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Overview of the Chapter


In an uncertain competitive environment, managers must engage in thorough planning to find a strategy that will allow them to compete effectively. This chapter explores the manager’s role both as planner and as strategist. It discusses the different elements involved in the planning process, including its three major steps: (1) determining an organization’s mission and major goals, (2) choosing strategies to realize the mission and goals, and (3) selecting the appropriate way of organizing resources to implement the strategies. The chapter also discusses scenario planning and SWOT analysis, important techniques that managers use to analyze their current situation.

Learning Objectives

1. Describe the three steps of the planning process.

2. Explain the relationship between planning and strategy.

3. Explain the role of planning in predicting the future and in mobilizing organizational resources to meet future contingencies.

4. Outline the main steps in SWOT analysis.

5. Differentiate among corporate-, business-, and functional-level strategies.

6. Describe the vital role played by strategy implementation in determining managers’ ability to achieve an organization’s mission and goals.
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Lecture Outline

A CASE IN CONTRAST. “Gerald Pencer Starts a Cola War.” Gerald Pencer found that managers must study the way other organizations behave and identify their strategies.

I.
AN OVERVIEW OF THE PLANNING PROCESS.

A.
Planning is a process that managers use to identify and select appropriate goals and courses of action for an organization.

1.
The decisions and actions that managers take to help an organization attain its goals is its strategy.

2.
Planning is both a goal-making and strategy-making process.

3.
Planning is a three-step activity.

Figure 5.1:  “Three Steps in Planning” shows that planning is a three-step process.

a.
The first step is determining the organization’s vision, mission, and goals.

i.
A vision statement reveals the big picture of the organization, it’s dream for the future.

ii.
A mission statement is a broad declaration of an organization’s purpose that identifies the organization’s products and customers and distinguishes the organization from its competitors.

iii.
A goal is a desired future outcome that an organization strives to achieve.

b.
The second step is formulating strategy.

c.
The third step is implementing strategy.

B.
Who Plans?
1.
Planning usually takes place at three levels of management.

a.
At the corporate level are the CEO and chairman, top managers, and their support staff.

b.
At the business level are the different divisions of the company.

i
A division is a business unit that competes in a distinct industry.

ii.
Each division has a set of divisional managers. 

c.
Each division has its own set of functions or departments.

Figure 5.2:  “Levels and Types of Planning at General Electric” shows the three levels of management at this company.

2.
Corporate-Level Planning.

a.
Corporate-level planning is the primary responsibility of top managers.

b.
The corporate-level plan contains top management’s decisions pertaining to the organization’s mission and goals, overall strategy, and structure.

c.
Corporate-level strategy indicates in which industries and national markets an organization intends to compete.

d.
Lower-level managers are usually given the opportunity to become involved in the process.

e.
Corporate-level managers are responsible for approving business- and functional-level plans to ensure they are consistent with the corporate plan.

3.
Business-Level Planning.

a.
The corporate-level plan provides the framework within which divisional managers create their business-level plans.

b.
At the business level, the managers of each division create a business-level plan that details:

i.
Long-term goals that will allow the division to meet corporate goals.

ii.
The division’s business-level strategy and structure.

c.
Business-level strategy states the methods a division or business intends to use to compete against its rivals in an industry.

4.
Functional-Level Planning.

a.
A function is a unit or department in which people have the same skills or use the same resources to perform their jobs.

b.
The business-level plan provides the framework within which functional managers devise their plans.

c.
A functional-level plan states the goals that functional managers pursue to help the division attain its business-level goals.

d.
Functional-level strategy sets forth the actions that managers intend to take at the level of departments.

5.
An important issue is ensuring consistency in planning across the three different levels.

Figure 5.3:  “Levels and Types of Planning” shows the link between steps in the planning process and the levels of management.

C.
Time Horizons of Plans.

1.
Plans differ in their time horizon.

a.
Long-term plans have a horizon of five years or more.

b.
Intermediate-term plans have a horizon between one and five years.

c.
Short-term plans have a horizon of one year or less.

2.
Corporate- and business-level goals and strategies require long- and intermediate-term plans.

3.
Functional-level goals and strategies require intermediate- and short-term plans.

4.
Most organizations have an annual planning cycle, linked to their annual financial budget.

5.
Although a corporate- or business-level plan may extend over five years, it is typically treated as a rolling plan, a plan that is updated every year.

6.
Rolling plans allow managers to make midcourse corrections and to plan flexibly.

D.
Standing Plans and Single-Use Plans.

1.
Standing plans are used in situations in which programmed decision making is appropriate.

a.
A policy is a general guide to action.

b.
A rule is a formal, written guide to action.

c.
A standing operating procedure (SOP) is a written instruction describing the exact series of actions that should be followed.

2.
Single-use plans are developed to handle nonprogrammed decision making.

a.
Programs are integrated sets of plans for achieving certain goals.

b.
Projects are specific action plans created to complete various aspects of a program.

E.
Why Planning Is Important.

1.
Planning is ascertaining where an organization is at the present time and deciding where it should be in the future.

a.
Managers must consider the future and forecast what may happen in order to deal with future opportunities and threats.

b.
The external environment is uncertain and complex.

c.
Managers typically must deal with incomplete information and bounded rationality.

2.
Planning is important for four main reasons:

a.
Planning is a useful way of getting managers to participate in decision making about the appropriate goals and strategies for an organization.

b.
Planning is necessary to give the organization a sense of direction and purpose.

c.
A plan helps coordinate managers of the different functions and divisions.

d.
A plan can be used as a device for controlling managers within an organization.

Lecture Enhancer 5.1:  “Planning Failure”

3.
Effective plans have four qualities:

a.
Unity means that at any one time only one central plan is put into operation.

b.
Continuity means that planning is an ongoing process..

c.
Accuracy means that managers should attempt to collect all available information.

d.
The planning process should have enough flexibility so that plans can be altered and changed if the situation changes.

F.
Scenario Planning.

1.
Planning is about trying to predict the future, which is uncertain.

2.
Scenario planning (also known as contingency planning) is the generation of multiple forecasts of future conditions followed by an analysis of how to respond effectively to each.

3.
Managers can generate “multiple futures” based on different assumptions about conditions that might prevail in the future and develop different plans that detail what the company should do.

4.
Then they develop responses to the opportunities and threats facing the different scenarios and make plans based on these responses.

5.
The exercise educates managers to think strategically.

Lecture Enhancer 5.2:  “Apple Computer Defines Itself”

II.
DETERMINING THE ORGANIZATION’S VISION, MISSION, AND GOALS.

A.
Defining the Vision.

1.
A vision, generally set by the CEO, offers a clear and compelling imagery that offers an innovative way to improve. The vision creates enthusiasm for all employees for the company’s goals.

B.
Setting the Mission.

Figure 5.4:  “Three Mission Statements” shows the mission statements for Bombardier, Nortel Networks and Gildan Activewear.

1.
The mission flows from the vision.

2.
To determine an organization’s mission, managers must first define its business by asking:

a.
Who are our customers?

b.
What customer needs are being satisfied?

c.
How are we satisfying customer needs?

3.
These questions identify the customer needs that the organization satisfies and the way the organization satisfies those needs.

C.
Establishing Major Goals.

1.
Managers must establish a set of primary goals to which the organization is committed.

2.
These give the organization a sense of direction and purpose.

3.
Effective goals have three characteristics: 

a.
They are ambitious—they stretch the organization and require managers to improve its performance capabilities.

b.
Goals should be challenging but realistic—a goal that is impossible to attain may prompt managers to give up.

c.
The time period in which a goal is expected to be achieved should be stated.

D.
Communicating Goals: Management by Objectives.

1.
To allow managers to monitor progress toward achieving goals, many organizations implement some version of management by objectives (MBO).

a.
Management by objectives is a system of evaluating subordinates for their ability to achieve specific organizational goals or performance standards and to meet operating budgets.

b.
Most organizations use MBO because it is pointless to establish goals and then fail to communicate to employees the goals and their measurement.

2.
Steps in Management by Objectives.

a.
Step 1: Specific goals and objectives are established at each level of the organization.

i.
MBO starts when top managers establish overall organizational objectives.

ii.
Then objective setting cascades down throughout the organization.

b.
Step 2: Managers and their subordinates together determine the subordinates’ goals.

i.
An important characteristic of management by objectives is its participatory nature.

ii.
The participation of subordinates in the objective-setting process is a way of strengthening their commitment to achieve their goals and meet their budgets.

iii.
Subordinates can also tell managers what they think they can realistically achieve.

c.
Step 3: Managers and their subordinates periodically review the subordinates’ progress toward meeting goals.

i.
Once specific objectives have been agreed upon, managers are accountable for meeting those objectives.

ii.
Normally, salary raises and promotions are linked to the goal-setting process.

III.
FORMULATING STRATEGY.

A.
Strategy formulation involves managers in analyzing an organization’s current situation and then developing strategies to accomplish its mission and achieve its goals.

Figure 5.5:  “Planning & Strategy Formulation” presents a three-prong SWOT analysis

B.
SWOT analysis is a planning exercise in which managers identify organizational strengths (S), weaknesses (W), environmental opportunities (O), and threats (T).

1.
The first step is to identify an organization’s strengths and weaknesses.

2.
The next step begins when managers identify potential opportunities and threats in the environment that affect the organization.

3.
When SWOT analysis is completed, managers can begin the planning process.

C.
The Five Forces Model.

1.
Michael Porter’s five forces model helps managers isolate particular forces in the external environment that are potential threats.

2.
Porter identified five factors that are major threats:

a.
The level of rivalry among organizations in an industry.

i.
Higher rivalry means lower profits.
b.
The potential for entry into an industry.
i.
Easier entry means lower prices and profits.
c.
The power of suppliers.
i.
Fewer suppliers means higher input prices and lower profits.
d.
The power of customers.
i.
A few large customers can drive down prices and profits.
e.
The threat of substitute products.
i.
Known substitutes constrain price increases and keep profits low.
3.
Porter argued that when managers analyze opportunities and threats they should pay particular attention to these five forces.

Lecture Enhancer5.3:  “The History of Strategic Planning”

IV.
FORMULATING CORPORATE-LEVEL STRATEGIES.

A.
Corporate-level strategy is a plan of action concerning which industries and countries an organization should invest its resources in to achieve its mission and goals.

1.
Most managers have the goal to grow their companies and seek out new opportunities.

2.
Some managers must help their organizations respond to threats due to changing forces in the task or general environment.

3.
The principal corporate-level strategies that managers use are:

a.
Concentration on a single business.

b.
Diversification.

c.
International expansion.

d.
Vertical integration.

4.
An organization benefits from pursuing any of these only when the strategy helps increase the value of the organization’s goods for customers.

B.
Concentration on a Single Business.

1.
Most organizations begin with a corporate-level strategy aimed at concentrating resources in one business or industry.

2.
Concentration on a single business can be an appropriate strategy when managers see the need to reduce the size of their organizations.

C.
Diversification.

1.
Diversification is the strategy of expanding operations into a new business or industry and producing new goods or services.

2.
Related diversification is the strategy of entering a new business or industry to create a competitive advantage in one or more of an organization’s existing divisions or businesses.

a.
Synergy is obtained when the value created by two divisions cooperating is greater than the value that would be created if the two divisions operated separately.

b.
In pursuing related diversification, managers seek new businesses where they can use the existing skills and resources to create synergies.

3.
Unrelated Diversification.

a.
Managers pursue unrelated diversification when they enter new industries that are not related to their current businesses or industries.

i.
By pursuing unrelated diversification, managers can buy a poorly performing company, transfer their management skills, turn the business around, and increase its performance.

ii.
Also, unrelated diversification lets managers engage in portfolio strategy, which is apportioning financial resources among divisions to increase financial returns.

iii.
Portfolio strategy has run into increasing criticism in the 1990s.

b.
Many companies are abandoning the strategy of unrelated diversification because it can cause them to lose control of their organization’s core business.

c.
Although unrelated diversification can create value for a company, many efforts have reduced value rather than created it.

D.
International Expansion.

1.
Corporate-level managers must decide on the appropriate way to compete internationally.

2.
International Strategies.

a.
Global strategy is selling the same standardized product and using the same basic marketing approach in each national market.

b.
If managers decide to customize products to specific national conditions, they adopt a multidomestic strategy.

3.
Advantage and Disadvantages of Global Strategy.

a.
The major advantage is the significant cost savings with not having to customize products.

b.
The major disadvantage is that, by ignoring national differences, managers may leave themselves vulnerable to local competitors.

4.
Advantage and Disadvantage of Multidomestic Strategy.

a.
The major advantage is that by customizing product offerings and marketing approaches managers may be able to gain market share.

b.
The major disadvantage is that customization raises production costs and puts the multidomestic company at a price disadvantage.

5.
The choice between these strategies calls for trade-offs.

E.
Vertical Integration.

1.
When an organization is doing well, managers often see new opportunities to create value by either producing their own inputs or distributing their own outputs.

2.
Vertical integration is the corporate-level strategy through which an organization becomes involved in:

a.
Producing its own inputs (backward vertical integration.)

b.
Distributing and selling its own outputs (forward vertical integration.)

Figure 5.6:  “Stages in a Vertical Value Chain” illustrates the main stages in a vertical value chain.

3.
Vertical integration allows managers either to add value to their products by making them special or unique or to lower the costs of value creation.

4.
Vertical integration can help an organization to grow rapidly, but it can be a problem when forces in the organizational environment make it necessary for managers to reorganize or retrench.

a.
Vertical integration can reduce an organization’s flexibility to respond to changing environmental conditions.

b.
Managers must be careful when considering vertical integration as it can actually reduce an organization’s ability to create value.

V.
FORMULATING BUSINESS-LEVEL STRATEGIES.

A.
Michael Porter also formulated a theory of how managers can select a business-level strategy.

1.
Managers must choose between two basic ways of increasing the value of an organization’s products:

a.
Differentiating the product to add value.

b.
Lowering the costs of value creation.

2.
Porter also argues that managers must choose between serving the whole market or serving just one segment.

B.
Cost-leadership Strategy.

1.
With a cost-leadership strategy, managers try to gain a competitive advantage by focusing the energy of all the organization’s departments on driving the organization’s costs down.

2.
Organizations pursuing a cost-leadership strategy can sell a product for less than their rivals and yet still make a profit.

C.
Differentiation Strategy.

1.
With a differentiation strategy, managers try to gain a competitive advantage by focusing all the energies of the organization’s departments on distinguishing the organization’s products from those of competitors.

2.
Often, the process of making products unique and different is expensive.

3.
Organizations that successfully pursue a differentiation strategy may be able to charge a premium price for their products.

D.
“Stuck in the Middle.”

1.
Managers cannot simultaneously pursue both a cost-leadership strategy and a differentiation strategy.

2.
Managers must choose between the two because organizations stuck in the middle tend to have lower levels of performance.

3.
To avoid being stuck in the middle, top managers must take actions that will result in either low cost or differentiation.

4.
However, exceptions to this rule can be found.

E.
Focused Low-Cost and Focused Differentiation Strategies.

1.
Both the cost-leadership and differentiation strategies are aimed at serving most or all segments of the market.

2.
There are two other business-level strategies that aim to serve the needs of customers in only one or a few market segments.

3.
A company pursuing a focused low-cost strategy serves one or a few segments of the market and aims to be the lowest-cost company serving that segment.

4.
A company pursuing a focused differentiation strategy serves just a few segments and aims to be the most differentiated firm serving that segment.

5.
Companies pursuing either of these focused strategies have chosen to specialize in some way.

VI.
FORMULATING FUNCTIONAL-LEVEL STRATEGY.

A.
Functional-level strategy is a plan of action to improve the ability of an organization’s departments to create value.

1.
It is concerned with the actions that managers of individual departments take to add value to an organization’s goods and services.

2.
There are two ways to add value to an organization’s products:

a.
Departmental managers can lower the costs of creating value so that an organization can attract customers by keeping its prices lower.

b.
Departmental managers can add value to a product by finding ways to differentiate it from the products of competitors.

3.
Each organizational function has a role to play in the process of lowering costs or adding value.

B.
In trying to add value or lower the costs of creating value, all functional managers should attend to four goals:

1.
To attain superior efficiency.

a.
Efficiency is a measure of the amount of inputs required to produce a given amount of outputs.

b.
The fewer the inputs required to produce a given output, the higher is the efficiency and the lower the cost of outputs.

2.
To attain superior quality.
a.
Here quality means producing goods and services that are reliable.

b.
Providing high-quality products creates a brand- name reputation which allows the organization to charge a higher price.

3.
To attain superior innovation.
a.
Innovation leads to advances in the kinds of products, production processes, and strategies that an organization develops.

b.
This uniqueness may enhance value added and allow the organization to differentiate itself.

4.
To attain superior responsiveness to customers.
VII.
PLANNING AND IMPLEMENTING STRATEGY

A.
After identifying appropriate strategies, managers confront the challenge of putting those strategies into action.

B.
Strategy implementation is a five-step process:

1.
Allocating responsibility for implementation to the appropriate individuals or groups.

2.
Drafting detailed action plans that specify how a strategy is to be implemented.

3.
Establishing a timetable for implementation that includes precise, measurable goals linked to the attainment of the action plan.

4.
Allocating appropriate resources to the responsible individuals or groups.

5.
Holding specific individuals or groups responsible for the attainment of corporate, divisional, and functional goals.

C.
Implementation may require redesigning structure, changing culture and developing new control systems.

VIII.
SUMMARY AND REVIEW.

Learning Objectives Revisited

Learning Objective 1.  Describe the three steps of the planning process.
· The first step is determining the organization’s mission and goals.

· The second step is formulating strategy.

· The third step is implementing strategy.

Learning Objective 2.  Explain the relationship between planning and strategy.

· The corporate-level plan contains top management’s decisions pertaining to the organization’s mission and goals, overall strategy, and structure.

· Corporate-level strategy indicates in which industries and national markets an organization intends to compete.

· This plan provides the framework within which divisional managers create their business-level plans.

Learning Objective 3.  Explain the role of planning in predicting the future and in mobilizing organizational resources to meet future contingencies.

· Planning is a useful way of getting managers to participate in decision making about the appropriate goals and strategies for an organization.

· Planning is necessary to give the organization a sense of direction and purpose.

· A plan helps coordinate managers of the different functions and divisions.

· A plan can be used as a device for controlling managers within an organization.

Learning Objective 4.  Outline the main steps in SWOT analysis.
· The first step in a SWOT analysis is to identify an organization’s strengths and weaknesses.

· The next step begins when managers identify potential opportunities and threats in the environment that affect the organization.

· When SWOT analysis is completed, managers can begin the planning process.

Learning Objective 5.  Differentiate among corporate-, business-, and functional-level strategies.
· Corporate-level strategy is a plan of action concerning which industries and countries an organization should invest its resources in to achieve its mission.

· Managers must choose between two business-level strategies—basic ways of increasing the value of an organization’s products:

· Differentiating the product to add value.

· Lowering the costs of value creation.

· Functional-level strategy is a plan of action that managers of individual departments take to add value to an organization’s goods.

Learning Objective 6.  Describe the vital role played by strategy implementation in determining managers’ ability to achieve an organization’s mission and goals.

· Strategy implementation is a five-step process:

· Allocating responsibility for implementation to the appropriate individuals or groups.

· Drafting detailed action plans that specify how a strategy is to be implemented.

· Establishing a timetable for implementation that includes precise, measurable goals linked to the attainment of the action plan.

· Allocating appropriate resources to the responsible individuals or groups.

· Holding specific individuals or groups responsible for the attainment of corporate, divisional, and functional goals.

Lecture Enhancers

Lecture Enhancer 5.1

PLANNING FAILURE


An example: Gavilan Computer Company. Gavilan was founded in the early 1980s to develop a portable personal computer and raised $31.7 million to do so. But its executives couldn’t convince Lotus Development Corp. to sell them the code that would allow Gavilan to run the popular Lotus 1-2-3 software program. Jan Lewis, former Gavilan vice president, explains. “It became evident that the benchmark (for success) would be whether a machine ran Lotus, and ours didn’t. There were many, many visits to Lotus in Boston, begging and pleading for the code. We offered $1 million for it and were turned down. They never gave in and we never gave up. It was a desperate situation. We just clung to our dreams.”


In 1984 Gavilan introduced the computer without Lotus. Only a few hundred sold and within months the company sank into bankruptcy proceedings. Its assets were sold at auction shortly after.

Lecture Enhancer 5.2

APPLE COMPUTER DEFINES ITSELF


The once mighty Apple Computers has fallen on rough times lately. The company started with products that had a huge technological lead over the competition. They were the first low-cost computers with built-in color, graphics, sound, and programming languages. Co-founders Steven Jobs and Steve Wozniak built a company that created the personal computer market. At its peak, Apple commanded over fifteen percent of the market. 


By 1996, however, the company was in serious trouble. Its first quarter financial results showed huge losses ($69 million.) Its computers were outsold by Windows-based machines by nine to one. Steve Wozniak discussed what he thinks happened:


“The computer was never the problem. The company’s strategy was. Apple saw itself as a hardware company; in order to protect our hardware profits, we didn’t license our operating system. We had the most beautiful operating system, but to get it you had to buy our hardware at twice the price. That was a mistake. What we should have done was calculate an appropriate price to license the operating system.


“We were also naive to think that the best technology would prevail. It often doesn’t.”

Lecture Enhancer 5.3

THE HISTORY OF STRATEGIC PLANNING


Business Week magazine recently traced the history of strategy:

Early 1960s.

Harvard professors Ken Andrews and C. Roland Christensen articulate the concept of strategy as a tool to link together the functions of a business and assess a company’s strengths and weaknesses against competitors.


General Electric emerges as the pioneer in strategic planning, creating a large centralized staff of planners to ponder the future. Consultant McKinsey & Co. helps GE view its products in terms of strategic business units, identify competitors for each, and evaluate its position against them.

1963.

Under founder Bruce D. Henrson, Boston Consulting Groups becomes the first of many strategy boutiques. BCG pioneers a series of concepts that take Corporate America by storm, including the “experience curve” and the “growth and market-share matrix.”

1980.

Harvard professor Michael E. Porter’s book Competitive Strategy provides a generation of MBA-trained executives with new models to plot strategy based on economic theories.

1983.

New GE Chairman Jack Welch slashes the corporate planning group and purges scores of planners from GE’s operating units. Numerous companies follow his lead.

Early 1980s.

Battered by global competition, companies turn away from strategic planning and begin to focus on operational improvement. Executives embrace the Total Quality movement and the teachings of guru Edward Deming.

Late 1980s.

Corporate America begins massive downsizing and reengineering of operations to increase efficiency and productivity. Guru Michael Hammer leads the reengineering revolution.

1994.

After ten years of downsizing, companies begin to focus on how to grow. Academics C. K. Prahalad and Gary Hamel become the most influential of a new group of strategists with the publication of Competing for the Future.

1996.

New books by authors such as Adrian J. Slywotzky, James F. Moore, and Adam Brandenburger are redefining the process of strategy creation.

Notes for Topics for Discussion and Action

1.
Describe the three steps of planning. Explain how they are related.


The first step in planning involves determining the organization’s mission and goals. The second step is formulating strategy in which managers analyze the organization’s current situation and then conceive and develop the strategies necessary to attain the organization’s mission and goals. The third step is implementing strategy in which managers decide how to allocate the resources and responsibilities required to implement those strategies between people and groups within an organization. 


The first step, determining the organization’s mission and goals, guides the next stages in the planning process (steps 2 and 3) by defining which strategies are appropriate and which are inappropriate.

2.
How can scenario planning help managers predict the future?


The text defines scenario planning in that it involves the generation of multiple forecasts of future conditions and then the analysis of how to respond to these various future conditions most effectively.


Since the future is inherently unpredictable, scenario planning involves an attempt to predict what the company could possibly face in the future and determine ahead of time the best way to respond to a myriad of possible scenarios. This allows managers to brainstorm as to what they could face in their future while at the same time teaching others about the business environment that they occupy.

3.
Ask a manager about the kinds of planning exercises he or she regularly uses. What are the purposes of these exercises, and what are their advantages or disadvantages?


The text discusses two types of strategy planning, SWOT Analysis and The Five Forces Model.


SWOT analysis is the process by which managers identify organizational strengths (S), and weaknesses (W), and environmental opportunities (O) and threats (T.) Based upon the results of this analysis, managers at the different levels of the organization then select the corporate-, business-, and functional-level strategies to best position an organization to achieve its mission and goals.


Michael Porter created the Five Force Model to help managers identify forces in the environment that are potential threats. He identified five principal factors that are major threats because they affect how much profit organizations competing with the same industry can expect to make. These five forces include: 

(1) the level of rivalry among organizations in an industry

(2) the potential for entry into an industry

(3) the power of the suppliers

(4) the power of the customer 

(5) substitute products. 


Porter emphasizes that managers should pay particular attention to these forces because they are the major threats that an organization will encounter and must quickly respond to in order to perform and generate high profits.

4.
What is the role of divisional and functional managers in the formulation of strategy?

Almost all managers engage in planning and all should because they must try to predict future opportunities and threats. In addition, while ultimate responsibility for planning may lie with certain select managers within an organization, all managers and many non-managers typically participate in the planning process.

5.
Why is it important for functional managers to have a clear grasp of the organization’s mission when developing strategies within their organization?


An organization’s mission and goals guide the next stages in the planning process by defining which strategies are appropriate and which are inappropriate. If a manager does not have an understanding of the organization’s mission that the strategies that they formulate most likely will not produce results that are in line with the mission of the company and not accomplish the goals that were set. Furthermore, having an awareness of the mission of the organization helps managers plan better and establish appropriate goals.

6.
What is the relationship among corporate-, business-, and functional-level strategies and how do they create value for an organization?


(Note to instructors: The following are excerpts from the text on the different level strategies.)


In developing a corporate-level strategy managers should ask: How should the growth and development of a company be managed to increase its ability to create value for its customer over the long run? A corporate-level strategy must help an organization, differentiate and add value to its products either by making them unique or special or by lowering the costs of value creation.


In developing a business-level strategy managers must make a choice between the two basic ways of increasing the value of an organization’s products: differentiating the product to add value or lowering the costs of value creation.


In developing a functional-level strategy managers must develop a plan of action to improve an organization’s departments ability to create value. To accomplish this departmental managers can either (1) lower the costs of creating value so that an organization can attract customers by keeping its prices lower than its competitors to attract customers or (2) find ways to differentiate it from products of other companies.


All three levels of planning include defining ways for the organization to add value to its product by differentiating it from competitors’ products or lower its cost of production in some way.


The text notes that there must be a fit between functional- and business-level strategy if an organization is to achieve its mission and goal of maximizing the amount of value it gives to its customers. The greater the fit between these two strategies, the greater its ability to attract customers and the revenue they provide—its competitive advantage.

7.
Ask a manager to identify the corporate-, business-, and functional-level strategies used by their organization.


(Note to Instructors: Students’ answers should include the following information.)


A corporate-level strategy is a plan of action concerning which industries and countries an organization should invest its resources in to achieve its mission and goals. Principal corporate-level strategies that managers use include: (1) concentration on a single business, (2) diversification, (3) international expansion and (4) vertical integration.


A business-level strategy is a plan to gain a competitive advantage in a particular market or industry. Managers choose to pursue one of 4 basic kinds of business-level strategies: a cost-leadership strategy, a differentiation strategy, a focused low-cost strategy or a focused-differentiation strategy.


A functional-level strategy involves developing a plan of action to improve an organization’s departments’ ability to create value. It is concerned with the actions that individual departments (such as manufacturing or marketing) can take to add value to an organization’s goods and services, which will then increase the value customers receive. Departments can either lower the costs to attract customers or add value to a product by finding ways to differentiate it from the products of other companies.

Notes for Building Management Skills

“How to Analyze a Company’s Strategy”

1.
From the annual reports identify the main strategies pursued by the company over a ten-year time period.

2.
Try to identify why the company pursued these strategies. What reason was given in the annual reports, press reports, and elsewhere? What goals and objectives did the company say it had?

3.
Document whether and when any major changes in the strategy of the organization occurred. If changed did occur, try to identify the reason for them.

4.
If changes in strategy occurred, try to determine the extent to which they were the result of long term plans, and the extent to which they were responses to unforeseen changes in the company’s task environment?

5.
What is the main industry that the company competes in?
6.
What business-level strategy does the company seem to be pursuing in this industry?

7.
What is the company’s reputation with regard to productivity, quality, innovation, and responsiveness to customers in this industry? If the company has attained an advantage in any one of these areas, how has it done so?

8.
What is the current corporate strategy of the company? What is the company’s stated reason for pursuing this strategy?

9.
Has the company expanded internationally? If it has, identify its largest international market. How did the company enter this market? Did its mode of entry change over time? 


(Note to Instructors: Prior to assigning this activity, it would be beneficial to ensure that your institution’s library maintains ten years of stockholder reports. Otherwise, it could be an extremely time consuming process for your students to track down this information. You might consider reducing the ten-year time period mentioned in question 1.)


Students’ answers will vary based on the company that they have chosen.

Notes for Management For You

Responses to this exercise will vary.

Notes for Small Group Breakout Exercise

“Planning for New Development”

3.
Using scenario planning analyze the pros and cons of each of these alternatives.

Notes For Managing Ethically

Responses to this set of questions will differ, based upon the varying experiences of students. 

Ethics will vary based on individual and cultural characteristics as well as in different situations. Sometimes the goals and targets are very difficult to reach, and managers feel pressured to resort to unethical behaviour to meet them.  Dishonesty is unacceptable regardless of the circumstance. Employees should be careful to avoid conflicts of interest that may cause others to question their integrity. Although those involved in such unethical situations may perhaps benefit in the short run, in the long run they harm not only their customers and their companies, but also themselves. 


Training in ethics raises awareness of issues and helps others to look at different aspects of an issue.  Establishing an organizational code of ethics and making all employees aware of it can encourage ethical behaviour.  It is also important that managers always engage in ethical conduct, so that they can lead by example
Notes for Web Exercises

As web site information changes, it is best that each instructor check for the most current information when they assign these exercises.
Notes for You’re the Management Consultant

1. List the supermarket chains in your city and identify their strengths and weaknesses. 

Answers to this question will vary, depending upon the area of the country in which you reside and the size of your local shopping area. You could recommend using a SWOT approach to compare the various each of the competitors in your specific area. This industry has many different types of competitors, ranging from mass merchandisers such Canadian Superstore and Costco to small mom-and-pop grocers and farmers' markets. After identifying all of the competitors, students can begin analysis of each using the planning tools presented in the chapter. 

2. What business-level strategies are these supermarkets currently pursuing?

Some will be discounters using a low-cost strategy.  Specialty retailers such as health food and organic grocers are using a differentiation strategy. 

3. What kind of supermarket would do best against the competition? What kind of business-level strategy should it pursue?

The response to this question depends upon the variety of competitors identified in the first question. Answers should include a rationale that explains why a particular strategy would work.  For example, if students feel that a new store should use a focused differentiation strategy to compete effectively, possible justifications may include demographic data that is descriptive of households in the surrounding community or awareness of a potentially lucrative market niche currently untapped by the competition. 

Notes for Management Case in the News from the pages of
The Financial Post
De Zen and the Art of Home Maintenance 

CASE SYNOPSIS


Vic De Zen is the chairman, president and chief executive of Royal Group Technologies Ltd., an $850-million-a-year company in the plastics business.  His goal is to sell everyone his revolutionary plastic homes.  Royal is totally vertically integrated, with units that provide chemicals, compounding, and design and make machinery. The company builds its own plants and transports its products with a 250-truck fleet that picks up scrap for recycling.  Recently Royal bought a polyvinyl chloride resin plant in Sarnia, Ont., from Imperial Oil Ltd. to produce more of its product

1.
Use Porter’s five forces model to analyze the nature of competition in Royal Group Technologies’ industry.


The five principal force in Royal’s environment that are potential threats to organization according to Porter’s model are: 

1) The level of rivalry among organizations in an industry:

There are many other existing building companies in Canada. However, Royal thinks that they can do a better job with lower prices and with innovative material.

2) The potential for entry into an industry:

There are no legal barriers to entry. There are expensive start-up costs for construction and inventory. However, Royal protects itself from competition and problems with suppliers by being vertically integrated.

3) The power of suppliers:

They supply most of their own products, so outside suppliers are not always an issue.

4) The power of the customer:

The customer has a great deal of power in this situation because they are the ones who decide whether to buy from Royal.  Convincing people that plastic is good for home building can be a difficult sell.  There will be some customers who will not buy Royal’s products because they prefer wood or other building materials over plastic.  However, Royal’s lower prices may bring customers to it. 

5) Substitute products:

People vary in their demands for the kinds of building materials they prefer.  There is a fair amount of substitutes available, so price and service will be important factors in Royal’s success. 

2.
What business- and functional-level strategies is Vic de Zen pursuing to compete in this industry?


Royal’s business- and functional-level strategies focus on providing lower prices to their customers while offering more conveniences than other builders, thus differentiating it from its competitors. They are able to accomplish this partly due to their vertical integration. They have their own distribution centers that boost efficiency by enabling Royal to deliver products in a timely fashion. This gives Royal a cost advantage over rival builders who use third party wholesalers. They manufacture many of their own products, which helps them have adequate supplies at all times. 


Providing the conveniences of plastic will attract some customers away from alternative products, and the lower prices may attract customers who might initially prefer other building materials.  Moreover, integration allows the company to control quality, respond more quickly to customer needs and develop new ideas in months rather than years.

Notes for Management Case in the News from the pages of
Canadian Plastics
Holding Its Own

CASE SYNOPSIS


Amcor PET Packaging’s bottle manufacturing plants in New Brunswick has seen a number of changes in recent years. After they lost Coca Cola’s business, the company turned to making bottles for water, which now accounts for 15 to 20 percent of sales and has seen significant growth during the last few years.

1.
What strategies did David Kinnear use to increase the profitability of the Moncton plant?

He improved manufacturing efficiency by reducing waste and focusing the plant on fewer bottle sizes. He continues to look for ways to reduce the weight of the bottles they use, which helps cut raw material costs.  The plant’s maintenance staff often manufactures parts that frequently need to be replaced in production equipment, thus saving the premium on parts bought from dealers.

2.
What kinds of control systems does Kinnear use with his employees? How does the control system support productivity?


At the plant level, employees are encouraged to suggest and implement ways to cut costs and improve efficiencies. Thus Kinnear relies both on output control and behavioural control.  The company has a stable, mature workforce of 53, which suggests that Kinnear has built a company culture that encourages employee involvement and participation.

3.
What kinds of corporate- and business-level strategies is Kinnear working on to help increase Amcor’s performance?

His corporate-level strategy includes making sure that he meets the needs of his larger clients: Pepsi, Cott, Big 8 and Cassidy beverages, while also searching for new clients. 


His business-level strategy involves continuing to reduce raw material costs by developing lighter but equally effective bottles, and also marketing to attract more customers.
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