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FOREWORD

Ph. (Off) 25449743, 25430327 Fax : 020-25460739 E-mail : imepune2vsnl.com
drpcshejwalkar@asm.ac.in

Website : www.asm.ac.in

I have been teaching Business Management for over fifty five years. I have been guiding
students for the their Ph.D. degree in the faculty of Management, since past three decades and
have to my credit over ninety Ph.D. guided by me, few of them got their Ph.D. in Strategic
Management. I like Strategic Management as a subject because it comprises of all branches of
management studies. One needs to wrestle with teaching and coaching students and executives
around strategy because of its complexity. I always tell students that the future is not a set of
stable variables; it is loaded with ever-changing parameters. Firms need to be dynamic and prone
to risk that can be superfluous. This is one reason that strategic management is focused on both in
business studies and management practices.

Business do not operate in a vacuum; they operate within the ecosystem of environment,
society, governments, the bilateral or multilateral trade and investment relationship between
countries and regions. From this viewpoint, it is important for business managers to have the
ability to perceive changes and, more important, to align a business with impending changes and
to face challenges. Business leaders, who steer their firms to success, need to constantly power
their acumen.

Dr. Vidya Hattangadi has written a breakthrough book on ‘Strategic Management’. This
book presents a comprehensive study on the latest concepts and ideas in the discipline of strategic
management and business policies. The focus is on leadership and innovations in the book. The
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book aims to equip students with strategic concepts that will enable them to deal with topical
issues such as various strategic tools, corporate governance, organizational structures, business
synergy, business clusters and strategic planning processes in multinational firms and small
entrepreneurial ventures. The book covers a variety of issues to help students learn about strategic
alternatives and implementation programmes. Through a range of caselets from actual
organizations and business houses, this book illustrates how strategic management can help in
improving operational performances by aligning business goals with performance measures. This
book will teach students how to develop their own approach to strategic planning. It is sort of a
guide for succeeding as a business leader.

Dr. P.C. Shejwalkar
Professor Emeritus of
Commerce & Management Science,
University of Pune.



PREFACE

The last decade saw many technological and marketing innovations. Business sectors such as
education, health, forestry, hospitality, gambling, music, media, retail, travel and insurance saw
radical changes due to electronic revolution. VUCA (acronym for volatility, uncertainty,
complexity, and ambiguity) is confusing a host of policies and strategies in the business world.
The world is also facing constant challenges brought on by political, economical, societal and
environmental changes. For instance, e-commerce sites such as eBay, Amazon, Alibaba and
Flipkart are servicing through multiple business models; they sell products as a seller themselves
and also provide a marketplace for other sellers/vendors to sell products in the marketplaces. The
beauty of the marketplace model is that it is a great enabler for small businesses and provides
them a huge scaling opportunity without having to build the technical or operational infrastructure
of scale.

On the other hand, MakeMyTrip, Goibibo, Practo and Zomato offer perishable services such
as flights, hotel rooms, doctors’ appointments and restaurant reservations. Ola and Uber have
harnessed information in novel ways to enter established industries and carve out significant
positions. Owning no taxis, real estate or merchandise, they are now respectively the largest taxi
companies. The word ‘Digital’ is an issue on the agendas of most company boards. Boards of
Directors are wondering how to deal with the role of digital technology which is rapidly shifting
the business models. Digitalisation is the cause of large-scale and sweeping transformations
across multiple aspects of business. If anything is constant in the world, it is only change.

My book ‘Analysing Strategic Management’ conveys the theory of strategic management
into principles and practices that students need to know in order to accomplish practical
awareness. It reflects an approach that is grounded firmly in theory and research but that is ever
so practical in application. My 20 years of experience in industry and 16 years of experience of
teaching Marketing Management, General Management and Strategic Management to executives,
MBAs, and students of Ph.D. have helped me to pick contemporary practices in strategising. I
have tried my best to make Strategic Management easier and practical; everything in the book,
from its treatment to its organization, reflects practicality of the subject.

The years ahead will without a doubt bring ever greater change, increased uncertainty, and a
more diverse field of competition. New technologies, new industries, and new market forces
demand new approaches to the way organizations do business. Business strategies demand
quickness in approach and knowledge; business organizations have begun to learn that their
success in meeting these challenges lie in a new mix of old and contemporary practices, quick
grasp of marketing, total quality assurance, strategic planning and truthful implementation. After
all, management requires common sense. I have named my book as ‘Analysing Strategic
Management’ because the book endeavors to examine various strategies methodically and in
detail, classically in order to explain and interpret it.

Dr. Vidya Hattangadi
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The word strategy is derived from Greek language as ‘stratēgia’. It is coined to describe as an art
of a leader to plan and achieve goals and objectives under good or bad conditions. The term was
started to be used in the 6th century in East Roman vocabulary, and was translated into Western
vernacular languages only in the 18th century. From then, till the 20th century, the word ‘strategy’ is
used to denote a scientific plan, an action, a tactic, etc. Strategy is important because the resources
available to achieve the goals and objectives are usually limited. Organizations’ plan strategies for
setting goals, defining actions to achieve the goals and to mobilize resources to implement the
activities. A scientific strategy defines how the end result will be achieved by the organization. The
end result is generally matched with determining strategy. Strategy depends a lot on the internal
environment of organization and the external environment. To achieve the desired goals, organizations
need to adapt certain styles as per the demands of internal and external factors.

From time immemorial, world had great kings and warriors right from Sun Tzu, Alexander,
Ashoka, and Akbar to Napoleon to Patton who were all great strategists. They evolved timeless
principles and plans due to which they won and grew their kingdoms. Chanakya was definitely ancient
India’s finest political strategist and thinker. Chanakya was also known as Kautilya or Vishnugupta.
He was an adviser and a Prime Minister to the first Maurya Emperor Chandragupta, and architect of
his rise to power. Other important works of Chanakya are ‘Chanakya Sutras’ and ‘Chanakya Niti
Darpanam.’ His brand of wisdom is ageless and unchallengeable. Chanakya illustrates his
observations on women, family life, human relationships, moral conduct and spirituality. His startling
insights cover everyday living and hard-headed maxims. Chanakya’s amazing knowledge of human
psychology, his masterly insight into every facet of human life is nothing but strategy for leading life.
The teachings of Chanakya are the real nourishment of life. Even after centuries, his teaching stands
true.

The term ‘Strategy’ dates back to a couple of hundred centuries and the concept is derived from
texts that date back to more than a thousand years ago. Numerous scholars and philosophers have
debated upon what strategy is over the past decades and different theories and concepts have
developed along the way and all these have gradually contributed to the development of the discipline
‘Strategic Management’ which has become indispensable and integral part of doing businesses of the
enterprises in the modern business world where every step and function needs to be planned to achieve
the organizational objectives.

Industrialization in the world went through lot of changes due to instability created in World War
II. In the post-World War II era, strategic management slowly became a vital tool for achieving the
organizational objectives set by the mission and vision of the enterprise. As the business world
progressed in its thinking and had to struggle to face the changes in it, strategic management
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progressed in its arena. Many authors and research scholars wrote various theories and concepts about
strategic management and the way of using the strategic management process so as to optimally utilize
the resources of the firms to accomplish their business goals and objectives.

Alfred Chandler was the first management thinker who emphasized the importance of bringing
the different managerial activities and coordinating the same under one roof of strategy; prior to which
coordination of various functions was lacking. Coordination is one vital aspect of strategic
management. Instead of coordination, a communication system was in vogue to coordinate the various
departments, where few managers, at the boundary line of their respective divisions, were entrusted
with the task of exchanging information required to operate the functions of the business. Chandler
also proposed to leave behind the short-term perspective and to adopt a long-term future-oriented
vision and mission for the development of successful strategy for an organizations. It was in 1962,
when Chandler encouraged the need to study business strategy, as a subject which should be strongly
coordinated between various managerial functions so as to provide the organization a well-defined
strategic structure, a sense of direction enough to make the organizational activities focused to achieve
its objective.

Strategic thinking involves orientation of the firm’s internal environment with the changes of the
external environment. The economic and technical components of the external environment are
considered as major factors leading to the new opportunities for the organization as well as threats to
its survival. The broader expectation of the society in which the organization operates, is again an
important factor to be considered at the time of defining the competitive strategy on the basis of the
strength and weakness of the organization.

Strategic management includes the way of creating a vision, deciding on the strategy to set
objectives and goals to achieve that vision, putting the strategy into operational action so as to make
the optimal use of the scarce organizational resources and thereafter comparing those actions against
standards to make corrective adjustments to keep the value creating functions in line with the decided
strategic goal and thereby achieving it.

There are several approaches to strategic management and these generally apply upon a company
in accordance with its size and the type of business the firm is involved in. There are two main
approaches and these are Industrial Organizational Approach and the Sociological Approach. Both
these approaches are rather very different in nature when compared to each other but are very
important and indispensable. Industrial Organizational Approach takes into account the analysis of the
available resources, market competition, the economies of scale such as the canon/scale of feasibility,
the scale of economic development etc. and considers things such as the maximization of profit,
organizational structure, allotment of resources, etc. It may or may not offer its shares to the public but
is more concerned with and concentrated on making as much profit as it can. This approach is usually
implemented in most firms for it yields a lot of profit even if the business is on a small-scale because
this ensures minimum cost and maximum profit and there is usually a single proprietor. In some cases,
there may be more than a single proprietor but this does not stop this approach for it has more
guarantees and less distribution when compared to the Sociological Approach.
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Historical and Contemporary Theories of Management
The idea of management is not new; managing is an inbuilt character of human beings. Early

forms of management concepts have been applied throughout history in order to progress as a society.
We see beautiful creation from Stone Age to civilization – could those creations such as monuments
and cities be in place without management? Management activities were always needed in order to
complete massive projects.

The Industrial Revolution as well as the growth of factories and mass production created a need
for strong management processes. Better and more efficient ways of manufacturing goods were
needed in order to maximize productivity, bring down costs, and increase profitability. As a result,
since the late 1800’s, theorists have developed a wide range of methods for improving management
practices.

Scientific Theory by Frederick W. Taylor (1890-1940)
At the turn of the century, the most prominent and large organizations realized that besides

routinely producing goods they require to go into depth of business processes. In the West the
organizations give a lot of importance to scientific and technical matters, including careful
measurement and specification of activities and results. Frederick Taylor developed the scientific
management theory in 1911 which advocated efficiency by systematically improving the productivity
of task completion by utilizing scientific, engineering, and mathematical analysis. The goal of
scientific theory was to decrease waste, increase the process and methods of production, and create a
just distribution of goods. The goal was to serve the common interests of employers, employees, and
society. Taylor standardized the tasks as much as possible. Workers either got rewarded or punished as
per their output. This approach appeared to work well for organizations with assembly lines and other
mechanistic, routinized activities.

Frederick Winslow Taylor’s scientific management theory was devised form the point of view of
industrial engineering that established the organization of work as in Ford’s assembly line. A time-
study department at Ford Motor Company had efficiency experts with stop watches working for
studying the work process and eliminate wasteful motion. This study made some advances. But, then
Ford managers came up with a revolutionary idea that represented the archetypal expression of
scientific management. Instead of taking workers to the work, teams of workers going to work spots
and building a car sequentially, this new model brought the work to the workers. In addition, this new
paradigm broke the work process down into its smallest constituent parts. The assembly line, was
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inaugurated in 1913. It was a conveyor belt that steadily moved along a piece of the automobile while
stationary workers repeatedly did one task adding an element to it. Tremendous gains in efficient labor
were achieved. By regularizing and rationalizing the work process, and its minute division of labor,
the production of an automobile, which before used to take some 12 hours per vehicle, now took only
a bit over 90 minutes to completion. This discipline, along with the industrial psychology established
by others at the Hawthorne Works of Western Electic in the 1920s, moved management theory from
early time-and-motion studies to the latest total quality control ideas.

Taylor’s ideas, clearly articulated in his writings, were widely misinterpreted. Employers used
time and motion studies simply to extract more work from employees at less pay. Unions condemned
speedups and the lack of voice in their work that “Taylorism” gave them. Quality and productivity
declined when his principles were simplistically instituted.

Administrative Theory by Henri Fayol (1841-1925) Henry Fayol was a French mining engineer
who was also the director of mines. He developed a general theory of business administration that is
often called Fayolism. He and his colleagues developed this theory. Fayol is widely acknowledged as
a founder of modern management methods. He coined fourteen principals of management as follows.

Division of work: The division of work is the course of tasks assigned to, and completed by, a
group of workers in order to increase efficiency. Division of work, which is also known as division of
labour, is the breaking down of a job so as to have a number of different tasks that make up the whole.
This means that for every one job, there can be any number of processes that must occur for the job to
be complete:

 Authority and Responsibility: Authority is the right to give orders and obtain obedience,
and responsibility is the consequence of authority. One cannot enjoy authority without being
responsible for actions.

 Discipline: Employees must obey and respect the rules that govern the organization. Good
discipline is the result of effective leadership.

 Unity of command: Every employee should receive orders from only one superior or behalf
of the superior.

 Unity of direction: Each group of organizational activities that have the same objective
should be directed by one manager using one plan for achievement of one common goal.

 Subordination: The interests of any one employee or group of employees should not take
precedence over the interests of the organization as a whole.

 Remuneration: All Workers must be paid a fair wage for their services.
 Centralization: Centralization refers to the degree to which subordinates are involved in

decision making.
 Scalar chain: The line of authority from top management to the lowest ranks represents the

scalar chain. Communications should follow this chain.
 Order: This principle is concerned with systematic arrangement of men, machine, material

etc. there should be a specific place for every employee in an organization.
 Equity: Managers should be kind and fair to their subordinates.
 Stability of tenure of personnel: High employee turnover is inefficient. Management should

provide orderly personnel planning and ensure that replacements are available to fill
vacancies in the organization.
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 Initiative: Employees who are allowed to originate and carry out plans will exert high levels
of effort.

 Esprit de corps: Promoting team spirit will build harmony and unity within the organization.

Bureaucratic Theory by Max Weber (1930-1950)
Max Weber elaborated the scientific management theory further by adding flavor of his

bureaucratic theory. Weber focused on dividing organizations into hierarchies, establishing strong
lines of authority and control. His notion was that organizations must develop comprehensive and
detailed standard operating procedures for all routinized tasks. In the late 1800s, Max Weber criticized
organizations for running their businesses with their family members. Weber believed this informal
organization of supervisors and employees inhibited the potential success of a company because
power was misplaced in hands of those few who dint have the requisite experience. He felt that
employees were loyal to their bosses and not to the organization. Weber believed in a more formalized,
rigid structure of organization known as a bureaucracy. This non-personal view of organizations
followed a formal structure where rules, formal legitimate authority and competence were
characteristics of appropriate management practices. He believed that a supervisor’s power should be
based on an individual’s position within the organization, his or her level of professional competence
and the supervisor’s adherence to explicit rules and regulations. Bureaucracy can best be defined as
formal hierarchy and chain of command which distinguishes the level of authority within an
organization.

Human Relations Theory by Elton Mayo
The Western Electric’s Hawthorne plant was located in Chicago. It had some 29,000 employees

and it manufactured telephones and telephone equipment mainly for AT & T. The company was
known for its advanced personnel policies. The company kept updating its policies at regular intervals
and once welcomed a research study by the National Research Council to check the relationship
between friendly work-place atmosphere and individual efficiency. The study began by Pennock and
Clair Turner, in 1929 Turner invited Elton Mayo for his inputs on the study. Mayo indicated that the
Test Room Workers had turned into a social unit, enjoyed all the attention they were getting, and had
developed a sense of participation in the project.
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 Elton Mayo (1880-1949) was on
Australian psychologist, sociologist, went
to Harvard University.

 Spent most of his career at Harvard
Business School as Professor of
Industrial Research.

 Main focus was on the people working in
an organization.

Human Relation Movement

In order to establish his premise Mayo instituted a series of interviews. These provided the
workers with an opportunity to express their views and let off steam. It emerged that when people are
distressed in a given situation and are given a chance to discuss, they feel better even if the situation
does not change. The experiment also found that some complaints of workers had little or no basis,
and they were stressed in their personal lives which was causing distress. By focusing on more
informal and open conversation with workers and by empathetically listening to them Mayo had struck
a key which linked the style of supervision and the level of morale to heightened levels of productivity.

Mayo was acclaimed by his followers as the Founder of the Human Relations (HR) as a branch
of Management Studies, while he was criticized by sociologists for not going far enough in his
analysis. Do you know that the Hawthorne case stimulated ‘Organizational Behavior’ as subject? And
also gave birth to McGregor’s ‘Theory X and Theory Y’ and theory “Z” with its wider implications
for leadership in organizations.

Systems Theory by Ludwig Con Bertalanffy
Systems theory studies the structure and properties of systems in terms of relationships. It was

established as a science by Ludwig von Bertalanffy, Anatol Rapoport, Kenneth E. Boulding, William
Ross Ashby, Margaret Mead, Gregory Bateson and others in the 1950’s. Systems theory can be called
a transdisciplinary study. It brings together theoretical principles and concepts from ontology,
philosophy of science, physics, biology and engineering. Its applications are found in numerous other
fields including geography, sociology, political science, organizational theory, management,
psychotherapy and economics amongst others.

Karl Ludwig von Bertalanffy who was a Viennese professor of biology, worked very hard to
identify structural, behavioral and developmental features common to particular classes of living
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organisms. One approach was to look over the empirical universe and pick out certain general
phenomena which are found in many different disciplines, and to seek to build up general theoretical
models relevant to these phenomena, e.g., growth, homeostasis, evolution. Another approach was to
arrange the empirical fields in a hierarchy of complexity of organization of their basic ‘individuality’
or units of behavior, and to try to develop a level of abstraction appropriate to each. Examples are
generalizations on the levels of cells, simple organs, open self-maintaining organisms, small groups of
organisms, society and the universe. The latter approach implies a hierarchical “systems of systems”
view of the world.

Bertalanffy’s ideas were developed into a General Systems Theory. He defined a general system
as any theoretical system of interest to more than one discipline. This new vision of reality is based on
awareness of the essential interrelatedness and inter-dependence of all phenomena – physical,
biological, psychological, social and cultural. It transcends orthodox disciplinary and conceptual
boundaries.

The systems view looks at the world in terms of relationships and integration. Systems are
integrated whose properties cannot be reduced to those of smaller units. Instead of concentrating on
basic building blocks or substances, the systems approach emphasizes the principles of organization.
Every organism, from the smallest bacterium through the range of plant, animals and human beings –
plus the family, society and the planet as whole – is an integrated whole and thus a living system.

In Bertalanffy’s view human survival is the paramount purpose for cultivating the uncommon
sense of General Systems Theory. Our civilization is experiencing enormous difficulties due to lack of
ethical, ethological and ecological criteria in the manifestation of human affairs, which are currently
only concerned with the management of larger profits for a small minority of privileged humans.
Bertalanffy believed that the need for a general systems consciousness was a matter of life and death,
not just for ourselves but also for all future generations on our planet. He advocated a new global
morality, an ethos which does not center on individual values alone, but on the adaptation of Mankind,
as a global system, to its new environment. System’s theory brought in a paradigm shift in
management thinking. Organizations don’t exist in vacuums, they have to be aware of their
surrounding for their own existence.

X&Y Theory by Douglas McGregor
Theory X and Theory Y are theories of human motivation created and developed by social

psychologist Douglas McGregor at the MIT Sloan School of Management in the 1960s that have been
used in human resource management, organization behavior, organizational communication and
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organizational development. They describe two contrasting thinking of workforce motivation. Theory
X and Theory Y represent the perceptions managers hold about their employees. It is not about their
general behavior outside the work place, it pertains on their job, while working in the organization.

The ‘Theory X’ management assumes employees are inherently lazy and will avoid work if they
can and that they inherently dislike work. As a result of this, management believes that workers need
to be closely supervised and all-inclusive systems of controls be developed. It requires a hierarchical
structure with narrow span of control at each and every level. According to this theory, employees will
show little ambition without a tempting incentive program and will avoid responsibility whenever they can.

Theory Y is a participative style of management which assumes that people will exercise self-
direction and self-control in achieving the organizational goals and objectives. It assumes that
employees are committed to organization’s objectives. It is management’s main task in such a system
to mold the employees and maximize their commitment.

This theory is useful in the Human Relations movement and training programs. It helps in
understanding supervisory skills, delegating, career development, motivating, coaching, mentoring, etc.

Contingency Theory: A contingency theory is an organizational theory that claims that there is
no best way to organize a corporation, to lead a company, or to make decisions. Instead, the optimal
course of action is contingent (dependent) upon the internal and external situation. A contingent leader
effectively applies his own style of leadership in the given situation. Basically, contingency theory
asserts that when managers make a decision, they must take into account all aspects of the current
situation and act on those aspects that are key to the situation at hand. Basically, it’s the approach that
all factors are interdependent. For example, the continuing effort to identify the best leadership or
management style might now conclude that the best style depends on the situation. Leadership style
changes according to the institution; for example leadership in leading army troops is different than
leadership in an educational institution, or leadership in a hospital than a leadership in a business
organization. Some important factors for companies to decide contingencies are as below:

 Technology
 Suppliers and distributors
 Consumer interest groups
 Customers and competitors
 Government
 Unions
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 Multiplicity of forces
 Confounding chaos and

confusion

 High dynamics of change
 High speed of change

 Lack of predictability
 Great prospects for

surprise

 Hazy reality
 High potential for

mis-reading conditions

Ambiguous

Complex

Uncertain

Volatile

It’s a VUCA World Out There
VUCA is an acronym that emerged from the military warfare in the 1990s in the U.S. after the

collapse of the Soviet Union to describe a multi-polar world. It illustrates the chaotic conditions that
are encountered in modern world. The acronym VUCA stands for Volatile, Uncertainty, Complex and
Ambiguous. To sustain in the VUCA world, organizations need to plan strategies keeping in mind the
agility and readiness to face multifaceted situations. The leadership matters in the VUCA world.
Changes are highly unpredictable in markets. They can range from extreme to worse. Leading in a
world that is volatile, uncertain, complex, and ambiguous presents a challenging environment in which
leaders must operate and for executive development programs to have an impact, but also open the
door to a range of new competencies that are required in order to succeed. Leaders need to be
cognitively ready and agile to handle all sorts of situations in their organizations. Today’s leaders
must be equipped with the mental, emotional, and interpersonal preparedness for uncertainty and
risk.

Some of the reasons for the VUCA world are urbanization and urban concentration. The
majority of the world’s population now lives in cities and this will continue to increase in the decades
ahead. The demographic changes such as lower birth rates and longer life expectancy are bringing in
complex buyer behavior styles. The climatic changes are another concern. The climate is changing
abnormally due to insensitive human activities such as deforestation and building concrete jungles; sea
levels are rising and the world is experiencing extreme weather events. The water sources and
agricultural production are already on the dropping scales. Technology advances are doubling. The
advancements in technology are making product life cycles shorter. We will be having devices that are
smaller, faster and less expensive.

Business firms require adjusting for a sustainable growth and eventually thriving in the new
turbulent environment. Firms must learn to become adaptable by adjusting and learning better. They
need to maintain a lot of flexibility. BCG (Boston Consulting Group) defines an Adaptive Firm as one
that “adjusts and learns better, faster and more economically than their rivals.” The overall goal of an
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adaptive firm is to build on “adaptive competitive advantage.” According to BCG’s 2012 Index on
Adaptive Firms some of them are Apple, Google, 3M, Target, and Amazon.

Some of the features of Adaptive Firms are:
 They forecast range of changes: Rather than forecasting a single number, they forecast

the range of likely change in each of the business environment those which would impact
them.

 They respond rapidly: Adaptive firms move fast and respond “just as” environmental
factors begin to shift.

 They identify signals from the business environment: Identify what occurs right before a
problem or opportunity and get ready for the same.

 Include a scalable capability: Adaptive firms believe that all actions and programs must be
scalable, meaning that they have a plan for easily increasing or decreasing their capacity by
reasonable amounts.

 Experiment and take risks: Adaptive firms are ready to experiment and are ready to take
risks. They believe in taking risks which are manageable and have an acceptable probability
of loss.

 Include the capability to reverse direction: All programs and actions must be capable of
quickly reversing direction by as much as 180 degrees, when the environmental factors or
competitors unexpectedly shift.

 Learn fast: Continuous rapid learning is needed to successfully move into uncharted areas.
In addition, realize that learning is difficult because there is little available information in
emerging areas.

 Have cross-industry movement capability: Adaptive firms have the added capability of
moving into and dominating in new high-margin product areas that may be in new industries.
The best example of this is Apple.
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What is Strategic Planning?
A strategic plan is a document used to communicate the organization’s presence, its goal,

addition or deletion of products in its portfolio, the actions needed to achieve those goals and all of the
other critical elements developed during the planning exercise. Each company has different method of
preparing a strategic plan. Normally, heads of the organization gather periodically to discuss the status
of their department in terms of activities and goals and they also discuss their future goals. From the
discussions, an outline of what they want to achieve emerges. Occasionally, the strategic plan is very
formal and hundreds of pages long and sometimes we get to see an informal plan prepared in a few
pages. Irrespective of format, a company’s strategic plan consists of market activities, what is
happening in their marketplace, what share is being captured by which company, what’s happening
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with competitor, competitor’s market share, future plan for three to ten years, detailed precise goals
and strategies for meeting these goals. A strategic plan is often fluid, which can be changed or can be
adapted according to new information or sudden changes in the marketplace or economy.

Strategic planning became prominent in business world during the 1960s and remained an
important aspect of business management. Corporate leaders embraced it as “the one best way” to
devise and implement strategies that would enhance the competitiveness of each business unit. It led to
functional separation and functional thinking and this created the functional specialization. Each
business function got staffed by specialists; finance, marketing, production, distribution, sales, human
resource and information technology, all of these functions became specialized. Each specialization is
expected to produce the best strategies with detailed instructions for carrying out those strategies so
that the doers and the managers in organizations don’t go wrong. Often, plans do not work exactly as
decided.

Organizations take help of strategic planners (consultants) for preparing their strategic plan. The
senior leadership of an organization is generally engaged in determining strategy. Strategy can be
planned based on observations or pattern of activity (emergent) as the organization adapts to its
environment or competes. Strategic thinking is a procedure that defines the manner in which people
think about, assess, view and create the future for themselves and others. For a good strategic plan,
organizations need strategic thinkers who make brilliant plans. Strategic thinking is an extremely
effective and valuable tool. One can apply strategic thinking to arrive at workable decisions in
organizations. Strategy includes both processes of formulation and implementation, therefore strategic
thinking helps tremendously.

Strategic planning helps organizations to set priorities, help to lay emphasis on energy and
resources, to strengthen operations, help in making training and development modules for employees
in certain areas, make strong R&D plans, help making, budgets, and it ensures in making sure that
employees and stakeholders work towards achieving common goals. It helps in establishing agreement
around intended outcomes, and assesses and adjusts the organization’s direction in response to a
changing environment. It is a disciplined effort that produces fundamental decisions and actions that
shape and guide what an organization is, whom it serves, what it does, and why it does it, with a focus
on the future. Effective strategic planning articulates not only where an organization is going and the
actions needed to make progress, but also how it will know if it is successful.

It is a fact that strategic plans communicate the corporate value, direction, and resource allocation.
There are generally five subgroups of strategic plans.

Types of Strategic Plans
1. Long-term plans: These are quite crucial in nature because these plans consist of

highlighting the operational policies, integrating business processes from the Marketing, HR,
Finance, Operations and MIS point of view. The business integration is planned to achieve
long-term profitability and return-on-investment.

2. Short-term plans: These plans are generally constituted on specific time frame in which
explicit actions and operations are carried out, assessed, and measured. For example when a
company decides to go in for a quarterly increase in sales figures, the action plan for the
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same will be what kind of strategies would it adopt, what would be the budget for the action,
if any change is required in the sales team, etc.

3. Operational plans: These plans are made by people who work at forefront, these are usually
low-level managers. All operational plans are focused on the specific procedures and
processes that occur within the lowest levels of the organization. Managers must plan the
routine tasks of the department using a high level of detail. Operational planning activities
include things like scheduling shifts of employees each week; assessing, ordering and
stocking inventory; creating a monthly budget; developing a promotional advertisement for a
month or quarter to increase the sales of a certain product; or outlining an employee’s
performance goals. Operational plans usually are used for a single purpose or are ongoing
plans.

4. Standing plans: These plans revolve around policies, procedures and programs developed
to ensure the internal operations for operating the business smoothly. Standing plans are
often developed once and then modified to suit the business’ needs as required. Examples of
standing plans include policies for employee communication, procedures for reporting
internal issues in the company and regulations in terms of what is permissible and what is
prohibited in the business. In other words, standing plans are based on the operations that
must be repeated indefinitely within a business or corporation.

5. Single-use plans: These plans are intended to be used only once. They include activities that
would not be repeated and often have a finish time. Monthly budget for petty cash is also an
operational task and needs to be performed in time. As opposed to standing plans, Single-use
plans cover a specific operation or process other than repeated normal operation.

Components of Strategy
Professor Richard P. Rumelt described strategy as a problem solving devise. He wrote that good

strategy has a fundamental structure which consists of three parts: (a) Identification of the nature of the
challenge (b) A guiding policy for dealing with the challenge (c) Articulate actions designed to tackle
the problem.

According to Rumelt, strategy depends on the anticipation of others’ behavior, and the purposeful
design of synchronized actions. He described strategy as solving a design problem, with trade-offs
among various elements that must be arranged, adjusted and coordinated, rather than a plan or choice.

Xerox: Xerox started experiencing shrinking markets for its products. In early new millennium
Xerox started feeling the financial crunch as well. The future of Xerox was bleak, it has no other
choice but to reposition itself in order to succeed in the 21st century. Xerox sells office printers,
production printers and digital presses, multi-function printers, wide format printers, projectors,
scanners, copiers and other office equipment. Xerox is engaged in services such as business processes,
document management and outsourcing. To do this it had to speed its transition from analog based
systems to digital systems and enhance its services for retaining its clientele as well as tap into new
segments. In 2005-06 the transition had started working. Over 25% of its business was in the services
arena, and by 2011 over 50% of its business was providing services to its customers. The data on
Xerox service offerings included 900 million health care claims processed annually; 50% of all toll
collection processed in the US; 66% of US insured patients are touched by Xerox services and 60% of
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all US child support payments processed annually. And many people think that Xerox is a company
that just made copiers!

Transition: How did this transition occur? What did Xerox do between 2006 and 2011 to
increase the service side of its business? First, Xerox assessed its key strengths, it planned to leverage
on its century long presence in the world. Xerox is synonymous with copying, it decided to blend its
products and services according to the client’s requirements, plan more activities in CRM (Consumer
Relationship Management) and it moved into the 21st century. Xerox encashed on its Global presence,
its brand equity, and most importantly - technology and innovation. These strengths enabled Xerox to
excel in providing document management solutions. Xerox realized that it needed to expand into new
markets in order to meet its growth target and to better leverage its strengths. Xerox identified two
markets where it could leverage these strengths to provide value to the customers: Business Process
Outsourcing and Information Technology Outsourcing.

These markets were already occupied by giants such as IBM, Accenture and many others. Xerox
knew that it was difficult for them to compete with the bigwigs. While it had many skills required by
the markets to be successful, it was missing the knowledge of the actual business processes. It had to
bridge the gaps. It decided to develop the skills in-house or it could acquire the knowledge from the
outside. Xerox thought that the best way to close the gap quickly was by acquiring ACS (Affiliated
Computer Services) in 2009. ACS particularly had a competency in business process outsourcing with
the requisite knowledge of business processes, and it also had a competency in IT outsourcing. These
two competencies, when matched with Xerox’s global presence, brand and innovation capabilities;
enhanced its ability to fight the competitors in new markets.

Lessons Learned: To make the required transition Xerox had to absorb and understand the
technology trends (analog to digital). It had to evaluate its strengths and competencies. It had to
identify the market segments and leverage on its brand presence. Xerox also had to assess the target
market requirements. Xerox had to create differential competitive advantage by Identifying
competency gaps and develop a plan to fill the gaps. It then built in-house strengths of outsourcing
Business Process Outsourcing and Information Technology Outsourcing by acquiring ACS. Xerox
developed and executed a plan to sell its differential advantages.

Strategic Intent
The meaning of the word intent is determination. Setting of organizational vision, mission and

objectives is the starting point of strategy formulation. Organizations strive for achieving the end
results which are ‘vision’, ‘mission’, ‘objective’, ‘goals’, ‘targets’, etc. The hierarchy of strategic
intent lays the foundation for strategic journey of any organization. The strategic intent makes clear
what an organization stands for. It is reflected through vision, mission, business definition and
objectives. Vision serves the purpose of stating what an organization wishes to achieve in long run.
The process of assigning a part of a mission to a particular department and then further sub-dividing
the assignment among sections and individuals creates a hierarchy of objectives. The objectives of the
sub unit contribute to the objectives of the larger unit of which it is a part. From strategy formulation
point of view, an organization defines its existence. As a concept strategy draws from both vision and
mission. It includes a preferred future of the organization; a goal defined in competitive terms that are
more a part of vision and final purpose. It also includes a definition of strategy that is fundamentally
the same as the use of strategy within mission. Therefore, strategic intent is a less powerful concept
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than mission because it fails to include values and behavioral standards, the keys to long-lasting
employee commitment and enthusiasm.

A Mission statement describes the overall purpose of an organization. A mission statement
should be brief and answer key questions about the business of organization; questions such as what
are the basic objectives of the firm? Who are the target audience? These points should be mentioned in
the mission statement. A mission statement describes what an organization hopes to achieve.

Vision statements mention aspirations of the organization; they lay out the most important
primary goals for a company. A vision statement is a company’s road map, indicating both what the
company wants to become and guiding transformational initiatives by setting a defined direction for
the company’s growth.

The top management in organizations spend a lot of time drafting, designing words, and
re-drafting vision statements, mission statements, values statements, goals and objectives. Vision is a
big picture of what an organization wants to achieve and Mission is general statement of how the
organization will achieve the Vision. In the absence of a well drafted or a poorly written vision and
mission statements, organizations lose good number of opportunities in attracting and engaging
talented human resource, building organizational culture and increasing productivity while leveraging
all resources to successfully implement a strategic plan. Organizational success is often linked to
inspiring vision, clear mission, and strong values. But without employee buy-in, these concepts are
worthless. Employee engagement is essential to an organization’s success, and alignment is arguably
even more important.

Goals give out organization’s aspirations. They discuss the future of a business. Setting goals
helps define the direction that a business will take. Goals must align with a firm’s mission and vision
statements, which are even more general and abstract statements of your business’ values and
aspirations. The language used in goals can be more demonstrative than is used in objectives. Goals
allow business owners to think conceptually and not be stifled in their creative thought process.

Objectives are the steps a company takes to reach its goals. Objectives are written without
emotion, and they are characteristically measurable and quantifiable. When a business wants to be
realistic in attaining its goals, the objectives need to be realistic and attainable and have an associated
timeline. Businesses use objectives to measure their success and progress toward their goals. Without
them, goals seem out of reach. Objectives can be motivational to business owners and employees, as
meeting objectives provides a sense of accomplishment. When objectives are easy to write, it is an
indication that a firm’s overall business strategy is on the right track.

Change is constant and needs to be taken into account as it is an essential component of strategic
planning. So many changes take place in organizations. Change in manpower, change in business
processes, change in product portfolio, change in infrastructure, so on and so forth. This involves
moving the organization or program forward or backward to create or change something. Some plans
are created out of the need for the organization to move in a certain direction, and other plans develop
organically. At such times, mission and vision statements need little tweaking, rephrasing,
redesigning – little change and they are important to help communicate the goals of the plan to
employees and the public.

Often companies modify their vision to fit the current environment; the changes internally or
externally require a revision in its mission or vision. To identify misalignments, organizations require
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looking around internally as well as externally, talking to people, getting inputs and finding out
whether their core values align with their business philosophies. The misalignments arise because of
years of ad hoc policies and practices which are incomprehensible with the organizations underlying
values. When organizations don’t mean what they have signed off as vision and mission, at some point,
the employees in the organization begin to grumble about the organization’s complex sign-off process,
recognizing its inconsistency with the notion of respect and trust for the individual. The first task for
leaders, then, is to create an environment and a process that facilitate people to safely identify and
eliminate these misalignments.

Nestlé’s Vision and Vision statements: Nestlé website includes both a “mission statement” and
a “vision and values” statement. Although the company is known for Nestlé Crunch chocolate bars
and other snack foods, these statements emphasize nutrition, wellness, and good corporate citizenship.

The Swiss company’s “vision and values” statement is quoted above. Its “mission statement” is
“Nestlé is…the world’s leading nutrition, health and wellness company. Our mission of ‘Good Food,
Good Life’ is to provide consumers with the best tasting, most nutritious choices in a wide range of
food and beverage categories and eating occasions, from morning to night.”

These statements mirror the company’s long-term business strategy. In keeping with its claimed
promise to nutrition, Nestlé has invested in scientific research on nutritional aspects of the kinds of
products it sells. For example, it has studied the effects of chocolate on metabolism and gut bacteria.
The Economist describes this as a potentially risky strategy; by investing in research and development,
the company is “playing a long game,” in contrast to the short-term strategies of some of its
competitors.

Nestlé has also made an effort to practice “corporate citizenship.” It has been involved in a
number of efforts to promote good agricultural and environmental practices, such as the World Cocoa
Foundation, which is “committed to creating a sustainable cocoa economy by putting farmers first –
promoting agricultural and environmental stewardship and strengthening development in cocoa-
growing communities.”

Core Values: When vision, mission, goals and objectives are aligned with each other it helps
organizations to find its core values and a clear picture. It is important that people must be predisposed
to holding them, and it is important to attract and then retain these people. Every organization has to
wrestle with a niggling question what should change and what should never change. Can policies or
strategies change at a particular time? Can its core value change? Can cultural values change?
Remember, undying core values should never change. But, operating practices and cultural norms
should never stop changing; because business environmental changes are constant and organization
needs to change according to the environmental changes.

Nestlé’s core values are nutrition, health and wellness. It believes in crisp and clear
communication with its consumers. The firm practices and firmly believes in human rights. Their
employees are looked after nicely. Safety and health of workers comes first. The firm believes in
environmental sustainability, rural development and water management. Nestle strongly believes that
water storage is the need of the hour.

It is always a good practice to review the vision and mission because in the organization’s
lifecycle, lot of changes takes place. The sector in which it operates changes economically, socially, or
politically; if the top management in organization such as the CEO, VP or General Manager changes
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their philosophy and ideas change; if the product or service line has become obsolete due to regulation,
or replacement - for example, cigarettes, or full service gas stations, there is an immediate change in
the business; sometimes the current product version is being replaced by another (iPods, for example
being included into iPhones); if an organization acquires another firm it needs to change its entire
philosophy. As an organization evolves, to explain its foundation, its vision and mission need the
changes.

Strategy Operates at Three Levels
In an organization strategy can be formulated at three levels at the Corporate level, Strategic

Business Unit (SBU) level and at Functional level. The implementation of the strategy at different
level will be dealt with differently.

At the Corporate level, the strategy needs to add value to the overall organization. This is done
by managing the entire portfolio of businesses. Under the corporate level strategy, each separate
strategic unit or subsidiary has its own strategic planning process and strategic plan. The strategies
might include guidance on market development which includes geographic scope. For example, the
subsidiaries of a multinational bank may be defined by the country in which they operate. In this case
the corporate business strategy would set profit targets for each country bank. The corporate strategy
would yield to the country banks as to the strategies they pursue in generating these profits. The
country level banks would have their own business unit level strategies. The strategy at corporate level
usually gives the “big picture”. Questions such as what should be the scope of operations; what
businesses should the firm be in, expansion plan, pruning plan, harvesting and divesting plans are
decided. The resource allocation for various strategic units is planned.

A decision such as at what level of diversity should exist in the business, is decided; in which
direction to move in the future, is planned. Mergers and acquisitions are planned at corporate level.
The diversity plans are made at this level of strategic planning. The boundaries are planned between
SBUs and the impact of the boundaries is planned in terms of suppliers, customers and other interest
groups. Functions such as product development, production, distribution, finance, marketing, sales,
customer service, etc. are made to fit the overall organizational growth plan. Most importantly,
accountability of each SBU is identified and planned. It is important to maintain relationship with
other firms in the market in terms of - with which firms to enter into cooperative, mutually beneficial
relationships; with which firms to compete, and on what grounds; which firms to ignore, etc. The
corporate level strategy also aligns the compatibility within various SBUs in the organization.
Corporate level strategy must have the far-fetched reach which identifies the impact of vision, mission
goals and objectives set by the corporate; and how it helps to stands out from the competition.

At the SBU level we talk about Business Level strategy which concentrates on overall
performance. It is different from corporate level strategy, as it focuses on just one firm instead of a
large group of companies. The corporate level strategy of a multi division operation is like a strategy
for managing an investment portfolio. Business units are usually individual enterprise-like entities
concerned with a particular industry, product or service type, and the market. Business-level strategies
are thus primarily concerned with things such as managing unit activities so as to allow them to align
with the corporate level strategies, sometimes including cooperation with other business units to
achieve strategic synergy; developing unique capabilities in individual SBUs; synergize the resources
through pooling; identify competitive advantage in each unit and identifying product or service market
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opportunities and developing strategies for succeeding in each. All of this is possible through
monitoring the industry environment so that all SBUs adapt to the changes and develop individually.

Business-level strategies look at the business unit Strengths, Weaknesses, Opportunities, and
Threats; much like corporate-level strategies, except the emphasis in business-level strategies is on the
specific product or service, not on the corporate level investment portfolio. Business-level strategies
thus contribute to corporate-level strategies. Corporate-level strategies attempt to deliver benefits to
the primary beneficiaries, such as increasing the wealth of shareholders through profitability of the
overall corporate portfolio, and business-level strategies are concerned with matching their operations
with the overall objectives of corporate-level strategy while simultaneously steering the environment
in which they are active in such a way that they are among the better performers in their industry.

At Functional Level Strategy usually operates in divisions and departments. Under functional
level, the strategic issues which block functions are tackled at the functional-level. Functional-level
strategies are concerned with managing the functional areas of the organization; such as marketing,
sales, distribution, finance, human resource, production, operation, R&D and information technology,
etc. At functional level each function of the business is expected to add value to the product or service.
The strategy is expected to contribute to the value chain of the SBU. Functional strategies usually
revolve around tackling efficiently arranging specialists within the functional area, integrating
activities within the functional area, making sure that functional strategies link effectively and
efficiently with business strategies and the overall corporate-level strategy.

Functional business strategies enable a company to deal literally with the nuts and bolts of its
long-term organizational plan and short-term goals and objectives. Functional business strategies help
smaller businesses to evaluate the effects of plans and goals specific to the industry they operate
within. For example Information Technology companies, might adapt a functional strategy for HR
which seeks to hire well-qualified employees with diverse skills in social media, programming and
website design. Such an approach looks at the specific needs of the function.

What is a Strategic Business Unit?
A Strategic Business Unit, popularly known as SBU, is a fully-functional unit of a business that

has its own vision and direction. Typically, a strategic business unit operates as a separate unit, but it
is also an important part of the company. It reports to the headquarters about its operational status.

When a company grows in number of many diversified products, its product portfolio requires a
thoughtful plan and action. Managing a huge and differentiated product portfolio becomes difficult for
the management of a company. The products cannibalize each other. For the healthy growth, each
product requires individualized attention. That is the reason why large organizations go in for strategic
business units. Often it is observed that strategic units contain a single products or multiple products.
A company like HUL may group its shampoos together in one strategic business unit, soaps in another
and similarly, it may make multiple strategic business units as per its requirement.

A strategic business unit or SBU operates as an independent entity. But it requires reporting
directly to the headquarters of the organization in regards to its status, its business health, financials
and business strategies, in short, its overall operations, operations. SBUs operate independently and
they concentrate on their target market. They are big in size and have its own support functions such
as Marketing, Finance, HR, Operations, R&D, and Distribution etc. There are several benefits of
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having an SBU. This principle works best for conglomerates. A conglomerate is a group of many
companies engaged in diversified businesses that fall under one umbrella brand or a parent body.
Often, a conglomerate is a multi-industry company. Conglomerates are often large and multinational
organizations which have multiple product structure. The best example of SBU are companies like
Proctor and Gamble, LG, Tata Group, etc. These companies have different product categories under
one roof. For example, LG as a company makes consumer durables. It makes refrigerators, washing
machines, air-conditioners as well as televisions. These small units are formed as separate SBUs for
the reason that revenues, costs as well as profits can be monitored separately. Once a unit is given an
SBU status, it can make its own decisions, investments, budgets, etc. It then becomes easy for the
SBU to respond to changes taking place in the market place.

Tata Group of companies has increased their international respect after purchasing several global
companies. It is India’s largest conglomerate. In 2015-16, the revenue of Tata companies, combined
together, is $116 billion as of March 2016. All SBUs of the group together employ over 660,000
people. Each Tata Company or enterprise operates independently under the guidance and supervision
of its own Board of Directors and shareholders. But the commanding entity is Tata Sons. There are
over 100 operating SBUs and 30 publicly-listed Tata enterprises. Tata companies with significant
scale include Tata Steel, Tata Motors, Tata Consultancy Services, Tata Power, Tata Chemicals, Tata
Global Beverages, Tata Teleservices, Titan, Tata Communications, Taj Group, etc.

BCG MATRIX

Relative Market Share
High Low

Stars

Cash
Cows

Question
Mark

Dogs

Boston Consulting Group’s BCG Matrix is a business analysis tool to evaluate the strategic
position of the business in terms of its brand portfolio and its prospects. The matrix classifies business
portfolio into four categories based on two dimensions - industry attractiveness (growth rate of that
industry) and relative market share. These two dimensions reveal likely prosperity of a strategic
business unit (SBU) in terms of cash needed to support that unit and cash generated by it. The general
purpose of the analysis is to help understand in which brands the firm should invest in and which ones
should be divested. BCG Matrix is a four celled matrix (a 2 × 2 matrix) developed by Bruce
Henderson for the Boston Consulting Group in 1970 in USA.

BCG matrix helps in doing a comparative analysis of business potential and the evaluation of
environment. Relative market share shows SBU’s sales in comparison to the leading competitor’s
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sales in a given year and market growth share shows industry sales this year minus industry Sales last
year. The analysis requires that both measures be calculated for each SBU. The dimension of business
based on strength and relative market share will measure comparative advantage indicated by market
dominance. The key theory underlying this fact is existence of an experience curve and that market
share is achieved due to overall cost leadership.

BCG matrix has four cells, with the relative market share and the vertical axis denoting market
growth rate. The mid-point of relative market share is set at 1.0, if all the SBU’s are in same sector, the
average growth rate of the industry is used. For example Nestle India’s all SBU exist in food industry.
But, if all the SBU’s are located in different sectors of industries, then the mid-point is set at the
growth rate of the economy, for example the Tata Group’s SBUs exist in a variety of sectors.

The four cells of this matrix have been called as Stars, Cash Cows, Question Marks and Dogs.
Each of these cells represents a particular pattern of business. To clarify each cell of the matrix, we
will be discussing examples of Amul’s products. Gujarat Cooperative Milk Marketing Federation Ltd.
(GCMMF) is India’s largest food product marketing organization with annual turnover (2013-14) of
US $ 3.0 billion. The word Amul is derived from the Sanskrit word ‘amulya’ meaning rare, valuable.
The co-operative was initially referred to as Anand Milk Federation Union Limited hence the name
AMUL. It has the largest distribution network compared to any FMCG company. It has nearly 50 sales
offices spread all over the country, more than 5000 wholesale dealers and more than 700,000 retailers.
In order to maintain costs at lower levels, Amul India has never spent more than 1% of its budget on
advertising. However it has still been successful in creating the same impact. It’s simple yet appealing
ad campaigns with its lucky mascot a cute and chubby girl usually dressed in polka dots has not
changed so far.

Stars: Stars represent business units having large market share in a fast growing industry. They
usually generate cash because of fast growing market. Stars require huge investments to maintain their
flourishing status. The net cash flows of ‘Star’ SBU are usually modest. Please understand that SBU’s
located in this cell are attractive as they are located in a robust industry and these business units are
highly competitive in the industry. When the industry matures, a successful star will become a cash
cow. Amul pure ghee, cheese spread, ice creams, dairy whiteners and flavored bottled milk are
examples of ‘star’ in Amul’s product portfolio.

Cash Cows: Cash Cows represent business units having a large market share in a mature yet
slow growing industry. Cash cows require little investment but they generate steady cash that can be
utilized for investment in other business units. It’s not the stars but cash cow SBU’s which are the key
source of cash, and are in particular the core business of a corporation. They are the supporters of an
organization. These businesses usually follow stability strategies. When cash cows lose their appeal
and move towards descent, then a divestment policy may be followed. Amul Butter, Fresh Milk range,
Mozzarella cheese are examples of cash cows in their portfolio.

Question Marks: These SBUs represent business units having relatively low market share in a
high growth industry. They require huge amount of cash for maintenance and to gain market share.
They require consideration to determine if the venture of the SBU is feasible. Question marks
generally possess new goods and services which have a good commercial prospective. There is no
specific strategy which can be adopted. If the firm thinks it has dominant market share, then it can
adopt expansion strategy, else retrenchment strategy can be adopted. The fact is that most businesses
start as question marks as the company tries to enter a high growth market in which there are already
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existing businesses. If ignored and not rectified in time, then question marks turn into dogs. But, if
huge investment is made, then they have potential of becoming stars. Masti Dahi, Lassi, Mithai, Tetra
packed Milk are examples of question marks.

Dogs: Dogs represent businesses having weak market shares and they operate in low-growth
markets. They are cash traps. They neither generate cash nor require huge amount of cash. Due to low
market share, these business units face cost disadvantages. Generally retrenchment strategies are
adopted because these SBUs can gain market share only if they don’t face competition. That means
other firms are weaker firms. An SBU can turn into dog because of high costs, poor quality,
ineffective marketing, poor strategies, etc. A dog is dragged on usually when a firm has strategic
reasons to do so. If the SBU has fewer prospects for it to gain market share, it is better to divest the
SBU. The thumb rule is number of dogs should be avoided and minimized in an organization. Amul
Chocolate, Energy drink, Infant Milk range and Pizza are examples of Dog.

The BCG Matrix is not free from limitations. The limitations are defined hereby:
 BCG Matrix classifies businesses as low and high, but generally businesses run on medium

scales too. Thus, the true scale/degree of business needs to be reflected.
 High market share does not always lead to higher profits. The fact is that there are high costs

also involved with high market share.
 Growth rate and relative market share are not the only indicators of profitability. This model

ignores and overlooks other indicators of profitability.
 Many times, Dogs may help other businesses in gaining competitive advantage. The

competitive advantage earned by other SBUs because of the dogs is more than Cash cows
sometimes.

Strategies based on BCG Matrix are as follows:
 Build: By increasing investment, the product is given a thrust such that the product increases

its market share. For example an organization can push a Question Mark into a Star and
finally a Cash Cow.

 Hold: A company when cannot invest because it has other investment commitments due to
which it holds a product or products in the same quadrant. For example is Amul decides to
hold its question mark products in the same quadrant as higher investment to move a
question mark into star need to put on hold.

 Harvest: This is very well observed in the Cash cow scenario, wherein the company reduces
the amount of investment and tries to take out maximum cash flow from the said product
which increases the overall profitability. For example, Amul butter has retained its market
share for decades. It’s indeed a leader as Amul owns 88 per cent share in butter market.

 Divest: it is observed in case of Dog quadrant products which are generally divested to
release the amount of money already stuck in the business.

This is how the BCG matrix is the best way for a business portfolio analysis. The strategies
recommended after BCG analysis help the firm decide on the right line of action and help them
implement the same.
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Can Product Cannibalization be Avoided by SBUs?
In globalized markets, successful innovation has become a key driver for revenue growth,

competitive margins and, in some cases, even for survival of the business. The ability to bring
innovation to market swiftly, efficiently and ahead of competitors is becoming ever more significant.
An efficient product launch requires incorporating great workable strategies and coordination among
multiple functional areas, including product design, procurement, planning, manufacturing process,
sales and marketing. In addition, as organizations increasingly leverage core capabilities of other
companies, innovation has to be delivered through virtual networks, working with partners in a
collaborative environment to bring product and services to market faster, smarter and cheaper.
Today’s markets are swiftly altering, leaving no room even to think. Cannibalization is a glaring
reality and it’s better to accept and survive with it. The CEO of Apple Inc., Tim Cook, says “Better to
eat your own than have your own eaten by others”. That’s Apple’s philosophy on product
cannibalization.

Market cannibalization refers to a situation where a new product “eats” up the sales and demand
of an existing product. This can negatively affect both the sales volume and market share of the
existing product. Market cannibalization occurs when a new product encroaches on the existing
market for the older product, rather than expanding the company’s market base. Rather than attracting
a new segment of the market and increasing market share, the new product appeals to the company’s
current market, resulting in reduced sales and market share for the existing product.

Creative destruction cannot be avoided. When Joseph Schumpeter coined this term in 1942, he
was damn sure that the future is all about impatient, over competitive ‘destructive creation’. Though,
Schumpeter’s idea of creative destruction was as the renewing of society through cycle of innovations,
which would lead into higher levels of economic development and welfare. He also mentioned then
that creative destruction would create discomfort and loss to the existing players while newcomers
would benefit and increase value creation for broader society.

Organizations now not only need to integrate internally, but also externally with suppliers and
customers, creating end-to-end supply chain processes and capabilities which differentiate on product
and customer requirements. Successful innovation is of tremendous benefit to the organization while
launching a new product. If the company can launch the product early in the market, it leads to the
chance to acquire greater market share in introduction and growing phase of product life cycle
management. Product launching time is also very important for success of product. Customer
psychologies, customer need, number of competitors in the market, price driven by the market are
most critical and important parameters for success of products. And, cannibalization is however
accepted by organizations either internally or externally.

Market cannibalization can have a negative effect on a company’s bottom line, forcing an
existing product’s life to end prematurely because sales shifted to the new product, rather than tapping
into a new market as intended. At times, market cannibalism is used as a strategy if the company
wants to increase its market share, and hopes that the introduction of the new product will harm its
competitors more than it will harm itself; for example, when Apple introduced the more feature-rich
iPhone and iPods that ate up sales for its lower-end iPods, including the Nano, Shuffle and Classic
series. In marketing strategy, cannibalization refers to a decrease in sales volume, sales revenue, or
market share of one product as a result of the introduction of a new product by the same producer.
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While this may seem innately negative, in the context of a carefully planned strategy, it can be
effective, by ultimately growing the market share, or to please the consumers by meeting their
demands. Cannibalization is a key consideration in product portfolio analysis. For example, when
Apple introduced the iPad, it killed the market of the original Macintosh.

Another instance of cannibalization is when a retailer discounts a particular product. The
tendency of consumers is to buy the discounted product rather than competing products with higher
prices. When the promotion event is over and prices return to normal, however, the effect will tend to
disappear. This temporary change in consumer behavior can be described as cannibalization. Though,
in business this concept is known by different names in sales and marketing. What is happening in
e-commerce? Some companies intentionally cannibalize their retail sales through lower prices on their
online product offerings. More consumers than usual may buy the discounted products, especially if
they’d previously been secured to the retail prices. Even though their in-store sales might decline, the
company may see overall gains. The game of ‘volume’ leads to increase in sales with help of
e-commerce.

Cannibalization happens even when companies – particularly retail companies, open shops too
close to each other, in effect, competing for the same customers; e.g., Nike or Bata having many
outlets in an areas for shoe markets. Cannibalization becomes an important issue in marketing strategy
when an organization aims to carry out brand extension. Hindustan Lever’s Lifebuoy soap’s brand
extensions are Lifebuoy Plus, Lifebuoy Liquid and Lifebuoy Gold, since these brands have been
positioned at different segments. Similarly, Amul Butter, Amul Ghee, Amul Cheese, Amul Chas and
Amul Chocolates are various brand extensions of regular Amul brand. Companies make brand
extensions in the anticipation that they can earn on the equity of the successful brands. Normally,
when a brand extension is carried out from one sub-category; e.g., Marlboro Gold cigarette to another
subcategory such as Marlboro Light, there is a possible occurrence of a part of the former’s sales being
taken away by the latter. However, the strategic intent of such an extension is to capture a larger
market share of a different market segment.

Kodak is best known for photographic film products. Its famous USP is “Kodak Moment”.
During most of the 20th century, Kodak held a dominant position in photographic film; and in 1976,
had a 90% market share of photographic film sales in the United States. Kodak was synonymous with
the film. Do you know that Kodak had to struggle financially in the late 90s, as a result of the steady
decline in sales of photographic film due to market transitioning to digital photography? But, despite
having invented the core technology in film, as a turnaround strategy, Kodak focused on digital
photography and digital printing. The lesson is that cannibalizing one’s own products can be a good
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thing, if it allows a business to prevent competitors from doing so. A good business is the one which
can take flexible decisions and flexibly spin.

Marketing is all about reaching out to the customer. The maxim “When you are in Rome, speak
Roman” describes the fact of marketing. Despite having multiple laundry brands such as Cheer, Daz,
Dreft and Tip, P&G successfully introduced a custom laundry brand in India called Tide Naturals. It’s
a unique product that suits the needs in the Indian market. P&G makes sure that when they enter a
market, they adopt marketing approach that suits the local’s taste and tradition. They adopt appropriate
yet diverse strategies. They realize that if they use the same marketing vehicles and distribution arms,
it’s hard to bring new benefits to different customers. By introducing Tide Naturals they cannibalized
their existing laundry product’s market share.

The fact is, companies must come to grasp with their cannibalization concerns, because getting
overly defensive can restrain powerful growth strategies. If an opportunity is large enough, somebody
is going to find a way to grab it; it is therefore a smart move to seize the opportunity than the
competitor does. In the long run, survival matters.

Industry Analysis is a Strategic Tool
Industry analysis is a strategic tool designed for market assessment to provide a business with an

idea about complexity of a particular industry. The industry analysis involves reviewing the economic,
political and market factors that influence the way the industry has developed and is performing.
Major factors include the power exerted by buyers and suppliers, how competitive the market is and
the likelihood of new entrants. Small as well as big businesses often spend a large chunk of time
planning their firm’s operations. Majority of that time is spent planning initial operations and expected
financial returns. Once the business is in progress, business owners continue the planning process to
ensure their venture remains profitable. Industry analysis is an important part of a business planning.
This analysis often looks at the external factors that can affect a company.

Industry analysis enables a company to develop competitive strategies to survive in a market and
using the forces in its favor. The key to developing a competitive strategy is to understand the sources
of the competitive forces. By developing an understanding of these competitive forces, the company
can:

1. Emphasize on its Strengths, Weaknesses, Opportunities and Threats (SWOT).
2. Elevate its position in the industry.
3. Clarify areas where strategic changes will result in the greatest payoffs.
4. Emphasize areas where industry trends indicate the greatest significance as either

opportunities or threats.
5. Trim down weaknesses and threats by using competitive advantages.

Everything that goes on in the industry and the external factors, affect the business’ existing
businesses. Therefore a better understanding of the industry helps a business survive better. More
understanding of the industry highlights chances of prosperity for a business as it has more advantage
and protection. While preparing a business plan the general industry economics, participants,
distribution patterns, factors in the competition is described to portray the survival and growth of a
business. The internet has created an enormous impact on the state of industry information. Finding
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information isn’t really a problem anymore. Today at the click of a button, loads of information is
accessed by anybody. The Internet has brought in a lot of transparency. Two decades back, dealing
with information was more of a problem of sorting through it all than of finding raw data. Today, there
are websites for business analysis, financial statistics, demographics, government policies, trade
associations, suppliers, buyers, supply chain managers – you name it and just about everything and
you will have access to all that is required for making a business plan and industry analysis.

For making an accurate industry analysis you must know:

Industry participants: You should know who else sells in your market. You can’t easily
describe a type of business without describing the nature of the participants. There is a huge difference,
for example, between an industry like broadband television services, in which there are only a few
huge companies in most of the countries, and one like dry cleaning, in which there are tens of
thousands of smaller participants. The participants in the industry have their own style of running their
businesses. The leaders in the industry call the shots. The procedures in the industry can change
suddenly, which in turn can challenge operations of many smaller companies. Today we see that the
fast food business is composed of a few international brands participating in thousands of branded
outlets, many of them are franchised. We have a gamut of local, national and multi-national chains
evolved and the scenario which looks very competitive.

Economists talk of consolidation as an encouraging economic parameter; we see smaller
participants disappearing from the market and a few large players emerging. In accounting, the
majority of the world’s auditing services are performed by only four accounting firms. Known as the
‘Big 4’, these firms completely dominate the industry, auditing more than 80 per cent of all US public
companies. In addition, these mammoth organizations advise on tax and offer a wide range of
management and assurance services. They are Deloitte LLP, Price Water house Coopers, Ernst &
Young and KPMG.

The last major change to the fortunes of the global accounting firms followed the collapse of the
Enron Corporation which was audited by Arthur Andersen. In the outcome of the collapse, the
accounts company was found guilty of criminal charges relating to its business practices. Although the
conviction was eventually overturned, the damage to its reputation meant Arthur Andersen was unable
to recover and eventually sold most of its business to members of what would come to be known as
the Big 4.

Distribution Pattern: Products and services can follow many paths between suppliers and users.
One needs to know how distribution works in an industry. Each sector has its distribution pattern set.
One needs to see whether in a particular industry retailers are supported by regional distributors, as is
the case for computer products, magazines, or auto parts. Does an industry depend on direct sales to
large industrial customers? Do manufacturers support their own direct sales forces, or do they work
with product representatives? Brilliant marketing logistics covers physical distribution plus managing
marketing channels. The importance of transportation to economic growth and productivity is
undisputed. Transportation confers place-utility and time-utility to products and services. At the macro
level, progressive transportation modes contribute handsomely to the national economy. At the micro
level, techniques have been developed and refined for determining the economic impact of
transportation programs and projects. It has been observed that there is a shift in hiring services of
contracted and third party transporters by many organizations.
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Some products are almost always sold through retail stores to consumers, and sometimes these
are distributed by distribution companies that buy from manufacturers. In other cases, the products are
sold directly from manufacturers to stores. Some products are sold directly from the manufacturer to
the final consumer through mail campaigns, national advertising or other promotional means.

In many product categories there are several alternatives, and distribution choices are strategic.
Encyclopedias and Vacuum Cleaners are traditionally sold door-to-door, but are also sold in stores and
direct from manufacturer to consumer through radio and television ads.

Technology can change the patterns of distribution in an industry or product category. The
internet, for example, changed options for software distribution, books, music and other products.
Cable communication is changing the options for distributing video products and video games.
Distribution patterns may not be as critical to most service companies, because distribution is normally
about physical distribution of specific physical products such as a restaurant, graphic artist,
professional services practice, or architect.

So far the pharmaceutical companies used to sell medicine stocks directly to 5,000 odd stockiest
and distributors, they in turn sell the products to 10,000 wholesalers and the wholesalers then sell them
to six lakh retailers. This trade practice has existed in the industry for several years and All India
Organization of Chemists & Druggists (AIOCD) was directly controlling this arrangement, disliked by
many pharma companies and patient community.

Industry sources said that the new order in the pharmaceutical trade is going to be in place in
Maharashtra to start with. The representatives of the pharma trade and industry had a meeting with the
Commissioner of Food & Drug Administration last week and he is understood to have told the
industry and trade that no wholesaler should be denied direct supplies of drugs by the manufacturer.
Denial of drug supply to any wholesaler would amount to restrictive trade practice and will be in
violation of the Drug Price Control Order and Competition Act attracting penal action. The new
distribution system will also be enforced by other states shortly. Drug manufacturers are not however
happy with the new distribution system as they may have to deal with a large number of wholesalers
now onwards and that may add to additional costs.

Competition: It is essential to understand the nature of competition in your industry. This is still
in the general area of describing the industry or type of business; explain the general nature of
competition in this business, and how the customers seem to choose one provider over another. What
are the keys to success? What buying factors make the most difference? Is it price? Product features?
Is it service? Support, training, delivery schedules; what is it? Are brand names important in the
market? Which are the leading brands? Why are they leading? What positioning strategies have been
used by the marketers? So you see there is so much to find out about the competition.

The market is determined by supply and demand: For a robust demand, customer relationship
needs to be maintained. Creating and maintaining relationship with customers has become an
inseparable part of business. The concept of CRM is viewed differently in different sectors of business.
Customer relationship or customer care is not just being polite to them – it is looking at the entire
customer experience – or walking in the shoes of the customers. This journey starts before you even
meet your customer, the trick is to forget all that you know or think you know about the market. Start
thinking why your customers would want to buy your product? How it would solve their problems?
How the substitute product would satisfy their needs? How your product reaches them in time? With
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companies offering technology-based solutions for everything, customer care has become more
important than ever before. Sales literature and indeed entire campaigns are based on describing the
technology, usage, power of the product, marketing channel details, price points, etc.

In the computer business, for example, competition might depend on reputation and trends in one
part of the market, and on channels of distribution and advertising in another. In many business-to-
business industries, the nature of competition depends on direct selling, because channels are
impractical. Pricing is vital in products competing with each other on retail shelves, but delivery and
reliability might be much more important for materials used by manufacturers in volume, for which a
shortage can affect an entire product line.

India is on the verge of witnessing a sustained growth in infrastructure build up. The construction
industry has been witness to a strong growth wave powered by large spends on housing, road, ports,
water supply and rail transport and airport development. While the construction sector’s growth has
fallen as compared to the pre-2008 period, it has picked up in the recent past. Its share as a percentage
of GDP has increased considerably as compared to the last decade. To put things in perspective, the
total investment in infrastructure – which in this case also includes roads, railways, ports, airports,
electricity, telecommunications, oil & gas pipelines and irrigation – is estimated to have increased
from 5.7% of GDP in 2007 to around 8.0% by 2012. The Planning Commission of India has proposed
an investment of around US $ 1 Trillion in the Twelfth Five-Year plan (2012-2017), which is double
of that in the Eleventh Five-Year plan.

Besides Indian Railway Construction Limited (IRCON), National Buildings Construction
Corporation (NBCC), Rail India Transportation and Engineering Services (RITES), Engineers India
Limited (EIL); in private sector, M.N. Dastur and Co., Hindustan Construction Company (HCC), L&T
and GVK are leaders.

Who Prepares Industry Reports?
1. Government Agencies: They prepare and compile various industry reports to judge the

overall economic health of the nation. Examples of these are reports by the Bureau of Labor
Statistics (BLS) and International Monetary Fund (IMF).

2. Research Firms: These firms conduct market surveys and compile different industry reports
and sell them to companies and government organizations. These reports are purchased to
facilitate decision making. Firms such as PWC, Ernst & Young, and IMBR are famous for
preparing industry analysis reports.

3. Individual Companies: Different companies in an industry prepare industry reports for their
own use in order to facilitate decision marking and internal management. These industry
reports are generally not available to outsiders.

An Industry report consists of the following elements:
 Industry definition: An industry report includes a comprehensive definition of the industry,

mentioning what the industry includes and what comes outside its purview.
 Major industry players: It mentions the names and other relevant information about major

companies that generate the largest revenue in the industry.



Basics of Strategy 29

 Market share: The report presents a breakdown of the different markets of the industry and
its share in each market.

 Historical and current trends: These trends include the facts and figures (such as revenue,
sales and profits) of various companies in the industry. Historical trends in the industry are
generally presented for five to ten years and the current trend pertaining to the prior financial
year.

 Employment statistics: It includes an account of the total employment figures and
distribution in different companies within the industry. Key statistics also include the
composition of men and women in the labor force.

 SWOT analysis: This is an overall analysis of the industry in terms of its Strengths,
Weaknesses, Opportunities and Threats.

 Achievements: It mentions the significant milestones and achievements of the industry. This
could include new innovations in the industry or the industry’s contribution to social-
economic development.

 Outlook: The report includes the prospects of the existing companies in the industry as well
as the scope for new players.

Besides the above parameters, an industry report contains graphs, charts and tables, generally
supported by written commentary. This enables even non-professionals to get an understanding of the
industry.

Some important insights such as low cost production structure (compared to the industry cost
structure) could be through economies of scale or other operational efficiencies, strong technology
capability, location to customers (if close, time to deliver to market will be relatively fast and shipping
costs will be low) and sustainability of the business if taken into account in analyzing the industry will
be of great help.

It is critical that you understand what an industry’s key success factors are; the only way to
discover them is to do a thorough industry analysis.

What is PESTLE?
A PESTLE analysis is a framework or tool used by marketers to analyses and monitors the

macro-environmental (external environment) factors that have an impact on an organization. The
result of which is used to identify threats and weaknesses which is used in a SWOT analysis. PESTLE
is a cue which in its expanded form signifies P for Political, E for Economic, S for Social, T for
Technological, L for Legal and E for Environmental. It gives a bird’s eye view of the whole business
environment from many different angles that one wants to check and keep a track of while
contemplating on a certain idea or plan. The framework has undergone certain alterations, as
management thinkers have added certain things like an E for Ethics or P for Pattern to instill the
element of demographics while utilizing the framework. However, the PESTLE is a very useful
strategic tool. There are certain questions that one needs to ask while conducting this analysis which
organizations need to keep in mind. They are:

Why the political situation of the country affects the industry? Many political factors have an
influence on the business community, ranging from the philosophy of the governing party to political
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responses to economic trends. When government leaders and agencies set policies, they start trends
that often have a powerful influence on the legal structure within which businesses either thrive or
start to atrophy, as well as financial market conditions affecting consumer attitudes and the level of
assistance that the government offers to businesses. Being able to read the political winds is a crucial
part of strategic planning for a business. One area in which political parties often differ is the degree of
regulation that the business community needs to face. When the party permitting a more detached
approach to regulating businesses is in power, then businesses do not have to worry about oversight in
the areas of safety and environmental protection as much as they do when the party that favors more
regulation is in the majority.

Political parties often differ in the way they view business tax structure. More conservative
parties tend to want to lower taxes on businesses, with the idea that less taxation brings in more
business. More liberal parties tend to raise taxes, making it costlier for businesses to operate.

Economic factors: Economic factors that commonly affect businesses include consumer
confidence, employment, interest rates and inflation. These factors are issues of an economy’s
performance that directly impacts a company and have resonating long-term effects. For example a
rise in the inflation rate of any economy would affect the way companies’ price their products and
services. Adding to that, it would affect the purchasing power of a consumer and change demand or
supply models for that economy. Economic factors include inflation rate, interest rates, foreign
exchange rates, economic growth patterns etc. It also accounts for the FDI (Foreign Direct Investment)
depending on certain specific industries who’re undergoing this analysis. Consumer confidence is an
economic indicator that measures overall consumer optimism about the state of the economy.
Confident consumers tend to be more willing to spend money than consumers with low confidence,
which means businesses are more likely to prosper when consumer confidence is high.

The economy tends to follow a business cycle of economic booms followed by periods of
stagnation or decline. During boom periods, jobs tend to be plentiful, since companies need workers to
keep up with demand. Jobs reduce when economy is low. Interest rate is the amount that a lender
charges an individual or business to borrow money. Some small businesses rely on loans from banks
or other financial institutions as a source of financing. Inflation is the rate at which prices in the
economy are increasing. Inflation causes increase in business expenses such as rent, utilities, and cost
of materials used in production. Rising costs are likely to force businesses to raise prices of their own
products and services to keep pace with inflation and maintain profits.

Social factors: The social factors keep continuously changing; the tastes, fashions, trends, the
taste are a great example of the change. One of the most significant factor that is changing the entire
social thread is the growing popularity of social media. Social networking sites like Facebook,
LinkedIn, WhatsApp and Twitter have become very popular among the younger and middle-aged
people. The young consumers have grown used to mobile phones and computers. The younger
generation prefers to use digital technology to shop online. These changing factors have changed the
business models. Market research is a critical part of this step. It is vital to see the trends and patterns
of the society.

A list of social factors which impact customer needs and size of markets are lifestyles, buying
habits, education level, safety, religion, beliefs, health consciousness, income level, social class,
family size, minority issues and male-female ratio in society.
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Technological factors: Technological factors affect businesses fast because technology lives for
shorter span. Technology changes according to innovations, which affect the operations of the industry
favorably or unfavorably. New technologies can be used very effectively to counter inflation and
recession because new machines can reduce production costs. Technology refers to automation,
research and development and the amount of technological awareness that a market possesses. The
rapid development of technology requires quick reaction by businesses in order to survive in an
emerging competitive environment and keep up with new trends and innovative services which other
competitors might be offering.

Technological factors change the products and processes which present opportunities and threats.
But the fact is that technology has competitive advantage and is a successful driver in globalization.
The marketing and pricing changes as the designs change; technological upgradations require products
to be marketed in new ways and the processes present immense value to the business.

Legal factors: The legal and regulatory environment plays a very crucial role in determining the
success of any business. The government imposes taxes among other regulatory measures to promote
economic growth. Also, sometimes the taxation system can exploit consumers. Therefore, before
establishing or when running a business, it is imperative to understand the role of regional tax
measures and regulatory measures to determine how they affect your business. Understanding legal
and regulatory measures also help the business and the customers to adapt to the business environment
and to account for the economic analysis.

Legal factors have both external and internal sides. There are certain laws that affect the business
environment in a certain country while there are certain policies that companies maintain for
themselves. Legal analysis takes into account both of these angles and then charts out the strategies in
the light of these legislations. For example, consumer laws, safety standards, labor laws, trade policies,
etc. also affect business. They include tax policies, monetary policies, fiscal policy, government policy,
regulatory policy and property rights policies.

Environmental factors: These factors include all those that influence or are determined by the
surrounding environment. This aspect of the PESTLE is crucial for certain industries particularly for
example tourism, farming, agriculture, etc. There are many customers who care a lot about
environment; they don’t like businesses which affect the environmental balance. Such customers are
not willing to buy a product that affects the environment balance. Climate change, weather, pollution
are some of the factors which affect the business processes.

The UAE has a hot, arid climate. This affects the productivity of workers. Farming does not yield
as much, but air conditioning systems have a large market in UAE. The country is situated near
several coastal areas; hence businesses in this nation prefer sea based trade.
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Nike, fully known as ‘Nike, Inc’ is a US based corporation which provides trendy, functional
sportswear across the globe. Nike is founded in 1964. Despite being one of the largest sports apparel
and accessory companies in existence, Nike believes in keeping a watch on the market activities
because of the extreme competitiveness in market.

Political factors: Nike is based in the United States; it’s the home country for this corporation.
Nike has grown because of fantastic policies of the US Government which include low-interest rates
and well-organized international tax agreements. Nike has kept itself agile to respond to changes in tax
and manufacturing laws. Some of the political conflicts in US such as customs related processes and
import-export policies did hamper the organization’s growth.

Economic factors: Nike is known for medium range products; this makes them less vulnerable
to economic factors than others. It faces lot of competition from other big brands in US. Nike has been
manufacturing throughout the Asian region for over twenty-five years, and there are over 500,000
people today directly engaged in the production of their products. They utilize an outsourcing strategy,
using only subcontractors throughout the globe. The majority of their output today is produced in
factories in China, Indonesia, and Vietnam. But they also have factories in Italy, the Philippines,
Taiwan, and South Korea. These factories are 100% owned by subcontractors, with the majority of
their output consisting solely of Nike products. However, Nike does employ teams of four expatriates
for each of the big three countries (China, Indonesia, Vietnam), that focus on both quality of product
and quality of working conditions, visiting the factories weekly. Nike’s revenue model to some extent
depends on the low cost of labor in Far Eastern countries.

Social factors: Worldwide increase in health consciousness has given rise to Nike’s shoes and
sports apparels business. More and more individuals are moving towards better lifestyles. Nike has
good brand image; hence people like Nike brand and they are very happy with it. On the other hand,
Nike receives much criticism for its doubtful production processes. In fact, the issue of Nike
sweatshops is so prominently on the Internet. There are articles floated on Internet on this issue.

Technological factors: Nike’s shoe Hyper Adapt uses auto-lacing technology that enables the
wearer to adjust the tightness of the shoe with the push of a button. Since its founding, Nike has
strived to make highly innovative products by incorporating new technology to provide every athlete
with footwear and apparel to help them succeed in whatever their athletic goals may be. Nike is known
as trend setter when it comes to innovating sportswear. For the 2016 Rio Olympics, Nike made a
concentrated effort to focus on innovation to launch a large number of brands. Nike sponsored teams
and athletes competing in the Rio Olympics 2016. With its ‘deep pocket’ of finances, Nike has the
resources to concentrate on R&D and expanding its markets in new segments.
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Legal Factors: Nike’s governance policies respect the law; their revised Code of Ethics includes
amendments to respect environment, safety and health, respect professional services, social
responsibility, respect the IPR of Nike and others, maintain accurate records and reports. The
employees are given NIKE Inc.’s Code of Ethics which discusses the policies regarding harassment,
diversity, equal opportunities, and discrimination. Nike believes in following legalities stringently.
The organization plays hard to the rules of the game. This code of ethics is very vital and important to
the company.

Environmental factors: Nike places a lot of focus on environmental sustainability. Its vision is
“reaching a closed-loop business model where the goal is to achieve zero waste in the supply chain
and have products and materials that can be continuously reused”. For Nike, labor and human rights
continue to be a top priority and corporate worry. The company’s three main product lines footwear,
apparel and equipment are made in approximately 600 contract factories that employ more than
800,000 workers in 46 countries around the world. But, in spite of the diversity of culture and labor
regulations and competition that Nike faces because the contract manufacturers also work for the
competitors of Nike; though these are the facts, it has maintained the regularity in environmental
standards and quality.

Why Strategic Management is Important?
Strategic Management is important because it allows an organization to initiate activities to

progress in achieving organization’s objectives and goals. It allows organizations to be proactive,
rather than reactive to problems; organizations can take full control of situations when strategies are
applied scientifically. Strategic management benefits all business ventures, including small micro,
mid-sized and large businesses, even non-profit organizations and Fortune 500 companies. Many
researchers have conducted lots of research in Universities and with the consultancy firms on this
topic, which is well documented. For successful implementation of strategies, operating procedures
and clear communication are important. Clear communication allows for a proper dialogue between
managers and employees, which leads to increased participation and growth for everyone.

Strategic management provides enhanced benefits for managers and employees to understand
what the organization is doing. When managers and employees understand what the company or
organization is doing and why, they become more committed to helping the goals come to fruition.
When managers and employees support a company’s mission, objectives and strategies, they will
become more innovative and creative to help fulfill those core values within the company. Strategic
Management has cost benefits, financial benefits and it increases employee satisfaction and motivation.
It helps in faster and better decision making.

Cost Benefits
Research performed by Eastlack and McDonald (1970), Thune and House (1970), Ansoff et., al

(1971), Karger and Malik (1975), and Hofer and Schendel (1978) indicate that a formal strategic plan
results in superior performance by organizations. Each of these studies were able to provide confirmed
evidences of the profitability of strategy formulation and implementation. The formal strategic
management processes make a difference in the recorded measurements of profits, sales, and return on
assets. Organizations that adopt a strategic management approach can expect that the new
implementation leads to improved financial performance.
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Non-financial Benefits
Regardless of the profitability of strategic management, several behavioral effects can be

expected to improve the welfare of the firm. Yoo and Digman emphasize that strategic management is
needed to cope with and manage uncertainty in decision making. They present several benefits of
strategic management such as it provides a way to anticipate future problems and opportunities. It
provides employees with clear objectives and directions for the future of the organization. It results in
more effective and better performance compared to non-strategic management organizations.

Organizational strategic management process refers to the continuous planning, monitoring,
analysis and assessment that is necessary to meet its goals and objectives successfully. Strategic
managerial decisions and actions are critical to determining the organizational long-run performance
and requires constant monitoring for any external changes, opportunities or threats. It is a formal step
wise process that includes first, environmental analysis to understand the current position of the
organization, then strategic planning, formulation, or choices for making important strategic decisions,
and finally strategic implementation to translate strategy into action and beyond.

♦♦♦♦
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