UNIT 1 CONCEPT OF STRATEGY

Objectives

After reading this unit, you should be ableto:

e definestrategy and understand its meaning;

e understandtheessenceof strategy;

e distinguish betweenstrategy, policy, tactics, programmes, proceduresand rules;

e understand strategic decisions and itsdifference with operational decisions;

e understanddifferent levelsof strategy; and
e know the importance of strategy.
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1.1 INTRODUCTION

Thetop management of an organization isconcerned with selection of acourse of
action from among different alternativesto meet the organizational objectives. The
process by which objectives areformulated and achieved isknown asstrategic
management and strategy actsasthe meansto achievethe objective. Strategy isthe
grand design or an overall 'plan’ which an organization chooses in order to moveor
react towards the set objectives by using its resources. Strategies most often devotea
genera programmeof action and an implied deployment of emphasisand resourcesto
attain comprehensive objectives. An organizationisconsidered efficient and
operationally effective if it ischaracterized by coordination between objectives and
strategies. There has to be integration of the parts into acomplete structure. Strategy
hel psthe organization to meet its uncertain situations with duediligence. Without a
strategy, the organization is likea ship without arudder. It islike atramp, which has
no particular destination to go to. Without an appropriate strategy effectively
implemented, the future isalways dark and hence, morearethe chances of business
failure.
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1.2 MEANINGOF STRATEGY

The word ‘strategy’ hasentered in thefield of management from the military services
whereit refers 1o apply theforcesagainst an enemy to win awar. Originally, the word
strategy hasbeen derived from Greek 'strategos which meansgeneral ship. Theword
was used for the first timein around 400 BC. Theword strategy meansthe art of the
generd tofight inwar.

Thedictionary meaning of strategy is, " theart of somovingor disposingthe
instrument of warfareasto impose upon enemy, the placetimeand conditionsfor

fighting by onesdlf.”

In management, the concept of strategy istaken in more broader terms. Accordingto
Glueck, " Strategy isthe unified, comprehensiveand integrated planthat relates
thestrategic advantageof thefi rmtothechallenges of theenvironment and is
designed toensur ethat basicobjectivesof theenter prisear eachieved through
proper implementation process.”

This definition of strategy laysstresson thefollowing:

a) Unified comprehensive and integrated plan.
b) Strategicadvantagerelated to challengesof environment.
c) Proper implementation ensuring achievementof basic objectives.

Another definition of strategy is given below which also relatesstrategy to its
environment.” Strategy isorganization’s pattern of responseto itsenvironment over a
period of timeto achieveitsgoalsand mission.”

This definition laysstresson thefollowing:
a) Itisorganization’s pattern of responseto itsenvironment.

b) Theobjectiveisto achieveitsgoalsand mission.

However, variousexpertsdo not agreeabout the precise scopeof strategy. Lack of
consensushaslead to two broad categoriesof definitions: strategy asaction inclusive
of obj ectivesettingand strategy asaction exclusiveof objectivesetting.

Strategy as Action, Inclusiveof Objective Setting

In 1960s, Chandler made an attempt to definestrategy as “the determinationof basic
long term goal sand objectiveof an enterpriseand the adoption of the coursesof
action and theallocation of resourcesnecessary for carryingout thesegoals.”

This definition providesfor threetypesof actionsinvolved in strategy:

i)  Determination of longterm goalsand objectives.
i) Adoption of coursesof action.
iii) Allocation of resources.

Strategy as Action Exclusive of Objective Setting

Thisisanother view in which strategy has been defined. It statesthat strategy isaway
in which thefirm, reactingto itsenvironment, deploysits principal resourcesand
marshalls itseffortsin pursuit of its purpose. Michael Porter has defined strategy as

" Creationof a uniqueand valued position involving adifferent set of activities.
Thecompany that isstrategically positioned perfor msdifferent activitiesfrom
rivalsor performssimilar activitiesin different ways."




The people who believethis version of the definition call strategy a unified, Concept of Strategy
comprehensive and integrated plan relatingto the strategic advantages of the firm to
tliechallenges of the environment.

After considering both tlie views, strategy can simply be put as management's plan for
achieving itsobjectives. It basically includes determination and evaluation of
alternative paths to an already established mission or objectiveand eventually, choice
of best alternative to be adopted.

1.3 NATURE OF STRATEGY

Based on the above definitions, we can understand the nature of strategy. A few
aspects regarding nature of strategy are asfollows:

e  Strategy isamajor courseof action through which an organization relates itself
toitsenvironment particularly theexternal factorsto facilitate all actions
involved in meeting the objectives of the organization.

e  Strategy isthe blend of internal and external factors. To meet the opportunities
and threats provided by the external factors, internal factors are matched with
them.

e  Strategy isthe combination of actions aimed to meet a particular condition, to
solve certain problemsor to achieve adesirable end. The actions are different for
different situations.

e Dueto itsdependence on environmental variables, strategy may involvea
contradictory action. An organization may take contradictory actionseither
simultaneously or with agap of time. For example, afirm isengaged in closing
down of some of its business and at the sametime expanding some.

e  Strategy isfuture oriented. Strategic actionsare required for new situations
which have not arisen before in the past.

e  Strategy requires somesystems and normsfor itsefficient adoption inany
organization.

e  Strategy providesoverall framework for guiding enterprisethinking and action.

The purpose of strategy is to determine and communicate a pictureof enterprise
through a system of major objectivesand policies. Strategy isconcerned with aunified
direction and efficient allocation of an organization's resources. A well made strategy
guides managerial action and thought. It providesan integrated approach for the
organization and aidsin meeting the challenges posed by environment.

1.4 ESSENCE OF STRATEGY

Strategy, according to asurvey conducted in 1974, includes the determination and
evaluation of alternative pathsto an already established mission or objective and
eventually, choice of the alternative to be adopted. Strategy ischaracterized by four

important aspects.

e  Longterm objectives

Competitive Advantage
e Vector
e  Synergy
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Long Term Objectives

Strategy isformulated keeping in mind the long term objectives of the organization. Tt
isso because it emphasizeson long term growth and devel opment. Strategy isfuture
oriented and therefore concerned with the objectiveswhich have along term
perspective.

Theobjectivesgivedirections for implementing astrategy.

Competitive Advantage

Whenever strategy isformulated, managers haveto keep in mind tliecompetitors of
theorganization. The environment hasto becontinuously monitored for forminga
strategy. Strategy has to bemade in asense that the firm may have competitive
advantage. It makestlieorganization competent enough to meet the external threats
and profit from the environmental opportusities Thechangesthat take place over a
period of time in theenvironment have made the «use of strategy more beneficial.
While making plans, competitors may beigiored bu: in making strategy, competitors
are given dueimportance.

Vector

Strategy involves adoption of the course of action and allocation of resourcefor
meeting the long term objectives. From amongtlie various coursesof action
available, the, managers haveto choosetlieonewhich utilizesthe resourcesof the
organization in the best possible manner and helpsin tlieachievement of the
organizational objectives. A seriesof decisions aretaken and they are in the
samedirection.

Strategy providesdirection to the whole organization. When the objective has been
set, they bring about clarity to the whole organization. They provide clear direction to
persons in the organization who are responsible for implementing the various courses
of action. Most people perform better if they know clearly what they are expected to
do and wherethe organization isgoing.

Synergy

Oncewetakea seriesof decisionstoaccomplish the objectivesin the samedirection,
therewill besynergy. Strategies boost the prospects by providing synergy.

Let us now take an exampleto illustrate the essence of strategy in a firm dealing with
chemicals. The scopeof the firm relating tlie product is basic chemicals and
pharmaceuticals. The objectivesof the firm can be:

e Return onlnvestment: Threshold 20%, goal 35%.
e Salesgrowthrate: Threshold 10%, goal 15%.

Thestrategy which comprisesof thecompetitiveadvantage, gr owth vector
and synergy can be:

e Competitiveadvantage: Patent protection and well developed R & D
division.

e Growthvector: Product development and concentric diversification.

e  Synergy: Useof thefirm's research capabilitiesand production technology.

In this manner each firm can individually have itsown strategy.




Activity 1 Concept of Strategy

1. Askthe managersof three organizations about their perception regarding concept
of strategy.

2.  Explain the term vector. How isit important in decision making?

...........................................................................................................................
..........................................................................................................................

..........................................................................................................................

3. Discussthe nature of strategy.

..........................................................................................................................

..........................................................................................................................

15 STRATEGY V/S POLICIESAND TACTICS

Inthis section, the concept of strategy iscompared with concept-of policiesand
tactics.

Strategy v/s Policies

Strategy has often been used asa synonym of policy. However, both are different and
should not be used interchangeably.

Policy isthe guidelinefor decisionsand actionson the part of subordinates. It isa
general statement of understanding made for achievement of objectives. Policiesare
statements or acommonly accepted understanding of decision making. They are
thought oriented. Power isdelegated to the subordinates for implementation of
policies. In general terms, policy isconcerned with course of action chosen for the
fulfillment of the set objectives. It isan overall guide that governsand controls
managerial actions. Policiesmay be general or specific, organizational or functional,
written or implied. They should beclear and consistent. Policies haveto be integrated
so that strategy isimplemented successfully and effectively. For example, when the
performanceof two employeesissimilar, the promotion policy may require the
promotion of the senior employee and hence liewould be eligiblefor promotion.

Strategies on the other hand are concerned with the direction in wliicli human and
physical resourcesare deployed and applied in order to maximize the chances of
achieving organizational objectivesin the face of environmental variable. Strategies
arespecificactions suggested to achievethe objectives. Strategies are action oriented
and everyone in the organization are empowered to implement them. Strategy cannot
be delegated downward because it may require last minutedecisions.

Strategies and polices both are the nieans towards the end. In other words, both are
directed towards meeting organizational objectives. Strategy isarulefor making
decision while policy iscontingent decision,
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Strategy v/s Tactics
Strategiesareon one end of the organizational decisionsspectrum whiletacticslieon

the other end.

Carl Von Clausewitz, a Prussian army general and military scientist defines military
strategy as making useof battlesin the furtherance of the war and the tactics as''the
use of arined forcesin battle. A few pointsof distinction betweenthetwo areas
follows:

i)  Strategy determinesthe major plans to be undertaken whiletactics isthe means
by which previoudy determined plansare executed.

ii) The basic goal of strategy according to military science isto break the will of the
army, deprivethe eneiny of the meansto fight, occupy histerritory, destroy or
obtain control of his resources or make him surrender. The goal of tacticsisto
achieve success in agiven action and this forms one part of a group of related
military action.

iii) Tacticsdecisionscan bedelegated to al the levelsof an organization while
strategic decisionscannot be delegated too low in the organization. The authority
isnot delegated below the level sthan thosewhich possessthe perspective
required for taking decisionseffectively.

iv) Strategy isformulated in both acontinuousas well asirregular manner. The
decisions aretaken on the basisof opportunities, new ideasetc. Tacticsis
determined on a periodic basis by various organizations. A fixed time table may
be madefor following tactics.

v) Strategy hasalongterm perspectiveand occasionally it may have ashort term
duration. Thus, thetime horizon in terms of strategy isflexible but in case of
tactics, it isshort run and definite.

vi) Thedecisionstaken as part of strategy formulation and implementation have a
high element of uncertainty and aretaken under the conditions of partia
ignorance. In contrast tactical decisionsare more certain asthey work upon the
framework set by the strategy. Sotheevaluation of strategy isdifficult than the
evaluation of tactics.

vii) Sincean attempt is madein strategy to relate the organization with its
environment, the requirement of information is morethan that required in
tactics. Tacticsuse information available internally in an organization.

viii) Theformulation of strategy isaffected considerably by the personal valuesof the
person involved in the process but the same is not the case in tactics
implementation.

ix) Strategies arethe most important factor of organization because they decidethe
future course of action for organization as awhole. On the other hand tacticsare
of lessimportance becausethey are concerned with specific part of the
organization.

Activity 2
1  Listthe policiesof any organization and also state the strategies it undertook.




2. Distinguish between strategy and tactics. - Concept of Strategy

..........................................................................................................................

1.6 STRATEGY V/SPROGRAMMES,
PROCEDURE AND RULES

In this section, the relationship of strategy isexplained with programmes, procedure
and rules.

Programmes

A programme isasingle usecomprehensive plan laying down the principlestepsfor
accomplishing aspecific objective and sets an approximate time limit for each stage.
Itisbasically concerned with providinganswersto questions like: By whom will

the actions betaken up? When will the actions be taken? Wherewill the actions be
taken'?Programmes are guided by organization's objectivesand strategiesand cover
many of the other typesof plans. Therefore, they provide astep by step approach to
guidethe action necessary to meet the objectives asset in the strategy. Programmes
providethe sequence of activities in a proper order which are designed to
implement polices. Programmes arethe instruments for coordination asthey

require system, thinking and action. They also involve integrated and coordinated
planning efforts.

Procedure

In general terms, a procedure can be defined as* A seriesof functionsor steps
performed to accomplishaspecific task or undertaking.” Strategies, programmes,
policies, budgets etc. need to be supplemented with detailed specificationsi.e. how
they areto operate or would operate. A procedure isa precise means of making astep
by step guideto action that operates within a policy framework. Most companies have
hundredsof procedures likeselection, promotion, transfer etc. They are essential for
smooth operation of the business activities. For example, procedure may include
calling tenders for purchasing materials, keeping them in stock room and issuing them
against requisition slips. Proceduresareconcerned with communication of tasks to be
performed, organization interfaces and the responsihilities of the individuals involved.
The) describe the customary method for handling afutureactivity. It gives sequence
of actionsdirected at asingle goal (usually short term) that isrepeatedly pursued, i.e.
adopting budget, making proceduresor granting sick leave to an employee against
medical certificate etc. Procedures are more rigid and all ow no freedom asagainst
strategies which are flexible and are not concerned with fixed steps.
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Rules

A ruleis principleto which an action or a procedure conforms or is intended to
conform. It isastandard or a norm to befollowed in the conduct of a businessin a
particular situation. It ismore rigid and demandsa specific action with respect to
particular situation. It does not mention any kind of time estimate or sequenceasin
the case of procedures. It ismuch more specific than a policy. It allows no liberty or
leniency and does not tolerate much deviati »n. Rules haveto bestrictly followed and
non compliance may entail penalty or punishment. For example, "*No Smoking" isa
rulewliicli has to be adhered to, by all tlie levels of management.

1.7 LEVELSOF STRATEGY

It is believed that strategic decision making isthe responsibility of top management.
However, it isconsidered useful to distinguish between the levelsof operation of the
strategy. Strategy operatesat different levelsvis-a-vis:

e CorporateLevd
e BusinessLeve
e Functiona Level

There are basically two categories of companies- one, which havedifferent businesses
organized asdifferent directions or product groups known as profit centresor strategic
business units(SBUs) and other, wliicli consists of companies wliicli are single
product companies. The exampleof first category can bethat of Reliance Industries
Limited which isahighly integrated company producing textiles, yarn, and avariety
of petro chemical productsand the example of the second category could be Asliok
Leyland Limited wliicli isengaged in the manufacturing and selling of heavy
commercia vehicles. The SBU concept was introduced by General Electric Company
(GEC) of USA to manage product business. The fundamental concept in the SBU is
tlieidentification of dicrete independent product/ market segments served by the
organization. Because of the different environments served by each product, aSBU is
created for each independent product/ segment. Eacli and every SBU isdifferent from
another SBU dueto the distinct business areas (DBAs) it is serving. Each SBU hasa
clearly defined product/market segment and strategy. It devel ops itsstrategy
according to itsown capabilities and needswith overall organizations

capabilitiesand needs. Each SBU allocates resources according to itsindividual
requirementsfor the achievement of organizational objectives. Asagainst the multi
product organizations, the single product organi zations have single Strategic
Business Unit. In these organi zations, corporate level strategy servestliewhole
business. The strategy isimplanted at tlie next lower level by functional strategies. In
multiple product company, astrategy isformulated for each SBU (known as business
level strategy) and such strategieslie between corporate and functional level
strategies. ' ‘ .

Thethree levelsare explained asfollows:

Corporate Level Strategy

Atthecorporate level, strategiesareformulated according to organization wise
polices. Tliese are valueoriented, conceptual and less concrete than decisionsat tlie
other two levels. Tliese arecliaracterized by greater risk, cost and profit potential as
well asflexibility. Mostly, corporate level strategiesarefuturistic, innovative and
pervasive in nature. They occupy the highest level of strategic decision making and
cover tlieactions dealing with the objectives of the organization. Such decisionsare




made by top management of thefirm. Theexample of such strategies include
acquisition decisions, diversification, structural redesigning etc. The board of
Directors and the Chief Executive Officer arethe primary groupsinvolved inthislevel
of strategy making. In small and family owned businesses, the entrepreneur is boththe
general manager and chief strategic manager.

Concept of Strategy

Business Level Strategy

The strategiesformulated by each SBU to make best use of itsresources given the
environment it faces, come under the gamut of business level strategies. Atsucha
level, strategy isacomprehensive plan providing objectivesfor SBUs, allocation of
resources among functional areasand coordination between them for achievement of
corporate level objectives. Thesestrategiesoperate within theoverall organizational
strategiesi.e. within the broad constraints and policesand long term objectivesset by
the corporate strategy. The SBU managersare involved inthislevel of strategy. The
strategiesare related with a unit within the organization. The SBU operates within the
defined scope of operations by thecorporate level strategy and islimited by the
assignment of resources by the corporate level. However, corporate strategy isnot the
sum total of businessstrategies of the organization. Businessstrategy relates with the
"how'* and the corporate strategy relateswith the “whag”. Business strategy defines
the choiceof product or service and market of individual businesswithin thefirm. The
corporate strategy hasimpact on business strategy.

Functional Level Strategy

Thisstrategy relatestoasingle functional operationand theactivitiesinvolved
therein. This level isat the operating end of the organization. Thedecisionsat this
level within the organization aredescribed astactical. The strategiesare concerned
with how different functionsof the enterprise like marketing, finance, manufacturing
etc. contribute to the strategy of other levels. Functional strategy dealswith a
relatively restricted plan providing objectivesfor specific function, allocation of
resources among different operationswithin thefunctional areaand coordination
between them for achievement of SBU and corporate level objectives.

Sometimesafourth level of strategy also exists. Thislevel isknown asthe operating
level. It comes bel ow thefunctional level strategy and involvesactionsrelating to
various sub functions of the major function. For example, thefunctional level strategy
of marketing function isdivided into operating level ssuch as marketing research, sales
promotion etc.

Three levels of strategies have different characteristics asshown inthefollowing

table.
Table 1.1: Strategic Decisionsat Different Levels
Dimensions Levels
Corporate Business Functionnl
Impact Significant Maor Insignificant

Risk Involved High Medium Low

Profit Potential High Medium Low

“Time Horizon Long Medium Low

- Hexibility High Medium Low
Adaptability Insignificant Medium Significant

13
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1.8 IMPORTANCEOF STRATEGY

With the increasein the pressure of external threats, companies have to make clear
strategiesand implement them effectively so asto survive. There have been companies
likeMartin Burn, Jessopsetc. that have completely becomeextinct and some
companies whichwere not existing beforethey becamethe market leaderslike
Reliance, Infosys, Technologiesetc. The basicfactor responsiblefor differentiation
has not been governmental policies, infrastructure or labour relations but the type of
strategi ¢ thinking that different compani es have shown in conducting the business.

Strategy provides various benefitsto itsusers:

e  Strategy helpsan organization totake decisions on long rangeforecasts.

e Italowsthefirm todeal withanew trend and meet competition inan effective
manner.

e Withthehelpof strategy, the management becomesflexible to meet unanticipated
changes.

e  Efficient strategy formation and implementationresult intofinancial benefitsto
the organization in the form of increased profits.

e  Strategy providesfocusintermsof organizational objectives and thus provides
clarity of directionfor achieving the objectives.

e  Organizational effectivenessisensured with effective implementation of the
strategy.

e  Strategy contributestowardsorganizational effectiveness by providing
satisfactionto the personnel.

e It gets managersinto the habit of thinking and thus makesthem, proactive and
more consciousof their environment.

e It providesmotivation to employeesasit pavesthe way for them to shapetheir
work inthe context of shared corporate goalsand ultimately they work for the
achievement of thesegoals.

e  Strategy formulation & implementation givesan opportunity to the management
toinvolvedifferent levelsof management in the process.

e Itimprovescorporate communication, coordination and all ocation of resources.

With all the benefitslisted above, it isquite clear that strategy formsan integral part
of an organization and isthe meansto achievethe end in an efficient and effective
manner.

Activity 3
1)  Distinguish corporate level strategy with businesslevel strategy.

2) Statethreebenefitsof strategy.




19 SUMMARY Concept of Strategy

Inthis unit weintroduced tlie concept of strategy. Strategy isthe conscious and
rational management exercisewhich involvesdefining and achieving an organization's
objectivesand implanting its mission. Strategy isamajor course of action, ablend of
internal & external factorsand is particular to aspecific situation. It isdependent on
environmental variablesand isfuturistic in nature. Strategy has been misused with
terms like policy, tactics, programmes and proceduresand rules. It isdifferentiated
with all these concepts. Strategy isoperational at threelevels— Corporate level,
Business level and Functional level. There may beafourth level known asthe
Operationslevel aswell. Strategiesare lifeblood of businessactivities.

1.10 KEY WORDS

Policy : Guidelinefor decisionsand actionson the part of subordinatesand
isageneral statement of understanding madefor the achievement
of abjectives.

Procedures : A seriesof functionsor steps performed to accomplish aspecific
task or undertaking.

Programmes : A single usecomprehensive plan laying down the principle steps
for accomplishing a specific objectiveand setsan approximate
time limit for each stage.

Rules : A principle to which an action or a procedure conformsor is
intended to conform.

Strategy : A unified, comprehensiveand integrated plan that relatesthe
strategic advantage of thefirm tothechallenges of the
environment.

Tactics . Itisthemeans by which previously determined plansareexecuted.

111 SELFASSESSMENT QUESTIONS

1)  Wliat doyou mean by strategy? Explain the nature of strategy.

2) "Strategy issynonymouswith policies".Comment on the statement.

3) Differentiate between strategy and programmes, proceduresand rules.

4) Whatarethevariouslevelsat which astrategy may exist?

5) What isthe importance’of strategy? Illustrate your answer with examples.
6) Listtlieimportant characteristicsof strategy.

7) Distinguish between business |evel and functional strategies.
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UNIT 2 PROCESS OF STRATEGY

Objectives

After reading this unit, you should be able to:

e understand the process of strategy;

e identify variousstepsof strategy formulation;

e understand the role played by different participantsin the process; and

e know the sequence of activities involvedin the process.

Structure
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21 INTRODUCTION

Therearetwo dimensions of every action — substantiveand procedural. Theformer
involves determination of what to do and the latter is concerned with determination of
how to do. Both of thesedimensionsareinterdependent and taken together helpin
achieving theobjectivesfor which theaction iscontemplated. I nthe context of an
organization engaged in strategy formulation and implementation, the substantive
dimension deal s with the determination of strategy or set of strategiesand procedural
dimension dealswith putting astrategy into operation. Besidesthese, it hasto be
decided that who will do what in completingthe action. Thelogic of a process isthat
its particular elements are undertaken in asequenceover aperiod. Thestrategy
processinvolved in strategy includesanumber of elements. The process can be
defined asa set of management decisions and actionswhich determinesthe

long run direction and performance of the organization. It isa dynamicand
continuous process. However, there aretwo problems in identifying and sequencing
theelements:

i)  Thereisno unanimity among various authors about theelements and their
interaction.

ii) After theelements have beenidentified, their sequential arrangement isanother
problem.






