Strategy Formulation and the Relevance of Methodologies

Abstract—This article reviews the importance of strategic management, and its essential phases in organisation performance. The study will emphasis on strategy formulation, and the most common methodologies that are elaborated to achieve organisation's goals and objectives. It will also discuss Porter's five forces strategy development framework.
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Introduction to strategy and strategic planning

A 2007 survey of European and American firms reported that more than ninety-five per cent have employed a strategic planning process. According to this survey, strategic planning is a very important approach which is designed to create an efficient timely framework. This framework aims to guide and control firm’s actions over all internal and external limitations. (Lane et al, 2007)

Barta et al, (2010) believes that the success of strategic planning is related to firm's strategic management. There are two typical sides of strategic management; first is strategy formulation which is responsible about forming a suitable strategy for certain circumstances, and the second is strategy content which is the core of decisions.

To date, researches have mainly focused on either strategy formulation or alternative strategy content options. However, the traditional distinction between strategy process and strategy content has perhaps limited the ability of strategic management research to explain the determinants of organizational performance (Lane et al, 2007). Therefore, in this study will examine multiple formulation and content approaches and will analyse their impact on organizational performance as well.

In order to survive and compete in today’s business environment, organisations should update their processes, procedures and their strategic management. (Barta et al, 2010)

Strategic management

Like mentioned before, the success of strategic management is a very important to achieve organisation's goals. Barta et al, (2010) defined Strategic Management as the process of identifying goals, scanning operating environment and evaluating organization’s structures and resources. Its main responsibility is to create and form decisions to face challenges and make suitable adjustments to improve objective's performance over time.

Strategic management determines organisation’s performance. Whereas, those use strategic planning mainly have better performance than ones that don't, even in a same environmental conditions. (Rai et al, 2000)

Moreover, strategic management helps managers to examine all changing circumstances before making their decisions; thus helps them to better deal with uncertain environments. For organisations that have many departments; strategic management helps to coordinate between them and fours on achieving organization's main goals.

According to Anderson et al (2003), strategic management can be characterised as looking out, in, and ahead. “Looking out” is about exploring organisation boundaries to set its goals and objectives, identifying main stakeholders and alliances as well as setting plans for changes. “Looking in” is used by strength organisation systems; so that they could manage their human resources, finances, and other essential resources. Finally, “looking ahead” implies forming strategies with structures and all essential resources to reach organisation policy goals, while controlling progress and adjusting changes as needed.

Strategic Management Process Essential Stages

A strategic management process becomes a very important component of every successful business. While strategic planning supports and determines businesses priorities, and discovers their strong and weak sides, strategic management process helps organisation's management to find suitable solutions and develop strategies so that to reach firm's goals. Hovelja et al, (2010) believes that the strategic management process consists of six integrated key aspects; goal setting, analysis internal and external environment, strategy formation, implementation, and finally monitoring and evaluation.

These integrated elements distinguish strategic management as wide comprehensive approach especially on large scale working such as corporate organizations. Moreover it is a recurring continuous process that integrated important interactions and feedback between these five key aspects.

Every organisation needs a mission; which defines their reason to be in business. It is also very necessary to set up a realistic, easy measured, attainable and very specific goals and strategies that help to notice performance improvement and to be able to cope with any needed changes. The second step in strategic management process is the external analysis which is needed to identify the competition, legislation and other external changes in environment that affects organisation performance (Baskerville et al, 2006). Then organisation should focus on its internal analysis which is known as SWOT analysis. It is basically analyse its resources, capabilities, and spot the strengths and weaknesses in order to improve taken decisions.

For the purpose of this research, author will focus on the fourth step which is to proceed with selecting and forming business strategies. On this stage concerned customers should be determined. Moreover, firms should know their potential range of activities to cope them with their goals. In addition, they should estimate business's financial values produced by these strategies. (Chen et al, 2010)

The last two steps are, implementing those formulated strategies, and then evaluating the implementation success of organisation's business strategies, and see if these implemented strategies helped the organization to reach their goals; otherwise new strategies must be reformed.

strategy Formulation process

Cary et al, (2005) mentioned that strategy formulation is considered as part of the ongoing strategic management process. Before starting with the strategy formulation process, organisations need to analyse their internal environment, by identifying and evaluating their mission, strategic objectives, strengths and weaknesses. They also need to analyse the external environment, including major opportunities and threats. One of the most common ways to do this is SWOT analysis as it allows decision makers to look at the strengths and weaknesses in the context of the opportunities and threats (Baskerville et al, 2006). Therefore it could be used to carry out a quick reliable strategic review and to gain a sustainable competitive advantage.

The second phase in strategic management process is strategy formulation. It Reviews current objectives and strategies of the organization. Therefore, they should identify many strategic alternatives in order to be ready to deal with any critical issues.

During this formulation phase a balanced assesses of alternatives' advantages and disadvantages and their effects on the critical issues should be done.

The final step is the most important one because it determines which alternatives should be implemented and which are recommended. (Chen et al, 2010)

There are many key aspects of strategy formulation, each with a different focus, need to take in consideration in the formulation phase of strategic management. Corporate level strategy is one aspect strategy, which concerned with long term decisions about the main organization's scope and direction.

While Competitive Strategy; which is often called Business Level Strategy; is more detailed .It involves in how the company will compete and improve within each line of business and strategic business unit as well. However, Functional Strategy is more localized and shorter term strategies that determine how each functional area and unit in the organisation will run its functional activities to be effective and to get maximum resource productivity. (Pun et al, 2005)

Managers need to make decisions about organisation fundamental strategies and their objectives. Some of the major strategic alternatives are growth strategy, retrenchment, and stability as well.

Formulation Methodologies

As known, strategy may be formed gradually over time and according to any changes; to be effective it requires the involvement of both managers and employees. However, there are various strategies' formulation methodologies for information processing; but for the purpose of this study, it would be focused on top-down, bottom-up methodologies. (Cary et al, 2010)

Nowadays most companies tend to adopt bottom- up management style more than top- down approach.

Even those leading companies like New York Times, Toyota, Ernst & Young and IBM, are implementing bottom- up management style in their section.

It is important to understand the need to change management processes. However, managers still urging about which management style to use; the best way to find out is by comparing bottom- up style with top- down.

A. Top- down Approach

Top-down approach which is also known as step wise design, basically divides the system to get insight into subsystems. In a top-down approach a comprehensive format for the system is formulated, with no details of any first-level subsystems. Then each subsystem is restructured in more detail, with extra subsystem levels, till all specifications are reduced to base elements. (Pun et al, 2005)

Lisewiski, (2004) believe that top-down analyse the "big picture". In this approach manager develops organisational strategy by his own effort and experience, so the first executive represents the identity for management solution.

The core of the top- down approach is that it is all formulated by managers. They expect results from every team and every department, so they have to be very clear in their instructions.

One of the world leading organisations applying top- down approach was New York Times but sooner they recognize that this approach is driven them back. Problems start because there was no effective collaboration between managers and employees. Moreover, employees start to feel that they are not important members in the development process, and all they do is to follow and obey the instructions. (Companyo et al, 2007)

There are no initial impacts as bottom-up approach for the maintenance resources; organisation realises a good use of its resources from individual managed application.

However, Solution provides by top- down approach is mainly limited coverage in the early stages. As mentioned before, managers put all the strategy, the support and the whole business will not realize rapidly the benefit of the solution.

In the first phases of top- down approach a minimal percentage of clients' accounts are managed. Hence, organisation might have to develop custom adapters at early stages; this led to a higher implementation cost.

The factors of top- down style led to system failure. That was one of the most important reasons that many organisations abandoned top- down style and start applying bottom- up style. In this style employees are involved in every step of strategy formulation process.(Lisewiski, 2004)

B. Bottom- up Approach

Furthermore, bottom-up approach, is about gathering the subsystems to make grander systems. In a bottom-up approach system base elements are specified in great detail and linked together to form larger subsystems. This strategy often begins with small and simple steps but eventually grow in complexity and completeness. However, all these subsystem's elements are developed to meeting a global purpose.

Bottom-up approach is characterized by the high deployment coverage in Initial stages. Moreover, it has a higher impact to business to gain an earlier return on investment. (Filev, 2008)

This approach is considered to be an effective more than top- down style; as it realizes benefits in early phases, the ability to replace many manual processes with automated ones and when having a large number of users, organisation may implement password management. In addition, manager is introduced to the business with less intrusion to employee's operations so that employees could be more creative.

Unfortunately Institutions that use bottom- up approach may face a failure issues; as the establishment of organizational structure might be changed in a later implementation phase, these immediate changes require greater cooperation. It is very difficult to apply such style in an unclear and non controlled situation. (Loch et al, 2009)

Another weakness for this strategy that it is driven by the existing infrastructure instead of the business processes. Bottom- up strategy based on the effort of the employees to achieve organisation goals that may not be realistic or sometimes may be below the required level.

C. Mutually Set approach

Since traditional project management software was designed according to top- down style and as mentioned before that bottom- up style is better; Jacobs et al, (n.d.); found that the best solution is to integrate between those two styles. Both managers and team members are responsible about putting the plans according to organisation's goals and try to formulate the best strategy.

In this approach team members feel that they are responsible about the success of the project as well as managers. Team members informed managers with every detailed as they don't have an access to project plans, and then managers start to formulate the strategies according to information given by project team. The new technologies and the ease of sharing this information make this process easier and more efficient. Furthermore, team members act like they are more independent and try to do their best to formulate the best strategy which helps them to achieve organisation goals. (Loch et al, 2009)

For the world of computer and software projects using the integrated style of both top- down and bottom- up to have the Enterprise 2.0 tools, have improved their performance. World companies like Yahoo and Sun realise the importance of this integrated style and they are using it to formulate their strategies.

This system aims not only to achieve the organisation goals, but also to provide the team with a good experience.

Porter's Five Forces framework

One of the latest business strategy development frameworks is Porter's Five Forces which is formed by Michael E. Porter. Its five forces, which are shown in figure 1, are related to industrial organisation economics, they are very effective to measure the intensity of competition in the market as it is discuss how the competitive forces could shape a strategy. Moreover, this framework gives the organisation a good idea about its profits which is called attractiveness.

Three out of these five forces analysis are related to the external resources, while the two left are related to the internal threads. They were developed according to the reaction of then-SWOT analysis.

Porter's forces which are related to the external resources are; the thread of new competitors, the intensity of competition between organisations, and the thread of alternative products and services as well. The other two forces are the bargaining power of both buyers and suppliers.

When organisation tends to form a specific evaluation to its strategic position, it is recommended to use Porter forces framework. However, this framework is considered as a starting point; so firms should use another supporter framework such as value chain.

In a world of intense competition and a very rapid change, it is more important than ever to think structurally about competition. Leading organisations understand the fact that competition is not restricted to the current competition, but goes beyond equipping to deal with any possible threat of new competitors. (Hovelja et al, 2010)

Actually, understanding industry structure is very important for both investors and managers. Porter's five competitive forces determine whether the industry is profitable or not. Furthermore, this model is characterized by its ability to help investors to get ready for any internal and external changes, whether positive or negative. Companies using five forces strategy model convert potentials to distinguish small changes and allow investors to deal with any thread. (Porter, 2008)

Fig. 1. Porter Five Forces

However, Porter's five forces model has some limitations, it should be used in early phases of the line of business industry, and firms cannot use it in the industry sector level. Though, Porter was clear in his model with those who use a corporate strategy that the most important step to achieve the expected results is to select carefully their industry.

This led us to the mutually set model between bottom- up style and top- down; as mentioned before Porter five forces framework should be integrated with another frame in order to formulate the best strategy.

recommendations

There are some aspects to consider when choosing the best alternative strategies; decision makers should realize that the chosen strategies are effective in facing organisation's critical issues. Therefore, restructured strategies must be integrated with the mission of the organisation and to assess the challenges of the external environment pressures, risk propensity, and company's resources.

It is also important to match strategy with business size, growth, competitive advantages, international features, company position and the importance of technology. Hence, it is helpful sometimes to have a scenario including optimistic cases and pessimistic assumptions. (Jacobs et al, n.d.)

Sometimes, technological advancement and new technologies open doors for doing old things in such a new ways. An example of this is the mutually sat strategy style; many leading companies change their strategies using this style such as Amazon and Avon as well. (Baskerville et al, 2006)

conclusion

The evidence in this report leads to conclude that strategic management is the most critical element in organisation improvement. This article has provided with the most common strategy formulation processes. It also discussed many methodologies used in strategy formulation process and recommend the best one that implemented by leading companies.

Hence, the complexity in the internal and external dynamic environment, and the variety of stakeholders who have different definitions of success and failure, led managers to draw new deliberate planning methods and emergent strategies to accomplish organisation goals.

The survival of any organisation depends on the ability to formulate and execute an effective timely strategy despite the limitations of organisational resources and the constraints of the dynamic external environment. Firms must plan to face challenges from competitors, regulations, the commercial, and shortages of personnel. (Cary et al, 2010; Lane et al, 2007; Lisewiski, 2004)

Management may equipped several alternative strategic plans so that firm will be ready to apply the suitable one according to their long-term objectives.

