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Chapter 1 - Introduction to Strategic Management

Chapter 1- Introduction to Strategic Management

Strategy

e Strategy is the game plan that the management of a business uses to take market position, conduct its
operations, attract and satisfy customers, compete successfully, and achieve organisational objectives.

e Long-range blueprint of an organisation’s desired image, direction and destination, i.e., what it wants to be,
what it wants to do, how it wants to do things, and where it wants to go.

e Strategy provides an integrated framework for the top management to search for, evaluate and exploit
beneficial opportunities, to perceive and meet potential threats and crisis, to make full use of resources and
strengths, and to offset corporate weaknesses.

e However, strategy is no substitute for sound, alert and responsible management.

Strategy can never be perfect, flawless and optimal.
o Itisinthe very nature of strategy that it is flexible and pragmatic;
o itis art of the possible;
o it does not preclude second-best choices, trade-offs, sudden emergencies, pervasive pressures, failures and
frustrations.
o Thatis why in a sound strategy, allowances are made for possible miscalculations and unanticipated events.

Strategy is partly proactive and partly reactive
A company'’s strategy is typically a blend of
e proactive actions on the part of managers
o to improve the company’s market position and
o financial performance and
e reactions to
o unanticipated developments and
o fresh market conditions.
e In other words, a company uses both proactive and reactive strategies to cope up with the uncertain
business environment.
e Proactive strategy is planned strategy whereas reactive strategy is adaptive reaction to changing
circumstances.
e A business organization cannot always plan all their strategies in advance and often need to blend planned
strategies with reactive strategies.

Strategy is partly proactive and partly reactive. Discuss.
(RTP, May 2018, NA) (SA, Nov 2018, 5 marks) (MTP1, Nov 2019, 5 marks) (RTP, Nov 2020, NA) (MTP1, May 2021, 5 marks) (ICAI Study
Material)

OR
"A business organization cannot always plan all their strategies in advance and often need to blend planned strategies with reactive
strategies." Do you agree with the statement? Give reasons.
(MTP2, May 2022, 5 marks) (RTP, May 2023, NA)

Yummy Foods and Tasty Foods are successfully competing in the business of ready to eat snacks in Patna. Yummy has been pioneer in
introducing innovative products. These products will give them good sale. However, Tasty Foods will introduce similar products in reaction
to the products introduced by the Yummy Foods taking away the advantage gained by the former.

Discuss the strategic approach of the two companies. Which is superior?

(RTP, Nov 2018, NA) (MTP1, Nov 2021, 5 Marks) (MTP2, May 2023, 5 Marks) (ICAI Study Material)

Kamal Sweets Corner, a very popular sweets shop in Ranchi, was facing tough competition from branded stores of packaged sweets and
imported goods. The owners realised that their business reduced by 50% in the last six months, and this created a stressful business
environment for them. To find a solution, they consulted a business consultant to help them develop a strategy to fight competition and
sustain their century old family business. The business consultant advised them to innovate a new snack for the public and market it as a
traditional snack of the region. The owners liked the idea and developed a new snack called Dahi Samosa, which very quickly became
popular amongst the public and it helped regain the lost business of Kamal Sweets Corner.
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One of the very crucial importance of strategic management was used by the business consultant to help the owners of Kamal Sweets
Corner. Which one could it be? Also, was this strategy Reactive or Proactive? According to you who are more beneficial in general
parlance?

(MTP2, May 2021, 5 marks)

ALBELA' Foods and 'JustBE' Foods are successfully competing chain of restaurants in India. ALBELA' s are known for their innovative
approach, which has resulted in good revenues. On the other hand, JustBE is slow in responding to environmental change. The initial
stages of Covid-19 pandemic and the ensuring strict lockdown had an adverse impact on both the companies. Realizing its severity and
future consequences. ALBELA, foods immediately chalked out its post lockdown strategies, which include initiatives like:

(a) Contactless dinning

(b) New category of foods in the menu for boosting immunity

(c) Improving safety measures and hygiene standards

(d) Introducing online food delivery app

Seeing the positive buzz around these measures taken by ALBELA Food, JustBE Foods also thinks to introduce these measures.

(i) Identify the strategic approach taken by 'ALBELA' Foods and 'JustBE' Foods.

(ii) Discuss these strategic- approach.

(iif) Which strategic approach is better and why?

(SA, July 2021, 5 marks)

Management
The term ‘management’ is used in two senses
a. Itis used with reference to a_key group in an organisation in-charge of its affairs
> chief organ entrusted with the task of making the organisation purposeful and productive.
> by undertaking the task of bringing together and integrating the disorganised resources of
manpower, money, material, and technology, which are then combined into a functioning whole.
b. The term ‘Management’ is also used with reference to a set of interrelated functions and processes carried
out by the management (Key group of people) of an organisation_to achieve its objectives
> These functions include Planning, Organising, Directing, Staffing and Control.

Strategic Management
The term ‘strategic management’ refers to the managerial process of
e developing a strategic vision,
setting objectives,
crafting a strategy,
implementing and evaluating the strategy,
and initiating corrective adjustments where deemed appropriate.

Overall objectives of strategic management
The overall objectives of strategic management are two-fold:
e To create competitive advantage (something unique and valued by the customer), so that the company can
outperform the competitors in all aspects of organisational performance.
e To guide the company successfully through all changes in the environment.

“Originally called, business policy, strategic management emphasises the monitoring and evaluation of external
opportunities and threats in the light of a company’s strengths and weaknesses and designing strategies for the
survival and growth of the company.”

Importance of Strategic Management

‘Survival of fittest ‘as told by darwin is the only principle of survival for organization, where ‘fittest’ are not the
‘largest’ or ‘strongest’ organizations but those who can change and adapt successfully to the changes in business
environment.

The major benefits of STRATEGIC MANAGEMENT are:
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Gives Direction / Define Goals And Mission, Realistic Objective
e The strategic management gives a direction to the company to move ahead.
e |t defines the goals and mission.
e It helps management to define realistic objectives and goals which are in line with the vision of the
company.

Proactive (Action, Control, Vagaries)
e Strategic management helps organisations to be proactive instead of reactive in shaping its future.
e Organisations are able to analyse and take actions instead of being mere spectators.
e They are able to control their own destiny in a better manner.
e It helps them in working within the vagaries of the environment and shaping it, instead of getting carried
away by its turbulence or uncertainties.

Framework For Decisions (Decisions On ......, Better Guidance)
e Strategic management provides a framework for all major decisions of an enterprise
o such as decisions on businesses, products, markets, manufacturing facilities, investments and
organisational structure.
o It provides better guidance to the entire organisation on the crucial point - what it is trying to do.

Face The Future And Act As Path Finder / Opportunity
e Strategic management seeks to prepare the organisation to face the future and act as pathfinder to various
business opportunities.
e Organisations are able to identify the available opportunities and identify ways and means as how to reach
them.

Corporate Defense Mechanism
e Strategic management serves as a corporate defence mechanism against mistakes and pitfalls.
e It helps organisations to avoid costly mistakes in product market choices or investments.

Longevity (ET8Tg) (cie<T 37)
e Strategic management helps to enhance the longevity of the business.
e It helps the organization to take a clear stand in the related industry and makes sure that it is not just
surviving on luck.

Core Competencies And Competitive Advantage
e Strategic management helps the organisation to develop certain core competencies and competitive
advantages that would facilitate assistance in its fight for survival and growth.

Points Story

Limitations of Strategic Management
The presence of strategic management cannot counter all hindrances and always achieve success. There are
limitations attached to strategic management. These can be explained in the following lines
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Environment is difficult to understand
e Environment is highly complex and turbulent. It is difficult to understand the complex environment and
exactly pinpoint how it will shape-up in future.
The organisational estimate about its future shape may awfully go wrong and jeopardise all strategic plans.
e The environment affects as the organisation has to deal with suppliers, customers, governments and other
external factors.

Time consuming
e Strategic management is a time-consuming process.
e Organisations spend a lot of time in preparing, communicating the strategies that may impede daily
operations and negatively impact the routine business.

Costly

Strategic management is a costly process.

e Strategic management adds a lot of expenses to an organization.

e Expert strategic planners need to be engaged, efforts are made for analysis of external and internal
environments, devise strategies and properly implement.

e These can be really costly for organizations with limited resources particularly when small and medium
organizations create strategies to compete.

Difficult to estimate response
In a competitive scenario, where all organisations are trying to move strategically, it is difficult to clearly estimate
the competitive responses to a firm's strategies.

Define Strategic Management.
(RTP, May 2018, NA)

The presence of strategic management cannot counter all hindrances and always achieve success for an organisation. What are the
limitations attached to strategic management?
(RTP, May 2018, NA) (MTP1, May 2019, 5 Marks) (MTP2, May 2021, 5 Marks) (MTP1, May 2022, 5 Marks) (MTP2, May 2022, 5 Marks)
OR
Define Strategic Management. Also discuss the limitations of Strategic Management.
(SA, May 2018, 5 Marks) (RTP, May 2021, NA) (RTP, Nov 2021, NA) (MTP1, Nov 2022, 5 Marks) (MTP2, Nov 2023, 5 Marks)
OR
Are there any limitations attached to strategic management in organizations? Discuss.
(RTP, May 2019, NA) (MTP1, May 2020, 5 Marks) (MTP2, Nov 2022, 5 Marks) (ICAI Study Material)
OR
‘Strategic Management is not a panacea for all the corporate ills, it has its own pitfalls which can't counter all hindrances and always
achieve success’. Do you agree with this statement? Discuss.
(SA, May 2019, 5 Marks)
OR
"The strategic management cannot counter all hindrances and always achieve success for an organization." Do you agree with this
statement? Give arguments in support of your answer.
(SA, Nov 2022, 5 Marks) (RTP, Nov 2023, NA)

Ramesh Sharma has fifteen stores selling consumer durables in Delhi Region. Four of these stores were opened in last three years. He
believes in managing strategically and enjoyed significant sales of refrigerator, televisions, washing machines, air conditioners and like till
four years back. With shift to the purchases to online stores, the sales of his stores came down to about seventy per cent in last four
years.

Analyse the position of Ramesh Sharma in light of limitations of strategic management.

(RTP, Nov 2019, NA) (RTP, Nov 2020, NA) (ICAI Study Material)

Briefly explain the importance of strategic management.
(MTP1, May 2018, 5 marks) (RTP, Nov 2018, NA) (MTP2, Nov 2018, 5 marks)
OR
"Each organization must build its competitive advantage keeping in mind the business warfare. This can be done by following the process
of strategic management". Considering its statement, explain major benefits of strategic management.
(SA, Dec 2021, 5 Marks) (RTP, Nov 2022, NA)
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OR
What benefits accrue by following a strategic approach to managing?
(RTP, Nov 2018, NA) (MTP1, Nov 2020, 5 Marks) (RTP, May 2023, NA)
OR
Strategic management helps an organization to work through changes in environment to gain competitive advantage. In light of statement
discuss its benefits.
(RTP, Nov 2019, NA) (MTP2, Nov 2021, 5 Marks)
OR
What is Strategic Management? What benefits accrue by following a strategic approach to managing?
(ICAI Study Material)

Is strategic management a bundle of tricks and magic? Elucidate the statement.
(MTP2, May 2018, 5 marks)

Strategic Intent (Vision, Mission, Goals, Objectives and Values)
Strategic Intent
e Strategic intent refers to purposes of what the organisation strives for senior managers must define “what
they want to do” and “why they want to do”.
e “Why they want to do” represents strategic intent of the firm.
Strategic intent provides the framework within which the firm would adopt a predetermined direction and
would operate to achieve strategic objectives.
e Strategic intent could be in the form of vision and mission statements for the organisation at the corporate
level.
e Strategic intent is generally stated in broad terms but when stated in precise terms it is an expression of
aims to be achieved operationally, i.e., goals and objectives.
e Components of Strategic Intent
o Vision
o Mission
o Goals and Objectives
o Values/ Value System

Vision
e Vision implies the blueprint of the company’s future position.
e Top management’s views about the company’s direction and the product customer-market-technology
focus constitute the strategic vision for the company.
e Strategic vision describes
o management’s aspirations for the business,
o providing a panoramic view of the “where we are to go” and
o aconvincing rationale for why this makes good business sense for the company.
e Strategic vision thus
o points out a particular direction,
o charts a strategic path to be followed in future, and
o moulding organisational identity.
e A clearly articulated strategic vision
o communicates management’s aspirations to stakeholders and
o helps steer the energies of company personnel in a common direction.
e For Example - Henry Ford's vision inspired others, mobilized company resources, and guided strategic
decisions.

Essentials of a strategic vision
e The entrepreneurial challenge in developing a strategic vision is to think creatively about how to prepare a
company for the future.
e Forming a strategic vision is an exercise in intelligent entrepreneurship.
e A well-articulated strategic vision creates enthusiasm among the members of the organisation.
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e The best-worded vision statement clearly illuminates the direction in which the organisation is headed.

Mission

e A mission is an answer to the basic question ‘what business are we in and what we do'.

e A company’s mission statement is typically focused on its present business scope — “who we are and what
we do”.

e Mission statements broadly describe an organisations present capability, customer focus, activities, and
business makeup.

e Every organisation must have a strong focus on mission and business definition, as these two are crucial for
strategic planning.

Why should an organisation have a mission?

To ensure unanimity of purpose within the organisation.

To develop a basis, or standard, for allocating organisational resources.

To provide a basis for motivating the use of the organisation’s resources.

To establish a general tone or organisational climate, to suggest a businesslike operation.

To serve as a focal point for those who can identify with the organisation’s purpose and direction.

To facilitate the translation of objective and goals into a work structure involving the assignment of tasks to

responsible elements within the organisation.

e To specify organisational purposes and the translation of these purposes into goals in such a way that cost,
time, and performance parameters can be assessed and controlled.

Essentials of a good mission statement - Points to be considered while writing a mission statement
A good mission statement should be precise, clear, feasible, distinctive and motivating. Following points are useful
while writing a mission of a company:

e One of the roles of a mission statement is to give the organisation its own special identity, business
emphasis and path for development — one that typically sets it apart from other similarly positioned
companies.

e A company'’s business is defined by what needs it is trying to satisfy, which customer groups it is targeting
and the technologies and competencies it uses and the activities it performs.

e Good mission statements are — unique to the organisation for which they are developed.

What is our mission? And what business are we in?

Peter Drucker and Theodore Levitt Emphasised that every business firm must clarify the corporate mission and
define accurately the business the firm is engaged in. They also explained that towards facilitating this task, the
firm should raise and answer certain basic questions concerning its business, such as:

What is our mission?

What is our ultimate purpose?

What do we want to become?

What kind of growth do we seek?

What business are we in?

Do we understand our business correctly and define it accurately in its broadest connotation?

Whom do we intend to serve?

What human need do we intend to serve through our offer?

What brings us to this particular business?

What would be the nature of this business in the future?

In what business would we like to be in, in the future?

According to Peter Drucker, every organisation must ask an important question “What business are we in?" and get
the correct and meaningful answer. The answer should have marketing or external perspective and should not be
restated to the production or generic activities of business. For example
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Company Production-oriented answer Marketing-oriented answer

Indian Oil We produce oil and gasoline products. |We provide various types of safe and cost-effective
energy.

Indian Railways |We run a railroad We offer a transportation and material-handling
system.

Lakme In the factory, we make cosmetics. In the retail outlet, we sell hope.

Tata motor - Vision and Mission

MISSION VISION

We innovate mobility solutions with By FY 2024, we will become the most aspirational
passion to enhance the quality of life Indian auto brand, consistently winning, by

® Delivering superior financial returns
® Driving sustainable mobility solutions

® Exceeding customer expectations, and

® Creating a highly engaged work force

Goals and Objectives
e Business organisations translate their vision and mission into goals and objectives.
e Goals are open-ended attributes that denote the future states or outcomes.
e Objectives are close-ended attributes which are precise and expressed in specific terms.
[ J

Thus, the Objectives are more specific and translate the goals to both long term and short-term perspective.

However, this distinction is not made by several theorists on the subject. ICAl uses them interchangeably.
e Objectives are organisation’s performance targets — the results and outcomes it wants to achieve. They
function as yardsticks for tracking an organisation’s performance and progress.
e They provide meaning and sense of direction to organisational endeavour. Organisational structure and
activities are designed, and resources are allocated around the objectives to facilitate their achievement.

Characteristics of Objectives

Objectives To be meaningful to serve the intended role, must possess the following characteristics:
e Objectives should define the organisation’s relationship with its environment.

They should be facilitative towards achievement of mission and purpose.

They should provide the basis for strategic decision-making.

They should provide standards for performance appraisal.

They should be concrete and specific.

They should be related to a time frame.

They should be measurable and controllable.

They should be challenging.

Different objectives should correlate with each other.

Objectives should be set within the constraints of organisational resources and external environment.

A need for both short-term and long-term objectives
As arule, a company'’s set of financial and strategic objectives ought to include both short-term and long-term
performance targets.
e Having quarterly or annual objectives focuses attention on delivering immediate performance
improvements.
e Targets to be achieved within three to five years’ prompt considerations of what to do now to put the
company in position to perform better down the road.
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To achieve long-term prosperity, strategic planners commonly establish long-term objectives in seven areas.
Profitability

Productivity

Competitive Position

Employee Development

Employee Relations

Technological Leadership

Public Responsibility

Long-term objectives represent the results expected from pursuing certain strategies.
e Strategies represent the actions to be taken to accomplish long-term objectives.
e The time frame for objectives and strategies should be consistent, usually from two to five years.

When an organization has already achieved its long-term goals and simply wants to maintain that level, their
short-term and long-term objectives can be the same.However, if elevating performance, short-range goals become
steps towards long-term objectives.

Clearly established objectives offer many benefits.
They provide direction, allow synergy, aid in evaluation, establish priorities, reduce uncertainty, minimize conflicts,
stimulate exertion, and aid in both the allocation of resources and the design of jobs.

Values

e Values are the deep-rooted principles which guide an organisation’s decisions and actions.

e A few common examples of values are — Integrity, Trust, Accountability, Humility, Innovation, and
Diversity.
They can never be compromised, either for convenience or short-term economic gain.

e Values often reflect the values of the company’s founders—Hewlett-Packard’s celebrated “HP Way" is an
example.
They are the source of a company'’s distinctivenes
A company'’s value sets the tone for how the people think and behave, especially in situations of dilemma.

e |t creates a sense of shared purpose to build a strong foundation and focus on longevity of the company’s
success.
Employees often seek employers with relatable values, impacting their work and personal life.
Consumers often choose companies whose purpose aligns with their values, showing values' internal and
external impact.

e Values often drive intent, making them broader in scope than intent.

Define strategic intent. Briefly explain the elements of strategic intent.
(RTP, May 2018, NA)
OR
What are the elements in strategic intent of organisation?
(RTP, May 2019, NA) (RTP, May 2020, NA)
OR
"Strategic intent provides the framework within which the firm would adopt a predetermined direction and would operate to achieve
strategic objectives." In the light of this statement, discuss the elements of strategic intent.
(SA, Nov 2022, 5 Marks)

Distinguish between Vision and Mission
(RTP, May 2018, NA)
OR
Distinguish between vision statement and mission statement.
(MTP2, May 2018, 5 Marks) (MTP1, Nov 2018, 5 Marks)
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Write a short note on Essentials of a strategic vision.
(RTP, Nov 2018, NA)

OR
What is strategic vision? Describe the essentials of strategic vision.
(SA, Nov 2020, 5 Marks)

‘Objectives’ and ‘Goals’ provide meaning and sense of direction to organizational endeavour. Explain.
(RTP, Nov 2018, NA)

What are the characteristics which must be possess by objectives, to be meaningful to serve the intended role?
(SA, May 2019, 5 Marks)
OR
What are 'objectives'? What characteristics must it possess to be meaningful?
(RTP, May 2021, NA) (RTP, May 2022, NA) (MTP2, May 2023, 5 Marks)

Mr Raj has been hired as a CEO by XYZ Itd a FMCG company that has diversified into affordable cosmetics. The company intends to
launch Feelgood brand of cosmetics. XYZ wishes to enrich the lives of people with its products that are good for skin and are produced in
ecologically beneficial manner using herbal ingredients. Draft vision and mission statement that may be formulated by Raj.

(RTP, Nov 2019, NA) (RTP, Nov 2020, NA) (ICAI Study Material)

Why an organisation should have a mission? What considerations are to be kept in mind while writing a good mission statement of a
company?
(SA, Nov 2019, 5 Marks)
OR
What should be the major components of a good mission statement?
(RTP, Nov 2022, NA)

Mission statement of a company focuses on the question: ‘who we are’ and ‘what we do’. Explain briefly.
(MTP2, May 2021, 5 Marks) (MTP2, May 2022, 5 Marks) (RTP, May 2023, NA)

Explain briefly the key areas in which the strategic planner should concentrate his mind to achieve desired results.
(RTP, May 2021, NA) (RTP, Nov 2022, NA)

Strategic Levels in Organisations
e Atypical large organization is a multi-divisional organisation that competes in several different businesses.
e It has separate self-contained divisions to manage each of these businesses.
Generally, there are three main levels of management:
e Corporate level
e Business level
e Functional level
General managers are found at the first two of these levels, but their strategic roles differ depending on their sphere
of responsibility.

CEOQ, other senior
executives, Board of
directors, and
Corporate staff

Levels of strategic management

Corporate Level Head Office

Divisional managers & Business Level Division A Division B Divison C
staff

Business Function | | Business Function | | Business Function |

M ¢ Functional Level
pREIanagers.oi; Business Function 2 | Business Function 2 | Business Function 2
different functions

SBU (Strategic business Unit)
e These are the key businesses.
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e Itis a unit of the company

o that has a separate mission & objectives &

o which can be planned independently from other company businesses.
e [t can be a company division, product line within a division etc.

CHARACTERISTICS
1. Single business or collection of related businesses that can be planned for separately
2. Has its own set of competitors?
3. Has a manager who is responsible for strategic planning & profit.

Headquarter Corporate
Strategy - Where to
Compete?

T
[ A A

SBU| - How to [sBu2{sBu3
Compete?

lFunction lll lFunction 2I"Function 3!"Function 4“

|Function StrateQYH

How to implement
Business Strategy?

Corporate level of management

e The corporate level of management consists of the

> Chief Executive Officer (CEO),

> other senior executives,

> the board of directors, and

> corporate staff.
e These individuals participate in strategic decision making within the organization.
e The role of corporate-level managers is

o to oversee the development of strategies for the whole organisation.

defining the mission and goals of the organisation,

determining what businesses it should be in,

allocating resources among the different businesses,

formulating and implementing strategies that span individual businesses, and providing leadership

for the organisation as a whole.

e Corporate-level managers provide a link between the people who oversee the strategic development of a
firm and those who own it (the shareholders).

e Corporate-level managers, and particularly the CEO, can be viewed as the guardians of shareholders’
welfare. It is their responsibility to ensure that the corporate and business strategies of the company are
consistent with maximizing shareholders’ wealth.

e If they are not, then ultimately the CEO is likely to be held accountable by the shareholders.

O O O O

Business-level manager
e The strategic role of these managers is to translate the general statements of direction and intent that come
from the corporate level into concrete strategies for individual businesses.
e Thus, whereas corporate-level managers are concerned with strategies that span individual businesses,
business-level managers are concerned with strategies that are specific to a particular business.
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Functional-level managers
e They are responsible for the specific business functions or operations (human resources, purchasing,
product development, customer service, and so on) that constitute a company or one of its divisions.
e Thus, a functional manager’s sphere of responsibility is generally confined to one organizational activity,
whereas general managers oversee the operation of a whole company or division.
e functional managers have a major strategic role
o To develop functional strategies in their area that help fulfil the strategic objectives set by business-
and corporate-level general managers.
o Functional managers provide most of the information that makes it possible for business- and
corporate-level general managers to formulate realistic and attainable strategies.
o Functional managers, being closer to customers, can generate key ideas that might turn into major
strategies, therefore general managers must listen to functional managers.
o An equally great responsibility for managers at the operational level is strategy implementation: the
execution of corporate and business-level plans.

Which is better - Top Down Approach or Bottom-Up Approach?
A top-down approach to decision making is when decisions are made solely by leadership at the top i.e. corporate
level of management, while the bottom-up approach gives all teams across the levels a voice in decision making.

Network of relationship between the three levels
e The corporate level decides what the business wants to achieve, while the business level draws ideas and
plans to execute the same, which eventually flow down to the functional level to execute and achieve
results.
e There are 3 major types of networks of relationship between the levels and also amongst the same levels of
a business;

Functional and Divisional Relationship
e [tis anindependent relationship, where each function or a division is run independently headed by the
function/division head, who is a business level manager, reporting directly to the business head, who is a
corporate level manager.
e Functions maybe like Finance, Human Resources, Marketing, etc. while
Divisions may depend on the products like for a toys manufacturer - kids toys, teenager toys, etc. could be
divisions.

Horizontal Relationship
e Inahorizontal or flat structure, all positions, from top management to staff, share the same hierarchical
level.
e This leads to openness and transparency in work culture and focused more on idea sharing and innovation.
e This type of relationship between levels is more suitable for startups where the need to share ideas with
speed is more desirable.

Matrix Relationship

e |t features a grid-like structure of levels in an organisation, with teams formed with people from various
departments that are built for temporary task-based projects.

e This relationship helps manage huge conglomerates with ease where it is nearly impossible to track and
manage every single team independently.

e Animportant feature of this structure is that employees typically report to two managers - a functional
manager and a project manager. This ensures that employees have clear guidance and support for their
daily tasks (from the functional manager) and project-specific tasks (from the project manager).

e Itis complex for smaller organisations, but extremely useful for large organisations.
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CEO

i
[ | | ]

Finance Marketing Personnel Operations

Project Manager A

Project Manager B

Project Manager C

Define the role of corporate level managers.
(RTP, Nov 2018, NA)

Distinguish between the three levels of strategy formulation.
(MTP1, Nov 2018, 5 marks)
OR
Explain the difference between three levels of strategy formulation.
(RTP, May 2020, NA) (MTP 1, May 2023, 5 Marks) (ICAI Study Material)
OR
Distinguish between the following: Corporate and business level.
(RTP, May 2019, NA)

List the different strategic levels in an organisation.
(SA, Nov 2018, 2 marks)

Enumerate the task to be performed as a strategic manager of a company.
(MTP2, May 2019, 5 marks)

ABC Limited is in a wide range of businesses which include apparels, lifestyle products, furniture, real estate and electrical products. The
company is looking to hire a suitable Chief Executive Officer. Consider yourself as the HR consultant for ABC limited. You have been
assigned the task to enlist the activities involved with the role of the Chief Executive Officer. Name the strategic level that this role belongs
to and enlist the activities associated with it.

(SA, Jan 2021, 5 marks) (MTP2, Nov 2022, 5 Marks) (ICAI Study Material) (MTP1, Nov 2023, 5 Marks)

Dharam Singh, the procurement department head of Cyclix, a mountain biking equipment company, was recently promoted to look after
sales department along with procurement department. His seniors at the corporate level have always liked his way of leadership and are
assures that he would ensure the implementation of policies and strategies to the best of his capacity but have never involved him in
decision making for the company.Do you think this is the right approach? Validate your answer with logical reasoning around management
levels and decision making.

(RTP, May 2021, NA) (ICAI Study Material)

Mr. Mehta sharing with his friend in an informal discussion that he has to move very cautiously in his organization as the decisions taken by
him has organisation wide impact and involves large commitments of resources. He also said that his decisions decide the future of his
organisation. Where will you place Mr. Mehta in the organizational hierarchy and explain his role in the organization.

(RTP, Nov 2021, NA)

ABC Ltd. currently sells its product in two major markets - Europe and Asia. While it is a market leader in Europe, ABC Ltd. has struggled to
penetrate the more competitive Asian market. ABC Ltd. hired a strategic consultant to analyze the situation and submit his report to them.
After the report received from the strategic consultant, it has therefore decided to pull out of Asia entirely and focus on its European
markets only. This decision relates to which level in ABC Ltd. and explain the role of managers at this level in the organization.

(RTP, May 2022, NA)

“Management at all levels develop strategies”. Explain the different strategies formulated at different levels of management
(SA, May 2023, 5 Marks)

Neeraj Arora | www.edu91.org 1.12


http://www.edu91.org

Chapter 2 - Strategic Analysis: External Environment

Chapter 2 - Strategic Analysis: External Environment
Introduction

Organisations differ in size, product types, markets, location, and legal status due to diversity.Organisations,
regardless of size or features, respond to external factors known as the business environment.

Strategy and Business Environment
e The business environment is highly dynamic and continuously evolving.
e The term "business environment" refers to all external factors, influences, or situations that in some way
affect business decisions, plans, and operations.

e Organizational success is determined by its business environment, and even more from its relationship with
it.

There is a close and continuous interaction between a business and its environment. It helps the business in the
following ways:
i. Determine opportunities and threats
e The interaction between the business and its environment would explain opportunities and threats to the
business.
e It helps to find new needs and wants of the consumers, changes in laws, changes in social behaviours, and
tells what new products the competitors are bringing in the market to attract consumers.
ii. Give direction for growth

e The interaction with the environment enables the business to identify the areas for growth and expansion of
their activities.

iii. Continuous Learning: The managers are motivated to continuously update their knowledge, understanding and
skills to meet the predicted changes in the realm of business.

iv. Image Building: Environmental understanding helps the business organizations to improve their image by
showing their sensitivity to the environment in which they operate.

v. Meeting Competition: It helps the businesses to analyse the competitors’ strategies and formulate their own
strategies accordingly. The idea is to_flourish and beat competition for its products and services.

To flourish, a business must be aware of, assess, and respond to the many opportunities and threats present in its
environment. In order to succeed, the business must not only be aware of the numerous aspects of its surroundings

but also be able to handle and adapt to them. The business must continuously evaluate its environment and modify
its operations in order to thrive and expand.

Micro and Macro Environment

The external environment can be categorised in two major types as follows:
e Micro environment
e Macro environment

Micro Environment
Micro-environment is related to a small area or immediate periphery of an organization.
It influences an organization regularly and directly.
Micro environment consists of suppliers, consumers, marketing intermediaries, competitors, etc.
These are specific to the said business or firm.
Within the micro or the immediate environment in which a firm operates we need to address the following
issues:
o The employees of the firm, their characteristics and how they are organised.
The existing customer base on which the firm relies for business.
The ways in which the firm can raise its finance.
Who are the firm suppliers and how are the links between the two being developed?
The local community within which the firm operates.

O O O O
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o The direct competition and their comparative performance.
The factors in the micro environment often relate an organization to the macro issues influencing the way a
firm reacts in the marketplace.

Elements of Macro Environment

Macro environment has broader dimensions as it consists of economic, sociocultural, technological,
political and legal factors.
The environment includes factors outside the firm which can lead to opportunities for, or threats to the firm.

Demographic Environment

Demographics are the characteristics of a population that have been classified and explained according to
certain criteria, such age, gender, and income, in order to understand the features of a specific group.
Demographic analysis considers factors such as race, age, income, education, possession of assets, house
ownership, job position, region, and the degree of education.
Data about these qualities across homes and within a demographic variable are of importance to both
businesses and economists.
India has a relatively younger population as compared to many other countries.
Many multinationals are interested in India considering its population size.
Business Organizations need to study different demographic factors. Particularly, they need to address
following issues:

o What demographic trends will affect the market size of the industry?

o What demographic trends represent opportunities or threats?
The size, age distribution, geographic dispersion, ethnic mix, and income distribution of a population are all
of great importance to the organisation.
Identifying the implications of changing demographic characteristics or population components for a future
strategic competitiveness is often a challenge for strategists.

Socio-Cultural Environment

Complex group of factors such as social traditions, values and beliefs, level and standards of literacy, the
ethical standards and state of society, the extent of social stratification, conflict, cohesiveness and so forth.
It differs from demographics in the sense that it is not the characteristics of the population, but it is the
behaviour and the belief system of that population.

The core beliefs of a particular society tend to be persistent.

It is difficult for a business to change these core values

This means, that businesses have to adjust to social norms and beliefs to operate successfully.

The social environment primarily affects the strategic management process within the organization in the
areas of mission and objective setting, and decisions related to products and markets.

Economic Environment

Economic conditions have a direct bearing over the business strategies.

The economic environment refers to the overall economic situation around the business and include
conditions at the regional, national and global levels.

It includes conditions in the markets for resources that have an effect on the supply of inputs and outputs of
the business, their costs, and the dependability, quality, and availability.

Economic environment determines the strength and size of the market.

The purchasing power in an economy depends on current income, prices, savings, circulation of money,
debt and credit availability.

Income distribution patterns determine the business possibilities.

The important point to consider is to find out the effect of economic prospect, growth and inflation on the
operations of the business.

For example - Higher interest rates harm businesses with high debt and reduce real estate market demand
by limiting loan access.
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Economic conditions, like GDP, per capita income, markets, capital, trade growth, and inflation, indicate a
nation's economic health.

Political-Legal Environment

Political-legal environment takes into account elements like the

o general level of political development,
the degree to which business and economic issues have been politicised,

the degree of political morality,
the state of law and order,

political stability,
the political ideology and practises of the ruling party,
the effectiveness and purposefulness of governmental agencies,
o and the scope and type of governmental intervention in the economy and industry.
It is partly general to all similar enterprises and partly specific to an individual enterprise.
The type of government running a country is a powerful influence on business.
Businesses must consider changes in requlations and the impact of taxes and duties on their operations.
Businesses prefer to operate in a country where there is a sound legal system.
Businesses need to understand laws protecting consumers, competition, and intellectual property, including
company and labor laws.

o 0O O O O O

Technological Environment

A highly important factor in the present times is technology.

Technology has changed the way people communicate and do things, the ways of doing business
Technology and business are linked and are interdependent on one another.

Businesses use new discoveries to adapt themselves for the advancement of society.

With the use of technology, many organisations are able to reduce paperwork, schedule payments more
efficiently, and coordinate inventories efficiently and effectively.

This helps to reduce the costs of companies, and shrink time and distance, thus, capturing a competitive
advantage for the company.

Technological changes affect business operations, often requiring significant alterations in operational and
marketing strategies.

Technology is leading to many new business opportunities as well as making obsolete (act as a threat also)
most of the existing business products and services.

Artificial intelligence, machine learning, robotic process automation is some of the new technological tools
that businesses are adopting and can act as both opportunity and threat to a business.

PESTLE- A tool to Analyse Macro Environment

The term PESTLE is often used to describe a framework for analysis of macro environmental factors.

o P-Political
E - Economic
S - Socio-cultural
T - Technological
L - Legal

o E-Environmental
Political, economic, social, and technological (PEST) analysis was the name given to the framework in the
past; however, later, the framework has been expanded to include environmental and legal factors as well.
PESTLE analysis involves identifying the political, economic, socio-cultural, technological, legal and
environmental influences on an organization and providing a way of scanning the environmental influences
that have affected or are likely to affect an organization or its policy.
The PESTLE analysis is simple to understand and guick to implement.
The advantage of this tool is that it encourages management into proactive and structured thinking in its
decision making.

O O O O
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We have already studied all other elements other than the Environmental factors

Environmental factors affect industries such as tourism, farming, and insurance. Growing awareness of climate
change is affecting how companies operate and the products they offer—it is both creating new markets and
diminishing or destroying existing ones.

Quick View of Elements of PESTLE Framework and related factors

Political Economic
e Political stability e Economy situation and trends
e Political principles and ideologies e Market and trade cycles
e Current and future taxation policy e Specific industry factors
e Regulatory bodies and processes e Customer/end-user drivers
e Government policies e Interest and exchange rates
e Government term and change e Inflation and unemployment
e Thrust areas of political leaders e Strength of consumer spending
Social Technological
e Lifestyle trends e Replacement technology/solutions
e Demographics e Maturity of technology
e Consumer attitudes and opinions e Manufacturing maturity and capacity
e Brand, company, technology image e Innovation potential
e Consumer buying patterns e Technology access, licensing, patents, property
e Ethnic/religious factors rights and copyrights
e Media views and perception
Legal Environmental
e Business and Corporate Laws e Ecological/environmental issues
e Employment Law e Environmental hazards
e Competition Law e Environmental legislation
e Health & Safety Law e Energy consumption
e International Treaty and Law e Waste disposal
e Regional Legislation

Internationalization of Business

Internationalization has emerged as the dominant commercial trend over the last couple of decades.

It enables a business to enter new markets in search of greater earnings and less expensive resources.
Additionally, expanding internationally enable a business to achieve greater economies of scale and extend
the lifespan of its products.

The strategic-management process mirrors domestic firms in global firms but is more complex due to extra
variables.

International strategy planning helps businesses systematically approach internationalization.

Scanning the external environment aids in identifying global market opportunities and threats.

Characteristics of a global business
To be specific, a global business has three characteristics:

It is a conglomerate of multiple units (located in different parts of the globe) but all linked by common
ownership.

Multiple units draw on a common pool of resources, such as money, credit, information, patents, trade
names and control systems.

The units respond to some common strategy. Besides, its managers and shareholders are also based in
different nations.
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Developing internationally
International development is expensive and challenging. Moving on in a thorough and structured manner is thus the
ideal approach to adopt. The steps in international strategic planning are as follows:

Evaluate global opportunities and threats and rate them with the internal capabilities.
Describe the scope of the firm's global commercial operations.

Create the firm's global business objectives.

Develop distinct corporate strategies for the global business and whole organisation.

Why do businesses go global?

Technological developments and evolving political views are two important factors in the rapid rise of
multinational organisations.
Because of technological advances, the process of internationalisation is now simpler than it was
previously.
Worldwide communication makes it easier to define and implement global strategy by linking corporate
headquarters with their abroad operations.
In addition, introduction of improved transportation has increased the mobility of money, people, raw
materials, and finished items. There are several reasons why companies go global. These are explained as
follows:
o The first and foremost reason is the need to grow.Organizations globally expand their operations to
tap into opportunities worldwide, fulfilling a basic organizational need.
There is rapid shrinking of time and distance across the globe,
m because of faster communication, speedier transportation, growing financial flow of funds
and rapid technological changes.
It is being realised that the domestic markets are no longer adequate.
o The competition present domestically may not exist in some of the international markets.
o There can be varied other reasons such as need for reliable or cheaper source of raw-materials,
cheap labour, etc.
Companies often set up overseas plants to reduce high transportation costs.
o Therise of services to constitute the largest single sector in the world economy.
o The apparent and real collapse of international trade barriers redefines the roles of state and
industry.
o Globalization enables firms worldwide to form strategic alliances, countering economic and
technological threats and capitalizing on their unique advantages.

o

International Environment
Assessments of the international environment can be done at three levels: multinational, regional, and country.

Multinational environmental analysis

identifying, anticipating, and monitoring significant components of the global environment on a large scale.
Understanding global developments covering economic and other macro elements is important.
Governments may have free or interventionist tendencies in economies that needs to be carefully
considered.

These characteristics are evaluated based on their present and expected future impact.

Regional environmental analysis

Regional environmental analysis is a more in-depth evaluation of the critical factors in a specific
geographical area.

The emphasis would be on discovering market opportunities for goods, services, or innovations in the
chosen location.

Country environmental analysis

Country environmental analysis has to take a deeper look at the important environmental factors.
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e Study of economic, legal, political, and cultural dimensions is required in order for planning to be successful.

Why companies should go global? Mention any five reasons.
(SA, Nov 2020, 5 Marks)

Industry Environment Analysis

Porter's Five Forces Model

e To understand the competitive environment of the company the managers need to focus only on the
important tasks rather than gathering bulk of unimportant information.

e The task of focusing only on important task can be done with the help of some well-defined concepts and
analytical tools.

e A powerful and widely used tool for systematically diagnosing the significant competitive pressures in a
market and_assessing the strength and importance of each is the five-force model of competition.

e This model holds that, the state of competition in an industry is a composite of competitive pressures
operating in flve major areas of the market.

Porter's Five Forces
Model-Competitive

Analysis
]
Threat from new Bargaining power of Bargaining power of Rivalry among Threat from
entrant customer Supplier current players substitutes

How to use it ?
The strategists can use the five-forces model to determine what competition is like in a given industry by
undertaking the following steps:
e Step 1: Identify the specific competitive pressures associated with each of the five forces.
e Step 2: Evaluate how strong the pressures comprising each of the five forces are (fierce, strong, moderate to
normal, or weak).
e Step 3: Determine whether the collective strength of the five competitive forces is conducive to earn
attractive profits.

Threat of New Entrants
e Profitability tends to be higher when other firms are blocked from entering the industry.
e New entrants can reduce industry profitability because
o they add new production capacity
m leading to increase supply of the product
m even at a lower price
o and can substantially erode existing firm's market share position.
e To discourage new entrants, existing firms can try to raise barriers to entry.
e Barriers to entry represent economic forces (or ‘hurdles’) that slow down or impede entry by other firms.
e Barriers to entry can be as follows

(i) Capital Requirements: When a large amount of capital is required to enter an industry, firms lacking funds are
effectively barred from the industry, thus enhancing the profitability of existing firms in the industry.

(ii) Economies of Scale:Economies of scale decrease per-unit cost as production volume increases, discouraging
new industry entrants.

(iii) Product Differentiation: Product differentiation creates unique product features, reinforcing entry barriers by
escalating new entrants' costs.
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(iv) Switching Costs - High switching costs, involving testing, negotiation, and training, often make buyers
reluctant to switch firms.

(v) Brand Identity - Strong brand identity, especially for high-cost, infrequent purchases, poses significant entry
barriers for new entrants.

(vi) Access to Distribution Channels - The control of physical distribution channels by existing firms impedes new
entrants' access, despite the internet's growth.

(vii) Possibility of Aggressive Retaliation - The threat of incumbents' retaliatory actions, like price cuts and
heightened advertising, can deter new firms from entering an industry.

Bargaining Power of Buyers
e The bargaining power of the buyers influences not only the prices that the producer can charge but also
influences costs and investments of the producer.
e This is because powerful buyers usually bargain for better services which involves more investment on the
part of the producer.
e Buyers of an industry’s products or services can sometimes exert considerable pressure on existing firms to
secure lower prices or better services. This leverage is particularly evident when
o Buyers have full knowledge of the sources of products and their substitutes
o They spend a lot of money on the industry’s products i.e. they are big buyers.
o The industry’s product is not perceived as critical to the buyer’'s needs and buyers are more
concentrated than firms supplying the product. They can easily switch to the substitutes available.

Bargaining Power of Suppliers
The more specialized the offering from the supplier, greater may be its clout.
Suppliers can influence the profitability of an industry in a number of ways. Suppliers can command bargaining
power over a firm when
e Their products are crucial to the buyer and substitutes are not available.

e They can lead to high switching costs.
e They are more concentrated than their buyers.

The Nature of Rivalry in the Industry
e The intensity of rivalry in an industry is a significant determinant of industry attractiveness and profitability.
e The competitors influence strategic decisions at different strategic levels.
e The impact is more evident at functional level, like in the prices being charged, more aggressive advertising,
and building pressures on costs, product and so on.
e The intensity of rivalry can influence the costs of suppliers, distribution, and of attracting customers and
thus directly affect the profitability.
e The more intensive the rivalry, the less attractive is the industry.
e Rivalry among competitors tends to be cutthroat and industry profitability low when
o Anindustry has no clear leader.
Competitors in the industry are numerous.
Competitors operate with high fixed costs.
Competitors face high exit barriers.
Competitors have little opportunity to differentiate their offerings.
The industry faces slow or diminished growth.

o O O O O

Industry Leader: A dominant industry leader can deter price wars and outlast smaller rivals due to superior financial
resources, preventing contests, as seen in India's domestic air travel industry.

Number of Competitors: An industry leader's pricing control weakens with more rivals, as seen in sectors like
handicrafts, where numerous producers intensify internal rivalry.

Fixed Costs: Organizations with high fixed costs often reduce prices to utilize excess capacity, leading to lower
industry profitability, as seen in sectors like airlines and telecommunications.
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Exit Barriers - Profitability increases when competitors with few exit barriers leave the industry, as firms with
specialized assets often can't easily exit, intensifying competition.

Product Differentiation:Industries allowing product differentiation, unlike sectors with undifferentiated
commodities like memory chips or natural resources, often see higher profitability due to reduced price wars.

Slow Growth - Declining industry growth leads to intensified rivalry as firms struggle to maintain or grow their
market share, reducing overall profitability.

Threat of Substitutes
e To predict profit pressure from this source, firms must search for products that perform the same, or nearly
the same, function as their existing products.
e Real estate, insurance, bonds and bank deposits for example are clear substitutes for common stocks,
because they represent alternate ways to invest funds.
e The threat of substitutes is great in many high tech industries as well.
For example
o introduction of digital filmless cameras virtually replace the film cameras and threatened the
existence of Eastman Kodak and Fuji Film.
o Further, the introduction of smartphones has replaced cameras to a great extent.

Industry attractiveness and profitability are shaped by the five forces, which govern key elements like cost and
investment, thus determining the potential for attractive profits.

Explain Porter’s five forces model as to how businesses can deal with the competition.
(MTP2, May 2018, 6 Marks) (RTP, Nov 2018, NA) (MTP2, Nov 2018, 6 Marks) (MTP1, May 2019, 5 Marks) (ICAI Study Material)
OR
Competitive pressures operate as a composite in five areas of the overall market. Elaborate.
(RTP, May 2021, NA)
OR
Explain briefly the competitive forces in any industry as identified by Michael Porter.
(SA, May 2018, 5 Marks)
OR
What are the five competitive forces in an industry as identified by Michael Porter?
(RTP, May 2022, NA)

What are the common barriers that are faced by new entrants when an existing firm earns higher profits?
(RTP, May 2018, NA) (RTP, May 2023, NA)
OR
Rahul Sharma is Managing Director of a company which is manufacturing trucks. He is worried about the entry of new businesses. What
kind of barriers will help Rahul against such a threat?
(RTP, May 2019, NA)

Buyers can exert considerable pressure on business. Do you agree? Discuss.
(RTP, Nov 2019, NA)
OR
Buyers of an industry's products or services can sometimes exert considerable pressure on the company. In the light of the five forces as
propagated by Michael Porter explain this force. Also state as to when this leverage is evident.
(SA, May 2023, 5 Marks)

Baby Turtle is a children’s clothing brand that has been created a new age demand for washable diapers. The major benefit for the brand
has been that not many companies have shown interest in the product, thinking it is not viable, however customers majorly working
mothers are loving their product. The core material needed for production is also used in many other water proofing products in various
industries. Baby Turtle sources this material from a renowned supplier at comparatively low prices. Which of the five forces of
competitive pressure would Baby Turtle experience due to above setup and what are major factors that create such pressure for a
product? Do you think Baby Turtle has an advantage in some way to fight off this pressure?

(ICAI Study Material)

Discuss in what conditions rivalry among competitors tends to be cut-throat and profitability of the industry goes down.
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(SA, Nov 2019, 5 Marks)

OR
What are the factors which determine the nature of rivalry in an industry?
(SA, Nov 2021, 5 Marks)

Eco-carry bags Ltd., a recyclable plastic bags manufacturing and trading company has seen a potential in the ever-growing awareness
around hazards of plastics and the positive outlook of the society towards recycling and reusing plastics.

A major concern for Eco-carry bags Ltd. are paper bags and old cloth bags. Even though they are costlier than recyclable plastic bags,
irrespective, they are being welcomed positively by the consumers.

Identify and explain that competition from paper bags and old cloth bags fall under which category of Porter’s Five Forces Model for
Competitive Analysis?

(RTP, May 2020, NA) (ICAI Study Material)

"The bargaining power of suppliers determines an industry's attractiveness and profitability." Discuss.
(SA, May 2022, 5 Marks)

There are many companies in the market offering COVID vaccine. Analyse the product in terms of threat of new entrants.
(SA, May 2021, 5 Marks)

Easy Access is a marketing services company providing consultancy to a range of business clients. Easy Access and its rivals have
managed to persuade the Government to require all marketing services companies to complete a time-consuming and bureaucratic
registration process and to comply with an industry code of conduct. Do you think that by doing this Easy Access and its rivals has an
advantage in some way to fight off competitors? Explain.

(RTP, Nov 2021, NA) (RTP, Nov 2023, NA)

Rajiv Arya is owner of an electrical appliance company that specializes in manufacturing of domestic vacuum cleaners. There are four
other manufacturers with similar products and sales volume. Current rival firms also own a number of patents related to the product. The
supplier base for procurement of raw material is also very large as there are multiple suppliers.

Identify Porter’s Five Forces that may be classified as significant for the company? Explain

(RTP, Nov 2022, NA) (MTP2, Nov 2023, 5 Marks)

A startup company is thinking of launching of a low cost detergent powder in the market. The market of the said product is already
dominated by a big FMCG player.

You are advised to put forward your suggestions to the management of the company to deal with the problems of 'Entry 'Barrier' while
launching the low cost detergent powder.

(RTP, Nov 2022, NA)

Pulkit was very confident about cloud kitchen business model, and he bought three real estate spaces in very hideous localities. Later due
to government and court orders the cloud kitchens had to be only operated in a well-ventilated space, which made his investment
redundant. What aspect of industry competition Pulkit currently faced as a result of this situation?

(MTP2, May 2023, 5 Marks) (MTP2, Nov 2023, 5 Marks)

Understanding Product and Industry
Product
e Businesses sell products. A product can be either a good or a service. It might be physical good or a service,
an experience. Business products have certain characteristics as follows:
e Products are either tangible or intangible.
Product has a price. Businesses determine the cost of their products and charge a price for them.
o The price that may be paid is determined by the market, the guality, the marketing, and the targeted
roup.
o On account of competition, businesses are not able to fix market price by adding profit margin on the
costs. Rather, they work on reducing the costs given the prevailing market price.
e Products have certain features that deliver satisfaction.
o A customer's cumulative experience with a product from its purchase to the end of its useful
life is an important component of a product feature.
e Product is pivotal for business.
o The product is at the centre of business around which all strategic activities revolve. The
product enables production, quality, sales, marketing, logistics and other business processes.
Product is the driving force behind business activities.
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A product has a useful life.

o Every product has a usable life after which it must be replaced, as well as a life cycle after
which it is to be reinvented or may cease to exist.

Product Life Cycle

An important concept in strategic choice is that of product life cycle (PLC).

It is a useful concept for guiding strategic choice.
Essentially, PLC is an S-shaped curve which exhibits the relationship of sales with respect to time for a
product that passes through the four successive stages of introduction, growth, maturity and decline.

This concept can also be used for businesses as well.

The first stage of PLC is the introduction stage

with slow sales growth,

in which competition is almost negligible,

prices are relatively high, and markets are limited.

The growth in sales is at a lower rate because of lack of awareness on the part of customers.

The second phase of PLC is growth stage

Rapid market acceptance.
In the growth stage, the demand expands rapidly, prices fall, competition increases, and market expands.

The customer has knowledge about the product and shows interest in purchasing it.

The third phase of PLC is the maturity stage

There is a slowdown in the growth rate.

The competition gets tough, and the market stabilizes.

Profit comes down because of stiff competition.

At this stage, organizations have to work to maintain stability.

In the fourth stage of PLC sales declines with sharp downward drift in sales.

The sales and profits fall down sharply due to some new product replaces the existing product.
So, a combination of strategies can be implemented to stay in the market either by diversification or

retrenchment.

' 3
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Advantage of the PLC

The main advantage of the PLC approach is that it can be used to diagnose a portfolio of products (or
businesses) in order to establish the stage at which each of them exists.

Particular attention is to be paid on the businesses that are in the declining stage. Depending on the
diagnosis, appropriate strategic choice can be made.

For instance, expansion may be a feasible alternative for businesses in the introductory and growth stages.
Mature businesses may be used as sources of cash for investment in other businesses which need

resources.
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A combination of strategies like selective harvesting, retrenchment, etc. may be adopted for declining
businesses. In this way, a balanced portfolio of businesses may be built up by exercising a strategic choice
based on the PLC concept.

Value Chain Analysis

Value chain analysis is a method of examining each activity in value chain of a business in order to identify
areas for improvements.
This analysis could be used to improve the sequence of operations, enhancing efficiency and creating a
competitive advantage. Value chain analysis can be used by businesses of all sizes, from sole
proprietorships to multinational organisations.
The two basic steps are involved

o identifying separate activities and

o assessing the value added from each.

Firm Infrastructure \

Human Resources Management x 2z

Technology Deveélopment

Procurement

Support Activities

Inbgupd Operations Outpognd Marketing & | Service
Logistics logistics Sales

Primary Activities

The primary activities of the organization are grouped into five main areas: inbound logistics, operations, outbound
logistics, marketing and sales, and service.

Inbound logistics are the activities concerned with receiving, storing and distributing the inputs to the
product/service. This includes materials handling, stock control, transport etc. Like, transportation and
warehousing.

Operations transform these inputs into the final product or service: machining, packaging, assembly,
testing, etc. convert raw materials in finished goods.

Outbound logistics collect, store and distribute the_ product to customers. For tangible products this would
be warehousing, materials handling, transport, etc. In the case of services, it may be more concerned with
arrangements for bringing customers to the service, if it is a fixed location (e.g. sports events).

Marketing and sales provide the means whereby consumers/users are made aware of the product/service
and are able to purchase it. This would include sales administration, advertising, selling and so on. In public
services, communication networks which help users’ access a particular service are often important.
Service are all those activities, which enhance or maintain the value of a product/service, such as
installation, repair, training and spares.

Each of these groups of primary activities are linked to support activities. These can be divided into four areas;

Procurement: This refers to the processes for acquiring the various resource inputs to the primary activities
(not to the resources themselves). As such, it occurs in many parts of the organization.

Technology development: All value activities have a ‘technology’, even if it is simply know-how. The key
technologies may be concerned directly with the product (e.g. R&D product design) or with processes (e.g.
process development) or with a particular resource (e.g. raw materials improvements).

Human resource management: This is a particularly important area which transcends all primary activities.

It is concerned with those activities involved in recruiting, managing, training, developing and rewarding
people within the organization.
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Infrastructure: The systems of planning, finance, quality control, information management, etc. are crucially
important to an organization’s performance in its primary activities. Infrastructure also consists of the
structures and routines of the organization which sustain its culture.

Attractiveness of Industry

Industry analysis helps identify issues and determine the industry's attractiveness, guiding strategists on whether it
presents a good opportunity or has poor prospects, crucial for capital investment decisions The important factors
on which the management may base such conclusions include:

The industry’s growth potential, is it futuristically viable?

Whether competition currently permits adequate profitability and whether competitive forces will become
stronger or weaker?

Whether industry profitability will be favorably or favorably affected by the prevailing driving forces?

An organization's competitive position and its potential to strengthen or weaken impact its profitability, even
in a lackluster industry, while strong rivals can make an attractive industry unappealing.

The potential to capitalize on the vulnerabilities of weaker rivals (perhaps converting an unattractive
industry situation into a potentially rewarding company opportunity).

Whether the company is able to defend against or counteract the factors that make the industry
unattractive?

The degrees of risk and uncertainty in the industry’s future.

The severity of problems confronting the industry as a whole.

Whether continued participation in this industry adds importantly to the firm's ability to be successful in
other industries in which it may have business interests?

As a general proposition, if an industry’s overall profit prospects are above average, the industry can be considered
attractive; if its profit prospects are below average, it is unattractive. Attractiveness is relative, not absolute.
Industry environments unattractive to weak competitors may be attractive to strong competitors.

Experience Curve

Experience curve akin to a learning curve which explains the efficiency increase gained by workers through
repetitive productive work.

Experience curve is based on the commonly observed phenomenon that unit costs decline as a firm
accumulates experience in terms of a cumulative volume of production.

It is based on the concept, “we learn as we grow”.

The implication is that larger firms in an industry would tend to have lower unit costs as compared to those
for smaller companies, thereby gaining a competitive cost advantage.

Experience curve results from a variety of factors such as learning effects, economies of scale, product
redesign and technological improvements in production.

Experience curve has following features:

As business organizations grow, they gain experience.
Experience may provide an advantage over the competition. Experience is a key barrier to entry.
Large and successful organizations possess stronger “experience effects”.

A typical experience curve may be depicted as follows:
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Cost Per Unit

Commulative Production in units

As a business grows, it understands the complexities and benefits from its experiences.

The concept of experience curve is relevant for a number of areas in strategic management.
e Forinstance, the experience curve is considered a barrier for new firms contemplating entry in an industry.
e Itis also used to build market share and discourage competition.

Value Creation
e Value creation is an activity or performance by the firm to create value that increases the worth of goods,
services, business processes or even the whole business system.
e Ultimately, this concept gives business a competitive advantage in the industry and helps them earn above
average profits/returns.
e Competitive advantage leads to superior profitability. At the most basic level, how profitable a company
becomes depends on three factors:
o the value customers place on the company'’s products;
m The value customers place on a product reflects the utility they get from a product—the
happiness or satisfaction gained from consuming or owning the product.
m Utility is something that customers get from a product. It is a function of the attributes of the
product, such as its performance, design, quality, and point-of-sale and after-sale service.
o the price that a company charges for its products; and
o the costs of creating those products.
e [tis basically the value the consumer wants to pay, over and above the price that the business wants to
charge from the consumer. This excess amount is called value creation, wherein the consumers value the
product or service more than it actually costs them.

Competitive advantage in two different ways
Michael Porter argues that a company can generate competitive advantage in two different ways, either through
differentiation or cost advantage.
e Differentiation means the capability to provide customers superior and special value in the form of product’s
special features and quality or in the form of aftersales customer service.
e As aresult of differentiation, a company can demand higher price for its products or services.
e A company will earn higher profits due to differentiation in case the expenses stay comparable to the costs
of competitors.

Value chain a tool to analyse origin of competitive advantage

Value chain analysis provides an excellent tool to examine the origin of competitive advantage. It divides the
organisations into two different strategically important group of activities, namely, primary activities and supporting
activities, which can help to comprehend the potential sources for differentiation and to understand an
organisation’s costs behaviour.

ABC Ltd. manufactures and sells air purifier ‘Fresh Breath’. The ‘Fresh Breath’ has seen sales growth of around 1% for the last two years,
after strong growth in the previous five years. This is due to new products entering the market in competition with the ‘Fresh Breath’. ABC
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Ltd. is therefore considering cutting its prices to be in line with its major rivals with a hope to maintain the market share. Market research
indicates that this will now cause a significant increase in the level of sales, even though in previous years price cuts have had little effect
on demand. ABC ltd. is also planning to launch a promotional campaign to highlight the benefits of the ‘Fresh Breath’ against its rival
products.

Identify and explain the stage of the product life cycle in which ‘Fresh Breath'’ falls.

(RTP, May 2021, NA)

Write short note on "Phases and significance of Product Life Cycle".
(MTP2, May 2022, 5 Marks)

OR
Write a short note on Product Life Cycle (PLC) and its significance in portfolio diagnosis.
(ICAI Study Material)

OR
The CEO of ABC Enterprises, Mr. Rasik Mehta, had the idea of creating a fitness shake called Robust, which prompted the company to
conduct research and development. The company conducted a market survey and feasibility study, which indicated that the idea was
feasible and had potential for profitability. Consequently, the product was manufactured, marketed, and launched, which led to its success.
As a result, the production of Robust grew, and it became widely available. However, with time, the demand for the product decreased,
leading to its obsolescence. Identify and explain the concept highlighted in the above case?
(MTP2, May 2023, 5 Marks)

A company has recently launched a new product in the market. Initially, it faced slow sales growth, limited markets, and high prices.
However, over time, the demand for the product expanded rapidly, prices fell, and competition increased. Identify the stages of the product
life cycle (PLC) that the company went through.

(RTP, Nov 2023, NA)

Explain briefly the primary activities that are grouped into five main activities under Value chain analysis.
(MTP2, May 2023, 5 Marks)

Explain the concept of the experience curve and highlight its relevance in strategic management.

(RTP, May 2018, NA) (MTP2, Nov 2018, 5 Marks) (MTP1, Nov 2020, 5 marks) (ICAI Study Material)
OR

Write a short note on relevance of experience curve.

(MTP2, May 2018, 4 Marks)

Market and Customer

e A market is a place for interested parties, buyers and sellers, where items and services can be exchanged
for a price.

e The market might be physical, such as a departmental store where people engage in person. They may also
be virtual, such as an online market where buyers and sellers do not meet in person but tools of technology
to strike a deal.

e In addition to this broad definition, the term market can apply to a wide range of contexts. For example, it
might be used to describe the stock exchange, where securities are traded. It may also refer to a group of
individuals trying to buy a specific commodity or service in a specific place, such as grain or vegetable
market where farmers come to sell their produce.

e It may also be used to define a business or industry, such as the global oil market.

Marketing

e The term "marketing" encompasses a wide range of operations, including research, designing, pricing,
promotion, transportation, and distribution.

e Often market activities are categorised and explained in terms of four Ps of marketing — product, place,
pricing, and promotion.

e These four kinds of marketing activities help marketers identify customer needs so they may meet their
demands and deliver satisfaction.

e Delivering the best customer experience and establishing, maintaining, and growing relationships with
customers are the main goals of marketing.

Neeraj Arora | www.edu91.org 2.14


http://www.edu91.org

Chapter 2 - Strategic Analysis: External Environment

Customer

A customer is a person or business that_buys products or services from another organisation.

Customers are important because they provide revenue and organisations cannot exist without them.
Businesses compete for customers by either marketing their products aggressively or reducing prices to
expand their customer base.

The terms customer and consumer are practically synonymous and are frequently used interchangeably.
There is, however, a thin distinction. Individuals or businesses that consume or utilise products and services
are referred to as consumers.

Customers are the purchasers of products and services in the economy, and they might exist as consumers
or only as customers.

Businesses routinely research the characteristics of their consumers in order to finetune their marketing
strategies and adjust their inventory to attract the most customers.

Customers are frequently categorised based on demographics like as age, race, gender, ethnicity, economic
level, and geographic region, which may all assist businesses in developing a profile of a perfect customer.

Customer Analysis

Customer analysis is an essential marketing component of any strategic business plan.
It identifies target clients, determines their wants, and then defines how the product meets those needs.
Customer analysis includes

o the administration of customer surveys,

o the study of consumer data,

o the evaluation of market positioning strategies,

o development of customer profiles, and

o the selection of the best market segmentation techniques.
A number of parties, including buyers, sellers, distributors, salespeople, managers, wholesalers, retailers,
suppliers, and creditors, can assist in gathering information to effectively assess the needs and desires of
consumers.

Customer Behaviour

Customer behaviour explains how they purchase products.

It examines elements like shopping frequency, product preferences, and the perception of your marketing,
sales, and service offerings.

Understanding these details allows businesses to communicate with customers in an effective manner.
Understanding the behaviours of customers enables businesses to establish effective marketing and
advertising campaigns, provide products and services that meet their needs, and retain customers for
repeat sales.

Consumer behavior may be influenced by a number of things. These elements can be categorized into the following
three conceptual domains:

External Influences - External influences, like advertisement, peer recommendations or social norms, have a
direct impact on the psychological and internal processes that influence various consumer decisions. These
aspects are divided into two groups — the company's marketing efforts and the numerous environmental
elements.
Internal Influences - Internal processes are psychological factors internal to customer and affect consumer
decision making. Consumer behaviour is influenced by a combination of internal and external influences,
including motivation and attitudes.
Decision Making - A rational consumer gathers information, weighs pros and cons, and integrates this with
prior knowledge to make an informed decision The stages of decision making process can be described as:

> Problem recognition, i.e., identify an existing need or desire that is unfulfilled

> Search for desirable alternative and list them

> Seeking information on available alternatives and weighing their pros and cons.

> Make a final choice
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This decision-making process is common for significant purchases like cars or appliances, contrasting with
more casual choices like buying ice creams or soft drinks.

e Post-decision Processes - Post-purchase, consumers evaluate their satisfaction, with happy customers
likely to repurchase and recommend, while dissatisfied ones won't repeat or endorse the product.

Competitive Strategy
e Competition is a fundamental attribute of economic systems and business.
e Businesses compete with each other for the same set of resources and customers.
e Competition within an industry often aims to enhance the quality of services or improve the goods produced

by firms.
e Competitive strategy defines how a firm expects to create and sustain a competitive advantage over
competitors.

Having a competitive advantage over competitors means being more profitable in the long run.
e The competitive strategy of a firm within a certain business field is analysed using two criteria
o the creation of competitive advantage and
o the protection of competitive advantage.

Competitive Landscape
- Competitive landscape is about identifying and understanding the competitors
- Understanding of competitive landscape requires an application of “competitive intelligence”
- Helps in assessing the competitor's strengths and weaknesses.
- Helpsin choosing the strategy.

- Ultimately helps in building the_competitive advantage.

Steps to understand Competitive Landscape
Identify the competitor

Understand the competitors

Determine the strengths of the competitors
Determine the_weaknesses of the competitors
Put all of the information together

abrwn =

Identify the competitor
e First step is to identify
e Actual data about their respective market share
e Answers the question “Who are the Competitors”

Understand the competitors
e Understand the products and services

e Answers”What are their product and Service”
e How - Reports, Internet, Newspaper, Industry reports etc.

Determine the strengths of the competitors
e Many Questions

Financial Position

Cost & Price Advantage
Next Move

Distribution Network
Human Resource Strength

o O O O O

Determine the weaknesses of the competitors
e Consumer reports
e Media Reports
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e Answers “Where are they lacking”

Put all the information together

e Draw inferences
o Not offered by Competitor
o Fill the gap
o Areas to be strengthen

e Answers the questions
o What will the business do with this information?
o What improvements does the firm need to make?
o How can the firm exploit the weaknesses of competitors?

Key factors for competitive success
e Anindustry’s Key Success Factors (KSFs) are those things that most affect industry members’ ability to
prosper in the marketplace -

o the particular strategy elements, product attributes, resources, competencies, competitive
capabilities, that spell the difference between profit and loss and,

m ultimately, between competitive success or failure.

o KSFs by their very nature are so important that all firms in the industry must pay close attention to
them.

o Misdiagnosing the industry factors critical to long-term competitive success greatly raises the risk of
a misdirected strategy.

o Hence, using the industry’s KSFs as cornerstones for the company’s strategy and trying to gain
sustainable competitive advantage by excelling at one particular KSF is a fruitful competitive
strategy approach.

o Key success factors vary from industry to industry and even from time to time within the same
industry as driving forces and competitive conditions change. Only rarely does an industry have
more than three or four key success factors at any one time. And even among these three or four,
one or two usually outrank the others in importance.

Identifying Key Success Factors
The answers to three questions help identify an industry’s key success factors:
e On what basis do customers choose between the competing brands of sellers? What product attributes are
crucial to sales?
e What resources and competitive capabilities does a seller need to have to be competitively successful,
better human capital, quality of product or quantity of product, cost of service, etc.?
e What does it take for sellers to achieve a sustainable competitive advantage, something that can be
sustained for long term?

Suresh Singhania is the owner of an agri-based private company in Sangrur, Punjab. His unit is producing puree, ketchups and sauces. While
its products have significant market share in the northern part of country, the sales are on decline in last couple of years. He seeks help of a
management expert who advises him to first understand the competitive landscape.
Explain the steps to be followed by Suresh Singhania to understand competitive landscape.
(RTP, May 2018, NA) (ICAI Study Material)

OR
Explain the steps to understand the competitive landscape?
(MTP2, May 2018, 5 Marks)

OR
Dinesh Yadav is the owner of a beverage-based private company in Sonipat, Haryana. His unit is producing fruit juices, cold drinks, soda and
lime. While its products have significant market share in the northern part of country, the sales are on decline in last couple of years. He
seeks help of a management expert who advises him to first understand the competitive landscape. Explain the steps to be followed by
Dinesh Yadav to understand competitive landscape.
(MTP1, May 2019, 5 Marks)

OR
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What do you understand by ‘Competitive Landscape’? What are the steps to understand the competitive landscape?
(SA, May 2019, 5 Marks) (MTP1, Nov 2022, 5 Marks)
OR
"Understanding the competitive landscape is important to build upon a competitive advantage". Explain.
(SA, July 2021, 5 Marks)

Define key success factors (KSFs).
(RTP, Nov 2018, NA)

Examine the significance of KSFs (Key Success Factors) for competitive success.
(SA, Nov 2018, 3 Marks) (MTP1, May 2021, 5 Marks)

STRATEGIC ANALYSIS
Meaning
e For strategy formulation analysis of a firm's external environment and its internal resources and capabilities
is required.
e The analysis of a co.s external & internal situation is called strategic analysis keeping in mind the 2
important situational considerations:
e Industry & competitive conditions
e Company’'s own competitive capabilities, resources, internal strengths & weaknesses & market
position

Without a perceptive understanding of the strategic aspects of a company’s external and internal environments, the
chances are greatly increased that managers will finalise a strategic game plan that doesn't fit the situation well, that
holds little prospect for building competitive advantage, and that is unlikely to boost company performance.

Issues to be considered for strategic analysis
Strategy evolves over a period of time.
- Strategy evolves over a period of time. Strategy is a result of a series of small decisions taken over an
extended period of time.
- Strategy evolves from experience and needs constant review and revision as the results start showing up.

Balance
- The process of strategy formulation is often described as one of matching the_internal potential of the
organisation with the external environmental opportunities.
- There should be a workable (& not perfect as in reality the perfect match isn’t feasible) match of the jinternal
potential of org. with environmental opportunities. Managers responsible for strategic decisions must
balance opportunities, influences & constraints.

Risks
An important aspect of strategic analysis is to identify potential imbalances or risks and assess their consequences.
Potential imbalances are created because of internal and external factors.
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TIME

SHORT TIME LONG TIME

Changes in the
environment lead to
obsolescence of
strategy.

Errors in interpreting
the environment cause
strategic failure

Inconsistencies wit
strategy are develo
on account of chan
in internal capacitie
and preferences.

Strategic Risk

Organizational
capacity is unable t
cope up with strate
demands.

INTERNAL EXTERNAL

Strategic Risk

e External risks- occur due to inconsistencies between strategies & forces in the environment
o Short-Time - Errors in_interpreting the environment cause strategic failure
o Long-Time - Changes in the environment lead to obsolescence of strategy.
e Internal risks- occur because of forces within the firm or are directly interacting with org.
o Short Time - Organizational capacity is unable to cope up with strategic demands.
o Long-Time - Inconsistencies with the strategy are developed on account of changes in internal
capacities and preferences.

Customer Analysis"——l Segments, motivations, unmet needs. "\

Strategic groups, performance,
Competitor Analysis"— objectives, strategies, culture,

cost structure.

Opportunities,

r—I External

List of analysis
that a business
undertakes to
plan a strategy

\—l Internal

Strategy Identification & Selection
After Undertaking the above mentioned analysis, following steps are taken

e Identify strategic alternatives
e Select strategy

e Implement the operating plan
[ ]

Review strategies

Market Analysis

Size, growth,
profitability, entry
barriers

Technological,

Environmental
Analysis

government,
economic, cultural,

demographic.

Performanc
e Analysis

Profitability, sales, customer

satisfaction, product qualify,

relative cost, new products,
human resources.

Past and current strategies,

strategic problems,

Determinants
Analysis

organizational Capabilities and
constraints, financial resources,
strengths, and weaknesses.

threats, trends,
and Strategic
uncertainties

—

e ——————

Strategic strengths,
weaknesses,
problems,
constraints, and

R

uncertainties
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ntroduction es to internal environment assessment,

Strategic Analysis is equally important when it com
The internal environment encompasses people, stakeh
structure, and organizational culture, all defining an organ

specific to each organisation. ) . _
Thus, it is even more important to understand the internal environment from a strategic analysig

perspective.

eholders, processes, infras.tructure, admi”istrati
ization's identity. The internal environmem‘i’:

Understanding Key Stakeholders

Who are Stakeholders and how do we identify them?

All those individuals and entities that have a stake in its sugcess and can |mpac'lc it as well.
They may be the employees, shareholders, investors, suppliers, customers, regulators and so on,

They have the power to influence the strategy or performance of that' org.anisation. ' .
Each stakeholder exerts a different level of influence and can have differing levels of interest in the

organisation. D
Since the expectations of key stakeholders can influence the organisation’s strategy, a clash of Objectiyes

may have unfavourable consequences for the organisation.

Mendelow’s Matrix . .
e The Mendelow Stakeholder matrix (also known as the Stakeholder Analysis matrix and the POWGT\lnterest

matrix) is a simple framework to help manage key stakeholders. -
Mendelow suggests that one should analyse stakeholder groups based on Power (the ability to influence

organisation strategy or resources) and Interest (how interested they are in the organisation succeeding),
A thing to remember is that all stakeholders may seem to have lots of power and organisation may hope
they would have lots of interest too. But in reality, some stakeholders will hold more Power than others, anq
some stakeholders will have more Interest than others

For example, a big shareholder is likely to have high power and high interest in the organisation, whereas a
big competitor would have high power to impact strategy, but potentially less Interest in success of rival

organisation.

Developing a Grid of Stakeholders

4
X .
Q Consult Often Increase thelr Manage closely involve in
x Interest can be hindrance to { decision making engage
new Ideas or strateglc i regularly and build strong
cholce, 1 | relationship. A
! 2
o o £
Y S T
Y LOW PRIORITY. "KEEP.INFORMED
“'. =t Lo O - " = e
c
o Monitor only, no engagement Utllise the high interest by
S General occaslonal engaging In decisions.
2 communlcation. Consuit in their areas of
° .
Q r# // expertise and interest; ‘
f .
‘“-[6-W-1 e emmmsccccmecccccm e e e e ccac e e ——————— >
Interest in the Organisation HIGH @

In the above figure, we see categorisation of stakeholders into four groups by Mendelow's;

3.1
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KEEP SATISFIED Stakeholders; Hj
work with these people to @Mss interested people - Organisation should put in enough
N raple, benks, government, CUStomers’set'sd with their intended information on a regular basis. For

KEY PLAYERS Stakeholders; H
Igh power, highly interested people - Organisation's aim should be to fully

engage'(hicsj ’g(roul)t:f stakeholders, making the greatest efforts to satisfy th ] ice, build
actions and keep them informed wj ' - . B e
B DFottore o with all information on a regular basis. For example, Shareholders, CEO,

LOW PRIORITY Stakeholders:
with no actions to satisfy t?\';'r tow Power, less interested people - Organisation should only monitor them
Xpectations. Strategically, minimal efforts should be spent on this group of

stakeholders while keeping an
. .
 (EBEE FRGARINES IFanl, howuses etcmk if their levels of interest or power change. For example,

KEEP INFORMED St .

e fap';eohcilderz. Low power, highly interested people - Organisation should adequately

S iercesEn alsgilel p €an communicate with them to ensure that no major issues arise. This
elp with real time feedbacks and areas of improvement for an organisation. For

example, employees, vendors, suppliers, legal experts, etc.

stakeholders can move between quadrants

:]\in ;\Tp;rrt:r’:itchm%that stcrate-gists should be aware of, is the importance to remember that environment is
ghly dynamic and certain things might happen that can cause stakeholders to suddenly move between
quadrants.

For example, Inadvgrtent regulatory breaches, like GST non-compliance, shift stakeholder positions
Changes in tr!e epwronment necessitate re-analyzing Mendelow's grid to adapt stakeholder management
and communication strategies

Assessing the current performance of the business- Strategic Drivers
e Animportant aspect of internal analysis is assessing the current performance of the business. And in

assessing current performance, we need to consider the strategic drivers that differentiates an organisation
from its competitors.
It involves analysis of
o the key markets in which the organisation operates,
as well as its key customers,
the products and services it provides,
the channels in which the products or services are delivered, and

the organisation’s competitive advantage.
The key strategic drivers of an organisation include:
o industry and markets
o customers
o products/services
o channels

O O O O

Industry and Markets

Similar companies are grouped together into industries.
Industry grouping is based on the primary product that a company makes or sells.

For example, Maruti, Mahindra, Tata Motors, TVS, Bajaj Auto, are all selling automotives as their primary

product and thus categorised into Automotive Industry.

A market is defined as the sum total of all the buyers and sellers in the area or region under consideration.
o The market may be a physical entity or may be virtual like e-commerce websites and applications.

urther be local or global, depending on which all countries the business sells its products in.

o Itmayf

3.2
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o itwould be incorrect to say that market is the same for all businesses. Each businegg has itg ol
of customers i.e. market and more so, each product within a business has its own market. For\n%
égr_nple, for a FMCG brand selling Shampoos, Dairy Products, Flours, Washing Pow

. er' etC. - each
product line will have a separate market to cater to and therefore build strategies Specific tg the
market of concern.

Analysing Industry and Markets

A tool used for this is called - Strategic Group Mapping. ' I

Strategic group mapping is a technique used for industry & Competitive a'malys s
1. Helps in Identifying companies that are in strongest/weakest positions
2. One technique for revealing the competitive positions of industry participants is strategic group mapping.
3. ltis a useful analytical tool for comparing the market positions of each firm separately or group wige Whe

an industry has so many competitors that it is not practical to examine each one in depth.
4. A strategic group consists of those rival firms with
a. similar.competitive approaches and
b. Positions in the market.
c. Theyresemble each other in several ways. (product, price etc). ‘ .
5. The procedure (I-PAD) for constructing a strategic group map and deciding which firms belong in which
strategic group is straightforward: ‘ _ .
a. [dentify the competitive characteristics that differentiate firms in the industry typical varia
price/quality range (high, medium, low);
b. Plot the firms on a two-variable map using pairs of these differentiating characteristics.
C. Assign firms that fall in the same strategy space to the same strategic group.
d. Draw circles around each strategic group making the circles proportional to the size of
respective share of total industry sales revenues.

bles are

the groyp's

Customers
* Understanding the different types of customers is the first step in deciding the product/service.
Different customers may have different needs and require different sales models or distribution channels,

Collecting data on customer trends and profitability is crucial as customers are key to an organization's

profit generation.

o lIssues with customers can be identified, and target areas for growth can be pursued based on the
findings.

® Another interesting concept is the difference between Custo

mer and Consumer - while a customer is the one

who buys a product/service, the consumer is the one who finally uses/consumes the bought product or
service.

¢ In pricing, prioritise customer importance; for
decision making.

value creation and design, focus on consumer-centric

Product/Services
e Business should identify the key products/ services that the organisation offers and how those
products/services are performing.
e Itattempts to answer the general question:

o What business are we in and what should be done to win over competition in each product/service
we serve.

¢ Product stands for the combination of “goods-and-
Strategies are needed for managing existing produ

services” that the company offers to the target market.

ct over time, adding ne ing failed
products. g new ones and dropping
e Strategic decisions must also be made regarding branding, pa g fi 58
ck ssucha
warranties. 9, packaging and other product feature

/——/
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products can also be differentiat -
service and so on. - edonthe basis of size, shape, colour, packaging, brand names, after-sales

organizations seek to hammer into

Customers’ minds that their products are different from others.
fentiation is real or imaginary.

ychological rather than physical.

aded to believe that the marketer’s product is different from others.
fferentiation through designating ‘brand names'’ to their respective
orced with legal sanction and protection.

fy the product and the organization behind it.

ge is built around brands through advertising and other promotional

It is enough if customers are persu
oOrganizations formalize product di
products. These are generally reinf
Brands enable customers to identi
The products and even firms' ima
strategies.

¢ Customers tend to develop strong brand loyalty for a particular product over a period of time.

For a NnewW product, pricing strategies for enterin
objectives must be kept in mind:

e Havea customer-centric approach while making a product.

e Produce sufficient returns through a reasonable margin over cost.
e Increasing market share.
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g a market need to be designed and for that matter at least three

Marketing strategies To reach out to customers
Products and services need heavy investment in reaching out to customers. Over the years, a number of marketing

strategies have been evolved, which are given to handle marketing strategically and fight the competition in the
market.

o Social Marketing: It refers to the design, implementation, and control of programs seeking to increase the
acceptability of a social idea, cause, or practice among a target group to bring in a social change. For
instance, the publicity campaign for prohibition of smoking in Delhi explained the place where one can and
can’t smoke and also indicates that smoking is injurious to health.

e Augmented Marketing: This type of marketing includes additional customer services and benefits that a
product can offer besides the core and actual product that is being offered. It can be in the form of
introduction of hi-tech services like movies on demand, online computer repair services, secretarial services,
etc. Such innovative offerings provide a set of benefits that promise to elevate customer service to
unprecedented levels.

e Direct Marketing: Marketing through various advertising media that interact directly with consumers,
generally calling for the consumer to make a direct response. Direct marketing includes catalogue selling,
e-mail, telecomputing, electronic marketing, shopping, and TV shopping.

¢ Relationship Marketing: The process of creating, maintaining, and enhancing strong, value-laden
relationships with customers and other stakeholders. For example, Airlines offer special lounges at major
airports for frequent flyers. Thus, providing special benefits to select customers to strengthen bonds. It can
go a long way in building relationships.

e Services Marketing: It is applying the concepts, tools, and techniques, of marketing to services. Services is
any activity or benefit that one party can offer to another that is essentially intangible. This marketing
requires different marketing strategies since it has peculiar characteristics of its own such as inseparability,

variability etc.

¢ Person Marketing: People can also be marketed. Person marketing consists of activities undertaken to
create, maintain or change attitudes and behaviour towards particular person. For example, politicians,
sports stars, film stars, etc. i.e., market themselves to get votes, or to promote their careers.
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e Organization Marketing: It consists of activities undertaken to create, maintain, or M%&and\\
behaviour of target audiences towards an organization. Both profit and non-profit organizationg Practice

organization marketing.

e Place Marketing: Place marketing involves activities undertaken to mmmm or Qhﬂﬂﬂﬂ_a_uugq_ﬁs
and behaviour towards particular places say, marketing of business sites, tourism marketing.

e Enlightened Marketing: It is a marketing philosophy holding that a company’s marketing s.hould SUpport the
best long-run performance of the marketing system that is beyond the prgvalllng mlnc:set., its five principlag
include customer-oriented marketing, innovative marketing, value marketing, sense-o -mlSSl%ql

and societal marketing.

e Differential Marketing: It is a market-coverage strategy in which a firm decides to .tar.get several market
segments and designs separate offer for each. For example, Hindustan Unilever Limited has Lifebuoy, Lyy
and Rexona in popular segment and Dove and Pears in premium segment.

e Synchro-marketing
o When the demand for a product is irreqular due to season, some parts of the day, or on hour bagjg,
causing idle capacity or overworked capacities, synchro-marketing can be t_Jsed to find ways to alter
the pattern of demand through flexible pricing, promotion, and other incentives.
o For example, products such as movie tickets can be sold at lower price over weekdays to generate
demand.

e Concentrated Marketing: It is a market-coverage strategy in which a firm goes after a_large share of one or
few sub-markets. It can also take the form of Niche marketing.

o Demarketing: It includes marketing strategies to reduce demand temporarily or permanently. The aim is pot
to destroy demand, but only to reduce or shift it. This happens when there is overfull demand. For example,
buses are overloaded in the morning and evening, roads are busy for most of times, zoological parks are
over-crowded on Saturdays, Sundays and holidays. Here demarketing can be applied to reqgulate demand.

Channels
e Channels are the distribution system by which an organisation distributes its product or provides its service.
e Channel analysis is crucial for businesses aiming to expand into new markets, as it helps develop or
leverage existing channels to reach new customers effectively.
o Forinstance, a healthcare brand targeting elderly customers should focus on offline strategies, using
agents to physically reach out, as many elderly aren't active on smartphones.
e Examples
o Lakme - sells its products via retail stores, intermediary stores (like Nykaa, Westside, Reliance
Trends), as well as online mode like amazon, flipkart, nykaa online and its own website.
o Boat Headphones - only online via e-commerce platforms like flipkart and amazon
o Coca Cola - retail shops across the nation, in each district, each town as well as online mode via
dunzo, blinkit, etc.
e The wider and stronger the channel the better position a business has to fight and win over competition.
[}

Robust channels of business distribution help keep new players away from entering the industry, thus acting
as barriers to entry.

There are typically three channels that should be considered: sales
® The sales channel - These are the intermediaries involved |

ultimately to the end user. Determine which intermediaries
end user, like agencies in fashion retail,

channel, product channel and service channel
n selling the product through each channel and
need to sell your product to ensure it reaches €
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e The product channel - The product ¢

the prOdect on its path from its prodl:‘::rntel focuses on the series of intermediaries who physicall handle
e The service channel 0 the end user.

o The service channel consi
nsists iti
post-purchase for the eng use(:f entities that support a product through the sales process and

Service cha i ing complex installation
or customer support like a Bos nnels are vital for products needing comp

[k T P Sr ch dishwasher sold and installed by Bosch-contracted personnel.
Mr. Banerje marketing department o . e .
atnational level. He wishes to study the market ;:smi:gfgftfmng company. His company is in direct competition with thirteen companies

Name the tool that may be used by Mr. Banerjee? Explain th enval companies by grouping them into like positions.

: /e OR
A manufacturing company is in direct co i : ) ' :
company wishes to study the market Mpetition with fifteen companies at national level. Head of marketing department of this

position of ri i ; . : e
Him/her. Explain TS e R tnval companies by grouping them into like positions. Name the tool that may be used by

(SA July 2021,5 Marks) 0 implement the techniques.

: . . OR
What is a Strategic Group? Discuss the procedure for cons

tructing a strategic group map.
(RTP, May 2019, NA) (MTP2, May 2021, 5 Marks) (MTP2, May 2(?22, 5 Magl?ks)g R

Distinguish between social marketing and service marketing. == — — =

(SA, May 2018, 5 Marks) (MTP1, Nov 2022, 5 Marks) (RTP, Nov 2023, NA)

es.

Define Augmented Marketing. Give two exa;r1p|
(SA, Nov 2018, 2 Marks)

Role'of Resources and Capabilities : Building Core Competency
Meaning
]

e An organisation’s combination of technological and managerial know-how, wisdom and experience are a

complex set of capabilities and resources that can lead to a competitive advantage compared to a
competitor.
Core competencies distinguish a company competitively and reflect its personality.
These competencies emerge over time through an organisational process of accumulating and learning
how to deploy different resources and capabilities

e According to C.K. Prahalad and Gary Hamel, major core competencies are identified in three areas -
competitor differentiation, customer value, and application to other markets.

Three Areas -
Competitor differentiation
e The company can consider having a core competence if the competence is unique and it is difficult for
competitors to imitate.
e This can provide a company an edge compared to competitors.
It allows the company to provide better products or services to market with no fear that competitors can
copy it.

Competence does not necessarily have to exist within one company in order to define as core competence.
Although all companies operating in the same market would have the equal skills and resources, if one company
can perform this significantly better; the company has obtained a core competence.

Customer Val Ue (dispropertionate contribution to customer Value)

¢ The second condition to be met is ggs_tgmgua&g.. |
e When purchasing a product or service it has to deliver a fundamental benefit for the end customer in order

to be a core competence. . i
e It will include all the skills needed to provide fundamental benefits.

Core competencies are capabilities that serve as a source of competitive advantage for a firm over its rivals.

) 3.6
Neeraj Arora | www.edu91.0rg




— ~~

Chapter 3: Strategic Analysis : Internal Environment

reason to cho
e The service or the product has to have real impact on the customer as the Oseto Purchag,

them.

Application of competencies
e Unique set of skills and expertise,
e which will be used throughout the organisation
e to open up potential markets to be exploited.
e Must be applicable to a range of products.

it competence as co
If the three above-mentioned conditions are met, then the company can regard it comp %

How To Build Core Competencies
Four specific criteria of sustainable competitive advantage that firms
are core competencies.

1. Valuable

2. Rare

3. Costly to imitate

4. Non-Substitutable

can use to determine those capabilitigg the

Value / Valuable
e [t should create value for customers. .
e Allow the firm to exploit opportunities or avert the threats in its external environment.
e For example human capital is important in creating value for customers.

e Core competencies are very rare capabilities and very few of the competitors possess this. }

e Capabilities possessed by many rivals are unlikely to be sources of competitive advantage for any one of
them.

e Competitive advantage results only when firms develop and exploit valuable capabilities that differ from

those shared with competitors.

Costly to imitate
e Costly to imitate means such capabilities that competing firms are unable to develop easily.
e For example: Intel has enjoyed a first-mover advantage more than once because of its rare fast R&D cycle
time capability that brought SRAM and DRAM integrated circuit technology, and brought microprocessorsta
market well ahead of the competitor. - IS
e The product could be imitated in due course of time, but it was much more difficult to imitate the R&D CYQ'
time capability.

|

Non-substitutable
e Capabilities that do not have strategic equivalents are called non-substitutable capabilities.

Explain the meaning of core competencies.
(SA, May 2018, 2 Marks)

strengthen its top position in the retail industry. Marshal, the CEO
focus on lowering the costs of procurement of products,
Highlight and explain the core competence of the ‘Value for Money' retail chain
(RTP, Nov 2018, NA) (ICAI Study Material) ;
‘Speed’ is a leading retail chain, o tof i an

Is ale . , On account of its ability to operate its busines
top ppsﬂ:on in the retail industry. The Chief executive of the retail chain issoat N
lowering the costs of procurement of products, Highlight and explain the core ¢

costs. The retail chain aims to further SUeMA
f the view that to achieve the goals they sho
ompetence of the retail chain. 3
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/
(MTP2, May 2019, 5 Marks) (RTP, Nov 2020, NA)

e = e D
Rohit patel is having a small chemist shop in the cent R T i e

competitive advantage over online medicine s ellers? ral part of Ahmedabad. What kind of competencies Rohit can build to gain
(RTP, May 2019, NA) (ICAI Study Material)

——

/ . ——
Major core competencies are identified in three areas A

DISCUSS. - Competitor differentiation, customer value and application to other markets.
(RTP. Nov 2019, NA)

g y OR
Core competencies provide an edge to a business over its i

(RTP, Nov 2021, NA) competitors.

core competencies provide an edge to a business i QR ; : :
competencies are identified. over its competitors. Discuss. Also, briefly state the three areas in which major core
(SA, Jan 2021, 5 Marks)

e ————— e

C:g;?::;j: :;2?1: ;erﬁt;/\/a;uazbvlshtr:gee, tchoas;tlgfrto imitate, and non-substitutable are core competencies. Explain these four specific criteria of
3 Ms can use to determine those capabiliti i
(RTP, May 2020, NA) pabilities that are core competencies.

OR

There are four s_pemﬂc cr{tena of sustainable competitive advantage that firms can use to determine those capabilities that are known as
core competencies. Explain.

(SA, May 2022, 5 Marks)

Eombining External and Internal Analysis (SWOT ARalySis)
e SWOT analysis is the analysis of a business's strengths, weaknesses, opportunities and threats.

The primary objective of a SWOT analysis is to help organizations develop a full awareness of all the factors
(external as well as internal), involved in making a business decision.

e SWOT analysis should precede all company actions, including exploring new initiatives, updating internal
policies, or considering growth opportunities and plan alterations.

e One shall also use SWOT analysis to discover recommendations and strategies, with a focus on [everaging
strengths and opportunities to overcome weaknesses and threats.

e SWOT analysis, since its inception, has become a key tool for business growth, helping to assess current
operations and identify both sirengths and areas needing improvement.

e The benefit of this analysis is that it identifies the complex issues for an organisation and puts theminto a
simple framework.

e A major critigue of SWOT analysis is its general lack of evaluation in a competitive context for strengths,
weaknesses, opportunities, and threats.

Rohit Sodhi runs a charitable organization for promotion of sports in the country. His organization conducts regular free training camps
for youths interested in pléying cricket, football, hockey, badminton and so on. Many of his trainees have reached national level contests.
Rohit noticed that with success of IPL (Cricket) tournament there is an increasing trend to extend similar format in other sports as well. He
wishes to know how the development is going help sports and to which industries it will offer opportunities and threats.

(ICAI Study Material)

What is an opportunity?
(RTP, May 2018, NA)

Write a short note on SWOT analysis.
(SA, May 2018, 3 Marks) (RTP, Nov 2018, NA) (RTP, May 2021, NA) (()I\éITPL Nov 2023, 5 Marks)

Why is it necessary to do a SWOT analysis before selecting a particular strategy for a business organization?

(MTP1, Nov 2018, 5 Marks) R

What is the purpose of SWOT analysis? Why is it necessary to do a SWOT analysis before selecting a particular strategy for a business
Organisation?
(RTP, May 2020, NA) (ICAI Study Material)

: 3.8
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e e —l
r-”w"”_—_______‘__..___
e SRR UC‘Ing a very |0ng hlghway 'n Indla epread[

STU's Association with India goes back to 1967, when it played a key role in constr ' 18 looking at playing an ac) o
multiple states. Since then, it is contributing in many ways to the country's growth story.tl::t‘l\:’:e company should Conslder,lve fola lh;
key projects taken up by the central government. Suggest a few opportunities and Threats

(SA, Dec 2021, 5 Marks)

—————————

Competitive Advantage IUSing MichagllPorters Generic Strategies ileniaikatnosition when
Competitive advantage is the position of a firm to maintain and sustain a favora COrnpare d
to the competitors. ) .
e Competitive advantage is the Mwﬂmmm
for the money.
e ltis the result of a successful strategy.
e This position gets translated into
o higher market share,
o higher profits when compared to those that are obtai
industry.
e Competitive advantage may also be in the form of
o low cost providers in the industry or
o being unigue in the industry along dimensions that are widely valued
m by the customers '
m in particular and the society at large.

and thereby providing more Valye

ned by competitors operating in the same

Sustainability of competitive advantage . o
The sustainability of competitive advantage and a firm's ability to earn profits from its competitive advantage
depends upon four major characteristics of resources and capabilities

1. Durability
2. Transferability
3. Imitability
4. Appropriability
Durability (For Understanding - More durable the resources and capabilities, more the'sustainabl 2 competitive advant ,’)(
- The period over which a competitive advantage is sustained depends in part on the rate at which a firm's
resources and capabilities deteriorate.
- Inindustries where the rate of product innovation is fast, product patents are quite likely to become
obsolete.

- Similarly, capabilities which are the result of the management expertise of the CEO are also vulnerable to his
or her retirement or departure.

- On the other hand, many consumer brand names have a highly durable appeal.

Transferability
- Evenif the resources and capabilities on which a competitive advantage is based are durable, it is likely to
be eroded by competition from rivals.

- The ability of rivals to attack a position of competitive advantage relies on their gaining access to the
necessary resources and capabilities.

The easier it is to transfer resources and capabilities between companies, the less sustainable will be the
competitive advantage which is based on them.

(If a company’s cost advantage is based on its investment in state-of-the-ar

‘ _ , . t automated equipment, so long as the
equipment is supplied by a third party, other companies can acquire the sa e X

me advantage)

Imitability
- If resources and capabilities cannot be purchased by a would-be imi i
mi m
scratch. tator, then they must be built from
. "_’/
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- How easily and quickly can the comperir e

competitive advantage is Baged” titors build the resources and capabilities on which a firm's
- This is the true test of imitability,

For Example: In financial seryj i
complexity of many organisre\zltli?)?\sa;;zgov?)t’i?ns ‘ack legal protection and are b i
. Where capabilities require oy Pabilities can provide a degree of competitive defence.

S
corporate culture, imitation is difﬁculct)f Organisational routines, whose effectiveness depends on the

Kpﬁ&ﬁriébility .
- Appropriability refers to the apili

- Even where resources andg ca
who receives the returns on t

on its resource base.

pabilities are capable of offering sustainable advantage, there is an issue as to

hese resources.

| e

Explain competitive advantage.
(MTP1, May 2018, 2 Marks) (SA, May 2018, 2 Marks) (MTP2, Nov 2018, 3 Marks) (MTP1, May 2020, 5 Marks)
Telecom industry is growing at a rapid speed in In
Identify the capabilities that will best serve as

(MTP1, Nov 2019, 5 Marks) (MTP2, May 202

dia. There is a cut throat competition among the service providers in the industry.

a source of competitive advantage for a firm over its rivals?
2, 5 Marks)

Mohan has joined as the new CEO of XYZ Corporation and aims to

* make it a dominant technology company in the next five years. He aims
to develop competencies for managers for achieving better

3 performance and a competitive advantage for XYZ Corporation. Mohan is well
aware of the lmponapce of resources and capabilities in generating competitive advantage.

Discuss tl)g four major characteristics of resources and capabilities required by XYZ Corporation to sustain the competitive advantage
and its ability to earn profits from it.

(SA, Jan 2021, 5 Marks) (ICAI Study Material)

OR

"The sustainability of competitive advantage and a firm's ability to earn profits from its competitive advantage depends on characteristics

of resources and capabilities". Explain this statement.
(SA, May 2023, 5 Marks)

Michael Porter's Generic Strategies -
e Strategies allow organizations to gain competitive advantage from three different bases:
o cost leadership, -
o differentiation, and
o focus.
e Porter called these base generic strategies.
e These strategies have been termed generic because they can be pursued by any type or size of business
firm and even by not-for-profit organisations.
o Cost leadership emphasizes producing standardized products at a very low per-unit cost for
consumers who are price-sensitive.
o Differentiation is a strategy aimed at producing products and services considered unique industry
wide and directed at consumers who are relatively price-insensitive.
o Focus means producing products and services that fulfill the needs of small groups of consumers.

3.10
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3 Broad A DIFFERENTIATION
0 roa |
2 Target LEADERSHIP Y
F FOCUSSED
B | R EADERBHID DIFFERENTIATION
8 Target LEADERSHIP
(&)

Differentiated
Prosl?;“s:::/‘ices I product/services

Competitive Advantage

(R/Iléhdél Porter's Gye—r{eln"lé strategies |

Cost Leadership Strate .
Cost leadershippemphass’i);es producing standardized products at a very low per-unit cost for consumers who g1
price-sensitive.

e ltis a low cost competitive strategy that aims at a broad m?ss market.

® ltrequires vigorous pursuit of cost reduction in the areas o . 5

g procfrement‘,)production, storage and distribution of product or service and also economies in
overhead costs. . ;
® Because of its lower costs, the cost leader is able to change a lower price for its products than its
competitors and still make satisfactory profits.

° Forexample,McDonald's fast food restaurants have successfully followed a low cost leadership strategy,

A primary reason for pursuing forward, backward, and horizontal integration strategies is to gain cost leadership
benefits.

Cost leadership generally must be pursued in conjunction with differentiation. The low cost leadership should be

such that no competitors are able to imitate so that it can result in sustainable competitive advantage to the cost
leader firm.

Striving to be the low-cost producer in an industry can be especially effective
e when the market is composed of many price-sensitive buyers,
e when there are few ways to achieve product differentiation,
e when buyers do not care much about differences from brand to brand, or
e when there are a large number of buyers with significant bargaining power.

The basic idea is to underprice competitors and t
of the market entirely.

hereby gain market share and sales, driving some competitors ol

A successful cost leadership strategy

e high efficiency, low overhead,
limited perks, intolerance of waste,
intensive screening of budget requests,
wide spans of control,

rewards linked to cost containment, and broad

usually spread throughout the entire firm, as evidenced by

employee particj ation in cost contro| efforts.

Achieving Cost Leadership Strategy

To achieve cost leadership, following are the actions that could be taken:

. “—-‘_’/
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_ Forecast the demand of a product or g
optimum utilization of the resources t

' ievi onomi
_ Achieving economies of scale leads tg lower per unit cost of product/service.

1 ervice promptly.

2

3 e atien of prod

g, Standardisation Of products for mass production to yield lower cost per unit.
6

0 get cost advantages.

Invest in cost saving technologies and tr
’ p : e usin ]
_ Resistance to differentiation till it becom):es esgea:mctiivjnced technology for smart working

Advantages of Cost Leadership Strategy
"~ 1. Rivalry

o Competitors are likely to avoid a price war, since the low cost firm will continue to earn profits after

competitors compete away their profits.
Buyers
o !Dowerful buyers/customers would not be able to exploit the cost leader firm and will continue to buy
its product.
Suppliers

- o tCost leaders are able to absorb greater price increases before it must raise price to customers.
4. Entrants

o Low c.ost leaders create barriers to market entry through its continuous focus on efficiency and
reducing costs. :
5. Substitutes
o Low cost leaders are more likely to lower costs to_ induce customers to stay with their product, invest
to develop substitutes, purchase patents.

b

w

Disadvantages of Cost Leadership Strategy

Cost advantage may not be remaining for long as competitors may also follow cost reduction technique.

2. Cost leadership can succeed only if the firm can achieve higher sales volume.

3. Cost leaders tend to keep their costs low by minimizing advertising, market research, and research and
development, but this approach can prove to be_expensive in the long run.

4. Technology changes are a great threat to the cost leader.

-—

Differentiation Strategy
e This strategy is
o aimed at broad mass market and
o involves the creation of a product or service
m thatis perceived by the customers as unique.
m The uniqueness can be associated with
> product design,
> brand image,
> features,
> technology,
> dealer network or
> customer service.
Because of differentiation, the business can charge a premium for its product.
e Product development is an example of a strategy that offers the advantages of differentiation.

Differentiation strategy should be pursued only after a careful study of buyers' needs and preferences to determine
the feasibility of incorporating one or more differentiating features into a unique product that features the desired

attributes.

Risk
Arisk of pursuing a differentiation strategy is that the unique product may not be valued high enough by customers
to justify the higher price. When this happens, @ cost leadership strategy easily will defeat a differentiation strategy.
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T lop ways to copy the g
Another risk of pursuing a differentiation strategy is that competitors may develoh S21556.Cony the dlfferemiaﬁn
y

features quickly.

Basis of Differentiation .
icl ization.
There are several bases of differentiation, major being: Product, Pricing and Organ

Product
Lroduct as an advanta
Innovative products that meet customer needs can be an area where a company h ge over

; , _ v
competitors. However, the pursuit of a new product offering can be costly. - reﬁbeifg: a_lr_fedea e(')‘;f’r?ent, 3 el 5
production and marketing costs can all add to the cost of production and distribution. payott, Owever, can g

great as customer's flock to be among the first to have the new product.

For example, Apple iPhone, has invested huge amounts of money in R&D, and the customers’ value that. They Wany
to be among the first ones to try the new offerings from the company.

Pricing o
d, and may also be influenced by the customer’s ideal value for ,

It fluctuates based on its supply and deman

product. Companies that differentiate based on product price can either determine to offer the lowest price o, can

attempt to establish Superiority through higher prices.

For example, Apple iPhone dominates the smart phone segment by charging higher prices for its products.

Organisation:
Organisational differentiation is yet another form of differentiation. Maximizing the power of a brand Or using the

specific advantages that an organization possesses can be instrumental to a company’s success. Location
advantage, name recognition and Customer loyalty can all provide additional ways for a company differentiate jtsels
from the competition. For example, Apple has been building customer loyalty since years and has a fanbase of

consumers that are called “Apple Fanboys/Fangirls”

Achieving Differentiation Strategy
To achieve differentiation, following are the measures that could be adopted by an organization to incorporate:
Offer_utility for the customers and match the products with their tastes and preferences.

Elevate the performance of the product.

Offer the promise of high quality product/service for buyer satisfaction.

Rapid product innovation.
Taking steps for enhancing image and its brand value.
Eixing product prices based on the unique features of the product and buying capacity of the customer.

SORrON=

Advantages of Differentiation Strategy
A differentiation strategy may help to remain profitable even with rivalry, new entrants, suppliers’ power, substitute

products, and buyers’ power.

1. Rivalry
o Brand loyalty acts as a safeguard against competitors. It means that customers will be Jess

sensitive to price increases, as long as the firm can satisfy the needs of its customers.

2. Buyers
o They do not negotiate for price as they get special features and also they have fewer options in the

market,

3. Suppliers !
o Because differentiators charge a premium price, they can afford to absorp higher costs of supplies

and customers are willing to pay extra too.
4. Entrants

3.13
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o Innovative features are an P
it is tough for them to pfovﬁingt?eswe offer. So, new entrants generally avoid these features because
5. Substitutes Same product with special features at a comparable price.

o Substitute products ’ . ) .
customer loyalty. mmﬂlﬂ&e_dl&emmwm which have high brand value and enjoy

ﬁﬁﬁ@&ﬂc{f Differentiation Strategy
" 1. Inlong term, uniqueness is difficult to sustain
' .

ing too high i ; -
2. gﬂ::g;:ge. gh a price for differentiated features may cause the customer to switch-off to another

3. Differentiation fails to work if its basis js something that is not valued by the customers.

o Asuccessful focus strategy depends on an
o of sufficient size,

o has good growth potential,
o and is not crucial to the success of other major competitors.

Stfatt.egles ZUICh asfmarket penetra.tion and market development offer substantial focusing advantages.
MldSlze and large firms can effectively pursue focus based strategies only in conjunction with
differentiation or cost leadership-based strategies.

Focus strategies are most effective when consumers have distinctive preferences or requirements.
Risks of pursuing a focus strategy include the possibility that numerous competitors will recognize the

successful focus strategy and copy it, or that consumer preferences will drift toward the product attributes
desired by the market as a whole.

industry segment that is

Focused cost leadership
e A focused cost leadership strategy requires competing based on price to target a narrow market.
e Afirm that follows this strategy does not necessarily charge the lowest prices in the industry. Instead, it
charges low prices relative to octher firms that compete within the target market.
¢ Firms that compete based on price and target a narrow market are following a focused cost leadership
strategy.

Focused differentiation

o A focused differentiation strategy requires offering unique features that fulfill the demands of a parrow
market.

e Some firms using a focused differentiation strategy concentrate their efforts on a particular sales channel,
such as selling over the internet only. Others target particular demographic groups. Firms that compete
based on uniqueness and target a narrow market are following a focused differentiation strategy.

e For example, Rolls-Royce sells a limited number of high-end, custom-built cars.

Achieving Focused Strategy '
To achieve focused cost leadership/differentiation, following are the measures that could be adopted by an
organization: . .

1. Selecting specific niches which are not covered by cost leaders and differentiators.

2. Creating superior skills for catering to such niqhe markets.

3. Generating high efficiencies for serving such niche mafkets.

4. Developing innovative ways in managing the value chain.

rA\ﬁ‘\ e ——
Advantages of Focused Strategy

1. Premium prices can be charged by the organisations for their focused product/ services.
2. Due to the tremendous expertise about the goods and services that organisations following focus strategy

offer, rivals and new entrants may find it difficult to compete.

Neeraj Arora | www.edu91.org




> nt
Chapter 3: Strategle Analysle : internal Environme -

Disadvantages of Focused Strategy \

ocus strateqy,
1. The firms facking in distinctive competencios may not be able to pulr Sl::; fcause probl?r’ns
2. Due to the limited demand of product/services, costs are high which ¢ )

ac
3. Inlong run, the niche could disappear or be taken over by larger competitors by quiring the Samq
distinctive competencies,

Best-Cost Provider Strategy

The new model of best cost provider strategy Is a further development of above three generic strategjoq It
directed towards giving customers more value for the money by emphasizing both low cost and Upscale
differences. The objective Is to keep costs and prices lower than those of other sellers of comparabe Productg,

Lower Cost Differentlation

A Broad
Cross- Overall Low Cost

Leadership
section of
Buyers Strategy

Broad
Dlifferentlation
- Strategy

ﬂ
|
J

Best-Cost
Provider Strategy‘

A Narrower g
buyer

Segment
(or market £
Niche)

‘Market targe

A———

(The Five Generic Gompatitva strategias)

Best-cost provider strategy involves providing customers more value for the money by emphasizing low cost and
better quality difference. It can be done:

a. through offering products at lower price than what is being offered by rivals for products with

comparable
guality and features or
b. charging similar prices as by the rivals for products with much higher quality and better features.

Explain the meaning of cost leadership strategy,
(RTP, Nov 2018, NA)

Write a short note on Advantages of Cost leadership strategy,
(RTP, May 2018, NA) (MTP1, Nov 2018, 5 Marks)

—— -».-,....-.-«—«_,_—.——_.——-_.__-_._._.—.._‘..—*_h - e

(SA, Nov 2022, 5 Marks)

!
———— e RIS

What do you understand by cost leadership? How is it achieved? |
(RTP, May 2019, NA) 0|
OR A

d
Write a short note on the concept of cost leadership strategy and how to achieve it. 5 }
(SA, Nov 2019, 5 Marks) (RTP, May 2021, NA) f
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/Istﬂ;;“—’;e-" cost leadership and differentiation g i — )

u
pisting™ 1ay 2018, 5 Marks) (RTP, Nov 2018, NA) (MT bl

(MTPT: ) P1, May 2020, 5 Marks) (RTP, Nov 2020, NA) (MTP1,

gtudy M e Sy S U

e — ndia 15 hi e e — o e Y

Arine® In:l:\fittaei:ch ot|:er.SL:;?J':)l'yJ;oi:\pem'VG With several players. Businesses face severe competition and aggressively il

memsel\'z seats to 9 seats. There aircraf & brivate Delhi based company with a fleet size of 9 small aircrafts with seating capacity ranging

be‘weceur;tomised tourism packages thaeitrsa?:cercganered by big business houses and high net worth individuals for their persoﬂa’”Sggnl:;
: a . i

g'::,egy B e BTt s are also often hired by foreigners. Identify and explain the Michael Porters

B

(7T May 2018, NA) (RTR, Nov2020, NA) (RTR, Nov 2022, NA) (1CAI Study Material)

DTSE;SS differentiation strategy? How is it arclrﬂe;e;i?«
(MTP2, May 2018, 3 Marks) (SA, May 2019, 5 Marks)

g - (0]
what do you mean by differentiation strategy? How is it achieved? )

(MTp1, Nov 2022, 5 Marks)

B

P
pudgetSmart Betallers, a renowned supermarket chain, faced fierce competition in the grocery retail sector due to escalating operational
expenses. Rising cc?sts from rent, labor, and inventory management challenged their profitability amidst the emergence of discount stores
and online competltors“ To counter this, BudgetSmart Retailers optimized their supply chain through bulk procurement, revamped store
Jayouts for cost efﬁCIfEr}Cy and customer experience, embraced lean operational practices to minimize waste, and conducted
comprehensive staff training to boost productivity and customer service efficiency.

\dentify and explain the strategy adopted by BudgetSmart Retailers to enhance th fitability.
(MTP1, Nov 2023, 5 Marks) ance the profitability.

Gennex is @ company that designs, manufactures and sells computer hardware and software. Gennex is well known for its innovative
products that has helped the company to have advantage over its competitors. It also spends on research and development and
concerned with innovative softwares. Often the unique features of their product, that are not available with their competitors helps them to
gain competitive advantage. Gennex using the strategy is consistently gaining its position in the industry over its competitors.

|dentify and explain the Porter’s generic strategy which Gennex has opted to gain the competitive advantage.

(RTP, Nov 2018, NA) (MTP2, May 2019, 5 Marks) (ICAI Study Material)

s

Sohan and Ramesh are two friends who are partners in their business of making biscuits. Sohan believe in making profits through selling
more volume of products. Hence, he believes in charging lesser price to the customers. Ramesh, however of the opinion that higher price
should be charged to create an image of exclusivity and for this, he proposes that the product to undergo some change.

Analyse the nature of generic strategy used by Sohan and Ramesh.

(SA, Nov 2018, 5 Marks) (ICAI Study Material)

Infant care is a successful store chain that caters products for expectant mothers and new moms. They offer everything from nursing
classes to strollers, toys, infant clothes, diapers and baby furniture. Due to a one-stop shop for infants, they are charging a premium for its
products. Identify and explain how the strategy adopted by infant care.

(MTP1, May 2019, 5 Marks) (ICAI Study Material)

A century-old footwear company “Mota Shoes” had an image of being the footwear choice for formal occasions. In an attempt to reinvent
its brand, it tied up with a foreign footwear giant “Buffrine” to manufacture and sell its Hideseek brand in the country. Putting its best foot
forward, it launched extra soft, casual and relaxed footwear for young. Aiming at a brand and image makeover the "Mota Shoes” decided
to price the Hide Seek products at premium. What kind of Michael Porter business level strategy is being used by “Mota Shoe company”?

State its advantages.
(RTP, Nov 2019, NA) (ICAI Study Material)

‘Coffee Beans' is a coffeehouse chain that operates across the globe in different countries. ‘Coffee Beans' has adopted a strategy to build
business by establishing product uniqueness or qualities and gain competitive advantage based on features of its offerings in coffee
business. Which type of strategy ‘Coffee Beans' has adopted?

(MTP1, Nov 2019, 5 Marks)

— U

A differentiation strategy may help to remain profitable even with rivalry, new entrants, suppliers’ power, substitute products, and buyers’
Power. Explain.
(RTP, May 2020, NA)

ABC Ltd. is a beverage manufacturing company. It chiefly manufactures soft drinks. The products are priced on the lower side which has
Made the company a leader in the business. Currently it is holding 35 percent market share. The R & D of company developed a formula
for manufacturing sugar free beverages. On successful trial and approval by the competent authorities, company was granted to
Me sugar free beverages. This company is the pioneer to launch sugar free beverages which are sold at a relatively higher price.
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e have proved profitable form

ucts any, |q
This new product has been accepted widely by a class of customers. These projd be adopted by the company to achieye the all
Strategy employed by the company ABC Ltd. and mention what measures €0 ernp[%&
strategy.

(SA, Nov 2020, 5 Marks) Ry

-—— i

;—zBoxand GameStation-4. The com

X-Olympus is a gaming software company specializing in developing games o and highlig
competition due to saturation of market and price wars, which has exce_sgvely favor

manufacturers. Thereby, the company desires to establish a competitive .
experience by expanding into Edge-Cloud Gaming Service on a monthly subscripti

dedicated gaming consoles yet provide customers game streaming in 4K resolution wi

{

adopted by X-Olympus?
(MTP1, May 2021, 5 Marks)

asis of differentiation strategy.
(RTR, Nov 2021, NA) (MTP1, May 2023, 5 Marks) (RTP, Nov 2023, NA)

e '

i

rivals and has seen a significant fall in its market share. BHAVNAV's managers identify that majority of its PFOd}JCt'S lal'mched‘
BHAVNAV's rivals were high specification, with good quality materials and many innovative des'lgn features. Products with inferior quafy
such as those sold by BHAVNAV have not sold well in France. This information led BHAVNAV's management team to decide to selects

new business strategy based on Porter's Generic Strategic Model. Identify and suggest the best business strategy BHAVNAVs
management has to opt for? ;

B
(MTP2, Nov 2021, 5 Marks) i
Inspite of high commodity inflation, shortage of components and the threat of a third wave of Covid-19 pandemic in India, manufacturer
of packaged goods, home appliances and consumer electronics are expecting the business to grow by 12 to 25 percent in the coming
months. After one and a half years of disruption, manufacturers are now confident about managing their inventories better, keepingméi'
supply channels well stocked and preparing themselves to minimalize the impact of any covid related restrictions even as they gearupfof
the festive season, which usually accounts for 25 to 30 percent of their yearly sales. e
The home appliances sector could be an example. After a dismal April-June quarter in the year 2021, producers of air conditioners,
refrigerators and washing machines are expecting their business to grow by 15-20 percent in the months to come. All the comparnies
operating in the sector have geared up to grab the opportunities available in the market, -
A leading company in the home appliances domain, XXP India, is planning to launch various innovative product designs and offer onalti
programmes to lure consumers. i
With reference to Michael Porter's generic strategies, identif
advantageous to the company to remain profitable?
(SA, Nov 2021, 5 Marks)

J
y which strategy XXP India has planner for? Explain how this strategywillb€

—

vanta i
(SA, Jan 2021, 5 Marks) (MTP1, Nov 2021, 5 Marks) ges and disadvantages of that strategy. !

Quick N Sturdy Inc., a multinational company, is undergoing fea bty s
customers. The product is meant for customers with distinctive

ny knows that de ;
company, but small enough to be Ignored by other major in sty pIayersr,n'?E: :g:n the product g large enough to be pro

Viby| |
|

ht their dependence on gamin cing 8liff|

dvantage over industry riv§ls by enhancing 4 ?a"‘(’!i :
on basis. This service offering doeg ot remrn_d. |
ith an ample range of games to selegt fro q"’!ﬁ)

” ify and explain the < Nig| |
move is expected to insulate X-Olympus from price wars and provide a competitive advantage. (GEnKy, P generic Stfateglev'f '

g"_; .
ool _ - e "'“"“‘*\ ‘
Explain in brief the various b o |

BHAVNAV is a business which makes and sells laptop computers in France. In recent years it has been struggling to compete With itg

nimize costs. Identify and explain the eneric strategy adopted bf

Moneyload Ltd. Bank? P g ay A
(MTP1, May 2022, 5 Marks) : J
O e o C- ST Ss LS o e
Spacetek Pvt. Ltd. is an IT company. AIthough there is cut throat competition in the |T sector, Spacetek deals with distinctive niche cliens

y : 1 et
the prime consideration to offer unique features jn the product for the target market Pany wants to position itself in the niche marlf 4

e R
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ted by Mich :
rategy. S Y Michael Porter, Al
?;A, Nov 2022, 5 Marks) S0 state the advantages and disadvantages of such

T ST
e

What are the various alternative strategieé.Q i Y R e e

hich the — = i
pusiness? Discuss. Managers need to identify that will create and sustain a competitive advantage in the
(MTP2, Nov 2022, 5 Marks)

Explain Best-cost provider strateg;_m R gy TR
(RTP, May 2018, NA)

who cannot spend so much. Which business level strate i
. would iiay’s i
can be implemented to capture maximum market? > eSS toghr 12

(MTP2, May 2021, 5 Marks) (MTP2, May 2022, 5 Marks) (RTP, May 2023, NA)
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-orporate level strategies N ompany. Sometimes
They are also known as grand strategies and meant for providing direction to the company they are
also called_“directional” strategies.

These strategies were initially discussed by William F Glueck and Lawrence R Jauch. They are also known With
name of

® Glueck and Jauch Strategies

® Generic Strategies

Corporate strategy ensures the growth of the firm because of the following arguments:

® Itensures the correct alignment of the firm with its environment. It also serves as the design for filling the
strategic planning gap. ] !

® Itgivesimportance to the combination, sequence, timing, direction and depth of various moves and actiop
initiatives taken by managers to handle environmental uncertainties and complexities. . .

® Ithelps build the relevant competitive advantages for the firm. Masterminding and working out the right it
between the firm and its external environment.

® ltisto harness the opportunities available in the environment, countering the threats embedded therein,

-

]

Explain the meaning of Directional Strategy. ;
(SA, May 2018, 2 Marks) |

———

ABC Ltd. intends to grow its business. Its top management argues that its ‘Corporate Strategy’ will ensure the growth of the firm. Do you

agree with the top management's argument? Give reasons.
(MTP2, May 2023, 5 Marks) (MTP2, Nov 2023, 5 Marks)

Stability Strategy

Meaning & Concept

One of the important goals of a business enterprise is stability -

to safeguard its existing interests and strengths,

to pursue well established and tested objectives,

to continue in the chosen business path,

to maintain operational efficiency on a sustained basis,

to consolidate the commanding position already reached, and
to optimise returns on the resources committed in the business.

Stability strategy is not a ‘do nothing’ strategy.

It involves keeping track of new developments to ensure that the strategy continues to make sense. This strategy is
typical for those firms whose products have reached the maturity Stage of the product life cycle. Small
organizations may also follow a stability strategy to consolidate their market position and prepare for the launch of
growth strategies.

Characteristics of Stability Strategy
1. Afirm opting for stability strategy stays with the same business, same product market posture and
functions, maintaining same level of effort as at present.
2. The endeavour is to enhance functional efficiencies in an Incremental way, through better deployment and
utilization of resources. h

3. Stability strategy does not involve a redefinition of the business of the corporation
4. Itis basically a safety-or oriented strategy, N
5. It does not warrant much of fresh investments.
_4——/
i www.edu91.org 4.1
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It involves minor improvements in the

7. Therisk is also less.

8. With the stability strategy, the firm has the benefit of concentrating its resources and attention on the
existing businesses/products and markets.

9. The growth objective of firms employing this strategy is quite modest.

Product and its packaging.

o

Major Reasons for Stability Strategy

o Aproduct has reached the maturity stage of the
- . product life cycle.
o ltis Le&s_ﬂikx asit mvol\{es less_changes and the staff feels comfortable with things as they are.
N Ema_n_s_l_Qﬂ may be perceived as being threatening.
e Consolidation is sought through stabilizing after a period of rapid expansion.

e

What is stability strategy? What are the reasons to pursue stability strategy?
(RTR, Nov 2019, NA) (RTP, Nov 2023, NA) At

Justify the statement "Stability strategy is opposite of Expansion strategy".
(RTP, May 2021, NA) (MTP 1, May 2021, 5 Marks)

ABC Steel Industries finds out that its products have reached at maturity stage and already has overcapacity. Therefore, it concentrates on

maintaining operational efficiency of its plants. Identity the strategy implemented by ABC Steel Industries along with reasons.
(SA, May 2022, 5 Marks)

Expansion Strategy

Characteristics of Growth/Expansion Strategy

Expansion strategy involves a redefinition of the business of the corporation.

Expansion strategy is the opposite of stability strategy.

While in stability strategy, rewards are limited, in expansion strategy they are very high.

In the matter of risks, too, the two are the opposites of each other.

A firm with a mammoth_growth ambition can meet its objective only through the expansion strategy.

Fresh investment is required for expansion strategy. ,

Expansion strategy is a highly versatile strategy; it offers several permutations and combinations for growth.

A firm opting for the expansion strategy can generate many alternatives within the strategy by altering its

propositions regarding products, markets and functions and pick the one that suits it most.

9. Expansion strategy holds within its fold two major strategy routes: Intensification Diversification. Both of
them are growth strategies; the difference lies in the way in which the firm actually pursues the growth.

N~ WPN =

Major Reasons for Growth/Expansion Strategy .
e It may become imperative when environment demands increase in pace of activity.
* Strategists may feel more satisfied with the prospects of growt'h from expansion; chief executives may take
pride in presiding over organizations perceived to be gro.wth-on‘ented. .
* Expansion may lead to greater control over the market VIS-z.:\-ViS competitors,
* Advantages from the experience curve and scale of operations may accrue,

Type of growth or expansion
* Internal Growth Strategy
o Intensification
o Diversification
* External
o Mergers and Acquisition
o Strategic Alliance
Expansion through Intensification (Internal Growth Strategy)
Igor Ansoff gave a framework as shown in

the figure which describes the intensification options available to a firm,

4.2
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Market Penetration
e Increase market share
e Increase product usage
e Increase the frequency used
e Increase the quantity used

e Find new application for current users

e Addpro

Market Development

e Same Product, New Market

e Expand geographically target new segments o

Diversification

Intensification

Market Penetration

Market Development

product reﬂm

t
ct Developmen
Produ duct features,

e Develop anew:
e Develop new pro

-

Involving new pr
e Related/ Unrelated

Product Development

generation product
duct for the same market

—

oducts and new markets

— 9

N

— |

Highly common expansion strategy is
market penetration/ concentration on
the current business.

The firm directs its resources to the
profitable growth of its existing
product in the existing market.

It consists of marketing present
products to customers in related
market areas by adding different
channels of distribution or by
changing the content of advertising
or the promotional media.

Product development involves

substantial modification of existing
products or creation of new but
related items that can be marketed to
current customers through

established channels.

Diversification (Internal Growth Strategy) _ :
Based on the nature and extent of their relationship to existing businesses, diversification can be classified into

following broad categories:

() Concentric diversification: diversification into related business to benefit from synergistic gains
(i) Conglomerate diversification: diversification into unrelated business to explore more opportunities beyond

existing areas of expertise
(iii) Expansion through Innovation

Diversification endeavours can be related or unrelated to existing businesses of the firm.

Concentric Diversification
e Related

diversification.
e Linked

o Concentric diversification too amounts to related

o In concentric diversification, the new business is linked
to the existing businesses through process, technology

or marketing.
e Spin off

o The new product is a spin-off from the existing facilities
and products/processes.

e Benefits

o This means that in concentric diversification too, there are
benefits of synergy with the current operations.

e Understood in two directions,
o vertical integration
o horizontal integration

Vertically Integrated Diversification

e Firm opts to engage in businesses that are related to the existing business of the firm

Neeraj Arora | www.edu91.0rg
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he firm remains vertically within
Ihain e sa\me—% and moves forward or backward in the value

Enters specific product/ process st i ) .
’ The charac €Ps with the intention of making them into new businesses for the firm

teristic feature of vertinal ;
_ X ertical integrated diversification is that the firm does not jump outside the

Forward and Backward Integration
gackwa’d integration is a' step towards,
~ o Creation of effective supply by entering
o Strategy employed to
o expand profits and
o gain greater control over production of a

product
m  Whereby a company will
e purchase or
e build a business

m that will increase its own supply
capability or lessen its cost of
production.

business of input providers.

o Forexample, A large supermarket chain considers to
purchase a number of farms that would provide it a
significant amount of fresh produce.

On the other hand, forward integration
e is moving forward in the value chain and

o entering business lines that use existing
products.

o Forward integration will also take place where
organizations enter into businesses of
distribution channels.

e For example, A coffee bean manufacture may choose to merge with a coffee cafe.

Horizontal Integrated Diversification )
Through the acquisition of one or more similar businesses operating at the same stage of the production-marketing
chain that is going into complementary products, by-products or taking over competitors’ products.

Conglomerate Diversification (Unrelated)
* No Linkage |
o In conglomerate diversification, no
such linkages exist;
Disjointed
o the new businesses/ products are
disjointed from the existing
businesses/products in every way,
Unrelated .
o itis atotally unrelated diversification.
PTM No Connection

© In process/technology/function, there -
is no connection between the new products and the existing ones.

No common thread
o Conglomerate diversific

[ ]
ation has no common thread at all with the firm’s present position.

S 4.4
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e Example f steel and rubb
: cture 0 er
©  For example, A cement manufacturer diversifies into the manufa Prodycyy

Innovation ding to increased market share, reven
Innovation drives upgradation of existing product lines or processes, lea lth% following; Ues,
profitability and most important, customer satisfaction. Innovation offers

e Helps to solve complex problems:
z (D:g\sl:ellopn(zutstogm; cent:ic sustt)aitn::\i 221,11,::)0;::'3(;3/ and environmental sustai?abilitv in long ryp,

Y Inintroductory stages bu — sources of energy
© Example: Environmental damage tackled by shifting to renewable

® Increases Productivity:
rocess
o Productivity is defined as a measure of final output from a task ora p
o Automation of existing tasks. _ industries
o Creates a ripple effect that has a far and wide impact across in '

e Gives Competitive Advantage:

© The faster a business innovates, the farther it goes from its c;ompeﬂtgrs trfeE;Ch._ .
© Innovative products need less marketing as they aim to provide added satisfaction to consumers,

thus, creating a competitive advantage. ’ ith
Innovation not only helps retain the existing customers but helps acquire new ones with ease.

o

Expansion through merger and acquisition - External Growth Strategy _ .
Acauisitions and mergers are basically combination strategies. In which two or more companies combines.

o [nstant Means S ;
© Acquisition of or merger with an existing concern is an instant means of achieving the expansion.

e Attractive & Tempting
© Itis an attractive and tempting proposition (OPTION) in the sense that it circumvents (reduces)
m the time, risks and skills involved
e in screening internal growth opportunities,

e seizing them and
e building up the necessary resource base required to materialize growth.

e Synergy
o Another main Objective

m  Achieving a measure of synergy between the parent and the acquired enterprises is another
main objective.

o Synergy from
m  Synergy may result from such bases

as physical facilities, technical and
managerial skills, Distribution
channels, general administration,
research and development and so
on.
o Synergy?

' m The positive effects of the merged
resources are greater than the
effects of the individual resources before merger or acquisition

Merger
® Merger is considered to be a process when two or more Companies come together to expand their business
operations.
/
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e Insuch a case the deal gets fin
created entity.

e Inamerger two organizations combi
: ombine
trade barriers. ~aie to increase their

alized on friendly terms and both the cres
d on friendly terms and both the organizations share profits in the newly

strength and financial gains along with breaking the

Acquisition
e When one organization takes ove i
bl %es over the other organization and controls all its business operations, it is known

In this process of acquisition, one
Acquisitions often happen during

financially stron organization overpowers the weaker one.
recession in economy or during declini i

. : —==E5S510N In economy eclining profit margins.
The combined operations then run under the name of the Qowergll entity i ’

A deal in case of an acquisition is often done in an unfriendly manner, it is more or less a forced association
where the powerful organization either consumes

entity. the operation or a company in loss is forced to sell its

Some of the recent / popular instances of acquisition are listed below:
Tata's acquisition of Anglo Dutch steelmaker Corus .

Tata's acquisition of British Jaguar Land Rover

Mittal Steel takeover of Arcelor

HPCLs acquisition of Kenya Petroleum Refinery Ltd.

Hindalco's acquisition of Canada based Novelis

The types of mergers are similar to types of diversification.

Horizontal Merger

e Horizontal merger is a combination of firms engaged in the same industry.

e |tis a merger with a direct_ competitor.

e The principal objective behind this type of merger is to
o achieve economies of scale in the production process by shedding duplication of installations and

functions,

o widening the line of products,
o decrease in working capital and fixed assets investment,
o getting rid of competition and so on.

e For example, formation of Brook Bond Lipton India Ltd. through the merger of Lipton India and Brook Bond.

Vertical Merger i
* ltis a merger of two organizations

o same industr

that are operating in the

4.6
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R
rent stages of the production istribution system.

o  but at different stages of the production or dls'mbltj'qtr'ms. y k |
® This often leads to increased synergies with the merging A2 e T—

If an organization takes over its supplier/producers of rawrmanization
® Onthe other hand, forward integration happens when an org

organizations or distribution channels. . ies. Vertical mergers.hfalp to create an
e Vertical merger results in many operating and financial e Pllap o i -

er
advantageous position by restricting the supply of inputs to oth
higher cost.

. gratiOn
decides to take over its buyer

Co-generic Merger . ciated in some way or the other relateq t
* In Co-generic merger two or more merging organizations are asso ! 0

the production processes, business markets, or basic required technologies.
® Such mergers include the extension of the product line. sof of reSoeEs. and strate. 3
* ltoffers great opportunities to businesses to diversify around a common g
requirements. ; rs can diversify by merq;
* Forexample, an organization in the white goods category.such as refrigerato Y merging
with another organization having business in kitchen appliances.
Conglomerate Merger .
; ther. There are
Conglomerate mergers are the combination of organizations that are unre!ated todea_lrchhecr)e el
with respect to customer groups, customer functions and technolpgles being used.d e men_tand i
common factors between the organizations in production, marketing, research and develop ology.

Related vs. Unrelated Diversification

Related Unrelated \‘

® Exchange or share assets or competencies by e Investment in new product portfolios.
exploiting brand name. e Employment of new technologies. Focus on

e Marketing skills. multiple products.

e Sales and distribution capacity Manufacturing e Reduce risk by operating in multiple product
skills. markets.

e R&D and new product capability. e Defend against takeover bids.

e Economies of scale. e Provide executive interest.

Expansion Through Strategic Alliance
Meaning

* Astrategic alliance is a relationship between two or more businesses that enables each to achieve certain
strategic objectives which neither would be able to achieve on its own.

e The strategic partners maintain their status as independent and se arate entities, share the benefits and

control over the partnership, and continue to make contributions to the alliance until it is terminated.

* Strategic alliances are often formed in the global marketplace between businesses that are based in
different regions of the world.

Advantages of Strategic Alliance
Strategic alliance usually is only formed if they provide an

advantages can be broadly categorised as follows: S Inthe alliance. These

Organizational

- Strategic alliance helps to learn nhecessary skills and obtain i
) certain capabiljti i ners.
- Strategic partners may also help to enhance roductive capacit pr&w from strategic parteﬂend
supply chain. Istribution system, or extend
- Strategic partners may provide a good or service that thereb .
- Having a strategic partner who is well-known and réspected also he T cteating a =

new venture. Ips add Je itimacy and creditability 102

Neeraj Arora | www.edu91.org ;_.—47/




Chapter 4 - Strategic Choices

. Greater economies of scale can be O\btainby distributing them across the members of the alliance.

cost per unit to decline. ed in an alliance, as production volume can increase, causing the
- Finally, partners can take advanta ;
ge of co-specialization, i ti hen a leadi
mputer manufa : . creating additional value, such as when a leading
somp cturer bundles its desktop with a leading monitor manufacturer’s monitor.

Strategic .
- Rivals can join together to cooperate instead of competing with each other
. Vertxca! integration can be created where Partners are part of the supply chain.
- Zt(r“a:t:glc alliances may also be useful to Create a competitive advantage by the pooling of resources and

. 3 . |
- This may also help with future business opportunities and the development of new products and ‘

technologies. Strategic alliances may also b
e used to get access to new tech i joi
research and development. . EEEERCHEE SIS

Political

spmetlmes strategic aIIian.ces.. are formed with a local foreign business to gain entry into a foreign market
either because of local prejudices or legal barriers to entry.

Fo;ming_ gtrategic alliances with politically influential partners may also help improve your own influence
and position.

Disadvantages of Strategic Alliance

- The major disadvantage is sharing.

- Strategic alliances require sharing of resources and profits, and also sharing knowledge and skills that
otherwise organisations may not like to share.

- Sharing knowledge and skilis can be problematic if they involve trade secrets.

- Agreements can be executed to protect trade secrets, but they are only as good as the willingness of parties
to abide by the agreements or the courts willingness to enforce them.

- Strategic alliances may also create potential competition when an ally becomes an opponent in future when
it decides to separate out.

Swift Insurance is a company engaged in the business of providing medical insurance maintaining a market share of 25 to 30 per cent in
last five years. Recently, the company decided to enter into the business of auto insurance by having foreign collaboration. Identify the
strategy being followed by the Swift Insurance with its advantages.

(RTP, May 2018, NA)

Shoaib and Salim, two brothers are the owners of a cloth manufacturing unit located in Lucknow. They are doing well and have substantial
surplus funds available within the business. Shoaib is interested in acquiring another industrial unit located in Lucknow manufacturing
tableware such as dinner sets, cups and saucers, bowls. etc. On the other hand, Salim des.ires to s.tart another unit to produce readymade
garments. Discuss the nature of corporate strategies being suggested by two brothers. Which one is better?

(MTP2, May 2018, 5 Marks)

Distinguish between the Forward integration and backward integration.
(RTP, Nov 2018, NA)

o manufacture cloth. Currently, they are in the manufacturing of silk cloth. The top

Vast ile company t )
ralok Ltd., was started as a textile ROPL loth manufacturing. To expand they decided to purchase more machines to

Management desires to expand the business in the ¢
Manufacture cotton cloth.

Identify and explain the strategy opted by the top manage
(RTP, Nov 2018, NA)

ment of Vastralok Ltd.

in the manufacturing of footwears for
Leatheri mpany to manufacture footwear. Currently, they are in t :
mal:sels'al:\ii l%td" was started 282 leameerrmtcgesieesyto expand the business in the leather manufacturing goods. To expand they decided to
purchase miTealfrfa;;\r':set: F;omggiiiacture leather bags for males and females. Identify and explain the strategy opted by the top
Management of Leatherite Ltd.

e

4.8
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(MTP1, May 2019, 5 Marks) (RTR, Nov 2021, NA) R

o T R, g Ay e e idabad. They are doi

Gautam and Siddhartha two brothers are the owners of a cloth manufacturing unit located 'Z-Earf:rl:)zrate st):' ateegii(:r;g ;"e" and pq

;ubstantlal surplus funds available within the business. They have different approaches regarding efoll"Wedié’
€ more competitive and profitable in future i

co ] A i such i

Gautam is interested in acquiring another industrial unit located in Faridabad manufacturing Stat:jog?(?:j:::hsa desirzz ?()efsrtr\aanem Marker

notebooks, pencils and pencil sharpeners, envelopes and other office supplies. On the other hand, i another y,

tq produce readymade garments. ini 4

Discuss the nature of corporate strategies being suggested by two brothers and risks involved in it.

(SA, May 2019, 5 Marks) (ICAI Study Material)

e that pr .'des Organo with a signific ;
of a number of farms that provi ' ‘ antamg
oy trol over its supply chain. Identify and explain:'lﬁ"

Organo is a large supermarket chain, It is considéring the pur
of its fresh produce. Organo feels that by purchasing the farms, it will have greater con

type of diversification opted by Organo?
(RTP, May 2020, NA) (ICAI Study Material) = o

Diversification endeavours can be categorized into four broad classifications. State the basis for this classification and name tha

categories.
(RTF, May 2022, NA) (MTP2, Nov 2022, 5 Marks)
s R L consumption pens while FlyBeeis

Torboth Be 3 years. Gecko makes mass
petition

There has been fierce demand for both Gecko and FlyBee for the last

nc_)tebook and diary brand - both being complementary goods of each other. But to grow further, FlyBee decided to take up com

with Gecko in pens segment and thereby launched, FlyPens. Identify and explain the growth strategy opted by FlyBee? ! -

(MTP1, May 2022, 5 Marks) B
= T N e

What do you understand by diversification? Distinguish between concentric and conglomerate diversification.
(SA, May 2022, 5 Marks) i
,,,,,,, — = B W

Jynklo Ltd. is an established online children gaming company in Japan. They are performing good in the gaming industry. nﬁé
management of Jynklo Ltd. has decided to expand its business. They decided to start a premium sports drink named JynX for athletes_:"

Identify and explain the growth strategy adopted by Jynklo Ltd.?

(MTP1, Nov 2022, 5 Marks) (RTP, Nov 2023, NA)

Health Pharma Pvt. Ltd. (HPPL) a one person company with limited liability is manufacturing generic and medicinal drugs in India.

sector.
Individually, each company has its own core competencies. However, additional focus by the state on generic medicine with renewed
dto

ype of growth strategy will_ghi.

regulatory requirements are posing challenges in fierce competitive environment. _
Considering benefits of synergies, both the companies are considering to join hands for better growth opportunities. Earlier, they trie

go for joint venture or strategic alliance but the arrangement could not materialize.

Pl - e

Hygiene Laboratories Plc. (HLP) a multinational company with its strong financial position is one of the major players in pharmaceutica!:
3

In view of the facts given above:
()  If HPPL and HLP join hands and make new entity named Health N Hygiene Pharma Ltd., what t
strategic development be? %
(i) Incase, HLP is sold out to HPPL and HLP ceased to exist, what type of growth strategy will this strategic deal be? &
(i) What are the differences between the above two identified growth strategies? I
(SA, May 2023, 5 Marks) i
Distinguish between Mergers and acquisitions i
(RTP, May 2018, NA) '.
OR 4
Write short note on expansion through acquisitions and mergers. 4 :;
(RTP, May 2020, NA) (MTP1, Nov 2020, 5 Marks) . j
OR %
Explain the term Merger and Acquisition as a growth strategy. Differentiate between both of them. State the situations in which SUCf;
strategies are considered by any organization. ;“
2 rjx‘;i

(RTP, Nov 2021, NA)
OR

Write a short note on Merger and Acquisition strategy.
(RTP, Nov 2022, NA)

What do you understand by co-generic merger?
(MTP1, May 2018, 2 Marks)
OR




TR
pescribe the term 'Co-generic merger',
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(SA, May 2018, 2 Marks)

e - o L
\Write short note on Conglomerate merger. - ———
(MTP2, May 2018, 3 Marks)

P S S S

s:r;;egic alliances are formed if
of a strategic alliance.
(RTP. May 2018, NA)

they pro = _— ——
HEENIUETEN advantage to all the parties in the alliance. Do you agree? Explain in brief the advantages

What are the advantages of a strategic alliance? o8

(MTP2, Nov 2021, 5 Marks)

GWA, a leading Japan based automobile com R

? : Pany decides to make India a hub f he com A f. d
i ation with the TP : 4 ub for the company's 250 cc motor cycle to be manufacture
foeor R~Gr°uD' > le_admg Indian motorcycle manufacturer. The production is to be exported to the company’s home
market as well as to other African countries.

What is this growth strategy called? Point out the
collaboration.
(SA, Dec 2021, 5 Marks)

most important advantages both the companies expect from such strategy/

: 3 OR
Jeff Inc.,ta :)Zaglggugfsut:a;?d M?Ib']e company decides to make India a hub for the company’s Android Mobile having largest storage
memory to ed in collaboration with the Desj Group, a leading Indian mobile manufacturer. The production is to be exported

to the company's home mark.et as well as to other European countries. What is this growth strategy called? Point out the most important
advantages both the companies expect from such strategy/collaboration.

(MTP1, May 2023, 5 Marks)

[Retrenchment Strategy
e This is done through an attempt to find out the problem areas

and diagnose the causes of the problems.

Next, steps are taken to solve the problems.

These steps result in different kinds of retrenchment strategies.

If the organization chooses to focus on ways and means to reverse the process of decline, it adopts at

turnaround strategy.

o Ifit cuts off the loss making units, divisions, or SBUs, curtails its product line, or reduces the functions
performed, it adopts a divestment (or divestiture) strategy.

e If none of these actions work, then it may choose to abandon the activities totally, resulting in a liquidation
strategy.

Turnaround Strategy
e Retrenchment may be done either internally or externally
e Forinternal retrenchment to take place, emphasis is laid on improving internal efficiency, known as
turnaround strategy.
* There are certain conditions or indicators which point out that a turnaround is needed if the company has to
survive. These danger signals are:
o Persistent negative cash flow from business

o Uncompetitive products or services
o Declining market share

o Deterioration in physical facilities

o Over-staffing,

o high turnover of employees, and

o low morale

o Mismanagement .

PR e m— em———
Action Plan for Turnaround = _ ]
* For turnaround strategies to be successful, it is imperative to focus on the short and long-term financing
needs as well as on strategic issues.
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involve the follo

e A workable action plan for turnaround would

Stage One — Assessment of current problems f dJamage caused b

e Assess current problems & find the e?<tlent o
toward those areas which are essential. Y T
. n & look for viable es, adequate

ic plan (C
Stage Two — e si a A/ —y action la
e Identify appropriate strategies & deve!op prehmlr:z;ys—-/"}z""
bridge financing & available organizational resou E

— Action —
lan (HR/F/M/O Ac .
’ financial, marketing

. ices etc. )
budgeting Practru)t s around strategies.

y the problem. Resources should be fOCuSed

WC/RC/IBP

RD/I .
actions to restructure debts,

Stage Three Implementing an emergenc g operations
The plan typically includes human resource,

improve working capital, reduce costs, improve

[ J
; i eme
Enough funds & +ve cash flow must be established to impl

Stage Four — Restructuring the business: L, -
repositioning. CO

e 'Product mix" must be changed to do some |
ard a different ideal position,

immediate attention to remain competitive. . ducts tow
§ ; : target its proaucts t A
P et ot mrﬁl—::%tt?e enghanced by allowing rewards & compensation that)|

"People mix" -an important ingredient should a
encourage employee’s dedication & creativity.

Stage 5- Returning to normal (P/ROI/EVA - NP, CS, CA, MS) o . tments & en -

e Inthe final stage, the org should begin to show signs of rofitabilit .L‘?—t'a‘i'lc?_:;t]’.\;esa,,iances witza:t(l:]mg

economic value added. Adding new products, W’ﬂﬁ%@ creating =
organizations, increasing market share etc. shall be the areas of empnasis.

products neglected over time may reqyjr

Elements of Turnaround Strategy . before E
The important elements of turnaround strategy are as follows (Just Read them 3 Times before xarﬁS)

Changes in the top management

[ J
e |dentifying guick payoff activities
e Quick cost reductions
e Revenue generation
e Asset liguidation for generating cash
e Mobilization of the organization's resources
e Better internal coordination.
DIVESTMENT
o It !'nvolves the sale or quuiqqtiop of a portion of business, or a major division, profit center or SBU.
e Itis usually a part of rehabilitation or restructuring plan and is adopted when a turnaround has been
attempted but has proved to be unsuccessful, ;
The option of a turnaround may even be ignored if it is obvious that divestment is the only answer.
A divestment strategy may be adopted due to various reasons:
o Abusiness that had been acquired proves to be a mismatch and cannot be integrated within the
company. 9
o Persistent negative cash flows from a particular busin
- ' ess create financi ole
company, creating the need for divestment of that business Al Prodl SmSTOEE S
o Severity of.competition and the inability of a firm to cope wi.th it may cause it to divest
L | Lug is requn_red if the business is to survive but where it is not possible for €
Irm to invest in it, a preferable option would be to divest ISnotp
o A better alternative may be available for | '
Lottel fiefr s nvestm i : . e
businesses. €nt, causing a firm to divest a part of its unprofitad!
Neeraj Arora | www.edu91.org
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QUDATON [
= o Itisconsidered the most extreme and : i
iteassets: Unattractive strateqy, which involves closing down a firm and selling

o Itis considered as the [ast resort because it leatls to&urt . Sl o

o loss of employment for workers and other employees

o termination of opportuniti
o leminats fai/ureQ,Q es where a firm could pursue any future activities, and the

o Many_small-scale units, proprietorship firms, and i iqui i
i . o ) partnership ventures liquidate frequently but medium-and
large-sized companies rarely liquidate in India. The company management, government, banks and

financial institutions, trade unions, suppli i
NS! » Suppliers and creditors, and other agencies are extremely reluctant to
take a decision, or ask, for liquidation. ' ° '

e Selling assets

o ?egmg assets for implementing a liquidation strategy may also be difficult as buyers are difficult to
ind. Moreover, the firm cannot expect adequate compensation as most assets, being unusable, are
considered as scrap.

o Good Proposition WREN ...
o Liquidation strategy may be unpleasant as a strategic alternative but when a "dead business is worth

more than alive’, it is a good proposition.

o Forinstance, the real estate owned by a firm may fetch it more money than the actual returns of
doing business. When liquidation is evident (though it is difficult to say exactly when), an
abandonment plan is desirable.

¢ Planned liquidation
o Planned liquidation would involve a systematic plan to reap the maximum benefits for the firm and

its shareholders through the process of liquidation.

Why a Turnaround Strategy is required for a business?
(MTP2, Nov 2018, 5 Marks)
OR
Write a short note on need for turnaround strategy.
(MTP1, Nov 2019, 5 Marks)

cess:or;Soft dloth Ltd. incurred significant losses in all its previous five financial years. Currently, they are into
lyster, rayon, lycra and blends. Competition is also intense on account of cheap imports.
been able to pay the salaries to its employees in the current month.

With the global economic re
manufacturing of cloth made of cotton, silk, po
The company is facing cash crunch and has not
Suggest a grand strategy that can be opted by Soft Cloth Ltd.

(RTP, May 2019, NA) (ICAI Study Material)

Arena_l:’(_d. m T aetioR D! “.Q—térs rthat are of low in production cost, competlti\{e price, and qu‘ality to thgir competitor's product. Profits
e SahnaurLaca:‘trt:ertijse gl(i):;npg day by day. Shreekanth, a senior executive realizes that drastic strategies have to be created for the
survival of a company. After SWOT analysis by assessing the strengths and weaknesses, they come up with the conclusion that they
Cannot compete i: thg'compme,s with the competitors. The management directs Shreekanth to act quick and develop a suitable strategic
plan,
Discuss the strategy which can be opted by Shreekanth.
(MTP1, May 2018, 5 Marks) (MTP2, May 2019, 5 Marks) .

. i i i ion. The
ABC Inc . hcare industry, was facing a decline due to outdated technology and lack of innovation
compan.yawzl;cfes.sm' corzpan)rr] il “;f,g esatlrtuggling to retain customers. In an effort to reverse the trend, the.manage{nent def:ided to
implement Pl sh'arg ew talent, invested in research and development, and streamlined their operations to increase
efficienc Ti i Thefyf oy ABnC Inc wals able to introduce new products and services, reposition themselves in the market, and
eventuau); regz:%:eti?iiemzeﬁ::é edge Th'e company’s revenue and profits increased, and they were once again on the path to success.

Discuss the strategy which has been implemented by the management of ABC Inc.
\

— 4.12
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RO owever, after entry of Modino and Uncle Jack s

Shayamli?

General public is

significant loss in

CEO.
(SA, July 2021, 5

Pizza Galleria was India's first pizza delivery chain enjoying monopoly f/‘:r:l eateries and
struggling to compete. Both Modino and Uncle Jack have opened se ether they shou
the chain has suffered significant losses. The chain wishes to know w

of action plan for turnaround strategy.

(RTP, Nov 2019, NA) I

ha

o - . o roduct market Sh: ve lo

An XYZ Company is facing continuous losses. There is decline in sales anfi'F{ are deteriorating and employees have low Morale, Atthe
uncompetitive and there is persistent negative cash flow. The thSi?a| faﬁ:gtlsrsganiza
board meeting, the board members decided that they should con'tlnuseh el it
functions properly. The board has decided to hire young executive Shay: be taken to implement the corporate strategy ad0ptedby
corporate strategy should Shayamli adopt for this company and what steps to

(SA, Nov 2019, 5 Marks) (ICAI Study Material) T e
Explain in brief the reasons to adopt turnaround strategy.
(MTP1, May 2020, 5 Marks)

contagious viral pandemic.

action plan based on short in f

- uture, the
selling scrap, asset liquidation and overheads cost reduction. Further, to avoid any such “”towhj;d e,\‘;:gltj;g Pvt. Ltd.?
newer business areas along with its core business. Identify and explain the strategy opted by M/s. T
(RTP, Nov 2020, NA)

The CEO of a textile mill is convinced that his loss making company can be turned around. Suggest an action plan for a turnaround to the

A Tl - everal years. H riced the product aggressive!y. In last f°"'years
|§ go for turnaround strategy. List out Compon eng

———
re. The products of the company beca

tion and adopt such measures that the compa

for improving the functions of the organization, Wh

ini ideli ding emergence of
i itioni i Ith Ministry guidelines regar g of a
i ditioning units based on the Health . lelin ardin :
gcgrr?s:qﬁglt[;)? l\?lerbﬁranpvt. Ltd?a manufacturer of evaporation conl§ used in a|rez2r;?1|;|zgcgoinézsah;s LaCed
working capital due to 'sharp fall in demand. The company conducted financial assessm orkable

. ) : cy plan has been implemented. it includeg
and long term financial needs. But for immediate needs, an emergency p ol diversify g8

discernin

Marks)

"There are certain

(SA, Dec 2021, 5 Marks)

conditions or indicators which point out that a turnaround is needed if the company has to survive." Discuss.

Racers Ltd. manu

sells at a high profit margin. In recent years, Racers Ltd. has entered a period of decline due to the market becoming flooded with cheaper,
high quality bicycles from abroad, where labour costs are lower. Racers Ltd. has therefore decided to adjust its strategy and adopt a focus
approach, targeting its bicycles towards professional athletes. This will allow Racers Ltd. to continue earning high margins, though the
size of its potential market will likely fall. Identify and explain the need of adopting this strategy by Racers Ltd. to manage decline?
(RTR, May 2022, NA)

factures bicycles. Until recently it has adopted a differentiation strategy, offering high quality bicycles which Racers Ltd.

development in th
Identify and expla

X Pvt. Ltd. had recently ventured into the business of co-working spaces when the global pandemic struck. This has resulted in the
business line becoming unprofitable and unviable, and a failure of the existing Strategy. Howev
relatively less affected by the pandemic as compared to the recent co-working spaces. Sugges
justify your answer.

(SA,Jan 2021, 5 Marks) (ICAI Study Material)

(RTP, May 2021, NA) theatre Ltd.

What is Divestment strategy? When is it adopted?
(RTP, Nov 2018, NA) (RTP, Nov 2020, NA)

er, the other businesses of X Pvt. Ltd. are
ta strategy for X Pvt. Ltd. with reasons to

at some regiona| content like ‘ba | ies’ ‘Gui ; * etc. were
and less viewership. The leadership team of Mini theatr i 198 movies’, ‘Gujarati shows'ete.
el tre Ltd. decideq to sell the rights and curtail any further content

in the corporate strategy adopted by the leadership team of Mini

—_— =
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cy, but could not get desired result's.
Tow in product alpha and to decouple with product Beta from its

trategist, suggest the retrenchment strate to
usc?l :t rategy? 9y 10 be adopted by the company. Also delineate reasons why a company should adopt
A, Nov 2022, 5 Marks)

s
(s

/_“ition of business is involved in both "E B3 3 PR o e - - o
::gl':te'y different. Explain. XPansion® and "Retrenchment" strategy, however, method involved in their execution is
(TP, May 2023, NA) (MTP1, Nov 2023, 5 Marks)

D'i'ff:remiate between divestment and liquidatioﬁ st,;tegy e =
(MTP1, Nov 2019, 5 Marks) (MTP2, May 2021, 5 Marks) (MTP2, Nov 2021, 5 Marks) (MTP2, May 2022, 5 Marks)
OR

iefly describe the meaning of divestment and |j uidation i
?snA' p);ov 2020, 5 Marks) q Strategy and establish differences between the two.

e e ——

XYZ Ltd. is a multi-product company, suffering from continuous losses since last few years and l;as accumulated heavy losses which have
eroded its net worth.

What strategic option is available to the mana

(SA, May 2018, 5 Marks)

gement of this sick Ccompany? Advise with reasons.

L

Combination Strategy

The above strategies are not mutually exclusive.

. ¢ ) Itis possible to adopt a mix of the above to suit particular
situations. An enterprise may seek stability in Some areas of activity, expansion in some and retrenchment in the

others. Retrenchment of ailing products followed by stability and capped by expansion in some situations may be

thought of. For some organizations, a strategy by diversification and/or acquisition may call for a retrenchment in

some obsolete product lines, production facilities and plant locations.

Major Reasons for Combination Strategy
e The organization is large and faces complex environment.

e The organization is composed of different businesses, each of which lies in a different industry requiring a
different response.

Explain the meaning of the Combination strategies.
(RTP, May 2018, NA) (RTP, Nov 2018, NA)

ome Examples

Strategy Meaning Example

Forward Gaining ownership or increased control over the next Reliance Industries (owning

Integration level in the value chain (Manufacturing or intermediaries) refineries) diversified into petrol pumps
Backwarg Gaining ownership or increased control over the previous  An automobile manufactures diversifying
Integration level in the value chain (Manufacturing or suppliers) into tyre production.

Horizontal Seeking ownership or increased control of a firm's ICICI Bank taking over Bank of Rajasthan
Integration competitors

"e¢a] Arora | v edus .org . s
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Conglomerate  Adding new, unrelated products or services
Diversification

T = vash Birla Group (auto &
engineering)decides to enter wellness, sola; |

wer and schools.

strategy as it involves closing down a firm and selling its
assets. It is considered as the last resort when all other

o 1
f |
!
|
g : 's withdrawal from th :
Divestment Divestment strategy involves the sale or liquidation of a ngrej Grc{’;{;i r‘zlr:]i;rica eJv 3
portion of business, or a major division, profit centre of with Sara i
SBU. }

iquidati iqui i ducts are
Liquidation L i { Those companies whose pro no |
q iquidation strategy is an extreme and unattractive s el Al ey |
|
|

Cpnceptric In concentric diversification, the new businesses aré
Diversification added that are linked to the existing businesses through

options fail.

Kotak Mahindra Bank gets into insurance
and asset man |

process, technology or marketing.

Strategic Options - Portfolio Analysis Models

Primarily used for competitive analysis and corporate strategic planning in multi-product and multi businesg

firms.
May also be used in less diversified firms, if these consistof am
complementary interests.

The main advantage in adopting a portfolio approach in a

ain business and other minor

multi-product, multi-business firm is that

resources could be channelised at the corporate level to those businesses that possess the greatest
potential.

Ansoff's Product Market Growth Matrix

Proposed by Igor Ansoff
Helps in deciding product & market growth strategy.
Gives a fair idea about the growth of the business in terms of product and markets.

It is also known as product market expansion grid
It is a portfolio planning tool.
Helps in identifying growth opportunities.

Market Penetration

Market penetration refers to a growth strategy where the business focuses on selling existing products into
existing markets.

It is achieved by making more sales to present customers without changing products in any major way.

It might require greater spending on advertising or personal selling.

It is also done by effort on increasing usage by existing customers.

Market Development:

Market development refers to a growth strategy where the business seeks to sell its existing products int

[}
new markets.

e Itis a strategy for company growth by identifying and developing new markets for current company
products.

e This s'trat'egy.may be achieved.through new geographical markets, new product dimensions or packagind
new distribution channels or different pricing policies to attract different customers or create new marke
segments.
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ﬁ-{oddct Development
Product development refers to g 9rowth strategy where business aims to introduce new products into
o Itisastrategy for company growth by offerin
o It may require the development of

products which can appeal to existing markets.

g modified or new products to current markets. ‘
and requires the business to develop modified

versification
b] ¢ Diversification refers to a growth s

o Itis a strategy by starting up or ac
e This strategy is risky because jt does not rely on either the compan
established markets.

o Here business is moving into markets in which it has little or no experience.

As market condiﬁO.nS change overtime, a COmpany may shift product-market growth strategies. For example, when
its present market is fully saturated a company may have no choice other than to pursue a new market.

e z ]
s = |

| Existing | | New Products |
| Product | | ‘

=

(Ansoff's roduct Market Growth Matrix
ADL Matrix
- The ADL matrix (derived its name from Arthur D. Little) is a portfolio analysis technique that is based on

product life cycle.

- The approach forms a two-dimensional matrix based on stage of industry maturity and the firms
competitive position s g B
- Stage of industry maturity is an environmental measure that represents a position in industry’s life cycle.
- Competitive position is a measure of business strengths that helps in categorization of products or SBU's
into one of five competitive positions
- Dominant
- Strong
- Favourable '
- Tenable
- Weak

4.16
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_'.//\
It is four by five matrix o
Competitive position |Stage of industry maturity Arthur D. Little (ADL) Matrix e
gein
Embryonic Growth Mature g
Dominant
Strong , : ' liic Defend positio
' : |Focus Renew
o] Focus
Consider with
Favorable ' o\. o Focus ar
‘ Differentiate T
Harvest
Find niche
Hold niche
Turnaround
Grow with industry Hit
: smaller firms ,
Tenable = : 3 R L e e o)
: ‘ Hold nlch,;e__ g ""F"arogh&()i(@g, i@
oldniche
etrench T
Weak -
The competitive position of a firm is based on an assessment of the following criteria:
Dominant ,
This is a comparatively rare position and in many cases is attributable ei
either to amo
protected technological leadership. _monopoly or a strong and
Strong

By virtue of this position, the firm has a considerable degree of fre i
et e edom o [ i '
able to act without its market position being unduly threatened by its com\g:zrtil:ii(r:\'s]ome ofistrategles and g i

Favourable
This position, which generally comes about when the industry is frag

W ( stry is fi i
clearly, results in the market leaders a reasonable deqree of f)rleedtraé:nmemed 21 o one competitor stand 0%

Tenable
Although the firms within this category are able to .
perform satisfactorily and can justify staying in the indust

ar i j i
e generally vulnerable in the face of increased competition from st ;
market. stronger and more proactive companies int

they
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e

%?::erfof mance of firms in this category is generally
do exist

gﬁﬁﬁémﬁﬁgﬁio:p h(BCG) Growth-Share Matriy
P2 The BCG growth-share matrix is the simples ion’ o of |

; It's also known for its cow and dog meta :::sway R
It is popularly used for resource allocati .

Using it, a company classifies its dj
In the matrix:

o The vertical axis represents market growth rate

o The horizontal axis represents relative market share and serves as a measure of company strength

in the market.

o Using th§ matrix, organisations can identify four different types of products or SBU as follows:
o Stars
m are products or SBUs that are growing rapidly.

] ;'Qtegn?iljf) need heavy investment to maintain their position and finance their rapid growth

m They represent the pest opportunities for expansion.

o Cash Cows

m are low-growth, high market share businesses or products.

m  They generate cash and have low costs.
m  They are established, successful, and need less investment to maintain their market share.

= Inlong run when the growth rate slows down, stars become cash cows.

Unsatisfactory although the opportunities for improvement

o Question Marks,
m sometimes called problem children or wildcats, are low market share business in high-growth
markets.
They require a lot of cash to hold their share.
They need heavy investments with low potential to generate cash.
Question marks if left unattended are capable of becoming cash traps.
It is for business organisations to turn them stars and then to cash cows when the growth

rate reduces.
o Dogs
m are [ow-growth, low-share businesses and products.
They may generate enough cash to maintain themselves, but do not have much future.
Sometimes they may need cash to survive.
Dogs should be minimized by means of divestment or liquidation.

4.18
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Relative Mdrket Share \
FHIGH! Low |
- stars Question Marks |
) b |
ol 80 B i
& [HeH] |
= s
3 Yo/ |
o 5
(0]
§ - Cash Cows Dogs ‘
5] oW | B @ |
‘ NEVEE 3
95 WA
&3{_—_} j ,k‘f;.\'.',‘J
BE:G G;owth Share Matrix

Problems and limitations with the BCG method

S B GG et

Difficult
Time-consuming, and

Costly to implement.
Management may find it difficult to define SBUs and measure market share and growth.

It also focuses on classifying current businesses but provide little advice for future planning.

They can lead the company to place too much emphasis on market-share growth or growth through entyy
into attractive new markets. This can cause unwise expansion into hot, new, risky ventures or giving upon

established units too quickly.

Strategies to applied in BCG Model
In the BCG growth-share matrix portfolio of investments are represented in two dimensional space. The vertical

axis represents market growth rate and the horizontal axis represents relative market share. Using the matri,
organizations can identify four different types of products or SBU as stars, question marks, cash cows and dogs.In

the light of BCG Growth Matrix, the four strategies that can be pursued are:

1.

General Electric model

Discuss General Electric model of analyzing current business portfolio
To analyze the business portfolio the General Electric Company used a model which is also known %

Build: Here the objective is to_increase market share, even by forgoing short-term earnings in favour of
building a strong future with large market share. It is done by increasing investment. For example,
investments can be made to push question marks into stars. .

Hold Here the objective is to preserve market share. It can be in situation where the organization is notin
position to invest or has other commitments.

Harvest: A relevant situation can be when the product or SBU is in position of being Cash Cow. Herethe
objective is to increase short-term cash flow regardless of long- term effect.

Divest: Divest is relevant in case of Dog quadrant. Here the objective is to sell or liguidate the business
because resources can be better used elsewhere, T

- Business Planning Matrix,
- GE Nine-Cell Matrix and l

- GEElectric Model.

The strategic planning approach in this model has b T .
The lights that are used at crossings to Mmanage traft('?::e : In.s pired from traffic control lights. f
- green for go, are: |

49
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and red for stop.
is model uses two factors while takin

Chapter 4 - Strategic Choices

g strateqi o= )
.l _ Business Strength and gic decisions:
Market Attractiveness.
k. The th'y.cal axis indicates market attra tiveness and the horizontal axis shows the business strength in the
industry- usiness strengt

\f a product falls in the green section,
o thebusinessisinan "‘“’MM —
o Toreap the benefits, the strategic decision can be
m toexpand,
m toinvestand
m  grow.
o |faproduct is in the amber or yellow zone,

o It net_ad§ caution and managerial discretion is called for making the strategic choices.
If a product is in the red zone,

o itwill eventually lead to Josses that would make things difficult for organizations.
o Insuch cases, the appropriate strategy should be

m retrenchment,

m divestment or

m liquidation.

This model is similar to the BCG growth-share matrix. However, there are differences. Firstly, market attractiveness
replaces market growth as the dimension of industry attractiveness and includes a broader range of factors other

than just the market growth rate. Secondly, competitive strength replaces market share as the dimension by which
the competitive position of each SBU is assessed.

‘Business Strength

| S e A

Strong Average weak
. select/Earn
High :
lg Invest/Expond || select/Earn qrvest/pive
| C S S oo || &
198 Medium
=
| o]
| El
E select/Earn arvest/Dive arvest/Dive
bl
o | Low
{2
B
(=)

4

\

In the conte ) - t Growth Matrix, identify with reasons, the type of growth strategies followed in the following:
Cases: xt of Ansoff's Product-Marke

gileading producer of tooth paste, advises its customers 10 bLusPI\ teeth twice a day to keep breath fresh.

i ~ousiness giant in hotel industry decides to enter into dairy business.

I;:g One of India's premier utility vet?i(cles manufacturing company ventures t|° :z;ax‘:‘:;e:‘”e'g" markets.
Arenowned auto manufacturing company launches ungeared scooters in ;

(Icay Study Material)

'("R‘fr“LAnsoff's Product-Market Growth Matrix is a useful tool for business orl?a)nizations? i
Nov 2018, Na) (MTP2, May 2019, 5 Marks) (MTP1, Nov 2021, 5 Marks S

e — 4.2



Chapter 4 - strategic Choices

wth
'« Product Market Gro
S 2023, 5 Marks)

TR off
Distinguish between Market Development and Product Development under Ans

TP2, Nov
(MTP1, May 2021, 5 Marks) (RTR, Nov 2022, NA) (MTP2, May 2023, 5 Marks) (M
ms for high-income group homeowners in India ™
< Ihe

> i arl
Ajanta & Sons Limited are manufacturers of domestic household security al
company is currently reviewing two strategic options.

. . i Ow.
Optfon 1: Selling the same alarms although with different coverings to 'smaller angfl o
Option 2: Development of new, more sophisticated alarms and a wide range
industrial clients for higher prices i ing Ansoff's Matrix.

. using Anso
The senior management team of Ajanta & Sons Limited are keen to analyse the two options 9
(RTP, Nov 2021, NA)

income group households at a lower price,
urity services (guards and surveillance) fo, Sle g

; i using Ansoff’s product mark
Sky chemical industry intends to grow its business. Advise the company on the available options 9 et growth

matrix.

(MTP1, May 2022, 5 Marks) (MTP2, Nov 2022, 5 Marks) (RTP, May 2023, NA)
OR h Matrix to advise them of the

; y et Growt
Aurobindo, the pharmaceutical company wants to grow its business. Draw Ansoff's Product Mark

available options.
(ICAI study Material)

Describe the construction of BCG matrix and discuss its utility in strategic management.
(ICAI Study Material)

An industry comprises of only two firms-Soorya Ltd. and Chandra Ltd. From the following information

relating to Soorya Ltd., prepare BCG Matrix:
Product Revenues Percent Profits Percent % Market share % Industry
(inRs.) Revenues (inRs) profits Growth

rate
A 6 crores 48 120 lakhs 48 80 +15
B - 4crores 32 50 lakhs 20 40 +10
C 2 crores 16 75 lakhs 30 60 -20
D 50 Lakhs 4 5 lakhs . 2 5 -10

Total 12.5 crores 100 250 lakhs 100 100

(ICAI Study Material)

Explain the strategic implications of each of the following types of business in a corporate portfolio:

(a) Stars

(b) Question Marks
(c) Cash Cows

(d) Dogs

(RTP, May 2022, NA)

Atrix Ltd. is a company engaged in the designing, manufacturing, and marketing of mechanical instruments lik d meters, oil pressuré
gauges, and so on. Their products are fitted into two and four wheelers, During the last couple of years, the e speeh been, P
fall in the market share. This is on account of shift to the new range of electronic instry i itching away
mechanical instruments that have been the backbone of Atrix Ltd. ments. The customers are switc

As a CEO of Atrix Ltd., what can be the strategic options available with you,
(MTP1, Nov 2018, 5 Marks) (ICAI Study Material)

?uli'iitt?J:zeT(;IZaggsetg:r::fstzzi :/ri‘ti Eif:;e;‘t;r:):{eti;giygnirg, better quality, increase in purchasing power of buyers towards the househo
2 iona i ;
o rrarid LB What can Basp o trategic options ek t§3IZ|?Nr;tshaynodumatenaI that have been the backbone of Woodworld Ltd. As @
‘_——-/
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/_‘__,._—-<——'— e ——— S - ="
e Nov 2022, NA) |

B Corporation is a conglomerate with a diverse portfolio of businesses. One of its businesses s a well-established division in a mature
nd stable market. The division has maintained a high market share over the years but is experiencing slow growth due to market

saturation. The.management team is contemplating the best course of action for this division. How should ABC Corporation approach this
division according to the BCG growth-share matrix, and what would be the rationale behind it?

(RTP, Nov 2023, NA)

Write a short note on the role of ADL Matrix in assessing competitive position of a firm
(RTP, May 2020, NA) (RTP, May 2022, NA)
| Basnsnts
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creating a clear vision, mission, valugg
’

Strategic’ Management Process
ludes key performance measureg ink

® Anorganisation's strategy is a methodical process t
goals, analyzing themes, and creating a strategic pla
themes to goals and measure strategy success. .

e The strategic management process is dynamic and continuous. sitate a change in any or all
A change in any one of the major components in the model can neces of the
other components.

e The strategic management process never really en

e The strategic management process can best be stu

hat involves C
n. This plan inc

ds.

died and applied using a model.

Strategic Management Model

Framework for studying and applying strategic managem
This model does not guarantee sure-shot success . i

It represents a clear and practical approach for formulating, implementing, and evaluating strategies.
Strategists do not go through the process in lockstep fashion. . : .

The process essentially is iterative and involves a lot of back-and-forth considerations across different

stages in the strategic management process.

ent.

¢ Management model. (SA, Nov 2018, 2 Marks)
OR

With the help of a model explain strategic management process. (RTP, Nov 2019, NA)

Present a diagrammatic representation of a Strategi

Stages in Strategic Management
Strategic management involves the following stages:
1. Developing a strategic vision and formulation of statement of mission, goals and objectives.
2. Environmental and organisational analysis.
3. Formulation of strategy.
4. Implementation of strategy.
5. Strategic evaluation and control

Stage 1: Strategic Vision, Mission and Objectives
e Organization must determine what directional path it should take and what change would improve its

current market position and future prospects.
In this stage organization should decide it's strategic intent, vision, mission and objectives

[ ]
Stage 2: Environmental and Organisational Analysis

e Diagnostic phase

e Environmental Scanning

e Organizational Analysis

e Systematically analyze various elements of the environment to determine opportunities and threats for the
firm in future.
This would reveal organisational strengths and weaknesses whi . d

- = ich could reats an

opportunities in the external environment. be matched with the th

Stage 3: Formulating Strategy
e Developing strategic alternatives in the light of organizati iti
anizati nities
and threats in the environment. 9 tion strengths and weaknesses and opport!

e Deep analysis of various strategic alternatives f e
ort ’ ° ernd
which will serve as strategy of the firm. he purpose of choosing the most appropriate alt

Neeraj Arora | www.edu91.org 5.1
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/ e —

o Acompany may be confronted with several alternatives such as:
o Should the company continue in the same business carrying on the same volume of activities?
o Ifitshould continue in the same business, should it grow by expanding the existing units or by
establishing new units or by acquiring other units in tﬁandu;fr);. -
o Ifit should diversify, should it diversify into rﬁéz-@d areas or unrelated areas?
o Should it get out of an existing business fully or partially? e

Gtage 4: Implementation of Strategy
" e Operations-oriented
o Most demanding and time-consuming part of the strategy-management process.
o Convert strategic plans into actions and results manager has to do many tasks
e Inmost situatio'ns, strategy-execution process includes the following principal aspects:

o Developing budgets that steer ample resources into those activities critical to strategic success.

o Staffing the organization with the needed skills and expertise, consciously building and
strengthening strategy-supportive competencies and competitive capabilities, and organizing the
work effort.

o Ensuring that policies and operating procedures facilitate rather than impede effective execution.

o !Jsing the best-known practices to perform core business activities and pushing for continuous
improvement.

o Installing information and operating systems that enable company personnel to better carry out their
strategic roles day in and day out.

o Motivating people to pursue the target objectives energetically.

o Creating a company culture and work climate conducive to successful strategy implementation and
execution.

o Exerting the internal leadership needed to drive implementation forward and keep improving strategy
execution.

Good strategy execution involves creating strong “fits”
e between strategy and organizational capabilities,
e Dbetween strategy and the reward structure,
e between strategy and internal operating systems, and
e between strategy and the organization’s work climate and culture.

Stage 5: Strategic Evaluation and Control

Evaluating the performance of the organisation

Assessing the impact of new external development

Making Corrective Adjustments

Simply fine-tuning the strategic plan and continuing with ongoing efforts to improve strategy execution are

sufficient.
e But whenever a company encounters disruptive changes in its external environment, questions need to be

raised about the appropriateness of its direction and strategy

——

Describe the principal aspects of strategy-execution process, which are Included In most situatlons.

(SA, May 2018, 5 Marks) (MTP1, Nov 2022, 5 Marks)
: OR

To convert strategic plans into actions and results, a manager must be able to direct organizational change, motivate people, build and

Strengthen company competencies and competitive capabllities, create a strategy-supportive work climate, and meet or beat performance

targets, Explain the principal aspects of strategy-executlon process. (RTP, Nov 2018, NA) (MTP1, May 2019, 5 Marks)
OR

Strategy execution |s an operations-oriented activity which Involves a good fit between strategy and organizational capabilities, structure,

climate & culture, Enumerate the principal aspects of strategy execution process which are used In most of the situations.

(SA, Jan 2021, 5 Marks)
\

—_—
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2021, NA)
: ss. (RTPR, Nov
Explain the principal aspects of the strategy-execution proce

L
Corporate Strategy e olE in the future (today, next week, next month, neyy Ve

* Planning entails choosing what has to A done. lans

the next couple of years, etc.) and M’}gnﬁlgﬂvs?hich can be operational or strategjic,

. . er a y . % o ,
e g N e TN g
; izational goals.

Wweaknesses, and allocating resources to achieve or?:c?llzjmd lower-level management.

* Operational plans, on the other hand, are made at middle

A, or
no\Jer |

Difference between Strategic and Operational planning

Operational planning ™
Strategic Planning . .
. . i lanning deals with current de
Strategic planning shapes the organisation and its Operational p g deploymen o |
resources resources.
Strategic planning assesses the impact of Operational planning develops tactics rather than Strategy 'r
environmental variables. - - \
Strategic planning takes a holistic view of the Operational planning projects current Operations int, the
organisation. future.
Strategic planning develops overall objectives and Operational planning makes modifications to the businegg
strategies functions but not fundamental changes.
- . . . -\
Strategic planning is concerned with the long-term Operational planning _Is Cpncerned with the shon-m
Success of the organisation. success of the organisation.
. . . sl ey \.
Strategic planning is a senior management Operational planning is the responsibility of functional
responsibility. managers.
L ——
Strategic Planning

The formation of corporate strategy is the r
® Strategic planning is the process of
objectives and formulation of polici

* Strategic planning involves interacti

esult of a process known as strategic planning.

determining the objectives of the firm, resources required to attain these
es to govern the acquisition, use and disposition of resources.

ve and overlapping decisions leading to the development of an effective
strategy for the firm.
* Strategic planning determines where an organisation is going over the next year or more and the ways for
going there.

e The process is organisation-wi

Dealing with Strategic uncertainty
e Strategic uncertainty, a term referring to the

N . . ] ‘ |
Flexibility ‘

Organizations can builg flexibility into their Strategies to quickly adapt to changes in the environment.
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ﬁﬂlafgiﬁ_éétion anization's prod

piversifying the org product portfolio, markets, and customer base can reduce the impact of strategic
Uncenamt)’-

cisnitoring and Scenario Planning

brganizaﬁons can regglarly monitor key indicators
p tferent future scenarios might impact their strate

of change and conduct scenario planning to understand how
gies.

guilding Resilience
'Orgranizations can invest in building internal resilience,

. : iasne such as i i i ,
O asing their financial flexibility, strengthening their operational processes

and improving their risk management capabilities.
gollaboration and Partnerships

Collabgratlng Wlth other organizations, suppliers, Customers, and partners can help organizations pool resources,
share risk, and gain access to new markets and technologies.

jmpact of uncertainty

o Each element of strategic uncertainty involves potential trends or events that could have an impact on
present, proposed, and even potential businesses.

o Atrend toward natural foods may present opportunities for juices for a firm producing aerated drinks on the

basis of a strategic uncertainty.

o Theimpact of a strategic uncertainty will depend on the importance of the impacted SBU to a firm. Some
SBUs are more important than others. The importance of established SBUs may be indicated by their
associated sales, profits, or costs. However, such measures might need to be supplemented for potential
growth as present sales, profits, or costs may not reflect the true value.

How a company can deal with strategic uncertainty? (RTP, May 2018, NA) (MTP 1, Nov 2018, 3 Marks)

Differentiate between Strategic Planning and Operational Planning. (RTP, May 2022, NA) (MTP2, Nov 2023, NA)

planning. Also outline the characteristics of strategic planning. (SA, May 2023, 5 Marks)

Strategic planning is an important constituent of strategic management. In the light of the same explain the meaning of strategic

Strategy Implementation
Meaning of Strategy implementation

Converting Strategic decisions Into Action

Allocation of resources as per the new course of action

Adapting the organisation’s structure to handle the new activities.

Training personnel and devising appropriate systems.

Many managers fail to distinguish between strategy formulation and strategy implementation. Yet, it is
crucial to realize the difference between the two because they both require very different skills.

* Acompany will be successful only when the strategy formulation is sound and the implementation is

excellent,

Difference between strategy formulation and strategy implementation

Strategy implementation concerns the managerial exercise of putting a freshly chosen strategy into action.

Strategy formulation Strategy implementation

Strategy Formulation includes planning and Strategy Implementation involves all those means
%-making involved in developing organization’s related to executing the strategic plans.

Strategic goals and plans.

StratEQV Formulation is placing the forces before the Strategy Implementation is managing forces during the

A=A AL R

N\
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Chapter5-S
/ .
action. \

action. ‘/minis'trative Task based on Strategic an
:n Entrepreneurial Activity based on strategic operational decisions. d

ecision-making. — 1t 1 .
Emphasi . - Emphasizes on efficiency \

Mmphasizes on effectiveness. Primarily an operational process,

Primari s - —y . | \
arily an intellectual and rational p Requires co-ordination among many '”diVidua|s T
the

Requires co-ordination among few individuals at the top middle and lower levels

level.
1 - i tivational a\
Requires Sp€C|ﬂC motivational and ’eadersh, traj N

Requires a great deal of initiative, logical skills
fonceptual intuitive and analytical skills. ’
Strategy Implementation follows Strategy Formmation

Strategic Formulation precedes Strategy

Implementation. \

Linkage between Strategic Formulation and Implementation :
¢ ’ The division of s?raté%;ié management into different phases is only for the purpose of orderly study,
® Inreal life, the formulation and implementation processes are L’!tf?_ftﬂ"_‘ﬂ-
® Twotypes of linkages exist between these two phases of strategic management. '
o The forward linkages deal with the impact of strategy formulation on strategy implementatign.

© Forinstance, the . ! .
= organizational structure has to undergo a change in the light of the requirements of the

modified or new strategy. _
= The style of leadership has to be adapted to the needs of the modified or new Strategies,
® The backward linkages are concerned with the impact in the opposite direction. While dealing with Strategic
choice, remember that past strategic actions also determine the choice of strategy.

—

:'\‘Strqtegyfgrmulation |

Flawed

Weak Excelleni .

 Stratagy Implementation |

Organizational success is a function

of good strate i i
successful only when the strategy form. . 9y and proper implementation. An organisation will be

e tionis sound ang implementation is excellent.
Square A
® The situation where a compan
5 SNt Y apparent| ) ;
difficulties in implementing it SUCcepssfuu Y has formulated 5 Very competitive strategy, but is showind

Neeraj Arora | www.edu91.0rg /
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—mn be due to various factors, e —
o such as the lack of experience (e.q. for startups)
o the lack of resources, '
o missing leadership and so on.
In such a situation, the company will aim at
implementation difficulties.

. moving from square A to square B, given they realize their

vareB
i & (neldsalSiuation \‘vhere a company has succeeded in designing a sound and competitive strategy and has
been successful in implementing it.
e The situation where the strategy formulation is flawed, but the company is showing
implementation skills. excellent

¢ Whena f:ompap){ finds itself in square D the first thing they have to do is to redesign their strateqgy before
readjusting their implementation/execution skills.

o Denotes for compapies that haven't succeeded in coming up with a sound strategy formulation and in ]
addition are bad at implementing their flawed strategic model.

e Their path to success also goes through business model redesign and implementation/execution
readjustment.

Principal Combination of Effectiveness and Efficiency

‘Strategie Formulation

)

|| i\
:‘ A
g! RSy !‘.
| o ||
NTA o ||
g ) |
= 5 [
'8 o | |
= | |
|5 ¥ . |
15 | S S |
’ 3 | 3y Survive Die QU ;
Q| = RERTAAS A :
o )
S B @ |

(incal Gornbinaton of sfcaney & ffectiveness |

* Anorganization that finds itself in cell 1 |
© is well placed and thrives,
© since it is achieving what it aspires to achieve with an efficient output/ input ratio. | |

* Anorganization
© incell 2 or 4 is doomed, : ;
© unless it can establish some strategic direction. ;
© The particular point to note is that cell 2 is a worse place to be than is cell 3

m  since, in the latter,

Neeraj
3] Arora | www.edu91.0rg 5.6 | |
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-

A . is being used to sk - ’
"?vel? y ;?o Tuchsl?op:::;iiszlaiereas to be efficient is not in itself "’%
m  To be effective i

sufficient for survival.

' s do the thing in the
In crude terms, to be effective is to do the right thing, while to be efficient is to ’ = e

implementation.
Successful strategy formulation does not guarantee successful strategy Imp

1 ou are going to do
Itis always more difficult to do something (strategy implementation) than to say y Fess o (Strategy
formulation)

Issues in St

‘‘‘‘‘‘ Strategy Implementation

The implementation tasks put to test the strategists’ abilities tg allocate resources, design orgamsqtlonal structum,
formulate functional policies, and to provide strategic leadership.

Issues in implementation covers everything included in the discipline of management studies

The different issues involved in strategy implementation are .
* Strategies, by themselves, do not lead to action. Strategies, thgrefore, have ?o be actlyatgd through
implementation. Strategies are intent statements and through implementation organisations try to realise
that intent. . .
* Strategies should lead to plans. (will give milestones, and how strategies will be converted into actions)
Plans result in different kinds of programmeS. (Goals, Policy, Procedures, Rules to convert plabn into action)
programmes lead to the formulation of projects. (Specific Programme with predetermined time schedule and costs)
© ltrequires separate allocation of funds, and is to be completed within a set time schedule.
o Projects create the needed infrastructure for the day-to-day operations in an organization.
e Afterthatis provided,
o itwould be essential to see that a proper organizational structure is designed,
© systems are installed,
o functional policies are devised,
o and various behavioral inputs are provided so that plans may work.
¢ Given below in sequential manner the issues in strategy implementation which are to be considered:
o Project implementation
Procedural implementation
Resource allocation
Structural implementation
Functional implementation
Behavioral implementation

O O 0 0 ©O

one after another.

Divisional and functional managers be invo|

: ved as much as possible
strategists should also be involved as myc

in the strate -formulation process.
h as possible in strategy-j i i

mplementation activities.

. \ /
Management issues central to strategy implementatio =

I ninclude
e establishing annual objectives

devising policies,

allocating resources,

altering an existing organizational Structure

restructuring and reengineering :
Neeraj Arora | www.edu91,0rg /
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/"———— - . 5
mg reward and incentive plans,
minimizing resistance to change,
developing a strategy supportive culture,

[}

[ ]

L[] . .

o adapting production/operations rocesses,
o

(]

developing an effective humap tesource system ang,
if necessary, downsizing.

ulation and Strategy Implementation,
May 2021, 5 Marks) (MTP1, Nov 2021, 5 Mark:

Distinguish between Strategy Form

(SA, May 2019, 3 Marks) (MTP1, s) (MTP1, May 2023, 5 Marks)
ey ———— R R e

plementation are intertwined and linked with each o

*Strategy formulation and strategy im
arguments. (SA, May 2022, 5 Marks)

ABC Ltd. is a shoe manufacturing company. The strategic manager of ABC Itd. is Ms. Suman. Ms. Suman hired the best designers she
could find online for her ethnic shoe brand but later she found that the designers were better at leather designs. Identify and explain
linkage in the given situation as she had to change her

strategy basis the actual resources she had?
(MTP1, Nov 2022, 5 Marks) (RTP, Nov 2023, NA)

ther" Elucidate this statement with suitable

tegic Change
Meaning of Strategic Change
Strategic Change
* Changing the existing strategies
* and bringing out new strategies
* because of environmental changes
¢ iscalled strategic change.

Strategic change is a complex process and it involves a corporate strateqy focused on
® new markets,

¢ products,
* services and
* new ways of doing business.

Steps for initiating Change .
For initiating Strategic change, three steps can be identified as under

Recogniza the need for change

* Thefirst step is to diagnose which parts of the present corporate culture are strategy supportive and which

are not, .
* This basically means going for environmental scanning

© involving appraisal of both internal and external capabilities, can be done through swort analysis and

© then identify the problems/improvement areas and determine scope for change.

e —

. o, tedvision to manage change o o . o

* Objectives and vision of individuals and organlzatlodns's.hould coincide. (They must not be in conflict with
¢ach o if they follow a shared vision. i |
Strategt;l ‘iarg'pf:;::tggsn:a?,gl)t/()lf:onZince all those concerned that the change in business culture is not

Uperficial or cosmetic.

A 5.8
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ousness to new stm

S ent's seri
* The actions taken have to be fully indicative of manageme==
associated changes.

Ex i i RA after effects / Discrepangvs
Institutionalize the change (Action stage / Implementation / Attitude / M )

e -This is basically an action stage
o which rzquires implementation of a changed strategy.
e Creating and sustaining a different attitude Towards change.
 Besides, change process must be regularly
© monitored,
o review,
o analyze
m the after-effects of change.
o Any discrepancy or deviation
m should be appropriately addressed.
Kurt Lewin model of Change S
® The changes in the environmental forces often require businesses to make modifications in their existing
strategies and bring out new strategies. .
e To make the change lasting, Kurt Lewin proposed 3 phases of the change process for moving the
organization from the present to the future.

e These stages are unfreezing, changing and refreezing.

Unfreezing the situation ] )
e The process of unfreezing simply makes the individuals or organizations aware of the necessity for change

and prepares them for such a change.

e Lewin proposes that the changes should not come as a surprise to the members of the organization.
Sudden and unannounced change would be socially destructive and morale lowering.

e The management must pave the way for the change by first "unfreezing the situation”, so that members
would be willing and ready to accept the change.

e Unfreezing is the process of breaking down the old attitudes and behaviors, customs and traditions so that
they start with a clean slate. This can be achieved by making announcements, holding meetings and
promoting the ideas throughout the organization.

Changing to New situation

Once the unfreezing process has been completed and the members of the organization recognize the need for
change and have been fully prepared to accept such change, their behavior patterns need to be redefined. H.C.
Kellman has proposed three methods for reassigning new patterns of behavior. These are compliance, identification
and internalization.

Compliance
It is achieved by strictly enforcing the reward and punishment strategy for good or bad behavior. Fear of
punishment, actual punishment or actual reward seems to change behavior for the better

Identification

Identification occurs when members are psychologicall impressed u g 3 . iven
. : on to ide th some g!
role models whose behavior they would like to adopt and try to becon?e like therr:lfy themselves wi

Internalization

Internalization involves some internal changing of the individual's
. . e ————

environment. They have been given freedom to learn and adoptn

circumstances.

thought processes in order to adjustt0 2 "2‘; of
ew behavior in order to succeed in the new

_/
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—eezing
R fr.‘eezRefreezing occurs when the new behavior becomes a normal way of life. The new behavior must replace the
former behavior completely for Successful ang Permanent change to take place. In order for the new
behavior to become permanent, it must be continuously reinforced so that this new acquired behavior does
not diminish or e?(tmgmsh
, Change process is not a one time application but a continuous process due to dynamism and ever changing
environment.

, Theprocess of unfreezing, changing and refreezing is a cyclical one and remains continuously in action.

m;efezing in Kurt Lewin's change process. (RTP, May 2018, NA)

pefine strategic change. Explain the various stages/phases of change process as propounded by Kurt Lewin. (MTP1, May 2018, 7 Marks)
OR
Write a short note on strategic change and explain the Process of strategic change. (SA, Nov 2018, 7 Marks)

OR

What is strategic change. Explain the change process Proposed by Kurt Lewin that can be useful in implementing strategies.

(ICA! Study Material)

Dr. Raman has been running a nursing home for about twenty two years now, and has gained enormous name for his benevolence in
Balram district of Chhattisgarh. Recently, his daughter, Dr. Radhika completed her medicine degree from the United States of America and
returned to her hometown to be a part of her father's practice. She has been given the baton to promote modern medicine and retain the
local skilled youth in their practice. However, their nursing home's skilled youth has been more inclined to E-Commerce employment
to imbibe the very essence of service in them, by being employed as nurses and
ng the practice as desired. Which of the following phases of Kurt Lewin’s Model of

egically positioning her father's nursing home?
(MTP1, May 2020, 5 Marks)

Discuss three methods for reassigning new patterns of behavior as proposed by H.C. Kellman. (RTP, Nov 2020, NA)

Connect Group was one of the leading makers of the mobile handsets till a few years ago and which went at the bottom of the heap.
Connect Group didn't adapt to the current market trends which eventually lead to its downfall. Which would have helped Connect Group to
change, adapt and survive? Explain the steps to initiate the change. (RTP, Nov 2021, NA)

OR
Explain the steps for initiating strategic change. (MTP1, May 2022, 5 Marks)

OR

Changes in environmental forces often require businesses to make modifications in their existip
the areas to be focused while considering concept of strategic change. Also explain the steps to i
(SA, May 2023, 5 Marks)

g strategies. In view of the same explain
nitiate strategic change process.

Glassware Ltd. is about to go through a significant restructuring. The strategic change ir}volves movin
centralized structure. This will help Glassware avoid duplication of support activities and lower its costs.

The management have held the first staff briefing in which they went to great lengths to explain that the change was

€ company to face future competitive challenges. Identify and explain the current stage of Glassware Ltd. from the
Model of change? (RTR, May 2022, NA)

g from a decentralized to a

necessary to equip
Lewin's three-stage

XYZ Ltd, is an

n the econom
executing the

i i ts. Due to COVID-19, the changes took place
aut that offers diversified products for all customer segmen g B
y fo?ggzbt':i i:?)rr?lﬁ?; to change its strategy. Being the CEO of the company, what stages will you follow for developing and
New strategy? (SA, May 2022, 5 Marks)

el transtormation o

Digital transformation involves using digital technologies to improve company procedures, goods, or

Services, .

Cha“ge Management helps organizations plan, prepare, and execute these changes, ovefcommg obstacles

eng Maximizing investment returns. It helps organizations overcome challenges and achieve success.
ange management in the digital transition consists of four essential elements:

Neery) Arora | 5.10
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— tives of the transformation

Defining the goals and objectives 0 identifying gaps
. ~tion and identifying .
Assessing the current state of the organization @ ded to reach the desired state

s nee
Creating a roadmap for change that outlines the step

organization
Implementing and managing the change at everyflet\:e'szfetlr:ner?ts is necessary. But what m
e To navigate a digital transformation successfully, each of the atterg

: jeving their goals.
most is how they collaborate to support organisations in achieving g

O O o

(o]

How does ' work? ’
How does change management work? ot of tools and best practices used to manage changes in an

e Change management is a process or S
organization. : ibili :

e ltassists in making changes in a safe and regulated manner, reducing the possibility of detrimental effects
on the company. . i i

e Any sort of organisation, including enterprises, organisations, gover nmental bodies, and even families, can
utilise change management to manage changes. ) L

e Change management models and methods come in a wide variety, but they 'all have key things in common_

e These include creating a clear vision for the change, involving stakeholders in the process, coming up with 5
plan for putting the change into action, and keeping an eye on the results. . .

e Although change management is frequently viewed as a difficult and complicated process, it is vital for
ensuring that digital transformation projects are successful.

The role of change management in digital transformation o
e Digital transformation is a process of organizational change that enables an organization to use technology
to create new value for customers, employees, and other stakeholders. A good change management

strategy is necessary for a successful digital transformation.
Change management is the process of planning, implementing, and monitoring changes in an organization.

It provides organizations in achieving their objectives while reducing risks and disruptions. For any
organisation undergoing a digital transition, change management is crucial.

A properly implemented change management strategy can help an organization to:

Specify the parameters and goals of the digital transformation

o Determine which procedures and tools need to be modified.

o Make a plan for implementing the improvements.
o Involve staff members and parties involved in the transformation process.

o Track progress and make required course corrections
A crucial component of any digital transition is change management. Why it gains more importance in the
current times is because organizations can improve their chances of success by approaching changeina

proactive and organized manner.

o

Change Management Strategies for Digital Transformation
Change management is crucial for successful transformation in businesses, as they must adapt to new technology.
market opportunities, and customer preferences. The five best practices for managing change in small and

medium-sized businesses include:

Begin at the top '
e Afocused, invested, united leadership that is on the same page about the company's future is reflectedin

change that begins at the top.
e The culture that will motivate the rest of the organisation to d
acc an
promoted in this way. ept change can only be generated

Ensure that the change is both necessary and desired
e The fact that decision-makers are unaware of how t
t the 0 pro iqi jon and the
effects it will have on their firm is one of the main caugespsfrltyh?sandle Sglialeforaton=t

/
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If a corporation doesn't have a sound str

. jor SanibiEce introducing too much too fast can frequently
pecome a major issue down the road,

. nrove management and corporate operations causes
I orkplace disruption by:
W a. Getting the word out early and pre

b. Giving staff members the knowledge and tools, they need to adjust to change.
c. Creating an environment that en

) Courages transformation or change.
d. Empowering change agents to provide context and clarity for changes, such as project managers or team
leaders.

e. Ensuring that IT department is informed of changes in technology or infrastructure and is prepared to support
them.

paring for some interruption.

Encourage communication
o Create channels so that workers ma

Yy and has the power to influence culture, just like your vision.

ges are reassured that they are not in danger

through effective communication, which keeps everyone on the same page.

Recognize that change is the norm, not the exception
o Change readiness may be defined as “the ability to continuously initiate and respond to change in ways that

create advantage, minimize risk, and sustain performance.” In order to keep up with the customers,
businesses must also adapt their operations.

¢ They must prepare for change in advance and ex

pect them. It may run into difficulties because changeis
not a project but rather an ongoing process.

How to manage change during digital transformation?

Digital transformation can be challenging and overwhelming for organizations, but effective change management is
crucial for navigating this transition.

Specify the digital transformation’s aims and objectives
* Whatis the intended outcome?

* What are the precise objectives that must be accomplished?

* Itwill be easier to make sure that everyone is on the same page and pursuing the same aims if everyone has
aclear grasp of the goals.

Always, always; always communicate ' .
* Itmight be challenging for people to accept change and afdjust toit. N
* Ensure that you routinely and honestly discuss the objectives of the digital transformatio

. n and how they will
affect stakeholders, including employees, clients, and other parties.

B&l@ady for resistance ! |
YeN when a change is for the better, it can be challenging for peopieito emibrace 1
ave g Strategy in place for dealing with any resistance that may arise.

Impier: ‘ -
7 "Nt changes graduaily i
anges should ideally be implemented gradually rather than all at once.

Negr.:
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00 much change at once, this will g People time o

® Inorder to avoid overwhelming individua!s with t
become used to the new way of doing things.

O'Her‘assistahce and fréining lications, etc. ]
dures, SO ware app icatl '
* Workers will need guidance in the new proce ures, softwar

rojects requires meticulous planning and effectiyg

In conclusion, effective completion of digital transformation p gration of new digital systems.

change management, ensuring successful integration and inte

Organisational FrameworK 's “organizational design.”

e The McKinsey 7S Model refers to a tool that analyzes a company's

* The goal of the model is to depict how effectiveness can be achieved in an organization through the
interactions of hard and soft elements. . ; ’
The McKinsey 7s Model focuses on how the "Soft Ss" and "Hard Ss elemeqts are lnterrele.ned', Suggesting
that modifying one aspect might have a ripple effect on the other elements in order to maintain an effective

balance.

Hard elements

The Hard elements are directly controlled by the management. The following elements are the hard elements i ap
organization. ;
e Strategy: the direction of the organization, a blueprint to build on a core competency and achieve

competitive advantage to drive margins and lead the industry '
e Structure: depending on the availability of resources and the degree of centralisation or decentralization

that the management desires, it choses from the available alternatives of organizational structures.
* Systems: the development of daily tasks, operations and teams to execute the goals and objectives in the

most efficient and effective manner.

Soft elements
The Soft elements are difficult to define as they are more governed by the culture. But these soft elements are
equally important in determining an organization's success as well as growth in the industry. The following are the
soft elements in this model;
o Shared Values: The core values which get reflected within the organizational culture or influence the code
of ethics of the management. -
e Style: This depicts the Jeadership style and how it influences the strategic decisions of the organisation. It
also revolves around people motivation and organizational delivery of goals.
e Staff: The talent pool of the organisation.
Skills: The core competencies or the key skills of the employees play a vital role in defining the
organizational success.

Limitations
e Itignores the importance of the external environment and depi ithin the
e ; int
organization, Picts only the most crucial elements with

The model does not clearly explain the concept izati j
Pt of organizational effectivness or performance.

* The model is considered to be more static and fess flexible for decision makin
less a.

It is generally criticized for missing out the rea| gapsin conceptualization and execution of strategy-

Organization Structure
Basics
® Anorganisational structure defines
o how activities such as

m  Task allocation

m  Coordination

Neeraj Arora | www.edu91.org /
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o Aredirected towards the achievement of organisational aims

A competitive advantage is created when th

strategic leaders seek to develop an organi
to those of their competitors.

changes in strategy often require changes in the wa

o Structure largely dictates how oh

m If an organisation is struc
accordingly

o Structure dictates how resources wi| be allocated.

m Ifan organization's structure is baseq on customer groups, then resources will be allocated in
that manner. Similarly, if an organization's structure is set up along functional business lines,
then resources are allocated by functional areas.

o Structures are designed to facilitate the Strategic pursuit of a firm and, therefore, follows strategy. Without a
strategy or reason for being, it will be difficult to design an effective structure. Strategic developments may
require allocation of resources and there may be a need for adapting the organisation’s structure to handle
new activities as well as training personnel and devising appropriate systems.

o Structure undeniably can and does influence strategy.

ere is a proper match between strategy and structure. Effect.ive
zational structure and accompanying controls that are superior

= y an organization is structured for two major reasons
Jectives and policies will be established. .
tured geographically objectives and policies will be established

New Strategy is formed New Administrative Organlsa’rlonal-
Problem Emerges Performance Declines
Organisational New Organisational
performance improves Structure is established

Chandler’s Strategy-Structure Relationship

Simple Structure
) Simple' arganizational structure is most appropriate for companies that follow
o asingle-business strategy and
o offer aline of products
o in asingle geographic market.
Appropriate for companies implementing
o focused cost leadership or
o focused differentiation strategies. _
A simple structure is an organizational formin whph '
o the owner-manager makes all major decisions directly and
© monitors all activities,
o while the company'’s staff merely serves as an executor.
Some key features/Characteristics
Little specialization of tasks,
few rules,
little formalization, P
isti j tion syste .
) %?,ﬁglc::;imfg?g:mer—manager in all phases of day-to-day operations
In the simple structure, ——
© communication is frequent and direct, .
©  new products tend to(:)e introduced to the market quickly,

O O O O
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o which can result in a competitive advantage. -
However, if they are successful, small companies grow 1arge"

i ure.
* Asaresult of this growth, the company outgrows the g Stri:(s:tshould abandon the simpl|
To coordinate more complex organizational functions, compan Ple Structyrg in

favour of the functional structure i
" . i h low level g[!gcgiﬂ“”
® The functional structure is used by larger companies and by companes . e g

Functional Structure ing di imi

* The functional structure consists of a chief executive officer or a managing director anfi limited Corpora
staff with functional line managers in dominant functions such as production, accounting, marketing, R&D,
enfgineering, and human resources. by b

e A functional structure groups tasks and activities by bu
Functional structure isgwidtfly used because of its simplicity and IQ—W_ ‘{351' .
Disadvantages of a functional structure are that it forces accountability to the top, minimizes career
development opportunities, etc.

e Most large companies abandoned the functional structure in fav
accountability. (Difficult to add new products)

Chief Executive
Officer
1
1 | l

Corporate l Corporate R&D l Strategic Corporate Corporate
Finance Planning marketing HR

siness function.

or of decentralization and improved

Finance Production Engineering Accounting  Sales &
marketing

[ President / CEO %/ ]

]
| | 1

) e )
o) (=) (=)

(o) () ()
Divisional Structure

e Thedivisional structure can be organized in one of the four ways:
o by geographic area, ]
o by product or service,

o by customer, or

o

by process
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an organization’s products or services differ Substantially
o Amajor difference between functiona| and divisional structure is that functional departments are not
accountable for profits.

dvantages of Divisional Structure
~ o "Aocountalllity s clgar: Divisional Managers can be held responsible for sales and profit levels. Because a
divisional structure is based on extensive delegation of authority, managers and employees can easily see

the results of their good or bad performances and thus their morale is high.

o Other advantages: It creates career development opportunities for managers, allows local control of local
situations, leads to a competitive climate

within an organization, and allows new businesses and products
to be added easily.

Disadvantages of Divisional Structure
e Higher cost: Owing to following reasons:
o requires qualified functional specialist
o ltrequires an elaborate, headquarters
e Conflicts between divisional managers: Cert
special treatment, and it may be difficult to

at different divisions and needed centrally (at headquarters);
—driven control system.

ain regions, products, or customers may sometimes receive
maintain consistent, company-wide practices.

LChieF Executive l
&rpomte Flnana LCorpomfe Legal/PR '

.
General Manager General Manager
Division A Division B

. A
Marketing Marketing
Production Production

Personnel

[ Managing Dlmchﬂ

1
| I

! | Il
Cosnimcz J [ Footwear ] [ Sklnmnj Lcmq Lmj
| | | 1 ]
| Marketing Il Production ', wl;::::::n S “ Finance II Rm::. l
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Multidivisional Structure ing divisions where each division re
» ting divisio S SION Tepresenty
re is composed of operating ponsibility for day-to-day operat 23

Multidivisional (M-form) structu
separate business to which the top corporate 0
business uni ivision managers. : implementing o
By such de?eltg:;irgrme?g;z:rporate office is responsible for for.mllgs:::glznd P g overall COrporatg
: ; ia .
strategy and manages divisions through strategic ?”d ﬁn?g;% in response to coordination and
Multidivisional or M-form structure was developed in the '
control-related problems in large firms. e i s
Functional departments often had difficulty dealing with distinct proil:(;g::;eadn?oﬂadrii:/?ctlza‘isﬁsga"y L
coordinating conflicting priorities among the products. Costs were Loss of control meant tIF:at uCts, soj
was not possible to assess an individual product’s profit contribution. <5ible), TopianEDere b Optima
allocation of firm resources between products was difficult (if notimpo unications conﬂ?ct p etl:arpe
over-involved in solving short-run problems (such as coordination, comm , esolution) ang
neglected long-term strategic issues.
Multidivisional structure calls for: ) Hi b SR e
o Creating separate divisions, each representing a distinct businé
Each division would house its functional hierarchy; _ )
anaging day-to-day operations;

O
o Division managers would be given responsibility for m 0-day of
o A small corporate office that would determine the long-term st@{eglc direction of the firm and
exercise overall financial control over the semi-autonomous d|V|S|or?s. N . :
This would enable the firm to more accurately monitor the performance of individual businesses, simplifying

control problems, facilitate comparisons between divisions, improving the allocation of resources and
stimulate managers of poorly performing divisions to seek ways to improve performance.

An increase in diversification strains corporate officers’ abilities to understand the operations of all of its
business units and divisions are then managed by financial controls, which enable corporate officers to
manage the cash flow of the divisions through budgets and an emphasis on profits from distinct

businesses.

fficer delegates res fong ang

Hourglass Structure

In recent years information technology and communications have significantly altered the functioning of
organizations.
The role played by middle management is diminishing as the tasks performed by them are increasingly
being replaced by the technological tools.
Hourglass organization structure consists of three layers with constricted middle layer. The structure hasa
short and narrow middle-management level.
Information technology links the top and bottom levels in the organization taking away many tasks thatare
performed by the middle level managers.
Contrary to traditional middle level managers who are often specialist, the managers in the hourglass
structure are generalists and perform a wide variety of tasks. They would be handling cross-functional
issues emanating such as those from marketing, finance or production
Hourglass structure has obvious benefit of

o reduced costs.

o g a'?? helps ;(n enhar;]cing respﬁnsiveness by simplifying decision making

o Decision making authority is shifted clos ; : ’ .
However, with the reduced size o); middle managzrge::te Sl matohGO MR stS

o the promotion opportunities for the lower levels diminish significantl

o Con'tinu'ity at same level may bring monotony and lack of interest anc)i,'it becomes difficult to keeP the

mo;t(lvatnon Ifevells high. Organizatior)s try to overcome these problems by assigning challenging
tasks, transferring laterally and having a system of proper rewards for performance.

/
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S — Wide at the top
—_— Narrow at the Middle
—— — Widest at the bottom

Strategic Business Unit (SBU) Structure

"o The concept is relevant to multi-product, multi-business enterprises.

An SBU is a grouping of related businesses.

As per this concept, a multi-business enterprise groups its multitude of businesses into a few distinct
business units in a scientific way.

e The purpose is to provide effective strategic planning treatment to each one of its products/businesses.

The three most important characteristics of a SBU are:
o ltis asingle business or a collection of related businesses which offer scope for independent planning and
which might feasibly stand alone from the rest of the organization.

It has its own set of competitors.
e Ithas a manager who has responsibility for strategic planning and profit performance, and who has control

of profit-influencing factors.

A strategic business unit (SBU) structure consists of at least three levels, with a corporate headquarters at the top,
SBU groups at the second level, and divisions grouped by relatedness within each SBU at the third level.

SBU s a part of a large business organization that is treated separately for strategic management purposes. The
concept of SBU is helpful in creating an SBU organizational structure.

Itis separate part of large business serving product markets with readily identifiable competitors. It is created by
adding another level of management in a divisional structure after the divisions have been grouped under a

divisional top management authority based on the common strategic interests.

Very large organisations, particularly those running into several products, or operating at distant geographical

locations that are extremely diverse in terms of environmental factors, can be better managed by creating strategic

business units. SBU structure becomes imperative in an organisation with increase in number, size and diversity.

5.18
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Main Company
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importance of SBU/ Advantages of SBU Structure

Establishing coordination between divisions having common strategic interests.
Facilitates strategic management and control on large and diverse organizations.

Fixes accountabilities at the level of distinct business units.

Helps allocate corporate resources to areas with greatest growth opportunities.

Makes the task of strategic review by top executives more objective and more effective.

Allows strategic planning to be done at the most relevant level within the total enterprise.

Matrix Structure
e In matrix structure, functional and product forms are combined simultaneously at the same level of the

organization. Employees have two superiors, a product / project manager and a functional manager. The

“home” department - that is, engineering, manufacturing, or marketing - is usually functional andis

reasonably'permane'nt. People from these functional units are often assigned il eor

product units or Projects. signed temporarily to of

e The prod!.lct units / projects are usually temporary and act like divisions

e The matrix structure may be very appropriate when organizations conclude that neither function
q|V|suonal fO(ms, even wh'en combined with horizontal linking mechanisms lik ic busines
nght.for the implementation of their strategies. ike strategic bus
aspects) is véry com;?llex and chaentz_qzai)ztemal Rlfenmenti(eapecielijisdechnelogics! Bnd s

e Itis widely used in many industries like construction, healthcare, research & defense

/,_4
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al nor
s units, €
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7 Ganbe used

where many projects are running at a time and people are required for limited time period

=4

@ Project Manager A

|
; Project Manager B

—

‘lt Project Maneger €

Davis and Lawrence Three Phase Development
For development of matrix structure Davis and Lawrenc
1. Cross-functional task forces
e Temporary cross-functional task forces are initially used when a new product line is being
introduced. A project manager is in charge as the key horizontal link.
2. Product/brand management

e lithe cross-functional task forces become more permanent, the project manager becomes a
product or brand manager and a second phase begins.

In this arrangement, function is still the primary organizational structure, but product or brand
managers act as the integrators of semi permanent products or brands.
3. Mature matrix

The third and final phase of matrix development involves a true dual-authority structure.

¢ Both the functional and product structures are permanent.

* Allemployees are connected to both a vertical functional superior and a horizontal product manager.
Functional and product managers have equal authority and must work well together to resolve
disagreements over resources and priorities.

the matrix structure is not very popular because of difficulties in implementation and trouble in managing.
Network Structure

'€work Structure

11

e, have proposed three distinct phases:

However,

Network structure is a newer and somewhat more radical organizational design. The network structure
could be termed a *non-structure” as it virtually eliminates in-house business functions and outsource many
of them. An organization organized in this manner is often called a virtual organization because it is

composed of a series of project groups or collaborations linked by constantly changing non-hierarchical,
Cobweb-like networks.

The network structure becomes most useful when the environment of a firm is unstable and is expected to
remain so.

Under such conditions, there is usually a strong need for innovation and quick response. Instead of having
Salaried employees, it may contract with people for a specific project or length of time.
* Longterm contracts with suppliers and distributors replace services that the company could provide for
. tself through vertical integration. N _ '

€ network structure provides organization with increased flexibility and adaptability to cope with rapid
tech“°'°Qical change and shifting pattern of international trade and competition.
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Explzin the concept of Network structure. (RTP, May 2012, 14)

"A network structure is suited 1o unstzble environment” Evucidans this SR#ETET @18,y 7977, 95)
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LMN Ltd. is shifting 1o, Under what ciroumstances this struie berymes vtis? (56, Wy 7972, % Matr%,

oz :
"Samar Blectronics Limited" is engaged in manufacturien 2 sl of sz SEX 7 Y117 S0, 4’"{ ,’f e i
“Customer satisfaction survey for 5 years in 3 row, The spresd of tis Xt i, !@j%tf//:’f’ e ?‘/4 »:"/rtﬁﬁfdaw e
of the company adversely. Such sdverse impaat has negirdy inguiad e 1eren s of ¥4 OSRTTY. ¥0 G2 5 P o0
business, the company decided 10 outsos 2 majon et o 15 g A BENNER, 1t I SLAL NG, SIS ity s
sales senvice etc. Now the orgznisztion’s business functions z2 g WS AN neo% 1{?’:" ‘/ /ﬂ»wfé: /(f?&%'/, :
business units digaally.What type of organisationsl structue i the CuTsYy KETIFIcG K67 L7 B s Wity of S e
Structure and the disadvantages that the oompany mzy oz in futire o T ran Fea s s g &0 (212, Wy 7472, 8y g1

e . : i

Witite short note on Characteristics of strztegic business unt (521), (UTP2, Mzy Z1 2,2 Matrs) i

Explzin strategic business unit (SBUs). (RTP Mov 2012, WA) -

Vihztis 2 strztegic business unit? Whet zre s sdvartages? (FTE May 2020, W) (VAT Mzy ZV25, 5 Mates) (K40 Shdy Maerd)
oz

Moonlight Private Limited dezls in multiproducts znd muitihussinesses. i fz5 s omwn 12 of cormpafitors. B sesns impracicd for Se
company to provide separate strategic plenning treztment 10 ezch) ore of 15 TR O DENERYEL. S5 5 SIS M Sugp s te
-

type of structire best suétzble for Moonlight Privete Limited and siztz s berefts (B4, Jao ZV20, 5 Mares) (89 Shudiy Mt L
op Il
S dl

How the ‘Strztegic Business Unit (S2U), structire becomes rmperzlive in 20 iz 220 Wit rrrszas o aumlis, §2s auf dwssty
drvicions? (AT Mzy 2022, K£)

ey

o :
Virite short note on Stretegic Business Uni (E2U). (84, Koy 2022, 5 Warrs)

or

e
&

Devis znd Lewrence have proposed thres distingt pheses 10 devdop rztly srucsiors. Zrpzr, (257 Sov 2972, Wey)

Mznoj sterted his telecom business in 2010, Orer next fivz yezrs, b gradialy Yives £y cannis for v s zolvities sust 22 o™
accounts, edministration, o2l his products in the madcet, Crezte e CUTOTErS, rofie A s s ies, g el wels.
Draw the orgznizztion structire Wenoj shoud implement in His organizetion zed rzeme 7. (S8, oy 2013, 5 Mares) (51 Sty et

Deitz is 2n orgenizztion speciziizing in Information Technuieny erstbies Sarvines (5725 2ré Cormemiricaiors usiess. Saios pate

organizztion hzd euccestilly integrated 20 Aetficil londligeniz () 1ol rared Zess vt %e et 97 syvem. T1e 4 e d

Deep Lezming technique profided 3 digtzl lezp tantformation in varous busress rossses e opseions. § 125 ,

diminiched the role plzyed by specizint managess of the middiz rareqprrere. T » sctvortogica tort i adcition 1o S g

costs by replacing many tzgis of the middie management, bes v terved 25 2 el Zennsen S0z koo lesds i9 g -‘-’W ,

and zssists in faster cedision maling. The shewed middie \evel maragers cow perfore cossfetond auies WS U0% a

organisztionsl structune is the compzny ansilioniog inte)? (AP, oy 2020, We) (WUTP1, Sioy 2929, 5 Mare > v
_/

Elucidzte Mztriy Structure (S4, San 2021, 5 Mars)
oz
Yirite 2 short note on Matiz structire, (RTE Wov 2022, 0i4)

Discuss the concept of At ng’w*'m“ﬂm%wmz.mymg,s
oz
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/-’”Tnd in multiproduct like ; ———— — ——————————
pun bk gg‘:\hitgs havingptechnical di?fﬁitl:o?:\cs an.d FMPG a.nd are having outlets in different cities and markets across India. Due

cale of operd Seatity nrd Suggest ariteal Y In dealing with distinct product line and markets especially in coordination and control
problemS-l entity 99 eal organizational structure for Bunch Pvt Ltd in resolving the problem?

re?;emv 2021, NA) (MTP1, May 2023, 5 Marks)

(TR h el e e

gatisen Hourglass structure? How is it beneficial for an organization? (SA, May 2019, 3—hvl|ar;s-)‘(-l'CAl Stud-y Mate;’iali g
OR

piscuss the concept of Hourglass Structure (RTP, Nov 2019, NA)
OR

aadhyam, 2 heanr.ngald manufact.urer recently introduced an Al based management tool in its organization which are having the
salities and capabilities of managing teams across functions. This technological tool in addition to saving organisational costs by
replacing mar!y.tasks of.the middle management has also served as a link between top and bottom levels in the organisation and assists
in quick decision making. The skewed. middle level managers now perform cross -functional duties. What could be their new
organizational structure post implementation of Al based management tool? How can this structure benefit the organization?

(MTP1, Nov 2021,5 Marks)

A chennai based fast' moving consumer goods (FMCG) major CDE Ltd. recently announced restructuring its business. The company
indicated that the business would bg split into mainly four different streams- FMCG, E-commerce, Retail and Reasearch and development.
The company management has dgcnded that these four units will operate as separate businesses. The top corporate officer shall delegate
responsibilty for day to day operations and business unit strategy to the concerned managers.

\dentify the organization structure that CDE Ltd. has planned to implement. Discuss any four attributes and the benefits the firm may
derive by using this organization structure. (SA, Dec 2021, 5 Marks)

What do you understand by functional structure? (MTP1, May 2022, 5 Marks)

praw ‘Divisional Structure’ with the help of a diagram. Also, give advantages and disadvantages of this structure in brief.
(SA, Nov 2020, 5 Marks) (ICAI Study Material)

Eraani"zationfCUIture‘

Meaning of Corporate Culture

Corporate culture refers to a company’s values, beliefs, business principles, traditions, way of operating and internal
work environment. Every corporation has a culture that exerts powerful influences on the behaviour of managers.

Culture as a strength
e Culture can facilitate communication, decision making and control and create cooperation and

commitment.
e Anorganisation’s culture could be strong and cohesive when it conducts its business according to clear and

explicit set of principles and values.
* The management devotes considerable time in communicating values & principles to employees and

sharing them widely across the organisation.

Culture as'a weakness
s Culture as a weakness can obstruct the smooth implementation of strategy by creating resistance to
change.
* Anorganisation's culture can be characterised as wea
behavioural norms are shared and traditions are rare. |
of commitment, loyalty and a sense of identity.

k when many sub cultures exist, few values and
n such organisations, employees do not have a sense

Role / Importance of Culture

* Aculture grounded in values, practices, and behavioral norms t

€xecution helps energize people throughout the organization to do th
Manner,

* Aculture where creativity, embracing change, and challengin

conducive to successful execution of a product innovation a

hat match what is needed for good. strategy
eirjobsina strategy-supportive

g the status quo aré pervasive is very
nd technological leadership strategy.

\
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ng to customers, encouraging employeeg

e Aculture bui n i inci les as "Ste“i X Fphite M. to
ilt around such business pri cip ¢ 1slon- akin responS|bII|ty is v ndtuackle
&, Ve

pride in their work, and giving employees a high degree ~
to successful execution of a strategy of delivering superior custorlT;etro S:;vtlﬁzir jobs in ways cong
® Astrong strategy- i ures and motivates peop : i Ucive
g gy-supportive culture nurt " nd a value system in which to operate atn:j [

effective strategy execution; it provides structure, standards, an
promotes strong employee identification with the company’s vision, performance targets, and Strategy,

e All this makes employees feel genuinely better about their jobs and work environment and the merits of

what the company is trying to accomplish. .
e Employees are stimulated to take on the challenge of realizing the
competently and with enthusiasm, and collaborate with others as

company'’s vision, do their jobs
needed to bring the strategy to SUccesg

Corporate culture in Different Business Organisation _ . o
* ltisincorrect to say that Corporate culture is always identical in all the bgsmess grganlzatlons.
h has its own business philosophy and principles; it

e Every company has its own organisational culture. Eac :
own ways of approaching to the problems and making decisions, its own work climate, vyork ethics, etc,

e Therefore, corporate culture is not identical in all organisations. Organisations over a period of time inherit

and percolate down its own specific work ethos and approaches.

Changing a problem culture
e Changing problem cultures is very difficult because of deeply held values and habits. It takes concerted
management action over a period of time to replace an unhealthy culture with a healthy culture or to root
out certain unwanted cultural obstacles and instil ones that are more strategy -supportive.

o The first step is to diagnose which facets of the present culture are strategy supportive and which

are not.
Then, managers have to talk openly and forthrightly to all concerned about those aspects of the

culture that have to be changed.

The talk has to be followed swiftly by visible, aggressive actions to modify the culture-actions that

everyone will understand are intended to establish a new culture more in tune with the strategy.

e Management through communication has to create a shared vision to manage changes. The menu of
culture-changing actions includes revising policies and procedures, altering incentive compensation,
shifting budgetary allocations for substantial resources to new strategy projects, recruiting and hiring new
managers and employees, replacing key executives, communication on need and benefit to employees and

o]

soon.

It is the responsibility of those who develop a company's strategy to choose one that is compatible with the
"sacred" or unchangeable elements of its culture. Once a strategy has been chosen, it is the job of those who are
tasked with implementing it to change any aspects of the culture that may hinder its effective execution.

Creating a strong it between strategy and culture

Perils of Strategy-Culture Conflict
e When a company's culture is not aligned with its strategic goals, the culture must be changed as quickly as

possible.
This assumes that the problem lies with the culture rather than the strategy itself.

In some cases, changing the strategy to better fit the culture may be necessary, but more often it involves

changing the aspects of the culture that are misaligned with the strategy.
The more deeply rooted these mismatched cultural elements are, the more difficult it will be to implement

new or different strategies until better alignment is achieved.
A significant and prolonged conflict between a company's culture and its strategy can weaken and even

undermine efforts to make the strategy successful.

Write short note on Importance of corporate culture. (RTP, Nov 2018, NA) j

/
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/
qculture. Elaborate the statement

pescribe corp “Culture is a strength that can also be a weakness".(SA, Nov 2018, 5 Marks)

OR
Howcana corporate culture be both strength and weakness of an organisation? (MTP1, May 2019, 5 Marks) (MTP1, Nov 2019, 5 Marks)

e ————— e

ﬂctronics Ltd. is known for its ability to come out with
;J;gxed and casual, yet, there is a very strong commitment to d

strategies and work towards.achieving them. They guard innovations, maintain confidentiality
closely related to values, practices, and norms of organisations.What aspects of an organization t
(RTP, Nov 2019, NA)

——-—"—'—'— T

How can management communicate that it is committed to creatin
aligned with the company strategy? (RTP, May 2021, NA) (MTP1, M

hat are being discussed? Explain.

g a new culture assuming that the old culture was problematic and not
ay 2021, 5 Marks)

OR
You are appointed as a manager of a company where you find that the ¢

A ompany's culture is out of sync with what is needed for strategic
success. Discuss steps you would initiate to tackle the problem. (MTP2,

Nov 2022, 5 Marks) (RTP, May 2023, NA)

\itmegy-supportive culture promotes good strategy execution. - Explain. (RTP, Nov 2022, NA) (MTP2, Nov 2023, 5 Marks)

path-breaking products. Though the work environment at Jupiters is
eadlines. The employees believe in "work hard play hard" ethic. The
organlsation has moved away from formal and hierarchical set up to a more results-driven approach. Employees are committed to

and secrecy in their working. They are

3

rategic Leadership
e Strategic leadership

o sets the firms direction by developing and communicating vision of future,
o formulate strategies in the light of internal and external environment,

o brings about changes required to implement strategies and inspire the staff to contribute to strategy
execution.

¢ Leadership word is used to address

o The group of people leading the organisation
o The activity of leading

Leadership role for good strategy execution
Leaders/ Managers have five leadership roles to play in pushing for good strategy execution

i) Staying on top of what is happening, closely monitoring progress, solving out issues, and learning what
obstacles lie in the path of good execution.
i) Promoting a culture of esprit de corps that mobilizes and energizes organizational members to execute
i) strategy in a competent fashion and perform at a high level.
i

Keeping the organization responsive to changing conditions, alert for new opportunities, bubbling wnh
innovative ideas, and ahead of rivals in developing competitively valuable competencies and capabilities.
iv)

Exercising ethical leadership and insisting that the company conduct its affairs like a model corporate
Citizen. '

Pushing corrective actions to improve strategy execution and overall strategic performance.

Some Great Indlan
Business Leaders - Source
Indlan Express

X

es \-‘o”.“; o,
= ensibilities of Strategic Leader

Making strategic decisions. |
5.24
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i)  Formulating policies and action plans to implement strategic decision
i)  Ensuring effective communication in the organisation. i leader’s skills).
iv)  Managing human capital (perhaps the most critical of the strateg!
v)  Managing change in the organisation.
vi)  Creating and sustaining strong corporate culture.
vii)  Sustaining high performance over time.

Two approaches to leadership style?
e Strategic leadership is the
ability of influencing others
o to voluntarily make decisions
o that enhance prospects for the organization's long
o while maintaining short-term financial stability.
e ltincludes
o determining the firm's strategic direction,
o aligning the firm's strategy with its culture,
o communicating high ethical standards, and
o Initiating changes in the firm's strategy, when necessary. ) .
e Strategic leadership sets the firm's direction by developing and communicating a vision of future and
inspires organization members to move in that direction.
e Unlike strategic leadership, managerial leadership is generally concerne

activities.

o}

-term success

d with the short-term, day-to-day

Approaches to leadership
Transformational Leadership
e Uses charisma and enthusiasm to inspire people to exert them for the good of the organization.

e Transformational leadership style may be appropriate in
o turbulent environments, in industries at the very start or end of their life-cycles,

O

o in poorly performing organizations when there is a need to inspire a company to embrace major
changes. _
Transformational leaders offer excitement, vision, intellectual stimulation and personal satisfaction.
They inspire involvement in a mission, giving followers a ‘dream’ or ‘vision’ of a higher calling so as to elicit
more dramatic changes in organizational performance.
e Such a leadership motivates followers to do more than originally affected to do by stretching their abilities
and increasing their self-confidence, and also promote innovation throughout the organization.
Transactional Leadership
e Transactional leadership style focus more on designing systems and controlling the organization's activities
and are more likely to be associated with improving the current situation.
Transactional leaders try to build on the existing culture and enhance current practices.
Transactional leadership style uses the authority of its office to exchange rewards, such as pay and status.
They prefer a more formalized approach to motivation, setting clear goals with explicit rewards or penalties
for achievement or non- achievement.
e Transactional leadership style may be appropriate in settled environment, in growing or mature industries,
and in organizations that are performing well. __
e The style is better suited in persuading people to work efficiently and run operations smoothly.

_/
Distinguish between Transformational and transactional leadership
(RTP, May 2018, NA) (SA, Nov 2019, 5 Marks) (MTP1, Nov 2021, 5 Marks)
OR
How can you differentiate between transformational and transactional leaders?
(RTR, Nov 2020, NA) (RTP, Nov 2021, NA) (ICAI Study Material)
OR
/
/
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g

[jstinguish between Transformational Leadership Style and Transactional Leadership Style. (MTP1, Nov 2022, 5 Marks)

i been recently appointed as the h
esh Sinha has' ¢ head of & atrataalo bla :
U:)ut the leadership role to be played by him in execution of Strategy,g siness unit of a large multiproduct company. Advise Mr Sinha

p, May 2018, NA) (MTP2, May 2021, § Marks) (MTP2, May 2022, 5 Marks) (ICAI Study Material)

(RT!
: OR
piscuss the leadership roles played by the managers in pushing for good strategy execution. (SA, May 2019, 5 Marks)
OR

inted as a Chief Executive Offi i ich i i
you have been appointed as : e Officer (CEO) in a company which is facing many difficulties in pr i i
strategy. Explain the leadership roles which you should play in pushing for good strategy execgtion g I proper e e
(sA Nov 2022, 5 Marks) (SA, May 2023, 5 Marks)

/____-—-‘——‘—‘ e ——— e ——————————
Ritchwick, located in Mumbai, Mah§f§8htr§. is owner of a popular brand of ready to eat snack ‘Trendy’. Yash, his son after completing
Chartered Accountancy_ started assisting his father in running of business. The approaches followed by father and son in management
were :;ery dncfjferir;ti.s x\lr:]m;l(re]tZIt?awSLckbp:gferLeq to. useI authority and having a formal system of defining goals and motivation with explicit
rewards and p ) elieved in involving employees and generating enthusiasm to inspire i i

organization. Discuss the leadership style of Ritchwick and Yash. ’ pife. pecple 1o o

(MTP2, May 2018, 5 Marks) (RTR, May 2019, NA) (MTP2, May 2022, 5 marks) (ICAI Study Material)

Ram anfi Shyam are two brothers er?gaget.j in the business of spices. Both have different approaches to management. Ram prefers the
conventional and fo_rmal gp.progch in which authority is used for explicit rewards and punishment. While, on the other hand, Shyam
pelieves in democratic participative management approach, involving employees to give their best.

Analyse the leadership style followed by Ram and Shyam. (SA, May 2018, 5 Marks) (RTP, May 2021, NA)

KaAthens Ltd., a diversified business entity having business operations across the globe. The company leadership has just changed as Mr.
D. Bandopadhyay handed over the The company leadership has just changed as Mr. D. Bandopadhyay handed over the pedals to his son
Aditya Bandopadhyay, due to his poor health. Aditya is a highly educated with an engineering degree from IIT, Delhi. However, being very
young he is not clear about his role and responsibilities. In your view, what are the responsibilities of Aditya Bandopadhyay as CEO of the
company. (RTP, Nov 2018, NA) (RTP, May 2020, NA) (ICAI Study Material)
OR

Mathew & Sons Ltd. is a diversified business entity having business operations across the globe. Presently, Mr. Mathew is the CEO of
Mathew & Sons Ltd. He is going to retire in next 4 months, so he has decided to change the company’s leadership and hand over the
pedals to his elder son Marshal. Marshal is a highly educated with an engineering degree from USA. However, being very young he is not
clear about his role and responsibilities. In your view, what are the responsibilities of Marshal as CEO of Mathew & Sons Ltd.

(MTP1, Nov 2018, 5 Marks)

nges, he believed in the potential of his team and was determined to

to his employees. He encouraged them to think outside the box, take
He regularly recognized and rewarded

It, the company began to see positive

Anshuman was a CEO at a struggling company. Despite the challe
turn the company around. He started by communicating his vision !
risks and be creative. He also invested in training programs to help employees develop new skills.

employees for their hard work, which increased their job satisfaction and commitment. As a resu
changes. Identify and discuss the leadership style adopted by Anshuman? (RTP, May 2023, NA)
Ramesh and Suresh own software development firms ACS Ltd. and BDS Ltd. Ramesh and Suresh pitch their business in mternaftn;m:l
markets and win international contracts . Ramesh has fifty software engineers in his team. Suresh, on the other‘hanc:], Ie:dsba tF:z:geosh :ng
software engineers. Every project has a specific and fixed timeline. Individual projects are assigned to project eda'ds a: Rapesher:
Suresh. Ramesh adheres to strict rules and procedures. He met with the project heads to get an update but exc;hangcij i (ren i g
He set a weekly target of forty hours to complete the assigned goal or task. The group that met tht(:\ dtegiddh:ztarr;e;oth: -k
feceived a 10% bonus. The group that was unable to meet the deadline was penalized. The group ‘t'as 0 O red approach to work:
Penalized with unpaid extra working hours to complete the task. Suresh, unlike Ramesh, lei .not prioritie O iy atitude ]
uresh inspired the project managers by making them feel like leaders rather than.just partmpants.. SuressjreShpon S ectiar] ]
10 alig individual goals with gro?lp goals. Ramesh established routines 10 maximize his team efficiency. ;

Positive reinforcement to maximize his team efficiency.
3) Identify the leadership style employed by Ramesh and Suresh.
V\{hat are the conditions/situations that make such leadership sty
o c) Discuss the characteristics of the leadership styles.
»May 2023, 5 Marks)
\

les more appropriate?
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anisational Contro|
As per ICAl study material they have named the topic as strategic control

Meaning of Control
e Controlling is one of the important functions of management, and is often regarded as the catm of te

management process. y i i
e ltis a function intended to ensure the performance of planned activities and to achieve = predetermmed

goals and results.

® Control helps in measuring the progress
® lItalso helps in ensuring translation of plans into results, optimum utilisation of resources and safeguarding
of assets.

® The controlling function involves

monitoring the activity and

measuring results against pre-established standards,
analysing and

Correcting deviations or taking actions as necessary and maintaining/adapting the system.

O 0O O o

Elements of Organisational Control
The process of control has the following elements:
e Objectives of the business system which could be operationalized into measurable and controllable
standards.
e A mechanism for monitoring and measuring the performance of the system.
e A mechanism
o for comparing the actual results with reference to the standards
o fordetecting deviations from standards and
o forlearning new insights on standards themselves.
e A mechanism for feeding back corrective and adaptive information and instructions to the system, for

effecting the desired changes to set right the system to keep it on course.

Primarily there are three types of organizational control, viz.,
e Operational control,
e Management control and
e Strategic control.

Operational Control

e The thrust of operational control is on individual tasks or iransactions as against total or more aggregative
management functions.

e For example, procuring specific items for inventory is a matter of operational control, in contrast to
inventory management as a whole. ]

e One of the tests that can be applied to'identify operational control areas is that there should be a clear-cut
and somewhat measurable relationship between inputs and outputs which could be predetermined or
estimated with least uncertainty.

e Some of the examples of operational controls can be

Stock control (maintaining stocks between set limits),
production control (manufacturing to set programmes),

quality control (keeping product quality between agreed limits),
cost control (maintaining expenditure as per standards),
budgetary control (keeping performance to budget).

O O O 0O O

Management Control :
e When compared with operational control, management control is more inclusive and more aggregative:
e The basic purpose of management control is the achievement of enterprise goals -

Neeraj Arora | www.edu91.org 5.27
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/r_s/h;;mnge and

o longrange :
> inamost effective and efficient manner,

term management control is defineq by Robert Anthony as
' mﬁ The process by which mang

9ers assure the resources are obtained and used effectively and
efficiently in the accomplishment

of the organisation’s objectives.

Chapter 5 - Strategy Implementation and Evaluation

~gic control :
St égiéb"(',mrol focuses on the dual questions of whether
t

. Thestrategy is being implemented ag blanned (SR coret Ry o7 gy Implement 3f
L

§31); and
The results produced by the Strategy
4 results

are those intended. (Y ReTee a1y 9 ar 3 ofy Q)

s of Strategic Control: There are foyr types of strategic control as follows:
eise control

5 A'strétégy is formed on the basis of certain assumptions or premises about the organizational environment,
« Premise control is a tool for systematic and continuous monitoring of the environment to verify the validity
and accuracy of the premises on which the Strategy has been built
« [ltprimarily involves monitoring two types of factors.
o Environmental factors such as econ

omic, technological, social
o [ndustry factors such as competitors, Suppliers, Substitutes.

and regulatory.

Strategic surveillance
"o Contrary to the premise control,

© strategic surveillance is unfocused.
¢ ltinvolves

. [ se iz
o of various Sources of information
© touncover Unanticipated information
© having a bearing on the organizational Strategy.
¢ [t involves

o casual environmental browsing.
© Reading

®  financial and other newspapers,
®  business magazines,

© meetings, conferences, discussions at ¢

ubs or parties and so on
¢ Strategic surveilla

nce may be a loose form of strategic co

nirol, but is Capable of uncovering information
relevant to the Strategy. -

O e —

Special alert controj

¢ Attimes urExgected €vents may force organizations to reconsider their strategy.
: ing an €ye on such unexpected events is known as Special alert control,
* Sudden

changes in government, natural calamities, terrorist attacks, unexpected merger/acquisition by
c°mpetitors. industrial disasters and other such events

° may trigger an immediate and intense review of strategy.
° Organizations to cope up with these eventualities, form crisis Management teams to handle the
Situation,

Eﬁe?ﬂ?h}{‘

oy Mation contrg)

Vanagers implément Strategy by converting major plans into concrete, sequential actions that form
NCrementg) steps.

€Mentation control|
assessing the ne

is directed towards
ed for changes in the overall strategy

N“'ilAm 5.28
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o inlight of unfolding events and cesults associated AR FAETEMENtal steps ang oo
* Strategic implementation control continuously monitors ofthe Strateg,
e Thetwo forms of implementation control . )
o Monitoring strategic thrusts: Monitoring s.trateQ'C’:htr:es:fhzre;‘: snr;l:g:sf]ers to d termip,
the overall strategy is progressing as desired or w' © | nt strat or readjustMent ewheth
o Milestone Reviews: All key activities necessary to impleme egy are Segregat g

time, events or major resource allocation. It assesses the need to continye or refoeyg :2 termaw
of an organization. - dire%n

Premise Control >

Special Alert Control

[T T F. = = >
I Implementation Control
-
P e T T e —
Strategy Formulation Strategy Implementation
Time1 Time 2 Time 3

Source - hnps://brainmass.com/ﬂle/298420/$trategic_ManagemenLCh] 3.pdf - Date of link 5/6/2021

Write short note on Implementation control. (RTP, May 2018, NA) (MTP2, Nov 201 8, 5 Marks) (MTP1, May 2019, 5 Marks)
OR
What is implementation control? Discuss its basic forms.
(RTP, Nov 2019, NA) (RTP, Nov 2021, NA) (RTP, Nov 2023, NA) (ICAI Study Material)
Explain different types of strategic control in brief. (SA, May 2018, 3 Marks)
OR
Vihat is strategic control? Briefly explain the different types of strategic control?
(RTP, May 2020, NA) (RTP, Nov 2022, NA) (MTP2, Nov 2023, 5 Marks) (ICAI Study Material)
OR

OR
“Strategic control focuses on implementation and results produced b " : ’ L gt ont VDS,
y the strategy". Explain strategic control along with its different
(SA, May 2023, 5 Marks) gy’ Exp gic control along
S ¥ » : ) = - e e o .‘,_“_A,__________,____——"-/
Differentiate between Operational control and management contro|.
(RTP, Nov 2018, NA) (MTP2, Nov 2022, 5 Marks) (MTP1, Nov 2023, 5 Marks)
OR
R < <"°e® between Operational controf and management control. (ICAI Study Material)

Explain premise control. (RTP, Nov 2018, NA) B

.‘~\\ /’/5'29
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B r——

s 1? Kind| | e —————U
- Ll strategic control? Kindly explain the Statement that "premise control is a tool for systematic and continuous monitoring of the
wt?mnment‘. (SA, Nov 2020, 5 Marks)
en

a Private Limited is an atl;t?mob!le company. For the Past few years, it has been observed that the progress of the company has
e stagnant When scrutinized, it was found that the Planning department was performing fairly well but the plans could not be

,mpleme“‘ed due to 1mpropersuse of resources, undesirable tendencies of workers and non-conformance to norms and standards, You are
e Strategic Manager. Suggest the elements of process of control to overcome the problem.

(SA, Jan 2021, § Marks) (MTP2, May 2022, 5 marks) (ICAI Study Material)
/ -
gffategic Performance Meastres

"o Executives can enhance thgir performance by utilizing strategic performance measurement (SPM), which
enhances their understanding of

! . an organization's Strategic goals and provides a continuous system for
tracking progress, pPromoting open communication and productivity.

e Strategic perzormingefmeasures are key indicators that organizations use to track the effectiveness of their
strategies ar? make informed degnsuons about resource allocation. The measures provide a snapshot of the

b r's to assess whether their strategies are aligned with their goals
and objectives and to make necessary adjustments to improve their performance.

o Key performancg measures gnd indicators must be created, selected, combined into reports and acted upon
so that strategy l_mplementatloq can have tangible outcomes. Firstly, there needs to be a clear cause and
effect relationship betw.een the indicators and Strategic outcomes. Secondly, KPIs need to be carefully
chosen because they will influence the be

. haviour of people within the organisation. However, managers
should be aware of paralysis by over analysis,

Managing the political aspects of implementing a strategy
e People mvol"ved_ in th”e planning process for the implementation of a strategy may be affected by two sets of
forces. The "rational" forces of openness, communication, and self-analysis can exist on the one hand. On
the other hand, there could be political forces concerned With preserving empires and fostering internal
rivalry that urge knowledge retention, selective communication, and caution,

o When these two techniques conflict, the politically acceptable aspects ma

Types of Strategic Performance Measures
There are various types of strategic performance measures, including:

¢ Financial Measures: Financial measures, such as revenue growth, return on investment (ROI), and profit
margins, provide an understanding of the organization's financial performance and its ability to generate

¢ Customer Satisfaction Measures: Customer measures, such as customer satisfaction, customer retention,
and customer loyalty, provide insight into the organization's ability to meet customer needs and provide
high-quality products and services.

¢ Market Measures: Market measures, such as market share, customer acquisition, and customer referrals,
provide information about the organization's competitiveness in the marketplace and its ability to attract
and retain customers.

* Employee Measures: Employee measures, such as employee satisfaction, turnover rate, and employee
€ngagement, provide insight into the organization's ability to attract and retain talented employees and
Create a positive work environment. ,

* Innovation Measures: Innovation measures, such as research and development (R&D) spendmg, patent

applications, and new product launches, provide insight into the organization's ability to innovate and create

MeW products and services that meet customer needs. . .

Environmental Measures: Environmental measures, such as energy consumption, waste'reductlon,tan

carbon emissions, provide insight into the organization's impact on the environment and its efforts to

Operate in 5 Sustainable manner.
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Toward More Hollstic Measures of Stra"téglb'Performahcd :
Development of management thought and practice has persistently pushed t:e :rontlper °f|3tl’ateglc Performe
beyond financlal metrics. Thus, the Triple Bottom Line framework (TBL) emphasises People and Plangq,,,, ¢

Concerns besides profitability or Economic Prosperity alone. The Quadruple Bottomiine adds the 4y p to add
spiritual dimension named

PEOPLE
‘ @

) «?
X <
44'6’;« QLoQ

The Importance of Strategic Performance Measures
Strategic performance measures are essential for organizations for several reasons:

® Goal Alignment: Strategic performance measures help organizations align their strategies with their goals
and objectives, ensuring that they are on track to achieve their desired outcomes.

° Resource Allocation: Strategic performance measures provide organizations with the information they neeg
to make informed decisions about resource allocation, enabling them to prioritize their efforts and allocate
resources to the areas that will have the greatest impact on their performance.

e Continuous Improvement: Strategic performance measures provide organizations with a framework for
continuous improvement, enabling them to track their progress and make adjustments to improve their
performance over time.

e External Accountability: Strategic performance measures help organizations demonstrate accountability to
stakeholders, including shareholders, customers, and regulatory bodies, by providing a clear and transparent

picture of their performance.

Choosing the Right Strategic Performance Measures
Organizations should choose strategic performance measures that are aligned with their goals and objectives and
that provide relevant and actionable information. In selecting the right measures, organizations should consider the
following factors:
e Relevance: The measure should be relevant to the organization's goals and objectives and provide
information that is actionable and meaningful.
e Data Avallability: The measure should be based on data that is readily available and can be collected and
analyzed in a timely manner.
e Data Quality: The measure should be based on high-quality data that is accurate and reliable.
e Data Timeliness: The measure should be based on data that is current and up-to-date, enabling
organizations to make informed declslons in a timely manner.

These measures provide a way for organizations to assess the success of their strategies, identify areas for
improvement, and make Informed declslons about how to allocate resources and adjust their strategies to achieve
their desired outcomes. Effective strategic performance measures should be relevant, meaningful, and easy 10
understand and should be regularly reviewed and updated to ensure their continued alignment with the

organization's goals and objectives.
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