial and strategic), strategic business unit objec{lvath financial and
strategic), and tactical objectives.

These objectives should, in the light of the situation analysis, sugggrategic plan.
The plan provides the details of how to obtain these objectives.

This three-step strategy formation process is sometimase@f® as determining where you
are now, determining where you want to go, and then determining how tbege. These
three questions are the essence of strategic planning.

Strategy implementation involves:

Allocation of sufficient resources (financial, personnel, time, computegraystipport)
Establishing a chain of command or some alternative structuredsuwshbss functional
teams)

Assigning responsibility of specific tasks or processes to specific dudild or groups
Managing the process. This includes monitoring results, comparingnébarks and
best practices, evaluating the efficacy and efficiency ofpiteeess, controlling for
variances, and making adjustments to the process as necessary.

When implementing specific programs, this involves acquiringehaisite resources,
developing the process, training, process testing, documentation, agéhtiote with
(and/or conversion from) legacy processes.

Strategy formation and implementation is an on-going, never-endmggrated process
requiring continuous reassessment and reformation. Strategic enaeatyis dynamic. It

involves a complex pattern of actions and reactions. It is parid#lygned and partially

unplanned. Strategy is both planned and emergent, dynamic, and intelaotie people feel

that there are critical points at which a strategy mustdakew direction in order to be in step
with a changing business environment. These critical points of chemegealled strategic

inflection points.

Strategic management operates on several time scales.t&@hodtrategies involve planning
and managing for the present. Long term strategies involve prgdari and preempting the
future. Marketing strategist, Derek Abell (1993), has suggestedutitsrstanding this dual
nature of strategic management is the least understood ptré gfrocess. He claims that
balancing the temporal aspects of strategic planning requiesutse of dual strategies
simultaneously.



GENERAL APPROACHES OF STRATEGIC MANAGEMENT

Strategic management is the process of crafting siesteand ensuring safe systems to
implement them in the daily life of the organization. In gennahs, there are two approaches
to strategic management:

The Industrial Organization Approach:
based on economic theory — deals with issues like competitive riviaspurce
allocation, economies of scale
assumptions — rationality, self interested behavior, profit maximization

The Sociological Approach

This approach deals primarily with human interactions assumptierimunded rationality,
satisfying behavior, profit sub-optimality. An example of a comyptrat currently operates
this way is Google.

Strategic management theories can also be divided into those ti@ntrate mainly on
efficiency and those that concentrate mainlyaffectivenessEfficiency is about doing things
the right way. It involves eliminating waste and optimizing proegdsfectivenessis about

doing the right things. There is no point in acting efficiently if what youdaneg will not have

the desired effect. A good strategy will blend both efficiency andtefé@ess. This distinction
is linked to the formulation/implementation distinction made above.

Strategic management techniques can be viewed as either bottotopigpwn, or
collaborative processes. In the bottom-up approach, employees submit [srdposhaeir
managers who, in turn, funnel the best ideas further up the organizahan.is often
accomplished by a capital budgeting process. Proposals are dsssisggfinancial criteria
such as return on investment or cost-benefit analysis. The propusadse approved form the
substance of a new strategy, all of which is done without a greatdgt design or a strategic
architect. The top-down approach is the most common by far.theiCEO, possibly with the
assistance of a strategic planning team, decides on the oveeatiati the company should
take. Some organizations are starting to experiment with collarstrategic planning
techniques that recognize the emergent nature of strategic decisions.

The strategy hierarchy

In most (large) corporations there are several levels afegly. Strategic management is the
highest in the sense that it is the broadest, applying to &l glthe firm. It gives direction to
corporate values, corporate culture, corporate goals, and corpasatens. Under this broad
corporate strategy there are often functional or business unit strategies.

Functional strategies include marketing strategies, new pro@welopment strategies, human
resource strategies, financial strategies, legal stestegand information technology
management strategies. The emphasis is on short and mediumdesvapd is limited to the

domain of each department’s functional responsibility. Each functaepdrtment attempts to

do its part in meeting overall corporate objectives, and hence ® axtent their strategies are
derived from broader corporate strategies.



Many companies feel that a functional organizational structireot an efficient way to
organize activities so they have reengineered according to pre@gssteategic business units
(called SBUs). A strategic business unit is a semi-autonomousitimih an organization. It is
usually responsible for its own budgeting, new product decisions, ldaagions, and price
setting. An SBU is treated as an internal profit centredsgarate headquarters. Each SBU is
responsible for developing its business strategies, strategtamukabe in tune with broader
corporate strategies.

The “lowest” level of strategy is operational strategys ery narrow in focus and deals with
day-to-day operational activities such as scheduling criterimufit operate within a budget
but is not at liberty to adjust or create that budget. Operdtievel strategy was encouraged
by Peter Drucker in his theory of management by objectives (MEXperational level
strategies are informed by business level strategieshwimdurn, are informed by corporate
level strategies.

Since the turn of the millennium, there has been a tendency in Bamsdd revert to a simpler
strategic structure. This is being driven by information technoltigg felt that knowledge
management systems should be used to share information and createncgoals. Strategic
divisions are thought to hamper this process.



GAINING COMPETITIVE ADVANTAGE

The Japanese challenge shook the confidence of the Western busiteessue detailed

comparisons of the two management styles and examinations of sutdessinesses
convinced westerners that they could overcome the challenge. The 1h@i88arly 1990s saw
a plethora of theories explaining exactly how this could be done. Sothe ofore important
strategic advances of the decade are explained below.

Gary Hamel and C. K. Prahalad declared that strategy needsmorbeactive and interactive;
less “arm-chair planning” was needed. They introduced termstligegic intent and strategic
architecture (See Hamel, G. & Prahalad, C.K. (1989) and als@lH&n & Prahalad, C.K.
(1994).). Their most well known advance was the idea of core compefdreyshowed how
important it was to know the one or two key things that your compaeg better than the
competition. (See Hamel, G. & Prahalad, C.K. (1990).)

Active strategic management required active information gathering &éwd pioblem solving.

In the early days of Hewlett-Packard (H-P), Dave Packard dh#i@&vlett devised an active
management style that they called Management By Walking ArgMBYVA). Senior H-P

managers were seldom at their desks. They spent most ofdénesr visiting employees,
customers, and suppliers. This direct contact with key people provied with a solid

grounding from which viable strategies could be crafted. The MBWAcept was later
popularized in a book by Tom Peters and Nancy Austin (1985). Japaneagemsaemploy a
similar system, which originated at Honda, and is sometimdedc#éhe 3 G's (Genba,
Genbutsu, and Genjitsu, which translate into “actual place”, “adtiab”, and “actual

situation”).

Without doubt, the most influential strategist of the decade wakadl Porter. He introduced
many new concepts including; 5 forces analysis, generiegiest the value chain, strategic
groups, and clusters. In 5 forces analysis he identifies thesfahat shape a firm's strategic
environment. It is like a SWOT analysis with structure and purgbseows how a firm can
use these forces to obtain a sustainable competitive advantage. rRodiies Chandler's
dictum about structure following strategy by introducing a secownel lef structure:
Organizational structure follows strategy, which in turn follomdustry structure. Porter's
generic strategies detail the interaction between cost mzmiion strategies, product
differentiation strategies, and market focus strategiesioAgh he did not introduce these
terms, he showed the importance of choosing one of them rather ymanttr position your
company between them. He also challenged managers to seedhstry in terms of a value
chain. A firm will be successful only to the extent that it dbotes to the industry's value
chain. This forced management to look at its operations from thiencerss point of view.
Every operation should be examined in terms of what value it adds ey#seof the final
customer.

John Kay (1993) took the idea of the value chain to a financidl ¢aiening; “ Adding value

is the central purpose of business activity”, where adding valdefised as the difference
between the market value of outputs and the cost of inputs inclualitglc all divided by the
firm's net output. Borrowing from Gary Hamel and Michael PpKary claims that the role of



strategic management is to identify your core competencieshandassemble a collection of
assets that will increase value added and provide a competitisatage. He claims that there
are 3 types of capabilities that can do this; innovation, reputation, and organizatimiale.

The 1980s also saw the widespread acceptance of positioning thettrqughl the theory
originated with Jack Trout in 1969, it didn’t gain wide acceptancéAinRies and Jack Trout
wrote their classic book “Positioning: The Battle For Your Mind” (1971®)e basic premise is
that a strategy should not be judged by internal company factoby ié way customers see
it relative to the competition. Crafting and implementing aegrainvolves creating a position
in the mind of the collective consumer. Several techniques were Gpplpositioning theory,
some newly invented but most borrowed from other disciplines. Percepiyabing for
example, creates visual displays of the relationships betweeatiopss Multidimensional
scaling, discriminant analysis, factor analysis, and conjointysisalare mathematical
techniques used to determine the most relevant charactefestlled dimensions or factors)
upon which positions should be based. Preference regression can be detedntine vectors
of ideal positions and cluster analysis can identify clusters of positions.

Others felt that internal company resources were the kg\Baaey (1992) for example saw
strategy as assembling the optimum mix of resources, including@mutachnology, and
suppliers, and then configure them in unique and sustainable ways.

Michael Hammer and James Champy (1993) felt that these resources deeleestructured.
This process, that they labeled reengineering, involved organiimg'stassets around whole
processes rather than tasks. In this way a team of peopke gaoject through, from inception
to completion. This avoided functional silos where isolated departraelilsm talked to each
other. It also eliminated waste due to functional overlap and intetdepdal
communications.

In 1989 Richard Lester and the researchers at the MIT InduRB&itdrmance Center identified
seven best practices and concluded that firms must acceleeashift away from the mass
production of low cost standardized products. The seven areas of best practice were:

Simultaneous continuous improvement in cost, quality, service, and product innovation
Breaking down organizational barriers between departments

Eliminating layers of management creating flatter organizationalrbiees.

Closer relationships with customers and suppliers

Intelligent use of new technology

Global focus

Improving human resource skills

The search for “best practices” is also called benchmarkiaghgC R. 1989). This involves
determining where you need to improve, finding an organization thatcep®onal in this
area, then studying the company and applying its best practices inrpour fi

A large group of theorists felt the area where western buswessnost lacking was product
quality. People like W. Edwards Deming (1982), Joseph M. Juran (1992),afnd$e(1992),



Philip Crosby (1979), and Armand Feignbaum (1983) suggested quality impmveme
techniques like Total Quality Management (TQM), continuous improvem&san
manufacturing, Six Sigma, and Return on Quality (ROQ).

An equally large group of theorists felt that poor customer service was themrdtople like
James Heskett (1988), Earl Sasser (1995), William Davidow (1989)Stlelesinger (1991),
A. Paraurgman (1988), Len Berry (1995), Jane Kingman-Brundage (1993tophar Hart,
and Christopher Lovelock (1994), gave us fishbone diagramming, senécgngh Total
Customer Service (TCS), the service profit chain, service geglgsss, the service encounter,
strategic service vision, service mapping, and service teames. Underlying assumption was
that there is no better source of competitive advantage thantiawous stream of delighted
customers.

Process management uses some of the techniques from product quadigemant and some
of the techniques from customer service management. It looks attiaity as a sequential
process. The objective is to find inefficiencies and make theepsomore effective. Although
the procedures have a long history, dating back to Taylorism, the etdipeir applicability
has been greatly widened, leaving no aspect of the firm free frotantial process
improvements. Because of the broad applicability of process manageiemgues, they can
be used as a basis for competitive advantage.

Some realized that businesses were spending much more on acgawirggistomers than on
retaining current ones. Carl Sewell (1990), Frederick Reicheld (189&ronroos (1994), and
Earl Sasser (1990) showed us how a competitive advantage could be feemgiiimg that

customers returned again and again. This has come to be known agathe dffect after

Reicheld's book of the same name in which he broadens the concept to ewipkyee

loyalty, supplier loyalty, distributor loyalty, and shareholdeyalty. They also developed
techniques for estimating the lifetime value of a loyal custpoadled customer lifetime value
(CLV). A significant movement started that attempted to resafling and marketing
techniques into a long term endeavor that created a sustainednsfigt with customers
(called relationship selling, relationship marketing, and custoniatiamship management).
Customer relationship management (CRM) software (and its mangnts) became an
integral tool that sustained this trend.

James Gilmore and Joseph Pine found competitive advantage in rstmsization (1997).

Flexible manufacturing techniques allowed businesses to individupizéucts for each

customer without losing economies of scale. This effectively tutine product into a service.
They also realized that if a service is mass customizectdating a “performance” for each
individual client, that service would be transformed into an “expee& Their book, The

Experience Economy (1999), along with the work of Bernd Schmitt coedintany to see
service provision as a form of theatre. This school of thought istsoesereferred to as
customer experience management (CEM).

Like Peters and Waterman a decade earlier, James Collindeaind Porras spent years
conducting empirical research on what makes great companies. edrs wf research
uncovered a key underlying principle behind the 19 successful coraphaiethey studied:



They all encourage and preserve a core ideology that nurtiesotmpany. Even though
strategy and tactics change daily, the companies, neverthgkresable to maintain a core set
of values. These core values encourage employees to build an oigartizat lasts. In Built
To Last (1994) they claim that short term profit goals, cosingytand restructuring will not
stimulate dedicated employees to build a great company thlaendure. In 2000 Collins
coined the term “built to flip” to describe the prevailing busiratisudes in Silicon Valley. It
describes a business culture where technological change inhibig d&elon focus. He also
popularized the concept of the BHAG (Big Hairy Audacious Goal).

Arie de Geus (1997) undertook a similar study and obtained siregalts. He identified four
key traits of companies that had prospered for 50 years or more. They are:

Sensitivity to the business environment — the ability to learn and adjust
Cohesion and identity — the ability to build a community with persgnaision, and
purpose

Tolerance and decentralization — the ability to build relationships

Conservative financing

A company with these key characteristics he called a livorgpany because it is able to
perpetuate itself. If a company emphasizes knowledge rathefirtaane, and sees itself as an
ongoing community of human being, it has the potential to become greandnde for
decades. Such an organization is an organic entity capable of ¢eéraicalled it a “learning
organization”) and capable of creating its own processes, goals, and persona.

Jordan Lewis (1999) finds competitive advantage in alliance siateBather than seeing
distributors, suppliers, firms in related industries, and even coionsesis potential threats or
targets for vertical integration, they should be seen as potessatants or partners. He
explains how mutual respect and trust is the cornerstone of this epmod describes how
this can be fostered at the interpersonal relationship level.
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ANALYSING RESOURCES AND STRATEGIC CAPABILITY

Any organization must pursue strategies that can be sustained. In ordss®the capacity of
the organization to sustain a particular strategy one must tatthestrategic capabilityof
the organization. That means analyzing the resources the organization haspb#aldi

The strategic capability assessment requires the evaluatiortheof company’s core
competenciesThis means that the history of the company must be takecsantderation as
the core competencies have been developed and strengthen irt tse. heans that every
level of the organization must be carefully scrutinized. At #aestime, it is not enough to
look inside the organization. Rather, one should assess what avaikdleces can be found
in the chain of activities the company belongs to.

Figure 1: How capable your company is

Resource audit
How are your
resources utilized

T~

Compare with Assess your

Company’s past activity Product portfolio

Industry you belong Skills&personality of your workforce
Best practice in the industry Tolerance to innovation and change

\ 4 \ 4
CORE COMPETENCIE

The resource audit is meant to identify what resources ame @iailable to the organization.
The value chain analysis shows how the resources are utilized, lsmhaiod linked together.
Historical analysis highlights the company’s improvement of decbver time while the

industry norms analysis draws comparisons to similar organizatibns. also useful to

measure the success of the organization against the bestewagithin and without the
industry. The balance assessment looks at the way various resangraBstribute throughout
the organization as some problems may stem not from the lack amfrees but form the

irrational distribution of them. At the end, we should be able to fleghth® strengths and
weaknesses, or the key issues, of the company.

The company’s resources can be grouped in the following categphgsical resources,
human resources, financial resources, financial resources, and intangibles.
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Physical resourcedisting of the machines and the producing capacities ngtdtieir
age, condition, capability, and location.

Human resourcesaccount for the type and number of skills available; sinegesty is
about change, and sometimes even radical change, note the adaptdibiliyr
workforce.

Financial resourcesassess how the money is used, that is how do you obtain capital,
how do you manage cash, what is your relation with the banks or otheressipgli
money.

Intangibles The intangibles, “goodwill”, are a resource that cannot be tightly quantified
although they values has a great impact on the company’s. Valiamgibles are
particularly important in service-based industries. Here isestguodwill” resources:
brand names, good contacts, company image, networks and clients.

Value Chain Analysis

The values chain analysis identifies the activities that datestthe company’s competitive
advantage. The analysis was developed by the renown stratetagenaent expert, Michael
Porter, starting from what was originally an accountinghmetto assess the profitability of a
company. According to this method of analysis, the basic activitiethe company are
inbound logistics, operations, outbound logistics, marketing and sales, and service.

Inbound activitiesEg.: Material handling, stock control, transport.
Operations Eg.: Machining, packaging, assembly, testing.
Outbound logisticsEg.: Warehousing, materials handling, transport.
Marketing and sale€g.: Sales administration, advertising, selling.
ServiceEg.: Installation, repair, training, spares.

There are also support activities that may be further divided into:

ProcurementThis refers to activities of acquiring various resources.

Technology developmeriig.: R&D product design, process development, raw material
improvement.

Human Resource Managemelag.: Recruiting, training, developing and rewarding the
personnel.

Infrastructure The introduction, development, maintaining of systems of planning,
finance, quality overseeing; rules, procedures or other routinizedtyathiat constitute

the culture of an organization.

As long as the companies do not operate in a vacuum, the compamgschalin must be

understood in synergy with the suppliers’ value chain as weNitisthe customers’ value
chain.

12



ANALYZING RESOURCE UTILIZATION

The resources are of no use if they are not organized into roatidesystems which assures
that the products and services are valued by customers. Therefole,aw organization
performs a wide variety of activity is important to identify thosctivities that form the
company’s competitive edge. In the end, one must be able to come upheithictess
factor/factorsthat underpin one’s activity.

Value is always what customer considers valuable, important, lblesifBhus, the market
value is the sole indicator of the worth of our activities, products, service.

Analyzing Cost Efficiency

A company can achieve cost efficiency in four basic waysn@unies of scale, supply costs,
product/process design, and experience.

Economies of scaldt is usually linked to production activities. A high volume of output
reduces the costs.

Supply costlt is generally linked to intermediary activities such as whtdeJde issue here is
to find the suppliers that can offer the lowest price. The reldtipnsith the supplier thus is
crucial for success.

Product process desigithe analysis should highlight the productive capacities are used, how
productive is the labor force, how economically are the material$, and how productive is
the capital used. The issue here may that of reducing the production costs.

Experiencelf you do a task for a long time, in time you'll do it better. Tinaturn may make
your costs of doing that activity go down. So, the objective should bertangme experience
that anybody else.

Analyzing Effectiveness
The effectiveness refers to how well the company responds taéh&fied needs of the
customers. There should be an optimum match between the client rezniseand the
company’s capability.

Figure 2. Effectiveness analysis pattern.

The client asks for
A product defined by some core attributes
Particular service delivered in a certain way
A moderate price

A 4

Do they match
A

The company provides
Products with certain features
Neat services
Good communication
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Control Of Resources

The main issue here is to assess whether the resourcesedwwvedployed where they can
provide a strategic advantage. Good resources may be lost Hegtttw the less important
activities. Typically, on should control the security and maintenaricthe buildings, the
maintenance of the machines, the expenses, the suppliers, the congbackss losses and
theft, image and vital information.

Financial Analysis

Different stakeholders define financial success in differeiyiswahe bankers are interested in
lowering therisks attached to their loans. The measure risk, assessing thal capitture of

the company, particularly the gearing ration of debt to equity.stipeliers and the employees
are interested ihiquidity or the ability to meet short-term commitments to creditors aagkw.

If the liquidity is down the risks obviously increase. Managers are concerned hath t
performanceof the company, that is how the company performs in the marketcommunity
cares for thesocial costf carrying on the activties, that is pollution, noise, etc. The customers
and the clients pay attention perceived valuethat is whether they think what they get is
value for money.

Comparative Analysis

What the company currently does should be compared with previous activitibavbdead to
success and also with the industry norms and the best practices in the field.

The historical analysis will look back and try to find out whahgigant changes the may have
occurred. The typical financial ratios of sales/capital and sales/eegs@ye used to determine
any serious variations. The comparison with the industry norms putsothpany in the
perspective and provide an assessment on how whether the company pédtanthat the
industry’s averages.

Best practice analysis helps the company compare its ioicaith those provided by the
most successful competitors. Therefore, one must look at the ctonpgatfile (a good
indicator can be return on capital on critical value activity) @sthblish comparable
performance targets to maintain the current positioning.

Assesing The Balance Of Resources

This analysis assesses how balanced are all the compasgisaes. The portfolio analysis
evaluates how the company’s activities complement each other. Ti@ipdrighlights what
are the company’s most profitable activities and how they perdgamst similar activities in
the industry. Usually, the resources employed in poorly performaicteyities should be
diverted to the most productive ones.
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The skills and personalities analysis determines whether the ahkd personalities needed are
well distributed throughout the organization. Skills are crucial wfegsional and service
organizations and to keep them in balance may be a difficult madagedertaking. R.M.
Belbin maintains that any organization needs not only certain s&ifited to their activities,
but also a good mix of personality types in order to run effectivédyalso believes that some
personality types are bound to performs some roles in the organitediter than other
personality types.

Belbin divides the personalities according to certain traitshafacter. Certain personalities
may perform better certain functions within the companies.

Figure 3. Personalities and propensity to perform certain functions

Chairman/team leader Company worker
Stable, dominant, extrovert Stable, controlled
Objective-oriented Practical organizer
Matches people with the job/task Inflexible, but also adaptable
Not innovative
Plant
Dominant, intelligent, introvert Monitor evaluator
Original, produces new ideas Intelligent, stable, introvert
Overlooks the details Good analysts
Trustful but easily offended Unambitious and lacking enthusiasm

Solid, dependable
Resource investigator

Stable, dominant, extrovert Team worker

Sociable Stable, extrovert, low dominance
Contacts with outside world Concerned with individual’'s needs
Good in sales Build’s on other’s ideas

Not original thinker Cools things down

Shaper Finisher

Anxious, dominant, extrovert Anxious, introvert

Emotional, impulsive Worries for the finished product
Quick to challenge and to respond to challenge Permanent sense of urgency
Competitive Preoccupied with order

Dislikes vagueness Concerned with the follow-up

The flexibility analysis indicates how well the company can respondatogehand uncertainty.
Therefore, in order to complete a flexibility analysis one nstestt by listing the domains of
uncertainty and than to assess how the company’s resources aretousace these
uncertainties.
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IDENTIFICATION OF KEY ISSUES

The previous analyses are made in order to bring to light the weaknasd strengths of the
company. A widely used way to summarize the findings is the S\aalysis. A SWOT
Analysis is a strategic planning tool used to evaluate thadihge Weaknesses, Opportunities,
and Threats involved in a business venture. Strengths and weaknesseteras to an
organization. Opportunities and threats originate from outside the organiza SWOT
analysis, usually performed early in the project development @obedps organizations
evaluate the environmental factors and internal situation facing a project.

Strengths and weaknesses are attributes that measure yonoalicggpability. Opportunities
and threats refer to how the external environment affects your team/bigpio@ss

Ideally a cross-functional team or a task force that represeiroad range of perspectives
should carry out SWOT analyses. For example, a SWOT teanintiage an accountant, a
salesperson, an executive manager, an engineer, and an ombudsman.

Possible strengths and weaknesses of an organization may inclpekkeese, resources,
originality, customer service, efficiency, competitive advantaigésstructure, quality, staff,
etc. Opportunities and threats may include, among others, new prahfisr services,
increasing market saturation, targeting a new market segment, etc.

Many of these factors could appear listed in several cagsgoRor example, if one's

competitors initiate an alliance, this comprises a threat. Ibenemes part of such an alliance,
this could become an opportunity. If an existing alliance causddepns in a supply chain,

one diagnoses a weakness. If one's alliances offer a competitisatage, this indicates a
strength.

SWOT analysis can help in turning weaknesses and threats intowppest and ultimately

into strengths. The exercise can also identify opportunities tilaadddress weaknesses, and
strengths that will counter threats.
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Example of SWOT analysis
Wal-Mart (US retail company)

'Wal-Mart Stores, Inc. is a global retailer, supposedly thgekdr with $256.3 billion in sales in
the fiscal year ending Jan. 31, 2004. The company employs 1.6 milliociaass worldwide
through more than 3,600 facilities in the United States and more than 1,570 units.

Figure 4. Example of SWOT analysis.

Strengths Weaknesses

Opportunities

Wal-Mart is a powerful retail brand. It has
a reputation for value for money,
convenience and a wide range of products
all in one store.

Wal-Mart has grown substantially over
recent years, and has experienced global
expansion (for example its purchase of the
United Kingdom based retailer ASDA).
The company has a core competence
involving its use of information technology
to support its international logistics system.
For example, it can see how individual
products are performing country-wide,
store-by-store at a glance. IT also supports
Wal-Mart's efficient procurement.

A focused strategy is in place for human
resource management and development.
People are key to Wal-Mart's business and
it invests time and money in training
people, and retaining a developing them.

To take over, merge with, or form strategic
alliances with other global retailers,
focusing on specific markets such as
Europe or the Greater China Region.

The stores are currently only trade in a
relatively small number of countries.
Therefore there are tremendous
opportunities for future business in
expanding consumer markets, such as
China and India.

New locations and store types offer Wal-
Mart opportunities to exploit market
development. They diversified from large
super centers, to local and mall-based sites.
Opportunities exist for Wal-Mart to
continue with its current strategy of large,
super centers.
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Wal-Mart is the World's largest grocery
retailer and control of its empire, despite its
IT advantages, could leave it weak in some
areas due to the huge span of control.
Since Wal-Mart sell products across many
sectors (such as clothing, food, or
stationary), it may not have the flexibility

of some of its more focused competitors.
The company is global, but has a presence
in relatively few countries Worldwide.

Threats

Being number one means that you are the
target of competition, locally and globally.
Being a global retailer means that you are
exposed to political problems in the
countries that you operate in.

The cost of producing many consumer
products tends to have fallen because of
lower manufacturing costs. Manufacturing
cost have fallen due to outsourcing to low-
cost regions of the World. This has lead to
price competition, resulting in price
deflation in some ranges. Intense price
competition is a threat.



PEST analysis

PEST analysis stands for "Political, Economic, Social, and Technalognalysis" and

describes a framework of macroenvironmental factors used in end@ntaihscanning. It is

also referred to as the STEP, STEEP or PESTLE analysisd¢@dpEconomic, Socio-cultural,
Technological, Legal, Ethical). PEST is just an acronym usedh@&@nory convenience, and
each of the areas can be subdivided into several areas.

It is a part of the external analysis when doing marketaret and gives a certain overview of
the different macroenvironmental factors that the company hakeort consideration. The
rationale behind the PEST analysis is that there must bebatdieen the capabilities of the
company and the external environment if the company is to surtAgea(complex model of
environmental analysis, see Appendix 1.)

Political factors include areas such as tax policy, employhaerst, environmental regulations,
trade restrictions and tariffs and political stability. Redotet and especially variations in
regulations may be critical to some businesses dealing inoenvemt, food or health
industries.

The economic factors are the economic growth, interest rates ngectates and inflation rate.
Most businesses are affected by economic cycles such asioecasd boom, but the impact
will be faster on some sectors and delayed on others. Somesssattr as bookselling and
insolvency practices are even counter — cyclical.

Social factors often look at the cultural aspects and includehheatisciousness, population
growth rate, age distribution, career attitudes and emphasis dy. sEfiese may include
factors such as tastes and trends that can be describeg happen, but changes within them
are difficult to predict.

The technological factors also include ecological and environmaspiakcts and can determine
the barriers to entry, minimum efficient production level and erflee outsourcing decisions.
It looks at elements such as R&D activity, automation, technologniives and the rate of
technological change. Some businesses are particularly dependechoolagy such as IT&C
and pharmaceutical companies. PEST analyses provide indication$ afhlaoige drivers and
the change itself — speed, direction and duration.

The PEST factors combined with external microenvironmental facan be classified as
opportunities and threats in a SWOT analysis.
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Figure 5. PEST Grid Worksheet for Small Businesses

Question Answer

How stable is the political environment?

Will government policy influence laws that regulatetax
your business?

What is the government's position on marketingesthi
What is the government's policy on the economy?

Does the government have a view on culture andiogi?

Is the government involved in trading agreementh a5
EU, NAFTA, ASEAN, or others?

What are the interest rates for business financing?
What is the inflation rate?

What is the unemployment rate?

What is the long-term prospects for the economy?

Is the Gross Domestic Product (GDP) per -capita
increasing or decreasing?

What is the dominant religion?
What are attitudes to foreign products and ser¢ices

Does language impact upon the diffusion of prodoote
markets?

How much time do consumers have for leisure?
What are the roles of men and women within society?

How long are the population living? Are the older
generations wealthy?

do the population have a strong/weak opinion oemgre
issues?

Does technology allow for products and servicdseto
made more cheaply and to a better standard oftg®ali

Do the technologies offer consumers and busingases
innovative products and services such as Interaekibg,
new generation mobile telephones, etc?

How is distribution changed by new technologies e.g
books via the Internet, flight tickets, auctions?

Does technology offer companies a new way to
communicate with consumers e.g. banners, Customer
Relationship Management (CRM), etc?

19



Core Competences

The core competences are the strengths that give the compampatitive advantage to the
competition. Indeed, in order to assess our strategic advantaggangoneeds to know itself,
but also its competition. Asking the following questions can askessnportance of the core
competencies:

Who owns the core competencies? Is there some activity, system, technotwggra p
that makes the difference?

How durable are these competencies?
How transferable are these competencies? Can the competitors acaui?e the
How replicable are these competencies? Can our competitors replicate them?
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CHOOSING AMONG STRATEGIC OPTIONS

Porter’'s Generic Strategies

In his famousCompetitive Strategy(1980), Michael Porter pointed out to three essential ways
for a company to obtaisustainable competitive advantage

1. The cost leadership strategyhe aim is to become the low-cost producer in a particular
industry.
2. The differentiation strategyThis strategy is based on creating unique features of the
products or service that make you different and at the samehgfpeyou appeal to the
customers’ most cherished values. When contemplating a differemtisirategy, it is
important to raise the following questions:
Against who are we competing directly?
What should make us different?
3. The focus strategySays Porter: “[the strategy is] a choice of a narrow ctitiygescope
within an industry. The focuser selects a segment or a grougofeses in the industry
and tailor its strategy to serving them to the exclusion of others.”

Porter's recommendation for the companies to choose a cleagggtrand not remain
somewhere in between. But some have demonstrated that they candssfslity pursuing a
strategy based on lowering costs, price reduction, and differenti&ttmight be more difficult
but obviously, the results will be more rewarding.

Price-Based Strategies

1.a.Lower price, lesser quality products, lesser added value.

1.b. Lower price, the same quality. As the competition will purtwee same competition,
whoever sustains the same price longer is the winner. This reapn that this strategy is
suitable for bigger companies that enjoy bigger chunks of the marketaller companies that
can keep the operating costs down.

Differentation Strategies

The differentiation strategies are when you offetter quality at the same or bigger price. A
better design, technology, reliability, promotion and PR can make pmducts/services
different and you can have access to bigger markets.
In order to sustain a differentiation strategy, one must pay attention to Jaceves:
Who are the customers and what are the customers’ needs andmwatids clear
from the outset.
The previous experience must be verified against fresh data andrei@ble
marketing information.
The differentiation strategy works better for a single product or service
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The competitors will try the same thing so differentiatidmowdd take into
consideration the competition moves.

Hybrid Strategy (Low Price And Differentiation)

This strategy means that the product/service simultaneously is chadpéffarent that those
offered on the market. The strategy can be sustained by:
Producing more than the competition and thus being able to keep the prices
down.
Finding a “loose brick” in a well established market and enter with better
products/services and lower prices.

Loosing Strategies

There are some choices that are extremely risky and usunallyp in total failure. The first is
to try to increase prices without increasing the perceivddevéor the customer. Only
monopolies or quasimonopolies can and often do that. Just think of some coatrononc
utility providers. The other risky strategy is to keep thaesarice while reducing the value of
the product/service. The result is that companies loose their share of msirket fa
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ALTERNATIVE DIRECTIONS FOR STRATEGY DEVELOPMENT

There are several alternative choices that must be takeocount before making a strategic
move:

Withdrawal . Sometimes this choice is recommended for companies operatinmarkets
where the products or assets are subject to significant prietioa (energy, land), companies
that may strengthen other business sectors by exiting a domain, or focamadnies made to
be sold later.

Consolidation. Consolidation means doing the same thing and putting out the same
products/services but changing the way you operate. The companyah try to extend its
market share but just grow with the market; when the markeehaked its maturity and there

is no room for extending the market, consolidation may mean defendinghgh@mpany has
already acquired in terms of market share.

Market penetration. This strategy is more suited for growing markets. Usuallgeclining or
mature market are less permeable to outsiders. The penetratidre made either improving
the quality and productivity or increasing marketing activity.

Product Development.This is a very risky strategy as the introduction of a new ptaday
be expensive and potentially unprofitable. The product development howegaircial in
electronics industry or in clothing industry. In order to reduce igle af the strategy, it is
important to carefully select the opportunities for product developatmurding to the market
needs; to build the new products starting form the company’s corgetenties and skills; to
avoid internal disruption by preparing the ground carefully. If trpany does not tolerate
change well, the strategy is even riskier.

Market Development. Market development and products development may be similar as
developing new products may mean adventuring into new markets. Mikelbopment may
imply covering different market segments, exploiting new uséise product or spreading into
new geographical areas. Cross-border cooperation thus belongs t¢ desdepment. Export

is also a form of market development.

Diversification. This strategy means that the company goes beyond its current
products/service and markets at the same time. The diversificzn be related when, even if
there are new products and new markets, the company stilinemvahin the borders of its
industry. In the case of unrelated diversification, the compamg tlifferent service and
products in new markets. The related diversification can becakvwihen a company assumes
upstream or downstream operations within the entire value systam ifnaterials,
manufacture, transport, servicing, etc.) In many cases, the itmb@goa different activities did

not manage to improve the overall performance of the company of its subunits.
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Appendix 1: Environmental Analysis
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Appendix 2: The Internalization Web
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