© 2010 University of South Africa All rights reserved Printed and published by the University of South Africa Muckleneuk, Pretoria STRBESC/1/2011–2013 98703099 Indesign

MNB_Style &217(176
Page ORIENTATION
TOPIC 1: Development of strategic management as a management approach
6WXG\ XQLW 



 Development of strategic management as a management approach Importance of stategic management Strategic management terminology Contemporary business environment

v
1

2 15 34 43 64 65 86 96 121 138 139 145 149 164 178 188 194

6WXG\ XQLW 



 6WXG\ XQLW 



 6WXG\ XQLW 





TOPIC 2: Building blocks of strategic planning
6WXG\ XQLW 



 6WXG\ XQLW 



 6WXG\ XQLW 



 6WXG\ XQLW 



 Strategic direction Internal environmental analysis External environmental analysis Strategic selection

TOPIC 3: Building blocks of strategic implementation
6WXG\ XQLW 



 6WXG\ XQLW 



 6WXG\ XQLW 



 6WXG\ XQLW 



 6WXG\ XQLW 



 6WXG\ XQLW 



 6WXG\ XQLW 



 Strategy implementation Short-term objectives, functional tactics and policies Leadership Organisational culture Reward systems Resource allocation Organisational architecture, systems and processes

(iii)

STRBESC/1/2011–2013

TOPIC 4: Building blocks of strategic control
6WXG\ XQLW 



 Strategic control methodologies and approaches

202 203 210 211 225 228 234 237

TOPIC 5: Developing a strategic management plan
6WXG\ XQLW 



 Developing a strategic management plan

BIBLIOGRAPHY ANNEXURE A: GLOSSSARY OF TERMS ANNEXURE B: RECOMMENDED READINGS ANNEXURE C: EXAMPLE OF AN EXAMINATION PAPER

(iv)

2ULHQWDWLRQ
Dear Learner

Welcome to the exciting world of strategic management! STRBESC performs the function of a capstone paper in that it forms the culmination of the concepts you learnt in your undergraduate studies in strategic and business management. It is a great pleasure to introduce you to this stimulating and dynamic field of study. To ensure that you share our enthusiasm for this field of study, we urge you to read this orientation in detail. You may find that you need to refer to it as you progress through the learning guide since it will definitely make studying this subject a lot easier. Strategic management is about selecting effective strategies that balance the organisation’s resources and capabilities, values and goals with its external environment. In doing so, strategic managers are responsible for establishing a clear strategic direction for the organisation, ensuring that the organisation reaches it through the creation of strong competitive positions and implementing the strategy in such a manner that the organisational architecture and activities are synergistically integrated to achieve effective performance. The learning content and activities in this guide, as well as your assignments, have been developed in such a way that it will provide you with opportunities to delve into the building blocks of strategic management and the role of strategic management in the contemporary business environment. You will also have an opportunity to gain knowledge of and insight into analysing and developing strategic plans.

PURPOSE OF THIS LEARNING GUIDE
The purpose of this learning guide is

to introduce you to strategic management and its development as a management approach. This guide will provide insight into the building blocks of strategic management and the interrelatedness of these building blocks. You will have the opportunity to evaluate and develop a strategic plan.

LINK TO OTHER COURSES/MODULES/PAPERS
This subject does not stand alone; it forms an integral part of the business management field of study and, more specifically, your postgraduate management studies. It builds directly on the strategic management and business management concepts that you learnt in your undergraduate studies. If it has been some time since you completed your undergraduate degree, we strongly recommend that you first work through a book that provides an introductory overview of strategic management. Examples of such books are:

(v)
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Ehlers, T & Lazenby, K (eds). 2010. Strategic management: Southern African concepts and cases. 3rd edition. Pretoria: Van Schaik Publishers. Gamble, JE & Thompson Jr, AA. 2009. Essentials of strategic management: the quest for competitive advantage. 2nd edition. New York: McGrawHill/Irvin.

LEARNING OUTCOMES
Unisa follows an outcomes-based approach to education. In line with this, the subject is based on outcomes-based learning. The focus of this learning guide is therefore the achievement of specific learning outcomes and not on memorising the chapters of the prescribed books. The learning outcomes are linked to the activities, assignments and examination. Furthermore, the content of this learning guide is very important and should

be combined with that of the relevant chapters in the prescribed books as well as recommended and additional readings. In other words, this learning guide supplements the prescribed books. If you only focus on the relevant chapters in the prescribed books, your study of STRBESC will not be successful. On completion of this subject, you should have achieved all the learning outcomes listed below.

Learning outcomes for STRBESC
Learning outcomes
After working through this learning guide, you should be able to: 1 2 3 4 explain how strategic management fits into the contemporary business environment conceptualise the building blocks of strategic management and the interrelationship of the various building blocks critically evaluate a strategic management plan for a multibusiness South African organisation develop a strategic plan with implementation guidelines based on the building blocks of strategic management for a small single/dominant product organisation or a division of a multi-business organisation

The assessment criteria for each of these learning outcomes are included below. They indicate what exactly is required to achieve each learning outcome. It is important that you use these as guidelines when preparing for your formal assessment at the end of this year.
Assessment criteria for STRBESC

1 Explain how strategic management fits into the contemporary business environ-ment. y Comment on the development of strategic management as a management approach.
(vi)

y Explain what the concept of strategic management entails. y Describe the terminology of strategic management.

y Justify the importance of strategic management in the contemporary environment. y Comment on the challenges of the contemporary environment. y Differentiate between different strategic management models. 2 Conceptualise the building blocks of strategic management and the interrelationship of the various building blocks. y y y y y y y y y 3 Identify, analyse and apply the building blocks of setting strategic direction. Identify, analyse and apply the building blocks of environmental analysis. Identify, analyse and apply the building blocks of strategy selection. Identify, analyse and apply the drivers of strategy implementation as one of the building blocks in strategic management. Identify, analyse and apply strategic control methodologies as building blocks in strategic management. Construct a strategic planning process. Recommend strategy implementation drivers for the strategic planning process. Recommend strategic control methodologies for the strategic planning process. Construct a strategic management process.

Critically evaluate a strategic management plan for a multibusiness South African organisation. y Identify and analyse the building blocks used in the strategic management plan. y Comment on the rationale for including these building blocks in the strategic management plan. y Recommend changes to the strategic management plan. y Reformulate the strategic management plan based on the analysis, if necessary.
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Develop a strategic plan with implementation guidelines based on the building blocks of strategic management for a small single or dominant product organisation

or a division of a multibusiness organisation. y Formulate a strategic plan based on the strategic management building blocks. y Formulate guidelines for strategy implementation based on the strategic management building blocks. y Recommend strategic control methodologies based on the strategic management building blocks.

Critical cross-field outcomes
The Bachelor of Commerce Honours is a registered qualification with the South African Qualifications Authority (SAQA). You can download the unit standard from SAQA’s website (www.saqa.org.za). The critical cross-field outcomes are described in detail.
(vii) STRBESC/1

We suggest you go through these as they will give you an indication of the additional outcomes that you need to meet as an honours graduate.

FRAMEWORK OF STRBESC
Table 1: Framework of STRBESC
Topic 1 Development of strategic management as a manage-ment approach Study unit 1.1 Development of strategic management as a management approach Study unit 1.2 Importance of strategic management Study unit 1.3 Strategic management terminology Study unit 1.4 Contemporary business environment Topic 2 Building blocks of strategic planning Topic 3 Building blocks of strategy implementation Topic 4 Building blocks of strategic control Topic 5 Developing a strategic management plan

Study unit 2.1 Strategic direction

Study unit 3.1 Strategy implementation

Study unit 4.1 Strategic control methodologies and approaches

Study unit 5.1 Developing and evaluation of a strategic management plan

Study unit 2.2 Internal environmental analysis Study unit 2.3 External environmental

analysis Study unit 2.4 Strategy selection

Study unit 3.2 Short-term objectives, functional tactics and policies Study unit 3.3 Leadership

Study unit 3.4 Organisational culture Study unit 3.5 Reward systems Study unit 3.6 Resource allocation Study unit 3.7 Organisational architecture, systems and processes

(viii)

LEARNING PACKAGE
The learning material for this paper consists of the following: y This wrap-around learning guide This learning guide is a wrap-around guide; it is wrapped around the prescribed books and additional material. The purpose of this learning guide is to: y guide you through the prescribed books and additional material y help you understand and apply the concepts in the books and additional material Stimulating discussions and activities should help you to achieve the learning outcomes of this paper. The learning guide also includes a glossary of terms (annexure A), which we suggest you complete as you work through this guide, a list of recommended readings (annexure B) and a sample examination paper (annexure C). y Prescribed books The details of the prescribed books on which this guide is based appear in the text box below. The book by Louw and Venter is a very popular strategic management book and contains case studies and examples based on South African organisations. The book by Thompson and Martin is internationally acclaimed and will give you a wider perspective on strategic management in a global context. You need to buy both these books. As we proceed through this learning guide, you will see that different authors have different perspectives

on strategic management and that not one of these authors covers everything that you need to know to be successful in this paper. We would also like to alert you to the fact that you are expected to read and study further than the prescribed books from time to time and consult journal articles and other books. The book by Pearce and Robinson is highly recommended, but this wrap-around guide is based on the books by Thompson and Martin (2010), and Louw and Venter (2010). A list of some additional recommended articles and books are included in the reading list in annexure B. You need to register as an online Unisa library user to access these articles via the subject databases. General internet searches for articles are insufficient and not academically acceptable. We suggest that you search for these articles via the subject databases and download them in advance to enable you to do the assignments and supplement your notes as you progress through STRBESC. Remember that as an honours learner you are expected to be able to critically compare the viewpoints of various authors and apply the course concepts to both South African and international organisations. It is therefore essential that you obtain a copy of the first two books listed below because this learning guide is specifically based on these prescribed books.
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Prescribed books Louw, L & Venter, P. 2010. Strategic management: winning in the Southern African workplace. 2nd edition. Cape Town: Oxford University Press. Thompson, J & Martin, F. 2010. Strategic management: awareness and change. 6th edition. London:

Thomson. Recommended as additional material Pearce, JA & Robinson, RB. 2009. Formulation, implementation and control of competitive strategy. 11th edition. Boston: McGraw-Hill/Irwin. Thompson, AA, Strickland, AJ & Gamble, JE. 2010. Crafting and executing strategy: the quest for competitive advantage. 17th edition, Boston: McGraw-Hill/Irwin. You may be wondering what this information means. Let’s analyse the information of the first book below: READ
Louw, L & Venter, P 2010 Strategic management winning in the Southern African workplace Cape Town Oxford University Press 2nd edition — The title of the book — The city of publication — The name of the publisher — Edition of the book — The editors — Date of publication

When we refer to the prescribed books in the wrap-around guide, we indicate that we are doing so by referencing as follows: Strategic management can be defined as (Louw & Venter 2010) ................................... ................. and .................................................... (Thompson and Martin 2010). Pearce and Robinson (2009) emphasise that ........................................ We also expect you to use the correct reference method when referring to the prescribed books in your assignments and activities. (As you work through the learning guide, you will also encounter references to other books, articles and websites. These were used to write this learning guide and a summary of these appear in the bibliography at the end of the guide.) We have included a reference guide in Tutorial Letter 101. You will be penalised for not adhering to the accepted

referencing technique.

(x)

y Tutorial letters Several tutorial letters will be sent to you during the course of the year. This subject forms part of a distance education course and the tutorial letters are our method of communicating with you. They contain valuable information on the guide itself as well as important information on the assignments, due dates for the assignments and the examinations. Information about discussion classes and workshops is also given through tutorial letters.

HOW TO APPROACH THIS PAPER
Some suggestions and guidelines
This wrap-around learning guide provides the framework from which you should approach your studies. You have to work through each topic systematically and incorporate the prescribed books into the learning guide. We advise the following process: STUDY
Step 1: Step 2: Step 3: Step 4: Step 5: Step 6: Step 7: Read Tutorial Letters 101 and BECHONB/301. Make a note of the due date(s) of the compulsory assignment(s). Purchase a copy of the prescribed books. Carefully review the orientation at the beginning of the learning guide. Register as an online Unisa library user on http://oasis.unisa.ac.za. Register as a myUnisa user on http://my.unisa.ac.za. Start with topic 1. Study and read the prescribed sections of the books. Do all the activities. Do the self-assessment section. Test yourself against the learning outcomes and the assessment criteria. Remember to complete the glossary of terms in annexure A as you work through the various study units. You need to do some additional reading from time to time. Plan your assignments. You need 

to do the assignments as well as the remainder of the steps simultaneously. Review the feedback you receive on each assignment to avoid making the same mistakes in the next assignment. Start the next topic. Repeat the instructions in step 7 until you have worked through the entire learning guide and all the prescribed sections of the prescribed books. Revisit the aspects in each learning outcome that you need to improve on. You may need to revise your glossary of terms at this stage. Complete the STRBESC examination paper included in annexure C.

Step 8:

Step 9:

Step 10: Step 11:

(xi)
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Studying vs. reading
In the learning guide we make a definite distinction between the parts of the prescribed books or other material that you simply need to read and those parts that you have to study. y Studying The sections that have to be studied are clearly indicated in each study unit. These form the basis of your assignments and examination. To be able to do the activities and assignments for this subject, achieve the learning outcomes and be successful in the examination, you will need an in-depth understanding of the content of these sections in the learning guide and the prescribed books. You may also need to study sections in other books and articles. In order to master the learning material, you need to accept responsibility for your own studies and to realise that learning is far more than just memorising. You will be expected to show that you understand and can apply the information, not simply remember it. y Reading In some instances you will be required to read a 

certain section in the prescribed books, learning guide or other sources. This means that you should take note of the content as it usually forms useful background information or offers another perspective or perhaps an interesting example. It will enhance your understanding and give you some context.

A learning programme
We strongly recommend that you develop a learning programme for yourself for this year and allocate sufficient time to work through the learning guide. You also have to study and read the relevant sections of the prescribed books, incorporate additional material if necessary, do the assignments and prepare for the examination. All in all, you will have to spend at least 240 hours on this subject. This includes approximately 100 hours of reading and studying the learning material, 80 hours of activities and assignments and 60 hours of preparation for the examination. Attending the discussion class is also included in these hours. We encourage you to read more widely than just the learning guide and the prescribed books. We have included a list of additional reading material in annexure B. It is important that you develop your conceptual skills and question the ideas and information that you come across. To test your understanding of the ideas that you learn about in this subject, you should try to apply them to real situations.

(xii)

ASSESSMENT IN THIS PAPER
You will be continuously assessed in this paper. You will be assessed on your assignment(s) during the year and in the examination at the end of the year. You will also assess yourself through the activities

in the learning guide and the assessment questions included at the end of each study unit. We will give fewer guidelines to answering the assessment questions as you progress through this module and your understanding of the strategic management field develops. This means that we facilitate the development of your problem-solving and analytical thinking skills.

Activities in the learning guide
You will come across various types of activities in this learning guide. They will require you to: y reflect on work covered y complete assessment questions y do self-assessment We urge you to complete all the activities in this learning guide. The activities were developed in such a way that they help you to develop your conceptual skills as well as your knowledge of and insight into strategic management. Conceptual skills, knowledge and insight are all very important in strategic management. The activities will give you the opportunity to think of ways of applying and implementing new knowledge in your workplace. Studying your prescribed books may provide you with knowledge but only by doing the activities (and the assignments) will you gain the necessary insight into the subject field and develop your conceptual skills.

Assignments
The assignments for this paper are provided in Tutorial Letter 101. This tutorial letter also provides the assessment criteria for and the format of the assignments. There are various reasons why it is extremely important for you to complete the assignments: y The compulsory assignments contribute to your final assessment mark. y Completing the assignments will

help you to achieve the learning outcomes of this paper. y Completing the assignments will give you an idea of the types of questions to expect in the examination. y The assignments afford you the opportunity to apply theory to a case study or a practical situation related to your own workplace.

Assessment questions in the learning guide
At the end of each section in the learning guide you will find a list of assessment questions based on the work covered in that section. We advise you to work through these questions diligently since they provide extremely useful opportunities to prepare yourself for possible examination questions. Self-assessment plays a key role in mastering the learning outcomes and you should complete the assessment activities in the learning guide.
(xiii) STRBESC/1

You will find most of the answers to these questions in the learning material in the learning guide and prescribed books. We believe that you should not be faced with any surprises in the examination. Consequently, it is in your own interest to work through these assessment questions.

Examinations
Your final assessment will be a written examination. Details of the format of the examination can be found in Tutorial Letter 101.

USE OF ICONS
To guide you effectively through this learning guide, we use specific icons. These icons serve as a guideline of what you have to do in each study unit. The icons that will be used in this learning guide are listed below, together with an explanation of what each means: Icon Description of icons Key concepts. The key concepts icon draws your attention

to certain keywords or concepts in the topic or study unit.

Learning outcomes. The learning outcomes icon indicates which aspects of the particular topic or study units you have to master. You will need to demonstrate that you have mastered these aspects. Mind map. Mind maps are provided to help you to see the relationship between various parts of the learning material.

Study. The study icon indicates which sections of the prescribed book or the learning guide you need to study and internalise.

Read. The read icon will direct you to read certain sections of the prescribed book or other sources for background information.

Activity. The activity icon refers to activities that you must complete in order to develop a deeper understanding of the learning material.

Reflection. The reflection icon requires you to reflect on the important issues or problems dealt with in the study unit.

(xiv)

Icon

Description of icons Assessment. When you see the assessment icon you will realise that you need to test your knowledge, understanding and application of the material you have just studied. Feedback. The feedback icon indicates that you will receive feedback on your answers to the assessment activities. Time-out. The time-out icon indicates that you should take a rest because you have reached the end of a study unit or topic.

RESPONSIBILITIES
It is important to understand that learning is a two-way process. In other words, you have certain responsibilities and tasks as the learner and we have certain responsibilities and tasks as the education institution.

Your responsibilities
It

is first of all extremely important that you take responsibility for your own studies. Your studies will enrich your life and provide you with a different perspective on business and your workplace if you commit yourself to certain responsibilities. Your studies will also provide you with a different perspective on business. To achieve all these, you need to do the following: y Study the prescribed learning material (which includes this guide, the prescribed books and the tutorial letters) conscientiously according to the guidelines and in the sequence provided. y Relate what you are learning to your work situation. y Plan your studies according to the time available. y Use the learning guide and prescribed books, as well as the recommended or additional readings, according to the guidelines provided. y Submit your assignment(s) in good time – no extension will be given on any of the assignment due dates. y Register as a user on myUnisa. y Register as a Unisa library user and use the library databases for additional reading. y Obtain copies of the articles in the recommended reading list. y Familiarise yourself with the critical cross-field outcomes of a BCom honours graduate. y Make sure that all your sources are cited within assignments and take note that all assignments are individual efforts and not group work. We will not tolerate any form of plagiarism and will refer all such cases for disciplinary action.

(xv)
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y Follow-up that your assignments were received and processed by the assignment section of the University. We will investigate cases of lost assignments

reported within a week after the due date but thereafter we will not accept any late submissions regardless of claims that assignments were submitted on time.

Unisa’s responsibilities
y We will provide you with up-to-date and relevant learning material. y We will keep the learning material in line with the needs of industry and commerce by consulting regularly with the profession, industry leaders and government officials. y We will assist you as learners by giving you the opportunity to develop competencies and skills at a certain level. The outcomes correspond to the National Qualifications Framework (NQF) level 8. You will be assessed according to the level descriptors of the NQF. y We will support you when you require academic assistance. You may contact your lecturers by making an appointment to see them in person, by phone during office hours or via e-mail. We understand that studying by means of distance education is more challenging than attending a residential university. y We will provide you with clear indications of what we expect from you in terms of your assessment. y We will give you prompt feedback on assignments.

CONCLUSION
We hope that you will enjoy your studies and that you will be equally excited about strategic management once you have finished working through this learning guide! We are looking forward to being your partners in this endeavour. Best wishes Your STRBESC lecturers “If we know where we are and something about how we got there, we might see where we are treading - and if the outcomes which lie naturally in our course are unacceptable, 

to make timely change.” - Abraham Lincoln

(xvi)
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Study Unit 1.1
Development of strategic management as a management approach
1. INTRODUCTION

It is time to begin our journey of studying STRBESC. Topic 1 focuses on the development of strategic management as a management approach and consists of four study units. Our first step will be to help you understand the evolution of strategic management throughout the years and how this influences the approach followed in this learning guide. Study unit 1.1 therefore focuses on the development of strategic management. Once you have an understanding of the various approaches to strategic management and the approach we follow, we will focus on the importance of strategic management in study unit 1.2. Every field of study has its own language or jargon and in study unit 1.3 we will review terminology common to the field of strategic management. Organisations and the field of strategic management do not exist in isolation and therefore you need a sound understanding of the contemporary business environment. In study unit 1.4 we will look at issues such as corporate governance, change and complexity so that you understand the context in which we apply strategic management in this learning guide. Once you understand the origin and importance of strategic management, it is important to develop a holistic perspective in order to make sense of the various building blocks. Study unit 1.5 thus focuses on the different phases of the strategic management process

and different strategic management models allowing you to see the bigger picture. Sharpen your pencils, fetch some paper, plug in your computer, switch off your cell phone, grab a cup of coffee and your prescribed books so that we can begin what we promise will be an interesting journey.

1.1

Aim of this study unit

The aim of this study unit is for you to develop an understanding and gain knowledge of how strategic management has developed throughout the centuries from ancient times to the early 21st century. This study unit builds on your knowledge of strategic management and previous business management studies.

2

1.2

Learning outcome

In this study unit, we focus on the following outcome: LEARNING OUTCOME
To explain how strategic management fits into the contemporary business environment.

1.3
y y y y y y y y y

Contents

This study unit addresses the following: The development of strategic management The military origins of strategy Business policy and the classical or planning school Competitive advantage and the positioning school The resource-based view of strategic management Process approach System thinkers Dynamic strategy The approach of STRBESC

1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit: KEY CONCEPTS
y y y y y y y y y y y Business policy Classical planning school Competitive advantage Dynamic strategy Positioning school Process approach Resource-based view Strategic management Strategic thinking Sun Tzu System thinkers
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2.

DEVELOPMENT

OF STRATEGIC MANAGEMENT OVER THE YEARS

As a postgraduate learner in business management, you are probably familiar with the terms ‘strategy’ and ‘strategic management’ and may be aware how these terms are used in everyday business, sport and people’s personal lives. Let’s examine these terms a bit closer to gain an understanding of their origin, how their meanings may have changed during the course of the last few centuries and how we use them in the contemporary business environment.

2.1

From military campaigns to strategic thinking

If you browse through the Concise Oxford Dictionary (2008) and look up the definition of the word ‘strategy’, you see two entries: Strategy – (1) a plan designed to achieve a particular long-term aim (2) the art of planning and directing military activity in a war or a battle. Based on your prior knowledge of business management and strategic management, the first entry will probably not surprise you. However, unless you have an extensive knowledge of strategy, you are probably a bit surprised by the second entry. Is business really similar to war? What does the term ‘strategy’ have to do with a military campaign? Does the top management of organisations really see strategy as the art of planning and directing military activity? The idea of strategy has been around since the ancient world. It is interesting to note that the word ‘strategy’ is derived from the Greek word strategos, which means general. Strategos is derived from the words stratos (the arm) and agein (to lead) – so strategy’s original meaning was about leading the army (Louw & Venter

2010). Strategy goes even further back than the ancient Greek civilisation – one of the greatest strategy texts of all time is The art of war, written by Sun Tzu, a military strategist, in China more than 2 500 years ago. READ
Something interesting Sun Tzu is often quoted in business books and comes in handy when you need to include something interesting in a presentation or a business report or even an assignment if you need to reinforce your argument. You may have come across some of the following quotes of Sun Tzu (BrainyQuote 2010): “All men can see the tactics by which I conquer, but what none can see is the strategy out of which great victory is evolved.”
.../continued
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“Strategy without tactics is the slowest route to victory. Tactics without strategy is the noise before defeat.” “Opportunities multiply as they are seized.” “For to win one hundred victories in one hundred battles is not the acme of skill. To subdue the enemy without fighting is the acme of skill.” “The supreme art of war is to subdue the enemy without fighting.” “You have to believe in yourself.”

For centuries to follow strategy had mostly a military and political connotation, as reflected in the writings of Niccolo Machiavelli, an Italian writer and statesman who wrote The prince in 1513, and Carl von Clausewitz, an early 19th century German military strategist. Strategy was used by military and political rulers or leaders who had to make choices about direction and policy, the resources at their disposal and how to best distribute these resources in pursuit of their objectives – very much like 

managers and leaders in today’s business world (Segal-Horn 2004:1). You will learn more about this point later in the topic that deals with the building blocks of strategy implementation. Up until the early 20th century, strategy was therefore a way of thinking about survival and of achieving success through leadership, mostly in war and sometimes in politics, after which it slowly started to gain prominence in the business world. The late 19th century saw the Second Industrial Revolution emerge first in the United States and then Europe. Up until that point in history, the existing small industrial and merchant organisations required little strategy as we know it today. Then a new type of organisation started to emerge – large, vertically integrated companies that invested heavily in manufacturing and marketing and had management hierarchies to coordinate those functions (Ghemawat 1999:3). The high-level managers at these organisations were the first to articulate the need for strategic thinking. For example, Alfred Sloan, the chief executive of General Motors from 1923–1946, formulated a successful strategy based on the perceived strengths and weaknesses of Ford, General Motors’s largest competitor (Ghemawat 1999:3) at that time. At the same time elite business schools were being established in the United States. In 1908 the Harvard Business School was established and it was one of the first business schools to promote the idea that managers should be trained to think strategically rather than merely acting as functional administrators, even though strategy as a subject was only introduced

in the 1960s. Prior to the 1960s, academic contributions to strategic thinking were made by economists. During World War ll strategic thinking developed further as allocating scarce resources across an entire economy became necessary. In 1944 John von Neumann and Oskar Morgenstern published their book on the Theory of games and economic behaviour and the concept of learning curves and learning effects became important tools for planning (Ghemawat 1999:3). Formal strategic management thinking increasingly became the guideline for formal management decisions.

5
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Recommended reading Want to know more about the history of strategy? The following article is quite interesting: Cummings, S. 1995. Pericles of Athens: drawing on the essence of strategic leadership. Business Horizons, January-February: 22–27.

2.2

From business policy to classical planning school

By the 1950s strategic management was taught in a course named Business Policy. Kenneth Andrews from the Harvard Business School contributed to the development of strategic management by emphasising that all business organisations, and every subunit and individuals in a business organisation, should have a clearly defined set of goals to keep it moving in a deliberately chosen direction and preventing it from drifting in undesired directions. He also said that the primary function of a general manager was to supervise the continuous process of determining the nature of the organisation and setting, revising and achieving its goals (Ghemawat 1999:5). By the 1960s, the curricula of business schools started focusing

on matching an organisation’s strengths and weaknesses (or distinctive competencies) with the opportunities and threats that it faced in the marketplace (Ghemawat 1999:5–6), bringing the idea of competitive thinking into Business Policy modules and strategic thinking. Other important contributions to the developing field of strategic management can be attributed to Igor Ansoff and Alfred Chandler. Ansoff, a professor at the Carnegie Institute of Technology in the United States, published his best-known and influential book, Corporate strategy: an analytic approach to business policy for growth and expansion in 1965. According to Ansoff, an organisation needs to consider four categories for defining the common thread in its business/corporate strategy to enable the organisation to maintain its strategic focus. These categories are encompassed in his product/mission matrix and growth vectors, which are still widely taught and used today. On the other hand, Chandler (1962:13) defined strategy as “the determination of the basic long-term goals and objectives of an organisation, and the adoption of courses of action and the allocation of resources necessary for those goals”. This represented a view of strategy as planning. His work focused on the organisational structures that would enable managerial hierarchies to work efficiently by allowing top managers to allocate resources as required to achieve strategic objectives. Chandler, Ansoff, Sloan and Andrews established a perspective on strategy that is called the ‘classical’ school of strategic thinking or planning approach to strategic management.

They assumed that strategy was a deliberate, rational process where organisations were efficient and rational resource-allocating mechanisms. By the mid-1960s most large US and European corporations had formal planning departments and although they made considerable use of the ideas and frameworks developed by management academics, they increasingly also turned to management consulting firms (Segal-Horn 2004:3). These consulting firms contributed significantly
6

to the development of strategic thinking. The Boston Consulting Group (BCG), with close ties to the Harvard Business School, was founded in 1963 and its success as a management consulting firm was based largely on its development and application of the concept of the experience curve (or learning curve) (Segal-Horn 2004:3) and the application of quantitative research methods. During the 1970s BCG developed the growth-share matrix, which represented the first use of portfolio analysis and mapped the relative potential of an organisation’s various business units and their relative potential as areas for future investment. This growth-share matrix is still widely used today. During the 1970s there was a shift away from the strategy-as-planning approach (also referred to as the classical planning school). The approach followed by corporate planning departments which entailed focusing on long-range planning, cost reduction, minimising financial risk and using quantitative analyses as the basis for strategic decision making started to break down as a more complex reality appeared. Too many organisations across all industries

made use of the same mechanical and formulaic application of the same techniques. A more complex reality influenced by high oil prices, international competition and economic instability was not accommodated by the strategy-as-planning approach. The concepts of competition and competitiveness between organisations, within industries and between nations gained importance and strategic thinking and strategic management, with its emphasis on the competitive environment and sources of competitive advantage, became the latest thing. Strategy now focused on performance and the search for profitability (Segal-Horn 2004:3).

2.3

Competitive advantage: industry structures and the resource-based view

With this shift to performance, competitive advantage and profitability, strategists now sought to answer two questions: “What is the source of competitive advantage?” and “How should organisations compete?” Leading the way in the early 1980s with his successful books, Michael Porter (you will see his name again later in study unit 2.3) emphasised the external environment of organisations and specifically the analysis of industry structures to determine levels of industry attractiveness and comparative levels of potential industry profitability. This school of thought, often referred to as the positioning school of strategic management thinking, found that the key drivers of competitive advantage were the structure of an industry, the overall attractiveness of an industry and an organisation’s market positioning. By the early 1990s strategic thinking shifted again from the search for optimal

marketing positioning to the resource-based view (RBV). The core premise of the RBV is that organisations differ in fundamental ways because each organisation possesses a unique ‘bundle’ of resources, made up of an organisation’s distinct combination of assets, skills, capabilities and intangibles (Pearce & Robinson 2009:171). The source of an organisation’s competitive advantage is therefore not to be found in its industry structure or market positioning, but in its unique combination of resources and capabilities. The RBV therefore explains why there are performance differences between organisations in the same industry, even if they face the same industry structure and the same wider competitive environment and are pursuing similar strategies, and even when they may possess broadly similar resources (Segal-Horn 2004:5).
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2.4

Contemporary strategic thinking

Another perspective on strategy includes the processual or process approach to strategy, which sees strategy making as a process within which a strategy emerges from a combination of influences within the organisation (Segal-Horn 2004:6). A key view of this strategy thinking school is that strategy is emergent, in other words, it ‘emerges’ gradually in response to a range of views within the organisation (including the views of top management), rather than a deliberate, rational and top-down approach as purported by the classical planning school. Strategy as a process therefore not only reflects the views of top management, but represents a set of pragmatic compromises between the various stakeholders of an organisation.

The process approach to strategy also emphasises that strategy, or strategic management, is not a series of once-off activities consisting of planning, evaluation and implementation, but rather continuous and iterative activities. This more realistically reflects the internal and external complexity with which it has to deal (Segal-Horn 2004:6). Yet another perspective on strategy comes from the system thinkers, who see strategy as a product of its context, for example social context, geographical context and political context. The proponents of the systemic school argue that strategies will reflect the social, political or cultural systems within which the strategist is embedded or entrenched. The practice of strategy as well as strategic thinking will therefore be different in different social, political, economic and religious contexts. For example, in Western countries organisations have focused more on profit maximisation in the past, whilst developing countries have focused more on wealth maximisation (these concepts will be explained later in this topic). The most significant element of recent developments is the concept of strategy dynamics or dynamic strategy. During the 1990s with the advent of globalisation, e-commerce and the internet, and the external environment changed rapidly. This change was dynamic in nature and the environment also became increasingly complex. Organisations were no longer to plan for the long-term future, because the environment was changing too quickly in too many different ways and it became increasingly unpredictable. Game theory and the

idea of cooperation, where competitors both compete and cooperate with each other (for example, in strategic alliances) have gained importance. Strategists have also incorporated concepts from chaos and complexity theory in their research for new strategic thinking and practices. Today there is no one single approach to strategy that is guaranteed to provide all the answers and the investigation for new theory and practices that would be applicable to the volatile and complex contemporary environment continues today. Encompassing all these various approaches to strategic management, today it is a broad field of study.
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Recommended reading You may find it interesting to read the following articles:
Furrer, O, Howard, T & Goussevskaia, A. 2008. The structure and evolution of the strategic management field: a content analysis of 26 years of strategic management research. International Journal of Management Reviews 10 (1): 23. Nag, R, Hambrick, DC & Chen, M. 2007. What is strategic management really? Inductive derivation of a concensus definition of the field. Strategic Management Journal 28:935-955.

STUDY
y y Section 1.2 in Louw and Venter (2010). Section 1.4 in Thompson and Martin (2010).

Activity 1.1
Compile notes on the evolution of strategy and strategic management. Why do you think it is important to know about and understand this evolution?

Feedback on activity 1.1
We emphasised in the orientation at the beginning of this guide that Unisa follows an outcomes-based approach to education and that in line with its educational policy; this module is based on outcomes-based

learning. The focus of this module is therefore on the achievement of specific learning outcomes and not on memorising the chapters of the prescribed books. We therefore strongly recommend that you compile notes for yourself as the journey into strategic management and the building blocks of strategic management unfolds. If you only focus on the prescribed books you will struggle to achieve success in your STRBESC studies. Remember, too, that this learning guide supplements and structures the content in the prescribed book towards the achievement of the outcomes for this paper. Review your notes that you compiled on the evolution of strategic management. Would you be able to explain to someone who has no business management knowledge how strategy and strategic management have developed during the last few decades? At this stage you may well wonder why you have to understand this evolution. Don’t worry - we will explain the significance of the evolution of strategic management in the next section of this guide.

2.5

Approach of STRBESC

From your notes and the discussion above, you should know that throughout the years various approaches or perspectives or schools of strategic management emerged. To successfully develop and evaluate strategic plans in the complex contemporary business environment, you will need to rely on the thinking of each of these schools. Hmm, this may seem difficult to grasp! So, let’s take cellphones and the evolution of communication as an example.
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Many centuries ago people would use messengers to take messages from village to village.

Eventually people started to communicate by letters and in the late 1870s Alexander Bell invented the telephone. Throughout the 1900s the telephone continued to evolve and in the 1980s car telephones were introduced. By the late 1980s cellphones or communications were introduced and in South Africa in 1994 the first cellphone licences were awarded to Vodacom and MTN. Today all of us rely on our cellphones to communicate with friends, family, colleagues, students and so forth. It is interesting to note that we not only use our cellphones to talk but also to send written messages (better known as SMSs), take photos, send pictures and send and receive e-mails. We could say that if we only used our cellphones for talking, we would miss out on quite a lot of other communication platforms or functionalities embedded in a cellphone. In a similar way contemporary strategic management as a field of study is also built on the evolution of various ideas and functionalities – we call these the various approaches, perspectives or schools. If we want to be good strategic management practitioners, learners and scholars, we need to understand the various perspectives or schools of thought on which contemporary strategic management is built. If we do not understand or have a sound knowledge of the evolution of strategic management, our knowledge and understanding of contemporary strategic management and ability to apply it, will be limited. It is also important to understand from the very beginning that these building blocks are similar to building bricks. The shape of the final building is determined by

the architectural design or plan as well as the workmanship of the builder. Although, two different buildings may not be similar in any way, they may still use the same bricks. The same applies to the strategic building blocks; the building block could take different forms given different contexts. Understanding the essence of each block therefore facilitates application.

For this reason we have structured STRBESC in such a way that we will draw on several of these perspectives and schools of thought. Instead of merely giving you a prescribed book to study, we have decided to introduce you to the various building blocks of strategic management and to show you how these can be applied to evaluate and develop strategic plans. We would rather advise that you should contribute to strategic
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management, business and the community by being able to develop and evaluate strategic plans, than make you a specialist in a specific prescribed book! As much as you may find the approach in this paper different from your other studies, we urge you to carefully follow our advice and feedback. Remember that you need to achieve the outcomes of this paper - not memorise chapters in a prescribed book. Let’s go back to the approaches to strategic management that were discussed earlier in this study unit and in the relevant sections you had to include from Venter and Louw, and Thompson and Martin. Today many organisations still focus on strategic planning or the strategy-as-planning approach. At the same time, they also draw on expertise from the positioning school by analysing the external environment

and especially the industry and competitive environment to identify opportunities and threats and decide how they should compete. Organisations also need to determine their own strengths and weaknesses. It does not help much if there are wonderful opportunities to increase competitive advantage, but an organisation does not have the resources or capabilities to pursue them. Organisations therefore need to determine their strengths and weaknesses and here the RBV perspective on strategy is very important. Lastly, systems thinkers have also contributed to strategic management. Strategic management in South Africa will have attributes that differ from strategic management in Europe and in China. In study unit 1.4 we review the contemporary business environment, which has an impact on strategic management and we also look at strategic management in emerging markets. This paper does not, however, focus on dynamic strategy or on the emergent view of strategy. You will encounter these approaches to strategic management in master’s studies and they are usually dealt with in MBA strategy courses.

3.

SUMMARY

This study unit focused on the development of strategic thinking and strategic management from ancient times to the 21st century. It also explained how STRBESC is built on these various perspectives on strategic management, and contextualised the approach followed in this paper.

4.

ASSESSMENT QUESTIONS
(1) (2) Draw a mind map which encapsulates the evolution of strategic management. Explain why it is important to compile notes during your STRBESC studies.

FEEDBACK TO ASSESSMENT

QUESTIONS

1. In the orientation at the beginning of this guide, we included the icons that we will use throughout this guide. One of these icons is a mind map. Wikipedia, an internet-based free encyclopaedia (see the ‘Something interesting’ box below), defines a mind map as a diagram that is used to represent words, ideas, tasks or other items that are linked to and arranged around a central key word or idea. Mind maps help to generate, visualise, structure and classify ideas, and are valuable aids for studying,
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organising ideas, problem solving and decision making (Wikipedia 2010a). Mind maps are important study tools and valuable for learning because they use both left and right brain skills and thought processes. We especially encourage the use of mind maps when studying strategic management as they help to illustrate the links between concepts. At the end of each study unit we will provide you with a mind map of the concepts dealt with, but we would like to encourage you to draw your own mind maps as this will make your STRBESC study experience richer and help you to prepare for assignments and the examination. Figure 1.1 below illustrates our mind map of this study unit. Something interesting We encourage you to use the internet to search for information. Wikipedia, for example, may help you to find everyday explanations for all sorts of concepts. At the same time, however, we would also like to stress that when it comes to doing assignments we expect you to use academic and scientific sources. Wikipedia is not a sufficiently scientific and academic source.

Examples of academic and scientific sources include accredited journals (such as the Harvard Business Review, Long Range Planning, The Strategic Management Journal, and The California Management Review) and books on strategic management.
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Figure 1.1 Mind map of Study Unit 1.1

Strategy in the ancient world Classical planning school of strategic thinking Search for competitive advantage; the positioning school Resource-based view; systems thinkers; strategy as a process

Sun Tzu Greek Civilisation

Emergent view; dynamic strategy

Contemporary field of study of strategic management
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2. STRBESC is a year-long paper. We recommend that you make notes as you progress for several reasons: y It is a helpful way of mapping your progress throughout the year. y The process of making notes will help you to identify your own strengths and weaknesses in terms of the content of this paper. y We follow an outcomes-based approach in this paper. If you do not compile notes throughout the year, you will find preparing for the examination difficult and you will be confused as to how to approach the paper and where the prescribed books fit in. We would like you to add more reasons of your own to our reasons for the importance of notes. I think making notes on STRBESC as I continue through this learning guide is important because:
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Study Unit 1.2
Importance of strategic management
1. INTRODUCTION

In the first study unit we explored the evolution of strategic management as a management approach. In this study unit we will firstly focus on developing a definition

of strategic management and then explore the importance of strategic management by reviewing some of the advantages and risks of following a strategic management approach. Many companies, firms, businesses, government departments, universities and other types of institutions use strategic management. By defining strategic management and discussing its advantages and disadvantages, you will start understanding why strategic management is an important approach for these contemporary organisations.

1.1

Aim of this study unit

The aim of this study unit is to determine a definition of strategic management and to explore the importance of strategic management by gaining an understanding and knowledge of the advantages and risks of following a strategic management approach.

1.2

Learning outcome

In this study unit we focus on the following outcome: LEARNING OUTCOME
To explain how strategic management fits into the contemporary business environment.

1.3
y y y y

Contents

This study unit addresses the following: What strategic management encompasses The importance of strategic management The advantages of strategic management The risks of strategic management
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1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit: KEY CONCEPTS
y y y y Advantages Dysfunctional aspects Functional aspects Risks

2.

OVERVIEW OF WHAT STRATEGIC MANAGEMENT ENCOMPASSES
STUDY
y y y Sections 1.1 and 1.2 in Thompson and Martin (2010) Sections 1.2, 1.3 and 1.4 in Louw and Venter (2010)

Chapter 1 in Pearce and Robinson (2009)

2.1

Different views and levels of strategy

It is difficult to give one, all-encompassing definition of strategy. Essentially strategy is about winning (Grant 2005:4). We will discuss what winning means in strategic management in the next study unit. As you could see from study unit 1.1, there are numerous different viewpoints, opinions and ideas about what strategy entails. Mintzberg drew attention to the different and alternate views of strategy and, Louw and Venter, and Thompson and Martin discuss these five views, or the five P’s of strategy, namely plan, position, perspective, ploy (or tactic) and pattern. Let’s review these briefly. The first view is strategy as a plan that provides overall direction and a course of action for the organisation. Secondly, strategy as a position looks at the way an organisation positions itself in the market and industry. Strategy as a perspective refers to the organisation’s way of doing things and how strategies in an organisation emerge over time as past strategies serve as a foundation for current strategies which are again adapted by future strategies. Strategy as a ploy refers to outwitting a competitor- it is in line with this viewpoint that many believe strategy to be a business chess game where you need to think several moves ahead to win the game. Lastly, strategy as a pattern concerns consistent behaviour over time.
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There are also different levels of strategy and strategic decision making in an organisation. Thompson and Martin (2010), Louw and Venter (2010), and Pearce and Robinson

(2009) all distinguish between three different levels of strategy, namely corporate strategy, business or competitive strategy and functional strategy. Figure 1.2 depicts these different levels of strategy. Figure 1.2 Different levels of strategy
Corporate strategies (determined by corporate head office) Corporate level strategy

Business 1 (or region or subsidiary)

Business 2 (for region or subsidiary)

Business 3 (for region or subsidiary)

Business level or competitive strategies

Marketing strategies

Production/ operations strategies

Human resource strategies

Financial strategies

Functional level strategy

Very large organisations, like SABMiller, that consist of several business units or have several subsidiaries will have all three levels of strategy. Smaller organisations typically only have business level or competitive strategies and functional level strategies. In this paper we focus mostly on corporate and business level strategies with a strong emphasis on the latter. MBA strategy modules focus mostly on corporate strategies and your other honours papers, such as Marketing Management, Financial Management, Investment Management and Human Resource Management, focus on functional strategies. Recommended reading Henry Mintzberg wrote a seminal article on the five Ps for strategy that most authors use to define and explain the concept. We strongly recommend that you read: Mintzberg, H. 1987. The strategy concept: the five Ps for strategy. California Management Review, Fall: 11–24. Another article that reviews the critical elements of a strategy that makes

good reading is: Hambrick & Frederickson. 2001. Are you sure you have a strategy? Academy of Management Executive 15(4): 48–59.
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Activity 1.2
Search for information on an organisation or a company that you are familiar with. Which levels of strategy are present in this company or organisation? Remember to justify your opinion by including sound theoretical explanations combined with examples from the company or organisation itself.

A few helpful hints There are several ways to search for information on companies and other organisations. Here are a few tips to help you search for information to complete this activity: y Many organisations have websites where you may find a lot of information. Use the name of the organisation as a key search word. If you do not have access to the internet from work or home, you can always go to an internet café. y The annual reports of organisations also contain a lot of information. The annual reports of public companies can usually be found on their websites or you can contact their investor relations division or company secretary to obtain a copy of their latest annual report. y The business sections of major daily and weekly newspapers regularly publish articles on organisations. Often these articles contain a lot of information on the organisation concerned, as well as on the performance of the organisation. y South African business journals such as FinWeek and Financial Mail contain a lot of information on South African organisations. y An international journal that contains interesting articles on global organisations is Fortune.

y You can also use information on your own organisation for the activities. We recommend that you get a copy of at least two organisations’ annual reports to complete the activities and the assignments for STRBESC.

2.2

Strategic management

At this stage you are probably starting to get a good idea of what strategy is all about. So how does this link up to strategic management? Executives and managers of various institutions have many issues to deal with. From your prior business management studies you may recall that managers have four functions, namely planning, leading, organising and controlling. Examples of these tasks are developing integrated plans for the organisation at various levels, setting goals, objectives and targets, identifying challenges, threats and opportunities, inspiring and motivating employees, engaging with stakeholders, developing resource allocation plans and budgets, designing organisational structures and processes, implementing control systems, making decisions, managing change and diversity and evaluating results. Quite a lot of tasks, don’t you think? How do managers perform these tasks in a way that will help them achieve strategic success? How do they manage these tasks by paying attention to strategy?
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The approach organisations use to ensure that all their activities are aligned with their strategy (or strategies) is strategic management. Strategic management essentially focuses on two questions, namely: where are we going, and how are we going to get there? If you review all the managerial tasks mentioned above, and some more, you

should be able to see that all of these tasks fit into these two questions. Strategic management provides a framework for organisations to identify all the tasks required (Where are we going?), to perform all these tasks in such a way that success is achieved. Pearce and Robinson (2009:3) define strategic management as a set of decisions and actions that result in the formulation and implementations of plans designed to achieve an organisation’s goals. Activity 1.3
Make notes on what strategic management entails by incorporating the viewpoints of Louw and Venter, and Thompson and Martin with Pearce and Robinson’s definition of strategic management above.

Feedback on activity 1.3
By doing activity 1.3 you should have discovered that strategic management is a process that consists of various stages, namely strategic analysis, strategy formulation (or creation and choice), strategy implementation and strategic control or evaluation.In this guide we will be reviewing the activities or building blocks of each phase in order to be able to build a strategic management process or strategic management model. It is also important to understand that strategic management deals with the organisation as a whole, and not individual functional areas, but this will become clearer to you as we proceed through this guide.

2.3

Strategic management models

A model is a representation or description that illustrates how an object, system, concept or process works. A model is similar to a design or a blueprint. If an architect is commissioned to build a building, he or she would first of all have

to develop a concept for the building based on the client’s directives, needs and expectations. Once the concept has been decided on, the architect will develop a blueprint – a detailed design of what the building will look like, where entrances will be and so forth. The architect will probably present the blueprint to the construction company and once finalised the construction of the building will begin. Activities and resources will have to be scheduled to ensure that the building is built in a way that incorporates and aligns everybody’s input. In a similar way we develop a model for an organisation’s strategic management process. We design a strategic management model by looking at all the activities that need to be incorporated. We then group these activities so that there is a logical flow. We also illustrate this flow of activities or steps and the interrelationships between them. A strategic management model is thus a conceptual tool that describes how a strategic management process works and the activities required to perform strategic management.
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KEY CONCEPTS
A strategic management model is a simplified representation of the strategic decisions that organisations need to make and the strategic management activities that need to take place. Developing a strategic management model for an organisation is really about designing its strategic management process. It is important to note that there is no one-size-fitall in strategic management. Different models are applicable to different organisations and different circumstances. You will also find that different 

textbooks offer different variations of strategic models. These models are mostly used to illustrate the flow and format of material covered within the book – each model is therefore customised around the authors’ interpretations of the best way to convey what strategic management is all about. The strategic management model of Ehlers and Lazenby (see Figure 1.3), for example, is a linear strategic management process that would work best in organisations that have single or dominant product and that operate in a somewhat predictable and stable environment. The strategic management model of Pearce and Robinson (see Figure 1.4), on the other hand, is more interactive and also incorporates the global environment and strategy selection for organisations with multiple products and business units. The dashed lines indicate feedback loops that could result in real-time changes to strategies.
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Figure 1.3 Linear strategic management process model

Adapted from Ehlers and Lazenby (2010:9)
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Figure 1.4 Linear strategic management process model in a global environment

Source: Pearce and Robinson (2009:11)

Thompson and Martin (2010:35) strategic management model (see Figure 1.5) illustrates that strategic management involves awareness of how successful and strong the organisation and its strategies are, and of how circumstances are changing. This model acknowledge that strategic ideas may emerge from either a formal planning or that changes may emerge as managers throughout the organisation try out new ideas as illustrated in figure 1.5.
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Figure 1.5 Interactive

strategic management process model

Source: Thompson and Martin (2010:35)

2.4

Different models

In order to develop a strategic management process for an organisation you would therefore have to take into consideration if this organisation has a single or dominant product focus, if it has global or domestic concerns, if the environment in which it operates is predictable or unpredictable with evolutionary or revolutionary change. We will come back to developing a strategic plan in topic 5. At this stage we only want you to understand how a strategic management process should be built.
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Albeit the different considerations you will find that there are significant commonalities between different models. Perhaps the most significant commonality is that they all consist of various strategic activities or building blocks. The second important communality that we want you to recognise is that all of these not only consist of various activities or building blocks, but that these building blocks are arranged in a certain order and appear as steps that follow mostly sequentially. The first phase deals with the broader purpose, strategic direction or vision and mission of a company and set the basis to align the strategic activities to follow. The next phase deals with analysing the internal and external environment in order to identify external opportunities and threat and internal strengths and weakness. This is followed by strategy selection and here the aim would be to exploit opportunities and strengths and avoid or address threats and weaknesses. Next, the models

consider steps or activities required to implement strategies and finally a component that deals with strategy evaluation, monitoring or control. We can therefore say that a strategic management process typically consists of four main phases, namely strategic planning, strategy selection, strategy implementation and strategic control. Strategic planning is the phase in the organisation where organisations develop a strategic plan. After due consideration of the organisational strategic direction and, a thorough analysis of the internal and external environment, organisations can make informed strategic choices and formulate appropriate strategies. Organisations can only complete the development of a strategic plan and select a specific strategy or strategies once they understand the external environment (which include the macro environment, the industry environment, competitor analysis and the operating environment) and their own strengths and weaknesses in the internal environment. The internal environment is analysed through the resource-based-view, value chain analysis and financial ratio analysis. Because of the importance of analyses during the strategic planning and selection phases of the strategic management process, many authors emphasise analysis as a phase in the strategic management process. You may have noticed that on quite a few of these models analyses form a core component of the strategic management process. Strategy implementation is then the phase of the strategic management where the strategy is executed. This is a very important phase of the strategic management 

process – a strategic plan is not worth much and does not add value to an organisation if it is not firstly implemented and secondly implemented successfully. Strategy implementation is then also the more difficult part of the strategic management process. Organisations, like human beings, find it easier to dream dreams and make plans, than putting these dreams and plans into action. The last phase of the strategic management is then strategic control. This is the phase of the strategic management process where the strategy and its implementation are evaluated to check if the strategy is achieving the results that the organisation anticipated. Based on the results of strategic control analyses, organisations may need to adapt their strategic plans or adjust the implementation thereof.
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Building a strategic management process
Understanding the phases of the strategic management process Activity 1.4
Diagrammatically depict the building blocks of strategic management. Include in your diagram the issues in the contemporary business environment that organisations need to take into consideration when making strategic choices.

Feedback on activity 1.4
Each person would typically draw a different diagram. We decided to depict the different building blocks in strategic management as a ‘wall’ consisting of the various activities or building blocks. We also showed that these activities take place in the context of change, globalisation, emerging markets, corporate governance and corporate citizenship. Figure 1.6 illustrates our interpretation.

Figure 1.6 The wall of strategic management

When

studying topics 2, 3 and 4 of this guide, you will become aware that we sort these activities into different groups. Topic 2, for example, dealt with the strategic planning activities or building blocks. Topic 3 dealt with strategy implementation building blocks and topic 4 with strategic control building blocks. As we go along we will distinguish between strategic planning, strategy implementation and strategic control.
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3.1

Advantages of strategic management
Activity 1.5
Search for an article or book that deals with the advantages and disadvantages of strategic management. Compile notes on these advantages and disadvantages. (Remember that as a registered learner you can use the Unisa library, which is one of the largest libraries in the southern hemisphere. For more information on how to use the Unisa library, refer to the booklet, Unisa: services and procedures, which you received with your study material.)

Recommended reading Even though it was published some 20 years ago, the following article provides sound insight into the advantages of strategic management: Greenley, GE. 1986. Does strategic planning improve company performance? Long Range Planning 19(2):101–109. Strategic management authors have through the years identified several advantages to strategic management. Pearce and Robinson (2009:10) have identified the following advantages: y Strategic management enhances the organisation’s ability to prevent problems. It creates a framework through which managers can encourage subordinates to focus on planning and also monitor and evaluate

the success of these plans. y Strategic management results in better decisions because it facilitates group interaction. Group-based strategic decisions generate a variety of specialised inputs, which identify an in-depth range of alternatives and make it more likely that the best alternatives will be chosen. y The involvement of employees in strategic management ensures that everybody understands their role and responsibility in the achievement of the organisation’s goals. This in turn reduces gaps and overlaps among individuals, groups and teams. y Strategic management reduces resistance to change. Thompson, Strickland and Gamble (2010:17) provide two reasons why we should consider crafting and executing strategy as a top-priority managerial task. First, they argue that there is a compelling need for managers to proactively shape, or craft, how a company’s business will be conducted “A clear and reasoned strategy is management’s prescription for doing business, its road map to competitive advantage, its game plan for pleasing customers and improving financial performance.”These authors emphasise that don’t get to the top of the industry rankings with imitative strategies or with strategies build around timid resolutions to try to do better. Rather, high achieving companies are mostly the product of ‘‘astute, creative, proactive strategy making that sets a company apart from its rivals”. Their second reason is that strategy focused enterprises are more likely to be a strong bottom-line performer than a company whose management team does not take its strategy making responsibilities seriously.

They also refer here to research that have concluded that the quality of managers’ strategy making and strategy execution has a highly positive impact on revenue growth, earnings, and return on investment.
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Activity 1.6
You are the employer and you interview at least five managers on the advantages of strategic management (if not, try and gain access to the management of a company you are familiar with – perhaps via a family member or friend). During the interview, check responses to the following question, “Are there any similarities between the responses of your respondents and those listed in the text?”

Feedback on activity 1.6
There are various ways in which these advantages can be grouped. Greenley (1986), for example, distinguishes between different categories of advantages of strategic management, namely process advantages, personnel advantages and intrinsic values. Process advantages refer to those advantages that result from the thought processes that go into decision making. In other words, strategic planning leads to advantages such as more efficient allocation of time and resources to identify opportunities (Greenley 1986:106). He also mentions many behavioural advantages or personnel advantages to strategic management. Strategic management, for example, helps to integrate the behaviour of individuals in the organisation into a total effort. Strategic planning ensures that managers and employees at all levels of the organisation work towards the same goals. Strategic management also offers built-in or intrinsic values that ensure that organisations address

the external or general environment, the markets and the internal environment. We can also add financial benefits as a category of advantages. Over time research has indicated that organisations that pursue a strategic management approach have higher levels of profitability than those that do not.

3.2

Disadvantages of strategic management

It is important to bear in mind that strategic decisions affect the entire organisation and that they have a long-term impact on the organisation. Applying strategic management may well increase the performance and success of the organisation, but wrong strategic decisions could obliterate shareholder value and stakeholder wealth and even destroy an organisation. It is therefore also important that we review some of the risks or dysfunctions or disadvantages of strategic management. Pearce and Robinson (2009:10) identify three types of risks or unintended negative consequences of strategic management. Firstly, strategic management requires time and managers actively involved in the planning, implementing and evaluation of strategic management decisions need to allow sufficient time for both strategic management activities as well as operational responsibilities. Secondly, the formulators of the strategy need to be involved in its implementation to avoid managers shirking their responsibilities and decisions. Lastly, managers need to manage expectations both in terms of the organisation’s performance as well as expectations from individual employees regarding their involvement and the reward of their involvement in strategic management activities.

Other risks of strategic management include too much focus on strategic planning and not enough focus on the implementation of the strategies, a negative perception of
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strategic management or a lack of buy-in from managers at all levels, an organisational culture resistant to change and being overconfident about current strategic successes. Recommended reading
For additional perspectives on the darker side of strategic management you are recommended to read: Barrows Jr, EA. 2009. Four fatal flaws of strategic planning. Harvard Management Update 14 (1): 1–5. Mintzberg, H. 2007. Rise and fall of strategic planning. Bloomsbury Business Library Management Library 93. Lovallo, DP & Olivier, S. 2006. Distortions and deceptions in strategic decisions. The McKinsey Quarterly 1: 18–29.

4.

SUMMARY

This study unit firstly focused on understanding what strategy and strategic management entail. The importance of strategic management in the contemporary business environment was explored by discussing the advantages and risks or disadvantages of strategic management. Figure 1.3 includes a mind map of this study unit but you may want to draw your own! Figure 1.7 Mind map for study unit 1.2
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5.

ASSESSMENT QUESTIONS
The chief executive officer of your organisation, or one that you are familiar with, has requested you to make a presentation to the board of directors in which you justify the importance of following a strategic management approach. She has also indicated that the different directors may have different interpretations of what strategy and strategic management

encompass and suggests that you clarify these terms during the presentation. (1) (2) What key points would you address in your 20-minute presentation? What would your presentation slides that accompany the presentation look like?

FEEDBACK TO ASSESSMENT QUESTIONS
It may be the first time that you have been asked to do a presentation, or maybe you have done several in your life so far. The first step in designing your presentation is to identify its objective. Here the objective is to justify to the board of directors why strategic management is important. A sub-objective of the presentation is to clarify what is meant by the terms ‘strategy’ and ‘strategic management’. The next step is to think of the key points that you need to address in order to achieve the objective and sub-objectives. Once you have done this, you may find it helpful to include notes on each of these key points to ensure that you say, and remember to say, everything that you want to convey. Remember to include an introduction and conclusion in your presentation. Experts on presentations emphasise that your opening and closing comments are very important to firstly create a good impression and secondly to make the audience remember your presentation and reflect on it. Once you have done all of this, you need to develop your presentation slides and then prepare and practise your presentation. Because this is your first presentation, we have decided to help you a little by including some slides that we think could be of value. Use these slides and adapt them so that you are sure that you will achieve the objective

of your presentation. (Remember to number them!)

1

IMPORTANCE OF STRATEGIC MANAGEMENT

Presented by

………………………………………….

Date: ……………………….
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2

“Strategy is the great work of the organisation. In situations of life and death, it is the Tao of survival or extinction. Its study cannot be neglected.” -Sun Tzu, The art of war 3

TODAY’S AGENDA

1. 2. 3.

What is strategy? What is strategic management? The importance of strategic management 3.1 The advantages of strategic management 3.2 Some important risks of strategic management

4.

Closing remarks 4

1 WHAT IS STRATEGY? y The five P’s of strategy 9 9 9 9 9 Plan Pattern Position Perspective Ploy

y Levels of strategy 9 Corporate level 9 Business level 9 Functional level
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2 WHAT IS STRATEGIC MANAGEMENT?
««««««««««««««««
 ««««««««««««««««
 ««««««««««««««««
 ««««««««««««««««
 ««««««««««««««««
 ««««««««««««««««
 ««««««««««««««««
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6

3 THE IMPORTANCE OF STRATEGIC MANAGEMENT

3.1 The advantages of strategic management ««««««««««««««««« «««««
«««««««««««


 
««««««««««««««««
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8 3.2 The risks of strategic management ««««««««««««««««
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 ««««««««««««««««
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10

4 CLOSING REMARKS

?
Any questions? You may wonder what the tree is doing in the presentation. It is always a good idea to include pictures or diagrams in presentations to make them more interesting for your

audience. We have included these pictures to illustrate the importance of strategic management. If organisations follow a strategic management approach with careful consideration, they will reap the benefits of strategic management and their organisation could be compared to a forest consisting of big, green trees. However, if organisations follow strategic management in a reckless or thoughtless manner, they may not be successful and here we used a tree with very few leaves to illustrate the destruction of value over time.
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Study Unit 1.3
Strategic management terminology
1. INTRODUCTION

Every field of study and subject has its own language or terms, concepts and expressions. To understand strategic management, it is necessary to be familiar with the language of strategic management. This study unit will therefore review some of the common strategic management terms and concepts. It is important to note that this study unit does not replace the glossary of terms at the end of this guide that you need to complete .But it will introduce specific key terms that you need to be familiar with to successfully work through the study units and topics that follow.

1.1

Aim of this study unit

The aim of this study unit is to explore terms and concepts often used in strategic management.

1.2

Learning outcome

In this study unit, we focus on the following outcome: LEARNING OUTCOME
To explain how strategic management fits into the contemporary business environment.

1.3
y y y y y y

Contents

This study unit addresses the following: How success is 

measured in strategic terms Above-average returns Strategic competitiveness Strategic survival Wealth maximisation Profit maximisation
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1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit: KEY CONCEPTS
y y y y y y Above-average returns Competitive advantage Profit maximisation Strategic competitiveness Strategic survival Wealth maximisation

2.

STRATEGIC MANAGEMENT TERMINOLOGY

In the previous study units, we have considered the bigger picture of strategic management but we realise that it is also necessary to understand the meaning of success and other strategic management terms before we proceed. We are going to approach this study unit a little bit differently from study units 1.1 and 1.2. We are first going to give you brief explanations of all the relevant terms, discuss the interrelatedness between them and then give you some activities to do.

2.1

Strategic success

There are various ways in which success is measured in strategic management. One way is to see if the organisation is able to earn above-average returns for its investors. Returns refer to the income or profit that investors receive in exchange for investing in an organisation. For shareholders returns would, for example, include dividends paid on shares. Investors will typically invest in organisations where they expect to earn above-average returns. This means that if the market has an average of a 10% return on investment, a shareholder that expects above-average returns would be looking at investing in companies

that offer returns of, say, 20% over the long term. Aboveaverage returns are therefore returns in excess of what an investor expects to earn from other investments with a similar amount of risk. Organisations that are without a competitive advantage or that are not competing in an attractive industry can at best earn only average returns. An inability to earn at least average returns results in failure, because investors will choose to invest in an organisation that earns at least average returns. Success in strategic management terms is also determined by an organisation’s strategic competitiveness. Strategic competitiveness refers to the extent that an organisation has created a competitive advantage which other organisations are unable to duplicate or find too costly to imitate. Competitive advantage is a component of strategic competitiveness and refers to the edge that an organisation has over its competitors. Thompson and Martin (2010) define competitive advantage as the ability of an
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organisation to add more value for its customers than its competitors, and thus attain a position of relative advantage. It is important to note that even if an organisation achieves competitive advantage, it can normally only sustain it for a certain period of time. It is indeed a key challenge for organisations to create, maintain and sustain competitive advantage over a long period of time. Closely related to strategic competitiveness and competitive advantage is strategic survival - the extent to which an organisation can maintain and sustain competitive advantage over time. It is

important to note that strategic survival means surviving in the long term. Organisations that follow a strategic management approach seek strategic competitiveness. All strategic management decisions should therefore be seen in the context of realising above-average returns and creating and sustaining a competitive advantage. By exploiting its competitive advantage and realising above-average returns, an organisation should be able to accomplish its primary objective, namely wealth maximisation. Let’s review the concept of wealth maximisation.

2.2

Wealth maximisation vs profit maximisation

For several decades the success of organisations was also measured by the extent to which they generated, or maximised, profits for their shareholders. However, using profitability as a means of measuring strategic competitiveness or survival has certain limitations. For instance, accounting profit can be easily manipulated by accountants using different methods of accounting for depreciation, share valuation and research development. An earnings per share or returns on investment measures the past performance of the organisation; not its future cash-generating performance. By focusing on short-run profits, managers trade off the interests of the stakeholders of the organisation (stakeholders include shareholders, managers, employees, clients, suppliers, the community and so forth) and its long-term chances of survival. To impress their shareholders, managers can cut back on new product development, retrench workers, cut training costs and so forth. This could have a positive effect on short-term

profit, but could be detrimental to the ultimate long-term survival of the organisation. Cutting back on new product development, for instance, means that the organisation will be facing the changing needs of clients with outdated products. Profit may be an important yardstick in determining whether an organisation has survived the past year, but it does not tell us much about the chances of the organisation surviving the future. Profit is therefore a poor indicator of future success. To determine whether an organisation will survive in the long term, financial measures should be complemented by non-financial measures and an organisation needs to continuously scan the environment to ensure that it exploits opportunities and counters threats. Strategic management deals with the future of the organisation and with more stakeholders than just the shareholders (in subsequent study units we return to stakeholders and their claims). Profit maximisation is therefore a poor indicator of strategic success – wealth maximisation becomes the yardstick by which strategic survival can be measured.
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Wealth maximisation modifies the goal of profit maximisation in order to deal with the complexities of the contemporary business environment, both the external and the internal environments. It takes a long-term view of the success of an organisation, which is often in conflict with the short-term yardstick of profit maximisation. For example, if an organisation such as Vodacom invests heavily in retraining its staff in order to familiarise them with a new computer system, it will have a negative

effect on short-term profits. Undoubtedly, there would be future benefits from the point of wealth maximisation, but these would only show up later on. KEY CONCEPTS
Wealth maximisation therefore focuses on strategic survival and creating wealth in the long term for all the stakeholders of the organisation. Profit maximisation, in contrast, focuses on short-term profits often only for shareholders.

Activity 1.7
Find a copy of the annual report of an organisation that you are familiar with (either an organisation that you admire or the organisation for which you work). Is this organisation successful in strategic terms? Does this organisation focus on profit maximisation or on wealth maximisation? (You may want to focus on the reports of the chairperson and the chief officers.) Remember to substantiate your findings by incorporating examples specific to the organisation with the relevant theory.

Feedback on activity 1.7
We had a look at Vodacom Group’s Annual Report 2009. Instead of providing an exact model answer, we decided to provide you with a suggested framework for analysing the organisation of your choice and included a few examples on Vodacom. Description of concept Evidence Examples Vodafone advantage Vodafone has a significant global presence, with equity interests in over 30 countries and over 40 partner networks worldwide. Vodafone is organised in three geographic regions – Europe, Africa and Central Europe; Asia Pacific and Middle East; and Verizon Wireless in the US. The benefits of being a subsidiary of Vodafone are central to Vodacom’s value proposition and growth

strategy, and include:

Strategic competitiveness

9
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Description of concept

Evidence y y y y y

Examples shared communications expertise and experience access to world-class research and product innovation procurement savings through global economies of scale benchmarking operations against global standards of excellence powerful brand association

Vodacom will be Vodafone’s exclusive investment vehicle in sub-Saharan Africa. y y Above-average returns Revenue increased by 14.5% to R55 187 million Profit from operations increased by 7.2% to R3 387 million EBITDA increased by 10.5% to R18 196 million Net profit after taxation was R6 192 million Dividends declared to Group shareholders increased by 20.0% to R5.4billion”. We are the market leader in four of five countries of operation, we are the largest broadband provider in South Africa, and through Gateway, we are the largest panAfrican carrier services provider. We have a unique platform for growth, with significant opportunity for further mobile penetration, the network infrastructure to support broadband growth and the resources in place to deliver total communications. We have a track record of being first to market with innovative offerings, and have demonstrated strong revenue growth and cash flow, underpinned by disciplined cost control and capital allocation. Our management team is proven, and has the support of Vodafone and a strong and well-balanced Board. Our robust business model should enable us to continue delivering an attractive balance between growth and returns to our shareholders.
/continued

...

9

y y y y

y

Competitive advantage

9

y

y y
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Description of concept

Evidence

Examples “The last 14 months have been seminal for the Vodacom Group. We concluded our BBBEE transaction and acquired the leading pan-African carrier services and connectivity provider, Gateway. We said farewell to one of our founding shareholders, Telkom, and became a subsidiary of the other, Vodafone, making us part of the world’s leading mobile communications group, and we listed on the JSE Limited. In the 12 months to 31 March 2009, notwithstanding the detailed preparation and intense focus required by these defining events and the pervasive impacts of an unprecedented economic downturn, Voda-com demonstrated its quality and resilience. The Group delivered a solid set of results and we made steady progress in our strategy to be a leading provider of total communications in sub-Saharan Africa. y y y y y y Group executive committee formed with responsibility for sustainable development First independent stakeholder survey conducted Vodacom SA’s BBBEE score for the DTI‘s Codes improves to a Level 4 contributor rating Vodacom SA concludes R7.5 billion BBBEE transaction More than two million affordable handsets (under R300 each) sold by the Group Vodacom SA launches handset recycling programme, with 12 400 handsets recycled The Vodacom Foundation and corporate social responsibility disbursed R67 million in 2009. In 2010 their CSI focus will concentrate on leveraging Vodacom’s business skills and technology to improve socioeconomic conditions in underprivileged communities.

ISO 14001 systems certification Vodacom invested R70 million in the training of employees, or 3.7% of payroll, and employee turnover dropped from 10.3% to 9.0% year-on-year.
/continued ...

Strategic survival

9

Wealth maximisation

9
y

y y
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Description of concept Profit maximisation, in contrast, focuses on short-term profits often only for shareholders.

Evidence

Examples

Profit maximisation

3.

SUMMARY

This study unit explained how success is measured in strategic management terms and described these terms and concepts.

4.

ASSESSMENT QUESTIONS
(1) (2) Draw a mind map for this study unit. Use your findings from activity 1.7 and write an essay in which you discuss how strategic success can be measured in the organisation of your choice and explain if this organisation is successful in strategic management terms.

FEEDBACK TO ASSESSMENT QUESTIONS
(1) It’s time for you to draw your own mind map! To encourage you to do so we decided not to draw one for you. We believe that you are competent enough to draw your own and, well, practice makes perfect. It was important to draw a mind map before you answered question 2 because structuring and illustrating your thoughts and understanding in a mind map would assist you in writing a higher quality essay. This is the first time that we have asked you to write an essay and we will therefore give you some guidelines for doing so. You may wonder why, if you are a business management learner, you have to know how to write an essay. Research has indicated that even if learners have completed

their degrees, they may not necessarily find it easy to find jobs. Organisations not only expect business learners to have knowledge and understanding of business management, but also to be able to communicate. A part of this communication requirement is the ability to impart knowledge of business management and so forth in writing. We therefore use essays, and later on in this learning guide, position papers and business reports as ways in which knowledge can be conveyed and communicated. Furthermore, if you have a look at the sample examination paper in annexure C of this learning guide, you will see that in the examination you will be assessed in the form of paragraphs and essays. It is therefore worthwhile to learn how to write good essays! A good essay should have a brief introduction and conclusion and consist of a series of related paragraphs. Headings and subheadings should be used to structure the essay and to group ideas. We suggest that you number the headings and subheadings. The discussion of the concepts relevant to the essay should be

(2)
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concise and to the point. You may want to include examples where appropriate, but remember that examples should not be a replacement for the relevant theory; they should be used in such a way that they enhance your theoretical discussion. There should be a ‘golden thread’ of discussion running throughout the essay. This means that ideas should be connected to one another and be presented in a logical order. It is also important to use full sentences – excessive use of bullet points and a telegram writing style should be avoided

at all costs. You may be penalised in the examination if you list concepts instead of explaining them in full sentences. When including diagrams etc, it is important to provide headings for them and to link them to your discussion. At honours level we expect you to be able to build up an argument, sustain it through the entire essay (again the golden thread) and then include a strong conclusion in which you bring the argument to a close. We also expect you to reference the sources that you used throughout the essay correctly. Tutorial Letter 101 provides detailed guidelines on the way in which different sources have to be acknowledged. Remember that the essay has to be your own work. Copying from other sources (including the internet and websites) will, firstly, not help you to achieve the learning outcomes of this paper. Secondly, taking the ideas and work of others and portraying them as your own is plagiarism, which is against the rules of Unisa and also the law. Remember to include a bibliography at the end of your essay in which you include all the sources that you used (even this learning guide). The bibliography, in the same way as the referencing in the essay itself, should adhere to the Harvard method or abbreviated Harvard method of referencing. We recommend the following framework for the essay on the importance of strategy implementation:

MY ORGANISATION – A SUCCESSFUL ORGANISATION? 1. 2. Introduction Success in strategic management terms 2.1 2.2 3. Measures of strategic success Examples of my organisation’s strategic success

Wealth maximisation vs profit maximisation

3.1 3.2 Examples of wealth maximisation (or profit maximisation) Evidence that my organisation focuses on wealth maximisation (or profit maximisation)

4. 5.

Conclusion Bibliography

In terms of the content of your essay we suggest that you use the framework provided in the feedback to activity 1.7 as a way to structure your thoughts and analyse the organisation of your choice before you write the essay. Once you have completed this framework, it will be easier to write the essay. The framework can serve as a check list to ensure that you have discussed all the concepts and that you have included adequate examples.
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Something interesting By practising writing essays you will firstly improve your own life skills and secondly enrich your assignment and examination question answering technique!
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Study Unit 1.4
Contemporary business environment
1. INTRODUCTION

Organisations do not operate in isolation. They are open systems and are subsequently strongly influenced by the events in the external environment. From the systems thinkers’ contribution to the development of strategic management, we also know that in many instances strategy is seen as a product of its context – be it its social, geographical, political context and so forth. As an honours student you are expected to understand how the external environment influences the way organisations operate and therefore in this unit we will review the characteristics and attributes of the contemporary business environment and explore some contemporary issues that have an impact on how organisations

do business. The issues that we will review include change, globalisation, emerging markets, e-commerce, corporate citizenship, corporate governance and Africanisation.

1.1

Aim of this study unit

The aim of this study unit is to describe some of the attributes of the contemporary business environment that impact on organisations and strategic management in organisations. We will explore contemporary issues such as change, globalisation, emerging markets, e-commerce, corporate citizenship, corporate governance and Africanisation.

1.2

Learning outcome

In this study unit, we focus on the following outcome: LEARNING OUTCOME
To explain how strategic management fits into the contemporary business environment.

1.3

Contents

This study unit addresses the following: y Change y Globalisation y Emerging markets
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y Corporate governance y Corporate citizenship

1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit: KEY CONCEPTS
y y y y y y y y y y y y y y y y y y y Agricultural age Computer age Corporate citizenship Corporate governance Discontinuous change E-commerce Emerging markets Evolutionary change Globalisation Incremental change Industrial age Information age Internet King (I, II and III) Report Knowledge age Predictable change Revolutionary change U-commerce Unpredictable change

2.

CONTEMPORARY ISSUES IN THE BUSINESS ENVIRONMENT
Change
Read section 1.3 of Thompson and Martin (2010).

2.1

Study section 15.2 in Thompson and Martin (2010).
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2.1.1 Historical

change
The environment in which organisations operate in the 21st century is characterised by revolutionary and unpredictable change. Before we focus on the characteristics of change in the 21st century, let’s have a look at revolutionary changes that transformed society, and may continue to do so. What are evolutionary changes and revolutionary changes? Evolutionary change occurs gradually; revolutionary change is dramatic. Whenever change becomes revolutionary, old ways of living are replaced by new ones. Figure 1.8 depicts the evolution of the business environment throughout the different centuries. Remember that within each of these time periods a number of evolutionary changes took place but it was the revolutionary changes that ultimately resulted in fundamental changes introducing new eras. Figure 1.8 Revolutionary and evolutionary change through the years

Up until the mid-1700s society experienced a period called the agricultural age. During this period, wealth was created by an agriculturally oriented society mainly influenced by local markets and factors outside people’s control like the weather (Senior 1997:7). Life was predictable and consisted mostly of farming for subsistence where the majority of the population focused on producing for their own needs to survive.
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When the steam engine was invented there was a shift from agriculture to industry. The invention of the steam engine triggered an industrial revolution in England and the focus shifted from farming to factories and industry. Farmers had to leave their agricultural lifestyles behind and

adapt to an industrial lifestyle. They had to come to terms with living in cities, working for bosses, adhering to strict rules in factories and many other changes. The industrial age was characterised by a series of inventions that reduced the number of farmers needed and that provided the mass production of items that were difficult to obtain previously. Factories were established to supply all sorts of items in everincreasing numbers (Senior 1997). The industrial age continued to probably 1945 and the end of World War II. The next century focused on information and information technology and can be subdivided into the computer age, the information age and the knowledge age. Initially, following the industrial age we had the computer age. The computer age brought automation and emphasised computation. The computer age, for example, made it possible to travel into space and to put Neil Armstrong on the moon in 1969. It is important to remember that at this stage in the world computers looked very different from today. A computer would typically be so large that it filled an entire room and very few people had access to it. The invention of the integrated circuit, which led to the invention of the microprocessor by two Intel engineers, triggered an explosion of the use of computers. The invention of the microprocessor in turn led to the development of the microcomputer, a small low-cost computer that could be owned by individuals and small businesses. During the 1980s microcomputers became widespread with Apple Computer being the first organisation to develop mass-market home computers

(Wikipedia 2010b). Computers in organisations were increasingly being linked to each other with networks. The linking of computers gained a public face in the 1990s and became the internet. The internet triggered the advent of the information age. All of a sudden information became more widely available than ever before and several companies started to create ways of sorting and searching for information. During the information age the capturing and distribution of information became a source of competitive advantage for many organisations. Microsoft, for example, became one of the largest companies in the world based on its influence in creating the underlying mechanics to facilitate information distribution (Wikipedia 2010c). The information age and the internet also saw the emergence of electronic commerce, or e-commerce. E-commerce refers to an electronic marketplace and entails the distribution, buying, selling, marketing and servicing of products or services over the internet. E-commerce has evolved into ubiquitous or u-commerce. U-commerce is based on the concept of ubiquitous computing or calm technology. This is when technology recedes into the background and becomes so woven into the fabric of everyday life that it becomes indistinguishable from it. Smart fabrics and wearable computing devices are early examples.
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U-commerce implies ‘commerce everywhere’ or transacting without necessarily being aware of the mechanics of the actual transaction, eg walking out of a shop and automatically being billed for what you carry out without queuing or handing over your credit card.

When information ceased to be scarce, the knowledge age or knowledge economy commenced. Accessing and organising information was no longer a source of competitive advantage as virtually everybody had access to information. Producing and managing knowledge from information became more important and knowledge, or know-how, now became an important source of competitive advantage for organisations. In today’s contemporary business environment knowledge is an important resource - far more important than economic resources. Knowledge is vested in people - people, and their know-how, expertise and knowledge are therefore a very important asset for organisations competing in the 21st century. Another important attribute of the knowledge age is the convergence of technology. This simply means the ‘coming-together’ of various technological platforms. In the mid-1990s, for example, we had cellphones, the internet, televisions, video and radio. By 2007 these technological platforms had come together, or converged, into one platform. For example, we can now use a cellphone for accessing the internet, taking photos and videos, listening to music and so forth. We can watch DVDs (which evolved from videos) on our personal computers (PCs) and listen to music while we work. The line between PCs, cellphones, radio, television and DVDs has become increasingly blurred. Figure 1.9 provides an example of how technology has converged by showing a telephone that offers touch screen, internet, communications, e-mail, multimedia messages and so forth. It is said that the 21st century will be described as the conceptual

age. The conceptual age is characterised by developed nations that are moving from an industrial world dominated by left-brain logical thinking to a right-brained intuitive world. The drivers of this new age is said to be abundance, Asia, and automation. According to Pink (2006) first-world societies reached a state of abundance because they mastered the left-brain, linear, logical, and abstract thinking of engineering, mathematics, traditional science and business. This kind of thinking brought an abundance of products giving consumers many choices and resulting in the fact that products can only stand apart from each other in their design. The key focus of many companies would thus be on design as a means of differentiation. In this age concepts will matter more than just raw information. In this new age manufacturing will be moved to where it can be done most cheaply. Continents, such as Asia, which have become a vast pool of inexpensive labour, especially in manufacturing, will benefit from this. Developed nations will therefore outsource most of their manufacturing activities and businesses would have to build their competitive advantage on elements outside the terrain of efficiency, effectiveness and quality as these elements will be globally standardised. Finally, although automation is already changing the landscape of work it will become even more prominent in the future. It is predicted that everything, from factory assembly to medical diagnosis, will be automated as machines can do it better and faster than humans. It seems as if a Master of Fine Arts degree, in this era,

with its emphasis on design, will be a better preparation for a business career than a Master of Business
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Administration degree. A career like nursing, with its emphasis on empathy, a rightbrain competency will be an example of a career that will continue to expand in the future. Figure 1.9 The latest in cellphones

Activity 1.8
Review figure 1.8 familiarise yourself with an organisation of your choice. How have the information age and the knowledge era impacted on this organisation?

Feedback on activity 1.8
We decided to use the South African Revenue Service (SARS) as our example. Many facets of SARS have been changed and improved by the advent of the information age and knowledge era. SARS established a website, which initially only provided information on, for example, income tax regulation and legislation in South Africa, the physical location of the various offices and its telephone and fax numbers. Today the website of SARS not only serves as a source of information, it also has an e-commerce platform on which people can electronically submit their tax returns, apply for extension, search for jobs at SARS and so forth. The SARS employees, manager and commissioner also have a lot of know-how, or knowledge on tax related matters. Their work force has become the key to their success in collecting and administering taxes paid by individuals and organisations. Furthermore, sophisticated databases and networks allow SARS to monitor the submission of tax returns, the payment of tax by individuals and organisations and so forth. We recommend that you visit its website

and reflect more on how the information and knowledge ages have impacted on SARS and contributed to its current successes.
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Reflection
How have the information and the knowledge ages impacted on your life? How does today’s lifestyle differ from one 50 years ago? Does it have an impact on your studies? If so, how has studying changed in the last decades? Before we look at the different types of change, we should perhaps look at the implications of figure 1.8 for South Africa and Africa. Figure 1.8 is based on historical changes where they took place first, namely in Europe and the United States, and focuses on transformation of society at macro level. The time frames of these ages may be very different in Africa. On average Africa’s development has been at a different pace from that of Europe, the United States and the Far East. The industrial age came to Africa much later than in the developed world and in numerous countries we still find widespread subsistence farming. This gives us an indication of the dichotomy of doing business in South Africa and Africa. On the one hand parts of Africa are still very agricultural with little industrialisation. On the other, some industries, such as the South African banking industry, are very sophisticated and compare to best practices worldwide. There may be other periods of revolutionary change (or change at micro level) applicable to, for example, South Africa that are not depicted in the figure. For example, in South Africa, the discovery of gold and diamonds and other mining resources impacted significantly on society and the development

of the South African economy.

2.1.2 Types of change
Up to this point we differentiated between revolutionary and evolutionary change. We can also look at change in terms of how predictable or unpredictable the change is and the level of predictability/unpredictability. Another way to view change is to distinguish between incremental and discontinuous change. Incremental change is change which evolves slowly in a systematic and predictable manner (Senior 1997:31). Discontinuous change is characterised by rapid shifts with lower levels of predictability. Revolutionary changes are usually discontinuous changes. The internet, for example, triggered a major upheaval and had an impact on the way we communicate, interact and do business. This is an example of discontinuous change. We can also refer to change as being dynamic, which means that “change keeps on changing”. Lastly, change can be classified in terms of its level of complexity. During complex changes there are several variables that change and several sources of change. The contemporary business environment is mostly characterised by revolutionary, complex, dynamic and unpredictable change. The rate of change has increased in comparison to previous eras or decades. If you have a look at figure 1.8 again you will see that the periods between each revolutionary change are becoming shorter and shorter. We will come back to the challenge of organisational change in topic 3 when we deal with the challenge of strategy implementation and strategic control.
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2.2

Globalisation
STUDY
Study section 11.3 and

11.4 in Louw and Venter (2010).

According to Thompson and Martin (2010: 557) globalisation is a business philosophy that is based on the belief that the world is becoming more homogeneous and that distinctions between national markets are not only fading but, for some products, will eventually disappear. It is argued that companies need to globalise and standardise their international strategy by formulating it across country markets in order to take advantage of underlying market, cost, environmental and competition factors. It is important to understand what globalisation entails as this is a key characteristic of the contemporary business environment in which we operate. Activity 1.9
Make notes on the following: y y y What globalisation entails. The reasons for and drivers of globalisation. Complexity of the global environment.

Feedback on activity 1.9
Globalisation is the shift in the world economy away from national economies and distinct national markets to an interdependent and interlinked global economic system (Louw & Venter 2010). Even though it feels like globalisation has only been around in the last two decades or so, it has actually been around for several centuries. From ancient times there was trade between societies in different parts of the world. However, in the last 30 years or so globalisation has sped up dramatically and today the world is often referred to as a global village. Review the notes that you made and make sure that you have a clear understanding of what globalisation entails, the reasons why organisations decide to globalise, the drivers of globalisation,

and the complexity of the global environment. You may want to refer to a few global organisations that you are familiar with, such as Nokia, Nike, Reebok and car manufacturers. In later study units we will return to the strategic options of organisations that decide to compete internationally and globalise.

2.3

Emerging markets

Emerging markets or emerging market countries can be broadly defined as countries making an effort to change and improve their economies with the aim of improving performance relative to that of more advanced nations or developed countries (Hough, Thompson & Strickland 2008). They are in a transitional phase between developing
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and developed status, and are undertaking domestic economic and political reforms, restructuring their economies along market-oriented lines and offering a wealth of opportunities. Emerging market countries have a significant impact on the countries around them. Their economic success will spur development in those countries, but at the same time if they experience an economic crisis, it could have a negative impact on the surrounding countries. Emerging market countries include China, India, Indonesia, Brazil, Russia, Mexico, Argentina, South Africa, Poland, Turkey and South Korea. The most significant of these are considered to be Russia, Brazil, India and China (Hough, Thompson & Strickland 2007). Economic growth in China especially has had a tremendous impact on world economic growth in recent years. It is important to note that emerging market countries are in different stages of development, and the rate of development

also differs from one emerging market country to another and they cannot all be treated or expected to act in the same way. Nevertheless, there are several characteristics common to the emerging market countries identified above (Hough, Thompson & Strickland 2008): y y y y y y y y Emerging markets are physically large. They have large populations. They represent considerable markets for a wide range of products. These markets have strong rates of growth or the potential for considerable growth. They have undertaken major programmes of economic reform. They are of significant political importance within their regions. These markets are ‘regional economic drivers’. They will prompt further expansion in neighbouring markets as they grow.

You may well wonder why we are reviewing the concept of emerging market economies. Emerging markets are important, firstly, because they are seen as the markets of tomorrow. As populations in developed countries age and decline, organisations in these countries need to find new markets for their products and services. They are therefore looking to the emerging market countries, which with their large populations will become the largest groups of customers in the world. Secondly, emerging market economies are also the fastest growing economies in the world, contributing to a great deal of the world’s explosive growth of trade. It is estimated that by the year 2020, the share of world output of the five biggest emerging markets will double to 16.1% from 7.8% in 1992 and that they will also become more significant buyers of goods and services than 

industrialised countries (Hough, Thompson & Strickland 2008). Lastly, emerging market countries are becoming important participants in the global arena and the world’s major political, economic and social affairs. They are increasingly seeking a larger voice in international politics and a bigger slice of the global economic pie. For example, South Africa was accepted as a non-permanent member of the United Nations (UN) Security Council in October 2006. This indicates that even though South Africa might be of little political consequence to the Western world, its role
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as an emerging country is increasingly recognised in the developed world (Hough, Thompson & Strickland 2008). In spite of their growing importance in the global arena, emerging market countries face several challenges that come from problems associated with their economic and political histories and systems. In many instances the governments of emerging market countries still play a dominant role of intervention. A market economy requires those countries to redefine the role of the government in the development process and to reduce the government’s undue intervention. Another serious challenge and problem in emerging market countries is confronting and controlling corruption, which distorts the business environment, impedes the development process and sends investors fleeing. Lastly, many of the emerging market countries still need to undertake structural reforms in their financial, legal and political systems, to guarantee a disciplined and stable economy that is relatively free of political disturbances 

and interference (Hough, Thompson & Strickland 2008).

2.4

Corporate governance and corporate citizenship
STUDY
Study chapter 2 in Louw and Venter (2010).

2.4.1 Corporate governance
Although Louw and Venter (2010) focus on sustainability not one of the prescribed textbooks deal with the issue of corporate governance in great detail. We have included some notes on the key corporate governance issues that we want you to understand, and you may want to supplement our notes with your own research. Recommended reading The Institute of Directors in Southern Africa (IoD) is the custodian of the King Reports and all three of the King reports can be downloaded from the IoD’s website http://www.iodsa.co.za Carcello, J. 2009. Governance and the common good. Journal of Business Ethics 89: 11–18. y What is corporate governance? The word governance is derived from Latin ‘gubernare’, which means to steer. In business terms governance represents the means by which direction and control are applied to the stewardship of an organisation’s assets in the pursuit and delivery of the primary objective of sustainable value creation (Hough et al 2008). The King Report on Corporate Governance for South Africa 2002 (King II Report) follows a wider definition of corporate governance and defines it as “being concerned with holding the balance
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between economic and social goals and between individual and communal goals ... the aim is to align as nearly as possible the interest of individuals, corporations and society” (King Committee on Corporate Governance 2002:7). To understand these two definitions

better, let’s review some of the key elements of corporate governance. A well-known South African corporate governance expert, Ramani Naidoo (2002:1), states that corporate governance is essentially the practice by which companies are managed and controlled and that it encompasses several key elements: y The creation and continuous monitoring of a system of checks and balances to ensure a balanced exercise of power within a company. y The implementation of a system to ensure compliance by the company with its legal and regulatory obligations. y The implementation of a process whereby risks to the sustainability of the company’s business are identified and managed within agreed parameters. y The development of practices which make and keep companies accountable to the broader society in which they operate. From the definitions and the elements of corporate governance above, we can deduce that corporate governance is firstly about the relationship between the board of directors and shareholders, secondly about aligning the goals of individuals, society and corporations and lastly about the internal control systems of an organisation at various levels. Corporate governance is also about the responsible leadership of organisations – leadership that is transparent, answerable and accountable towards the organisation’s identified stakeholders (Naidoo 2002:2). y Difference between management and corporate governance Corporate governance is not the same as management. From your prior business management studies you know that management is about the process of planning, organising, leading and 

controlling the resources of the organisation to achieve the identified goals as efficiently as possible. As indicated in study unit 1.2, there are three levels of management, namely top management, middle management and lower levels of management. Corporate governance is primarily the responsibility of the board of directors. Naidoo (2002:2) suggests that a useful way of distinguishing between governance and management is to think of the interaction between the board of directors and top management as a circle superimposed on the hierarchical triangle of management. The board of directors is the ultimate decision-making body, whilst management is a hierarchy with authority delegated downwards through the organisation and accountability upwards to the CEO, as a representative of top management. Figure 1.6 depicts the relationship between the board of directors and the various levels of management.
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Figure 1.10 Relationship between board of directors and various levels of management of an organisation

y History of corporate governance in South Africa The original source of corporate governance in South Africa is the Companies Act 61 of 1973. This Act regulates corporate governance in the narrow sense and focuses on the roles, responsibilities, accountability, qualification and disqualification of directors, and the liability of shareholders and directors in the event of a company acting unlawfully or in bad faith. The Companies Act has certain limitations in so far that it does not address corporate governance in its broadest definition. It is important to note that

the Companies Act has been amended extensively and is now known as Company Act 71. Then the new Act was promulgated in 2008 and became effective on 1 July 2010. The second important source of corporate governance introduced in South Africa was the King Report on Corporate Governance of 1994, referred to as the King I Report. The King I Report paved the way for corporate governance as we know it today by not only focusing on guidelines for financial reporting, but also emphasising the importance of stakeholders and good social, ethical and environmental practices. In 2002 the King I Report was replaced by the King II Report. The goal or guiding principles of the King II Report included (King Committee on Corporate Governance 2002:16): y revising the King I Report and assessing it against local and international developments since its publication in 1994. y reviewing and clarifying the inclusive approach (also referred to as the stakeholder approach) first proposed in the King I Report.
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y recognising the increasing importance placed on non-financial issues worldwide, and considering and recommending reporting on issues associated with social, ethical, health, safety and environmental accounting, auditing and reporting. y recommending how compliance with a new Code of Corporate Governance for South Africa can be measured and based on outcomes. The King II Report included a new Code of Corporate Practices and Conduct that provided guidelines to companies on the role and importance of boards and directors, risk management, internal audit, sustainability reporting, accounting and auditing,

communication and relationships with stakeholders. Many of the recommendations of the King II Report were adopted and incorporated by the JSE Limited into its listing requirements in September 2003. The King II Report emphasises that good corporate governance is about good leadership and it identifies seven characteristics of good corporate governance, namely discipline, transparency, independence, accountability, responsibility, fairness and social responsibility. In terms of strategic management the King II Report states that it is the responsibility of the board of directors to develop a mission statement for an organisation as well as strategic plans. Furthermore, it is the responsibility of the board of directors to ensure that strategic plans are implemented and to monitor the implementation. The King II Report also asserts that it is the responsibility of the board of directors to develop an ethical code and values for the organisation by which it should conduct its daily business. y The Code of Governance Principles for South Africa 2009 The Code of Governance Principles for South Africa 2009, collectively known as King III was released in September 2009 and became effective on 1 March 2010. The update to the King II Report came about due to changes to many pieces of South African legislation, specifically the Company Act, more stringent legislation in certain jurisdiction, and changes in global corporate governance standards and expectation of stakeholders. The new guidelines has attempted to move towards a more principle based approach that can be applied by any organisation

– private or public sector; listed or owner managed – and hence is applicable to all entities. The philosophy of the Report revolves around leadership, sustainability and corporate citizenship (IoD 2009:8-9). 1) Good governance is essentially about effective leadership. Such leadership is characterised by the ethical values of responsibility, accountability, fairness and transparency and based on moral duties that find expression in the concept of Ubuntu. Responsible leaders direct company strategies and operations with a view to achieving sustainable economic, social and environmental performance. Sustainability is the primary moral and economic imperative of the 21st century. It is one of the most important sources of both opportunities and risks for businesses. Nature, society, and business are interconnected in complex ways that should be understood by decision-makers. Most importantly, current incremental changes towards sustainability are not sufficient – we need a fundamental shift in the way companies and directors act and organise themselves.

2)
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3)

The concept of corporate citizenship which flows from the fact that the company is a person and should operate in a sustainable manner. Sustainability considerations are rooted in the South African Constitution which is the basic social contract that South Africans have entered into. The Constitution imposes responsibilities upon individuals and juristic persons for the realisation of the most fundamental rights.

Sustainability a key focus area Sustainability issues have gained importance internationally

since the publication of King II and as a result countries around the world developed and adopted new tools and guidelines, acts and legislation on sustainability. Locally, the topic has also burgeoned. The JSE launched the Social Responsibility Investment (SRI) Index in 2004 as a tool for investors to identify companies incorporating sustainability practices into their business activities. More recently, the Department of Environmental Affairs and Tourism of South Africa carried out a long-term mitigation scenario about climate change. Plans were put in place, in the third quarter of 2008, to fast-track the process of translating strategic options into policy directions. The then Minister, Martinus van Schalkwyk, said that he would eventually develop a legislative, regulatory and fiscal package to give effect to South Africa’s long-term climate policy. He added that if South Africa continued with business as usual, greenhouse gas emissions would quadruple by 2050 and, in the process, South Africa would become an international pariah (IoD 2009:10–11). Because company is so integral to society, it is considered as much a citizen of a country as is a natural person who has citizenship. It is expected that the company will be and will be seen to be a responsible citizen. This involves social, environmental and economic issues – the triple context in which companies in fact operate. Boards should no longer make decisions based only on the needs of the present because this may compromise the ability of future generations to meet their own needs (IoD 2009:11). According to the King III report

strategy, risk, performance and sustainability have become inseparable and the leadership of a company should therefore embrace the notion of integrated sustainability performance and reporting. Sustainability is, however, about more than just reporting on sustainability. It is vital that companies focus on integrated performance and the board should set the tone at the top so that the company can achieve this integrated performance. Sustainability also means that management pay schemes must not create incentives to maximise relatively shortterm results at the expense of longer-term performance. In order to achieve this, the King III report provides the following guidelines (IoD 2009:12): y Inclusivity of stakeholders is essential to achieving sustainability and the legitimate interests and expectations of stakeholders must be taken into account in decisionmaking and strategy. y Innovation, fairness, and collaboration are key aspects of any transition to sustainability – innovation provides new ways of doing things, including profitable responses to sustainability; fairness is vital because social injustice is unsustainable; and collaboration is often a prerequisite for large scale change. Collaboration should not, however, amount to anti-competitiveness.
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y Social transformation and redress from apartheid are important and should be integrated within the broader transition to sustainability. Integrating sustainability and social transformation in a strategic and coherent manner will give rise to greater opportunities, efficiencies, and benefits, for both the company and society.

King II explicitly required companies to implement the practice of sustainability reporting as a core aspect of corporate governance. Since 2002, sustainability reporting has become a widely accepted practice and South Africa is an emerging market leader in the field. King III supports the notion of sustainability reporting, but makes the case that whereas in the past it was done in addition to financial reporting it now should be integrated with financial reporting. New issues in the report Information technology governance: In most companies, IT has become an integral part of the business and is fundamental to support, sustain and grow the business. Not only is IT an operational enabler for a company, it is an important strategic asset to create opportunities and to gain competitive advantage. Companies make significant investments in IT and virtually all components, aspects and processes of a company include some form of automation. This has resulted in companies relying enormously on IT systems. Further, the emergence and evolution of the internet, ecommerce, online trading and electronic communication have also enabled companies to conduct business electronically and perform transactions instantly. These developments bring about significant risks and should be well governed and controlled. The King III report deals, for the first time, with IT governance in detail and focused on providing the most salient aspects of IT governance for directors (IoD 2009). Business rescue: Business rescue legislation was included in the new company Act and as such the King III report dealt with the

practicalities of business rescue. This is widely applauded as the ability to rescue economically viable companies experiencing financial difficulties is in the best interests of shareholders, creditors, employees and other stakeholders as well as in the interests of the country as a whole because of the high costs to the economy if businesses fail. y Importance of corporate governance Good corporate governance in South Africa is important for various reasons. First of all, it attracts investors and is an antidote to corruption and bad business practices. Good corporate governance can therefore make countries, especially emerging market countries, “a magnet for global capital” (King Committee on Corporate Governance 2002:13). Secondly, due to the information age, companies can no longer hide bad practices from shareholders. Shareowner activism has taken root globally with shareholders demanding good corporate governance practices, transparent and responsible strategic decisions from organisations. Corporate governance is also important for national development, and governance in any context reflects the value system of the society in which it operates (King Committee on Corporate Governance 2002:18). Furthermore, good corporate governance will prevent corporate disasters such as Enron, WorldCom, Parmalat and the recent Fidentia crisis in South Africa, where
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shareholder and stakeholder wealth is obliterated through bad governance and corporate malpractices. Lastly, organisations are increasingly expected to add value, or wealth, not only to their shareholders, but to all

their stakeholders. Corporate governance should therefore no longer only refer to the relationship between the board of directors and shareholders, but should instead follow the inclusive approach where the goals of society are also taken into consideration (see the King II Report definition of corporate governance quoted at the beginning of this section). Activity 1.10
Obtain a copy of a publicly listed South African company’s annual report. Does this company comment on the issue of corporate governance? Why do you think this company has included this information?

Feedback on activity 1.10
You would have found that publicly listed companies in South Africa publish a section or report on corporate governance in South Africa. As part of its listing requirements, the South African stock exchange, the JSE Limited, requires all companies that wish to list on this stock exchange to do so.

2.4.2 Corporate citizenship
STUDY
Study the sections, The stakeholder approach to social responsibility and Types of social responsibility, in chapter 3 of Pearce and Robinson (2009:51–63), and chapter 2 in Louw and Venter.

In line with the focus on sustainability, discussed in the previous topic, the concept of corporate citizenship refer to the notion of social responsibility as it applies to business and concerns a company’s duty to operate in an honourable manner, provide good working conditions for employees, be a good steward of the environment, and actively work to the better quality of life in the local communities where it operates and in society at large (Thompson, Strickland & Gamble

2010:312). Hill, Stephens and Smith (2003) advocate that companies should have a social conscience and that this conscience could be demonstrated by five key components as demonstrated in figure 1.10.
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Figure 1.10 Demonstration of a Social Conscience: The Five Components of Socially Responsible Business behaviour

Source: Adapted from Hill, Stephens and Smith (2003)

Activity 1.11
Make notes on the following: y y y y y y y What corporate citizenship entails. Opportunities for good corporate citizenship. Practical implications of corporate citizenship. Corporate social responsibility (CSR). Stakeholder approach to CSR. Types of CSR. Link between corporate governance, corporate citizenship, CSR and stakeholder theory.

Feedback on activity 1.11
Most of the points we wanted you to make notes on are very straightforward and we are therefore not going to provide extensive feedback. However, the last point, referring to the link between corporate governance, corporate citizenship, CSR and stakeholder theory, may have been a bit more challenging. As you compiled your notes on corporate citizenship, CSR and the stakeholder approach, you may have started to realise that these concepts are very close to the King III Report’s perspective on corporate governance. These concepts, and the broader definition of corporate governance, do indeed overlap. The King III Report refers to this ‘overlap’ or common ground between the concepts (because they are not exactly the same thing) as the inclusive approach to corporate governance. In this module we support this inclusive approach.
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3.

SUMMARY

This

study unit focused on the characteristics and important issues in the contemporary business environment. Organisations, being open systems, will struggle to create and maintain competitive advantage if they do not take the changing external environment, globalisation and emerging markets into consideration. Furthermore, society expects organisations to be responsible in their activities and organisations should also strive to address and incorporate good corporate governance practices and corporate citizenship. Figure 1.11 depicts a mind map for this study unit. Figure 1.11 Mind map for study unit 1.4

4.

ASSESSMENT QUESTION
Write a position paper in which you justify the importance of corporate citizenship in the contemporary business environment.
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Writing a position paper A position paper presents an arguable opinion about an issue. The goal of a position paper is to convince the audience that your opinion is valid and worth listening to. Ideas that you are considering need to be carefully examined in choosing a topic, developing your argument, and organising your paper. It is very important to ensure that you are addressing all sides of the issue and presenting it in a manner that is easy for your audience to understand. Your job is to take one side of the argument and persuade your audience that you have well-founded knowledge of the topic being presented. It is important to support your argument with evidence to ensure the validity of your claims, as well as to address the counterclaims to show that you are well informed about both

sides. Argument and issue criteria To take a side on a subject, you should first establish the arguability of a topic that interests you. Ask yourself the following questions to ensure that you will be able to present a strong argument: y y y y Is it a real issue, with genuine controversy and uncertainty? Can you distinctly identify two positions? Are you personally interested in advocating one of these positions? Is the issue narrow enough to be manageable?

Analysing an issue and developing an argument Once your topic is selected, you should do some research on the subject matter. While you may already have an opinion on your topic and an idea about which side of the argument you want to take, you need to ensure that your position is well supported. Listing out the pros and cons of the topic will help you examine your ability to support your counterclaims, along with a list of supporting evidence for both sides. Supporting evidence includes the following: y y y y Factual knowledge – information that is verifiable and agreed upon by almost everyone. Statistical inferences – interpretation and examples of an accumulation of facts. Informed opinion – opinion developed through research and/or expertise of the claim. Personal testimony – personal experience related by a knowledgeable party.

Once you have made your pros and cons list, compare the information side by side. Considering your audience, as well as your own viewpoint, choose the position you will take.
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In considering the audience, ask yourself the following questions: y y y y y Who is your audience? What

do they believe? Where do they stand on the issue? How are their interests involved? What evidence is likely to be effective with them?

In determining your viewpoint, ask yourself the following: y y y y Is your topic interesting? Can you manage the material within the specifications set by the instructor? Does your topic assert something specific and propose a plan of action? Do you have enough material to support your opinion?

Organisation Your introduction should lead up to a proposal that organises the rest of your paper. There are three advantages to leading with the proposal: 1. The audience knows where you stand. 2. The proposal is located in the two strongest places, first and last. 3. It is the most common form of academic argument used. Below is a generic sample outline for a position paper: I INTRODUCTION ___A. ___B. ___C. II Introduce the topic Provide background on the topic Assert the thesis (your view of the issue)

COUNTER ARGUMENT ___A. ___B. ___C. ___D. Summarise the counterclaims Provide supporting information for counterclaims Refute the counterclaims GIVE EVIDENCE FOR ARGUMENT

III YOUR ARGUMENT ___A. Assert point #1 of your claims _____1. Give your opinion _____2. Provide support
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___B.

Assert point #2 of your claims _____1. Give your opinion _____2. Provide support

___C.

Assert point #3 of your claims _____1. Give your opinion _____2. Provide support

IV. CONCLUSION ___A. ___B.
Source: UHWO (1998)

Restate your argument Provide a plan of action

Reprinted with the permission of UHWO Writing Center (c) 1998
FEEDBACK TO ASSESSMENT 

QUESTION
The guidelines above provide a clear indication of the technical requirements of a position paper. You can also use these guidelines to assess your own position paper. For your position paper you will have to do some research on corporate citizenship. There are a lot of articles and books available. Through the research you have to firstly determine why corporate citizenship is important or not (depending on which position you want to take). You have to find examples and research to support your position and make a strong conclusion. You may find this task daunting but remember practice makes perfect. Besides, who knows, maybe this position paper could form part of one of your assignments for this paper!
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TOPIC 2
BUILDING BLOCKS OF STRATEGIC PLANNING
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Study Unit 2.1
Strategic direction
1. INTRODUCTION

Organisations should have a clear picture of their future as it may be profoundly different from their current realities. Employees and managers throughout the organisation must be striving for common goals and objectives. By specifying desired results, it becomes easier to move towards them. If no strategic direction is set, no one will know what the organisation is striving to accomplish or have any idea of what to work towards. This strategic direction should be communicated to all the stakeholders inside and outside the organisation. This study unit looks at the different methods to set strategic direction. Setting strategic direction is the starting point of a strategic management approach.

1.1

Aim of this study unit

The aim of this

study unit is to offer you an understanding of the importance of strategic direction and how it impacts on the whole strategic management process. It also aims to give you insight into the different tools used to set strategic direction and how you can apply this knowledge in your own organisation or an organisation that you are familiar with. The impact of the stakeholders on the strategic direction of the organisation and how the strategic direction impacts on the stakeholders will also be discussed.

1.2

Learning outcome

In this study unit, we focus on the following outcome: LEARNING OUTCOME
To conceptualise the building blocks of strategic management and the interrelationship of the various building blocks. To achieve this learning outcome, you must be able to identify, analyse and apply the building block of setting strategic direction.
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1.3
y y y y y

Contents

This study unit addresses the following: Strategic direction Strategic intent, vision and mission Components of a mission statement Stakeholders Process to formulate strategic direction

1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit: KEY CONCEPTS
y y y y y y y Components of a mission statement Mission statement Stakeholder claims and expectations Stakeholders Strategic direction Strategic intent Vision

2.

STRATEGIC DIRECTION
READ
Read section 3.1 in Louw and Venter (2010).

According to Louw and Venter (2010) an organisation’s strategic direction informs and shapes how an organisation defines

itself and where it finds its unique strategic advantage. It requires organisations to ask themselves, “What is it we are all about? Many academic books do not discuss this topic under a separate heading but rather consider it implied within a company’s vision, mission, strategic intent, and/or longterm objectives/goals. Johnson, Scholes and Whittington (2005:565) refer to strategic direction as the intended strategy of an organisation. According to them, intended strategy is an expression of desired strategic direction deliberately formulated or planned by managers. Hitt, Ireland and Hoskisson (2007) state that determining the strategic direction of a firm involves developing a long-term vision of the firm’s strategic intent.
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Let’s look at how Massmart express their strategic direction: READ Mission Massmart is a South African-based globally competitive regional management group, invested in a portfolio of differentiated, complementary, focused wholesale and retail formats, each reliant on high volumes and operational excellence as the foundation of price leadership, in the distribution of mainly branded consumer goods for cash. The Group actively seeks the continual improvement of performance in the portfolio and its parts, through strategic and structural clarity, high market shares, excellent management, principle-driven ethical leadership, cost-effective technology and the sharing or agglomeration of capabilities, knowledge, resources, influence and information. To this end, thought leadership, individual and collective performance, and collaboration throughout the Group 

are appropriately rewarded, with executive management incentivised predominantly on Group performance. Vision Customers will regard Massmart’s wholesale and retail formats as their first choice when buying those categories of merchandise offered by the formats. Suppliers will regard Massmart as a valued partner in accessing and understanding their end consumers. Career retailers will regard Massmart as the preferred employer in the distribution industry. Investors will regard Massmart as a portfolio rendering superior growth and total returns at relatively lower risk than alternative wholesale and retail investments. The community will regard Massmart as a sensitive, caring, trustworthy, South African corporation. Values We value diversity, dignity and respect, integrity and trust, stewardship and accountability and entrepreneurship. Strategic Intent To be considered a leader by all stakeholders in our chosen markets.

Source: Massmart (2010)
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The above excerpt indicates the key drivers of Massmart’s strategic direction and includes their mission, vision, values and strategic intent. To illustrate that strategic management is not only practised in the for-profit organisations, but also in non-profit organisations, we have included the statement of strategic direction of Nelson Mandela Children’s Fund:

Vision Nelson Mandela Children’s Fund strives to change the way society treats its children and youth. Mission In the pursuit of its vision and in order to ensure that the legacy of its Founder, Nelson Mandela is secured in perpetuity, Nelson Mandela Children’s Fund

will: y Develop partnerships and initiate programmes which empower and improve the wellbeing of children and youth y Promote the rights of children and youth through the influence of public policy and social awareness y Sustain these initiatives through the development of a sound financial and knowledge support base Guiding Principles Nelson Mandela Children’s Fund’s target beneficiaries are children and youth from birth to 22 years of age who come from impoverished backgrounds. To maximise the positive impact of our resources, the Fund works closely with fellow development organisations, government, the private sector and other interested parties. The following values and principles guide the establishment of our partnerships with organisations that: Position their ultimate goal as poverty eradication, and not just the amelioration of the difficult circumstances that the target beneficiaries find themselves in
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y Possess holistic and integrated approaches to the challenges confronting children. These strategies should recognise that children are an integral part of families and communities. The wellbeing of children cannot be isolated from that of their environment y Facilitate the participation of the Nelson Mandela Children’s Fund’s target group in the planning and implementation of projects and programmes. This means finding cost effective ways of involving children, youth and their communities in decision-making y As a primary requisite, empower communities to take responsibility for their decisions to facilitate change through their work, of societal norms and practices that

force children to focus only on their basic needs. The absence of hunger, abuse, exploitation and homelessness are basic conditions that all children should enjoy. The programmes of the Nelson Mandela Children’s Fund’s partners should enhance the rights of children to reach their full potential y Promote best practice, encourage professionalism, and be oriented towards achieving measurable results

Reflection
It is clear from the text and case examples that strategic direction is concerned with future position and is expressed by a combination of different statements. Which statements do we use to express strategic direction?

FEEDBACK ON REFLECTION
We use statements of vision, mission, strategic intent and values to express strategic direction. In the next section, we will look at the different management tools that can be used to set strategic direction.

3.
3.1

STRATEGIC INTENT, VISION AND MISSION
Strategic intent
STUDY
Study section 3.2 in Louw and Venter (2010).
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KEY CONCEPTS
Strategic intent is considered an overall stretch goal that gives a sense of direction and purpose to the members of the organisation. It is essentially concerned with the direction in which an organisation wants to go, the type of organisation it aspires to be and how it proposes to get there.

If formulated correctly, strategic intent captures the essence of winning, setting out a 10 to 20 year quest for global leadership (Louw and Venter 2010). Thompson, Strickland and Gamble (2010:36) state that a company exhibits strategic intent when it relentlessly pursues an ambitious

strategic objective, concentrating the full force of its resources and competitive actions on achieving that objective. Recommended reading To investigate the roots of strategic intent we recommend that you read: Hamel, G & Prahalad, CK. 1989. Strategic intent. Harvard Business Review 67 (3): 63–78. Hamel, G & Prahalad, CK. 1993. Strategy as stretch and leverage. Harvard Business Review (March-April): 75–85.

3.2

Vision
STUDY
Study section 3.3 in Louw and Venter (2010). Study section 6.1 in Thompson and Martin (2010).

Thompson, Strickland and Gamble (2010:25) indicate that a strategic vision describes the route a company intends to take in developing and strengthening its business. It lays out the company’s strategic course in preparing for the future. A vision statement should therefore answer questions about the organisation’s identity such as who you are, where you are headed or going and what are guiding values? (Louw and Venter 2010).

70

STUDY What is a vision statement? We have summarised the views of an organisation’s vision from additional authors. We suggest that you compare these views with the content of your prescribed book to identify the common theme. A vision is often described as a goal that is “passively inspiring, overarching and long-term”. It represents a destination that is driven by and evokes passion (Dess, Lumpkin & Taylor 2005:26). A vision is the desired future state of the organisation. It is an aspiration around which a strategist might seek to focus the attention and energies of members of the organisation (Johnson, Scholes & Whittington

2005:13). Lynch (2006:9) describes a vision as the ability to move the organisation forward in a significant way beyond the current environment. It is a challenging and imaginative picture of the future role and objectives of an organisation, significantly going beyond its current and competitive position (Lynch 2006:351). A vision is a simple statement or understanding of what the organisation will be in the future (Carpenter & Sanders 2007:39). Pearce and Robinson (2009:37) define a vision as a statement that presents an organisation’s strategic intent designed to focus the energies and resources of the organisation on achieving a desirable future.

STUDY
Thompson et al (2010) identified characteristics of effective worded vision statements as well as common shortcomings in company vision statements. We suggest that you keep these characteristics handy when asked to evaluate or formulate a vision statement.
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Table 2.1 Characteristics of an effectively worded vision statement Graphical Paints a picture of the kind of company that management is trying to create and the market position(s) the company is striving to stake out. Is forward-looking; describes the strategic course that management has charted and the kinds of product/market/technology changes that will help the company prepare the future. Is specific enough to provide managers with guidance in making decisions and allocating resources. Is not a once-and-for-all-time statement – the directional course that management charted may have to be adjusted as product/ market/ customer/technology circumstances 

change. Is within the realm of what the company can reasonably expect to achieve in due time. Indicates why the direction makes good business sense and is in the long-term interests of stakeholders.

Directional

Focused Flexible

Feasible Desirable

Easy to commu- Is explainable in five to ten minutes and, ideally, can be reduced nicate to a simple, memorable slogan.
Source: Thompson, Strickland and Gamble (2010:26)

Table 2.2 Common shortcomings in company vision statements Vague incomplete or Short on specifics about where the company is headed or what the company is doing to prepare for the future.

Not forward-look- Doesn’t indicate whether or how management intends to alter ing the company’s current product/market/customer/technology focus. Too broad So inclusive that the company could head in almost any direction, pursues almost any opportunity, or enters almost any business.

Bland or uninspir- Lacks the power to motivate company personnel or inspire ing shareholder confidence about the company’s direction or future prospects. Not distinctive Provides no unique company identity; could apply to companies in any of several industries.
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Too reliant superlatives

on Doesn’t say anything specific about the company’s strategic course beyond the pursuit of such lofty accolades as best, most successful, recognised leader, global or worldwide leader, or first choice of customers.

Source: Thompson, Strickland and Gamble (2010:26)

Recommended reading To learn more about vision statements we suggest that you read the following articles: Collins, JC& Porras, JI.

1996. Building your company’s vision. Harvard Business Review 74 (5): 65–77. Kilpatrick, A & Silverman, L. 2005. The power of vision. Strategy & Leadership 33 (2): 24–26. Louw and Venter (2010) refer to the characteristics of a vision. We suggest you make a note of these characteristics and keep it handy when asked to evaluate or formulate a vision statement. Activity 2.1
Use the vision statement of your own organisation, or an organisation that you are familiar with, and determine if it contains the characteristics mentioned by Thompson et al (2010). Louw and Venter (2010) also expound on the categories that organisations should consider when formulating a vision. A vision plays a significant role in strategic management. It requires creativity to formulate the vision and it should be challenging and future-oriented. It has great power in motivating and energising staff and management, but can only be successful if the rest of the organisation is closely aligned to it.

The following section will cover the third management tool that can be used in setting strategic direction: the mission statement.

3.3

Mission
STUDY
Study sections 1.5 and 6.1 in Thompson and Martin (2010). Study sections 3.4 in Louw and Venter (2010).

The mission statement deals with the existing/current reality. It is also called a purpose statement and has four focus areas: the core purpose, the organisation’s core strategy
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in terms of the nature of its business, its values, beliefs and moral principles and lastly, its behaviour standards and culture. Essentially, a mission statement answers

the question, “What business are we in?” or “What is our business?”

3.3.1 Characteristics of a good mission statement
Louw and Venter (2010) provide a comprehensive overview into the issues involved in developing a useful mission whilst Thompson and Martin (2010) indicate how a mission statement interrelate hierarchically with strategy, objectives and tactics in the context of intended and emergent strategy creation. The following section on the components of a mission statement links directly with the characteristics of a good mission statement.

3.3.2 Components of a mission statement
STUDY
According to Pearce and Robinson (2009), a mission statement deals with three core components: y y y Product/service Market Technology

The organisation attempts to set itself apart from similar organisations by being unique in terms of one or more of the above. This uniqueness should give the organisation a competitive advantage that is difficult to emulate. The mission statement also covers other components in order to ensure unanimity of purpose within the organisation. Pearce and Robinson (2009:27–36) mention the following additional components of a mission statement: y y y y y y Profitability, growth and survival Organisation philosophy Public image Self-concept of the organisation Customers Quality

The three core components describe the organisation’s business activity. Technology, as a core component, refers to the method, ie how the mission will be attained. Profitability, growth and survival are the economic goals that guide the strategic direction of the organisation. The

organisation philosophy is also referred to as the organisation’s creed and it reflects the basic beliefs, values, aspirations and philosophical priorities to which strategic decision makers are committed for managing the organisation. The public
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image component refers to the way that the organisation wants the public to see it. Thus, it is used to instil a positive image of itself. The self-concept of the organisation refers to the organisation’s ability to know itself, ie be aware of its own strengths and weaknesses. In most cases, a description of an organisation’s self-concept is not included in the mission statement. One of the latest trends for organisations is to specifically mention their customers in the mission statement and the quality of their product or service. We suggest you evaluate the mission statement of your organisation, or an organisation that you are familiar with, to see if it contains the above components. Recommended reading For more information on mission statements, we recommend that you read: Bart, CK, Bontis, N & Taggar, S. 2001. A model of the impact of mission statements on firm performance. Management Decision 39 (1): 19–35. Bartkus, B, Glassman, M & McAfree, B. 2006. Mission statement: quality and financial performance. European Management Journal 24 (1): 86–94. Covin, JG, Slevin, DP & Schultz, R.L. 1994. Implementing strategic missions: effective strategic, structural and tactical choices. Journal of Management Studies 31 (4): 481–505. Krattenmaker, T. 2002. Write a mission statement that your company is willing to live. Harvard Management Communication

Letter 5(3): 1–4. Sidhu, J. 2003. Mission statements: Is it time to shelve them? European Management Journal 21 (4): 439–446. Activity 2.2
Evaluate the following mission statement in terms of the components of a mission statement:

Mission Statement – Bell Equipment At Bell we have learnt that by valuing the contribution of every one of our people, we have been able to grow. That everyone on the team can and does make a difference. Our customers will receive quality in everything we do. The commitment to our customers distinguishes Bell Excellence. It is a continuous process of achieving improvements which result in equitable attainment of customer, suppliers, shareholders and employee expectations. All our activities are conducted in a spirit of fairness, honesty and integrity. Bell products fulfil haulage and materials handling needs across many industries.
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We design and manufacture products to fulfil the needs of our customers. Through listening we are able to produce innovative equipment that matches their needs. We will continue to expand our international distribution. We are proud of our heritage and will provide opportunities for all our people in a safe and healthy environment worldwide.
Source: Bell Equipment

Feedback
Table 2.3 An evaluation of Bell Equipment’s mission statement

Mission component Product Market Technology

Bell Equipment “Bell Equipment’s products fulfil haulage and materials handling needs across many industries” “across many industries”; “international distribution” “Through listening we are able to produce innovative

equipment that matches their needs”. Keep in mind that technology refers to the “how” of the mission statement. Bell Equipment will achieve the mission through listening.

Survival, growth This component is not dealt with in detail, but one can argue that and profitability the statement “continue to expand” refers to the future survival of Bell Equipment. “we will continue to expand our international distribution” Company philo- “our activities are conducted in a spirit of fairness, honesty and sophy integrity” Public image Company concept “Bell Excellence” can refer to the image that Bell Equipment wants to maintain – excellence associated with Bell Equipment.

self- This refers to the company’s distinctive competence or major competitive advantage. This component is dealt with to a limited extent in the Bell Equipment mission statement. The commitment to their customers distinguishes Bell Excellence and “by valuing the contribution of every one of our people, we have been able to grow”; “We are proud of our heritage and will provide opportunities for all our people in a safe and healthy environment worldwide”. Bell Equipment withstood tough times as result of committed workers and because of the fact that this is a family business.
/continued ...
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Mission component

Bell Equipment

Customers, qual- “Our customers will receive quality in everything we do”; “The ity and vision commitment to our customers distinguishes Bell Excellence”; “We design and manufacture products to fulfil the needs of our customers. Through listening, we are able to produce innovative equipment

that matches their needs”.

FEEDBACK ON ACTIVITY 2.2
Our evaluation of Bell Equipment mission statement is summarised in the table above. We suggest you use our answer to review your answer to this activity.

3.3.3 Stakeholders
STUDY
Study section 6.2 (stakeholder theory) and 7.1 in Thompson and Martin (2010). Study section 2.6 in Louw and Venter (2010).

Thompson and Martin (2010:75, 78) explain the importance of considering stakeholders in strategic decisions. It is important that organisations identify their key stakeholders and explicitly state the key responsibilities towards them. These responsibilities should be taken into consideration in the mission formulation process. If an organisation directly addresses its stakeholders, it ensures that the company earns the support of its stakeholders. According to Louw and Venter (2010) a company’s stakeholders can be divided into primary and secondary stakeholders. Primary stakeholders are those whose continuing participation is vital to the corporation, or those who have direct and well-established legal claims on a corporation’s resources, for example shareholders, creditors, employees and government. Secondary stakeholders are those groups that are affected by the corporation but not essential to its survival, or that do not have legal claims but rather rely on non-binding or ethical obligations. The concept of stakeholders is a fundamental element of the King reports on corporate governance in South Africa and, Louw and Venter (2010) illustrate how this concept relates to both corporate governance and corporate citizenship.

Thompson and Martin (2010) consider stakeholders from different perspectives. In chapter 2, for example, they investigate the influence of external stakeholders; in chapter 6 they consider stakeholder theory and in chapter 7 they use stakeholders to measure the degree of organisational success as they argue that an organisation is only successful if it is meeting the needs and expectations of its stakeholders.
77 STRBESC/1

KEY CONCEPTS
Stakeholders are the individuals and groups who can affect, and are affected by, the strategic outcomes achieved and who have enforceable claims on an organisation’s performance (Hill et al 2008). Carroll and Buchholtz (2000:74) suggest five major questions that must be asked if an organisation is to capture the essential information it needs for stakeholder management: 1. 2. 3. 4. 5. Who are our stakeholders? What are our stakeholders’ stakes? What opportunities and challenges do our stakeholders present to our organisation? What responsibilities (economic, legal, ethical and philanthropic) does our organisation have to its stakeholders? What strategies or actions should our firm take to best manage stakeholder challenges and opportunities?

Khoza and Adam (2005:45) say that any organisation is the sum of its stakeholders. While all have a common interest in the organisation’s success, stakeholders have different perspectives on the organisation, each looking to take something different out of it. All have an ability to influence that success. It is not easy, and sometimes not practical, to engage with stakeholders because their claims and expectations

may be conflicting. For example, should a company fail to deliver a return on their investment, investors will take their capital elsewhere for a better return. An employee’s focus might be on job stability, personal prospects and a fair wage. To the extent that these rewards do not materialise, the employee’s motivation- and hence productivity levels - will probably drop; depending on the job market, the employee may simply leave for new pastures. Customers are motivated by a good product or service at a fair price. In a competitive market, the failure to deliver means that the organisation is at very real risk of losing a customer. Fewer customers generally mean a reduced revenue stream. Thus, striking a balance between conflicting stakeholder interests is a fundamental challenge for any board of directors. The following steps are recommended to incorporate stakeholders’ conflicting claims:
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Figure 2.1 Reconciling conflicting stakeholder claims

Accommodating the claims of all stakeholder groups complicates strategic decisions. In the past when the shareholder was considered the most important stakeholder, strategic decisions were relatively simple. The strategic decision only had to make sure that the shareholders got a maximum return on their investment. However, the modern strategic manager has to deal with the conflicting claims of different stakeholders, which makes strategic decisions very complex. Recommended reading The following articles provides greater insight into the concept of stakeholders: Currie, RR, Seaton, S & Wesley, F. 2009. Determining stakeholders 

for feasibility analysis. Tourism Research 36 (1):41–63. Jepsen, AL & Eskerod, P. 2009. Stakeholder analysis in projects: challenges in using current guidelines in the real world. International Journal of Project Management 27 (4):335–343.

79

STRBESC/1

Activity 2.3
Read the following excerpt from Carroll and Buchholtz (2000:74) and identify the stakeholders:

Stakeholder identification: the case of Nestlé Nestlé SA is the Swiss conglomerate that at one time dominated the marketing of infant formula in the Third World, or less-developed countries. Other companies also marketed infant formula in the LDCs, but Nestlé was the major company. Beginning in about 1970, Nestlé became involved in a controversy over the morality of selling any infant formula in the Third World and of using specific promotional and marketing techniques considered immoral by some. The basic allegation against Nestlé and the others was that in these Third World countries, infant formula was likely to be misused and therefore might lead to malnutrition, diarrhoea and death. Also, it was claimed that Nestlé’s aggressive marketing tactics encouraged women to choose bottle feeding, thus resulting in a decline in breastfeeding, which is safer and healthier, particularly in the Third World. Poor sanitation, impure water, inadequacy of water supplies, and inability to read, comprehend and follow directions resulted in disease and malnutrition. Mothers who were poor (and most are in these countries) tried to save money and thus overdiluted the infant formula to make it last longer. Nestlé fought critics for years 

and its array of stakeholder groups became numerous.

Feedback on activity 2.3
How many of the following stakeholders did you identify? y y y y y y y y y Nestlé employees Nestlé management Retail traders General public World Health Organisation or UNICEF Governments of developing (Third World) countries The customers in the developing countries The communities in the developing countries The suppliers or intermediaries who are responsible for delivering the formula to the developing countries

If you did not identify a specific group, we suggest that you read through the case again and specifically try to identify the groups that you missed. We also suggest that you take your analysis one step further and try to identify what each of these stakeholder groups want, ie their legitimate claims.
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4.

OPERATIONAL ISSUES RELATED TO STRATEGIC DIRECTION
STUDY
Study sections 3.7, 3.8 and 3.9 in Louw and Venter (2010).

Louw and Venter (2010) establish that there are various strategic and financial benefits associated with clear strategic formulation but they also caution that if the strategic direction is not translated into operational objectives the various statements are worth less than the paper it is printed on. In order to address the most prominent challenges they recommend the use of additional strategic tools, such as the balance scorecard, to realise the shared conception of the future. We will return to this topic again in topic 4 but we strongly advise you to familiarise yourself with this tool and the processes used to align strategic direction with short-term actions.

5.

SUMMARY

This

topic looked at the setting of strategic direction. The concept is future-oriented and describes the end destination of the organisation. Strategic direction which comprises strategic direction and a vision and mission statement. There are clear differences between visions and missions – a vision statement answers the question: “What do we want to become?”, whereas a mission statement answers the question: “What is our business?” We also considered the role of stakeholders in the strategic direction of an organisation and explained the importance of addressing their needs to ensure long-term sustainability of the organisation. Strategic direction is the first step in the strategic management process – the organisation and its management must know what they are working towards. This forms the foundation for further strategic decisions. We have also found that there are discrepancies between the theory and practice, but are now able to meaningfully comment on these differences.

6.

ASSESSMENT QUESTIONS
You need to monitor your progress at the end of each study unit. It is time to assess your understanding of the strategic direction by answering the following questions: 1. Explain what the concept of strategic direction entails. 2. Critically evaluate the following two statements and explain which one is an example of a vision statement and which one is an example of a mission statement. You need to substantiate your answer.
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Statement 1: City Lodge We will be recognised as the preferred Southern African hotel group. Through dedicated

leadership and teamwork we will demonstrate our consistent commitment to delivering caring service with style and grace. We will constantly enhance our Guest experience through our passionate people, ongoing innovation and leading edge technology. Our integrity, values and ongoing investment in our people and hotels will provide exceptional returns to stakeholders and ensure continued, sustainable growth.
Source: City Lodge

Statement 2: Idwala Industrial Holdings To be a world class supplier of industrial minerals, lime, associated products and services in sub-Saharan Africa. Growing the business responsibly through investing in our people, cost leadership, revenue growth and superior relationships with all stakeholders.
Source: Idwala Industrial Holdings

3. Evaluate the mission statement of Toyota South Africa (Toyota SA) in terms of the components of a mission statement. y y y y y y y Toyota SA is dedicated and committed to: Supplying the range of vehicles, parts, accessories and services to meet the requirements of the South African and export markets that it services. Ensuring that products are of outstanding quality, value for money and instill pride of ownership. Developing and maintaining a dealer network which will provide superior service and excellence in customer care. Fair and progressive employment practices and the development, in accordance with the Company’s requirements, of the skills and potential of all its employees. The social, educational and economic development, where appropriate, of the communities in which it operates. Keeping abreast of international best

practices relating to vehicle manufacturing, distribution and information technologies.

In meeting these commitments, Toyota SA has to generate sustainable returns on investments which will reward shareholders and secure funding for the company’s continued growth.
Source: Toyota SA

4. Comment on the extent to which the stakeholder claims have been addressed in the mission statement of Massmart. Massmart’s mission describes the assets and competencies necessary for strategic success. Massmart is a South African-based international, management group, invested in a portfolio of differentiated, complementary, focused wholesale and retail formats, each reliant on high volumes and operational excellence as the foun-
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dation of price leadership, in the distribution of mainly branded consumer goods for cash. The Group actively seeks the continual improvement of performance in the portfolio and its parts, through strategic and structural clarity, high market shares, excellent management, principle-driven ethical leadership, cost-effective technology and the sharing or agglomeration of capabilities, knowledge, resources, influence and information. To this end, though leadership, individual and collective performance, and collaboration throughout the Group are appropriately rewarded, with executive management incentivised predominantly on Group performance.
Source: Massmart

FEEDBACK TO ASSESSMENT QUESTIONS
For the first question, you were required to explain what strategic direction entails. In answering this question, you should contextualise strategic direction in terms of 

the whole strategic management process, ie explain its position. Your discussion should also briefly mention the approaches or management tools that are used in setting strategic direction. The second question required you to evaluate the two statements. Your knowledge is tested in your ability to use the theoretical definitions of vision and mission statements to judge these two statements. For example, which statement has the characteristics of a mission (ie deals with the current reality) or which statement deals with the dream of the organisation? In answering this question, you also have to differentiate between vision and mission statements. This means that you have to describe the differences between these two statements. The third question asked you to evaluate the mission statement of Toyota SA. The most suitable approach is to draw a table that lists the different components and then tick off which components are addressed. You were asked to evaluate a mission statement; thus it is very important that you draw a clear conclusion of the result of your evaluation. It is also important to comment on the components that were not included and suggest possible changes to reformulate the mission statement. The last question dealt with stakeholder claims. It is important that you firstly define stakeholder and then identify the different stakeholder groups. Your next step should be to explain the expectations of each stakeholder group. Lastly, you would identify the stakeholders mentioned in Massmart’s mission statement and evaluate the extent to which their claims were met.

Reflection
We

suggest you take some time to think about your learning experience to date. What did you know about vision and mission statements before you started this topic? What do you know now? How does your learning experience impact on your perspective of the business environment? How did your learning experience on stakeholders change your mindset about your own organisation or an organisation that you are familiar with?
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We suggest you write brief reflective notes in the space below. When you start your examination preparation, these notes will trigger some of the knowledge that you have gained, but stored away to deal with other topics.
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PREAMBLE TO STUDY UNIT 2.2 AND 2.3
In the next two study units we will consider the role and importance of internal and external environmental analysis in supporting strategic decision-making. We can however not commence with these topics without recognising the importance of having an infrastructure in place to support strategic decision-making. STUDY
Study chapter 4 in Louw and Venter (2010).

According to Louw and Venter (2010) infrastructure, in a best case scenario, should comprise a complex network of people, processes and technology that processes intelligence and presents it in a form that adds value by supporting management decision-making. Remember we said best case scenario and we are yet to see such a practical example. We do however agree that there is much merit in identifying strategic decision enablers with the vision to build and improve decision-making infrastructure. In chapter 4 of Louw and Venter (2010)

the authors distinguish between different strategic decision enablers required to not only gather the required information but also processes used to turn mere data into valuable information. This chapter should be study in conjunction with study units 2.2 and 2.3.
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Study Unit 2.2
Internal environmental analysis
1. INTRODUCTION

Once an organisation knows where it is going (its strategic direction), it needs to look inside itself to identify the factors that will contribute or prevent them from reaching that desired end destination. An organisation’s internal environment is analysed to identify the company’s strengths and weaknesses. These can be found in the organisation’s resources, capabilities, culture, leadership style, business orientation, structure, products and/or services, or its business processes.

1.1

Aim of this study unit

The aim of this study unit is to familiarise you with the different approaches to analyse the internal environment. It will guide you in identifying the strengths and weaknesses and show you how this information will be used in the strategic management process.

1.2

Learning outcome

In this study unit, we focus on the following outcome: LEARNING OUTCOME
To conceptualise the building blocks of strategic management and the interrelationship of the various building blocks. To achieve this learning outcome, you must be able to identify, analyse and apply the building block of internal environmental analysis.

1.3
y y y y y y

Contents

This study unit addresses the following: The composition of the environment

The rationale for assessing the environment Resource-based view Value chain analysis Meaningful comparisons Financial ratio analysis
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1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit: KEY CONCEPTS
y y y y y y y y y y y y y y y y Activity ratios Benchmarking Company profile Financial ratios Functional analysis Industry environment Intangible assets Internal environment Leverage ratios Liquidity ratios Macro environment Operating environment Opportunities Organisational capabilities Organisational profile Primary activities y y y y y y y y y y y y y y y y Proactive Profitability ratios Reactive Resource-based view Secondary activities Strategic architecture Strategic thinking Strengths SWOT analysis Synergy Tangible assets Threats Value chain Value chain analysis Weaknesses Yardsticks

2.

STRATEGIC THINKING, ENVIRONMENTAL INFLUENCES AND SYNERGY
STUDY
Study sections 2.2, 2.3 and 2.8 in Thompson and Martin (2005).

This chapter emphasises why it is important for an organisation to match, exploit and change the linkages between resource competency and environmental opportunity. In essence, this means that the organisation should use its resources and capabilities to exploit the opportunities in the external environment. We know that the organisation is an open system that consists of subsystems and operates within a changing environment. The relationship between the organisation and the environment in which it operates is interdependent. The changes in the external environment present opportunities

or threats and the organisation needs to be aware of its internal strengths and weaknesses to adapt to these changes by making strategic choices. Organisational learning is about embracing learning from the past, being aware of existing competencies and having insight into likely future trends.
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Figure 2.3 in Thompson and Martin (2010:71) depicts organisational learning, and explains what organisational learning entails. This chapter also refers to scenario building and benchmarking. Strategic thinking will be very limited and unimaginative if there is no clear and communicated vision and an absence of employees who are willing to engage the future and look for change opportunities. The last part of this chapter deals with synergy. This concept would have been covered in your undergraduate studies. Can you remember what synergy is? The easiest definition is 2 + 2 = 5. Why is synergy important in strategic management? Ansoff (Thompson & Martin 2010:72) argues that resources should be combined and managed in such a way that the benefits which accrue exceed those which would result if the parts were kept separate. This chapter describes the four key elements which must come together if potential synergy is to be achieved: effective leadership, facilitative structure, supportive systems and appropriate rewards.

2.1

Internal environmental analysis
READ
Read section 7.1 in Louw and Venter (2010). Read section 2.8 in Thompson and Martin (2010).

From your undergraduate studies, you know that the organisation’s strengths and weaknesses are found in the

internal environment. When we look at the internal environment, we need to think of the variables found inside the organisation, for example, the organisational structure, resources, assets, employees, mission, vision and the board of directors. This environment is often referred to as the microenvironment and it is controllable through management decision making and action. An organisation needs to be aware of its strengths and weaknesses and these are identified through an internal environmental analysis. Strategic managers cannot choose a specific strategic direction if they are not aware of the organisation’s capabilities or lack of capabilities. Neither can they choose a strategy if they do not know what assets the organisation has and does not have.
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KEY CONCEPTS
A strength is a resource or a capability that the organisation has which is an advantage relative to what competitors have. A weakness refers to a lack or shortage of a resource which represents a relative disadvantage to an organisation in comparison to what competitors have.

There are different approaches to analyse the internal environment. These should not be seen as opposing approaches, but rather as complementary ones. The most popular strategic management tools used to analyse an organisation’s internal environment is the resource-based view, value chain and functional approach analysis. All of these tools aim to identify strengths and weaknesses within a company’s internal environment. We use the findings in strategic management to improve the areas in which weaknesses were identified and to exploit the

organisational strengths. The end goal is thus the same but the scope of the analysis is different, essentially: y The resource-based view analysis identifies resources and capabilities and determines whether its competitive power in the marketplace is strong or weak. y The value chain analysis is an analysis of the activities undertaken in the course of designing, producing, marketing, delivering and supporting its product or service. Results are then used  to benchmark a company’s value chain activities against competitors to determine whether or not the company is competitive. y The functional approach considers specialised expertise in different areas, ie human resources, marketing, production, finance, etc. Again this is done to build on and learn from strengths and to address weaknesses (appointing new staff, training, obtaining new technology and so on). We will now discuss each of the analysis tools in more detail.

2.1.1 Resource-based view
STUDY
Study sections 3 (introduction), 3.1, 3.2, 3.3, 3.5 and 3.9 in Thompson and Martin (2010). Study sections 7.2 and 7.3 in Louw and Venter (2010).

Today, we place an increasing emphasis on the role of resources and capabilities as the basis for strategy. The reason for this is twofold, one being that the industry environment is becoming more unstable and as a result more-and-more companies use internal resources and capabilities as a basis for formulating strategy rather than focussing on the external market. Secondly, it has become increasingly apparent that competitive advantage rather than industry attractiveness is the primary

source of superior profitability (Grant 2010).
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The resource-based view is an approach that specifically evaluates the organisation’s resources and capabilities. It is based on the assumption that the organisation’s resources and capabilities are the true source of competitive advantage. When using the resource-based view to conduct an internal environmental analysis, the organisation needs to first identify its resources. Resources can be divided into three categories: y Tangible resources y Intangible resources y Organisational capabilities Table 2.2 Classifying resources
RESOURCES Tangible Financial (cash, securities, borrowing capacity) Physical (plant, equipment, land, mineral reserves) Intangible Technology (patents, copyrights, trade secrets) Reputation (brands, relationships) Culture Human Skills/know-how Capacity for communication and collaboration Motivation

The above table is an excerpt from Grand (2010). It is important to realise that not all resources identified are strategically significant. This means that not all resources are strengths. For example, organisation ABC has a very large staff contingency. Employees are considered a valuable resource. However, the large staff contingency increases the costs of ABC and this directly impacts on its bottom line. It is safe to say that the size of the staff contingency is not a strength, but rather a weakness. However, it is still considered a resource. A resource is valuable if it can meet the customers’ needs better than the resources of the competitor. If a resource is unique, or in short supply, it is more

valuable. When we evaluate the resources of an organisation in terms of their strategic significance or value, the following five factors matter: y y y y y Competitive superiority Barriers to replication Durability Substitutability Appropriability

The following diagram offers guidelines to interpret the profile of an organisation based on the resource-based view:
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Figure 2.2 How to interpret the profile of an organisation based on the resource-based view

Thompson and Martin (2010) refer to strategic architecture that organisations depend upon their people for their competitiveness and success, but they must also work together well and synergistically. People’s natural energies should be focused on managing external demands, not internal rivalry. Thus, success can be enhanced through effective links between the organisation, its suppliers, its distributors and its ultimate customers. Reference is made in both prescribed books to architecture, reputation and innovation. These represent the three ways that organisations can distinguish themselves from competitors. It is emphasised that knowledge of the organisation’s capabilities can help the organisation to develop its capabilities into real bases of competitive advantage.
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Recommended reading For more information on the resource based view you can also read: Galbreath, J. 2005. Which resources matter the most to a firm success? An Exploratory Study of Resource-based Theory. Technovation 25 (9):979–987. Rivard, S & David, LR. 2006. Resource based view and competitive strategy: an integrated model of the

contribution of information technology to firm performance. The Journal of Strategic Information Systems 15 (1):29–50.

Reflection
Consider what you have learned about organisational learning. How does that link with the need for knowledge about the organisation’s capabilities? Why is it important for an organisation or a strategic manager to be aware of the organisation’s resources and capabilities? How does this awareness impact on the strategic management process?

Thompson and Martin (2010) take the resource-based view further by going into more detail of how the resources should be managed. They offer suggestions on human resource strategies, information and information technology. Managing the human and information resources forms part of strategy implementation.

2.1.2 Value chain analysis
STUDY
Study sections 3.6 and 3.7 in Thompson and Martin (2010). Study sections 7.3.2.3 in Louw and Venter (2010).

Every organisation’s basic process is to take inputs from the environment, transform them and then deliver an output. According to Thompson and Martin (2010), competitive advantage stems from the individual and discrete activities that a firm performs. They argue that competitive advantage is created and sustained when an organisation performs the most critical functions (or activities) either more cheaply or better than its competitors. The value chain is a systematic way of studying the direct and support activities undertaken by an organisation. With each activity, value is added. Thus, the value chain sees an organisation as a series of value-adding activities. These

activities can be classified as primary and secondary activities. Louw and Venter have included an example of capabilities in SAB’s value chain (figure 7.4.)
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Pearce and Robinson (2009) provide several steps for conducting a value chain analysis: 1. 2. Identify and classify activities. The first step in performing a value chain analysis is to identify the various primary and secondary activities of an organisation. Allocate costs. The next step in performing a value chain analysis is to try and allocate costs to every activity, as each activity incurs costs and ties up time and assets. Activity-based costing is a method that can be used in this step, but it is important to note that the financial systems of an organisation do not necessarily provide information in the format that activity-based costing requires. Identify the activities that differentiate the organisation. Using value chain analysis will help an organisation to determine the activities that differentiate it from its competitors and serve as sources of competitive advantage. Examine the value chain. The last step of the value chain analysis is to scrutinise the results of the analysis and classify the various activities as strengths or weaknesses of the organisation.

3.

4.

2.1.3 Functional analysis
The functional approach to internal environment assessment is a simplistic approach where the strategic manager analyses each functional area to determine the organisation’s strengths and weaknesses. Each function is broken down into specific smaller segments and each of these segments is then assessed. This is

a relatively simple way of assessing the organisation’s capabilities but unfortunately has major shortcomings. The silo effect is often evident in the final profiling of the organisation. This means that specialist functions operate in isolation without being aware of the impact they have on other functions. The ‘bigger picture’ is absent. STUDY
Study sections 7.3.2.2 in Louw and Venter (2010).

Let’s explore what it means to make meaningful comparisons. When we want to measure our success, we should compare it with something. We may compare our current performance with our performance of the previous year to see whether we have improved. We can even compare our performance over a certain period, with our past performance over another period. We can also compare our performance with that of our competitors. In that way, we will determine just how well or bad we are doing. Another way to make a meaningful comparison is to compare our performance with the industry average.
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Lastly, we can compare our performance with that of the leader in the industry – this is called benchmarking. Organisations change over time. The installation of a new control system in an organisation may impact on the performance of managers for a certain period while they familiarise themselves with the new system. To compare their output with their own results of the past may reflect unnecessarily negatively on their performance. Competitors’ performance standards may not be available due to the confidential nature of some of the information. The competitors’ core competencies may be different from

your own organisation’s core competencies and a comparison may have limited value. Acceptable industry ratios change over time as the industry evolves. Benchmarking can provide useful information on the best practice in performing an activity. However, this requires an organisation to carefully construct its value chain activities in order to compare the different activities in terms of costs and outcomes.

3.

SUMMARY

This study unit dealt with internal environmental analysis, which entails the identification of an organisation’s strengths and weaknesses. Organisations should match their strengths with the opportunities in the environment. It is vitally important for strategic managers to know what the resources of the organisation are and their value. The sources of competitive advantage are identified through internal analysis. In this unit we described the different approaches to internal environmental analysis and explained that these should be used in combination. The following is a mind map for this study unit. Figure 2.3 Mind map of study unit 2.2
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4.

ASSESSMENT QUESTIONS
To monitor your progress, answer the following assessment questions: 1. 2. 3. 4. 5. Explain what the concept of organisational learning entails. Explain what the concept of internal environmental analysis entails. Differentiate between the different approaches to internal environmental analysis. Conduct a resource-based view analysis of an organisation of your choice. Comment on its resource strengths and weaknesses. Conduct a value chain analysis of an organisation of your choice. Interpret

the completed value chain.

FEEDBACK TO ASSESSMENT QUESTIONS
The first question deals with organisational learning which is required to build the future. The effective organisation will synthesise this learning into insightful strategies for dealing with future uncertainties. Organisational learning is described in section 2.2 in Thompson and Martin (2010). The second question deals with the concept of internal environmental analysis. You know that this refers to the internal environment of the organisation and that the analysis is conducted to identify the strengths and weaknesses inside the organisation. There are different variables in the internal environment and these should be analysed by using various approaches. These approaches are the resource-based view, value chain analysis and functional approach. You should describe each approach and explain the differences between them. The key learning point is that these approaches should be used in combination. Questions 4 and 5 are application questions where you need to prove your understanding of the course concepts by applying them to a specific organisation. For question 4, your analysis would start with an identification of the resources of the chosen organisation and an assessment of their value. Question 5 would be a detailed analysis of the activities in the organisation. It is very important that you end question four and five with a conclusion on the organisation’s strengths and weaknesses.
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Study Unit 2.3
External environmental analysis
1. INTRODUCTION

The organisation operates within a changing

environment. These changes present opportunities and threats to the organisation and are beyond the control of a single organisation. Understanding the external environment in order to develop a strategy that an organisation is capable of delivering is crucial to organisation success.

1.1

Aim of this study unit

The aim of this unit is to explain and illustrate how to assess the external environment in which an organisation is operating and to identify and evaluate the extent to which key variables or factors provide opportunities for or threats to the organisation.

1.2

Learning outcome

In this study unit, we focus on the following outcome: LEARNING OUTCOME
To conceptualise the building blocks of strategic management and the interrelationship of the various building blocks. To achieve this learning outcome, you must be able to identify, analyse and apply the building block of external environmental analysis.

1.3
y y y y y y

Contents

This study unit addresses the following: Process for conducting a macro environmental analysis Analysing the macro environment Scenario analysis and forecasting Analysing the industry environment Competition and industry structure Intra-industry analysis
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1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit: KEY CONCEPTS
y y y y y y y y y y y y y y Bargaining power of buyers Bargaining power of suppliers Competitor analysis Competitive intelligence Economic environment E-V-R congruence Forecasting techniques Industry analysis Industry key success

factors Industry life cycle Industry rivalry Industry structure Intra-industry analysis International environment y y y y y y y y y y y y y Market or task environment PEST analysis Political environment Porter’s five forces model Scenario Scenario analysis Scenario planning Socio-cultural environment STEEP factors Strategic groups Technological environment Threat of new entrants Threat of substitute products

2.

ANALYSING THE MACRO ENVIRONMENT
STUDY
Study chapter 5 in Louw and Venter (2010). Study section 5.1 in Thompson and Martin (2010). Study sections 1.1 (E-V-R congruence), 2.4, 2.9, and 2.10 in Thompson and Martin (2010).

The strategic manager and the top management team need to be aware of the environmental forces and changes, and manage the organisation’s resources to take advantage of opportunities and counterthreats. Thompson and Martin (2010) refer to E-V-R (environment-values-resources) congruence. In a changing and unstable environment, the organisation needs to change its strategies to maintain E-V-R congruence. They also discuss the uncertainty, complexity and dynamism of the external environment. Louw and Venter (2010) state that an organisation must scan the environment continuously to identify possible opportunities and threats. In undertaking the environmental scanning, the strategic manager must be aware of the variables within the organisation’s macro environment. Before we continue, we need to clarify two concepts: PEST analysis and STEEP analysis, which are actually acronyms:
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STEEP Socio-cultural Technological Economic Ecological Political

legal

PEST Political Economic Social Technical

You can see that they refer to the same factors; it is just that the order of the factors differs.

2.1

Process for analysing the environment

Louw and Venter (2010) refer to eight basic stages in environmental analysis, which are listed in table 5.3 of the textbook. Hitt et al. (2007) suggest another process. They say that the process for conducting a macro environmental assessment is continuous and consists of four interrelated activities: Scanning: Identifying early signals of environmental changes and trends.

Monitoring: Detecting meaning through ongoing observations of environmental changes and trends. Forecasting: Developing projections of anticipated outcomes based on monitored changes and trends. Assessing: Determining the timing and importance of environmental changes and trends for organisations’ strategies and their management.

2.2

Composition of the macro environment

Table 5.2 in Louw and Venter (2010) lists numerous variables that form part of the macro environment. Their discussion in section 5.2 offers some valuable perspectives of the southern African business environment. Hussey (1998:85–94) states that although the macro environment comprises many variables, the following are major issues to consider when assessing the environment: y Political/legal environment The political/legal environment may be considered as having three parts: existing laws under which organisations operate, laws of amendments to which the public is advised in advance and unannounced new laws and regulations or suspended

clauses of existing laws. This environment also includes political convictions of the country in which the organisation operates and any initiatives from government, or governmentappointed bodies, that may impact on the organisation.
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y Economic environment When assessing the economic environment as part of the macro environment, an effort should be made to first try to relate the results of the organisation to the general progress of the economy. Closely related to the general economic performance is the inflation rate. Other variables in the economic environment include government’s monetary and fiscal policy and interest rates. y Technological environment The technological environment harbours key variables in the environment that can create opportunities or threats for organisations. Technological change has at least two dimensions: firstly change brought about for marketing reasons such as new product development, and secondly changes in processes, production methods and other methods used to produce a product or deliver a service. y Social environment Society is also in a continuous process of change. Some trends are related to different lifestyles. More people work from home and have dual careers. The change from a production economy dominated by male workers to a service economy has meant that there are now more women in the workplace. Jobs have also become unisex in nature; it can no longer be assumed that the managing director of a company and the motor mechanic are male and that nurses are female. y Ecological environment The ecological environment is also referred to

as the natural environment. Organisations need to adapt their manufacturing processes to become more environmentally friendly, recycle used paper and even design the workplace so that it blends with the environment. y International environment The international or global environment is extremely important to include it as one of the subenvironments of the macro environment that should be analysed. Whether they operate locally or internationally, the international environment has an impact on the activities of organisations. The variables such as international laws, human rights, boycott, to mention a few, have become variables that can easily derail even the smallest local organisation. It is important to note that macro environmental analysis has some limitations and pitfalls. The macro environment is extremely complex, and conflicting and contradicting changes could take place at the same time. The pace of change in the macroenvironment is increasing and the uncertainty casts some doubt over the value of carrying out a macro environmental analysis.
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Activity 2.4
Read the Chairman’s report of Shoprite Holdings Limited, which is included at the end of this topic. y y y List all the variables mentioned by Mr Wiese over which Shoprite has no control. Categorise the variables into clusters that have the same logic (eg economic issues or political issues. Indicate which of the variables are considered threats and which are considered opportunities by Shoprite.

2.3

Scenario analysis and forecasting

We know that strategic planning deals with the future. It is often

necessary for a strategic manager to make assumptions or predictions about a particular situation in the future and then plan according to those assumptions. Scenarios are often used in strategic management to explore future possibilities. Scenario and scenario analysis concern the medium- and long-term future and embrace the possibility of real and dramatic change (Louw & Venter 2010). According to Ringland (1998), scenario planning is that part of strategic planning which relates to the tools and technologies for managing the uncertainties of the future. The success of scenario planning as a method of visualising alternative futures in which an organisation may have to operate owes much to Royal Dutch Shell’s use of scenarios to predict the first oil-price shock in 1973. Historically, these scenarios have tended to predict three scenarios: y An optimistic future y The most likely future y A pessimistic future Most recently, the most optimistic scenario has been dropped by many organisations as an alternative, due to the extremely volatile environment in which organisations have to survive. Thompson and Martin (2010) discuss scenario planning and forecasting in sections 2.9 and 2.10. The real test of scenario planning is whether or not it changes how people manage their businesses, not whether the predictions are right.
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The World and South Africa in the 2010s Introduction We live in a world that is constantly evolving, and yet within this evolution history seems intent on repeating itself. This paradox has been driven by our continued use of history as a source of experience

to improve ourselves, but also by our remarkable refusal at times to learn from it. Interestingly, our world has remained relatively predictable in one aspect for the last few centuries. The West has been the dominant force in global politics and economics - a veritable superpower apart from the former Soviet Union. But the game has changed quite dramatically over the last three decades, with the emergence of new, and highly influential, players answering to different rules while tilting the global playing field their way. First it was the re-emergence of Japan, then the arrival of the Asian tigers and now the ascent of China. All in all, we are at a significant moment in the long-time frame of human history because real change is happening literally before our eyes. A future in the 2010s may be very different to the world we are used to; and as such, standard procedures in planning may be invalid. This article examines the global game in the 2010s and constructs a variety of possible outcomes to it. In order to put South Africa into context, we shall consider first the external (global) picture and then the internal (national) one. In so doing, we shall be following the classic methodology of scenario planning which comprises three steps: the rules of the game, the key uncertainties and the possible scenarios that emanate from them. The rules of the game are defined as those propositions that are virtually certain to apply under all scenarios. The key uncertainties are surprises that are lurking in the woods around you. They include shock events that can have a sudden impact on the game;

or gradual threats that increase over time. The scenarios themselves are the possible outcomes to the game. The Global Game We start therefore with the way the global economy might look in the 2010s. The rules of the game The rules of the global game are as follows: 1. The two most populous nations on Earth – China and India – are in the throes of an industrial revolution. Accordingly, about a third of the world’s population is now serious participants in the game and they are consuming a growing fraction of the world’s raw materials. China has limited reserves of raw materials apart from coal, so their game is
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to do deals with all the countries that possess them. India too is in the market for raw materials, although its demand is tempered by a greater focus on services. The overall result is a transformation of the commodities market from one of constant surplus in the last century to one of perennial shortages in this one. Prices of most commodities, including oil, have tripled in the last three years. Even food prices are on their way up. These figures must eventually find their way through to the core inflation rate and raise it. The scramble for resources is heating up just as the ‘race to the bottom’ (Western companies relocating their manufacturing base to ever lower-wage nations) is running out of steam. 2. Simultaneously, there is a shift in the global economic centre of gravity towards the East and away from the traditionally dominant Western economies. The new players are invading traditional economic spaces once occupied by the West by producing better

quality products (Japanese cars) and cheaper goods (Chinese clothes). The West had to reconfigure its competitive spaces by moving into high technology niches and more broadly into services. China’s relationship with Africa is growing. In 2007 half of the US $76 billion bilateral trade between Africa and Asia was with China, fuelled to a large degree by China’s interest in Africa’s vast resources of raw materials. This trade relationship is expected to prosper in line with China’s exponential growth, thereby drawing Africa further into the global playing field. The threat of terrorism will not abate, and so the war on terror will continue all the way through the 2010s. Religious rivalry is one of the most potent forces among mankind. Environmental concerns are gathering momentum.

3.

4.

5.

The key uncertainties The chief uncertainties that could reshape the global game are listed below: 1. 2. 3. 4. 5. A possible US recession [a now reality]. The nature, intensity and extent of acts of terror in the future. The rate and impact of global warming. A possible renewal of the Cold War. The arrival and impact of the next global pandemic.
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The global scenarios On the scenario gameboard designed below, we have chosen globalisation and fragmentation as two opposing forces on the one axis and high/low global economic growth on the other (ranging from 3-5% per annum on the right to 0-3% per annum on the left). This format yields four scenarios.

Basically the world has been in the ‘Long Boom’scenario since the beginning of the 1980s with mild recessions in 1991 and 2001 and

the odd bear stock market temporarily spoiling the party. The boom has been driven by the conversion of most countries to free market economics, as well as the sheer energy of the Eastern newcomers. Microelectronics and all the products it has spawned, ranging from PCs, VCRs and mobile phones to the internet and IT generally, have been propellers of note. A future characteristic of this scenario is that completely new winners will emerge, Africa being an example. With its reputation for being the most mineral-rich continent on Earth, Africa will play an important role in prolonging the ‘Long Boom’. The irony of course is that the total wealth derived from the raw materials rarely finds its way back into Africa. Should, however, beneficiation become a rule of the game in Africa and individual countries become more competitive, they could inspire an ‘African Sunrise’. In that sense, a ‘Long Boom’ scenario requires that countries re-examine their own playing fields, or as we prefer to call it, economic spaces so that they play to their strengths and points of speciality and differentiation.
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So, if we’re in the ‘Long Boom’, why worry? Surely, everything’s fine? Actually, no. Global warming is a reality, as is the spectre of rising inflation caused by supply/demand imbalances in certain essential raw materials (like iron ore). Also, in response to the increased competitiveness inherent in the ‘Long Boom’, these imbalances could come as a measure of protectionism and political tension. This leads us into the second quadrant on the right entitled ‘Divided World’. Indeed,

some experts would maintain that we are now oscillating between a ‘Long Boom’ and a ‘Divided World’, induced by the polarising effect that the current American presidency has had on the world as well as renewed Russian belligerence. Moreover, the antiglobalisation lobby seems to be growing stronger amid signs in countries like Venezuela of a reversion towards old-fashioned socialist policies. Nationalism, especially surrounding the resources countries possess, is also on the up and up. Nevertheless, the momentum of globalisation is shrugging off many of these challenges, so fragmentation at the moment is most noticeable along the fault-lines appearing between rival trading blocs, to which individual countries choose to belong. The harsh reality of the subtle interplay of scenarios on the right-hand side of the gameboard is that it does create winners and losers; and the losers face the potential threat of becoming failed states. If there is this schism and it combines with a shift in the overall fortunes of the global economy, the ‘Divided World’ scenario could quickly be engulfed by a ‘Perfect Storm’. Whereas the terrorist attacks of 9/11 and those on London, Madrid and Bali shone a light on the ‘Divided World’ waiting in the shadows - and the delicate threads that connect the global economy - they didn’t instigate a global meltdown. However, in the event that a sequence of negative events in both the political and economic arenas converges, there could be a huge shift in the fortunes of the world. The resultant collapse into a ‘Perfect Storm’ would be quick. Triggers could include an 

act of nuclear terrorism in a major Western city; a significant clash of wills between Russia and the US; a financial meltdown in China followed by widespread unrest; or the kind of incident that occurred the other day when Iranian gunboats buzzed some American warships in the Strait of Hormuz and were within a hair’s breadth of a serious naval engagement (oil would have immediately rocketed to well over $100 a barrel). The point is that bad military or political stuff can interfere with the normal recovery processes that come in the wake of a recession. The consequence would be a downturn in the global economy which would resemble the long drop of the 1930s! You may recall that the US stock market only recovered its pre-1929-crash value nearly 20 years later in 1948. Who said that wars are good for markets?
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The last scenario is the one that the financial pundits are betting on in the short term. We call it the ‘Hard Times’ scenario. Flags are popping up all over the place suggesting that this is indeed on the cards in the near future. It would take the form of a conventional global recession brought about by a US economic downturn followed by a knock-on effect around the world. Even though there are suggestions that China may decouple from the US, it is still largely reliant on the US market for its exports, and therefore it could not escape the effects of a US nosedive. However due to the strength of China’s economy, as well as that of India, a ‘Hard Times’ scenario would be short-lived and have more of a V-shape than a U-shape; but the depth of the V is unknown. Coincidentally,

a ‘Hard Times’ scenario provides an opportunity for the East to buy equity stakes in Western companies. Sovereign wealth funds will have a field day so that, when the good times return, major changes in share ownership could signal a new game altogether. The bad news for Africa is that whereas China can probably absorb a V-shaped knock, many African countries are vulnerable to commodity price shocks. At best, they might find it difficult in the short term to satisfy the developmental aspirations needed to maintain stability. At worst, some African governments will simply not survive the V-shaped knock. As the strongest economy in Africa, South Africa is better placed than others on the continent to survive any change for the worse in the global scenarios. Having said that, South Africa is not a significant enough player on the global gameboard to wield any measure of influence; it can only respond to external shifts by seeking new economic spaces where it has special leverage and competitive advantage.

The South African Game Now we shall concentrate on South Africa’s possibilities within the global context. The rules of the game 1. Just as a positive team dynamic is what wins you the cups in soccer, social harmony or cohesion is a prerequisite to achieving long-run success in the global economy. To sustain such harmony, the economy must be inclusive. South Africa’s economy is currently anything but inclusive. Its development since 1994 is more akin to a change in the membership of an existing, exclusive club. This brings to mind Karl Marx’s rule of the game that if you alienate the

masses, you can expect a revolution.

2.
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3.

In order to achieve a per annum economic growth of 6% plus, South Africa will need to embrace the characteristics of a ‘winning nation’, namely: a. A good quality of education at all levels to compete in the knowledge-intensive global game. This particularly applies to maths and science. A strong work ethic and spirit of entrepreneurship. To give an example of the former, the Chinese built a 7000-bed hospital in one week when they were threatened by an outbreak of SARS (the respiratory disease). A high rate of savings because you cannot get around the classic economic equation for a domestic economy – savings equals investment. This implies a low rate of inflation combined with a reasonable after-tax interest rate for savers of capital. Adequate infrastructure to support a high-growth economy, including road, rail, port and airport systems, electricity grid, water supply and telecommunications. Being an export-oriented global player that supplies goods and/ or services to foreign markets that they can’t get elsewhere. As we’ve already emphasised, it’s about choosing economic spaces that play to your strengths. For instance, South Africa as a tourist destination is hard to replicate but going head-to-head with the Chinese on any item they produce in bulk would be sheer madness. A dual-logic economy, which features a symbiotic relationship between a world-class big business sector and a thriving small business sector. The best example is Japan where much of the manufacturing process is outsourced by the giants to an enormous

network of small businesses, the giant retaining control of the brand and final assembly of the product. Competitive personal and company tax rates to discourage talented individuals and businesses moving to other countries. An attractive environment for foreign direct investment that would include the protection of property and a serious intent to create a crime-free society.

b.

c.

d.

e.

f.

g. h.
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i.

Efficient government especially in terms of service delivery, law and order, macroeconomic management and a health system that provides for a universally healthy nation.

4.

South Africa staged the biggest event in the world in 2010 – the FIFA Soccer World Cup. It was a gigantic undertaking and therefore carried with it significant risk. Just as it might have provided great opportunities for South Africa to brand itself as a winning nation, the effects could have been devastating if things went wrong.

Key uncertainties As a player on the global gameboard, South Africa is subject to the external uncertainties that shape the international game. Yet, in addition, there are important uncertainties that are specific to South Africa, and as such could determine the possible outcomes for the country in the 2010s. Those uncertainties are as follows: 1. 2. Whether or not South Africa can retain its competitive edge in the global game which itself is becoming increasingly competitive. Whether we continue to be the generally peaceful society we have enjoyed being since 1994 or whether we experience some form of internal conflict as a result of recent political

tensions. Whether or not the Constitution remains sacrosanct and the independence of institutions like the judiciary and the media continues to be observed. Whether or not the issue of land ownership can be resolved peacefully and productively. Whether or not the current inadequacies in the country’s infrastructure, particularly relating to electricity supply, can be sorted out in a way that does not hinder economic growth. Whether or not HIV/AIDS as the country’s worst epidemic and blight on people’s lives is ultimately eradicated. Whether or not the crime rate – particularly the violent crime rate – is reduced to an acceptable level.

3.

4. 5.

6. 7.
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8.

Whether or not we can improve the quality of our education system bearing in mind the competition from the private sector for qualified people who might otherwise be teachers. Whether or not the critical skills deficit which is developing in parts of the economy can be overcome in the near future.

9.

10. Whether or not Zimbabwe as one of our closest neighbours can climb out of the abyss in which it currently finds itself. 11. Whether or not South Africa can handle the diplomatic balancing act between East and West, especially in a ‘Hard Times’, ‘Divided World’ or ‘Perfect Storm’ scenario. The South African scenarios The aforementioned key uncertainties can be grouped into two pivotal uncertainties that we have chosen to use in formulating different scenarios for South Africa. These are its competitiveness relative to the rest of the world and its cohesiveness as a nation.

We feel that there

is no sustainable scenario in the upper left hand corner where you can remain competitive and have internal conflict at the same time. A nation’s total energy must be focused on the global game, not dissipated on internal divisions. Nonetheless, one opinion expressed to us is that South Africa has indeed been in that quadrant for some time
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because the economic imbalances in society have not yet been addressed. We’re just lucky that the disharmony which lies under the surface has not manifested itself in open conflict. We take a different view (like many others to whom we have given this presentation), and that is that South Africa vaulted into the ‘Premier League’ of nations when it became a full-blown democracy in 1994. It has remained there as a result of 14 years of stable government and disciplined macroeconomic policies, all of which took place in the context of the global ‘Long Boom’ scenario. However, as the saying goes, ‘the honeymoon is now over’. Staying in the ‘Premier League’ is proving increasingly challenging for South Africa. It demands a more vigorous implementation of the attributes of a winning nation. Greater efficiency in terms of Government delivery is key; as well as a dramatic reduction in crime, especially the threat to personal security and private property. Moreover, transformation of the health system and education system is needed. The reality is that other countries have now stepped up to the plate in the global game, accepted the conditions and challenges, and are outperforming South Africa. Among them are Sweden, Austria, Denmark, Switzerland, Hong

Kong and Singapore, as well as developing nations such as China, Russia, India and the Slovak Republic. They have all closed the gap on the US. In fact, South Africa is now facing relegation, having lost ground to the US along with Indonesia, France, Italy, Argentina, Brazil and Mexico. The proof is forthcoming in three reports released recently that have logged South Africa’s decline: y The World Economic Forum’s (WEF) Global Competitive Index shows a fall for South Africa from 36th position in 2006 to 44th position in 2007. y In the World Bank’s Doing Business in 2008 Survey of global ease-ofdoing-business rankings, South Africa has slipped from 29th position to 35th. This is the first time the country has fallen out of the Top 30 since the survey began 5 years ago. y The International Institute for Management Development’s World Competitiveness Yearbook for 2007 highlights South Africa’s 12-place fall from grace. It has descended from 38th to 50th position in a ranking of 55 countries.
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So why, according to these surveys, has South Africa slipped almost to the bottom of the ‘Premier League’ - into the so-called ‘Relegation Zone’? Maybe, it has to do with the haemorrhaging ‘brain drain’ and the increasing shortage of skills. Maybe, it is our rising cost base. Maybe, we haven’t matched the productivity gains obtained by the countries in the ascendant. Maybe, the overseas perception of political risk in South Africa has changed for the worse. Whatever the causes, there’s no denying that we are in danger of losing our ‘Premier League’ status along with all the perks

that go with it (like a seat on the UN Security Council, being seen as the leading voice in Africa and being considered a partner of choice by China). So the optimistic scenario is that we do a ‘U turn’ and advance our rankings to at least the middle position of the league by the time we get to 2020. This will require the development of new economic spaces, the most obvious candidate being the principal gateway into Africa. We are the most modern economy on the continent and have all the accoutrements to act as a springboard for any overseas company wishing to launch its bid to gain market share in Africa. And, as the Chinese know, Africa is open for business. Dubai is the gateway into the Middle East; Hong Kong and Singapore into China. It’s a very profitable space to occupy, providing you’re an excellent service provider. One could interpret the acquisition of a stake in Standard Bank by China’s largest bank as a first step towards being acknowledged as a gateway economy. Other deals could follow which cement our relationship with the East. Losing further ground in the competitiveness stakes will see South Africa knocked out of the ‘Premier League’ into the ‘Second Division’. The latter is occupied by countries that are euphemistically described as ‘poor but peaceful’. It applies to the bulk of the developing world. In this scenario, there is no chance of South Africa living up to the ANC’s dictum of a ‘better life for all’. The money simply isn’t there. Furthermore, it’s mighty difficult to get back into the ‘Premier League’ after one’s position has been filled by another country which,

you can be sure, will jealously guard its new-found status. South Africa’s opinion on the issues of the day will no longer be sought by the international community and corruption is likely to spread as no other method is available to escape the trap of poverty.
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A greater worry is a scenario where a relapse into the ‘Second Division’ is accompanied by internal disharmony and, eventually, overt conflict. South Africa would very quickly take a sharp turn left and join the likes of Zimbabwe, Myanmar, North Korea and Somalia in the ‘Failed State’ quadrant. Kenya’s current political upheavals and violence demonstrate just how rapidly a country can tumble towards this scenario, and just how arbitrary the trigger can be. Pakistan, likewise. Of course, South Africa is also at the mercy of the global game. If the world moves into a ‘Hard Times’ scenario, South Africa’s position in the ‘Relegation Zone’ could be even more tenuous. It will certainly find it increasingly difficult to maintain its recent trajectory of economic growth or sustain its developmental and welfare policies. All is not lost, though. Should global instability see a shift towards a ‘Divided World’ scenario, South Africa can benefit from the goodwill it has accumulated in the East. Conclusion In conclusion, South Africa has definitely lost some footing in the ‘Premier League’ since the ushering in of its Cinderella democracy. Its fall in the rankings has been somewhat disguised by the beneficial effect of the ‘Long Boom’ scenario. Complacency, a certain degree of arrogance, a lack of service delivery and some misdirected

government policies have taken South Africa’s eye off the ball in a game where the demands on the players are unyielding. The country is now in the ‘Relegation Zone’ and faces possible ejection into the economic mire of the ‘Second Division’. And this could happen quicker than we think. We hope these scenarios have highlighted a sobering reality for the rainbow nation. It has a choice: do little and fall further swiftly; or put the brakes on the slide and reverse it by implementing brave and tough new policies. The latter are obviously linked to the formula for being a winning nation as well as the prime condition of being an internally harmonious society. Decisions in the immediate future will determine in which scenario South Africa will find itself in the 2010s. The country does have plenty of control over its destiny, and the choices are quite clear. We have to stop accepting the mediocre and aim to be the best. We must amaze the world for a second time. The strategic manager also needs to predict what the variables that were identified in the macro environment could look like in the future. KEY CONCEPTS
Forecasts are educated assumptions about future trends and events. Environmental forecasting helps the organisation to be proactive - to anticipate possible changes – rather than to be reactive or simply react after a change has taken place.
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To forecast the environment, forecasting tools are needed. These tools can be broadly categorised into two groups: y y Quantitative techniques Qualitative techniques

Quantitative forecasts are most appropriate when

historical data are available and when the relationships among key variables are expected to remain the same in the future. As historical relationships become less stable, quantitative forecasts become less accurate, in which case qualitative forecasts could be used. The choice of a suitable forecasting technique depends not only on the availability of historical data, but also on factors such as costs, time and the accuracy of the forecast information that is needed. In deciding which forecasting technique to use a balance must be struck between many factors. Perfect information is very expensive and finding it is very time consuming. A technique must be found that suits the needs of a strategic planner, and this means that the strategic planner has to understand the benefits, limitations and applicability of the different forecasting techniques. It is important to keep in mind that no forecast is perfect. Thus, strategic managers need to devote sufficient time and effort to study the underlying bases for published forecasts and to develop internal forecasts of their own. When learning more about quantitative and qualitative forecasting techniques you should pay special attention to the following: y y y y y y How to select critical environmental variables? Which sources provide significant environmental information? Which forecasting techniques are available to the strategic planner? How to evaluate forecasting techniques? How to integrate forecast results with the strategic management process? How to monitor the critical aspects of forecasts?

3.

ANALYSING THE INDUSTRY ENVIRONMENT

The

previous section considered the macro environment. This section will explore the environment in which the organisation is a direct participant - the industry environment. STUDY
Study sections 2.5, 2.6, 2.7 and 6.2 (Market models) in Thompson and Martin (2010). Study chapter 6 in Louw and Venter (2010).
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According to Louw and Venter (2010), the organisation’s interaction with competitors, customers and other industry role players can have a profound impact on its relative competitive advantage and profitability and that of other industry players. Industries differ in many respects. Each industry has its own structures, types of rivalry, profit potential and so on. The fishery industry in South Africa is regulated by a quota system and is dominated by two major players: I &J and Sea Harvest. The clothing industry is characterised by rationalisation, modernisation and automation. It is dominated by a few South African companies that struggle to compete price-wise with competitors from Malawi, Korea and China, mainly because of these countries’ low minimum wages. KEY CONCEPTS
Industry refers to a group of organisations offering products or services that are close substitutes for one another. However, the boundaries of industries are becoming increasingly seamless.

Organisations compete mainly within the boundaries spanned by the industry in which they operate, although these boundaries are becoming increasingly vague in the contemporary business environment. However, we will use the term ‘industry to industry’ in its narrow sense in this paper for reasons of simplicity.

This means that organisations offering products or services that are close substitutes for one another will be regarded as belonging to the same industry.

3.1

Industry analysis

The industry environment is analysed in two broad steps: y Defining the industry y Examining the relationships that shape the industry In defining the industry, the strategic manager needs to decide on a broad or narrow definition of the industry. If it is defined too broadly it dilutes focus and increases complexity. If it is too narrowly defined, important opportunities or threats may be missed. Ghemawat offers three dimensions of scope that should be considered in defining the industry boundaries. See Louw and Venter (2010). It is important to understand the impact of the industry’s competitive forces on competitive advantage and how it affects the relative profitability of industry players. Michael Porter’s five forces framework is widely used in analysing the industry structure, but it does offer some limitations. Porter’s framework is built around the five forces interacting in any industry. He argues that these five forces determine the profitability of the industry. He also states that it is important to look beyond the immediate competitors as there are other determinants
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of profitability. Specifically, there might be competition from substitute products or services. The strategic manager needs to understand the nature of the competitive environment if the organisation is to be successful in achieving its objectives and establishing appropriate strategies. These five forces 

are briefly discussed below: y Threat of new entrants The extent to which new entrants are a threat depends on the existence and level of barriers to entry into the industry, where barriers to entry provide an advantage to existing companies over new entrants. Barriers to entry are many and varied, including the level of capital requirements, economics of scale, absolute cost advantages, product differentiation, access to distribution channels, legal/regulatory barriers as well as the likelihood of retaliation by competitors. y Rivalry among existing organisations The level of competitive rivalry or competition between firms in an industry is affected by a number of factors, including the underlying market structure (type of competition, degree of concentration), the maturity of the industry, the degree to which the product or service is differentiated and the size of exit barriers. y Bargaining power of buyers Buyer power, the relative power of buyers to their suppliers, is affected by the bargaining ability of buyers and their price sensitivity. Bargaining power is affected by the size and concentration of buyers, the level of information buyers possess and the ability of buyers to integrate backwards. The degree of price sensitivity of buyers is higher the less differentiated the product or service, and when goods and services are expensive relative to their incomes and/or where quality is not particularly important. y Bargaining power of suppliers Supplier bargaining power, the relative power of suppliers to their buyers, increases given: — the greater the concentration of suppliers relative

to the concentration of the buyers that are sold to — the fewer the number of substitutes for suppliers’ goods or services — the more differentiated the supplier’s product or service — the greater the interdependence of buyers and suppliers y Substitutes The threat of substitutes, or alternative products or services, tends to increase; the greater these are in number as well as in respect of their relative price and performance (Bakhry 2004:20–21). According to Porter, the profit potential of an industry is determined by the collective strength of the five forces mentioned above. When we look at figures such as the average return on investment (ROI) of three different industries, we will see that different industries have different profit potentials, that is, some industries are more profitable to be in than others.
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Louw and Venter (2010) also look at the value net framework to analyse the complementary relationships between the competitors, complementors, suppliers, customers and the organisation. Thompson and Martin (2010:95) take the five forces analysis a bit further and include the role of government. The importance of government lies in its ability to affect the other five forces through changes in policy and new legislation. Louw and Venter (2010) refer to industry regulation. This is supported by Wheelen and Hunger’s observations about “other stakeholders” (Louw & Venter 2010). Industry evolution and the industry key success factors should also be analysed as part of the industry analysis. Recommended reading The following articles consider key elements of competitive

analysis: McManus, J & Botten, N. 2006. Competitive analysis: thinking beyond stage one. Management Services 50(2): 10–15. Porter, ME. 2008. The five competitive forces that shape strategy. Harvard Business Review January: 2–16.

3.2

Competition and industry structure

From your undergraduate studies, you should recall the four economic models of pure or perfect competition, monopolistic competition, oligopoly and monopoly. (See section 6.2 [market models] and table 6.1 in Thompson and Martin (2010)) looks into the structure and regulation of the industry.

3.3

Intra-industry analysis

Many of the strategic decisions are based on the organisation’s interaction with individual competitors and consumers. Intra-industry analysis looks at the competitors and customers. y Competitor analysis The strategic manager needs to understand how the organisation’s competitors might react to strategic initiatives or what strategic initiatives they might initiate. Competitor profiling is done for those organisations that are regarded as a competitive threat. Louw and Venter (2010) offer a framework for competitor analysis. According to this framework, the first important aspect to ascertain is what drives the competitors’ actions. It is also important to understand what the competitor is capable of and this is where its current strategies and core capabilities will be analysed. It is not, however, always possible to examine individual competitors only. Sometimes it is necessary to analyse strategic groups. The strategic group concept looks at groupings of organisations within an industry.
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KEY CONCEPTS
A strategic group is a cluster of organisations in an industry that are similar to each other but distinct from other groups in the industry because they differ in one or more key aspects of their competitive strategy.

You should realise that members of the same strategic group are not equally capable, and diversity of performance within strategic groups can be expected. y Customer analysis We know that if an organisation wants to sustain, and possibly grow, its business it has to understand the customers’ needs and address those needs. Thus, the strategic manager should understand the customer segments and the customer commitment.

4.

SUMMARY

Macro environmental analysis is an ongoing activity and the strategic manager needs to be vigilant in observing and identifying changes in the environment and adjusting the organisation’s strategies accordingly. The organisation cannot be separated from its environment – there is an interdependent relationship. Industry analysis is multidimensional and it is more than merely understanding what the most obvious competitors are up to. It is about developing a complete picture of the competitive and cooperative opportunities and threats in the industry. There is a lot of information to absorb – we suggest that you now take a break before you continue with industry analysis. Now it is also a good time to update the glossary of terms in annexure A.

5.

ASSESSMENT QUESTIONS
Answer the following assessment questions: The following statement is applicable to both questions: “Strategic management seeks to

align the organisation with its changing environment and to identify in advance the opportunities and threats that environmental change brings.” 1. 2. Comment on the importance of external environmental analysis in the strategic management process, with specific reference to the macro environment. Comment on the importance of external environmental analysis in the strategic management process, with specific reference to the industry environment.

FEEDBACK TO ASSESSMENT QUESTIONS
The above question is very broad and requires you to plan and structure your answer before you attempt to answer it. This means that you should look at the concepts in the question and use them as input in your planned answer.
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We suggest an introduction that introduces the reader to the strategic management process and an explanation of external environmental analysis. You need to refer to the importance of analysing the external environment and may refer to the interdependent relationship between the organisation and its environment. Next, you need to describe what the external environment consists of. This is where you will introduce the reader to the macro environment and its key characteristics. You know that it is dynamic and changing. You know that the organisation does not have control over it. You know that it brings opportunities and threats. You will also describe the variables or subenvironments in the macroenvironment. This is where you will describe the PEST or STEEP environments. As postgraduate learners, you should use examples to demonstrate your understanding. Remember, the examples

should be relevant and meaningful. This should be followed by an explanation of the approaches or process of analysing the macro environment. In this topic, we looked at an approach suggested by Hitt et al, as well as one suggested by Lynch. Lastly, you should include a brief discussion of scenario planning and forecasting. The final step is to have a clear conclusion. We helped you to answer the first question – now the ball is in your court. You need to use our feedback on the first question as a guideline to answer the second question on the industry environment.

SUPPLEMENT TO ACTIVITY 2.4
This review will also be useful for identifying the stakeholders as well as analysing Shoprite’s internal environment. You may want to use it as a point of reference. We also strongly recommend that if you use it to practice the different internal environmental analysis tools, that you complement the Chairman’s report with that of the CEO’s (this could be downloaded from http://www.shopriteholdings.co.za/pages/1019812640/ investor-relations/Annual-Report.asp).

Shoprite Holdings Limited Annual Report 2009 Chairman’s Report In a time of great economic hardship for the country and its people Shoprite Holdings nevertheless managed to produce excellent results. I believe there are a number of reasons for this achievement, but none in my view is more telling than the fact that the Shoprite Group was perfectly positioned to benefit from the downturn in the market. Chance played no role in this. It has been clear to us since the early nineties that the expected change in the political dispensation of

the country would have a major impact on the lower middle classes whose buying power in time would play a key role in the food retailing industry. We consequently refined the Shoprite concept to accommodate the aspirations of this expanding income group without changing from its positioning at the lower end of the market or losing its focus on staple foods and value for money. Checkers was repackaged to serve the needs of upper-middle-income consumers without abandoning its historical price
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positioning while the no-frills limited range Usave format was introduced with its overriding focus on value. In this way, the Group created three clearly defined chains serving precisely targeted markets. As the effects of the global credit crisis on South Africa increased in severity, so higher income consumers in particular started buying down in search of better value for their rands while the government further increased social grants to those in need. The Group was the main beneficiary of both these developments, as the increases in customer transactions and the growth in turnover show. At the end of our reporting period Checkers was the food chain in South Africa recording the highest growth over the past 12 months. There is as yet no clear indication when the local economy will start to recover. However, even if that were to happen soon, the damage the economic fall-out has caused our manufacturing and mining sectors in particular, as well as to the savings and assets of individuals, is extensive. The depth of the recession will mean it will take a long time to get to where

we were before the downswing started – for the job market to recover fully, for property prices to return to the levels of a year or two ago and for people to rebuild their savings. We can therefore expect the trend towards thrift amongst consumers to continue for some time to come. And even when the economy starts picking up again, we believe consumers will continue to demand the best value for their rands as they try to live within their means and rid themselves of the debt incurred when credit was so freely available. We believe that in such an environment, while we retain the principles that have brought us success until now, the Group’s three supermarket chains should continue to do well. However, an increasingly worrying factor is the security of food supplies in a South Africa which currently does not produce sufficient food for its growing population. Food production is in fact contracting as farmers leave the land at an alarming rate – since 1994 their numbers have reduced from 53 000 to fewer than 39 000 in 2008 – and many previously productive farms have lost that capacity. Unlike in most other developed and developing countries, there are no government subsidies for the formal agricultural sector which is responsible for virtually all of the country’s food production. Red lights should be flashing as South Africa becomes more and more dependent on food imports to feed its population. All the while, competition is increasing for supplies available on international markets as food-producing countries cut down on exports to keep back more to feed their own people.
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At

the end of our reporting period, the Competition Commission announced that it had initiated an investigation into the country’s major food-retail chains as well as wholesalers for possible contraventions of the Competition Act of 1998. This Act wants to ensure, as one of its objectives, to provide consumers with competitive prices and product choices. I wish to repeat here what was stated in public at the time, namely that Shoprite Holdings, as one of the major participants in the South African retail sector, welcomes such an investigation. As a Board we believe such an enquiry will in the end help the general public to achieve a better understanding of what is involved in enabling consumers to find on supermarket shelves the products they want at fair prices. Personally I have always believed the South African retail industry, and then the food industry in particular, can compare in its sophistication with the best anywhere in the world, whilst still remaining very competitive. This year the Group celebrates its 30th anniversary. For such celebrations to be meaningful it is important to look back and see what we have done right and where we have cultivated that which brought us success. When I do that today and look back to that momentous year of 1979, there is one presence that dominates that of Mr Whitey Basson who, from the first day to the present, has headed this business as chief executive. I have been his chairman for 29 of those 30 years and today want to thank him for the privilege of being able to share what was a most exciting journey. What for others might have seemed like

a headlong rush was without exception, carefully planned strategies to the extent that is possible in the everchanging, ever-shifting world of retail. The milestones we have achieved were mostly of his doing – the decision to move into Africa against some very fierce opposition at the time, the introduction of the one-stop shopping concept with the maximum number of services offered under one roof, taking control of our own distribution and creating the infrastructure to do so. To stop the Group from becoming complacent, we saw the establishment of a special unit whose only task still is to think afresh, to come up with different ideas and then to test their potential in the market. From this flowed the constantly evolving Money Market concept and the limited-range format from which Usave was born. Of course he did not achieve this on his own. All along he had the support of the Board and the strong and resilient team he had assembled. But the leadership came from him.
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Under extremely trying conditions we managed, thanks to a broad-based team effort, to successfully counter the challenges of the market and achieve real growth in our business. To this everyone contributed, from the members of the Board to the members of the staff manning the sales floor. Ours is a complex, multi-faceted business. To attain such a level of cooperation over such a wide spectrum is an enormous compliment for the Group’s leadership. On behalf of my fellow directors I want to express my deepest appreciation and thanks for all their efforts. C H Wiese Chairman 28 August 2009
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Study

Unit 2.4
Strategy selection
1. INTRODUCTION

According to Thompson and Martin (2010), football provides a useful metaphor for understanding strategy creation. Teams will begin all important matches with a game plan. They will have studied their opponents, assessed their relative strengths and weaknesses, thought about their natural game and about how they might approach this particular match, and worked out how they might be beaten. In a football game, coaches will have helped the players with the analysis and the tactics. Normally, the objective will be about winning and could be further qualified by adding a ‘means’ that considers a specific approach and style. These game plans will undoubtedly inform the players, but it may be impossible to carry them out to the letter. Unexpected tactics from their opponents will ensure that this is the case. Once the game is underway, the intended plans and strategies will be adjusted – there will be incremental changes. At the same time, new, unexpected opportunities will be presented during the game, and good teams will be able to adapt. On the other hand, it could be that opponents may prove stronger and more disciplined than predicted. They may take the lead in the first minute and seize control of the game. In this case, there will be a need to adapt to the threats and change the tactics. When this happens, the ability to remain cohesive and disciplined as a team is essential. In football pundit terminology, this is usually described as ‘keeping your shape’. In other words, don’t panic. This study unit considers the development of such

game plans. Given all the various strategic options it covers substantial parts of the prescribed books. Remember, on a postgraduate level we expect that you are familiar with most of these strategic options. We also expect you to identify and apply relevant strategic options within different scenarios. This is the final study unit in topic 2 and if you are able to put together all the building blocks, you should see the bigger picture of strategic planning.

1.1

Aim of this study unit

The aim of this study unit is to take you two steps further on your journey into the strategic management field: long-term goals and strategy selection. It aims to familiarise you with the process of setting long-term goals, show you the different strategic options and offer insight into the different models that can be used to choose the most appropriate strategy.
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1.2

Learning outcome

In this study unit we focus on the following outcome: LEARNING OUTCOME
To identify, analyse and apply the building blocks of strategy selection, with specific reference to long-term goals.

1.3
y y y y

Contents

This study unit addresses the following: Long-term goals Strategic options Global international strategic options Strategy evaluation and strategy selection

1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit: KEY CONCEPTS
y y y y y y y y y y y y y y y y y y y Balanced scorecard Bankruptcy Best cost strategies Concentrated growth Concentric diversification Conglomerate diversification Consortia

Corporate combination strategies Cost leadership Cooperative strategies Decline strategies Differentiation Divestiture External growth strategies Focus Focus areas of goals Generic strategies Grand strategies Horizontal integration y y y y y y y y y y y y y y y y y y Initiatives Innovation Internal growth strategies Joint ventures Liquidation Long-term goals Market development Market penetration Mission statements Objectives Product development Retrenchment Strategic alliances Strategic logic Strategy selection Targets Turnaround strategies Vertical integration
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2.

SETTING LONG-TERM OBJECTIVES/GOALS
STUDY
Study section 6.2 and 6.3 in Thompson and Martin (2010). Study section 3.9 in Louw and Venter (2010).

In study unit 2.2 and 2.3 we examined the techniques for conducting an analysis based on positioning and competitiveness. You will also remember that we considered the strategic direction in topic 2.1. It is now time to create strategies for future strategic success based on the company’s proposed strategic direction, its strengths and weaknesses and the opportunities and threats presented in the environment in which it operates. As a point of departure we need to set long-term goals. Thompson and Martin (2010) state in section 6.2 that a full consideration of objectives incorporates three aspects: 1. 2. 3. An appreciation of the objectives that the organisation is actually pursuing and achieving – where it is going and why. The objectives that it might pursue, and the freedom and opportunity it has to make changes . They also include specific objectives for the

future.

As you will recall, we considered the competitive environment, stakeholders’ claims and interest, the macro and microenvironments to appreciate the actual objectives an organisation is pursuing. In this study unit we will consider the second and third objectives listed by Martin and Thompson (2010). You will however benefit from reviewing section 6.2 of Thomson and Martin (2010) to refresh your memory and perhaps gain some new insight – especially on the different theories that contribute to setting relevant objectives. Section 6.3 discusses objectives for not-for-profit organisations and the public sector and reiterates that strategic management is relevant to all types of organisaions. Remember that a vision describes the organisation’s dream, its desirable or ‘perfect’ future. This ‘perfect’ future is then translated into reality in the mission statement. The mission statement provides only broad guidelines for the organisation. It set parameters within which decision making must take place within the organisation, but it does not state what exactly has to be attained, or when, it is therefore not measurable. We therefore need to set objectives that will exploit opportunities and strengths and address weaknesses and threats. In its simplest form we can think of ‘objectives’ as relating to desired ends. Strategies then concern ‘what’ to do (the means) to achieve the desired end. Tactics break strategies down further and address ‘how’. If we then want to make our goals realities organisations have to carry out activities, activities are what they do (Thompson & Martin 2010:285).
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KEY

CONCEPTS
Long-term goals, also called strategic goals or objectives, translate the mission statement into something measurable. It looks at the following: y y y y y Who should attain the goals? (eg the entire business unit) What should the focus be on? (eg improving customer service) What action is needed? (eg answer telephone calls faster) How will goal attainment be measured? (eg a 10% decrease in customer complaints) Within what time frame should it occur? (eg within the next three years)

Thompson and Martin (2010) state that strategic goals are desired states or results linked to particular timescales and concern things such as size or type of organisation, the nature and variety of the areas of interest and levels of success.

2.1

Focus areas of long-term goals

The mission statement components provide guidelines in terms of the focus areas for the long-term goals. Long-term goals could therefore focus on issues such as market, product, technology, survival, growth, profitability, customers and quality. The philosophy, public image and the organisation self-concept can also serve as focus areas for long-term goals, but less often than the other components. Focus areas could also include issues such as continuous improvement, customer service, employee efficiency, innovation, sales and financial criteria such as return on investment, earnings per share, revenue and turnover. The focus areas used for longterm goals will differ from organisation to organisation and also from industry to industry. Organisations in different industries may well 

focus on different goals because different industries have different critical success factors. In the electronic industry, for example, innovation may be a specific area to focus on in formulating goals for an organisation. In the cellular communications industry personnel development may be an important focus area because of a severe shortage of suitably qualified staff. We should note that strategic planners focus only on a few areas when formulating long-term goals for an organisation. One of the reasons for limiting the number of goals is the fact that having too many goals can be confusing and the goals may be misinterpreted if they do not deal with all the relevant focus areas, as managers at lower levels will not know what is expected of them. There is absolutely no correct answer to the question of how many long-term goals an organisation should have or what the focus areas of these goals should be. Activity 2.5
Obtain a copy of the long-term goals of your organisation or an organisation that you are familiar with. Comment on its choice of focus areas for its long-term goals. You may also refer to the Telkom Limited’s vision, mission, values and long-term strategy which are included at the end of this topic.
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Feedback on activity 2.5
To do this activity, you need the annual report of an organisation of your choice. You also need a copy of the vision statement, mission statement and long-term goals, which you will most probably find in the annual report. The purpose of this activity is to show you how the vision, mission and long-term goals are aligned. y y y y Underline

the key issues in the vision statement. Underline the key issues that the mission statement deals with (eg lowest cost producer). Underline the key issues (focus areas) that the long-term goals focus on (eg percentage cost reduction). Indicate how the key issues in all three documents are aligned.

2.2

Criteria for well-formulated long-term goals

It is essential that long-term goals be well-formulated, as they should be cascaded down to smaller departments, sections and individuals in the organisation. Let’s explore what a well-formulated goal looks like. Well-formulated goals should be acceptable to managers and employees in the organisation. It should be clear to everyone how the long-term goals contribute towards achieving the organisation’s mission. The goals should be measurable, motivating and achievable. They also need to allow for some flexibility for reformulation – as the premises on which they were based when originally formulated could have changed during the year. Clearly defined objectives provide direction to the organisation, establish priorities, reduce uncertainty and assist in the allocation of resources.

2.3

Using the balanced scorecard to set long-term goals
KEY CONCEPTS
The balanced scorecard is a set of measures that are linked directly to the vision, mission and strategy of the organisation. The balanced scorecard has four strategy perspectives that must appear on every balanced scorecard. These four areas are financial, customer, internal and innovation and learning perspectives.

In order to capture the organisation’s desired business strategy,

the balanced scorecard utilise four processes namely: clarify and translate vision into strategy; communicate and link strategic objectives and measures; plan, set targets and align strategic initiatives; and enhance feedback and learning. These processes are discussed in more detail in section 3.9 in Louw and Venter (2010).
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We have included some articles on the balanced scorecard in the reading list at the end of this learning guide. Recommended reading For more information on the balanced scorecard view you can also read: Chavan, M. 2009. The balanced scorecard: a new challenge. Journal of Management Development 28 (5): 393–406. Kaplan, RS & Norton, DP. 1996. ‘Using the balanced scorecard as a strategic management system. Harvard Business Review 74 (1): 75–85. Lusk, EJ, Halperin, M & Zhang, B. 2006. The balanced scorecard: suggestions for rebalancing. Problems & Perspectives in Management 2: 100–114.

3.

STRATEGIC OPTIONS
STUDY
Study chapters 10, 11 and 13 in Thompson and Martin (2010). Study chapters 8, 9 and 10 Louw and Venter (2010).

KEY CONCEPTS
A strategy is the game plan that an organisation selects to outwit its competitors, help sustain its competitive advantage and realise above-average returns. This should enable the organisation to maximise wealth and survive in the long term.

We need to warn you that you may find this section confusing. We have stated several times already that there are differences in the interpretations of different authors, as well as differences between the theory and practical application. Keep in mind that as honours

learners you need to demonstrate the requisite study skills and learning strategies to study with limited guidance and to think independently and offer evidence to support your decisions.

3.1

Different strategic options

In topic 1.2, we made you understand that the decision-making hierarchy typically contains three levels, i.e. corporate, business and functional. You will remember that corporate-level strategic managers attempt to exploit their firm’s distinctive competencies by adopting a portfolio approach to the management of its businesses and by developing long-term plans. In the middle of the decision-making hierarchy is the business level, composed principally of business and corporate managers. These
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managers must translate the statements of direction and intent generated at the corporate level into concrete objectives and strategies for individual business divisions, or strategic business units. In essence, business-level strategic managers determine how the firm will compete in the selected product market arena. At the bottom of the decision-making hierarchy is the functional level, composed principally of managers of product, geographic and functional areas. In this topic we will consider strategic options within the first two levels of the hierarchy, namely business level strategies and corporate strategies. BUSINESS LEVEL/COMPETITIVE STRATEGY Business level or competitive strategies deal with an organisation’s plans to compete successfully. These strategies relate to the organisation’s deliberate decisions on how to meet its customers’ needs, how to counter

the competitive efforts of its rivals, how to cope with the existing market conditions and how to sustain or build its competitive advantage. In essence these strategies thus focus on how to position a company within an industry in such a way that it has competitive advantage. As explained by Louw and Venter (2010), there are many variations in business level strategies as each organisation is unique and would employ custom made approaches. However, when one strips away the details to get at the real substance, the biggest and most significant differences among competitive strategies are reduced to (1) whether an organisation’s market target is broad or narrow; (2) whether the organisation is pursuing a competitive advantage linked to low cost or product differentiation; or (3) a combination of the above. For a customer perspective, customers either buy because a product or service is cheaper than, different from or provides a better value proposition than competing alternative choices. Although these are very broad generalisations, important implications which represent the generic strategic options for achieving competitive advantage flow from them. Five distinct generic competitive strategy approaches stands out (Thompson et al 2010:140): 1. A low-cost provider strategy (cost leadership strategy) – striving to achieve lower overall costs than rivals and appealing to a broad spectrum of customers, usually by under pricing rivals. A broad differentiation strategy (differentiation strategy) – seeking to differentiate the company’s product offering from rivals’ in ways that will appeal

to a broad spectrum of buyers. A best-cost provider strategy (best value strategy) – giving customers more value for the money by incorporating good-to-excellent product attributes at a lower cost than rivals; the target is to have the lowest (best) costs and prices compared to rivals offering products with comparable attributes. A focused (or market niche) strategy based on low costs – concentrating on a narrow buyer segment and outcompeting rivals by having lower costs than rivals and thus being able to serve niche members at a lower price. A focused (or market niche) strategy based on differentiation – concentrating on a narrow buyer segment and outcompeting rivals by offering niche members
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2.

3.

4.

5.

customised attributes that meet their tastes and requirements better than rivals products. Each of these five generic competitive approaches stake out a different market position, as shown in figure 2.4. The differences involve in each approach to competing and operating the business is discussed in chapter 9 of Louw and Venter (2010). Figure 2.4 The five generic competitive strategies: Each stakes out a different market position

Source: Thompson et al (2010:141)

CORPORATE STRATEGIES Once a company has settled on which of the five generic strategies to employ, attention turns to what other strategic actions it can take to complement its competitive approach to maximize the power of its overall strategy. According to Thompson et al (2010:165), several measures to enhance a company’s strategy have to be considered: y Whether entering into a strategic 

alliances and/or partnerships can enhance a company’s competitive capabilities and resource strengths. y Whether to bolster the company’s market position via a merger or acquisitions. y Whether to integrate backward or forward into more stages of the industry value chain. y Which value chain activities, if any, should be outsources. y How best to tailor the company’s strategy to such industry conditions as rapid growth, slow growth, market stagnation, rapid-fire change and market turbulence, and industry fragmentation.
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y When to undertake strategic moves – whether it is advantageous to be a first-mover or a fast-follower or a late-mover. After due consideration is given to the answers of these questions companies will formulate appropriate corporate strategies. Corporate strategies (also called corporate level or grand or master strategies) deal with the organisation’s choices for products and markets. It guides the strategic decision makers in answering two basic questions (Louw & Venter 2010): y What and how many businesses and industries should we operate in? y How can we build synergy and competitive advantage among business units? This refers to how the corporate headquarters (parent) should manage the portfolio of businesses. Whether an organisation operates as a multi-business or not, organisations have the option to pursue any, or a combination of, several corporate strategies. Louw and Venter (2010) indicate that corporate strategies can broadly be divided into internal growth strategies, external growth strategies, turnaround or decline strategies and corporate combination

strategies. These broad categories are further divided into specific strategies. The choice of strategy is depended on the strategic fit between the organisation’s internal strengths, capabilities and resources and the external opportunities. Chapter 10 in Louw and Venter (2010) explores each of the corporate strategy options. You are advised to make note about the differences between single product/dominant market and multi-business organisations.
Internal growth (or limited growth or organic) strategies Specific strategies y y y y y Concentrated growth or market penetration Consolidation Market development Product development Innovation y — — — — — y y External growth (or substantive) strategies Integration Forward vertical Backward vertical Horizontal Acquisitions Mergers Related (or concentric) diversification Unrelated (or conglomerate) diversification Turnaround or decline strategies y y y y y Retrenchment Recovery Revenue growth Divestiture Liquidation y y y Corporate combination strategies Joint ventures/ consortia Strategic alliances Licensing agreements

Activity 2.6
y y y y Explain what each strategy means. Use the annual report to identify the strategy that the organisation of your choice has chosen. Defend the choice of strategy with reference to the mission statement and longterm goals of the organisation. Explain why the other strategies would not have led to the attainment of the mission of the organisation.
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3.2

Global/international strategic options
STUDY
Study chapter 12 in Thompson and Martin (2010). Study chapter 11 in Louw and Venter

(2010).

We have considered the different strategic options above, mainly from a domestic context. This section looks at the issues in the international context. It is important to note that not all organisations take advantage of international opportunities. The appropriate strategy should always match the environment, the values, resources and overall strategic direction of the organisation congruently. Thompson and Martin (2010) start their discussion with definitions of internationalisation. There are different reasons for an organisation to internationalise their business. It is possible that the organisation will attempt to take advantage of technological initiatives/innovations in another country. Another possible reason may be to take advantage of strengths in targeted economic sectors in foreign countries allowing the organisation to enter new markets. It can also be to develop synergies with overseas operations. According to Johnson, Scholes and Whittington (2005:291–292), organisations acting as suppliers to industrial companies may follow their customers when these globalise their operations. Another reason may be to bypass limitations in the organisation’s domestic market. By globalising, organisations are able to broaden the size of the market to exploit strategic capabilities. It often allows organisations to reap economies of scale by expanding the size of the market they serve. Section 12.2 in Thompson and Martin (2010) deals with international strategies. According to them, the organisation that is developing an international strategy should consider the marketing

and financial strategies, the structure of the organisation, the location of the organisation and the cultural and people issues. Study this section in conjunction with sections 11.4 and 11.5 in Louw and Venter (2010). Any organisation will have a number of broad strategic choices. Table 12.3 (Thompson & Martin 2010:560) classifies the modes of market entry. Section 12.6 Thompson and Martin (2010) discuss the constraints on internationalisation and identify barriers that explain why business owners are discouraged from participat-ing in international business. The last section in Thompson and Martin (2010) looks at the future influences on international business.
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Activity 2.7
The CEO of a South African organisation has requested you to make a brief presentation on the international strategic options. The organisation has reached maturity in the domestic market, and is investigating the option of growing its business internationally. She has indicated to you that most of the executives present at the session believe that the organisation should remain a South African business and not expand outside the country’s borders. What key points would you address in your 20-minute presentation?

Feedback on activity 2.7
The first step in designing your presentation is to identify the objective of the presentation. Here the objective is to inform the CEO’s top management team of international strategic options. Your audience has preconceived ideas about international strategies and you need to convince them of the potential benefits of following an international strategy. Also, considering

the fact that the organisation has reached maturity in the domestic market, you need to offer international strategies as a viable option to grow the business further. The next step is to think of the key points that you need to address in order to convince the audience of the value of international strategies. Once you have done this, you may find it helpful to include notes on each of these key points to ensure that you say, and remember to say, everything that you want to convey. Remember to include an introduction and conclusion in your presentation. Experts on presentations emphasise that your opening and closing comments are very important to firstly create a good impression and secondly to make the audience remember your presentation and reflect on it. Once you have done all of this, you need to develop your presentation slides and then prepare and practise your presentation.

Recommended reading In order to see the bigger picture of strategic planning, we recommend that you read: Almor, T & Verreault, NH. 2004. The competitive advantage and strategic configuration of knowledge-intensive, small- and medium-sized multinationals: a modified resource-based view. Journal of International Management 10 (4): 479–500. Campbell, A, Goold, M & Alexander, M. 1995. Corporate strategy: the quest for parenting advantage. Harvard Business Review, March-April Harvard Management Update. 2006. The building blocks of strategy. Harvard Management Update 11 (1): 3–4. Palmatier, G. 2008. Strategic planning: an executive’s aid for strategic thinking, development and deployment. Outsourced Logistics

1 (5): 30–33. Porter, ME. 2000. What is Strategy. Harvard Business Review, February: 2–16 Doyle, P. 1994. Setting business objectives and measuring performance. Journal of General Management 20 (2): 1–19.
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4.

STRATEGY EVALUATION
STUDY
Study sections 8.10, 10.6 to 10.9 in Thompson and Martin (2010). Study sections 8.5 in Louw and Venter (2010).

There are many different tools and techniques that a strategic manager can use to evaluate the strategies available to the organisation. The aim is to find the most appropriate strategy for that specific organisation in a specific situation. It is important to note that no technique or framework can provide a definite answer to which strategy or strategies an organisation should select or follow at any given time. Keep in mind that a particular technique will prove helpful in particular circumstances. Thompson and Martin (2010) refer to the concepts of strategic logic and the ability to implement. Strategic logic relates to the relationship and fit between the strategies and the mission of the organisation and the current appropriateness of the mission, long-term goals and strategies being pursued. The availability of the resources needed and the competitive advantage will also impact on the strategic choice. Box 10.1 in Thompson and Martin (2010:471) shows the main strategic evaluation techniques. Thompson and Martin (2010:472) report on Rumelt, who argued that corporate strategy evaluation at the widest level involves seeking answers to three questions: y Are the current objectives of the organisation appropriate?

y Are the strategies created previously, and which are currently being implemented to achieve the objectives, still appropriate? y Do current results confirm or refute previous assumptions about the feasibility of achieving objectives and the ability of the chosen strategies to achieve the desired results? The criteria for effective strategies are broadly divided into appropriateness, feasibility and desirability. Lynch (2006:493) builds on these criteria and includes additional criteria: validity, business risk and attractiveness to stakeholders. Validity means that the calculations and other assumptions on which the plan is based are well-grounded and meaningful. Business risk means that the strategy does not expose the organisation to unnecessary hazards or to an unreasonable degree of danger. Attractiveness to stakeholders means that the strategy is sufficiently appealing to those people that the company needs to satisfy. Louw and Venter (2010) refer to the SWOT portfolio framework, the BCG framework, the GE framework and the parenting matrix. The strategic position and action evaluation
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(SPACE) matrix is discussed in section 10.8.2 in Louw and Venter (2010). You need to understand the SPACE matrix.

5.

ASSESSMENT QUESTIONS
Assess your understanding by answering the following questions: 1. 2. 3. 4. Indicate the position of long-term goals in the strategic management process. Explain what the balanced scorecard approach entails. Use relevant examples to illustrate your understanding of the various strategic options. Using a diagram, illustrate by way of an appropriate

model, the process that could be followed when choosing one or more strategies for a dominant product/ service business. Substantiate your answer with reference to an appropriate annual report. Critically discuss the choice of a strategy or strategies for the organisation of your choice.

5.

FEEDBACK TO ASSESSMENT QUESTIONS
The questions above cover the contents of study unit 2.4. They are quite in-depth and will take some time to complete. We urge you to answer these questions and to add them to your personal notes. Some of these questions have been taken from assignments in previous years.

Telkom SA Limited’s vision, mission, values and long-term strategy Vision and values Vision Being Africa’s preferred ICT service provider by: y Customers recognising Telkom as their first choice when deciding on ICT com-munication solutions. y Employees viewing Telkom as the preferred employer in the ICT industry. y Shareholders regarding Telkom as a company that offers competitive returns. y Government and the Regulator considering Telkom as a trustworthy and respectful enabler of the economy. y Suppliers recognising Telkom as a valued partner in delivering worldclass ICT services. y The community distinguishing Telkom as a responsible, caring and trustworthy South African corporation.
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Mission Telkom SA Limited is a leading South African-based international ICT services group focused on long-term profitability through growth in existing and new markets by: y Providing differentiated high quality fixed, wireless, converged products and services directly or through our

subsidiaries and partners. y Striving for excellence in serving our valued domestic retail and wholesale, as well as international customers. y Achieving unprecedented organic growth of existing assets. y Targeting acquisitions and new partnerships to achieve core strategies. y Acting as a responsible and caring corporate citizen. Core values We are: y Inspired to deliver value to customers Meeting the needs of customers is our core inspiration y Dedicated to agile and excellent performance Diverse, positive, aligned and passionate people y Determined to continuously improve Learning, changing and innovating to own the future y Committed to act with integrity. Honest, empathetic and approachable in all we do Long-term strategy 1. Grow profitable revenue internationally Goals y Increase revenue and long-term profitability from international investments and services. y Increase international revenue from acquired African subsidiaries. Actions y Become a Pan-African integrated service provider, offering: — International communications and internet connectivity. — Hosting and managed data services. — Wireless voice and mobile broadband solutions.

134

y Leverage synergies across the Telcom Group to grow revenue from subsidiaries- organically and through acquisitions. y Introduce converged, fixed and mobile service in the Nigerian market through Multi-Links. 2. Grow profitable revenue through broadband and converged services Goals y y y y y y y y Increase broadband penetration. Deliver superior data speed and quality through fixed-line network. Increase converged services revenue. Partnerships

with content providers. Improve market share in information technology services sector. Expand domestic datacenter operations. Improve innovation capability. Grow organically and through acquisitions.

Actions y Expand our broadband footprint. y Increase bandwidth to offer higher bandwidth applications. y Provide converged information, communications and technology solutions to the enterprise market and enable the digital home in the consumer market. y Bundle of content to provide added value in subscription and pay-asyou go models. y Target the medium to large business segment to meet their demand for end-to-end solutions. y Satisfy customer demand for converged one-stop solution for communications and information technology infrastructure requirements. y Develop improved value propositions through customer understanding enabled by the consumer centric programme. y Enhance availability through successfully partner with others where synergistic opportunities exist. 3. Grow profitable revenue through wireless voice and mobile data services Goals y Provide integrated bundled offerings. y Combine with mobility to enhance fixed-line offering.
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Actions y Transform fixed-line business to incorporate key value-added services, including mobile converged voice services. y Build a cost-effective wireless voice and mobile data network in selected areas to offer: y wireless access in campus environments, gate communities, security complexes and other developments. y mobile data services. y fixed and nomadic wireless voice services. 4. Defend profitable revenue Goals y

Maintain fixed-line net revenue. y Retain leading fixed-line market share. y Increase annuity revenue as a percentage of total fixed-line operating revenue. Actions y Improve competitiveness through tariff rebalancing. y Build customer retention initiatives that entice customers to stay with Telkom. y Build customer loyalty by providing superior value propositions that position Telkom as a service provider of choice. y Convert revenue streams to annuity revenue.

CONCLUSION TO TOPICS 1 AND 2 – STRATEGIC PLANNING
Louw and Venter (2010) state that strategic management is not concerned with strategic planning only, but has to ensure that the strategy is also implemented, ie strategies are working in practice. We know that strategic management is a continuous process, focused on long-term survival in a changing environment. It is about taking stock of what the organisation has, what the environment in which it operates offers and how these elements can be combined to gain a competitive advantage – thus, creating a strategic fit between the organisation and the environment to reach the organisation’s objectives. In Louw and Venter (2010) there is a representation of a strategic management process model. This model starts off with strategic intent and purpose, and is then followed by strategic analysis which constitutes the environmental analysis. This is followed by strategy development. According to their model, strategy implementation is the final stage in the strategic management process. Looking at the model adopted by Thompson and Martin (2010), we see that they have moved away from the

traditional strategy analysis, strategy creation and strategy implementation model. According to them, strategic management involves awareness of how circumstances are changing. They also refer to deliberate and emergent strategy development. We divided the strategic management process into three stages: strategic planning, strategy implementation and strategic control. We looked at the steps in the strategic planning process which started with setting the strategic direction.
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Strategic direction is the first step in strategic planning and deals with the desired future position of the organisation as well as its purpose. The vision statement, mission statement and strategic intent were the management tools that were investigated. Once the organisation has set its strategic direction, it needs to assess its internal strengths and weaknesses. This will give it an indication of where improvements (weaknesses) are needed and what factors it can build on (strengths). In analysing the internal environment we looked at three approaches: the resource-based view, value chain analysis and the functional approach. We then moved on to the external environment that impacts on the organisation because of the interdependent relationship between the organisation and its environment. We know that the organisation is an open system and exposed to opportunities and threats in the external environment. These opportunities and threats can be found in the macro environment, the industry environment and the market or task environment. The next step was to formulate strategic goals that are translated

from the mission statement. These goals are more detailed and specific and can be measured. All the information gathered through the internal and external environmental analyses is then used to choose strategies. The key learning point is that an organisation should use its strengths to exploit the opportunities in the external environment. This will lead to competitive advantage. An organisation must guard against attempts to build a strategy based on its weaknesses. Once an organisation has made its strategic choices, it needs to bring it into action. Thus, it must be carried out, or implemented. This is the starting point of topic 3. It is important to note that strategy implementation is challenging and complex because it involves the whole organisation.
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TOPIC 3
Building blocks of strategy implementation
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Study Unit 3.1
Strategy implementation
1. INTRODUCTION

Strategic implementation is the next stage in the strategic management process. The strategies have been chosen, but must now be put into action. Up to now, the strategic management process, in the form of strategic planning, was a conceptual process that involved only a few individuals. The next stage requires the involvement of the whole organisation and it is an operational process. This study unit provides a holistic perspective of the requirements that should be in place as well as the challenges when implementing strategic initiatives

1.1

Aim of this study unit

The aim of this study unit is to inform you of the requirements of and challenges in implementing strategies.

1.2

Learning

outcomes

The learning outcome of this study unit is: LEARNING OUTCOMES
Conceptualise the building blocks of strategic management and the interrelationship of the various building blocks.

1.3

Contents

The following topics will be covered in this study unit: y Requirements of successful strategy implementation y Challenges of strategy implementation

1.4

Key concepts
KEY CONCEPTS
y y y Strategy implementation Key drivers of strategy implementation Barriers to strategy implementation
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2.

REQUIREMENTS FOR STRATEGY IMPLEMENTATION

Ultimately, this overview deals with activities and support structures that should be in place to successfully implement strategies. Our intention in this section is to show you the bigger picture before discussing the key drivers required for strategy implementation in more detail in the study units to come. Thompson et al (2010: 301) state that although strategy formulation, analysis of alternative strategies and strategic choice are important in the strategic management processes it cannot ensure success on its own. To ensure success, the strategy must be translated into carefully implemented action. This means that: 1. 2. The strategy must be translated into guidelines for the daily activities of the organisation’s members. The strategy and the organisation must become one – that is, the strategy must be reflected in a. b. c. 3. the way the firm organises its activities the key organisation leaders the culture of the organisation

The company’s managers must put into place “steering” controls that

provide strategic control and the ability to adjust strategies, commitments, and objectives in response to ever-changing future conditions.

In topic 3 we will consider the first two considerations whilst topic 4 will deal with strategic control. As such we have identified six key drivers necessary to support implementation: y y y y y y Short-term objectives, functional tactics and policies (study unit 3.2) Leadership (study unit 3.3) Organisational culture (study unit 3.4) Reward systems (study unit 3.5) Resources (study unit 3.6) Organisational architecture, systems and processes (study unit 3.7)

In the study units to follow we will discuss each of these drivers, as well as their role within the strategy implementation process, in detail. However before we explore these concepts we need to make you aware that strategy implementation is more complex and challenging than strategy formulation as it involves the cooperation of people not involved in the formulation of these plans in an ever changing environment. By highlighting these challenges upfront we hope that you will take it into consideration when we discuss the key drivers and look for ways to best address it.

3.

CHALLENGES OF STRATEGY IMPLEMENTATION

There are obvious risks attached to bridging the gap between strategic planning and strategy implementation. For instance, how does one share the strategy with a group of people who were not even involved in the formulation of the plans, and who may not even be in the same city or country as the formulator of the plans? In fact, as we saw
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in the section on the contemporary

business environment, the two groups of people may never meet although they work for the same organisation and strive to reach the same goals. The Balanced Scorecard Collaborative has found that nine out of ten organisations fail to implement strategies, and as few as 10 percent of effectively formulated strategies are effectively implemented. These statistics are shocking, especially since we know the potential benefits of strategic management. Activity 3.1
Consider the organisation or business unit in which you are working. What are the possible challenges that you are facing in terms of implementing strategies? You may have a well-formulated strategic plan as well as an inspiring vision and mission statement. However, the actual situation in which you operate on a day-to-day basis differs from the contents of the strategic plan. Write down the possible reasons for this gap between the contents of the strategic plan and the actual situation.

FEEDBACK ON ACTIVITY 3.1
You could have identified a situation in which the employees do not know what is expected of them; or a situation in which employees are expected to perform certain activities but no resources have been allocated to do that. Possibly, no clear guidelines were provided which could lead to confusion. Even worse, you may have even found that your organisation does not even have a strategic plan! Or that it is hidden somewhere and only a privileged few has access to it. Let’s see if we can find out why so many strategies are not implemented successfully: You probably noticed that obstacles creating strategy implementation

challenges could originate from both the internal or external environment. Internal obstacles could be the result of existing systems, procedures, structures and the traditional “way of doing business”. Internal resistance, however, may stem from people who feel that the strategy will fail or others who may see the strategy as a threat to their own position in the organisation. External obstacles may come from competitors, but the general political, economic and technological environment could also put a strain on the implementation process. Additional external obstacles could be suppliers, distributors, unions and trade organisations (Jansen van Rensburg & Strasheim 2005). It is a major challenge to the strategist to translate the strategic plans into strategic action because of the fundamental difference between strategic planning and strategy implementation. However, the survival and sustainability of the organisation depends, among other things, on how well strategic plans have been translated into strategic action. Lynch 2006:615 states that its implementation needs to be seen as a process over time that may well alter the strategy. Consequently, it may alter the organisation’s vision and purpose. It is possible that strategy implementation is seen as a once-off activity with no followthrough or continuous monitoring. We know that strategy implementation is more than just telling middle and junior management about the strategies of the organisation.
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The research by the Balanced Scorecard Collaborative also indicated that the organisations surveyed have

four barriers to strategy implementation: y Vision barrier. The Balanced Scorecard Collaborative found that only 5% of the workforce understands the vision and strategy. There are probably various reasons for this. Firstly, often the executives of an organisation themselves are not clear on what exactly the organisation’s vision and strategy means. Some executives may have risen in the organisation from functional areas and do not have experience of strategic management. The way they then filter down the vision and strategy of the organisation in their divisions could perhaps not be clear. Furthermore a lack of communication of the vision and strategy further impedes the workforce ability to understand the organisation’s vision and strategy. If lower levels of management and the workforce do not know, or understand the organisation’s vision and strategy, they will be unable to understand their role in the execution of the organisation’s strategy and it is seldom that employees are committed and give their buy-in to a strategic plan if they do not understand it. y Management barrier. The Balanced Scorecard Collaborative found that 85% of top management teams spend less than an hour on strategy. Too often executives are focused on solving short-term problems and not enough time is spent on strategic management. Furthermore, some executives, as they rise up in the organisation from their functional areas, remain involved in functional issues – instead of now focusing on strategic issues. For example, the CEO of a well-known car rental company prides himself in directly addressing customers’

complaints and problems. It may well be that the last point-of-call to an unsolved customer complaint be the office of the CEO – but is it really the CEO’s job to address customer complaints? Is this not a task that should be delegated? And why is it not delegated? y Resource barrier. 60% of organisations do not link their resource allocation plans or budgets to the chosen strategy or strategies. Resource allocation is addressed in topic 3.6 of this study guide. y People barrier. The Balanced Scorecard Collaborative also found that only 25% of managers have rewards linked to strategy. Would you change your daily tasks and activities to be aligned to the organisation’s strategic plan if there is no incentive to do so? More recent by the Economist Intelligence Unit, Marakon Associates and the Corporate Strategy Board found that 37% of the potential value of a strategic plan is lost due to unsuccessful strategy implementation. Reasons for this loss of 37% of the potential value include: y y y y y y y y inadequate resources poorly communicated strategy implementation actions are not clearly defined accountability for implementation actions and initiatives are unclear the existence of organisational silos and a culture resistant to change inadequate performance targets inadequate rewards poor leadership
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Extensive research conducted by Beer and Eisenstat (2000) revealed that the overall problem associated with failed strategy implementation is rooted in the fundamental management issues of leadership, teamwork and strategic direction, and not in the commitment of people or their functional

competence. Successful implementation needs more than a leader – it requires teamwork from a leadership group which, through dialogue and collaboration, stays connected to the knowledge embedded in lower levels. Sometimes strategies fail because they are simply ill conceived or because the market conditions they were intended to exploit change before the strategy is actually put in place. In other instances strategies fail because someone beats the company to market with a similar idea or strategy. The organisation should therefore monitor the market conditions and prepare contingencies for different scenarios (Sterling 2003). Finally, and possibly most importantly, strategy implementation may fail because of a skills shortage, which relates to resource allocation as a driver. Recommended reading Speculand, R. 2009. Six necessary mind shifts for implementing strategy. Business Strategy Series 10 (3): 167–172.

4.

SUMMARY

In this study unit we were introduced strategy implementation and highlighted the key drivers that are required to successfully implement strategies. We also considered potential barriers to strategy implementation. The strategic manager and top management team should be aware of these barriers and take proactive action to minimise the appearance and impact of these barriers. As a student of the strategic management discipline it will be to your advantage to consider these barriers and then to investigate how we can use the key drivers of strategy implementation to minimise risk.

5.

ASSESSMENT QUESTIONS
Consider the situation described in the text 

box below. Can the business school dean’s management style or approach to strategy be a problem in strategy implementation? Put forward ideas of how the strategy implementation should have been dealt with.
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“I always have two strategic plans available. One, on the top of my desk, is for everyone. It promotes motherhood, apple pie, ice cream and anything that anyone wants. Resources in this plan are unlimited. No tough decisions have to be made – everyone wins. This plan is a pipe dream. “The second plan I keep locked in my desk’s lower right hand drawer. It’s the real plan. No one sees it. When subordinates make proposals that go in a direction other than this secret plan, I initially discourage them. Eventually, if they persist on pursuing this direction, I say ‘no’. If people come to me with ideas that support the direction of my plan, I not only encourage them, I provide resources that empower them to make it happen. “That’s the way I move the organisation in the direction I desire.” This strategy came from a business school dean and dates back to 1978. Forty two days after providing the above quotation, the interviewee received a strong “no confidence” vote from the faculty over which he ruled. Three days later the university’s president removed the dean from his position.
Source: Strickland and Dulek (2004)

FEEDBACK ON ACTIVITY 3.1
This question links with activity 3.1 where you had to identify the challenges in strategy implementation in your own organisations. It also requires you to put forward ideas of how these challenges could be overcome or prevented.

Some of the suggestions may include some of the following (you need to add your own too!): More involvement of more people in the formulation of the strategy to ensure earlier buy-in Communication, communication, communication More direct involvement of senior management in the directing of the implementation efforts Re-allocation of resources Implementing a system of continuous feedback as the implementation process unfolds Offering rewards for achieving certain implementation outputs A control system that provides earlier feedback
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Study Unit 3.2
Short-term objectives, functional tactics and policies
1. INTRODUCTION

The mission, long-term goals and strategies need to be translated into doable activities. The whole organisation is responsible for implementing the strategy. Each person in the organisation needs specific guidance and instruction on what needs to be done by when. Short-term objectives and functional tactics are the tools that a strategic leader can use to direct the behaviour of the employees towards achieving the strategic objectives. Policies are used to guide and align the organisation’s members in their activities and behaviours.

1.1

Aim of this study unit

The aim of this study unit is to offer you an understanding of the role of short-term objectives, functional tactics and policies in strategy implementation.

1.2

Learning outcome

In this study unit, we focus on the following outcome: LEARNING OUTCOME
To conceptualise the building blocks of strategic management and the interrelationship of the various building blocks. To achieve this

learning outcome, you must be able to identify, analyse and apply the drivers, short-term objectives, functional tactics and policies, of strategy implementation as one of the building blocks in strategic management.

1.3
y y y y

Contents

This study unit addresses the following: The instruments in strategy implementation Short-term objectives Functional tactics Policies
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1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit: KEY CONCEPTS
y y y y Functional tactics Long-term goals or strategic objectives Policies Short-term objectives

2.

INSTRUMENTS IN STRATEGY IMPLEMENTATION
STUDY
Study section 3.9 in Louw and Venter (2010). Study section 16.9 in Thompson and Martin (2010).

2.1

Short-term objectives

An organisation sets its vision and mission and uses the information gathered through environmental analysis to draft its long-term goals, often referred to as strategic goals. The mission is translated into long-term goals. These goals are aimed at the long term and deal with strategic objectives that the organisation wants to achieve in the future over periods such as five or seven years. These long-term goals do not specify what has to be done in the short term. Because the long-term goals are not very detailed, they need to be translated into more doable tasks and activities. The focus should now be on the shorter term and the goals should be as detailed as possible to ensure that everyone knows exactly how he or she must contribute towards the achievement of 

the organisation’s mission, vision and objectives. KEY CONCEPTS
Short-term objectives are measurable outcomes achievable or intended to be achieved in one year or less. They are specific, usually quantitative, results that operating managers set out to achieve in the immediate future (Pearce & Robinson 2009:305).

The use of short-term objectives is a valuable strategy implementation instrument. They help to establish departmental, divisional and organisational priorities. They also
146

assist in monitoring progress made towards the achievement of long-term goals. Shortterm objectives can also be used as checkpoints for operational and strategic control. Pearce and Robinson (2009) explain that well-formulated short-term objectives clearly state what is to be accomplished, when it will be accomplished and how its accomplishment will be measured. They add breadth and specificity in identifying what must be accomplished to achieve long-term goals. David (2007:264) states that these objectives are essential for strategy implementation because they represent the basis for allocating resources, are a primary mechanism for evaluating managers, are the major instrument for monitoring progress towards achieving long-term goals and establish organisational, divisional and departmental priorities. The balanced scorecard can be used to ensure that the short-term objectives are directly related to the long-term goals and linked to the organisation’s vision. It closes the gap between long-term plans and short-term actions.

2.2

Functional tactics

Strategy can only be implemented through

different specialists, called functional specialists, as they each have unique contributions to make towards attaining the goals of the organisation. Functional tactics are the key activities that must be performed in each functional area to provide the organisation’s products and services. Functional tactics translate the organisation’s grand strategy into action to ensure that the shortterm objectives are attained. Functional tactics identify activities to be undertaken ‘now’ or in the immediate future. They are more specific than business strategies and help to ensure that functional managers know what needs to be done and can focus on accomplishing results. More people are involved in developing functional tactics. The operational managers and supervisors should be involved to improve their understanding of what needs to done to achieve long-term goals and how their function can contribute to successful implementation.

2.3

Policies
KEY CONCEPTS
Policies guide and align an organisation’s members in their activities and behaviours in relation to the pursuit and achievement of strategies and objectives.

Thompson and Martin (2010) state that policies establish the way in which certain tasks should normally be carried out, and place constraints upon the decision-making freedom that managers have. Louw and Venter (2010) caution against too many policies that are likely to lead to a bureaucratic dilemma that will block activity and ingenuity.
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It is important that when general managers create policies for their divisions or business units, and functional managers

for their departments, there be some consistency between them. Policies should be in line with the short-term objectives and functional tactics to ensure that the chosen strategy is implemented successfully. Changes in strategies may require changes in policy if they are to be implemented successfully. Examples of policies are the policy concerning overtime pay and bonuses in the human resource function. In the operations function, an example of a policy may be on quality and meeting delivery dates.

3.

SUMMARY

In this study unit you were introduced to short-term objectives and we explained how they facilitate the strategy implementation process. Short-term objectives are more specific than long-term goals and must be reached in the short term. The use of the balanced scorecard in setting short-term objectives was also described. We introduced you to functional tactics and their role in strategy implementation. Lastly, this study unit looked at policies, often referred to as the red-tape of an organisation. The unit explained the important role of policies in strategy implementation and how they can support the chosen strategies.

4.

ASSESSMENT QUESTIONS
1. 2. 3. 4. Explain how strategic goals are translated into short-term objectives. Distinguish between a well-formulated versus a poorly formulated short-term objective. Explain how functional tactics differ from corporate and business strategies. Expound on the importance of having sound policies in place to implement the chosen strategy.
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Study Unit 3.3
Leadership
1. INTRODUCTION

Few things are more important

to human activity than leadership. Effective leadership helps our nation through times of peril. It makes a business organisation successful. It enables a not-for-profit organisation to fulfil its mission. The effective leadership of parents enables children to grow strong and healthy and become productive adults. The absence of leadership is equally dramatic in its effects. Without leadership, organisations move too slowly, stagnate, and lose their way (Mills 2010:10). Problems of implementation are really issues about how leaders influence behaviour, change the course of events, and overcome resistance. Leadership is crucial in implementing decisions successfully. This study unit will look at the role of leadership in strategy implementation.

1.1

Aim of this study unit

This study unit aims to illustrate the importance of leadership in the strategy implementation process and how the leadership style should match the chosen strategy.

1.2

Learning outcome

In this study unit, we focus on the following outcome: LEARNING OUTCOME
To conceptualise the building blocks of strategic management and the interrelationship of the various building blocks. To achieve this learning outcome, you must be able to identify, analyse and apply the driver, leadership, of strategy implementation as one of the building blocks in strategic management.

1.3

Contents

This study unit addresses the following: y Leadership as a driver in the strategic management process y Strategic leadership y The capabilities of effective strategic leadership
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y y y y y

Visionary leadership

Issues in strategic leadership The tasks and role of effective strategic leadership Matching leadership style to chosen strategy Leading change

1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit: KEY CONCEPTS
y y y y Emotional intelligence Strategic leadership Transformational leadership Ubuntu

2.

LEADERSHIP AS A DRIVER IN THE STRATEGIC MANAGEMENT PROCESS
STUDY
Study chapter 12 in Louw and Venter (2010). Study sections 9.1 and 9.2 in Thompson and Martin (2010).

At this stage in the strategic management process, a strategy has been chosen. Top management knows where it wants the organisation to go and has decided on a road to get there. Leaders should not, and cannot, do everything themselves, but they remain the catalyst for what does happen. This means that top management is not directly involved in the different activities that are required to take the organisation to that end-state. Middle level managers, such as functional heads, supervisors and the actual employees play a very important part in the implementation of the strategy. We know that strategic planning is mostly an intellectual process – strategy implementation is an operational process that puts the strategy into action. Leadership is a very important driver because the employees require guidance, inspiration, instruction and motivation to carry out the activities. According to Thompson and Martin (2010), the way in which the organisation manages to grasp opportunities and overcome potential threats will depend very much

on the personal qualities and values of the strategic leader.
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Louw and Venter (2010) note that the leaders of the organisation play a determining role in ensuring that the organisation adapts to the changing environments in order to succeed and survive. They say it is the top level executives who are ultimately responsible for the survival and success of the organisation. To implement a strategy successfully, top management must think strategically, be emotionally intelligent and be visionary leaders. In the South African context, they should also be able to apply the philosophy of African leadership. The process of implementing a strategy also requires the leader to manage the change. Sometimes, incremental change is sufficient to implement the strategy; often, revolutionary change is more appropriate. Leadership drives strategic change and it is only through effective strategic leadership that organisations are able to use the strategic management process successfully. Section 12.4 in Louw and Venter (2010) summarises the tasks of a strategic leader in strategy implementation. In his book, Moments of truth, Jan Carlzon, the transformational leader of SAS Airlines explains that leaders must create an environment in which employees can accept and execute their responsibilities with confidence and finesse. They must communicate with their employees, imparting the company’s vision and listening to what they need to make that vision a reality. To succeed, they must be visionaries, strategists, informers, teachers and inspirers.

2.1

Strategic leadership

The Centre for Creative

Leadership (CCL) has identified six critical components of strategic leadership. Table 3.1 lists these six components, in order of importance. Table 3.1 Components of strategic leadership

Adapted from Wilcox and Rush (2004:260)

The strategic leader has a number of responsibilities. Thompson and Martin (2010) describe these responsibilities in section 9.1.
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When you compare the CCL’s six critical components with the responsibilities listed by Thompson and Martin (2010), you should be able to identify certain common themes. The common themes are strategic direction, strategic control and strategy formulation and implementation. Louw and Venter (2010) discuss leaders such as Maria Ramos and Wendy Lucas-Bull. Let’s look at more examples of South African leaders: CRF International, otherwise known locally as CRF South Africa (Corporate Research Foundation), is an international, independent research-based publishing company currently active in eight countries on three continents. One of this company’s publications, South African’s Leading Managers, uses the Leadership Benchmark™ to identify the country’s business, leadership talent. It is an inspirational compendium of South Africa’s dynamic leaders and offers readers rare insight into the philosophies and techniques of the men and women who shape the country’s leading organisations (CRF 2010). We have included the excerpts of two of the TOP 10 leading managers to illustrate different approaches applied by successful business leaders. Since there was no female representation in the Top 10 business leaders awarded

for 2009/2010 we decided to include an overview of Venete Klein, the Business Women of the year: 2009 recipient (Business Women’s Accociation 2009). For more inspiration it is highly recommended that you read the profiles. William Mzimba, Chief Executive Officer, Accenture Academic qualifications: BA Honours in Business Studies; MBA Mzimba’s management style is rooted in his ‘lead by example’ leadership philosophy. He believes that while it’s not possible to prescribe how people follow their leader, leaders should consistently demonstrate leadership by doing. Inclusivity, ubuntu and collaborative philosophies are at the centre of how he leads. Mzimba is known for his emphasis on corporate governance. ‘Accenture has implemented thorough internal controls to ensure compliance, and audits are conducted quarterly. Mzimba notes that although the organisation is not listed on the JSE, Accenture plc is a listed entity, and the local organisation therefore upholds governance and compliance in the same way. The same attention to detail applies in matters related to transformation. At Accenture, BEE is ‘a way of doing business, not undertaken simply for the sake of compliance,’ Mzimba states. Mzimba maintains that it is the calibre of Accenture’s people that sets it apart. ‘I gain renewed energy every time I interact with them,’ he reflects. ‘Our secret lies in their collective passion, culture, intellectual capability and capacity.’ Employee quotes ‘William Mzimba epitomises leadership that the country requires. He promotes a values-based leadership style that the next generation workforce need

and seek out continuously. Accenture has the privilege of being led by someone who teaches and grows talent around him with the intent of ensuring he hands over the baton to a
/continued ...
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leadership he has personally taken ownership of in grooming – with no lesson being too small or too big, his ultimate goal being not just winning the war for talent, but grooming talent to build the future of our country.’ - Sandy Mohonathan, Human – Resources Director ‘William is a leader who has exceptional entrepreneurial skills and is always assisting and mentoring people within the organisation around thinking big and generating large sales. He is always available for his people and makes a significant contribution to growing this business by leveraging off his many contacts in the marketplace. One of William’s biggest strengths as a leader is that he surrounds himself with very competent people to help drive his strategic agenda and growth within the company.’ - Clive Butkow, Chief Operating Officer – Accenture South Africa Pat Goldrick, Chief Executive Cashbuild Academic qualifications: Left school at the age of 13. No tertiary qualifications. Goldrick makes use of a management style that is open and transparent but describes himself as ‘unreasonable’, in that he is supportive and empathetic, but he will not do people’s work for them and will not compromise his standards. Goldrick takes the standpoint that it is always best to be honest and that criticism should be used constructively. Looking back on the company’s history, Goldrick believes that it is Cashbuild’s ability to remain

sustainable, through good times and bad that makes it a fine example of a simple business model that works. ‘We work hard to keep things simple and humble and I think we have succeeded thus far,’ he concludes. Key priorities for Goldrick are skills improvement and succession planning. Succession planning is firmly in place from board level to the supervisors within the stores. ‘Named successors have been identified in every department,’ Goldrick reports. Each successor is at a different stage of development and their progress is formally reviewed every quarter. ‘There is a huge emphasis on sharing skills and knowledge to allow the business to run seamlessly. We do not have a human resources team. Instead, HR issues are overseen by one individual and line managers are responsible for skills sharing and team development in their divisions,’ explains Goldrick. Cashbuild is a large organisation by any standards and Goldrick has implemented a system to keep his finger on the pulse of what is happening throughout the company. Weekly focus meetings attended by the executive directors and management teams are where decisions are taken on all areas of the business, from store refurbishments to strategies and follow through processes. ‘Those that have been present at the focus meetings report back to the rest of the organisation in terms of what needs to be
/continued ...
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done and who is accountable. Different focus meetings take place at different levels of the organisation, but this is essentially how we communicate our plans to staff,’ reports Goldrick. Employee quotes

‘Pat is a demanding leader, but there is not a person in the organisation who would want it any other way. He does not take anything at face value, he questions everything and I believe that is how he has gained his immense knowledge of the industry. He is known for saying, ‘I’m not unreasonable, I’m just not reasonable.’ Pat commands great respect in the company and he leads by example; he expects the best from his staff, but he works just as hard.’ - Etienne Prowse, Financial Controller ‘Pat does not suffer fools gladly. He is a strong leader, with a style that is detailorientated and results driven. Those who work under him feel the pressure to perform, but he is so passionate about the business that his staff feels his passion.’ - Donald Masson, Chairperson ‘Pat is known for saying, ‘do it right the first time’. I am fascinated by the depth of his knowledge, both of the industry and life in general. He has a results-driven style of management, and believes in getting the job done. He expects his staff to deliver, to give something back for what they receive.’ - Themba Mosehle, Process Improvement Auditor Venete Klein, ABSA Executive Director for Retail Banking Academic Qualifications: Graduate of various senior executive programmes (including Harvard, MIT, Insead, IMD and the University of Witwatersrand). One of the most influential women in banking in South Africa, Venete Klein has a leadership style that perfectly combines compassion with big business. She is a financial powerhouse, humanitarian, mother and bridge-builder all rolled up into one rather formidable package. Klein may

be small in stature, but her passion for creating business with heart is larger-than-life. She holds down the position of Executive Director for Retail Banking at ABSA and taking care of 10 million customers and 15 000 staff members is ‘just another day at the office’. She is responsible for Absa’s Transactional and Deposits cluster incorporating the Branch Network, Distribution, Sales & Service, Customer Market Solutions, Pricing, Meeg Bank (Eastern Cape), Absa’s Africa Retail Bank and AllPay (Absa’s social grant and wage payment channel).
/continued ...
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She continues to thrive in the competitive world of high finance. Respected by colleagues and staff members alike, Klein is known for her motherly guidance and no-nonsense approach. The former Minister of Finance appointed Klein to serve on three financial sectorrelated advisory bodies: the Standing Committee for the Revision of the Banks Act of 1990, the Standing Committee for the Short Term Insurance Act and the policy Board for Financial Services and Regulation since 2001. She is also a visiting Professor at the University of Free State and regularly presents at Stellenbosch University, University of Louisiana and Cornel University (US) to MBA students. Over the years she has studied extensively overseas and is a graduate of Harvard and holds a number of international qualifications from MIT, Insead, IMD and Wits. When it comes to firsts, Venete is always leading the charge. She was the first South African to be invited to serve on the World Trade Organisation’s International Policy Commission. The first woman and person

of colour to serve as Vice Chair of the Agricultural Business Chamber, and the first woman to be appointed as President of the AHI (Afrikaanse Handels Instituut / Afrikaans Chamber of Commerce) in its 66 year history. Klein is a member of the International Policy Commission, a trustee of the Absa Foundation Trust and the Community Impact Trust as well as being the economic advisor to the premier of the North West.

Reflection
Take a few minutes to ponder on what each manager said in the above text box. Can you identify strategic leadership qualities in them or in their management styles or philosophies? The strategic leader must direct the organisation and ensure that the organisation is structured in such a way that the strategy can be implemented. Communication is also very important to enable managers throughout the organisation to be strategically aware and ensures that the strategic leader stays informed of the changes that are taking place. The strategic leader’s vision and his or her record of achievement are critical for obtaining and maintaining the confidence and support of influential stakeholders. Can you see that the leaders’ vision and record of achievement impact on the level of support they get from the stakeholders?

2.2

Capabilities of effective strategic leadership

Louw and Venter (2010) state that strategic leaders should be able to think strategically and be emotionally intelligent. They describe four capabilities of an effective strategic leader. According to them, a strategic leader needs to engage in a strategic reasoning process, which is depicted in figure

12.2 in the prescribed book. They also refer to the
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open systems model that provides leaders with the ability to think of organisations in complex and dynamic terms, incorporating an understanding of the external environment, internal context of the organisation and of the interrelationships that constitute the whole. The internal context of the organisation consists of several interdependent subsystems such as the technical, psychological, structural and managerial as well as a goals and values system. This is the environment where strategic leaders would use their capabilities to drive the strategy. Recent studies of successful managers have found that effective leaders consistently have a high level of emotional intelligence. Findings indicate that emotional intelligence is a good predictor of life success (Dess et al. 2005:381). Goleman identifies six leadership styles together with the underlying emotional intelligence competencies. See table 12.1 Louw and Venter. KEY CONCEPTS
Emotional intelligence is the ability to perceive emotional information and use it to guide thought and actions. It is the ability to manage oneself and relationships.

Another capability that Louw and Venter (2010) refer to is transformational leadership which needs to be exhibited more frequently than transactional leadership, if the leader is to improve the effectiveness of an organisation. It consists of idealised influence, inspirational motivation, individualised consideration and intellectual stimulation. The last capability that Louw and Venter (2010) refer to is African leadership.

The argument is that if a leader is to be successful, he or she needs to adopt a leadership style that is congruent with the prevailing values. In an interview with Mangaliso and Nkomo (2001), Reuel Khoza stated that this African approach to management has to be predicated on a set of values germane to an African existence. African existence is predicated on African philosophies, African spirituality and African interpersonal relationship norms and guidelines derived from African society. If we were to borrow an expression, we would say in fact there is a collective unconsciousness that people tap into that guides the manner in which they relate to the world – in essence, a worldview. Khoza believes there is an African worldview largely predicated on the Ubuntu concept of humaneness or African humanism. However, there is a bigger force – there is a God principle in it. Compassion is very important, caring is very important. Activity 3.2
Write a one-page essay to defend the need for leaders of organisations operating in South Africa to adjust their leadership style to accommodate African leadership.

Feedback on activity 3.2
In doing this activity, you would have started with an explanation of the contingency theory of leadership, which states that there is not one best way to manage in all situations. The
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style should be adapted to the specific situation. Your argument can then be built on this to explain the uniqueness of the South African business environment. Booysen (2002:21) claims that if South African organisations are to survive, the dominant Western management

paradigm needs to move into the direction of valuing the Western as well as the Afrocentric management systems alongside each other as equally important. South African leaders need to understand the different cultural expectations of all South Africans and corporate South Africa needs to ‘South Africanise’ in order to mobilise the people of South Africa effectively.

Recommended reading If you want to read more on leadership and African Leadership, you may find the following article interesting: Ackoff, RL. 1999. Transformational leadership. Strategy & Leadership 27 (1): 20–26. Allio, RT. 2009. Leadership - the five big ideas. Strategy & Leadership 37 (2), 4–12. Booysen, L. 2002. The leadership duality: Afrocentric or Eurocentric? Management Today, August: 20–22. Cummings, S. 1995. Pericles of Athens – drawing from the essence of strategic leadership. Business Horizons 38 (1): 22–27. Denton, M & Vloeberghs, D. 2003. Leadership challenges in the New South Africa. Leadership & Organisational Development Journal 24/2 84–95. Goleman, D. 1998. What makes a leader? Harvard Business Review 76 (6): 93–103. Nienaber, H & Roodt, G. 2008. Management and leadership: buccaneering or science? European Business Review 20 (1):36–50. Mabuza, J. 2004. Mandela’s lessons in leadership: leadership through ubuntu. Financial Mail, 24 December: 52–53. Mangaliso, MP & Nkomo, SM. 2001. Eskom’s Chairman Reuel Khoza on the transformation of South African business. Academy of Mnagement Executive 15 (3): 8–15.

2.3

Visionary leadership
STUDY
Study section 9.5 in Thompson and Martin (2010).

Business leaders

place considerable value on visionary leadership. Visionary leadership implies a strategic leader with a personal vision for the future of the organisation and at least a broad idea of the strategies for pursuing the vision. According to Mintzberg (Thompson & Martin 2010), a visionary strategic leader sees the strategy as a mental representation of the successful position or competitive paradigm inside his or her head.
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However, to have a vision is not adequate. The leader must persuade others to see it, share it and support it. The following is an excerpt from a speech widely hailed in the United Kingdom (UK) press as visionary. It was given by Lieutenant Tim Collins to about 800 men of the battle group of the first Battalion of the Royal Irish Regiment at their Fort Blair Mayne camp in the Kuwaiti desert about 32 km from the Iraqi border on Wednesday, 19 March 2003. His intention was to prepare the men for the battle that lay ahead. Many of the men were young and the support from people back in the UK was weak. Visionary leadership We go to liberate, not to conquer. We will not fly our flags in their country. We are entering Iraq to free a people and the only flag which will be flown in that ancient land is their own. Show respect for them. There are some who are alive at this moment who will not be alive shortly. Those who do not wish to go on that journey, we will not send. As for the others, I expect you to rock their world. Wipe them out if that is what they choose. But if you are ferocious in battle, remember to be magnanimous in victory. Iraq is steeped

in history. It is the site of the Garden of Eden, of the Great Flood and the birthplace of Abraham. Tread lightly there. You will see things that no man could pay to see – and you will have to go a long way to find a more decent, generous and upright people than the Iraqis. You will be embarrassed by their hospitality even though they have nothing. Don’t treat them as refugees for they are in their own country. Their children will be poor, in years to come they will know that the light of liberation in their lives was brought by you.
Source: Cameron and Green (2004:127)

Thompson and Martin (2010) also describe visionary leadership and strategy creation. Visionary leaders have a ‘feel’ for which strategies will be appropriate and feasible. They have a passion about what they are doing and their business and are instrumental in creating and fostering a particular culture.
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It has also been found that visionary leaders are more visible today than they have ever been in the past.

2.4

Issues in strategic leadership

Thompson and Martin (2010) end their chapter on strategic leadership by looking at some issues of strategic leadership. They report on typical strategic leader misjudgements, as identified by Charan and Colvin. Often, a visionary leader’s shortcoming lies in an inability to implement strategy. Strategy implementation is the key to sustained competitive advantage.

2.5

Tasks and role of effective strategic leadership

Section 12.4 in Louw and Venter (2010) describe the tasks and role of effective strategic leadership. The strategic leader is firstly responsible

for setting the strategic direction of the organisation. This means that the vision needs to be communicated to everyone and people should buy into it. We discussed visionary leadership in section 2.3. Being responsible for the strategic direction also deals with the mission statement which is the overall purpose of the organisation. A second task that the strategic leader is responsible for is driving the strategy. The strategic leader is ultimately responsible for guiding the organisation and ensuring that the strategy is implemented successfully. This is done through leadership, resource allocation, motivation, reward systems, policies, guidelines, systems and the most appropriate organisational structure. Thompson and Martin (2010) state that the leader is charged with ensuring that there are appropriate targets and milestones, establishing a suitable organisational structure and securing and allocating the relevant resources, such as people and money. The human resource management function is of strategic importance because successful strategy implementation requires different numbers and types of employees with different types of skills, attitudes and behaviours. Strategy implementation also requires that strategic leaders build and utilise the core competencies of the organisation. Core competencies refer to those activities that the organisation performs really well and may result in a basis of competitive advantage. Strategic leaders are also responsible for identifying the various elements of an organisation and their interrelationships and managing them in such a way as

to create a strategic fit. They should analyse the organisational culture to determine if it is appropriate for the chosen strategy. Successful strategy implementation requires many changes in the organisation and its systems and procedures. Strategic leaders must also lead and manage these changes. This may prove to be a challenging task, because of resistance to change.

2.6

Leading change

You should study this section in conjunction with the tasks of a strategic leader.
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STUDY
Study section 15.1 in Thompson and Martin (2010).

There are three change-related leadership issues pertaining to the new economy: y To know and understand the underlying forces driving the industry y To be aware of any changes to the rules for effective leadership by identifying the key issues that leaders must deal with to drive success in the organisation y To mobilise the organisation to implement the requirements and issues of the new economy faster and better than the competitors It is the strategic leaders’ responsibility to establish a context within which both creativity and foresight are emphasised, which regards strategic thinking as an essential process for creative and innovative actions and from which sound strategic plans are developed. Kotter (1990:103–111) establishes that the leader needs to decide what needs to be done, create networks of people and relationships that can help in attaining organisation objectives and ensure that people within the organisation actually accomplish their tasks. Thompson and Martin (2010) describe the direct and indirect aspects that 

influence the effectiveness of the strategy implementation process. Some of these aspects can be changed directly, like the organisational structure or management system. Other aspects can only be changed indirectly, like the communication systems or the manifested values. Strategic change will be strongly influenced by the bases of power within an organisation and by the power of the organisation in relation to its environment.

2.7

Aligning leadership with chosen strategy

Not only is it necessary for strategic leaders to manage change, but also to change their leadership style. It is important to realise that certain leadership styles are more appropriate for specific strategies than others. This means that strategic leaders need to change their leadership style when there is a change in the strategy. Rothschild (1996:18) deals specifically with the issue of different leaders. When a growth strategy is followed, a leader should pay much more attention to managing relationships, inspiring people and communicating objectives and strategies to them. With this strategy the leader requires a far more democratic and participative leadership style to ensure that all the employees buy into the vision set for the organisation.
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Activity 3.3
Write an essay in which you demonstrate how an understanding of the stages which businesses go through enables management to link strategic leadership to the different life cycles of a business as it evolves over time. Access the Unisa library databases. You need to download the following article: Rothschild, WE. 1996. ‘A portfolio of strategic

leaders’. Planning Review, 24(1):16–24 You can also request the Unisa library to send you a photocopy of this article. Consult Your services guide @ Unisa booklet to obtain information on how to request articles.

Feedback on activity 3.3
An essay should always start with an introduction that states the aim or scope of the essay. The body of knowledge should be subdivided and the headings and subheadings should be numbered. It is very important that sources be acknowledged through in-text referencing. Tutorial Letter 101 contains a reference guide which you must use for this. The essay should end in a conclusion that explains the insight gained through writing the essay. The following is a summary of the article by William Rothschild: According to Rothschild (1996), strategic leadership is really quite simple - û determine where you want to invest, develop a competitive strategic advantage and get the right leader, who will then select the right team. This is a somewhat simplistic approach to a possibly complex situation. Organisations need to realise that it is imperative to appoint the ‘right’ leader and that the ‘right’ leader will be different for different strategies. The following three factors are critical to successful strategic leadership (Rothschild 1996): y y y The leader and life cycle phase need to be matched. Each strategic differentiator requires a different leader and implementation team. Leadership, like strategies, must change.

There is a definite correlation between the organisation’s position in its life cycle and its leadership style. Rothschild (1996) proposes

that an organisation in its start-up or embryonic phase needs a risk-taker as a leader. Risk-takers are highly intuitive, aggressive visionaries with an entrepreneurial leadership style. When the organisation moves into the growth phase, it needs a caretaker who builds on strengths and creates gradual change with commitment to the longer term. Leadership in this phase may be directive. As the organisation matures, pruning will be necessary and the talents of a skilled surgeon are then needed. The surgeontype leader is selective and decisive and knows what is attractive and makes tough decisions. Finally, organisations that do not undergo this phase of growth may have to be put to rest, and an undertaker takes over.
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3.

SUMMARY

This topic looked at the role of leadership in the strategic management process. It described the capabilities of strategic leaders and explained some of the related concepts, like visionary and transformational leadership. Strategic leaders are responsible for developing a vision, sharing it with the whole organisation and ensuring that they do the necessary activities to fulfil the vision. You will have seen that it is more than just telling people what to do. It is about inspiration, influence and setting an example. This topic also looked at the link between the strategy and the leadership style. The strategic leader is also responsible for managing the change that is directly related to the implementation of the strategy. This requires the strategic leader to be aware of the different sources of resistance to change and how to 

deal with them. The following is a mind map of this study unit: Figure 3.1 Mind map of study unit 3.1
Leading change

Issues in strategic leadership

Components of strategic leadership The capabilities of effective strategic leadership The tasks and role of effective strategic leadership Strategic leadership

Visionary leadership

As driver in strategy implementation risk-taker

caretaker
Aligning leadership with chosen strategy

surgeon

undertaker

4.

ASSESSMENT QUESTIONS
Answer the following assessment questions: 1. 2. 3. 4. Comment on the role of strategic leadership in the strategic management process. Discuss the capabilities of strategic leaders. Comment on the tasks of effective strategic leadership. Explain how leadership style should change as the organisation progresses from one stage of the organisation life cycle to the next.
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FEEDBACK TO ASSESSMENT QUESTIONS
The first question dealt with the role of strategic leadership. In answering this question, you should firstly explain what strategic leadership is. You should also explain what the strategic management process is and the position of strategic leadership in this process, i.e. you should explain that it forms part of strategy implementation. Strategic leadership is an important driver in the strategy implementation process. Your discussion should explain why strategic leadership is important. The second question deals with the capabilities of strategic leaders. You should refer to section 12.3 in Louw and Venter (2010). This question should be answered in the context of strategy implementation.

Section 12.4 in Louw and Venter (2010) should be used to answer question 3. The tasks of a strategic leader include setting organisation direction to engender commitment, ensuring appropriate leadership at all management levels within the organisation to drive strategy, staffing the organisation and developing social capital, building and utilising core competencies, creating organisation alignment, which includes the task of building an organisational culture supportive of the strategy, and the final task of leading change. Remember, this question asked for a discussion. Therefore, it is insufficient to merely list the tasks. The third question is very similar to activity 3.2. As a business moves through the different stages of its life cycle, different leadership styles are required. During the embryonic phase risk takers are needed, whereas a surgeon-type leader is required when the business is in its mature stage. During the declining stage an undertaker is required. Each of these leaders has unique characteristics and styles. It could be disastrous to have the wrong leader in place during a phase that does not match his or her distinctive talents.
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Study Unit 3.4
Organisational culture
1. INTRODUCTION

Organisational culture forms part of the organisation’s internal environment. It is reflected in the way in which people in the organisation perform tasks, set objectives and administer resources to achieve them. The organisational culture plays a role in the strategic management process and it can be either a stumbling block or a valuable ally.

1.1

Aim

of this study unit

The aim of this unit is to show you how the organisational culture can impact on the implementation of a strategy. It aims to introduce you to different types of organisational culture and illustrate the importance of matching the culture with the chosen strategy.

1.2

Learning outcome

In this study unit, we focus on the following outcome: LEARNING OUTCOME
To conceptualise the building blocks of strategic management and the interrelationship of the various building blocks. To achieve this learning outcome, you must be able to identify, analyse and apply the driver, culture, of strategy implementation as one of the building blocks in strategic management.

1.3
y y y y

Contents

This study unit addresses the following: Organisational culture Different types of culture Matching organisational culture with chosen strategy The role of organisational culture in the strategic management process

1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit:
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KEY CONCEPTS
y y y y y y y y y y Aspects of organisational culture Ethical code Organisational culture Person or existential culture Power or club culture Role culture Strategic fit Strong culture Task culture Values

2.

ORGANISATIONAL CULTURE
STUDY
Study chapter 5 in Thompson and Martin (2010). Study section 13.3.8 in Louw and Venter (2010).

Successful strategy implementation requires the willing participation, commitment and satisfaction of its people. We know that when any group of people work together

for any length of time, they form and share certain beliefs and their actions often become matters of habit which they follow routinely.

Source: http://www.zcommunications.org/attachments/media/graphics/221.jpg
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These beliefs and ways of behaving constitute the organisation’s culture. You would have come across the concept of organisational culture in your undergraduate studies. Let’s review your existing knowledge. Culture is related to the people, their behaviour and the operation of the organisation and is encapsulated in beliefs, customs and values and manifested in a number of symbolic ways. When we want to identify or explore an organisation’s culture, we need to look at the way in which the people in the specific organisation perform tasks, set objectives and administer resources to achieve them. Organisational culture affects the way people in an organisation make decisions, think, feel and act in response to opportunities and threats. Organisational culture finds expression through a variety of manifestations: y y y y y y Language Folklore Heroes Symbols and rituals Dress code Office layout

Thompson and Martin (2010:231) use the cultural grid to summarise the aspects of culture. In addition to the manifestations, they also list people and power as aspects. The people aspects refer to the stories from the past, the leadership and management style and communications. The power aspect refers to the structural issues, the politics in the organisation and the ownership of the business. They also describe the key elements or determinants of culture. When the

culture is strong, people know exactly what is expected of them and they understand how to act and decide in particular circumstances. Keep in mind that the style adopted by the strategic leader can have a strong influence on the culture of the organisation. Louw and Venter (2010) offer insight into the dimensions of organisational culture. The dimensions could be used to provide an indication of how the organisation might position itself for effective strategic alignment and implementation. We have already stated that the organisational culture can either contribute positively to the successful implementation of the chosen strategy or it can severely obstruct it. It is often difficult to describe an organisation’s culture, because it cannot always be directly observed; rather, it is discerned. READ
You need not to study this text box but it will provide you with insight into the efforts of Total to create a corporate culture across its different business units and operations in more than 130 countries.
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Total’s management introduced ‘The Code of Conduct’ in 2000 when the new Total was created, in order to provide a common reference document concerning business principles and rules of individual behavior for all employees. Currently in its fifth edition, the Code of Conduct has been broadened and deepened over the years and is currently available in 24 languages. The senior management teams of their different units are responsible for distributing the document and ensuring compliance with its principles.

Structure and content The Code of Conduct is divided into five parts.

It begins with the Chief Executive Officer’s Message which states that the shared ethical values and principles that motivate employees’ day-to-day undertakings are critical to Total’s growth and long-term viability. The message then highlights three core values: y Respect, the source of sustainable, trust-based operations and relations. y Responsibility toward others and in our jobs. y Exemplary behaviour, which underpins the internal and external credibility of our actions and initiatives. In order for these values to have a meaningful impact, a number of business principles must be applied: y y y y y y Upholding human rights. An ongoing concern with safety and environmental protection. Respect for everyone we work with. Integrity towards the Company and in our business relationships. Non-interference in political processes. Support for colleagues, host communities and business partners.

Senior management is responsible for instilling these values and ensuring that the principles contained in the Code are applied. Employees may consult the Ethics Committee if they need assistance in making sensitive decisions. The second part defines the business principles that must guide staff’s actions: y Compliance with all applicable laws and regulations, especially concerning the environment, competition and employment. y Respect for free competition. y Rejection of bribery and corruption in all forms. Aligning these values and internal principles with those expressed in widely recognised international documents, Total strives to uphold:
/continued ...
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y y y y

The 

principles of the Universal Declaration of Human Rights. The key conventions of the International Labour Organisation. The OECD Guidelines for Multinational Enterprises. The principles of the United Nations Global Compact.

The business principles are then spelled out for each of our stakeholder groups: shareholders, customers, employees, suppliers and service providers, business partners and host countries. The third part of the Code consists of rules of individual behaviour for all employees, notably in the areas of: y Health, safety and environmental protection, confidentiality, intellectual and industrial property, conflicts of interest and insider trading. y Relationships with colleagues and suppliers. y Political activity. The fourth part presents the composition, scope of work and procedures of the Ethics Committee which was created alongside the Code to oversee Total’s ethical business principles and respond to employees’ questions about applying the Code of Conduct. Lastly, the Code of Conduct includes an Ethics Charter, which provides a short, simplified summary of Total’s principles and reference documents. To emphasise certain topics or address local needs, additional guidelines, charters and other documents may be prepared with the goal of making the Code easier to understand and apply.
You can download Total’s Code of Conduct from http://www.total.com/MEDIAS/MEDIAS_INFOS/827/ FR/Total-code-conduct-en.pdf

2.1

Different types of culture

Thompson and Martin (2010) use a typology developed by Handy to describe four different types of cultures, which are suited to different

strategies. These cultures are: y y y y the power culture, also referred to as the club culture the role culture the task culture the person culture

The organisation’s culture can generate sustained competitive advantage if it enables things to happen which result in high sales, low costs or high margins and if the culture is rare or cannot easily be copied by competitors.

168

2.2

Aligning the organisational culture with strategy

When the organisational culture manages to bind members of an organisation effectively, and is sufficiently widespread, accepted and entrenched, it becomes a key influence on both strategic alignment and strategic implementation. It is important to know that whenever there is a change in strategy, the organisational culture will have to be aligned with the new strategy. In section 13.3.8.2 in Louw and Venter (2010), common principles of cultures which successfully facilitate and drive strategy are discussed. Activity 3.4
Describe the different types of culture and explain in which type of organisation the different types of cultures are found. You also need to explain how the strategy-culture relationship is managed. Hint: We suggest you study section 5.6 in Thompson and Martin (2010) and complete the following table: Culture Power or club Structure Functional Type of organisation Comments Mostly found in smaller firms Quick decision making

y ..... ... ...

Role Task

y ..... ... ... y ..... ... ...

Not flexible or Service-oriented

y ..... ... ...
Performance is judged by the success of the outcomes

y ..... ... ...

Person

or existential

Cluster

y ..... ... ...

y ..... ... ...

READ
You need not study this text box. However, it provides valuable insight into how the culture should be aligned with the strategic direction and strategic choice of an organisation.
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De Beers Principles Programme In 2006, we committed ourselves to a set of Principles that translate our purpose, vision and values into practice. These principles define the way we do business, inform our understanding of what is right and wrong and describe what is important to us. They also articulate how we contribute to sustainable development through partnerships with stakeholders and help deliver on our commitment to “living up to diamonds”. De Beers principles at a glance
ECONOMICS Wealth creation and shareholder value Transparency in financial payments to governments Local procurement and capacity building Strong relationships with government No political donations to individuals ETHICS Good governance and high ethical standards Free and fair competition EMPLOYEES Compliance with core labour standards Freedom of association and collective bargaining Non-discrimination COMMUNITIES Assessment, monitoring and management strategies Free and informed consultation Responding to the needs of indigenous people Respecting cultural integrity and traditional knowledge Non-infringement of community rights ENVIRONMENT Proficient and responsible environmental management Proactively minimising our negative impacts Efficient use and management of energy resources and emissions Stewardship of ecosystems and resources Conservation,

protection and sustainable use of biodiversity

Disclosure of relationships that might lead to illegalities Anti-corruption

Responsible prevention of child labour Responsible prevention of forced and bonded labour Highest security and human rights standards Best practice safety and occupational hygiene standards Employee health and well being Comprehensive HIV/AIDS management programmes

Anti-money laundering and combat of terrorism financing Privacy and data protection Elimination of conflict diamonds and the Kimberley process Product disclosure Respect for the fundamental human rights of all peoples

Impact assessment

Planning for closure Stakeholder dialogue

Social investment Partnerships with stakeholders
/continued ...
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ECONOMICS

ETHICS National legislation and dialogue with governments

EMPLOYEES Promotion of diversity and inclusiveness Professional development and training

COMMUNITIES Formation of small scale informal diamond digging

ENVIRONMENT

Read more about the De Beers Group’s principles and policies on their website available at http://www. debeersgroup.com/en/Sustainability/policies/ (accessed 26 January 2010)

2.3

Role of organisational culture in the strategic management process

In study unit 2.2, we analysed the internal environment of the organisation. In our internal environmental analysis, we looked at the different variables inside the organisation. One of these variables was organisational culture. You already know that the organisational culture forms part of the organisation’s internal environment and that 

it impacts on the operations of the organisation. During an internal environmental analysis, you would identify the existing organisational culture as a strength or weakness. The internal environmental analysis is followed by an external environmental analysis, the setting of long-term goals and then the choice of strategy. Your analysis of the existing culture would give you an indication of any necessary changes to accommodate and facilitate the successful implementation of the chosen strategy. This means that organisational culture already impacted on the strategic management process during the strategic planning stage. As Lapin (2004:12–14) cautions, even the finest strategies fail in execution when the business culture is not aligned with its strategy. This costs millions of rands in performance shortcomings and missed opportunities. Changing culture and aligning it with strategy is often outside the comfort zones of operational managers and so they tend to neglect it. This is especially so in diverse working environments. When an organisation’s culture manifests an alignment between values, ethics and strategy, its people begin to see their work as a vehicle with which to fulfil their own higher spiritual quests to make rare and needed contributions. This means that the underlying assumptions, values and internalised beliefs that make up an organisation’s culture can motivate people to exceptional levels of performance. An effective strategic leader will understand this and will mould the culture so that the organisation’s strategic direction can be pursued and strategies implemented

successfully. Thompson et al (2010:397) indicate that the tighter the culture-strategy fit, the more that the culture will steer company personnel into displaying behaviours and adopting operating practices that promote good strategy execution. Indeed, a tight culturestrategy matchup can further a company’s strategy execution in three ways:
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1.

A culture that encourages actions, behaviours and work practices supportive of good strategy execution not only provides company personnel with clear guidance regarding ‘how we do things around her’ but also produces significant peer pressure from co-workers to conform to culturally acceptable norms. A deeply embedded culture tightly matched to the strategy aids the cause of competent strategy execution by steering company personnel to culturally approved behaviours and work practices, thus making it far simpler for management to root out operating practices that are a misfit. A culture embedded with values and behaviours that facilitate strategy execution promotes strong employee identification with and commitment to the company’s vision, performance targets and strategy.

2.

3.

These authors (Thompson et al. 2010:392) also warn against unhealthy culture. Unhealthy cultures typically portray: y A highly politicised internal environment in which many issues get resolved and decisions made on the basis of which individuals or groups have the most political clout to carry the day. y Hostility to change and a general wariness of people who champion new ways of doing things. y A insular “not-invented-here” mind-set that makes

company personnel averse to looking outside the company for best practices, new managerial approaches and innovative details. y A disregard for high ethical standards and overzealous pursuit of wealth and status on the part of key executive. The distinctive characteristic of unhealthy corporate culture is the presence of counterproductive cultural traits that adversely impact the work climate and company performance.

2.4

Changing cultures

You now know that a change in strategy may necessitate a change in culture. For example, in an acquisition strategy, problems of underachievement often result from problems of cultural fit. The clash of cultures may arise simply because the business models and/or organisational routines are so different in each organisation (Johnson et al 2005:353). It is important to note that culture can rarely be changed overnight; it is often possible to introduce a new strategy more quickly than bring about a related change in the culture. Culture takes time to develop. Thompson and Martin (2010) deal with changing the culture of an organisation in section 5.10. They explain that the potential for changing the culture is affected by the strengths and history of the existing culture, how well the culture is understood, the personality and beliefs of the strategic leader and the extent of the strategic need. Hill et al (2007) indicate that research shows that organisational cultural changes succeed only when the organisation’s CEO, other key top management team members and middle-level managers actively support them. Middle management, especially,
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needs

to be highly disciplined in energising the culture to ensure that it is aligned with the organisation’s chosen strategy or strategies and strategic direction. Cameron and Green (2004:223–225) offer guidelines for achieving successful cultural change. These guidelines are depicted in figure 3.2. Thompson and Martin (2010) describe the differences between national cultures and specifically refer to the Japanese culture and style of management. Japanese companies have become formidable competitors in several industries and an awareness of their culture, often referred to as ‘Japan Inc’, offers valuable insight. Reflection
Refer again to the culture in your organisation or business unit. Do you think that the culture is compatible with its strategy?

Recommended reading If you want to read more on organisation culture you may find the following articles interesting: Dwan, S. 2004. Changing organisational culture. NZ Business 18 (5): 36. Struwig, FW & Smith, EE. 2002. The relationship between organisational culture and strategy formulation in South African firms. South African Journal of Business Management’ 33 (1): 21–29. Van der Post, WJ, de Coning, TJ & Smit, E. 1998. The relationship between organizational culture and financial performance: some South African evidence. South African Journal of Business Management 29 (1): 30–41.
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FIGURE 3.2 Guidelines for cultural change
Always link to organisaitonal vision, mission and objectives People need to be convinced by a compelling vision rather than compelled in a coercive way

Create a sense of urgency and continually

reinforce the need to change

Need the force to kick-start the culture change process and have plans/processes in place to keep the momentum going

Attend to stakeholder issues

Put yourself in the shoes of others

Remember the how is as important as the what

Manage the cultural change in line with the core values

Build on the old, step into the new

See and do things from a variety of perspectives

Generate enabling mechanisms

Reward systems and performance management systems

Act as role models

Model the new values and support individuals and teams through a process of upheaval

Create a community of focused and flexible leaders

Leadership of cultural change requires clarity of vision together with the ability to manage and cope with the emergent issues

Insist on collective ownership of the changes

The strategic leader and management team must act as role models
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3.

SUMMARY

This study unit described organisational culture and its role in the strategic management process. It reviewed your existing knowledge of organisational culture and offered information on the different types of cultures and how to match them with the chosen strategy. The last section of this study unit discussed the complexity of changing an organisation’s culture to match the chosen strategy. Here is a mind map of this study unit. Figure 3.3 Mind map of study unit 3.2

power culture

Role of organisational culture in strategic management

role culture

Manifestations Types of culture

task culture

Aligning the culture with the strategy

person

culture

Changing cultures

4.

ASSESSMENT QUESTIONS
You need to assess your understanding of organisational culture and its role in the strategic management process by answering the following questions: 1. 2. 3. 4. 5. Explain what organisational culture entails. Comment on the role of organisational culture in the strategic management process. Make recommendations on changing an organisation’s culture. Discuss the link between leadership and organisational culture. Comment on how to manage the strategy-culture relationship.
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FEEDBACK TO ASSESSMENT QUESTIONS
The first question required you to explain what organisational culture entails. There are many definitions that you can use in your explanation, such as organisational culture which refers to the basic assumptions that are shared by members of an organisation, that operate unconsciously and that define in a basic taken-for-granted fashion an organisation’s view of itself or its environment (Johnson et al. 2005). Thompson and Martin (2010) offer another definition: the values and norms of an organisation, which determine its corporate behaviour and the behaviour of people within the organisation. Merely citing a definition is insufficient in answering this question; you need to explain what it entails. It is important that you use the definitions in your explanation, but you should supplement them with an illustration of what they entail. The second question deals with the role of organisational culture in the strategic management process. This was discussed in the last section of this study unit. Remember

that we already dealt with organisational culture in the strategic planning process. Question 3 deals with the process of trying to change an organisation’s culture. You know that this may be necessary in your attempt to match the culture with the chosen strategy. This is a very time-consuming and complex process. It is discussed in section 5.10, in Thompson and Martin (2010). We suggest you consult additional books to supplement this discussion (refer to the reading list). Strategic leaders have a great influence on the culture of the organisation. They are responsible for developing and maintaining an effective organisation culture. The people in the organisation will follow their lead and adjust their behaviour accordingly. Strategic leaders play a critical role in developing, sustaining and changing organisational culture. Ethical standards, the leaders’ basis for differentiating between right from wrong, quickly spread as a centrepiece between the leaders and the organisation’s culture. Leaders use many means to reinforce and develop their organisation’s culture from rewards and appointments to storytelling and rituals (Pearce & Robinson 2009). We discuss this in more detail in the next unit. The last question on the strategy-culture relationship will require you to read wider than your prescribed books. Pearce and Robinson have developed a framework for managing the fit between an organisation’s culture and its chosen strategy or strategies, also referred to as the strategy-culture relationship. If the changes required by the chosen strategy or strategies are highly compatible

with the existing culture, and implementing the strategy requires a lot of changes, the strategic leader should link the required cultural changes to the mission and organisation’s norms (or aspects of its culture). If, however, a lot of changes to the organisation are required during strategy implementation, and these changes are not compatible with the organisation’s culture, it may sometimes be better to reformulate the strategy instead. It is important to bear in mind that it is more difficult to change an organisation’s culture than to develop or maintain it. Figure 3.4 provides Pearce and Robinson’s (2009:398) framework for managing the strategy-culture relationship.
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Figure 3.4 Managing the strategy-culture relationship

Many

Changes in key organisational factors that are necessary to implement the new strategy

Link changes to basic mission and fundamental organisational norms

Reformulate strategy or prepare carefully for longterm difficult cultural change

Few

Synergistic – focus on reinforcing culture

Manage around the culture

High Potential compatability of changes within existing culture

Low
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Study Unit 3.5
Reward systems
1. INTRODUCTION

In addition to sharing and communicating the vision of the organisation, the strategic leader may use reward systems to guide the behaviour of the employees. Strategy implementation requires input and effort from the whole organisation. And it is often necessary to motivate people to implement the strategy successfully by rewarding their behaviour and actions. The use of reward systems

is presented as a success factor to link manager and employee performance to the strategy. This also encourages a change in behaviour, in support of the new strategy.

1.1

Aim of this study unit

This study unit will show how reward systems can be used in strategy implementation. Reward systems form part of the drivers of strategy implementation that focus on the people in the organisation.

1.2

Learning outcome

In this study unit, we focus on the following outcome: LEARNING OUTCOME
To conceptualise the building blocks of strategic management and the interrelationship of the various building blocks. To achieve this learning outcome, you must be able to identify, analyse and apply the driver, reward systems, of strategy implementation as one of the building blocks in strategic management.

1.3

Contents

This study unit addresses the following: y The role of rewards in the strategy implementation process y Different types of rewards y Matching the reward system with the chosen strategy
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1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit: KEY CONCEPTS
y y y y y Golden handcuffs Golden parachutes Restricted share option plans Reward systems Share option plans

2.

REWARD SYSTEMS

We have investigated leadership and organisational culture as the first two drivers in strategy implementation. Another driver that the strategic leader can use to motivate the staff to implement the chosen strategy is reward systems. Lawler and Worley (2006:1) have the following to say: Organisations

undertaking change initiatives must engage employees. Paying the person instead of the job and using variable pay and stock are perhaps the most powerful changes an organisation can make in moving its reward system toward one that supports performance and change.

2.1

Role of rewards in strategy implementation
STUDY
Study section 13.3.5.1 in Louw and Venter (2010).

Strategic leaders need to ensure that the subunits and individuals are enthusiastically committed to implementing the chosen strategy and achieving performance targets. They need to do more than just talk to everyone about how important the implementation of the new strategy is. No matter how inspirational, talk rarely commands people’s best efforts for long. We know that implementation takes place over a long period and it is very important to get employees’ sustained energetic commitment. One approach to motivate the employees is to use rewards - both financial and nonfinancial. The more managers understand what motivates subordinates and the more they rely on reward systems as a tool for implementing strategy, the greater the employees’ commitment to continued effort in implementing the organisation’s strategic plan.
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The reward system plays a crucial role in the successful implementation of a strategy. Sisk (2005:3) asserts that the organisational compensation system should be aligned with the strategy; if not; the organisation may be encouraging the wrong behaviour. READ
You may find the following article interesting. It was published in The Business Day and investigates the use of 

financial rewards.

The role of money as a motivator Monetary rewards are still widely used to attract, retain and motivate skilled staff By: Linda van der Colff and Ryan Blake RESEARCH into the role and effectiveness of money as a motivator indicates that with the ever-changing business environment and a movement towards a knowledge-based society, increasing emphasis is being placed on human resources as a source of competitive advantage and differentiation. To leverage this advantage, companies are trying to attract and retain highly skilled and motivated staff. While the path towards higher skills levels is fairly straightforward, the path towards higher motivation ÷ and, ultimately, efficiency and productivity ÷ is not. To this end, monetary rewards and cash incentives are still widely used in many organisations. Although it is understandable that it is easier for management to deal with the more tangible realities that have a direct causal relationship to the balance sheet, it has become imperative for all involved to effectively deal with indirect influences on the bottom line that is reflected in the dynamics of managing people. As a leader of your own organisation, you must try and find answers to the following to develop a clear understanding of motivation: y Determine whether there is any relationship between money and motivation. The general rule here is that “money as the only incentive” did not appear to lead to higher levels of motivation. y Measure the relative importance of money and rewards to your staff. In general, the rule here is that employees who were more satisfied

with their extrinsic rewards appeared to have higher motivation scores. y Try to determine whether the type of reward desired is contingent on gender, age and/or organisational level. y Determine the effect of extrinsic and intrinsic factors, as well as equity theory, on motivation. Intrinsic factors appear to contribute significantly to the motivation of employees.
/continued ...
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In general terms, low motivation is caused by the following factors: y Lack of incentives. y Emphasis on punishment rather than rewards. Part of this is the lack of an overall performance management strategy based on punishment rather than development. y Lack of clarity about performance evaluation procedures. Without a clear indication as to the required performance, it would be impossible for employees to feel a sense of achievement. y Lack of opportunities for staff to make contributions, which staff perceives to discourage commitment. The ability to motivate can also be described as the manager’s ability to influence. In this way, it is the role of each and every manager to be enabling. y Lack of challenge in jobs. y Inadequate remuneration that leads to dissatisfaction. The following guidelines could be adhered to when designing and implementing incentive schemes: y Involvement: Employee involvement is very important in the development of incentive and reward systems. Commitment and a sense of ownership should also be encouraged, as well as effective communication. y Relevance of reward: It is important that the reward is desired by the employee. At different stages in a person’s career, he/she

will be motivated by different things and factors. y Equity: Any targets and goals applied, as well as the resultant reward, should be perceived as achievable, equitable and fair by employees in similar situations. y Demotivators: Factors that prevent employees from achieving high levels of performance should be removed. y Reinforcement: Procedures should be put in place to provide employees with reinforcement, guidance and constant feedback regarding performance. y Teamwork, environment and balance: Policies should always consider how they could encourage innovation, creativity, accountability and teamwork. y Goals: There should be extensive consultation with employees to ensure that goals and targets are made as specific and clear as possible. Employers must understand what their employees are capable of, as well as what is required of them.
/continued ...
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While every effort should be made to reward outstanding performance, management must ensure a balanced approach to rewards so that the focus does not fall entirely on the extrinsic element. Factors that encourage intrinsic motivation are just as important. Employee appreciation and recognition also play a large role. Emphasis should also be placed on teamwork. Adherence to these principles will ensure that future incentive schemes have a greater chance of being successful and effective in the long term.
Source: Van der Colff & Blake (2004)

2.2

Different types of rewards

Pearce and Robinson (2009) state that once the firm has identified strategic objectives that will best serve stockholder interests,

there will be five bonus compensation plans that can be structured to provide the executive with an incentive to work toward achieving those goals. The success of this type of bonus scheme depends on the correct match between the executive bonus plan and the organisation’s strategic objectives. The following is a description of reward systems typically used to reward top management and other key executives in an organisation: Stock/share options. This implies that the recipient only receives a bonus if the organisation’s share price increases. The disadvantage of this formulation of incentive is that executives (recipients) are not exposed to the full volatility associated with share ownership; in other words, in this scheme, the benefits of share ownership are greater than the risks involved. In a share option scheme, executives always stand to gain more than they will lose. Restricted stock/share options. This only provides benefits associated with direct share ownership. This means that the share option is restricted to a specific number of shares. Recipients are prohibited from selling the shares for a specified period. Should they leave before the restricted period ends, the shares are forfeited. Golden handcuffs. This is based on the deferment of executive compensation. It refers either to a restricted share option, where compensation is deferred until the end of a restricted period or to bonus income deferred in a series of annual instalments. It could also refer to compensating an executive a sufficient amount upon retirement at some predetermined age. In most cases compensation

is forfeited if the executive resigns or is discharged before the restricted time expires. In view of the value attached to executive talents and skills, the golden handcuffs approach to executive compensation is more congruent with long-term strategies than short-term performance plans (which offer executives little incentive to stay for a longer period). However, the problem with the golden handcuffs approach is that it encourages executives to avoid taking risks, simply because they are unlikely to want to jeopardise their deferred compensation plan. The point we are making here is that risky decisions can be beneficial to an organisation. This scheme also tends to foster a cautious attitude
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in executives who, for instance, may be unrealistic about any sort of prospective takeover or merger affecting their organisation in case it vitiates whatever benefits may flow from their deferred compensation plan(s). Golden parachutes. This type of scheme is designed to retain talented executives. It requires that a substantial cash payment be given to any executive who leaves. It may also allow for the executive to cash in on share options. By design, golden parachutes benefit top executives, notwithstanding any evidence put forward to suggest that value has been added for the shareholders. Cash. This type of plan is usually associated with the payment of periodic (quarterly or annual) cash bonuses. Executive bonuses are tied to improvements in internally measured performance, by using accounting measures such as net income, earnings per share and return on equity.

2.3

Matching 

the reward system with the chosen strategy

Ideally, the compensation plan should be matched with the organisation’s strategic goals. This is because different types of compensation plans are intended to accomplish different purposes; one scheme may be designed to attract and retain executives, another may be an incentive to encourage behaviour that accomplishes the organisation’s goals. Although every strategy option has probably been linked to each compensation plan at some time, there may nevertheless be scenarios where a particular compensation plan fits a particular strategy option. This always gives added impetus to the successful implementation of a particular strategy. Louw and Venter (2010) offer ten principles for a strategically aligned reward system. Pearce and Robinson (2009:324) offer a compensation plan selection matrix. Table 3.2 Compensation plan selection matrix
Types of Bonus compensation Strartegic goal Cash Golden handcuff Golden parachute Restricted stock plans Stock options X Rationale

Achieve corporate turnaround

Executive profits only if turnaround is successful in returning wealth to measures of performance Risk associated with growth strategies warrants the use of this high-reward incentive /continued ...

Create and support growth opportunities

X

183

STRBESC/1

Types of Bonus compensation Strartegic goal Cash Golden handcuff Golden parachute X Restricted stock plans Stock options Rationale

Defend against unfriendly takeover

Parachute helps takeover remove remptation for executive to evaluate takeover based on personal benefits Parachute

compensates executive if job is lost due to merger favourable to the firm X Risk of expanding overseas requires a plan that compensates only for achieved success Accounting measures can identify periodic performance benchmarks Accounting measures represent observable and agreed-upon measures of performance X Executive profits proportionally as asset growth leads to long-term growth in share-price Handcuffs provide executive tenure incentive X Risk associated with major change in firm’s assets warrants the use of this highreward incentive Rewards long-term focus on efficiency and cost control

Evaluate suitors objectively

X

Globalise operations

Grow share price incrementally

X

Improve operational efficiency

X

Increase assets under management

Reduce executive turnover Restructure organisation

X

Streamline operations

X

Thompson et al (2010) state that the performance measures on which rewards and incentives are based must be tightly connected to the requirements of successful strategy execution and good company performance.
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Activity 3.5
Recently news headlines carried many stories about officials employed within the public sector. Consider for example:

Shock R7m payout for Mushwana
Controversial departing public protector, Lawrence Mushwana, has received a golden handshake of nearly R7 million, raising a storm about his entitlement to it. Mail & Garduan – October 2009

Mpofu’s R12m happy ever after; Fury over golden handshake for exSABC boss who ‘lost corporation millions when he was in charge’ FORMER SABC boss, Dali Mpofu, has sealed

a deal that will see the cashstrapped public broadcaster pay him a golden handshake just short of R12 million. Pretoria News – August 2009 State job not out for Vusi Pikoli Former chief state prosecutor, Vusi Pikoli, could still take up a government job - if he wants to. TimesLive – November 2009 Prisons head to get golden handshake Prisons head, Xoliswa Sibeko, is set to receive a golden handshake from the Department of Correctional Services (DCS). Indications are that officials are negotiating the quiet departure of Sibeko, who remained on paid special leave on the instructions of Correctional Services Minister, Nosiviwe Mapisa-Nqakula, despite being cleared on charges of misconduct. Sunday Independent – January 2010 According to Mail & Guardian Online (26 January 2010), payouts to “failed” departing chief executives of South Africa’s parastatals have cost the South African public at least R262,1million over the last decade. In a media statement addressing these astounding amounts the official opposition party, the DA, was quoted to say “Since 2001, at least R262,1million has been awarded to parastatal bosses for their part in running their respective parastatals to the ground.” “We cannot continue to pay for incompetence like this. This is money that could be spent on ensuring that parastatals deliver quality services to the public that they are required to.” Consider the merits for and against golden handshakes.
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Recommended Reading Sisk, M. 2005. ‘Reward Systems that Really Work’, Harvard Management Update, 10(9):1–4.

READ
You do not have to study the contents

of this text box. It contains an excerpt from Harmony’s annual report that deals with the remuneration committee.

Duties and responsibilities of the Remuneration Committee at Harmony The responsibilities and duties of the Remuneration Committee shall include: y Annual review of policies for senior executives’ and directors’ remuneration y Annual review of the basis of calculation of senior executives’ and directors’ remuneration to ensure that it is reasonable taking into account the measurement of performance against pre-determined and agreed criteria y Review of current industry practice and professional executive recruitment organisations’ publications y Review of the different methods of remunerating senior executives and directors y Review of existing and proposed fringe benefits and share option schemes y Review of retirement and termination payments y Review of related party transactions and disclosure, if any y Review of terms and conditions of executive directors’ service agreements y Approval of the allocation of share options in terms of the Share Option Schemes and/or incentives in respect of any other incentive plan y Acting as trustees of the Harmony Share Trust y Coordinate efforts with the chairman of the Board and the executive y Review disclosure of remuneration in the annual report to ensure that it will promote acceptance of the necessity for and benefits of realistic directors’ and executive remuneration
Source: Harmony (2010)
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3.

SUMMARY

This study unit showed how rewards can be used to implement a chosen strategy. A strategic leader can choose

between financial and non-financial reward systems. This unit looked specifically at executive compensation. A change in the chosen strategy will require a change in the reward system used. The choice of the reward system depends on the strategy – the strategy and the reward system should be matched.

4.

ASSESSMENT QUESTION
Compile a report of no more than eight pages in which you explain how the use of appropriate reward systems can motivate the strategy implementation process. In your answer, list and discuss the various compensation plans that can be used for this purpose.

FEEDBACK TO ASSESSMENT QUESTION
You were required to compile a business report on reward systems. Remember the critical cross-field outcomes (CCFs) that we referred to in the orientation of this guide? This question not only assesses your understanding of reward systems in strategy implementation, but also your writing and presentation skills. As such, your report has to include the following: y y y y y y y A cover page A table of contents An executive summary The report itself Recommendations after the conclusion of the report A bibliography Page numbers

Now that you have the structure right, you can focus on the content. The report should introduce the reader to the content by stating the aim of the report - this will be in your introduction. You should include a description of reward systems and their importance or role in strategy implementation. Your report should also include a description of the different types of rewards and how they can be structured effectively. You should clearly state that

the reward system must be aligned with the chosen strategy and include guidelines for matching the reward system with the chosen strategy. The above represents the body of knowledge. You also need to summarise the key findings of the report and then clearly conclude.
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Study Unit 3.6
Resource allocation
1. INTRODUCTION

Successful strategy implementation requires that resources be allocated according to the chosen strategy. This is a challenging process, because the strategic leader almost always faces the situation that requests for resources by different strategic business units or departments to implement the strategy exceed the resources available for this purpose. The optimal utilisation of resources in terms of strategy becomes crucial in attaining the stated mission and long-term goals of the organisation.

1.1

Aim of this study unit

The aim of this study unit is to demonstrate the importance of resource allocation as a driver in strategy implementation.

1.2

Learning outcome

In this study unit, we focus on the following outcome: LEARNING OUTCOME
To conceptualise the building blocks of strategic management and the interrelationship of the various building blocks. To achieve this learning outcome, you must be able to identify, analyse and apply the driver, resource allocation, of strategy implementation as one of the building blocks in strategic management.

1.3

Contents

This study unit addresses the following: y The role of resource allocation in strategy implementation y Dealing with scarce resources in strategy implementation

y Using a resource allocation plan to align resources with the chosen strategy

1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit:
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KEY CONCEPTS
y y y y y y y y y y y y Budgets Development expenses Financial resources Human resources Information resources Investments Master budget Operational funds Physical resources Resource allocation plan Strategic funds Working capital

2.

ROLE OF RESOURCES IN STRATEGY IMPLEMENTATION
STUDY
Study section 16.8 in Thompson and Martin (2010).

When planning the implementation of the chosen strategy, the strategic leader needs to ensure that the resources required for implementation – including capital equipment, people and finance – are available where and when they are needed. Resources need to be allocated to different managers, functions and businesses. According to Thompson and Martin (2010), managers are allowed certain resources in line with the organisation’s overall strategy, and are expected to use them to generate revenues and profits. The budgeting process determines how many of which resources managers are allocated. Their agreed objectives and targets concerning particular products and services determine how the resources are further deployed and established policies influence the way in which they are deployed and managed. Thompson and Martin (2010) explain how resources should be managed in the strategy implementation process. They describe how resources should be allocated and coordinated at the different levels in the organisation. It 

is important to note that a change in strategy leads to a change in resource allocation. In an attempt to successfully implement the organisation’s chosen strategy, the strategic manager can choose from the following types of resources: y Financial resources y Physical resources y Human resources
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y Technological resources y Information resources

2.1

Dealing with scarce resources in strategy implementation

One of the greatest challenges facing any organisation relates to the deployment of the resources required to achieve the stated mission and long-term goals of the organisation. A major challenge to the strategic leader is to allocate the scarce resources optimally to ensure that the strategy is implemented successfully. Lynch (2006:628) suggests three criteria which can be used when allocating resources: 1. The contribution of the proposed resources towards the fulfilment of the organisation’s mission and objectives. The resource allocation task is to steer resources away from areas that are poor at delivering the organisation’s objectives and towards those that are good. Its support of key strategies. In most cases, the request for funds usually exceeds the funds that are normally available. Thus, there needs to be some further selection mechanism beyond the delivery of the organisation’s mission and objectives. These selection mechanisms are founded in the support of the organisation’s core competencies and the enhancement of the value chain. The level of risk associated with a specific proposal. If the risk is higher, there is a lower likelihood that the strategy

will be successful. Some organisations will be more comfortable accepting higher levels of risk than others so the criterion in this case needs to be considered in relation to the risk acceptance level of the organisation.

2.

3.

2.2

Using a resource allocation plan to align resources with the chosen strategy
STUDY
Study section 16.9 in Thompson and Martin (2010).

By now it should be clear that adequate resources are seldom available to support the implementation of a particular strategy. Establishing what resources are required to implement the strategy or strategies requires the strategic leader to compile a resource plan. The allocation of these resources to implement a specific strategy has to be budgeted for. This is because resources are scarce and may not always be available to complement a specific strategy or strategies or to implement changes in a strategy or strategies.
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KEY CONCEPTS
Budgets are plans expressed in numerical terms, indicating how much should be spent, by which department, when and for what purpose.

Budgeting is the process by which the goals of an organisation, and the resources to attain those goals, are quantified and communicated (Cooper & Argyris 1997:57). Budgets, objectives and strategies are related. Organisations use budgets of various types all the time. No organisation could conceivably operate without a budget (or perhaps several budgets). Budgeting reflects the quantitative allocation of resources in support of specific strategies. It is important to bear in mind that people are a crucial strategic resource and their

physical contribution in terms of hours of work can be budgeted. This includes budgeting for training and management development programmes. You already know that a change in the strategy calls for a change in budget allocations. This usually means shifting resources from one area to another to support new strategic initiatives and priorities. Strategic initiatives and support systems that served to support the old strategy may now be oversized and overfunded. On the other hand, units that now have a bigger and more critical role to play may need more people, different support systems and other tangible assets, such as increased facilities and equipment. All of this impacts on budget allocations. Indeed, a change in strategy calls for the optimal reallocation of resources to support activities that have a critical role to play in the new strategy. Thompson and Martin (2010) describe the budgeting process and show that the budget should be flexible to accommodate change. KEY CONCEPTS
The master budget of an organisation includes all those activities whose monitoring is judged to be important for the survival of the organisation. Among them are sales, manufacturing, administrative activities, investment and cash management. At the epicentre of budgeting are the projected sales. Forecasting sales is critical because all other budgeted activities depend on it.

KEY CONCEPTS
Strategic funds are expense items required for the implementation of strategic actions whose benefits are expected to accrue in the long term beyond the current budget period.
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The three main

components of strategic funds are: y investment in tangible assets, such as new machinery or vehicles for distribution y increases/decreases in working capital such as the need to accumulate larger inventories as a way of supporting a growth strategy y developmental expenses such as advertising to introduce a new product (product development strategy), research and development expenses for new products (innovation strategy) and cost reduction programmes for existing products (turnaround strategy) All three forms of strategic funds should have the organisation’s mission and long-term goals as the main focus. However, financial accounting rules treat these three items quite differently. Investment is shown as an increase in net assets in the balance sheet and as annual expenses through depreciation in the income statement. Increases in working capital also enlarge the net assets of the organisation but they have no annual cost repercussions. Developmental expenses are charged as expenses in the current year’s income statement and have no impact on the balance sheet. There are no immediate profitability results derived from these strategic funds and it is therefore important to make a manager accountable for the proper and timely allocation of expenditures. KEY CONCEPTS
Operational funds are those expense items required to maintain the business in its current position.

This brief discussion should have indicated the important role that budgets play in implementing the chosen strategy. READ
You do not need to study this text box. It is nevertheless valuable information that gives you additional

guidance on budgeting.

Check list for a powerful budgeting process: y Is it realistic, accurate and internally consistent? y Does it plan the best results achievable for the company that are consistent with acceptable risk and long-term health? y Does it contain the information most useful to management? y Is it consistent with a strategy that reassures employees that the company is moving in a good direction? y Does it facilitate goal setting and measurement at all levels? y Does it communicate operating plans, including support needs, across functions?
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y Will it be beaten? y Will it be approved? y Does it give every organisation the resources it needs to meet its budgets?
Source: Finney (1993)

3.

SUMMARY

This study unit explained the role of resources in the strategy implementation process. It offered insight into the resource allocation process and described the use of budgets. The key learning point in this study unit is that strategy implementation depends on resource allocation and that a change in the strategy will require a change in the resources allocated.

4.

ASSESSMENT QUESTIONS
Scrutinise the annual report of an organisation of your choice.

y Write down the criteria that were used to allocate the resources to ensure that the
y mission and long-term goals are attained. Identify special circumstances that could affect the allocation of resources.

These two questions are open for discussion and you will have to draw your own conclusion/make assumptions, based on the information contained in the annual report. This is where you need 

to use your knowledge to ‘read between the lines’.

FEEDBACK TO ASSESSMENT QUESTIONS
The criteria used to allocate resources to ensure that the mission and long-term goals are attained should refer to:

y the contribution of the proposed resources towards the fulfilment of the organiy y sation’s mission and long-term goals its support of key strategies enhancement of the value chain

The special circumstances that could affect the allocation of the resources include the following: y y y When major strategic changes are unlikely, resources may be allocated on the basis of a formula. When major strategic changes are predicted, special negotiation with head office may be required. When resources are shared between strategic business units, head office may have to impose a solution.
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Study Unit 3.7
Organisational architecture, systems and processes
1. INTRODUCTION

The organisation’s structure is designed to break down the work to be carried out – the tasks – into discrete components which might comprise individual businesses, divisions and functional departments. You have learnt that the strategic leader is responsible for structuring the organisation to successfully implement a chosen strategy. This study unit deals with the structure, systems and procedures to ensure successful strategy implementation. Organisational architecture provides a useful tool to mesh the internal organisation together by drawing together key dimensions in a cohesive and concerted effort to ensure productive strategy implementation.

1.1

Aim of this study unit

The aim of this

study unit is to offer you an understanding of organisational architecture or organisational structure as a driver of strategy implementation.

1.2 LEARNING OUTCOME
In this study unit, we focus on the following outcome: LEARNING OUTCOME
To conceptualise the building blocks of strategic management and the interrelationship of the various building blocks. To achieve this learning outcome, you must be able to identify, analyse and apply the drivers, structure, systems and processes, of strategy implementation as one of the building blocks in strategic management.

1.3
y y y y y

Contents

This study unit addresses the following: The role of organisational structures in the strategy implementation process Structure follows strategy The different types of organisational structures Matching structure with strategies Organisational architecture
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1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit: KEY CONCEPTS
y y y y y y y y y y y Divisional structure Contingency theory Emergent strategies Entrepreneurial structure Financial resources Hybrid structures Matrix structure Network structure Organisational architecture Strategic business unit structure Strategic fit

2.

ORGANISATIONAL ARCHITECTURE, SYSTEMS AND PROCESSES
STUDY
Study chapter 13 in Louw and Venter (2010). Study sections 14.1 and 15.5 in Thompson and Martin (2010).

A suitable organisational structure is necessary to align the leadership, culture, resources and reward systems in such a way that they contribute to successful

strategy implementation. KEY CONCEPTS
An organisational structure is the framework within which the strategic process must operate to achieve the organisation’s objectives.

Michael Porter (1996) had the following comments on organisational structure: An organisation relies on its structure to coordinate its activities and may help the organisation to deliver a ‘unique mix of value’. Structural mechanisms include the ways in which people interact and interface in doing their work, the flow of information throughout the organisation and the coordination and control of essential activities and practices.
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Teare, Costa and Eccles (1998:63) list some of the main functions of an organisational structure as providing a formal allocation of work rules, channels for collaborative working, boundaries of authority and lines of communication, a means of allocating power and responsibility and prescriptive levels of formality and complexity. KEY CONCEPTS
Strategic fit is the matching process between strategy and structure.

Organisations need to adopt an internally consistent set of practices to undertake the proposed strategy effectively.

2.1

What is organisational architecture?

Louw and Venter (2010) offer additional definitions of the concept of organisational architecture. According to Lee’s definition (Louw & Venter 2010), an organisation’s architecture is a major building block of the organisation. The ability of the organisation to implement a strategy is almost entirely dependent on its internal functioning. The internal organisation describes how things are

done and who does what. Organisational architecture draws the leadership, the organisational structure, resources, organisational culture, strategy and policies together. It is used to indicate how these key dimensions of the organisation will be aligned to ensure successful strategy implementation. Louw and Venter (2010) look at stakeholders, capabilities, processes, organisational structures, systems, policies and procedures, organisational culture and knowledge skills and abilities. The style of management adopted within the structure determines the strategic changes that take place; the overall corporate strategy of the organisation influences the choice of style.

2.2

Does structure follow strategy?

We are deliberately not providing much information on this topic. We want you to do some research and then come to your own conclusion. We want to challenge you as postgraduate learners to use your critical and analytical thinking skills to defend an argument relating to the course. Again, this meets one of the CCF outcomes that we referred to in the orientation of this learning guide. Your ability to look for additional information and to present it in a logical manner is another CCF outcome.
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Activity 3.6
Does structure follow strategy or is it strategy that follows structure? This question has been at the core of major theoretical developments in strategy literature. You need to investigate the relationship between strategy and structure and then write an essay to answer the above question. Your arguments should be based on research findings that can be substantiated.

Remember to include the following in your answer: y y y y y Introduction Explanation of the key terms to be addressed in this essay - this is where you will briefly explain what is meant by organisational structure and strategy Structure follows strategy – cite arguments for or against this notion Strategy follows structure – cite arguments for or against this notion Conclusion – this is the section where you have to clearly state which argument holds true in the contemporary business organisation - structure follows strategy or strategy follows structure

A conclusion is the final section of an essay in which the writer ties together what was presented in the passage, summing up the main point, explaining how the thesis was proven and successfully closing the discussion. The conclusion is often the most difficult part of an essay to write, and many writers feel that they have nothing left to say after having presented points proving their thesis in the body of the paper. However, the conclusion is often the part of the paper that a reader remembers best, and thus must be effective to be strong (Wikipedia 2010d). You may find the following sources useful:

Recommended reading You may find the following sources valuable: Olson, EM, Slater, SF & Hult, GTM. 2005. The importance of structure and process to strategy implementation. Business Horizons 48: 47–54. Teare, RE, Costa, J & Eccles, G. 1998. Relating strategy, structure and performance. Journal of Workplace Learning 10 (2): 58–75.
We suggest that you write the key learning points from this activity in the space below. This will

assist you in your examination preparation.
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The relationship between strategy and structure Key learning points:

Feedback on activity 3.6
In Chandler’s view (1962), strategy needs to be developed first and only then should the structure be considered to implement that strategy. This is because a new strategy may create new demands on resources in terms of new staff, machinery or infrastructure, which could change the way the organisation operates, making a new structure necessary (Chandler 1962). The contingency theory sees structures as a response to the particular contingencies that the organisation faces and that affect its strategy. Failure to consider such con-tingencies in designing structure leads to poor performance. Taken to its extreme, the contingency view treats the organisation as almost passive in the adoption of a structure contingent on its circumstances (Boojihawon 2004:12). According to Hill et al (2007), strategy and structure have a reciprocal relationship. This reciprocal relationship finds structure flowing from or following the selection of an organisation’s strategy. The nature of the strategy/structure relationship means that changes to the organisation’s strategy create the need to change how the organisation completes its work. Hitt et al state that research shows that strategy has a much more important influence on structure than the reverse. Thompson and Martin (2010) refer to emergent strategies. The structure provides the framework through which intended strategies are implemented as well as the foundation for emergent strategy creation.

Louw and Venter (2010) explain that the choice of strategy plays a critical role in informing the nature of the organisational structure.
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2.3
y y y y y y

Different types of structures

The following types of structures are discussed in your prescribed books: Entrepreneurial structure Functional structure Divisional structure Holding company structure Matrix structure Virtual approach

Each structure option has advantages and disadvantages and the strategic leader needs to match a structure with the strategy and consider its unique needs. Many factors can impact on the choice of structure. These include the strategy chosen, the size of the organisation, the dominant technology used by the organisation and whether the organisation is labour or capital intensive. Activity 3.7
Study the organisational chart or organogram of your organisation or business unit, or an organisation that you are familiar with. Can you identify the type of structure? Write this down and comment on the advantages and disadvantages of that specific structure.

Feedback on activity 3.7
In your attempt to do the above activity, you could have identified the organisational structure as any of the structures mentioned in the relevant sections in your prescribed books, which include the advantages and disadvantages of each. Compare your answer to activity 3.7 with the material in these sections in the prescribed books.

2.4

Creating a strategic fit

There is no one optimal organisational structure for a given strategy or type of organisation. Organisations adapt structures to suit their

specific needs and often use a combination of one or two structures to form a hybrid structure. The following section is adapted from David (2006:270–271): Alfred Chandler found a particular structure sequence to be often repeated as organisations grow and change strategy over time; this sequence is depicted in figure 3.5. Numerous external and internal forces affect an organisation; no firm could change its structure in response to every one of these forces, because to do so would lead to chaos. However, when a firm changes its strategy, the existing organisational structure may become ineffective. Symptoms of an ineffective organisational structure include too many levels of management, too many meetings attended by too many people, too much attention being directed toward solving interdepartmental conflicts, too large a span of control and too many unachieved objectives. Changes in structure
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can facilitate strategy implementation effort, but changes in structure should not be expected to make bad strategy good, bad managers good or bad products sell. Figure 3.5 Chandler’s strategy-structure relationship

Structure undeniably can and does influence strategy. Strategies formulated must be workable, so if a certain new strategy required massive structural changes, it would not be an attractive choice. In this way, structure can shape the choice of strategies. A more important concern, though, is determining what types of structural changes are needed to implement new strategies and how these changes can best be accomplished. The structure should remain aligned with

the strategy at all times because organisational structures serve as a framework for setting short-term objectives, tactics and policies as well as resource allocation. Thus, we can say that there needs to be a matching process between the organisation’s strategy and its structure – this is the concept of strategic fit.

3.

SUMMARY

This study unit started with the debate on whether structure follows strategy or if strategy follows structure. Different views were investigated and there is more evidence to suggest that structure should follow strategy. The unit also looked at the reciprocal relationship between structure and strategy and how a change in strategy would necessitate a change in structure. The different organisational structures were evaluated. Organisational architecture draws together key dimensions of the organisation, such as leadership, organisational culture, organisational structure, policies and strategies.

4.

ASSESSMENT QUESTION
Write a position paper on why a strategy-structure fit of an organisation is important. Use an organisation of your choice to support your opinion.
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READ
A position paper presents a well-reasoned opinion about an issue. In this activity, a well-written position paper would explain why strategy-structure fit is important from the point of view of the author. The paper would also try to convince the readers of the author’s view of strategy-structure fit. It is very important that your argument be written in such a way that it flows logically from point to point, enabling easier understanding for the reader. You have to

base your argument on an organisation of your choice.

FEEDBACK TO ASSESSMENT QUESTION
You have to deal with the following in your position paper: y y y y y Identify and explain what the strategy is that the organisation has chosen. Depict the structure of the chosen organisation. Describe the structure of the organisation. Explain the benefits that this type of structure offers the chosen organisation. Comment on why this structure contributes to or obstructs the successful implementation of the chosen strategy.

Before we continue with the next stage in the strategic management process, we should summarise what we covered in topic 3. Topic 3 dealt with strategy implementation. This is often called the action phase of the strategic management process - implementation of the chosen strategy. The focus of this topic was on the successful implementation of the intended strategy. At the end of topic 2, we saw how the decisions about the future of the organisation in the strategic planning stage, as well as the information gathered through the environmental analyses were used to select a strategy. Topic 3 considered short-term objectives, functional tactics and policies. It also reviewed the drivers that should be in place to make the strategy a reality. It showed that leadership has a critical role to play in the implementation of the strategy. It also showed how the organisational culture can impact on the process of implementation. Topic 3 also looked at resource allocation and how it ‘enables’ strategies to be implemented. We also looked at organisational architecture and other operational

issues. Our next topic deals with the final stage in the strategic management process – strategic control. We have implemented the strategies, or are in the process of implementing the strategies, but need to monitor our progress. Strategic control is fundamental and the outcome of strategic control serves as input for the strategic planning process. Keep in mind that strategic management is a continuous process.
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TOPIC 4
Building blocks of strategic control
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Study Unit 4.1
Strategic control methodologies and approaches
1. INTRODUCTION

Strategic control is the last phase in the strategic management process. This is the phase where the strategic manager needs to check on the progress and success of the chosen strategy. The information obtained through strategic control serves as valuable input into the strategic planning phase. The balanced scorecard is a management tool that can be used throughout the strategic management process. It is used to translate longterm goals into four perspectives. These long-term goals have objectives, measures and targets that become drivers of performance. It is also used as an instrument to monitor and evaluate progress.

1.1

Aim of this study unit

The aim of this study unit is to offer insight into the final stage of the strategic management process. It also aims to show you how the balanced scorecard can be used as a strategic control tool.

1.2

Learning outcome

In this study unit, we focus on the following outcome: LEARNING OUTCOME
To conceptualise the building blocks of strategic management

and the interrelationship of the various building blocks and to recommend strategic control methodologies for strategic planning.

1.3

Contents

This study unit addresses the following: y Strategic control as a component in the strategic management process y Types of strategic control y The balanced scorecard in strategy implementation and control
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1.4

Key concepts

You will need to master the following key concepts in order to achieve the learning outcome of this study unit KEY CONCEPTS
y y y y y y y y y Balanced scorecard Cause-and-effect relationship Implementation control Operational control Premise control Special alert control Steering control Strategic control Strategic surveillance

2.

STRATEGIC CONTROL AS A COMPONENT IN THE STRATEGIC MANAGEMENT PROCESS
READ
Some comments on strategic control:

y Strategy evaluation must make it as easy as possible for managers to revise
their plans and reach quick agreement on the changes - Dayle McConkey. y While strategy is a word that is usually associated with the future, its link to the past is no less central. Life is lived forward, but understood backward. Managers may live strategy in the future, but they understand it through the past - Henry Mintzberg. Unless strategy evaluation is performed seriously and systematically, and unless strategists are willing to act on the results, energy will be used up defending yesterday. No one will have the time, resources or will to work on exploiting today, let alone to work on making tomorrow – Peter Drucker.

y

Source: David (2006:335)

Hill et 

al (2007) define strategic controls as largely subjective criteria intended to verify that the firm is using appropriate strategies for the conditions in the external environment and the organisation’s competitive advantages. Strategic controls examine the fit between what the organisation might do (as suggested by companies in its external environment) and what it can do (as indicated by its competitive advantages). Effective strategic controls help the organisation to understand what it takes to be successful.
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A good deal of time elapses between the initial implementation of a strategy and achievement of its intended results. During that time, investments are made and numerous projects and actions are undertaken to implement the strategy. Keep in mind that the organisation operates in a changing environment, which means that changes are taking place in the external environment as well as the organisation’s internal environment. Strategic control is necessary to steer the organisation through these events. It must provide for adjusting the organisation’s actions and directions in response to these developments and changes. Pearce and Robinson (2009) suggest four types of strategic control: y y y y Premise control Implementation control Strategic surveillance Special alert control

Strategic control is not sufficiently covered in any of the two prescribed books. You need to study the following section, which was adapted from several other sources that cover strategic control in more depth. You should also access the following articles to supplement the information in this study

guide: Schreyogg, G & Steinmann, H. 1987. Strategic control: A new perspective. Academy of Management Review, 12(1):101. Muralidharan, R. 1997. Strategic control for fast moving markets: Updating the strategy and monitoring performance. Long Range Planning, 30(1):64–73. Van Deen-Dirks, P & Wijn, M. 2002. Strategic control: meshing critical success factors with the balanced scorecard. Long Range Planning 35(4):407–427. Julian, SD & Scifres, E. 2002. An interpretive perspective on the role of strategic control in triggering strategic change. Journal of Business Strategies 19(2):141–159.

2.1

Types of strategic control

Strategic controls cover the strategic planning stage as well as the strategy implementation stage of the strategic management process. Strategic surveillance and premise control cover the entire strategic management process. Special alert control and implementation control focus on the implementation stage of strategic management. y Premise control Premise control checks whether the assumptions (premises) on which the choice of a strategy was based are still valid. These assumptions usually deal with the macro environment, industry and competitive, operating and internal environments of the organisation. If a vital premise is no longer valid, the strategy may have to be changed. The sooner an invalid premise can be recognised and rejected, the better the chances that an acceptable shift in the strategy can be devised. A building contractor may have planned a new residential development based on a 12% interest rate, but a sudden and drastic increase in the rate may make

this a very risky undertaking.
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y Strategic surveillance Strategic surveillance is an unfocused way of controlling strategy in order to detect possible changes in the environment that may render the current strategy out of line with reality. According to Pearce and Robinson (2009:412), strategic surveillance is designed to monitor a broad range of events inside and outside the organisation that are likely to affect the course of its strategy. This type of environmental scanning is informal and may comprise intended or unintended scanning of the environment. A person may read a journal for no specific purpose and may uncover information that is relevant to the organisation’s strategy. Strategic surveillance provides an ongoing, broad-based vigilance in all daily operations that may uncover information relevant to the organisation’s strategy. y Special alert control Special alert control is the rapid reconsideration of an organisation’s strategy in the light of a sudden, unexpected event. Such an event should trigger an immediate and intense reassessment of the organisation’s strategy and its current strategic situation. In many organisations, crisis teams handle the organisation’s initial response to unforeseen events that may have an immediate effect on its strategy. Increasingly, organisations have developed contingency plans along with crisis teams to respond to circumstances. The terrorist attack on the World Trade Center on 11 September 2001 or the tsunami in 2004 triggered a complete reassessment of the strategies of organisations in the travel industry, tourism,

retail industry and many more. y Implementation control Implementation control assesses whether the overall strategy could be changed in the light of the results associated with the incremental actions that implement the overall strategy. If an organisation has to construct a new soccer stadium to host some of the World Cup 2010 matches, management will break this big project up into smaller subprojects, such as conducting a feasibility study, getting approval for the project, preparing the area for construction, constructing the stadium and so on. Each of these subprojects should provide management with information that helps them determine whether the overall strategy is unfolding as planned. Should the project reach an unexpected threshold (such as greatly increased production costs), the strategy will have to be reassessed. Activity 4.1
Scrutinise the annual report of an organisation of your choice (you may use the Shoprite Holdings Limited review which was included at the end of study unit 2.3): y y y y List all the assumptions that were made about variables in the macro, industry and market environments. List all the assumptions that were made about the internal environment. Indicate which of these assumptions were correct and which were incorrect. What do you think management could have done to have arrived at more accurate assumptions?
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2.2

Balanced scorecard
STUDY
Study section 13.5 in Louw and Venter (2010). Study section 7.2 in Thompson and Martin (2010).

This is not the first time that you come across the balanced scorecard. You were introduced to it in

earlier study units which showed you how it can be used to set longterm goals and short-term objectives. According to Hill et al (2007), the balanced scorecard is a framework that firms use to verify that they have established both strategic and financial controls to assess their performance. The balanced scorecard was initially developed to prevent organisations from overemphasising financial controls. This often happened at the expense of strategic controls. An overemphasis on financial controls could promote organisational behaviour that has a net effect of sacrificing the firm’s long-term value-creating potential for shortterm performance gains. The balanced scorecard provides for the use of both financial and non-financial performance measures. It incorporates financial performance measures, customer knowledge, internal business process measures and criteria for assessing learning and growth prospects. These measures are combined to monitor the implementation of strategies in a holistic way. This ensures that the implementation process is linked to the long-term goals of the organisation, through a series of short-term actions. In so doing, it provides management with a complete picture of the control process, ultimately ensuring that actions are prioritised and aligned with the long-term objectives and strategies of the organisation. According to Thompson and Martin (2010), the perspectives of the balanced scorecard measure effectiveness and efficiency. There are several advantages in using the balanced scorecard, which are as follows: y The balanced scorecard gives a broad perspective

on how the CEO is performing in the important issues because it highlights the measures that are most critical to achieving the company’s vision. y The process of developing a balanced scorecard forces the organisation to think about the critical success factors and allows people in the organisation and the board to see what the vision really means. y In terms of strategic control, the balanced scorecard provides the strategic manager with information that may help to prevent control failures or at least identify them early.
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Activity 4.2
Find a copy of a completed balanced scorecard, preferably one that deals with an organisation that you are familiar with. If you cannot find such a balanced scorecard, the article by Kaplan and Norton will provide you with a completed one. Interpret the completed balanced scorecard by: y y y y y describing the balanced scorecard as a strategic control tool. explaining the role of the balanced scorecard in strategic management. depicting (in a diagram) the dimensions that comprise the balanced scorecard. depicting (with the use of arrows) the interrelatedness between the vision and. strategy and the four dimensions of the balanced scorecard. interpreting each of the four dimensions that comprise the balanced scorecard.

READ
The following articles will offer you valuable insight into the balanced scorecard. We suggest that you get copies of these articles. You can access them through the Unisa library databases. Kaplan, R & Norton, DP. 1992. The balanced scorecard: measures that drive performance. Harvard Business Review, 

January-February:71–79. Kaplan, R & Norton, D. 1993. Putting the balanced scorecard to work. Harvard Business Review, September-October:134–147. Mooraj, S, Oyon, D & Hostettler, D. 1999. The balanced scorecard: a necessary good or unnecessary evil? European Management Journal 17(5):481–491.

3.

SUMMARY

In this final topic on strategy implementation and control, we looked at strategic control versus operational control. Strategic control deals with control mechanisms that help strategists steer the organisation towards its mission and long-term goals. The different types of strategic control are premise control, implementation control, surveillance control and special alert control. Operational control deals with control issues in the short term by setting standards, measuring actual performance, detecting deviations from planned results and rectifying deviations. We also looked at the balanced scorecard and its holistic approach as a strategic control tool. The balanced scorecard deals with four perspectives that need to be controlled: finances, customers, internal business processes, learning and innovation.

4.

ASSESSMENT QUESTION
Explain how strategic controls can be used to ensure that the mission and long-term goals of an organisation are met.
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FEEDBACK TO ASSESSMENT QUESTION
The above question is an in-depth discussion of strategic control. To answer the above question, you need to include the following in your discussion: y y y An explanation of what strategic control entails Contrasting the various types of strategic control in terms of their characteristics

An explanation of how strategic control can alter the organisation’s chosen strategy
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TOPIC 5
Developing a strategic management plan
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Study Unit 5.1
Developing a strategic management plan
1. INTRODUCTION

Strategic managers and the top management team compile a strategic plan that will be used as a blueprint for future action. The aim of the plan is to sustain the business while operating in a changing environment. It is not only important to formulate such a plan but this plan should also be critically reviewed. Initially it should be reviewed to determine that it is written in such a way that it will meet its objectives, facilitate successful implementation and keep the organisation in the chosen direction. Thereafter we review it on a frequent basis to review if our initial assumptions are still relevant and as a means of control. In this study unit we will guide you in developing and evaluating a strategic plan.

1.1

Aim of this study unit

The aim of this topic is to guide you in compiling a checklist to use as a framework for developing and evaluating a strategic management plan and implementation guidelines.

1.2

Learning outcomes
LEARNING OUTCOME
The learning outcome for this topic is: Develop a strategic plan with implementation guidelines based on the building blocks of strategic management for a small single or dominant product organisation or a division of a multi-business organisation. In order to meet the learning outcome of this topic, you need to be able to do the following: y y y Formulate a strategic plan based on the

strategic management building blocks Formulate guidelines for strategy implementation based on the strategic management building blocks Recommend strategic control methodologies based on the strategic management building block
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1.3

Contents

The following will be addressed in this topic: y The development and evaluation of a strategic management plan and implementation guidelines

1.4

Key concepts
The last topic of this guide is a summary of the previous study units. No new concepts are introduced in this unit. We have decided not to repeat ourselves and therefore keep the key concepts section in topic 5 blank. This topic will therefore finally show you the bigger picture and offers a wonderful summary for revision purposes.

2.

DEVELOPING A STRATEGIC MANAGEMENT PLAN AND IMPLEMENTATION GUIDELINES

Developing a strategic plan and implementation guidelines: It is important to note that you are expected to be able to develop a strategic plan for a small organisation, or a single/dominant product organisation with mostly domestic operations or a division of a large, multi-product or global organisation. Before we start, note the following: y In order to develop a strategic plan (and implementation guidelines) you need to know the organisation for which you will develop it very well. You would have to do research on the organisation to determine the scope of its business, the history of the organisations and so forth. y It could also be useful to consult past strategic management plans. y You can use the building blocks as a foundation from which to search

for information on the organisation. y You would also have to know which contemporary business environment issues are applicable to this organisation. For example, what type of change impact on this organisation? y The expectations of top and senior management in terms of the requirements of the strategic plan would also have to be taken into consideration. y You will need to understand the type of organisation: Is it for-profit or not-for-profit? Is it the division of a large organisation? Is it a private or public company? y It is important to realise that the different levels of management play different roles in strategic management. Top management would, for example play an important role in the strategic planning phase and all levels would be involved in the implementation and control phases. y You may want to consider what approach you would follow in terms of the different schools of strategic thought.
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2.1

Establishing the process to formulate the strategic management plan

We have learnt that the strategic management plan is not a document that is kept secret. It is used by all the management levels within the organisation. We also learned about the need to engage with stakeholders. The process should be transparent, but that does not mean that sensitive information should be broadcasted to everyone who is interested in it, whether inside or outside the organisation. This means that we need to comment on what it means to follow a transparent approach. It is important to note that directors, management, employees and suppliers have a commitment to maintain the

highest level of confidentiality in relation to the activities and assets of the business operations. This applies to trade secrets, operational strategies and tactics, methods, procedures, systems, formulae, recipes, software systems and the intellectual property belonging to the business. Disclosure and transparency relate to the communications of outcomes, i.e. the results of performance. What is required is the open and honest communication of the business’ successes and failures (Hendrikse & Hendrikse 2004:236). We also know that the strategic management plan cannot be formulated by one person only. Nor can everybody in the organisation be involved. This brings us to a matter that we dealt with earlier in this paper - the parties involved in the process. Who do you think should be involved in the process of formulating the strategic plan? Use the space below to identify the parties that you think should be involved in the development of the strategic management plan and describe your reasons for involving them in the second column. We’ll identify the first party; you need to add the rest: Parties Reasons

The Chief Executive He/she takes ultimate responsibility for the organisation. He/ Officer she drives the strategy and should be involved in the process from beginning to end

What is your opinion about involving an external management consultant to facilitate this process? Do you think it should be done on-site or should the plan be developed away from the office? Remember: the strategic management process is continuous and it may sometimes be necessary to make adjustments to

the strategic plan. Thus, keep this in mind while you compile your framework. Also, a strategic management plan is developed over a period of time. One cannot start and finish it on the same day, or even the same week.
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2.2

Determine the building blocks to be included

We considered the different building blocks of strategic management throughout the first four topics. We have also considered different strategic management models in study unit 1.2. We suggest that you write down the building blocks in the space below. We have included two columns – one to indicate if you intend on using it and the other column to tick when you have included it. This means that you use it as a checklist while you are developing the strategic management plan. Building block for strategic planning Vision Mission To be included 9/8 Yes, review existing vision statement Yes, organisation does not have a formal mission statement. Included? 9/8

2.3

Use the building blocks as input in the strategic management plan

We have found that the first draft of a strategic plan is mostly a piece of rough work with notes in the sidelines and comments on the overleaf of pages. It is a process and will be reviewed many times before it gets printed in its final form. We suggest that you invite opinions from other people, colleagues and especially fellow students. We suggest you use some of the many strategic planning tools available on the internet. In this regard you may also find the following links to websites useful in compiling your framework of a strategic management plan: www.planware.org/strategy.htm#1

http://www.managementhelp.org/fp_progs/sp_mod/str_plan.htm http://icmm.com/publications/844Tool5.pdf Keep in mind that the critical cross-field outcomes do require you to search for and use additional material, as well as use modern ICT to facilitate your learning experience. Also, you should see the world as a set of interrelated activities and this increases the importance of bouncing your ideas off on someone else. We specifically advised you to use an organisation that you are familiar with. It will obviously take longer if you use an unfamiliar organisation because you first need to gain a thorough understanding of its line of business, market, industry, customers, processes, structure, etcetera.
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2.4

Strategic plan framework

This is a very practical study unit and it is now your responsibility to develop a framework. We will offer guidance to get you started, but you will have to continue on your own. This is the time where you will use your theoretical knowledge, your learning experience in the subject field and your own work experience to compile a workable framework that you will use to develop and evaluate a strategic management plan. Remember if garbage-in-garbage-out.... or, if you take your time to develop a framework to be proud of, you would probably still refer to it 10 years from now. Close your eyes (to get some inspiration) – you will be in your corner office thinking about your motivation speech to your top management.... In our framework we will not simply list the building blocks; we will also include the relevant strategic questions 

to evaluate each building block. The framework would therefore be useful to develop and evaluate strategic plans. Let’s start with the strategic direction: We know that the strategic direction forms the basis from which an organisation will devise its plans. There are three tools that can be used to set strategic direction: the vision statement, the mission statement and the strategic intent. We also know that some organisations use a combination of these three tools and/or include the values of the organisation. Remember that we said that the aim of this study unit is to develop a checklist or framework that can be used to develop and evaluate a strategic management plan. As you will recall the vision and mission statement form the basis for the strategic plan – it indicates where the organisation intends to go as well. The fact that it is displayed in the entrance hall does not mean that the stakeholders believe in it or are aware of its implications. Peter Drucker said that a business is not defined by its name, statutes or articles of incorporation; it is defined by the business mission. Only a clear definition of the mission and purpose of the organisation makes possible clear and realistic business objectives. The vision and mission statements therefore form the basis of the rest of the strategic management plan and should always be included in the plan. However by merely including token lofty statements we are wasting our time. If these statements are therefore already in place we need to critically evaluate the relevance thereof. If it is no longer relevant we should engage in the

processes to reformulate it in line with the envisaged strategic direction of the company. We should also look at how the strategic direction is communicated or how it should be communicated to get the most buy-in and commitment from stakeholders. We should also look at the stakeholders. To what extent are or were they involved in drafting the strategic management plan? Was a proper stakeholder analysis done? Did the top management team engage with the stakeholders? Does the strategic management plan indicate the organisation’s commitment to stakeholders? How have the stakeholder needs been prioritised?
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Building block Follow-on questions to ask contain a vision statement Does the vision statement: x specify future position? x inspire? x serve as a roadmap? Who was involved in formulating the vision statement? Is it a new vision statement or an existing one? If it is an existing vision statement – is it still relevant?

Questions to ask Does the strategic plan...?

9/8

Comments

Strategic direction

contain a mission statement
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specify strategic intent Stakeholders

Does the mission statement: x specify product? x specify market? x specify technology? x mention survival, growth and profitability? x portray its public image? x mention the organisational philosophy? x mention a commitment to customers, quality and stakeholders? Is the mission statement in line with the vision statement? Does the mission statement give an indication of the organisation orientation towards wealth and profit maximisation? Are the organisation’s values included in the

mission statement? Is it easily readable? Does it contain the name of the organisation? Who was involved in formulating the mission statement? How long has the existing mission been in use? If it is an existing mission statement – is it still relevant? Does the mission statement mention stakeholders and/or indicate the organisation’s commitment towards its stakeholders? Is the strategic intent in line with the vision and mission statement? Has the formulators of the strategic management plan analysed the stakeholders? Is there evidence that the recommendations of the King Reports have been incorporated?

Looking back at the building blocks of strategic management, we know that resources and capabilities play an integral part of any organisation. We know that the organisation’s resources and capabilities will be used as a basis for formulating the strategic plan and then also to enable the implementation of it. Let’s review what we know about resources and capabilities: It forms part of the organisation’s internal environment and it represents strengths or weaknesses. When formulating a strategic management plan, the strategic management and top management team needs to thoroughly analyse the organisation’s internal environment. With internal environment analysis, the following will be analysed: tangible resources, intangible resources, capabilities, sources of competitive advantage, processes within the organisation, the activities inside the organisation and the relative strength or weakness of these. In topic 2, we used different approaches to analyse the internal environment. Can you

remember it? It was a resource-based view analysis, a value-chain analysis, a functional analysis with financial ratio-analysis. Remember, we said that the different approaches to internal environment analysis should be used in conjunction with each other because it complements each other. Thus, if an organisation only used one of the various approaches to internal environment analysis, we need to comment on that and try to establish the reason for it. It is quite possible that the formulators have lost out on a lot of information because they were too selective in the approach used to analyse the internal environment. Let’s continue with our framework:
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Building block Specify/describe its resources and capabilities x Include an analysis of the organisation’s tangible resources? x Has the value of the human resources been acknowledged and described? x Include an analysis of the organisation’s intangible resources? x Include an analysis of the organisation’s unique capabilities? What are the resource strengths? How valuable are the assets? Did they describe their brand? Does the brand have a monetary value? What measures are in place to protect their resources? (eg patents, intellectual property policies, restraint of trade, etc.) What are the weaknesses? Does the plan include any plans to deal with these weaknesses? Does it contain a detailed description of the key success factors? Have they described their unique capabilities that separate them from their competitors? Have they identified capability gaps? What are the strengths and weaknesses in the value-chain?

Is there a detailed description of the value-adding activities?

Questions to ask Does the strategic plan...?

Follow-on questions to ask

9/8

Comments

Internal environmental analysis
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Meaningful comparisons Make meaningful comparisons? Have they used financial ration analysis? Competitive advantage

Include a value-chain? Does it describe the core business of the organisation (primary activities)? Does it describe the support activities? Is there evidence that they followed the steps in value-chain analysis?

How does the organisation’s resources compare to competitors’ resources? How strong is their cash balance? Are there any significant deviations in the financial ratios over a period of time? Have they described the reasons for the deviations? How does the organisation’s resources compare to industry averages? Have they clearly described their sources of competitive advantage? How sustainable is this competitive advantage? How inimitable is this competitive advantage?

You need to complete the framework above as it is not comprehensive. Remember that we have only included some of the elements. You may need to refer back to topic 2 in order to add more detail and more questions to ask. The organisation cannot operate without the environment. The environment is always changing and it impacts on the organisation. We know that the external environment is divided into the macro-environment and the industry environment. In order to compile our next set of evaluation questions, we need to go back to topic 2. In evaluating the strategic management plan’s analysis of

the external environment, we need to consider the sub-environments which were analysed. We need to be knowledgeable about the environment in which it operates and this may require us to do some of our own research. We need to be aware of the environmental factors surrounding the organisation in terms of changeability, predictability, complexity and novelty. Louw and Venter (2010) suggested a process for evaluating the external environment, based on seven basic factors. We also introduced you to the process suggested by Hitt et al (2007). Both these processes involved environmental scanning. Whether you develop or evaluate a strategic management plan it is important to consider all the macroenvironmental factors. A plan that only describes the opportunities in the external environment should be evaluated with caution. It is possible that the writers of the plan deliberately left out the threats in order to ‘paint a rosier picture’. It may also be that the writers of the plan are so infatuated with a specific opportunity that they do not see the threats. This means that we want to see evidence in the strategic plan that they have considered the good and the bad, ie the opportunities and threats. The STEEP or PEST analysis should also be supplemented by scenario planning and the forecasting assumptions should be clearly stated. There should be evidence of an understanding of the interconnections between events. The strategic management plan should contain more than just a mention or list of the opportunities and threats – it should be described and its impact and potential impact should be

analysed. In evaluating the strategic management plan, we want to be convinced that the formulators of the plan considered the impact of the external environment in depth and identified the opportunities and threats. Furthermore, we want to see evidence of how they intend to match their strengths with the opportunities. The strategic management plan will be fundamentally flawed if they intend to use their weaknesses to exploit an opportunity or to defend themselves against the threats. Let’s move on to industry analysis. It is very important that the strategic management plan contain a detailed description of the industry in which the organisation is operating. We want to see that the formulators of the strategic management plan understands the industry structure, competitive dynamics, the industry evolution (ie the industry life cycle) and the key success factors in the industry. For example, when Virgin Money entered the South African environment, a key success factor in the industry was access to clients. It was impossible for Virgin Money to set up their own network in such a short-time period and this is possibly the main reason why they formed a joint venture with Absa for the use of their tellers, ATMs and branches. The strategic management plan should also contain a description of the industry structure and the strategic groups. It is important that it also describes the network
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relationships within the industry. Industry analysis also entails the analysis of the profitpotential of the industry as well as the forces that impact on it. This is where Porter’s five

forces analysis comes in. The plan will be incomplete without this analysis. Have the formulators of the plan identified potential new entrants? How will the organisation use its competitive advantage and resources to hinder new entrants from entering the market? For example, SAA has been operating in the South African market for many years. Some gaps were identified in the South African airline industry and it created opportunities for low-cost no frills airlines to enter the market. This forced SAA to use its existing brand name and loyalty programme (Voyager) to discourage switching from SAA to some of the low-cost no frills airlines. SAA had more resources available to sustain a price-war with the low-cost no frills airlines for longer. Can you see how they have used their strengths to ‘outcompete’ their competitors? Each of Porter’s five forces should be analysed and it should clearly state how strong or weak that specific force is. In addition to the five forces analysis (don’t forget the sixth force suggested by Thompson and Martin (2010)) as well as Louw and Venter (2010), we also need evidence that the formulators of the strategic planning analysed its competitors and customers. The strategic management plan should provide evidence that they are in touch with the customers’ needs and wants and how they intend to use this knowledge. Very importantly, although strategic management does allow for some intuitive decision making, the basic premises should be based on factual research and detailed analysis. Keep in mind that the impact of the strategic management plan is so vast that

one cannot base it on mere gut feeling. Louw and Venter (2010) provide a framework for competitor analysis as well as strategic group analysis. This should be used in formulating your framework to evaluate this section of the strategic management plan. Again, we have started the framework on external environment analysis for you – you need to complete it.
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Building block Contain a detailed analysis of the macro environment? Is the process for analysing the external environment described? Who was involved in the process? Did the formulators of the strategic management plan use PEST or STEEP analysis? Are the opportunities and threats identified? Is there evidence that the organisation is going to use its strengths to exploit the opportunities? Is there a description of how the organisation intends to deal with the threats? What are the assumptions about the external environment? Is the industry structure described? What is the impact of the structure on the organisation? How has the organisation incorporated the industry life cycle in analysing the industry? What is the impact? Has the five forces of Porter been analysed? Did the formulators of the plan clearly conclude on the strengths of each force? And how it impacts on them? Has the organisation looked at the role of government and regu-lation and described how it impacts on the industry? What are the relationships with the suppliers? How reliable are the suppliers? Are there substitute products available? Does the plan address its attempts to retain their customers/prevent them from using substitutes? Have they identified their

main competitors? Direct and indirect competitors? What sets the organisation apart from their competitors? What are the competitors’ existing strengths? Sources of competitive advantage? Future goals? Is there a description of the customer commitment? What does the existing customer segment look like? Is there a description of changing trends in customer behaviour? How big is the existing customer market? Is there E-V-R congruence, ie is there congruence between the external environment, their values and their resources (capabilities and strengths?)

Questions to ask Does the strategic plan...?

Follow-on questions to ask

9/8

Comments

Environmental analysis

Contain a detailed analysis of the industry? In what stage is the industry in terms of the industry life cycle? Describe the forces that impact on the profit potential?
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Contain a competitor analysis? Contain an analysis of the customers? E-V-R congruence

STRBESC/1

Our next building block is the long-term goals (objectives). The strategic management plan will be incomplete if it does not specify the long-term goals. In evaluating the long-term goals, we would look into the focus areas of the long-term goals. It is very important that the long-term goals are in-line with the strategic direction. We know that the vision and mission form the basis and is then translated into long-term goals (hierarchy of goals). We need to see evidence of overall congruency – typically, the formulated long-term goals should enable the organisation to achieve its mission and vision. Also, we would judge the long-term goals

based on the criteria of wellformulated long-term goals. Are they measurable? Specific? Realistic? Attainable? Clearly stated? Activity 5.1
Form your own framework of questions to evaluate the long-term goals contained in the strategic management plan. We now get to the point where we need to establish whether the formulators of the strategy used the information gathered through the environmental analysis in deciding on the strategies for the future. We may need to review study unit 2.4 on strategy selection before we start with our framework to review the strategic choices of the organisation. Keep in mind that you need to clearly distinguish between the strategies identified by Louw and Venter (2010) and those of Thompson and Martin (2010). The generic strategies often form the overall strategy of the organisation, ie these strategies determine the basis to achieve a competitive advantage. Firstly, identify which generic strategy the organisation has chosen. If you do not know what the strategy is after evaluating the strategic management plan, imagine how the employees in the organisation will feel! Thus, the strategies should be clearly stated in terms that are easily understood by the whole organisation. The strategies need to be further broken down into smaller, more exact activities which will form part of the implementation effort. Can you remember the criteria for effective strategies? We will need to refer back to the criteria of appropriateness, feasibility and desirability when we evaluate the strategic choices in the strategic management plan. It is very important that the

formulators of the strategic management plan show their intention to use their strengths as inputs in an attempt to exploit the opportunities in the environment. Let’s use a simple example to illustrate this point: Business School X’s vision is to be the biggest business school in Africa. Their mission deals with quality tuition, quality study material and on-line support from academic staff. When they analysed their internal environment, they realised that they have substantial financial resources due to very wise financial decisions of the management team. They identified their administrative support function as strength because of its ability to operate in real-time. One of their weaknesses was limited brand awareness in the rest of Africa – they have been operating mainly in South Africa for 20 years. There are many opportunities for executive development in Africa and Business School X wants to exploit those opportunities. A threat is the limited computer literacy among the potential students in Africa, specifically Nigeria.
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One of their long-term goals is to recruit and register 500 students from Nigeria by 2015. OK, let’s see how they can use the information in the environmental analyses in their strategic choice. They have money available, there is limited brand awareness of the business school, the Nigerian market presents some opportunities for executive development, but the challenge is limited computer literacy. Business School X (after a 4-day, in-depth lekgotla (planning workshop)) decides the following: Enter Nigerian market (market development strategy) by advertising

in all the major newspapers (functional marketing strategy). Invite potential students for a free computer literacy assessment test and thereby get their details to establish a database of potential students. Can you see how they plan to use their financial resources (strengths) to fund the development into Nigeria? This is what we will be looking for in the strategic management plan that we have been asked to evaluate – we want to see how the organisation matches its strengths with its opportunities by the strategies that they have chosen. Remember, strategic management does not end here. We now need to look at the implementation efforts or initiatives and evaluate the planned efforts of the organisation to reach its goals, objectives, vision and mission. We know that these long-term goals and strategies must be translated into short-term goals and functional activities. Building on the Business School X’s example, the plan should specify who needs to do what, by when. Thus, each call centre operator needs to phone 10 students from the database per day, send the registration forms and follow-up on payment. Can you see how the strategy is followed through and give more specific guidance on what exactly needs to be done? Keep in mind that we also looked at certain implementation building blocks – can you remember these building blocks? Topic 3 looked at strategy implementation and the key learning point was that if there is a change in the strategy, the implementation efforts will change, as well as the implementation building blocks. We said that there should be a strategic fit between

the chosen strategy and the leadership style, organisational structure, resource allocation plan, reward system, short-term objectives, functional tactics and policies. This is where the operational issues will come into play – the marketing plan, the pricing model, the HR development and training efforts, the IT development, the standard operating procedures in the organisation and the financial management function. In evaluating the strategy implementation efforts or guidelines as part of the strategic management plan, we should structure our evaluation around the match between the strategy and the implementation building blocks. Keep in mind that this strategic fit is essential in the successful implementation of the strategy. Lastly, some consideration should have been given on the strategic control systems. The strategic management plan should clearly state how the strategic management process will be monitored and evaluated. We know that a useful tool is the balanced scorecard. Also, we know by now that there are discrepancies between theory and practice – it is possible that an organisation calls their strategic management plan a business plan,
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but it contains the same elements and are used for the same purposes. This means that your framework can also be used to evaluate it. After you have evaluated a strategic management plan, you need to make comments and possibly provide suggestions to reformulate it. Keep in mind that the learning outcome standards for this topic are to: y y y y identify and analyse the building blocks used in the strategic management

plan comment on the rationale for inclusion of these building blocks in the strategic management plan recommend changes to the strategic management plan reformulate the strategic management plan based on the analysis, if necessary

3.

SUMMARY

This topic offered guidance on devising your own framework to develop and evaluate an existing strategic management plan. It started with detailed guidance and guidelines, but as you progressed through the topic, it gave less guidance and allows you to form your own opinions. You should only start with topic 5 once you have completed all the activities in topics 1- 4 and covered the respective chapters in the prescribed books. We trust that you found this challenging, but we also assure you that your effort has been worth-while. You will experience the growth of this learning experience in your careers and we welcome your feedback in this regard.
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ANNEXURE A
GLOSSARY OF TERMS
Above-average returns Activity ratios Agricultural age Aspects of organisational culture Balanced scorecard Bankruptcy Bargaining power of buyers Bargaining power of suppliers Barriers to strategy implementation Benchmarking Best cost strategies Budgets Business policy Cause-and-effect relationship Classical planning school Company profile Competitive advantage Competitive intelligence Competitor analysis Components of a mission statement Computer age Concentrated growth Concentric diversification Conglomerate diversification Consortia Contingency theory Corporate citizenship Corporate combination strategies

228

Corporate governance Cost leadership Decline strategies Development expenses Differentiation Discontinuous change Divestiture Divisional structure Dynamic strategy Dysfunctional aspects E-commerce Economic environment Emergent strategy Emerging markets Emotional intelligence Entrepreneurial structure Ethical code Evolutionary change E-V-R congruence External consistency External growth strategies Financial ratios Financial resources Focus Focus areas of goals Forecasting techniques Functional analysis Functional aspects Functional tactics Generic strategies Globalisation Golden handcuffs Golden parachutes Grand strategies
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Horizontal integration Human resources Hybrid structures Implementation control Incremental

change Industrial age Industry analysis Industry environment Industry key success factors Industry life cycle Industry rivalry Industry structure Information age Information resources Initiatives Innovation Intangible assets Internal consistency Internal environment Internal growth strategies International environment Internet Intra-industry analysis Investments Joint ventures King II Report Knowledge age Leverage ratios Liquidation Long-term goals or strategic objectives Macro environment Market development Market or task environment
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Market penetration Master budget Matrix structure Mission statement Network structure Objectives Operating environment Operational control Operational funds Opportunities Organisational architecture Organisational capabilities Organisational culture Organisational profile Person or existential culture PEST analysis Physical resources Policies Political environment Porter's five forces model Positioning school Power or club culture Predictable change Premise control Primary activities Proactive Process approach Product development Profit maximisation Profitability ratios Reactive Resource allocation plan Resource and capability consistency
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Resource-based view Restricted share option plans Retrenchment Revolutionary change Reward systems Risks Role culture Scenario Scenario analysis Scenario planning Secondary activities Share option plans Short-term objectives Single-loop learning Socio-cultural environment Special alert control Stakeholder claims and expectations Stakeholders STEEP factors Steering control Strategic alliances

Strategic architecture Strategic business unit structure Strategic competitiveness Strategic control Strategic direction Strategic fit Strategic funcs Strategic groups Strategic intent Strategic leadership Strategic logic Strategic management
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Strategic management model Strategic management process Strategic match Strategic surveillance Strategic survival Strategic thinking Strategy implementation Strategy selection Strengths Strong culture SWOT analysis Synergy Systems thinkers Tangible assets Targets Task culture Technological environment Threat of new entrants Threat of substitute products Threats Transformational leadership Turnaround strategies Ubuntu U-commerce Unpredictable change Value chain Value chain analysis Values Vertical integration Vision Weaknesses Wealth maximisation Working capital Yardsticks
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This paper consists of 6 pages. THIS PAPER REMAINS THE PROPERTY OF THE UNIVERSITY AND MAY NOT BE REMOVED FROM THE EXAM VENUE.

INSTRUCTIONS y Answer any four of the following six questions in your examination answer book. y Each question counts 25 marks. y Number your answers clearly and correctly. y Indicate on the cover of the examination script the number of the questions that you have answered. y Write legibly. y Structure your answer logically by using headings, subheadings and so on. y Indicate the numbers of the questions you have answered on the cover of this book. This is a closed-book examination. During the examination session, you may not consult notes of any kind, or any person, except the invigilator.
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$QVZHU DQ\ )285 RI WKH IROORZLQJ VL[ TXHVWLRQV
 QUESTION 1 “Perception is strong and sight weak. In strategy it is important to see distant things as if they were close and to take a distanced view of close things.” Miyamoto Musashi 1584–1645, legendary Japanese swordsman In light of the above quote explain how strategic management fits into the contemporary business environment. Assessment criteria The following will be used to assess your answer: 1.1 1.2 1.3 Explain what strategic management encompasses and describe the 10 stages in the strategic management process. Distinguish between the theoretical concepts of strategic models and 5 strategic approaches. Expand

on the importance of strategic management with reference to 10 the advantages. [25] QUESTION 2 If you are sitting at a dinner party with 10 people, it is likely that one of them is in serious financial difficulty and may even be struggling to hold on to his or her home. On average, across all types of lending, at least 10% of loans are either in default or at risk of default. A non-performing loan is one where a customer has failed to make a payment for the past three months and legal action is being taken. This applies on average to about 6% to 8% of home loans, vehicle and assets finance, personal loans and credit cards. However, if you add the number of loans that are at risk of going into default, that figure rises above 10% in many cases. This is clear evidence that South African consumers are in dire straits. Although South Africa faced excessively high interest rates in the late 1990s, followed by a recession in the early 2000s, FNB chief executive, Michael Jordaan, says the distress the bank is seeing in the residential home-loan market is the highest in recorded history, partly due to higher exposure to debt. Debt as a percentage of disposable income at 76% is the highest ever and far higher than the 50% ratio in the late 1990s. In addition, property values have fallen substantially and the property market is very weak, Jordaan says. So property owners have not been able to sell their houses easily to settle their debts. Despite the high levels of stress, the number of repossessions has been far lower than it was in the late 1990s. Banks are working more closely with clients to

try and restructure home-loan payments rather than to repossess. Part of this strategy of not holding repossessed homes involve assisting home owners to sell their properties. In addition, Standard Bank, for example, recently reduced its lending criteria on home loans and, FNB and Absa reduced their requirements for deposits.
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Nedbank remains however cautious. Clive van Horen, head of retail, secured lending at Nedbank, says the bank “remains cautious about providing loans up to 104% of the value of a property, especially because we believe house prices remain under a bit of pressure. One of the lessons of the global credit crisis in the last year is that it is very risky for customers and lenders to assume that house prices will keep increasing to cover their mortgage debt, and so there is a benefit for customers and banks alike in putting down a deposit on home purchases. As a strategic manager you must be able to identify, analyse and apply the building block of external environmental analysis in order to manage the organisation’s resources to take advantage of opportunities and counter threats. In considering the case above, you need to conduct a macro-environmental analysis. Assessment criteria The following will be used to assess your answer: 2.1 Explain how information is gathered during the macro-environmental 8 assessment and indicate which external macro-environmental forces strategic managers should consider when they undertake external environmental scanning? Please illustrate these forces with appropriate examples from the above excerpt (you may also apply your general

knowledge if examples are not available). Identify the opportunities and threats that the global economic crises 7 posed to the local banking industry and comment on how various banks countered these threats. Assess the macro-environmental turbulence in the South African 15 banking industry. [25] QUESTION 3 Highlights of the Vodacom Group’s interim results for the six months ended 30 September 2008. Total customers increased by 13.1% to 35.7 million. In other parts of the African continent, customers increased as follows: y y y y y Customers increased by 8.4% to 25.2 million in South Africa Customers increased by 34.1% to 4.9 million in Tanzania Customers increased by 18.8% to 3.8 million in the Democratic Republic of Congo Customers increased by 35.5% to 450 thousand in Lesotho Customers increased by 19.3% to 1.3 million in Mozambique

2.2

2.3

Revenue increased by 14.0% to R26.0 billion



Fisher-French, M. 2009. Downturn is levelling out. Mail & Guardian, 07 September, Available: http://mg.co.za/article/2009-09-07-downturn-is-levelling-out, assessed 10 September 2009
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Profit from operations increased by 12.5% to R6.4 billion EBITDA increased by 13.9% to R8.7 billion Net profit after taxation increased by 3.2% to R3.8 billion Cash generated from operations increased by 15.6% to R8.0 billion Interim dividend declared to Group shareholders increased by 9.1% to R3.0 billion The Vodacom Group today announced results for the six months ended 30 September 2008. Commenting on the results, Vodacom CEO Pieter Uys said: “I’m pleased with our performance over the

past six months, with strong growth evident in all key areas including customer numbers, revenue and profits.” The total number of Vodacom customers increased from 13.1% to 35.7 million and revenue increased from 14.0% to R26.0 billion. Total ARPU increased from 5.7% to R111 and South African Average Revenue per Unit (ARPU) increased from 8.2% to R132, driven by strong growth in data revenue and as a result of the application of a more aggressive prepaid deletion rule. The data segment continued to grow rapidly, with revenues up 43.3% on last year and now accounting for 13.1% of Vodacom’s service revenue. The Group announced two important acquisitions during the period under review, both of which are part of Vodacom’s strategy to move from a mobile-centric company to one that supplies the total communications needs of its customers. In addition to voice services, these needs centre around managing data networks and outsourcing IT applications such as storage and security. Summarising these acquisitions, Pieter Uys said: “Vodacom has seen a number of significant changes over the past few months. As we evolve, we’ve increased the non-voice share of our business and increased the portion of our business coming from high growth markets outside South Africa. With the intended acquisitions of Gateway Communications and StorTech announced in August, we have opened up further opportunities in servicing the total communications needs of corporate clients and we have gained footholds in important new markets across Africa.” Another significant event that took place during the half-year was the completion

of Vodacom’s R7.5 billion BEE transaction. “Vodacom is committed to meaningful transformation in South Africa and we were delighted to conclude this major transaction.” Looking to the future, Uys noted that a landmark point has been reached with mobile SIM card penetration in South Africa estimated to have reached 100% of the population. People penetration levels are typically much lower, but this development underlines the Group’s strategy of developing new growth opportunities. “We are the market leader in South Africa and this will always be our home base, but we also need to look elsewhere for growth. The Vodafone transaction announced two weeks ago is an important step forward. Not only do we gain from closer ties with the world’s leading mobile communications company, we will also be their exclusive
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investment vehicle for sub-Saharan Africa. We believe that this ensures a bright future for Vodacom.”2 Assessment criteria The following will be used to assess your answer: 3.1 3.2 3.3 3.4 Comments on strategic success reported in the interim report Identify and comment on the appropriateness of the grand strategy. Identify and comment on the strategies selected. 6 4 10

Comment on the suitability of the strategies with regard to strategic fit. 5

)URP WKH DERYH H[FHUSW
 LGHQWLI\
 DQDO\VH DQG DSSO\ WKH EXLOGLQJ EORFNV RI VWUDWHJ\ VHOHFWLRQ
 >

@ QUESTION 4 “Strategy implementation is more difficult than strategic formulation”. Do you agree or disagree with this statement and why? Assessment criteria The following will be used to assess your answer: 4.1 4.2 4.3 Theoretical

concepts of both concepts 6 Key differences (you may present this in a table format without concept 14 definitions) Position taken 5 [25] QUESTION 5 A Fortune Magazine study suggested that 70% of 10 CEOs who fail do so not because of bad strategy, but because of bad execution.3 In another study of 200 companies in the Times 1000, 80% of directors said they had the right strategies but only 14% thought they were implementing them well, no doubt linked to the finding that despite 97% of directors having a ‘strategic vision’, only 33% reported achieving ‘significant strategic success’. 4 (Source: Why do only one third of UK companies achieve strategic success? – I Cobbold & G Lawrie, 2GC Ltd., May 2001.) Despite the experience of many organisations, it is possible to turn strategies and plans into individual actions, necessary to produce a great business performance. Please, discuss three key drivers that should be in place to support strategy execution/ implementation. [25]



VODACOM GROUP (PROPRIETARY) LIMITED Interim Results for the six months ended September 30, 2008, from http://www.vodacom.co.za/mccrdetail.do?id=1151&action=detail accessed 10 September 2009.
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QUESTION 6 The CEO of the company in which you work attended a leadership summit and came back very inspired. He calls you in and the following conversation takes place. The CEO: “Welcome, welcome… You know I just realised again that we have a responsibility to develop our young people in the organisation. Anne was telling me, just the other day that you are enrolled on an Honours degree at Unisa,

well done!” You: “Well, thank you sir.” The CEO: “Is it true that you are enrolled for STRBES-C?” You: “Yes I am.” The CEO: “Very good, I heard one of your lecturers speak at the Leadership Summit and she mentioned that Tom Peters once said ‘What gets measured gets done’, what you think about that?” You: “I believe it to be true. In fact Henry Mintzberg, one of the foremost theorists in the area of strategic management, tells us that no matter how well the organisation plans its strategy, a different strategy may emerge. The fact that intended and realised strategies may differ underscores the importance of evaluation and control systems so that the firm can monitor its performance and take corrective action if the actual performance differs from the intended strategies and planned results.” The CEO: “I agree, and think we should be doing something about the lack of control in our organisation. Tell you what, why don’t you write a report on how strategic controls can be used to ensure that our mission and long-term goals are met. Just remember that not all the board members are Unisa Alumni so you would probably need to explain what strategic control entails and don’t forget to make some recommendations to a system that may introduce a balanced perspective not only focussing on the financial controls we could use.” You: “Thank you Sir, I’ll start right away.” Prepare a report for the Board Assessment criteria The following will be used to assess your answer: 6.1 6.2 6.3 Strategic control as a component in the strategic management process Types of strategic control The balanced scorecar
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