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Preface
The economic liberalization which unleashed the competitive forces has vastly changed business

scenario in India. To survive in the new environment, companies have no option but to shed several of
their inheritances of the controlled regime. Running a business in such a dynamic and fast-changing
environment demands adequate knowledge and management skills. Strategic management is the
scientific study of proactively responding to the changing business environment. Businesses, big or
small, need to practice strategic management to grow and stay in business. Hence, there is an ever
increasing interest in the subject academically and otherwise.

More and more Universities have remodeled the course contents of management studies keeping
in view the demands of industry and commerce. Strategic management has been included as a subject
for study even in non-management courses.

This growing discipline of strategic management has limited books at basic level. My
association with the teaching and training on the subject at Mumbai, during previous decade has
inspired me to bring out a handy reference book on the subject which can meet the requirements at the
introductory level. I am thankful of the good support received for the book. This book has already
seen two editions and the revised third edition is now brought out to meet the present syllabus of
Mumbai University. The contents of this book are modified as per the new syllabus of III Year B.Com.
(Banking and Insurance).

The purpose of the book is to meet the academic requirements of undergraduate students. The
book provides conceptual clarity on the subject of strategic management. While writing the book, the
Indian context is kept in mind and adequate examples are chosen from the Indian industry. This book
is written in simple and lucid style to make the subject easily understandable. I hope that the book
will meet the expectations of both teachers and students of strategic management.

I acknowledge with gratitude, the help and encouragement I continue to receive from teachers,
friends and well-wishers. Firstly, I thank my Bank, for enabling me to practice strategic management
at corporate and functional level for the last 37 years. I remember the continued encouragement
received from Dr. G.V. Joshi, Professor of Mangalore University for his valuable suggestions and
guidance in reviewing this book. I also thank my Lecturer friends of this subject at different colleges
of Mumbai University for their valuable inputs and suggestions to bring out the book in this form. I
remember with respect the support received from Dr. A. Ramachandiran, and Sri Ramki, Sri Venkat S.
Iyer, Sri N.K. Sreevarahan – all teachers of the subject, for their valuable suggestions. My thanks are
also due to the University of Mumbai, Kelkar College, Mulund (E) and M.D. College of Commerce,
Parel for continuously giving an opportunity to associate with the subject academically.

I solicit suggestions about the contents of the book so that shortcomings or inadequacies, if any,
could be attended in subsequent editions and the utility of this book could be improved.

My sincere thanks are due to Sri K.N. Pandey of Himalaya Publishing House Pvt. Ltd. for his
continued encouragement and support in bringing out this book.

Mumbai
20th Nov, 2014 Dr. K. Govinda Bhat



Syllabus

Strategic Management

Objectives:
 To develop an understanding of the general and competitive business environments.
 To enable to understand and resolve cases through strategic decision-making.
 To develop an understanding of strategic management concepts and techniques.

No. of
Lectures

Unit 1: Introduction to Strategic Management
Meaning, Levels of Strategy, Role of Organizational Strategist in Banking and

Insurance Sector, Importance of Strategic Management, Strategic
Management Process, Concept of SBU.

15

Unit 2: The Environment of Strategic Management
1. The Political Facet: Impact of Politics in Strategic Management
2. The Economic Facet: A Conduct for Social, Political and Technological

Forces, Role of Competition. National and Global Trends.
3. The Social Facet: Ethics, Social responsibility of Business, Triple

Bottom-line, Impact of Social Factors in Strategic Management
4. The Technological Facet: Impact of Technology in Banking and Insurance.
5. The Legal Facet: Impact of Legal Factors in Strategic Management
6. The Ecological Facet: Impact of Legal Factors in Strategic Management
7. SWOT Analysis

15

Unit 3: Strategy Formulation
1. Mission, Vision and Goals
2. Tools of Corporate Level Strategic Management: The Boston Consulting

Group Matrix, The GE Planning Grid, The McKinsey 7-S Framework.
3. Strategies: Integration, Diversification, Disinvestment and Downsizing.

(15)

Unit 4: Activating Strategies
1. Organizational Structure, Relation between Strategy and Structure, Different

Organizational Structures for Different Strategies.
2. Resource Mobilization, viz., Money, Markets, Machine, Material and Men

(Human Resources).
3. Leadership and Motivation as Key Drivers of Strategy.
4. Role of Creativity and Innovation in Strategic Formulation.
5. Evaluation and Control of Strategies. Benchmarking. Performance Gap

Analysis, Responsibility Centers, ROI and Budgeting.

(15)
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Q.5. (a) Exp. the foll. concepts (any 5 out of 8) 15 Marks
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Objectives
After studying this chapter, you should be able to know:
 Define strategic management
 List out the levels of strategy
 Explain the role of organizational strategist in banking and insurance sector
 Recognize the importance of strategic management
 Understand strategic management process
 Comprehend the concept of SBU

Structure:
1.1 Introduction
1.2 What is Strategic Management?
1.3 Levels of Strategic Management
1.4 Role of Organizational Strategist in Banking and Insurance Sector
1.5 Strategic Management Process
1.6 Need for Strategic Management
1.7 Benefits of Strategic Management
1.8 Context of Strategic Management
1.9 Concept of SBU

1.10 Summary
1.11 Check Your Understanding

1.1 INTRODUCTION
It is often alleged that the Indian businessman fellows the rule of thumb method, is intuitive,

relies primarily on instinct and gut feeling and looks for immediate gains. This observation has two
implications. One is that strategic management is necessarily useful and to a considerable degree
enhances the effectiveness of an enterprise. Another is that there is an urgent need for understanding
the prevailing strategic management practices in Indian organizations to develop a relationship
between practice and performance. Sole purpose of strategic management is to enable a company to
gain a sustainable edge over its competitors.

1

Chapter

Introduction to Strategic
Management



Strategic management is the process by which an organization formulates its objectives and
manages to achieve them. It includes:

 a systematic study of the internal and external environments with a view to identify and
assess the relevant opportunities and threats

 a constant appraisal of the organizational strengths and weaknesses
 a thorough analysis of strategic choices, and evaluation of strategy.
With rapid changes taking place in the various components of the organization’s environment, it

has become imperative for a firm to manage its affairs strategically, if it is to survive and grow in the
increasingly competitive environment.

Strategy is the means to achieve the organizational ends. A strategy is a route to the destination,
viz., the ‘objectives of the firm’. Picking a destination means choosing an objective. Objectives and
strategies evolve as problems and opportunities are identified, resolved and exploited. The
interlocking of objectives and strategies characterize the effective management of an organization.
The process binds, co-ordinates, and integrates the parts into a whole. Effective organizations are tied
by ‘means-ends’ chain into a purposeful whole. The strategies to achieve corporate goals at higher
levels often provides strategies for managers at lower levels.

1.2 WHAT IS STRATEGIC MANAGEMENT?
The word ‘strategy’ is derived from the Greek word ‘Strategtia’ which was first used around

400 BC. This connotes the art and science of directing military forces. Simply put, strategy outlines
how management plans to achieve its objectives. Strategy is the product of the strategic management
process.

Reflecting the military roots of strategy, The American Heritage Dictionary defines strategy as
“the science and art of military command as applied to the overall planning and conduct of large-scale
combat operations.” The planning theme remains an important component of most management
definitions of strategy. Alfred Chandler defines strategy as “the determination of the basic long-term
goals and objectives of an enterprise, and the adoption of courses of action and the allocation of
resources necessary for carrying out these goals.” James D. Quinn defined strategy as “the pattern or
plan that integrates an organization’s major goals, policies and action sequences into a cohesive
whole.” William F. Glueck defined strategy as “a unified, comprehensive, and integrated plan
designed to ensure that the basic objectives of the enterprise are achieved.”

In today’s dynamic environment, an organization, whether large or small, must be managed
strategically. The decisions in an organization cannot simply be based on long standing rules, policies,
or standard operating procedures. Instead the corporate management must look to the future, plan
organization-wide objectives, initiate strategy, and set policies.

Strategic management is a stream of decisions and actions which lead to the development of an
effective strategy or strategies to help achieve corporate objectives. The strategic management process
is the way in which strategists determine objectives and make strategic decision. Strategic
management can be found in various types of organizations, businesses, services, co-operatives,
governments, etc.

Broad-scope, large-scale management processes became dramatically more sophisticated after



World War II. These processes responded to increases in the size and number of competing firms; to
the expanded role of government as a buyer, seller, regulator, and competitor in the free enterprise
system, and to greater business involvement in international trade. Perhaps, the most important in
management processes came in the 1970s, when “long-range planning”, “new venture management”,
“planning, programming, budgeting”, and “business policy” were blended. At the same time,
increased emphasis was placed on environmental forecasting and external considerations in
formulating and implementing plans. This all-encompassing approach is known as strategic
management.

1.3 LEVELS OF STRATEGIC MANAGEMENT
Strategies may exist at three levels in an organization. They are classified according to the scope

of what they are intended to accomplish. The levels are corporate level, business level, and operating
level.

Corporate level: Strategies that address what businesses a multiple-business-unit organization
will be in and how resources will be allocated among those businesses are referred to as corporate
strategies. They are established at the highest levels of management and involve a long-range time
horizon. The Board of Directors and the Chief Executive Officer are the primary groups involved in
this level of strategy making. Corporate planners and consultants may also be involved. In small and
family owned businesses, the entrepreneur is both the general manager and chief strategic manager.
Here, the strategy is concerned with what form of business should the company as a whole be in.
Decisions like expanding the range of business interest, the types of business the company should
enter, widening the range of products or services or geographic area to enter in, are strategic decisions
of the general sort.

Business level: Business strategies focus on how to compete in a given business. Narrower in
scope than a corporate strategy, business strategy generally applies to a single business unit. Strategic
Business Unit (SBU) managers are involved at this level in taking strategic decisions. Here, strategies
are about how to compete in particular product markets. The strategies here are related to a unit
within the organization.

Operating level (functional level): Functional strategies are narrower in scope than business
strategies and deal with the activities of the functional areas – production, finance, marketing,
personnel and the like. This third level of strategy is at the operating end of the organization. Here, the
strategies are concerned with how the different functions of the enterprise like marketing, finance,
manufacturing, etc. contribute to the strategies of other levels. Their contributions are important in
terms of how an organization become competitive. Competitive strategy may depend to a large extent
on decisions about market entry, price, product offer, financing, manpower, investment in plant, etc.
In themselves, these are decisions of strategic importance but are made, or at least strongly influenced
at operational levels.

1.4 ROLE OF ORGANIZATIONAL STRATEGIST IN BANKING AND INSURANCE
SECTOR



A strategist is a person with responsibility for the formulation and implementation of a strategy.
Strategy generally involves setting goals, determining actions to achieve the goals, and mobilizing
resources to execute the actions. A strategy describes how the ends (goals) will be achieved by the
means (resources). The senior leadership of an organization is generally tasked with determining
strategy. Strategy can be intended or can emerge as a pattern of activity as the organization adapts to
its environment or competes. It involves activities such as strategic planning and strategic thinking.

Strategists are individuals who are most responsible for the success or failure of an organization.
Strategists have various job titles, such as Chief Executive Officer, President, Owner, Chairman,
Executive Director, General Manager, etc. General Managers (GMs) are the key players in the
strategic management process. The GMs of a firm are executives at the top level of the enterprise. if
the business is divided into strategic business units (SBUs) or operating divisions, then the persons at
the top of these units are also general managers.

Any manager who has responsibility for a unit or division, responsibility for profit and loss
outcomes, or direct authority over a major piece of the business is a strategic manager. Strategists help
an organization gather, analyze, and organize information. They track industry and competitive trends,
develop forecasting models and scenario analysis, evaluate corporate and divisional performance,
spot emerging market opportunities, identifies business threats, and develop creative action plans.
Strategists usually serve in a support or staff role. Strategists typically have considerable authority for
decision-making in the firm. The CEO is the most visible and critical strategic manager.

The traditional impression is that the GM is a reflective thinker who maps out strategy, designs
an organization to implement the plan, and guides people through various tactical plans to accomplish
objectives using his vast experience and insight. The GM is an entrepreneur because he sets goals, he
is a strategist because he plans, he is an organization builder because he organizes, he is a leader
because he directs, and is a chief implementer because he controls. The task is to lead the firm or
SBU through uncharted territory under uncertain circumstances.

The above tasks may not be so neatly compartmentalized as you might perhaps think. Human,
technical, economic, and political circumstances are only partly subject to rational analysis. The
general manager must integrate pieces of a puzzle, some of which may be missing, distorted, or not
even yet made, and most of which are continuously changing. The GM plays interpersonal roles,
informational roles, and decision roles.

The formulation of strategy and plans for implementation are often considered the exclusive
realm of the general manager. Yet many different individuals may be involved in the strategic
management process. Board of directors, who review the results of the strategies and Chief Executive
Officers, are the main corporate-level strategists. Corporate planning staff help top managers in
planning and implementing the strategies, and consultants may be hired to help corporate planners do
the corporate planning work, if there is no corporate planning staff. General managers of strategic
business units and lower-level participants are also involved with goal setting and strategy
formulation and implementation.

Strategic managers oversee the operation of the entire organization. This responsibility puts
general managers in the unique position of being able to direct the total organization in a strategic
sense.

One of the key roles of strategist managers, is to provide the strategic leadership for their



subordinates. Strategic leadership refers to the ability to articulate a strategic vision for the company
and to motivate others to buy into that vision. A few characteristics of good strategists have been
identified which include:

 vision, eloquence and consistency
 commitment
 being well informed
 a willingness to delegate and empower and
 political astuteness
Vision, eloquence and consistency: One of the key tasks of leadership is to give the

organization a sense of direction. Strong leaders seem to have a vision of where the organization
should go. Moreover, they are eloquent enough to be able to communicate this vision to others within
the organization in terms that can energize people and they consistently articulate their vision until it
becomes part of the culture of the organization. John F. Kennedy and Martin Luther King are both
examples of visionary leaders.

Commitment: A strong leader is someone who demonstrates commitment to his or her
particular vision. Often this involves leadership by example.

Being well informed: Good leaders do not operate in a vacuum. Rather they develop a network
of formal and informal sources that keep them well informed about what is going on within their
company. They develop back channel ways of finding out what is going on within the organization so
that they do not have to rely on formal information channels.

Willingness to delegate and empower: Good leaders are skilled delegators. They recognize that
unless they do delegate they can quickly become overloaded with responsibilities. They also feel that
empowering subordinates to make decisions is a good motivation tool. Delegating also makes sense
when it results in decisions being made by those who must implement them. At the same time, good
leaders recognize that they need to maintain control over certain key decisions.

Political astuteness: Good general managers tend to be politically astute. The General
Managers play the power game with skill, prefer to build consensus for their ideas rather than use
their authority to force ideas through. They act as members or leaders of a coalition rather than as
directors. Good general managers possess the ability to push through programs in a piecemeal
fashion.

The General Managers are the organizational strategist in banks and insurance companies:
Usually, depending on the business model adopted by the banks, the General Managers are
responsible for the business vertical they head. For example, the GM of credit department is
responsible for the performance of credit in the bank. Likewise, a GM heading the resources
mobilization function is the strategist for the said function. Depending on the number of verticals, and
based on the need for a vertical for a function, there will be multiple strategists in banks.

In case of insurance companies, the logic and functioning of the strategists is the same. In
insurance company, you can expect mainly the underwriting business and settlement of claims.
Depending on the nature and size of the business, there could be many GMs. The role played will be
the same as mentioned in case of banks. The roles of strategists in banks and insurance companies
may be listed as follows:



1. Strategist watches for the business opportunities based on ever-changing environment and
formulates strategies.

2. Communicates the target across the organization and guides the resources to achieve the
targets.

3. Motivates the manpower to develop business through cross-selling to the existing customers.
4. Acts as PRO of the organization and builds the image of the organization.
5. Reviews the performance periodically and modifies the strategy if the adopted strategy does

not work.
6. Provides support to achieve the targets.
7. Facilitates to resolve customer complaints to retain the customers.
8. Reviews the profits and taking course correction, if the profits are not in desired lines.
9. Implements the decisions taken by the Board with regard to all businesses and non-business

aspects.
10. Always finds ways to grow inorganically or organically.
11. Provides the leadership in his area of operation.
12. Demonstrates commitment to his vision.
13. Develops formal and informal channels that keeps them well informed.
14. Coordinates with General Managers (strategists) of other functional areas.

Other strategists in organizations are the CEO, line managers, heads of SBUs depending on the
structure of the organization.

1.5 STRATEGIC MANAGEMENT PROCESS
Strategic management comprises nine critical tasks:
1. Formulating the company’s mission, including broad statements about its purpose,

philosophy, and goals.
2. Conducting an analysis that reflects the company’s internal conditions and capabilities.
3. Assessing the company’s external environment, including both the competitive and the

general contextual factors.
4. Analyzing the company’s options by matching its resources with the demands of external

environment.
5. Identifying the most desirable options by evaluating each option in the light of the company’s

mission.
6. Selecting a set of long-term objectives and grand strategies that will achieve the most

desirable options.
7. Developing annual objectives and short-term strategies that are compatible with the selected

set of long-term objectives and grand strategies.
8. Implementing the strategic choices by means of budgeted allocation of resources in which

the matching of task, people, structures, technologies, and reward systems is emphasized.
9. Evaluating the success of the strategic process as an input for future decision-making.



The entire process is depicted in Figure 1.1. Above tasks can be broadly classified into
environmental analysis, strategy formulation, strategy implementation, and review.

As these nine tasks indicate, strategic management involves the planning, directing, organizing,
and controlling of a company’s strategy-related decisions and actions. A strategy reflects a company’s
awareness of how, when, and where it should compete; against whom it should compete; and for what
purposes it should compete.

Three ingredients are critical for the success of a strategy. First, the strategy must be consistent
with the conditions in the competitive environment. Specifically, it must take advantage of existing or
projected opportunities and minimize the impact of major threats. Second, the strategy must place
realistic requirements on the firm’s resources. Finally, the strategy must be carefully executed.

Good strategic management should meet the objectives of the organization and of the
stakeholders. The process of strategic management should assess the resources available and likely
future environment. The present strategies should be evaluated against these and if any of them is
found to be not working, the management should then generate various alternatives to select the final
revised/new strategy. After selecting the new strategy, it should be implemented. For this, an
organization should have suitable culture and appropriate structure. After implementing the strategy, it
should be reviewed for feedback. If the feedback is not favourable, suitable amendments should be
made. Sometimes, it may be required to repeat the entire process again.

Almost all organizations are engaged in strategic management processes, either formally or
informally. Organizations that consciously engage in strategic management generally follow formal
processes, and the rest follow informal approach.





Formulating and Implementing Strategy
Strategy formulation guides executives in defining the business their firm is in, the ends it seeks,

and the means it will use to accomplish those ends. The approach of strategy formulation is an
improvement over that of traditional long-range planning. Strategy formulation combines a
future–oriented perspective with concern for the firm’s internal and external environments.

The strategy formulation process begins with the definition of the company’s mission. The
mission statement is followed by external and internal analysis and choosing a strategic choice. The
task of analyzing the organization’s external and internal environment and then selecting an
appropriate strategy is normally referred to as strategy formulation. Strategic formulation is
concerned with the translation of general directions of strategy into action.

Last phase of strategic management process is strategic implementation. Earlier phases of
strategic management, viz., strategic formulation, analysis of alternative strategies, and strategic
choice, though important, by themselves alone cannot ensure success. To ensure success, the strategy
must be translated into carefully implemented action. Strategy implementation typically involves
designing appropriate organizational structures and control systems to put the organization’s chosen
strategy into action.

1.6 NEED FOR STRATEGIC MANAGEMENT
The environment is becoming more and more complex. Predicting the future with accuracy is

difficult. The number of variables to be considered in the decision-making process are increasing.
Production and other management systems and related technologies become obsolete within a short
span of time. The number of events – both domestic and world – affecting the organization is
increasing. With all these happening, over-reliance on experience may prove to be costly. More
reliance has to be placed on creativity, innovation, and new ways of looking at the organization in the
world in which we exist. A rapidly changing environment requires that managers make a clear
distinction between long-range planning and strategic planning which is a component of strategic
management. Strategic management sets the major directions for the organization, i.e., mission, major
products/services to be offered, and major market segments to be served. Without the major directions
being set before, establishing objectives does not make much sense. The strategic management is the
major vehicle for planning and implementing major changes an organization must make. It has often
been seen that change comes through implementation and not through a plan. Though strategic
management begins with strategic planning, the other components are no less important. Especially,
when we talk about the implementation of strategic plans, the need for proper corporate culture,
organization structure, rewards and recognition, and appropriate policies regarding performance
appraisal need to be stressed.

Figure 1.2 depicts the three levels of strategic management as structured in practice. In
Alternative 1, the firm is engaged in only one business and the corporate and business level
responsibilities are concentrated in a single group of directors, officers and managers. This is the
organizational format of most small businesses.



Alternative 1 - Single Business Firms

Alternative 2 - Multiple Business Firms

Fig. 1.2: Alternative Strategic Management Structures
In Alternative 2, the classical corporate structure comprises three fully operative levels: the

corporate level, the business level, and the functional level.
The three levels of strategy – corporate, business, and functional form a hierarchy of strategy

within a large corporation. They interact closely with each other and must be well integrated if the
total corporation is to be successful.
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Fig. 1.3: Hierarchy of Strategies
Figure 1.3 presents the hierarchy of strategies and relates the same to objectives and mission of

the firm.

1.7 BENEFITS OF STRATEGIC MANAGEMENT
Strategic management allows an organization to be more proactive than reactive in shaping its

own future. It allows an organization to initiate and influence activities, and thus to exert control over
its own destiny.

Historically, the principal benefit of strategic management has been to help organizations make
better strategies through the use of a more systematic, logical, and rational approach to strategic
choice. Participation of people in strategic management process motivates them in accomplishing the
objectives. Businesses using strategic management concepts showed significant improvement in sales,
profitability, and productivity compared to firms without systematic planning activities. High
performing firms seem to make informed decisions with good anticipation of both short- and
long-term consequences. Strategic management provides enhanced awareness of external threats, an
improved understanding of the competitor’s strategies and reduced resistance to change.

Strategic management brings order and discipline. It renews confidence on the chosen strategy.
Greenley stresses that strategic management offers the following benefits:
�  It allows for identification, prioritization, and exploitation of opportunities.
�  It provides an objective view of management problems.
�  It presents a framework for improved co-ordination and control of activities.

 It minimizes the effects of adverse condition and control of activities.
 It minimizes the effects of adverse conditions and changes.
 It allows major decisions to better support established objectives.
 It allows more effective allocation of time and resources to identify opportunities.
 It allows fewer resources and less time to be devoted to correcting erroneous or ad hoc

Mission

Objectives

Corporate strategy

Business unit strategy

Functional strategy



decisions.
 It creates a framework for internal communication among personnel.
 It helps to integrate the behaviour of individuals into a total effort.
 It gives encouragement for forward thinking.
 It provides a co-operative, integrated and enthusiastic approach to tackling problems and

opportunities.
 It encourages a favourable attitude to change.
 It gives a degree of discipline and formality to the management of a business.

1.8 CONTEXT OF STRATEGIC MANAGEMENT
Using the strategic management approach, managers at all levels of the firm interact in planning

and implementing. As a result, the behavioural consequences of strategic management are similar to
those of participative decision-making. Therefore, an accurate assessment of the impact of strategy
formulation on organizational performance requires not only financial evaluation criteria but also
non-financial evaluation criteria (measures of behaviour-based effects). In fact, promoting positive
behavioural consequences also enables the firm to achieve its financial goals. However, regardless of
the profitability of strategic plans, several behavioural effects of strategic management improve the
firm’s welfare:

1. Strategy formulation activities enhance the firm’s ability to prevent problems. Managers who
encourage subordinates’ attention to planning are aided in their monitoring and forecasting
responsibilities by subordinates who are aware of the needs of strategic planning.

2. Group-based strategic decisions are likely to be drawn from the best available alternatives.
The strategic management process results in better decisions because group interaction
generates a greater variety of strategies and because forecasts based on the specialized
perspectives of group members improve the screening of options.

3. The involvement of employees in strategy formulation improves their understanding of the
productivity-reward relationship in every strategic plan and, thus, heightens their motivation.

4. Gaps and overlaps in activities among individuals and groups are reduced as participation in
strategy formulation clarifies differences in roles.

5. Resistance to change is reduced. Though the participants in strategy formulation may be no
more pleased with their own decisions than they would be with authorization decisions, their
greater awareness of the parameters that limit the available options makes them more likely
to accept those decisions.

1.9 CONCEPT OF SBU
In business, a strategic business unit (SBU) is a profit center which focuses on product offering

and market segment. SBUs typically have a discrete marketing plan, analysis of competition,
and marketing campaign, even though they may be part of a larger business entity.

A strategic business unit is a fully functional and distinct unit of the business that develops their
own strategic vision and direction. Within large companies, there are smaller specialized divisions
that work towards specific projects and goals, and we see this organizational set-up frequently in



global companies. The strategic business unit, often referred to as an SBU, remains an important
component of the company and must report back through headquarters about their operational status.
Typically, they will operate as an independent organization with a specific focus on target markets and
are large enough to maintain internal divisions such as finance, HR, and so forth.

There are many great examples of SBUs that we can relate to. For instance, AP Moller has a
lengthy list of SBUs, such as marine shipping, marine terminals, trucking, third party logistics, energy,
and oil exploration. Another widely recognized company is General Electric, which has 49 SBUs in
such markets as appliances, aerospace, electronics, and so on. LG operates along the same lines with
SBUs competing in electronics and appliances among others. So, why do each of these SBUs
differentiate from each other and still belong to the same organization? The answer is that profitability
of your company and appeal within the industry are directly tied together. In the case of A.P. Moller,
the company has separated each industry into a strategic business unit to maximize potential.

An SBU may be a business unit within a larger corporation, or it may be a business unto itself or
a branch. Corporations may be composed of multiple SBUs, each of which is responsible for its
own profitability. General Electric is an example of a company with this sort of business organization.
SBUs are able to affect most factors which influence their performance. Managed as separate
businesses, they are responsible to a parent corporation. Companies today often use the
word segmentation or division when referring to SBUs or an aggregation of SBUs that share
such commonalities.

According to Boston Consulting Group, a company must create an SBU for each economically
distinct business.. When top managers identify SBUs, their objective is to divide a company into
strategic entities that are relevant for planning purposes. Having defined SBUs, the top managers then
assess each according to two criteria: (1) The SBU’s relative market short and (2) Growth rate of the
SBU’s industry.

1.10 SUMMARY
This chapter sets the stage for the study of strategic management. Our model of strategic

management includes formulation and implementation, plus evaluation and control. In this chapter,
the concept of strategy and strategic management is introduced. Strategic management is a stream of
decisions and actions with a view to developing an effective strategy which would help the
organization achieve its corporate goals. Strategic management involves strategic analysis, strategic
choice making, and strategic implementation. Strategies exist at all levels – corporate level, business
level, and operational level. Strategic management process explains in detail the steps involved.
Importance of strategic management in the emerging context is provided. Distinction of strategy
formulation and implementation is brought out.

1.11 CHECK YOUR UNDERSTANDING
Answer the following questions in 3-4 sentences

1. Define strategic management. Give some examples of strategic management from
organizations.

2. Which are the levels of strategy?
3. Who is an organizational strategist? What is his role with reference to a bank?



4. What is the importance of strategic management? Give some examples.
5. Graphically present the strategic management process and explain the important steps

involved.
6. What is an SBU? Why SBUs are formed within an organization?

References
1. Indira Gandhi National Open University School of Management Studies (1996): Strategy,

Environment and Structure, IGNOU.
2. Hill Charles W.L. and Jones Gareth R. (2001): Strategic Management Theory – An Integrated

Approach, All India Publishers & Distributors, Regd., New Delhi.
3. Pearce II John A. and Robinson Jr. Richard B. (2005): Strategic Management – Formulation,

Implementation and Control, Tata McGraw-Hill Publishing Company Ltd., New Delhi.
4. Brars Lloyd L. (1991): Strategic Management – Formulation and Implementation, Concepts

and Cases, Third Edition, Harper Collins Publishers, New York, 10022.
5. Wheelen Thomas L. and Hunger David J. (1983): Strategic Management and Business Policy,

Addison-Wesley Publishing Company, London.
6. Fred David, R. (1991): Fundamentals of Strategic Management, Maxwell Macmillan

International.
7. John Thompson L. (1990): Strategic Management: Awareness and Change, Chapman and

Hall, Chennai.
8. Sharma R.A. (1994): Strategic Management in Indian Companies, Deep and Deep

Publication, New Delhi-110 027.




