Both products and geographic markets in global organizations

Introduction
Global organizations are diverse in terms of both products and geographic markets. They usually comprise range of different business in the form of subsidiary companies within a holding company structure or divisions within a multidivisional structure. Strategic decisions making in global environment determine the overall direction of an organization and its ultimate viability in light of the predictable and unpredictable changes that may occur in its most important business environments.

Global banking Industry has turn into powerhouse of economic growth creating ever more complex products that use risk and securitization in business models. Banks, now a days are offering diversified financing services along with traditional banking services like savings, deposit and transfer of funds. Some of the most extreme risk-taking and complex financial activities of the banking industry are vulnerable to the over all health of the world economy. The two of the most important banks with respect to their global operations are Royal Bank of Scotland and HSBC. There global presence and diverse nature of operations, especially during current economic circumstances, provide an opportunity to evaluate strategic management models.

The complex nature of business environment, services and regulation, under witch these organizations operate, made this report an interesting but challenging as well. After this brief introduction, the second chapter of this report present the current business operation and overview of the organizations. Third chapter is dedicated to the review of the academic literature relevant to proceeding chapters and emphasizing the importance of the literary work carried out by prominent management scholars. Fourth chapter critically examines the past, present and future strategies of Royal Bank of Scotland and HSBC, using various models for evaluating strategic, business and operational level activities. This chapter also evaluate the internal and external forces shaping the business environment for each organization. Fifth chapter compares and contrast the evaluated outcome of third chapter. Last chapter is conclusion, summarizing the results and establishing the link between the organizational performance and their successful strategy formulation.
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The Organizations

2.1 RBS Holdings

The Moto ‘Making it Happen’

The Mission Statement “Our focus is on re-build standalone strength, we will achieve this with integrity, transparency, and by serving our customer well.” (RBS, Annual Report 2008)

2.1.1 Business Aims and Objectives

The group aims to become world’s premier financial institutions with global clientele, to AA category standalone credit status and to rebuild shareholder value, along the way enabling the UK Government to sell down its shareholding. (RBS, Annual Report 2008)

The groups objective include; focusing activities on top level competitive positions ensuring durable customer franchises, targeting 15%+ return on equity in our businesses, organic growth of business, establishing business model that reinforce each component shared products, customers and expertise and proportionate use of balance sheet, funding and risk

2.1.2 Business Overview

The Royal Bank of Scotland Group plc (or RBS) is the holding company of one of the world's largest banking and financial services groups. The group operates from the UK, US and internationally through its two principal subsidiaries, the Royal Bank and NatWest. In the US, the group operates through its subsidiary Citizens. It is headquartered in Edinburgh, UK and employs about 199,500 people.

RBS is a diversified financial services organisation engaged in banking and financial activities across the globe through these divisions; Global Markets, Regional Markets, US Retail & Commercial Banking, Europe & Middle East Retail & Commercial Banking, Asia Retail & Commercial Banking and RBS Insurance and Group Manufacturing.

2.2 HSBC Holdings

The Moto ‘The World's Local Bank’
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The Mission Statement ‘Providing outstanding customer service; effective and efficient operations; maintaining strong capital and liquidity by prudent lending policy and strict expense discipline’ (HSBC Annual Report 2009)

2.2.1 Business Aims and Objectives

The group aims to achieve the highest personal standards of integrity and commitment to truth and fair dealing, esteemed commitment to quality and competence and compliance with all laws and regulations wherever it conduct its business.

2.2.2 Business Overview

HSBC Holdings plc employs about 312,866 people providing financial services to 100 million customers in 80 countries and territories in the world. The Hong Kong and Shanghai Banking Corporation despite its name has Scottish origin. HSBC primarily operates in Europe and Hong Kong with its headquarters in London and listings on the London, Hong Kong, New York, Paris and Bermuda stock exchanges. With assets of about $2,527 billion at 2008, HSBC is one of the world's largest banking and financial services organizations.

(HSBC Holdings, Annual Report 2008)
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Literature Review

3.1 Concept of Strategy and Corporate Strategy

3.1.1 What is Strategy?

Strategy is “the direction and scope of an organization over the long term, which achieves advantage in a changing environment through its configuration of resources and competences with the aim of fulfilling stakeholder expectations.” (Johnson, G 2008)

3.1.2 Corporate strategy

Corporate strategy is “the pattern of decisions in a company that determines and reveals its objectives, purposes or goals, produces the principal policies and plans for achieving those goals, and defines the range of business the company is to pursue, the kind of economic and human organization it is or intends to be and the nature of the economic and non-economic contribution it intends to make to its shareholders, employees, customers and communities.” (Johnson, G 2008)

3.2 Hierarchical Levels of Strategy

Strategy has three different levels.

The top level is corporate-level strategies, concerned with the overall purpose and scope of an organization and how value will be added to the different parts of the organization. Business-level strategies are about how to compete successfully in particular markets also called a “competitive strategy”. It relates to particular strategic business units (SBUs) within the overall organization. A strategic business unit is a part of an organization for which there is a distinct external market for goods or services that is different from another SBU. The third level of strategy is operational strategies, which are concerned with how effectively the component parts of an organization deliver the corporate- and business-level strategies in terms of resources, processes and people. In most businesses, successful business strategies depend to a large extent on decisions that are taken, or activities that occur, at the operational level.
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3.3 Schools of Strategy

Mintzberg, Ahlstrand and Lampel discuss various approaches to strategic planning and they identify 10 different schools of thought which are divided into Prescriptive and Descriptive. We can apply Prescriptive schools for Strategy formulation and Descriptive School for Strategy formation.

3.3.1 Prescriptive Schools

Prescriptive means “what can be done most realistically”. The prescriptive strategy takes other factors into consideration while analyzing multiple criteria and conflicting objections. After this, then chooses what strategy would or could be done realistically based on the objectives previously listed. According to the prescriptive strategy, the second best decision might be more appropriate. The prescriptive approach includes an analysis of possible decisions around a chosen solution known as sensitivity analysis.

3.3.2 Design School:

This approach regards strategy formation as a process of conception, matching the internal situation of the organization to the external situation of the environment. Thus the strategy of the organization is designed to represent the best possible fit.

3.3.3 Planning School:

Here strategy formation is seen as a formal process, which follows a rigorous set of steps from analysis of the situation to the development and exploration of various alternative scenarios.

3.3.4 Positioning School:

Under this approach, which is very heavily influenced by the works of Michael Porter, strategy formation as an analytical process places the business within the context of the industry that it is in, and looks at how the organization can improve its competitive positioning within that industry.

3.3.5 Descriptive Schools

Descriptive means “what is usually done”. The descriptive strategy is done based on past evidence. It is something that has been most likely done in the past.
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3.3.6 Entrepreneurial School:

This approach regards strategy formation as a visionary process, taking place within the mind of the charismatic founder or leader of an organization.

3.3.7 Cognitive School:

This approach, based upon the science of brain functioning, regards strategy formation as a mental process, and analyzes how people perceive patterns and process information.

3.3.8 Learning School:

This school of thought regards strategy formation as an emergent process, where the management of an organization pays close attention to what works and doesn't work over time, and incorporates these 'lessons learned' into their overall plan of action.

3.3.9 Power School:

Here strategy development is seen to be a process of negotiation between power holders within the company, and/or between the company and external stakeholders.

3.3.10 Cultural School:

This approach views strategy formation as a collective process involving various groups and departments within the company; the strategy developed is thus a reflection of the corporate culture of the organization.

3.3.11 Environmental School:

Here strategy formation is seen to be a reactive process: a response to the challenges imposed by the external environment.

3.3.12 Configuration School:

In this final approach, the purpose of strategy formation is seen as a process of transforming the organization from one type of decision-making structure into another.

3.4 Strategic Management and Strategy Process

The strategic management is the conduct of sketching, implementing and evaluating cross-functional decisions that will enable an organization to achieve its long-term objectives.
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“Strategic management is an ongoing process that evaluates and controls the business and the industries in which the company is involved; assesses its competitors and sets goals and strategies to meet all existing and potential competitors; and then reassesses each strategy annually or quarterly [i.e. regularly] to determine how it has been implemented and whether it has succeeded or needs replacement by a new strategy to meet changed circumstances, new technology, new competitors, a new economic environment., or a new social, financial, or political environment”. (Lamb, 1984)

3.5 Strategic Position

The strategic position is concerned with the impact on strategy of the external competitive environment, an organization’s strategic capability and the expectations and influence of stakeholders. There are external and internal factors that have to be taken into account at the outset of strategy development. On the external side, environmental factors are what matters most to success: strategy development should be primarily about seeking attractive opportunities in the marketplace. On the other hand, internal approach is about an organization’s specific strategic capabilities, resources or cultures should drive strategy.

3.6 External Environmental Factors

The organization exists in the context of a complex political, economic, social, technological, environmental and legal world. Many of those variables will give rise to opportunities and others will exert threats on the organization or both. Therefore it is necessary to distil out of this complexity a view of the key environmental impacts on the organization. The external competitive environment is what gives organizations their means of survival. These environmental frameworks are organized in a series of layers as shown in the exhibit 1:
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(Source: Chapter 2.1, Exploring Corporate Strategy by Johnson, Scholes and

Whittington)

Exhibit1

3.6.1 PEST Analysis

A PEST analysis is an analysis of the external macro-environment that affects all firms. Such external factors usually are beyond the firm's control and sometimes present themselves as threats. It is important to analyze how these factors are changing now and how they are likely to change in the future, drawing out implications for the organization.

(i) Political Analysis

Political stability

Legal framework for contract enforcement Intellectual property protection

Trade regulations & tariffs Taxation - tax rates and incentives

Wage legislation - minimum wage and overtime

(ii) Economic Analysis

Type of economic system in countries of operation Government intervention in the free market Comparative advantages of host country Exchange rates & stability of host country currency
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Efficiency of financial markets

Inflation rate

Interest rates

(iii) Social Analysis

Demographics

Class structure

(iv) Technological Analysis

Recent technological developments

Technology's impact on product offering

Impact on cost structure

Impact on value chain structure

Rate of technological diffusion

The number of macro-environmental factors is virtually unlimited, which might influence the success or failure of an organization’s strategies. But the impact of these general factors tends to surface in the more immediate environment through changes in the competitive forces surrounding organizations.

3.6.2 Michael Porter’s five forces framework

"Porter's five forces" is a framework for the industry analysis and business strategy development. According to Porter, the five forces model should be used at the industry level. (Porter, M. E. 1980) They constitute an industry’s structure are shown as below exhibit 2:

9

(Source: Competitive Strategy: Techniques for Analyzing Industries and Competitors by Michael E. Porter 1980)

Exhibit 2

(i) Rivalry

Economists measure rivalry by indicators of industry concentration. If rivalry among firms in an industry is low, the industry is considered to be disciplined. When a rival acts in a way that elicits a counter-response by other firms, rivalry intensifies. In pursuing an advantage over its rivals, a firm can choose from several competitive moves, like

Changing prices - raising or lowering prices to gain a temporary advantage.

Improving product differentiation

Creatively using channels of distribution

Exploiting relationships with suppliers

(ii) Threat of Substitutes

In Porter's model, substitute products refer to products in other industries. To the economist, a threat of substitutes exists when a product's demand is affected by the price change of a substitute product. The other determinants are Switching costs and Buyer inclination to substitutes.
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(iii) Buyer Power

The power of buyers is the impact that customers have on a producing industry. The main determinants are Bargaining Leverage, Buyer Volume, Buyer information, Brand identity, Price sensitivity, Product differentiation, substitutes available and Buyer’s incentives.

(iv) Supplier Power

The determinants of Supplier power are supplier concentration, importance of volume to supplier, differentiation of inputs, impact of inputs, presence of substitute inputs and threat of forward integration.

(v) Barriers to Entry / Threat of Entry

In theory, any firm should be able to enter and exit a market, and if free entry and exit exists, then profits always should be nominal. Barriers to entry are more than the normal equilibrium adjustments that markets typically make. Barriers to entry arise from several sources:

Government creates barriers

Patents and proprietary knowledge serve to restrict entry into an industry.

Asset specificity inhibits entry into an industry

Organizational (Internal) Economies of Scale

The porter’s essential message is that where these five forces are high, then industries are not attractive to compete in. Also the analysis could conclude with an implication about whether the industry is a good one to compete in or not. The five forces framework has to be used carefully and is no necessarily complete by steps, even at the industry level.

3.7 Internal Environmental Factors---SWOT Analysis

The internal environment of an organization is the strategic capability of the organization – made up of resources and competences. One way of thinking about the strategic capability of an organization is to consider its strengths and weaknesses. The aim is to form a view of the internal influences and constraints on strategic choices for the future. It is usually a combination of resources and high levels of competence in particular activities that provide advantages which competitors find difficult to imitate.
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A SWOT analysis aims is to identify the extent to which strengths and weaknesses are capable to deal with and to reduce identified threats and take advantage of the best.

3.7.1 Strengths

A firm's strengths are its resources and capabilities that can be used as a basis for developing a competitive advantage. Examples of such strengths include:

patents

strong brand names

good reputation among customers

cost advantages from proprietary know-how

favorable access to distribution networks

3.7.2 Weaknesses

The absence of certain strengths may be viewed as a weakness. For example, each of the following may be considered weaknesses:

lack of patent protection

a weak brand name

poor reputation among customers

3.7.3 Opportunities

The external environmental analysis may reveal certain new opportunities for profit and growth. Some examples of such opportunities include:

an unfulfilled customer need

arrival of new technologies

loosening of regulations

removal of international trade barriers

3.7.4 Threats

Changes in the external environmental also may present threats to the firm. Some examples of such threats include:

shifts in consumer tastes away from the firm's products

emergence of substitute products

new regulations
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 increased trade barriers

3.7.5 Limitation of SWOT Analysis

A SWOT analysis should help focus discussion on future choices and the extent to which an organization is capable of supporting these strategies. However there are two main dangers:
 The long list of SWOT analysis won’t clear about what is really important and what is less important.

There is a danger of overgeneralization. SWOT analysis is not a substitute for more rigorous, insightful analysis.

Strategic Choices

After positioning the strategies, company need to chose best strategy. Strategic choices involve understanding the underlying bases for future strategy at both the business unit and corporate levels and the options for developing strategy in terms of both the directions and methods of development.

There should be three choices to be made:

The choices as to how an organization positions itself in relation to competitors. This is a matter of deciding the overall basis of how to compete in a market.

The choices as to how an organization addresses their products and markets.

The choices as to how an organization pursues their strategies.

3.9 Strategy in Action

The consideration of future strategies must be mindful of the realities of translating strategy into action. Strategy in action is concerned with ensuring that strategies are working in practice. The important step is to identify the strategy development processes of an organization. The strategies that an organization actually pursues are typically a mixture of the intended and the emergent strategies.

Intended strategies are the product of formal strategic planning and decision making. The typical processes of intended strategy development are: strategic vision, leadership and command; strategic planning and externally imposed strategies.

The strategy that is actually pursued is typically somewhat emergent, which comes about through everyday routines, activities and processes in organizations leading to decisions that become the long-term direction of an organization. The processes are: logical instrumentalism;
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Resource allocation routines; cultural processes and political processes. Past Corporate

Strategy Analysis.
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Critical Evaluation

4.1 PESTEL Analysis of HSBC and RBS PLC

4.1.1 Political Aspects

Most of countries that RBS and HSBC operate have a stable political environment, Such as USA, Europe, and China. Most countries in the world have well developed regulations to keep the financial system in order. Those regulations and policies protect the organizations where they are operating. Such as UK, the banking system has been highly regulated by Financial Services Authority (FSA). Within the period of the Global Financial Crisis 2007-2009, governments in the heavily hit countries have intervened into the banking industry and offered bail-out facilities.

4.1.2 Economical Aspects

Majority of countries that RBS and HSBC operated have been hit by The Global Financial Crisis that started in summer 2007. It was triggered by the problems in the U.S. housing market. It causes the global economy in recessionary trends. The Global GDP value declined to 3.7% in year 2008, from 5% in year 2007 according to the International Monetary Fund (IMF).

4.1.3 Social Aspects

Like many organizations HSBC is affected by situations and conditions of society as well. In order to retain good reputation in the society, it is operating with a strong sense of corporate social responsibility. According to HSBC, the reputations of them today owes to the high standards of behavior set by their founders.

4.1.4 Technological Aspect

It is unacceptable to think that the biggest banks in the world haven’t adopted any IT/ IS systems and used internet to reach their costumers all over the world. Also as many bank, HSBC and RBS have been implementing green IT system. They use green IT system in order to reduce their water and electricity. Matthew Robinson who is manager for group corporate Sustainability at HSBC says “There are many benefits to operating environmentally sustainable IT systems, which are perhaps even more significant in terms of a recession “
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4.1.5 Legal Aspects

The policies and regulations provided by the government, both local and international allow the company to be more cautious in their business actions. To avoid problems in line with their business practice, the company sees to it that all their actions are legal and aspired to highest standards.

4.1.6 Environmental Aspects

Environmental protection is one of the most essential aspects to be considered by many businesses. If an organization will not be able to consider the environment in their actions, there is a possibility of facing problems within the society. In this regard, HSBC develops environmental protection strategies to adhere to this worldwide need. In addition, both companies are always trying to join in environmental protection campaign by sponsoring some organizations having this type of advocacy.

4.2 Porter’s Five Force’s Analysis of HSBC and RBS PLC

4.2.1 The Intensity of Rivalry

There have many rivals in the banking and financial sectors. HSBC used efficient strategies to ensure its leadership position in the market among rivalries. In additions, due to the capabilities of other rival companies, HSBC develops strategic plans to make sure that they are always be the number one choice of their customers in banking and finance industries. However, during the current financial crisis, some of banks went to liquidation, such as leman bother.

4.2.2 The Threat of Entry

With the potentials of having high profits in this kind of industry, HSBC is subject to several threats of market entry. Such as, Tesco, UK largest super-market consider to entry into banking industry. The threats of these new entrants sometimes make or break an organization like HSBC. In this regard, HSBC has been able to establish some entry barriers to ensure that their competitive advantage. The company also uses strong branding images to make sure that their customers will remain loyal to them.
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4.2.3 The Threat of Substitutes

HSBC is also aware that their competitors will provide new products and services in the future. The threat that these substitute products gives to HSBC’s profitability allows the company to work hard to sustain its position. Through the strategy of HSBC in focusing on four different customer segments, the company has able to provide needs of each customer group which lessen the impact of other substitute products.

4.2.4 Bargaining Power of Buyers

Accordingly, the buyer power is noted to be one of the two important forces which affect the occupation of the value established by an organization. Herein, the vital determinants of this force include the size as well as the customer concentration. It can be said that HSBC has been able to manage their customers effectively which allows the company to gain customer loyalty and satisfaction. The strategy used by HSBC enables them to become the world leader in banking and financial sector.

4.2.5 Bargaining Power of Supply

It is said that supplier power reflects to the buyer power. In this regard, the analysis of this force commonly focuses on the significant size and concentration of suppliers which is also relative to the competitors. It also focuses on the degree of differentiation in the materials being supplied (, 1980). It can be said that HSBC ahs the ability to charge their target markets different prices in accordance with the differences in the price formulated for each of the buyers. This usually implies that the audience is described by high supplier power.

4.3 Analysis of Financial Performance

The RBS group recorded revenues of £25,868 million ($37,454.3 million) during the financial year ended December 2008, a decrease of 14.8% over 2007. The group recorded an operating loss of £40,667 million ($58,881.7 million) during the financial year ended December 2008, as compared to an operating profit of £9,832 million ($14,235.8 million) in 2007. The group recorded net loss of £34,373 million ($49,768.7 million) during the financial year ended December 2008, as compared to net profit of £7,712 million ($11,166.2 million) in 2007. (Global Finance magazine, Dan Keeler, Editor, February 25, 2009)
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The HSBC group recorded $88,571 million of revenues in the financial year ending December 2008, an increase of 1.1% over 2007. The operating profit of the company was $7,646 million during 2008, a decrease of 66.3% over 2007. The net profit was $5,728 million during financial year 2008, a decrease of 70.1% from 2007. HSBC was ranked 19th safest bank of the world by Global Finance’s “World’s Safest Banks” listing of 2009. (Global Finance magazine, Dan Keeler, Editor, February 25, 2009)

4.4 Internal Analysis

4.4.1 HSBC

Strengths

It is the largest bank in Europe in terms of lending assets. According to Forbes 2000 list it is the world’s largest companies in 2008. HSBC is taking place of the top with a market of value of $114 billion. As known during first quarter of 2008, banking sector faced a very big challenge. Even if those difficulties HSBC revenue growth was 3.4%.

In UK, HSBC is leader in direct banking business. Its financial products categories in personal financial are current Accounts (a market share of %15) and Credit Cards (a market share of 12%). Also it is very strong in France and Switzerland and a large and rapidly growing business in Turkey. In the US, the group is in the top 20 banks. In Chine it is leader of foreign banks.

Weaknesses

One of the weaknesses of the rival companies of HSBC is its lack of resources to sustain their competitive advantage. In addition, rival companies of HSBC may also lack the ability to reach different customers because of distance barrier. Poor management systems may also be considered as one of the weaknesses of competitors of HSBC. The rival companies of HSBC may also have weaknesses in terms of having weak marketing approaches and brand image. Some rival companies, like those small enterprises may have weaknesses in gaining customer loyalty.

4.4.2 RBS Plc

Strengths

Innovation
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RBS has a large range of products, Such as Money Sense launched by RBS and NatWest in December 2008, making the organization the first high street banks to offer free, impartial financial guidance to everyone, including customers of other banks and people without bank accounts. (Rbs.co.uk)

Weaknesses

Failure of strategies

For the past few years, RBS using diversification strategy, ‘Diversification strategy is targeting different product at different market this is done by acquisition of other companies or internal development of new product /market.’(Mintzberg1998,p74).RBS Group has extensive range of products and services provides to large corporate, commercial, institutional and personal customers over 50 countries.

Risk Taking Strategy of RBS: Royal Bank of Scotland has followed Risk taking strategy for past 8 years which helped it to become one of the world’s biggest banks. RBS used merger and benefits of merging to create a larger customer base, maintaining market power. RBS had undergone Risk taking strategy to pursue different strategic goals – from growing market share and diversifying risk to building new competencies and more. In March 2000 Royal Bank of Scotland (RBS) acquired NatWest, a bank three times its size. Royal Bank of Scotland looks more of a challenge, especially as it is acquiring the business most affected by the recent market turbulence which is taking over of ABN AMRO in 2007.

Both strategies are appeared to be successful in the past few years; however this is not the case in the current financial crisis of 2007-2008.

Problems in Acquisition

RBS do not have enough potential to manage the cost associated with integration. The acquisition of ABN AMRO compounded this. “It has been proven to be a key strategic error; without this acquisition RBS would still have made an operating profit in 2008 despite our other challenges” Philip Hampton Group Chairman of RBS (Rbs.com).
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Future Strategy Development

5.1 HSBC

Although HSBC is one of the largest bank in UK and is increasing its operations in other counties. There are strong competitors from the world’s leading financial services organizations. To achieve constant growth in business HSBC is persuading a “managing for growth” strategy. Their “strategic human resource management” strategy involves developing comprehensive values among their employees. The “strategic management” initiative was launched to ensure competitive advantage from each business unit. The intensity of strategy formulation is primarily focused on Private Banking, Personal Financial Services, Commercial Banking and Corporate and Investment Banking.

In current economic slow down, HSBC is emphasizing on helping domestic customers with additional products and advisory services as well intensify on brand strategy to focus on globalization. HSBC plans to carry on building its strengths on international connectivity and global business development with aims to invest primarily in fast growing emerging markets.

5.2 RBS

RBS’s exposed vulnerability in recent financial crisis resulted in a huge bailout from UK treasury. To overcome this RBS is engaged in devising restructuring strategies and a strategic plan to regain standalone strength. (RBS.com). Through out restructuring process RBS aims to remain firmly focused on exemplary customer services in order to retain the trust and loyalty both globally and UK.

The acquisition of ABN AMRO compounded to financial troubles of RBS which proved to be a key strategic error. Without this acquisition RBS would still have made an operating profit in 2008. (RBS.com) The management is claiming success in setting aside the treasury influence in its decision making. The corporate governance issues also raised alarmed due to negative publicity of the bonuses to executive.
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Conclusion

Towards the end of 2003, HSBC launched 'Managing for Growth', a strategic plan that provides HSBC with a blueprint for growth and development during the next five years. The strategy is evolutionary, not revolutionary. It builds on HSBC's strengths and it addresses the areas where further improvement is considered both desirable and attainable. This strategy focus