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Introduction

This chapter looks at the elements of corporate strategy. Its importance to and organization and the process and techniques that are used for its development and operation. An important consideration in formulating strategy is the need to consider alliances and acquisitions, and these are also described.
5.1 The elements of corporate strategy

The requirements for strategy are well known and accepted by every engineer and manager. One needs to decide, often some time in advance, what id to be achieved, what action is to be taken, It is to be completed, how it is to be done, and by who.

A corporate strategic plan is no different, except that it is at a much her level and involves the whole organization (Hamel and Prahalad, 1989). It comprises the actions that the corporation needs to take to get from its present Position to where its vision (Collins and Lazier, 1993; Morley, 1997) of the future says it wants to be (Figure 5.1). The company is deciding on what it wants in the future and takes appropriate action today to get there (Hamel and Prahalad, 1994; Mac Vicar, 1996).

A strategic Plan is often long range, for several reasons:

· It usually involves high levels of investment, in terms of capital and people. Which need time to develop?
· Business is much more global than they used to be, and entering new markets or planning to take on foreign competitor in a home market needs long term planning.
· Technological changes need to be predicted and intercepted. Higher levels of technology also require greater investment in product development. However, reduced product life cycles, caused by technology change, and reduced margins, due to competitor activity, mean than payback periods are longer. 
The difference between a strategic plan and a tactical plan needs to be understood. Strategic plans are longer term and they determine the actions which the company intends to follow in order to meet its long term mission and objectives. This strategic plan would often contain shorter term actions which lead it towards achievement of the overall strategic plan. These actions form part of a tactical plan.

Strategic plans must be under constant review (Donaldson, 1996). The environment in which the company operators may change and so may its vision of where it wants to be. Often changes in technology may mean that product market windows are likely to be missed, so the company will need to revise its strategy. It is this change which nullifies the policy, often used in the past, of waiting to see what the leaders in the industry do and then copying them.

Formulating a strategic plan is relatively easy when changes in the business environment are evolutionary and predictable. One can then extrapolate what the future is likely to be and set one’s strategic vision for the expected best and worst cases. This is the trap most managers fall into, where the strategic plan is set to extrapolate the present into some time in the future, with a factor added to account for ‘hoped for’ growth.

Unfortunately changes are normally unpredictable and occur as step.

5.1.1 Organizational variances

Every company needs to develop its own strategic plan, which will be different from that of another company, even if they are both operating in the same business and market sector. The prime reason for this is that the strategic plan needs to meet the cultural background of the company concerned (Egan, 1994) and the image it washes to project to its customers and employees.

Strategic plans will also vary depending on the stage in the company’s development. There are generally four distinct stages, not all of them relevant to all companies (Moore, 1993):

· The entrepreneur or birth stage. This usually applies to start-up companies, who are ‘lean and mean’. It may also apply to an established company launching a new product or entering a new market. The organization needs the ability to take decisions quickly and move rapidly to capitalize on market opportunities. The company will often work closely with its customers and suppliers to define the product or service. These companies usually plan for growth, operating within niche markets.
· The expansion and consolidation stages. This is a period of rapid growth. Following it the company needs to take stock of its position, to pause to establish its policies and processes, and to ensure that it has effective controls in place for the next stage of growth. The company will continue to work with its customers and suppliers for maximum coverage in its chosen markets. Usually the company will have a central organization for strategy formulation.
· The diversification stage. The strategy adopted by the company will be such as to allow it to capitalize on its main product, but also to grow in several other related areas. Usually this may be the only way that company can get bigger, since its primary market may be saturated. Others may wish to diversify in sorer to reduce risk; that is, reduce dependency on a single product, customer or market segment. Diversification also involves risk: that is, reduce dependency on a single product, customer or market segment. Diversification also involves risk: the risk of entering new markets and of neglecting one’s core business. The strategic plan may be one of minimizing risk, although usually it is better to aim to maximize opportunities at acceptable risk. The issues of good corporate parenting in large diverse organizations must also be understood and kept in mind (Campbell et al., 1995).
· The decline and renewal stages. No organization actually plans to reach a stage of decline, but it has happened to many companies. In these circumstances the organization needs to develop a strategy that will enable it to survive and to grow again; that is, renew it. It is important that opportunities are explored in these circumstances, and that the strategy is not over-biased towards avoiding frisk in the belief that this is the best way to survive.
Long-term strategy needs to take into account the stage that the organizations is in, as well as other external factors, such as environmental, political and technological changes. Another consideration is the business the organization wishes to undertake. Examples are shown in Table.5.1.The marketing and sales company would probably specify the product to meet a given market need. It would go to outside suppliers to have it designed and built, and would then market and sell the product. The marketing company would only specify and market the product, depending on an outside sales team, usually work9ing on a commission basis, to sell it. A design hose is usually a consultancy which designs the product to a given specification and delivers it ready to be manufactured. C contract manufacturing companies are also available,, who will build to a specification Partially integrated companies carry out most of the activities in housel, going to external suppliers for one or more of the tasked, whereas a fully vertically integrated company does all the key activities in house. It should be noted that a company can operate simultaneously in several of the columns of Table 5.1 For example, it may make one product line completely in house; go outside for design of a second product online, for which it does not have its own expertise; and have a third product line manufactured outside to supplement its own capacity. Even within a single product line the organization can operate in several of the columns; for example, it may go outside to have critical parts designed or built. Buying products or services generally reduces the profit margin due to o the mark-up by other suppliers. However if the supplier can deliver the goods much more efficiently than can be done in house, then this disadvantage can bow overcome. The other problem of going outside is that the supplier may be a competitor in other markets and one may become dependent on a competitor to provide a critical commodity.

5.1.2 Strategic ownership

The owner of the strategic plan is the Chief Executive, although every level within the organization must contribute to it. Unfortunately, this task is usually carried out by a raw corporate staff, since most managers and directors within the operations divisions would claim to be too busy with day-to day issues to develop a vision or strategy for the company.

Corporate strategy has many elements to it and covers all the function within a company. The many layers which go to make up the overall strategy are shown in Figure 5.2. Within each area there are also many considerations, such as technology, processes, environmental factors (including competitors and customer needs) and political considerations which include economic and legislative factors). The strategy within the various areas affects others, such as product development honing to consider the needs of manufacturing, marketing and finance (profit and loss).

A key aim of corporate strategy is to improve the overall capabilities of the company (Stalk et al, 1992). the business processes are the prime Figure 5.2
Elements of a strategic plan and not the products being made. A company therefore needs to invest in its processes and develop a support infrastructure the can deliver value to the customer. The key requirements of an effective process are:

· The process is geared to meeting the customer’s needs.

· The process must allow fast response to changes in the environment, such as competitor activity or political changes.

· The process must be transferable. For example from one company to another when mergers or acquisitions occur.

· The process must be expandable, to cope with changes in the company’s operations

Strategic processes cut across departmental boundaries and must therefore be viewed on an organizational basis if they are to be successful .It is because of this that these processes are owned by the Chief Executive.

5.2 The strategy formulation process

5.2.1 The vision

The strategy formulation process, often known as a strategic cycle, usually commences with an assessment of the future, as in figure 5.3. The single most important aspect of this is the formulation of the organization’s vision of the future, taking into account its mission, business aims, the environment in which it is working and its current position.

Figure 5.3

In its determination of this vision the organization must consider what it believes to be important for its future. For example, it may wish to:

· Establish itself as a technology market leader being the first into the field with innovative products, before the competition, so that it can establish itself in emerging markets.

· Be second into the market-place with a new product, gaining market share on early failure and of educating the market can be avoided.

· Be narrow supplier of specialist products and services. Alternatively, the organization may wish to broaden its product and service base so as to tackle a much larger market sector.

· Concentrate on its home market, gaining greater share. Alternatively it may wish to penetrate several overseas markets.

· Ensure that it is vertically integrated, producing all its critical components in house. Alternatively this may be considered to be too costly and the organization may conclude that it needs to from strategic alliances with its suppliers.

The vision provides the guidelines for decision making throughout the organization. It must take account of the company’s business aims and how these affect customers, suppliers, employees and shareholders.

5.2.2 Action plan

The vision must be translated into the strategic action plan, which defines the steps needed to achieve the organization’s vision. Whereas the vision is usually formulated by a small number of the organization’s top executives, the strategic action plan needs to have wider participation. It is usually generated by a mix of the following methods:

· As a directive from the top; from the Chief Executive or a very small group of executives.

· On a top-down principle, the plans being generated at the executive level but then being elaborated on and adopted by the different levels within the organization.

· On the basis of consensus among a committee of members, representative of the various functions and levels within the organization and set up for this purpose.

· On a bottom-up principle, where the ideas go up the organization, being modified and added to until they are finally adopted by the organization.

In preparing a strategic action plan it is important to stretch the organization (Hamel and Prahalad, 1993); its aspirations should be high, often exceeding the available resources. This will ensure that the organization is always aiming for the highest levels of excellence.

Resources should always be levered (obtaining more from existing resources and not downsized (doing the same amount using less resource). Resources can be levered by several methods, such as:

· Prioritizing objectives, so as always to focus on key tasks first. Strategic goals should be aimed at and resources not squandered by following up since issues and prefects.

· Using other people’s resources wherever possible, such as customers and suppliers. It is important, however,, that each contributor creates value (Normann and Ramirez, 1993; Heijden et al., 1993), and that the organization helps this to occur.

· Extensive re-use of technology, experiences and ideas. The company must look both inside and outside its organization for items to re-use. It is vital not to reinvent the wheel each time a new task is to be performed. Examples of re-use are advertising the company image or logo, rather than individual products made by different divisions of the company, and flexible manufacturing, so that the production line can be switched quickly from making one type of product to another.

· Breaking down specialties within the company, both in people and in machinery. This should reduce the down-time associated with specialized machines or people waiting for their specialty to be required. It should also improve the motivation and productivity of staff. Resources should always complement each other. A company which is good in one area alone, such as R&D or manufacturing, cannot succeed unless it acquires the other elements, for instance marketing and sales, by other means, for example by forming strategic alliances.

· Forming alliances with organizations which complement each other (Brandenburger and Nalebuff, 1995). Even competitors can be drawn into alliances against common foam or for some other mutual benefit.

· Taking every opportunity to conserve one’s scarce resources, similar to that done by general during war. For example, it may not be prudent to attack stronger competitors head on; it would be much more prudent to attack their weak areas first and then to spread from this. For example m Canon did not tackle Xerox in the high-volume copying area when it first entered the field of copying It started with low-volume desktop copiers, and then moved into high-volume copiers, which was Xerox’s main focus.

· Looking for quick paybacks, which will allow the resources to be redeployed. Smaller organizations cannot normally afford to wait for long periods between making an investment and it becoming profitable. This requires shorter development cycles, perhaps with limited functionality. This also has the advantage of ensuring that subsequent releases of the product are able to track market changes more effectively.

A strategic action plan usually has three main considerations:

· The need to maintain current levels of, for example customers and markets; revenues while a new product is being developed; and existing processes until new and improved processes are available to replace them.

· Improving existing items, such as the performance of an existing product of the revenue from an existing customer. 

· Introducing change, such as a new product, or entering a new market or dealing with a new customer. Change is the key to the success of any organization, and all strategic plans must have high change content.

A strategic action plan can cover many areas, although it usually includes the following:

· Financial considerations, such as the need to increase profitability; or increasing financer by borrowing, assume equity or by internal investment.

· Market development, both home an overseas, with considerations such as the extent of vertical integration; strategic alliances, acquisitions and joint ventures; and the deployment of and internal sales force, the use of distributors and the appointment of agents.

· Technology product and service development, such as development of new products or extending existing services.

· Process improvements, to increase productivity, which include the process that exists between the organization and its customers and suppliers.

· Developing the culture of the organization through the attitudes of its managers and staff. Employees should be encouraged to thing for themselves and to act in the interest of the company. A strategically managed company is a confederation of entrepreneurs (Hinterhuber and popp, 1992).

· Responsibility to the public and to the society in which the organization operators.

Most of these areas are interconnected. For example, increasing profitability must not be done at the expense of the employees and of the public, such as by increasing pollution. Also, items such as customer care and quality are implied within these considerations, since profitability and market penetration cannot otherwise bee sustained.

Following completion of the strategic action plan the activities are carried out and result monitored. What is measured in important (Kaplan and Norton, 1992), since the measurement system affects the behavior of the organization. Financial measures (return on investments (ROI), earnings per share and so on) and operational measures (defect rate, time to market, customer satisfaction and so on) will often be included, although they are linked together. A few key measures are required, rather than a large number of mediocre ones to ensure that measures do not become confusing and that attention is focused on key issues. At periodic intervals a review is conducted of the new position reached by the company, as shown in Figure 5.3. As before, the mission, business aims and environment must be taken into account. Environmental factors include regulations and competitors. Competitor activity is not always a disadvantage, since it can often help to grow and educate a market. For example, the UK Telephonic communications market started out with four consortia being granted licensees. Very soon all but one pulled out. The remaining applicant found it difficult to educate the market, with the result that subscriber numbers were too small to be economic, causing the company to withdraw also, even though it had no competition. Competition in lateral markets must also be considered, such as the development of videoconferencing reducing the need for extensive business travel. Following a review of the new position an assessment is again made of the future and a new or modified vision of the future formulated, completing the strategic cycle.

5.2.3
Swot analysis
An analysis of the strengths, weakness, opportunities and threats (SWOT) facing the company is conducted at all stages of the strategic cycle. These items must always be considered in the context of the future position of the company. For example, the strength of the company today may be that it alas a large and strong internal sales force. However, if it is proposing to move into an area which requires an extensive distributor network, then the internal sales force may be a weakness rather that a strength.

Often a company will recognize its present weakness and put pans in place to criminate it as it moves into the future, so that the weakness becomes a strength. However, undue optimism mist be avoided in making these plans. Opportunities can be found in many ways one method being identified by the opportunities triangle of Figure 5.4(Jones, 1991). Market and customer characteristics vary depending on the business sector in which the company seeks to operate. Even related business sectors can have different characteristics, for example telecommunication switching is primarily associated with PTTS, which have similar characteristics geographically; telecommunications private networks are associated with individual organizations, which have distinct characteristics according to geography and the service they provide; and telecommunications terminals, such as telephones, are sold to the public and represent a consumer market, with very different characteristics. Each of these, howev3er, represents a market opportunity for the company. Figure 5.4
Customer characteristics also change with time. Organizations employ producers of goods and services and they have consumers who use these products. However, all organizations and their employees are usually consumers of these same products and services, so that the interests of the three groups often congerge, as in Figure 5.5. This illustrates the continual shift which occurs in customer characteristics.
Figure 5.5

5.3 Alliances and acquisitions

5.3.1 Alliances or acquisitions?

Alliance (which includes a merger and acquisition considerations are important elements of any modern corporate strategte (Almassy and Baatz, 1992; Cave, 1996; GudeLines, 1996; Hamel et al., 1989). They both have an equal chance of success, which is about 50 per cent (Bleeke and Ernst, 1991).although the chances of success are increased if a few simple rules are followed. For example, generally alliances are more successful if they are used to enter markets in new geographical areas, or to develop products that are not core to either party’s business strategy (Bleeke and Ernst, 1995). Acquisitions, on the other hand, should be in geographical areas where the company already has a strong presence, or where the product is core to its operation.

Figure 5.7 illustrates this principle. Acquisitions are used where existing geography and prime products are involved, and alliances where new geography and new business are involved. High levels of resource are needed to enter new geographical areas or to develop new business (and products), a situation which favors alliances. 

Figure 5.7

In the other two squares alliances should generally be considered, although the strength of either one aspect could swing the balance in favour of an acquisition.

5.3.2
Reasons for alliances

Two thirds of cross-border alliances run into serious problems in the first two years of their existence (Bleeke and Ernst, 1991)and one third result in failure. However, there are many reasons why companies seek these strategic alliances, and there have been some sqectacular successes. For example, Rank Xerox and Fuji films set up a joint venture, Fuji Xerox, to develop copier sales in Japan. The company was soon to become one of the world’s largest manufactuers of photocopier machines.

Strategic alliances can involve several groups of companies (Gomes-Casseres, 1994) and may be set up to develop new products (Bidault and cummings, 1994; to enter new markets; to share in the cost of new research; for one of the partners to obtain political credibility in gaining a foreign license; and so on. The alliance may be short-term, each partner making the knowledge part of their own organization, or it can be long-term such as a joint venture, where the alliance has an identity of its own and provides revenue to the partners. 

Sometimes a large firm will form an alliance with a much smaller company and tap into the smaller partner’s innovative and entrepreneurial skills, while the smaller company gains access to world markets, volume manufacturing and much greater resources (Peridis, 1993).

Reasons for forming alliances depend largely on the activities of the partners (Lorange et al., 1993). The main considerations are whether the company is a market leader of market follower in the activity being considered for the alliance, and whether it forms the prime business or secondary business of the potential partners. This is illustrated in Figure 5.8 and includes four considerations:

· If  the subject of the alliance is a primary business for any of the partners and they are already a leader in the field, then the alliance would mainly be formed as a means for that company to defend its lead position.    Figure 5.8.
· If the subject of the alliance is a primary business and the company is a market follower, than the alliance may be formed to enable the organization to move to market leader position.

· If the subject of the alliance is a secondary business, but the company is a market leader in it then the reason for the alliance may be to maintain the status quo. The company does not wish to devote a high level of management resource in this area, which is non-core business, but sees advantages in maintaining its presence in it. It will look to the strategic alliance to help it to manage this business.

· If the subject of the alliance is secondary business and the company is a market follower, then it would look to the strategic alliance as a means of changing this situation. It may well be that the company is considering the alliance as a way of allowing it to exit this business area gracefully, by transferring expertise to one of partners before selling the business to it.

5.3.3 Strong alliances
Alliances formed between two partners of equal strength have the greatest chance of success clearly it is better if the two are strong companies, rather than both being in a weak state. Unfortunately, many alliances are formed for the wrong reasons. Often a weak company will chose a stronger partner in the hope that this will help it to get out of its problems. The stronger company will accept the weaker partner, since it believes that it can then dominate the partnership and get its own way.

The management of a company which is in a weak state is often too preoccupied with the day-to day aspects of surviving to be able to give the alliance the attention that it deserves, with the result that the weaker company drags down the stronger one. An alliance needs to use the skills of both companies in equal amounts and both must be willing to share in its investment and not lumber any one company with an unfair share of the burden (Kanter, 1994). This may result in that company not performing its part of the bargain, to the detriment of both parties in the alliance. It is important always to bear in mind that alliances dean only succeed if they are considered to be a win-win situation for all participants , and are not treated as win-lose games. If one of the partners fails to achieve its objectives then all parties to the alliance must also fail.

5.3.4 Forming a joint venture 

Joint ventures are the ultimate form of alliance; a separate company is set up to which each partner contributes a given amount of finance, personnel and skills. 

It is vitally important that the joint venture has full autonomy; its management team must be given authority for solving the joint venture’s problems without interference from its parents. The management team must act in the best interests of the joint ventures, and not that of the parent companies.

The joint venture is a separate entity and not part of either of its parents. It must have its own operational responsibility, although often the parents retain equity fining and overall structural control. Financing and financial control must be shared equally between the parents, and this must be kept separate from operational control, which rests with the board of the joint venture. This way, each parent will be equally concerned with the success of the venture.

The objectives for the joint venture must be as broad and flexible as possible, so that it can follow up opportunities as they arise and grow beyond its original mandate. It is important to remember when setting up a joint venture that the future is difficult to predict and even the objectives of the parent companies will change with time.

Employees of the parent companies may sometime feel threatened when a joint venture is being formed. Management must be aware of this and ensure that the threat of job losses is minimized. Also, the employees of the joint venture must have loyalty to the joint venture and not to any of the parent companies. This is difficult, since often a joint venture is formed by secondment of senior staff from the parent companies. 

It is important that all parties to a joint venture make internal plans to cater for the time when the joint venture may be terminated or fail. Even if it is successful a joint venture may end one it has met all its objectives. Often however, ventures are ended due to failure, and this can often leave one or both parties in a dangerous position. This is especially true if the two partners are competitors in some other area, since the suspicion is always there that one of the parners will go it alone after it has acquired sufficient know-how form the joint venture. (See the case study ‘OPartners in competition’).

Usually, three-quarters of failed joint ventures are acquired by one of the partners, and in these circumstances problems can arise regarding ownership of items such as intellectual property rights. 

5.4 Strategy formulation tools and techniques

5.4.1 The need for techniques and tools
Corporate strategy formulation can be considered to have stared in the mid-1950s.Prior to this managers used planning, programming and budgeting techniques that has been introduced earlier in the 1940s. Strategy formulating was found to require enhanced techniques to carry out detailed analysis and diagnostics of situations and strategies; some of these are described in this section

· They ensure that a systematic though process is followed in the analysis of the strategy, All the pros and cons are considered logically and a disciplined and rigorous approach is applied to problem solving and looking for opportunities.

· They ensure that the emp0hasis is placed on facts rather than on hunches. It is important to follow up hunches, but these must eventually be supported by facts.

· They ensure a more detailed analysis of the problem, and so result in better decision making. The effect of personal bias is minimized. Application of these techniques requires that the situation, cause and effect, is clearly understood, resulting in better insight into markets, competitors and customers.
· They provide fall-back strategic, which may be necessary if circumstances make the selected strategy unworkable. 

5.4.2
Planning tools and techniques.

Many tools and techniques have been described by writers (for example, Webster et al., 1989), only a few of these being considered in this section, These tools are required at all stages in a strategy formulation process, although some techniques are better applied at some stages rather that at others.

Value analysis

In this techniques the driving forces in the business are itemized and analyzed Activities which add value, such as manufacturing, marketing, sales and R&D, need to be itemized and clearly identified.

The key in this area is shareholder value analysis (Day and Fahey, 1990). However, it is important to remember that there are other stakeholders in the company apart form shareholders, for example creditors and employees, What is good for one party may not be good for another, certainly not in the short-term (see the case study ‘Value tradeoff’)

Customer satisfaction is high on the list of value analysis considerations, and many organizations regularly carry out customer satisfaction surveys, although these are best conducted on behalf of the company by independent organizations. 

In is important to identify the critical success factors (Boynton and Zmud, 1984). These should be limited to a few key areas , which can be analyzed and acted on. They should be the areas where high performance by the company would show greatest benefit and payback.

Market Analysis

This covers the analysis of many different market-related factors which affect the supply and demand for products or service provided by the organization, This aim is to identify market niches and new opportunities.

A key element is competitor analysis. This should be broken into several areas, and each of these analysed in detail .Examples of the different areas are;

- Finance and control



-Manufacturing

- Processes used by the competitors

-Strategic alliances

- Product Portfolio



-supplier relationships

-Marketing aspects


-Customer relationships

Slaes and distribution


-Company personnel

It is important to identify the competitive advantage that exists in each area, compared with the competition. SWOT analysis can be used to compare the competitor against the company, The key success factors for the period conversed by the strategic plan need to be identified. 

Identifying company strengths and competitive advantage is not easy, and the company can be lulled into a false sense of security, For example, The company may have a very good and reliable product, but if its operating in a mature market where all the competitors have equally good products, then this is no  longer an competitive advantage. Role playing is important in order to avoid underplaying the competitors strengths, Good market intelligence is also essential, which requires considerable time and resource to obtain.

Also key to market analysis is benchmarking (Mennon and Landers, 1987). The organization needs to benchmark its various operation not only against the competition but also against others who are operating in similar industries to itself. Some of these organizations may be customers or suppliers. Benchmarking will highlight strengths and weaknesses and will point the way towards improvements.
Another aspect of market analysis is product life cycle analyis (Day 1986). This is covered in more detail in Chapter 16, as it s s a key element of product management. 

Technological and market forecasting is impotant when making strategic plans. This is conversed in Chapter 9. Environmental changes which will affect operations need to be identified (Nair and Sarin, 1979). Computer-based tools are available for forecasting (Klein and Newmn, 1980; Fahey et al., 1981).

All plans must include sensitivity analysis: an indication of what the results would be like if items such as cost, time-scales and market share were different from the values assumed. How much do these need to change before the strategic plan no longer becomes attractive, and what is the probability that these unattractive changes will occur?
Gap analysis

Gap analysis is the technique for identifying the difference between the aims of the corporation and the expected results if no action is taken (ansoff, 1972). This is illustrated in Figure 5.9. The aims of the corporation are directly related to its future vision, while the expected result are the expected outcome based on current plans, Note that gap analysis can be done in different areas; for example, the ‘achievement’ of Figure 5.9 could cover the profits that the company aims to achieve or the level of customer satisfaction that it plans to get.
Gap analysis deals with the following;
· Corporate aims. These must be realistic and attainable. (How many corporate aim curve slope downwards; that is, the organization aims to achieves less than it does at present? This may be required at times.) Aims must, however, also be ambitious, the corporation striving continually to better itself.

· Expected results. These are the results that are expected to occur on present performance standard, including any improvements planned for in the corporate strategy.

· Size of the gap. This is obtained by the difference in the corporate aims and the expected results. The gap is key element, since it focuses attention on the size of the difference that has to be made up. If the gap is very large the corporation may decide that its does not wish to pay the price of taking action to reduce that gap. In these circumstances that corporate aims need to be downsized to reduce the gap. 
· Method of filling the gap. This will depend on the item being conversed by the gap analysis, although usually it will include growth alternatives, such as internal funding, acquisitions and alliances; investment considerations such as in technologies and markets; and financial and operational considerations Lateral thinking is essential when looking at ways of filling the gap (See the case study /The sell off’)
Financial analysis
This is a well-established technique and several tools exist (Day,1986) to enable the company’s financial position to be determined and understood. Tools are also available for cost, funding and control mechanisms, and to plan operating budgets (Varadarajan, 1984).

Financial considerations are covered in greeted detail in Chapters 10,11 and 12.

Group decision making

Decision making by groups is often more effective than by individuals (Delbeeq et al., 1975; Johnston and mendleson, 1982) and this is described in Chapter 6, The key is to ensure that different points of view are developed, debated, analyzed, refined and finally accepted by the group.
This technique can take up a considerable amount of management resource at all levels, and it requires participants with good analytical skills. However, it is good at eliminating bias and can also get past the problem where peple withhold information because it would work against them, or because it supports a vie which they do not agree with.
5.5 plan implementation

The final steps in the strategy formulatin process are to define the actons, allocate these within the organization and measure the results. The vfarous goals which were set y the strategic plan can be considered to be long-term, medium-term and short-term in nature, and they will fall inot the goasl implementation pyramid of Figure 5.10. Long-term goals an actions will be few and of a relatively general nature, for example the goal to increase market share by 5 per cent.

Medium-term goals are more numerous and of a shorter term, for example the goal to develop two new products in order to increase market share by 5 per cent.
Short-term goals are more specific and can cover several actions all supporting the long-term goal. For example: define product to meet market requirement; agree budgets; acquire software development skills for the new products; design new drive mechanism; prepare manufacturing plan; and define which technologies are to be bought in.

The strategic plan needs to be communicated to all levels within the organization, in a form which is meaningful to each level, showing their relevance and contribution towards it. An effective technique for this is Management by Objectives (MBO), as described in the next section.
It is also important to realize that if the plans call for change (and all good strategic plans should have a high element of change associate with them), greater effort is needed to ensure that it is accepted by all levels within the organization. There may be resistance to change, especially form those who feel threatened. If staff are involved early on in the decision making process, this resistance is reduced since no surprises are involved, Relevance of any change must be clearly demonstrated and staff helped with accepting it.

5.5.1 Management by objectives.
This is an established technique (see also Chapter 18) for implementation of company strategic plans (Odiorne, 1965) and it ensures that management at all levels within the organization is committed to the same goals, The steps involved are;
1. Organizational goals are set by the executive, with involvement by others within the organization.

2. Objectives are agreed for all levels within the organization, which map in to and complement the organizational goals. For example the organizations goal may be to enter the Middle east market. There Engineering Director may be  an objective to develop a product which is suitable for the Middle East market. The Destin Engineer may then receive an objective to develop a material which can stand up to the high temperatures expected in the Middle East.
3. Progress is monitored against each objective and objectives are change if the corporate aims change, or if the environment changes such that a different course of action is needed to meet the original aims.

4. Individuals are appraised against their objectives and feedback provided. Reward is usually associated with attainment of objectives.

In completing their objectives all personnel must work within company processes and procedures. Most procedures ensure equal treatment for all staff, such as personnel policies or buying goods from selected suppliers. Usually these will also help in attaining objectives, since new procedure will not be reared for such activities as hiring staff or ordering materials. However, sometime, the processes and procedures may hinder, and if this occurs they need to be evaluated, since it is possible that the process or procedure is out of date and must be change to keep pace with changes in the organization, strategy and structure. 

5.5.2 Monitoring and Measuring
Progress in the implementation of the strategic plan needs to be measured. In addition, the processes used should also be measured to ensure their continual effectiveness. It is important to have a mix of measured to ensure their continual effectiveness. It is important to have a mix of measures, both operational and financial, to get a balanced view of performance and to focus attention on key areas of the business (Kaplan and Norton, 1992).

The measures must be able to provide quick feedback to management on progress being made. In addition, they should be supported by more detailed informant so that problem area can be explode in greeted depth.

Three key performance measures are considered here: customer-related, process-related and financial. It is important to appreciate that no measure can be considered in isolation since they affect each other. Also, by considering them all together management can see whether gains in one measure are real gains or whether they are being made at the expense of losses in some other measure. 

Customer-related measure

The key company strategy could be to get closer to the customer so as to gain preferred supplier status. This can be translated into several actions which can be measured. Examples are:
· Reducing the time from receiving and order to delivering the product ot the customer. this means that company internal processes, such as the order processing system, manufacturing, packing and delivery to the customer, must all be improved, Manufacturing will convert many items, such as allocating machines to the batch, holding stock and ordering raw materials.]

· Improving the quality of products delivered to the customer in terms of reduced defects in goods inwards inspection. Other aspects of quality are delivering the correct amount.

· Reucing the cost to the customer. This involves whole life cost: the initial product cost, installation coset and maintenance cost.

· Improving customer care, such as responding to customer complaint in a short time and following up other customer queries, often with an on-site call.

Process-related measure.

Generally these relate to internal company processes that ensure that customer needs are net. The company strategy may call for its processes to be one of the best in the industry sector in which the organization operates. Aspects of process improvement are;

· Redacting the time to market for new products. This involves all company processes, such as product development, manufacture and marketing. Clearly products can be brought quicker to market if they consist of incremental product releases only, rather that totally new products. However, linking this in with customer-related measures will show that the customer is not likely to be satisfied with incremental product releases and genuine process improvements will eventually be required.
· Quality imporvemetns throughtout the organization. Once again when this measure is taken with others, it can be seen whether genuine quality improvements are being made or not. For example, manufacturing quality may increase if volumes fall. This will, however, reflect on the financial measures. True manufacturing quality improvements call for enhancements while maintain full capacity.
· Lower costs, again in all stages of the development and manufacturing process, including overhead costs associated with indirect such as marketing and management. Again, measures taken together are important. For example, if the volume of manufacturing goes up the cost may fall, since the overheads are now amortized over a greater volume. However, this should be disregarded to get at the true improvement in costs caused by proves changes.

· Ensuring that the product meets customer requirements, while is primarily a measure of the marketing department. It can be measured by considering the percentage of sales that comes from new products, discounting other factors such as sales lost due to late product development or delivery.

· Development of internal core competencies. These are vital to enable the company to survive and grow in  competitive market- place. Example are technical knowledge of fiber optic technology and developing the capability to manufacture subminiature electronic assemblies.

It is important that the company strategy puts plans into place to cater for the effects of process improvement. For example, if the manufacturing process is improved this may result in excess capacity, which may require a programme of layoffs among staff. Clearly this is undesirable, since it penalizes employees for becoming more efficient. It would be better to pt in place a sales and marketing plan to fill the excess capacity with new products.

Financial measures.

They key goal of the financial strategy is to meet shareholder expectations .This can be translated into several measures, such as;

· Profit , measured in terms of return on investment 

· Sales gemots in terms of turnover

· Growth in market share

· Adequate cash flow to fund ongoing development,

Financial measures must be forward looking, not nly based on historical results.

They should look lat activates which drive the financial results.


It has been argued that financial measures are not important since they would follow if the other two, customer measures and process measures, are successful.

However, this is not always the case. For example, a process improvement can significantly improve the quality of the product, but if the customer is satisfied with the product as it is then this will not show thought as improved financial measures, such as sales growth,. The strategy then needs to be reassessed and the measures adjusted. 
