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1.10BJECTIVES
The objectives of the chapter:

1. To understand the students meaning and characteristics of strategic Management.
2. To aware the students about the levels of strategic management, benefits and
limitation of strategic management.

1.2INTRODUCTION

The concept of strategy is central to understanding the process of strategic
management. The term ‘strategy’ is derived from the Greek word strategos, which means
generalship- the actual direction of military force, as distinct from the policy governing
its deployment. Therefore, the word ‘strategy' literally means the art of the general.
Strategies are the means by which long-term objectives will be achieved. Business
strategies may include geographic expansion, diversification, acquisition, product
development, market penetration, retrenchment, liquidation and joint ventures. On the
other hand, Management is an art as well as science. Many of the concepts used in
building management theory have been derived from the practice. Business policy is
rooted in the practice of management and has passed through different phases before
taking its shape in the present shape in the present form of strategic management.
Strategies have malfunctional or multidivisional consequences and require consideration



of both the external and internal factors facing the firm. Collectively, Strategic
management is a process. A process denotes that it has various activities and these must
be performed in a systematic manner.

1.3DEFINING STRATEGIC MANAGEMENT

Strategic management can be defined as art and science of formulating, implementing,
and evaluating cross- functional decisions that enable an organization to achieve its
objectives. As the definition implies, strategic management focuses on integrating
management,  marketing,  finance/accounting,  production/operations, research
development, and computer information systems to achieve organizational success.
Pearce and Robbinson have defined strategic management as follows:

“Strategic management is defined as the set of decisions and actions in
formulation and implementation of strategies designed to achieve the objectives of an
organization.”

This definition emphasizes on two major aspects: strategy formulation and its
implementation and these aspects are oriented towards achieving organizational
objectives.

Ansoff defines strategic management without mentioning strategy formulation
and/or strategy implementation. According to him,

“Strategic management is a systematic approach to a major and increasingly
important responsibility of general management to position and relate the firm to its
environment in a way which will ensure its continued success and make it secure from
surprises.”

This definition puts emphasis on organization-environment interface and relating
to the organization to its environment for continuous success.

An appraisal of various definitions of strategic management suggests that it deals
with the following aspects:

Continuously relating the organization to its environment.

Formulating suitable strategies to maintain this relationship.
Implementing strategies, and

Ensuring through evaluation and control that strategies are implemented
properly and produce the results as intended.

e

Taking the above aspects, we may define strategic management as follows:

Strategic management is a continuous process of relating the organization with its
environment by suitable courses of action involving strategy formulation and ensuring
that the strategy has been implemented effectively. It involves attention to not less than
nine critical areas:

1. Determining the mission of the company, including broad statements about

its purpose, philosophy and goals.

2. Developing a company profile that reflects internal conditions and



capabilities.

3. Assessment of the company external environment, in terms of both
competitive and general contextual factors.

4. Analysis of possible options uncovered in the matching of the company
profile with the external environment.

5. Identifying the desired options uncovered when possibilities are considered
in light of the company mission.

6. Strategic choice of a particular set of long-term objectives and grand
strategies needed to achieve the desired options.

7. Development of annual objectives and short-term strategies compatible
with longterm objectives and grand strategies.

8. Implementing strategic choice decisions based on budgeted resource

allocations and emphasizing the matching of tasks, people, structures,
technologies, and reward system.

9. Review and evaluation of the success of the strategic process to serve as a
basis for control and as an input for future decision-making.

As these nine areas indicate, strategic management involves planning, directing,
organizing, and controlling of the strategy related decisions and actions of the business.
By strategy, managers mean their large-scale, future-oriented plans for interacting with
the competitive environment to optimize achievement of organization all objectives.

1.3 Self check questions

1. From where the term ‘strategy’ is derived from?

2. What do you understand by strategic management?
3. What is a strategy?

1.4 BASIC CHARACTERISTICS OF STRATEGIC MANAGEMENT TYPES

Strategic management is a continuous process of decision-making that are vital to
the very survival, growth and nourishment of an organization that contribute to wealth
maximization. Strategic management is different from routine management in the sense
that it is making of strategic decisions and implementation of those to get pre-calculated
results. These Strategic issues have influence the decision as management is a decision-
making process. One point is to pounder that all the decisions are of not equal
importance; however, they become strategic and non-strategic. As a decision-making
process, strategic management is characterized by at least eight distinct points. These
are:

1. Strategic issues warrant Top Management Decisions:

Strategic Decisions are having far-reaching impact on several areas of firms operations.
Hence, top management involvement in decision making is imperative. These decisions
must be made by top management as these are the pillars of the organization. Let us take
the example of a pharmaceutical firm. The quality of the product and the price you are



charging they are most important. These decisions will not be left to business level or
functional level. Only at the top level there is perfect perspective understanding,
anticipating broad implications and the power to authorize the resource allocation that is
needed for implementation of what is contemplated.

2. Strategic issues involve the Allocation of Large Amounts and Resources:

By very nature, Strategic issues call for allocation of large amounts and resource
deployment. The Strategic issue is one of expansion or expanding the production
capacity, or entering into new market or modernization to cut cost. This resource
allocation takes place in one of the many ways:

(@) By sparing the internal funds out of accumented reserves and surplus;
(b) By fresh issue of capital both owned and borrowed
() Any combinations of the two reach the third alternative whichever is
viable.
3. |§trategic issues are likely to have impinging impact on the long-term Prosperity of the
irm:

The strategic decisions are such that their impact good or bad will be known in
the long- run. When a company sticks to a particular strategic option, its competitive
image and merits are tied to that strategy option only. A firm which is spending huge
amount on building company’s image which is dependent on its position in product
market, capital market and labour market will be known in due course of time but not
immediately. In a nutshell, these strategic decisions are having enduring effects on flrm-
for better off or worse off.

4. Strategic issues have Consequences of Multi Business:

Strategic decisions are not one man show. The CEO has to invite the people from
all the levels namely top, functional and operative. That is, these strategic decisions are
coordinative or participative in nature. Top management may have wonderful plan but it
should be earned out because there vast difference between promise and performance a
dream and a reality. There are many vital decisions- about marketing mix, market
segments, organizational structure, competitive emphasis all involve a firm’s strategic
business units (SBUs) functions, divisions, program units and so on.

5. Strategic issues Are Future Oriented:

Management- we mean managing the future because first function of management is
foreseeing the future or planning-then rest of the functions come jnto picture. Strategic
decisions are future oriented. Each Manager worth calling is one who wants to calculate
what future holds to him or his firm. Perdiction of future is almost very difficult, if not
impossible. You know the mightiest nation- the USA succeeded in using all its resources
to capture Osama bin Laden and of Saddam Hussain; however, the results were not
commensurate with. What they put in the terms of treasure, time and talent. However, if
they really strategic their plans are going to be true.

6. Strategic issues Warrant Due Weightage to the Firm’s External Environment:



Each business unit is a sub-system that exists in open and supra-system which is
otherwise known as environment. A firm as a sub-system has great influence of the
environmental forces on it and it has its own impact on environment. However, the
environmental forces are so powerful that atmost very difficult to exert control on them.
To survive each firm has to adjust to these external forces in future because these forces
are constantly changing. That is why; the strategic managers have to look beyond the
limits of firm’s operations. They will have to wa:ch and act their competitors,
customers, suppliers, creditors, labour forces, government policies and so on.

7. Strategic Management is a Process: o\

Strategic Management has emerged out of management in other areas where the concept
of management is taken as a process for achieving certain objectives of the organization
for which it is brought into existence. Strategic Management brings in a framework that
helps in performing various processes. The configuration of strategic management
embodies all general management principles and practices devoted to strategy
formulation and implementation in the organization. As a process, it has logical steps
namely, formulation and implementation in the organization; keen observation and
monitoring of environment- both external and internal so as to identify the opportunities
and threats; evaluation of firm’s strengths and weaknesses, vis a vis the opportunities
and threats, formulation of variant and matching strategies and evaluation and
monitoring of the results of these strategics and evaluation and monitoring of the results
of these strategies to ensure the organizational objectives are being achieved.

8. Strategic Management Stresses Both Efficiency and Effectiveness:

The professors Alex Miller and George Dess have pinpointed the difference between
efficiency and effectiveness. Many a times what is efficient may not be effective but
other way round not normally may not be true. “Doing things right” is efficiency and
“doing the right things” is effectiveness. Generally, a manager who takes the word in
narrow sense concentrates on efficiency or improving on his efficiency level yet he may
not be successful all the time because his concentrating on his functional or divisional
area than overall business. By working so hard at trying to do ‘things right’, they forget
to look up from their work occasionally to cor.sider. Whether they are working on the
right things that will be effective in moving their organization towards the final vision.
A strategic Manager or a strategist he has right blend of efficiency and effectiveness in
his performance. He knows not only to hit but he knows where exactly to hit for hitting
can be done by any Tom, Dick and Harry.

1.4 Self check questions
1. Why strategic management is a process?

2. Give some characteristics of strategic management.

1.5HIERARCHY IN STRATEGIC MANAGEMENT

When one thinks of any organization in business and non-business, it stands for people



occupying a position to play the role of the assigned position. However strategic
management is at three levels namely top, functional level and operational level. Though
we talk of three level strategists, the graduation reduces from top to the bottom of the
organization. At the top, corporate level, at the middle is the business level and at the
bottom, it is functional level. The strategy levels will be decided by the alternative
strategic management structures. Broadly, the business firms can be classed into single
business firms and multiple business firms. Different Levels of strategy are as follows:

( N
Corporate office

| (Corporate Level) |

[ |

{ N\
SBUA SBUB SBUC
(Business Level) L (Business Level) ) (Business Level)

[ Finance, Marketing, Operations, Personnel, Information J
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Generally SBUs are involved in a single line of business. A complementary concept to
the SBU, valid for the external environment of a company, is a strategic Business Area
(SBA). It is defined as “a distinctive segment of the environment in which the firm does
(or may want to do) business”. Each one of the SBUs has its own functional departments,
or a few major departments, while common functions are grouped under the corporate
level.

At the corporate level, decision-making machinery' is consisting of mainly members of
the board of directors and the CEOs and administrative officers. These persons are
responsible for the financial performance of the corporation as a whole in addition to the
achievement of non- financial goals of the unit. To a large extent, orientations at
corporate level corporate image and social responsibility arc of top concern.

At the next downward level of decision hierarchy is the business level mainly made up of
business and corporate managers. These managers are responsible to translate the general
statements of direction and the intent generated at the corporate level into solid,
functional objectives and strategies for individual business divisions or SBUs. Business
level strategic managers must, in essence, determine the basis on which a firm can
compete in the selected product market field.

The bottom-level decision-making hierarchy is the functional level which is composed of
all those managers of product, geographic and functional areas. Their basic responsibility
lies in annual objectives and short term strategies in the area of production and
operations, research and development, finance and accounting, marketing and above all
human relations. It is very rightly pointed by Professors’John, A. Pearce II and Richard
B. Robinson, Jr, “While corporate and business level managers centre their planning
concerns on “doing right things”, the managers at the functional level must stress ‘"doing
things right”.



In the nutshell, corporate level strategy occupies the highest level of strategic decision-
making. The nature of strategic decisions is more value-oriented, conceptual and less
concrete than business or functional level. At business level, .strategies are
comprehensive defining objectives for each SBU and allocation of resources among
functional areas and coordinating them for the best results. At the functional level,
functional strategy is relating to single functional operation and the activities involved
therein. These decisions are tactical. Just below the functional level strategy, there is
operational level strategy covering each function for each SBU. What is important is that
the strategies at three levels are interlocked where higher level strategy generates a lower
level strategy and lower level strategy contributes to the achievement of the objectives of
the higher level strategy. In achieving organizational goals, they are planned on sound
footing and implemented with effectiveness and vigour so that a decision-results into the
outcome that is desired.

1.5 Self check questions
1. What are the different levels of strategic management?

2. What is the responsibility of functional level managers?

1.6 BENEFITS OF STRATEGIC MANAGEMENT

The Strategic Management approach emphasizes interaction by managers at the
levels of the organizational hierarchy in planning and implementation. As a result,
Strategic Management has certain behavioral consequences that are also characteristic of
participative decision-making. Therefore, an accurate assessment of the impact of
strategy formulation on organizational performance also requires a set of non financial
evaluation criteria- measures of behavioral based effects. However, regardless of the
eventual profitability of particular strategic plans, several behavioral effects can be
expected to improve the welfare of the firm:

1. Strategy Formulation activities should enhance the problem prevention
capabilities of the firm. As a consequence of encouraging and rewarding
subordinate attention to planning considerations, managers are aided in their
monitoring and forecasting responsibilities by workers.

2. Group-based strategic decisions are most likely to reflect the best available
alternatives. For this purpose, a generating alternative strategy which is
facilitated by group interactions and offer forecast based on their specialized
perspectives.

3. Employee motivation should improve as employee better appreciate the
productivity-reward relationships inherent in every strategic plan. When
employees on their representatives participate in the strategy formulation process,
a better understanding of the priorities and operations of the organization’s
reward system is achieved, thus adding incentives for goal directed behavior.

4. Gaps and overlaps in activities among diverse individuals and groups should be
reduced as participation in strategy formulation leads to a clarification of role
differentiations



5. Resistance to change should be reduced, The required participation helps to
eliminate the uncertainty associated with the change, which is at the root of more
resistance.

1.7 LIMITATIONS OF STRATEGIC MANAGEMENT

Strategic management as a fundamental aspect of top management is essential but
there are certain practical limitations to use it. The reason why management fails in
Strategic management emphasizes the practical difficulties encountered in it. Thus
Strategic management is not an easy job of the top management. However, it can be
more effective by recognizing its various limitations so that top management functions
within those parameters. From this point of view, identification of various limitations of
Strategic management is essential.

Complex and Dynamic Environment

The Strategic Management is essential to overcome the problems posed by complex and
dynamic environment. However, this becomes a serious limitation on effective Strategic.
Management. For Strategic Management, we require knowledge of the trend in the
environment However, with increasing complexity and an accelerating rate of change it
becomes more and more difficult to predict the future outcome. For example, not only
there is very high level of technological and social changes in the environment but there
is very wide variation and inconsistency in government policies towards business in a
country. Such policies are not only in terms of physical, monetary and fiscal policies but
also in terms of many regulatory measures, such as licensing, monopolies and restrictive
trade practices, foreign exchange regulations etc. under these conditions, Strategic
Management becomes more difficult and without sound basis.

Not withstanding the fact that environment is more flexible and dynamic, the role
of strategic Management cannot be ignored. Infact, in such circumstances, the role of
strategic Management become even more crucial. The more uncertain is the future, the
more is the need for contemplating the future by assigning some probability for the
events.

Rigidity

Strategic management brings rigidity in the organization through strategic
planning, it is claimed. To some extent, this can be valid and more serious limitation of
Strategic management. Strategies are selected and implemented in a given set of
environment, both interned and external. When these variables arte taken into account,
the organizations set various parameters for its working, for examples, designing of
organizational structure prescribing rules and procedures, allocating resources etc. Over
the long run, people become accustomed to these. When there is a question of making
any change because of change in the strategy necessitated by the environment, it is not
easy. Thus, various internal inflexibilities are experienced in the organization. These
internal inflexibilities-human and procedural-may make the strategic planning
ineffective, consequently demotivating the management to go for strategic management.

Inadequate Appreciation of Strategic Management

Problems in strategic Management come because the managers are inadequately
aware about its contribution to the success of the organization and the way in which



strategic Management can be undertaken. For example, managers often fail to isolate the
strategic work, and they use short-term outdated evaluation techniques.

(i) The failure to isolate strategic work is very common to many managers.
The problem stem from an Inadequate Appreciation of the need for such an
appraisal. Thus, he is focusing his attention on operating problems,
ignoring more important strategic problems.

(i) Another problem in Strategic Management emerges from the fact that
managers often attach importance to short-term achievement. It is easy to
become wedded to a financially oriented formula for measuring the
performance routinely from year to year while the time required for a
strategy or group of strategies to become full blown is often much grater
than the annual measurement requirement.

Limitations in Implementation

There are various problems in implementing strategy. Though this aspect will be
discussed at a later stage at a greater length, here it is sufficient to say that many
organizational problems cannot be solved by Strategic Management alone but require the
use of other aspects of management. Seldom corporate strategy is as clear to
organization members as is thought by its framers. Even the most persuasive, articulate,
and specific strategy by the top management may not carry the same meaning throughout
the organization. The internal conflicts among departments, individuals, or
organizational and personal values canno: be solved by Strategic Management. In mam
of these cases, non- strategic management functions are more important.

The various limitations of Strategic Management should be weighed in the light
of its contributions to the success of the organization. Every action has certain
limitations but it has certain limitations but it does not mean that action should not be
taken. The recognition of various limitations of an action provides an opportunity to
safeguard oneself against the possible counter effect of the action and places the
individual in a better way to make the action more effective. For example, administering
a medicine to a patient may have some side effects. But this does not mean that medicine
should not be given to the patient. What is required is the administrating of correct
medicine and taking effective step to overcome the side effect. Similar is the case with
strategic management. While going for strategic management, the managers should take
into account its various limitations. ®

Moreover, the strategic management should not be taken as panacea for all
organizational problems because many of the problems are of operative nature. The role
of strategic management cannot be denied and various organizations have emerged as
winners by following strategic management.

1.7 Self check questions

1.Why Strategic Management is essential to overcome the problems posed by dynamic
environment?

2. What are the limitations of strategic management?



1.8 CONCLUSION

Strategic management was defined as the set of decisions and actions resulting in
the formulation and implementation of strategies designed to achieve the objectives of
an organization. It was shown to involve long-term, future oriented, complex decision-
making necessitating top management action because of the resources required to
formulate an environmentally opportunistic plan.

Strategic management was presented as a three-tired process involving corporate-,
business- , and functional-level planners, and support personnel. At each progressively
lower level, strategic activities were shown to be more specific, narrow, short-term, and
action oriented with lower risks but fewer opportunities for dramatic impact.

The value of Strategic management was demonstrated in a review of seven large-
scale studies. Using a variety of financial performance measures, each of these studies
was able to provide convincing evidence of the profitability of strategy formulation and
implementation.

1.9SHORT ANSWER QUESTIONS:

1. Discuss the roles that major strategists play in strategic management?
2. Define strategic Management and bring out is distinguishing features?
3. What do you understand by SBU?

1.10 LONG ANSWER QUESTIONS

2. Discuss the levels at which strategies operate. How can strategies of different
levels be integrated? Illustrate with example of an organization of your choice?

3.  Explain the benefits of strategic management to an organisation?

4. What are the limitations and issues related to strategic management for an
organisation?
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1.3 1. Greek word ‘strategos’
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1.5

1.7

2. art and science of formulating, implementing, and evaluating cross- functional
decisions that enable an organization to achieve its objectives

3. Strategies are the means by which long-term objectives will be achieved

1. It has logical steps namely, monitoring of environment, formulation of strategies and
evaluation of the results of these strategies to ensure the objectives are being achieved

2. a. A continous process, ensures efficieny and effectiveness, future oriented
1. Strategic management is at three levels: top, functional level and operational level.

2. Functional level is composed of managers of product, geographic and functional
areas. Their basic responsibility lies in annual objectives and short term strategies .

1. Strategic Management is essential to overcome the problems posed by complex and
dynamic environment. We require knowledge of the trend in the environment so that
strategies are planned accordingly.

2. Complex environment, rigidity, less support by managers
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2.1 OBJECTIVES
The objectives of the chapter:

1. To identify how the process of strategic management is conducted to
achieve organization objectives.
2. To understand the various components of strategic management model.

2.2 INTRODUCTION

As we know that Strategic management is a process of relating an organization
with its environment by suitable course of action. Every action has two dimensions:
substantive and procedural. Substantive dimension of action involves determination of
what to do and procedural dimension of action involves determination of how to do.
Both these dimensions are interdependent and taken tog”her help in achieving the
objective for which action is contemplated. In case of strategic management, substantive
dimension involves determination of a strategy or a set of strategies and procedural
dimension deals with putting a strategy into operation. The present chapter deals with an
overview of these aspects.



2.3 STRATEGIC MANAGEMENT PROCESS

The logic of a process is that its particular elements are undertaken in sequence through
time. Strategic management as a process involves a number of elements. However,
Strategic management being a continuous and dynamic process there are two problems in
identifying and sequencing these elements which are as follows:

Various authors and even practitioners are not unanimous about these elements and the
way they interact among themselves. Thus, there is a lack of precision so far as these

elements are concerned through various elements can be identified for further
progression.

Even if various elements of strategic management are identified, another problem comes
in the form of prescribing their sequential arrangement. In case of a precise process, such
as assembly line production process, identification of sequential arrangement does not
pose any problem because technologically it is defined. In the case of strategic
management which is continuous and dynamic process without an apparent beginning
and end, the sequential arrangement is hard to prescribe.

The above two problems are real which show the complexity of strategic
management process. Inspite of these problems, the model/s for strategic management
can be prescribed. Figures present model of strategic management. The strategic
management process shown in 1st figure is applicable to a strategic business unit (SBU)
firm. For a multiple SBUs firm, the process given in figure has to be adjusted so that the
process is conducted at corporate level as well as at SBU levels as these firms insert
SBU strategy between corporate strategy and functional strategy.

Figures present strategic management and its various elements along with the
way they interact among themselves. Accordingly, various elements of strategic
management process are organizational mission (this may also include long-term
enduring objectives like survival and growth etc.), environmental, organizational
analysis, identification and evaluation of alternative strategies, choice of strategy,
implementation of strategy and strategic evaluation and control. Feedback is provided in
the light of this strategy evaluation and control to take additional actions wherever
required so that the objectives are achieved.
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We are talking of management as a process of decision-making. Strategic
management is one which involves making series of strategic decisions to achieve
organizational goals. In this context a process stands for an identifiable flow of
information through interrelated stages of analysis which is directed towards the
attainment of a given objective or objectives. Hence, Strategic management as a process
involves a set of activities or elements. One thing should be made clear at this juncture,
that all experts do not agree over these activities or elements of strategic management
process and the fashion in which they interact among themselves. The strategic
management process is a sequence of components indicating a definite step by step

chronology.

Organizational
mission

Y

Organizational
long term
objectives

SBU

objective

Environmental
analysis for
present and

potential SBUs

!

Organisational
and SBU
analysis

v

Alternative
strategies

.

Choice of
Strategy

'

Implementation
of Strategy

B

Evaluation of
organization and
SBU results

-

Feedback

\d

Environmental
Analysis for
SBUs

!

Analysis of
SBUs

J

Alternative
Strategies

.

Choice of
Strategy

'

Implementation
of Strategy

-

Evaluation of
organization and
SBUI results

.

Feedback




2.3.1 Statement of Corporate Mission and Objectives: Organizations are the deliberate

2.3.2

2.3.3

2.3.4

creations of human beings having a definite mission towards which all efforts, energies,
and resourcesare directed. A mission is a fundamental and a unique purpose by which it
becomes outstanding or distinct from another. The mission is a general, enduring
statement of organization's intention. It embodies the strategic decision maker’s business
philosophy. It implies the image which the organization seeks to project. Organization’s
mission becomes the cornerstone for strategic management and around it all functions
revolve.

Organizational objectives are other factors which determine the strategy. In fact,
the choice of the objectives for an organization is a strategic decision because by
choosing its objective, the organization commits itself for these. Objectives are
different from mission in the sense that the latter prescribes the basic philosophy
of an organization itself which may be used in determining the objectives.
Objectives are generally end results which the organization makes an attempt to
achieve.

Environmental Analysis: The second important aspect of strategic management
process is the environmental analysis. Since an organization is a social system, it
operates within the environment which consists of many factors such as society,
competitors, technology, and legal framework, political framework, psychological
and cultural framework. An organization has to interact continuously with these
factors. In this interaction process, the organization has to relate itself with the
environment. Various factors of the environment have dual effect in interaction
process with the organization and are also affected by its working. However, the
effect of environment is more on the organization rather than otherwise. The
interaction process provides opportunities or threats to ai> organization
depending on the situation.

Organizational Analysis: What opportunities or threats are posed by the °
environment and how the organization can take advantages w'ill depend greatly
on the organization's strengths and weaknesses. Organizational analysis brings
these strengths and weaknesses. Through organizational analysis, the organization
evaluates its strengths and weaknesses so that it can relate itself by emphasizing
its strengths and overcoming its weaknesses. Organizational strengths and
weaknesses also help in identifying the relevant environmental factors taken for
detailed analysis. Thus, strategic opportunities and threats are determined on the
basis of both environmental analysis and organizational analysis.

Identification of Strategic alternatives: Interaction of organization with its
environment in the light of its strengths and weaknesses will result into various
strategic alternatives. This process may result into large number of alternatives.



This process may result into large number of alternatives through which an
organization can relate itself to the environment. However, all alternatives cannot
be chosen even if all of them produce the same results. Obviously managers may
like to limit themselves to the serious consideration of some of the strategic
alternatives so that they are saved from unnecessary exercise. Therefore, the
strategic alternatives should be identified in the light of strategic opportunities
and threats generated through environmental analysis and organizational analysis
and organizational mission and objectives.

2.3.5 Choice of Right Strategy: The identification of various strategic alternatives leads

2.3.6

2.3.7

to the level where managers can consider some alternatives seriously and may
choose one of the most acceptable. This is the stage of strategic decision process
and all factors relevant for decision making arc relevant here. Since the particular
strategy attempts to affect the organizational operation in some predetermined
manner, the choice process systematically considers how each alternative strategy
affects the various critical factors of the organizational functioning. Further, the
chosen alternative should be acceptable in the light of organizational objectives.
Thus, it is not necessary that the chosen is the best one. In the choice process,
apart from the various organizational and environmental factors, personal factors
play considerable role because strategy reflects the personal values and
aspirations of a strategist.

Going ahead with implementation of a strategy: Once the creative and
analytical aspect of strategy formulation has been settled, the organization tries to
convert the strategy into something operationally effective. To bring the result,
the strategy should be put :0 action because mere choice of even the soundest
strategy will not affect organizational activities and achievement of its objectives.
In strategy implementation, various activities involved are design of organization
structure to suit the chosen strategy, effective leadership, development of
functional policies, development and allocation of resources, development of
effective information system, etc.

Evaluating and controlling the implementing of Strategy: Evaluation and
control may be treated as the last stage of strategic management process.
However, this is an ongoing process and evaluation and control should be taken as
the process for future course of action. For effective implementation and
consequently achievement of organizational objectives, it is necessary that there is
continuous monitoring of the implementation of the strategy so that suitable
action is taken whenever something goes wrong. Evaluation and control of
strategy and its implementation may result into various actions :hat the
organization will have to take to be successful, depending on the situation. Such
actions may be required in the area of correcting implementation of strategy,
choice of strategy, or change in organizational mission and objectives and
consequently leading to change in the identification of strategy. Therefore,
strategic management process should never be taken as static but as dynamic so
that new action is taken whenever there is any change in any of the factors
affecting strategy.



2.3.. Self check questions

1.What is organizational analysis?

2. Explain environmental analysis.

3. What do you mean by mission statement?

2.4 SNAPSHOT OF STRATEGIC MANAGEMENT PROCESS
Strategy formulation

1.

5.

Formulation of Organizational Mission and
Objectives Formulating mission and mission
statement
Business definition in terms of customer, product, and
technology Formulating long-term broad objectives
Environmental Analysis
Analysis of general
environment Industry and
competition analysis.
Preparation of environmental threat and opportunity profile
Organisational analysis
Analysis of strengths and weaknesses in different areas
Preparing organizational capability profile SWOT analysis
Defining core competence and distinctive competence
Developing competitive advantage through:
Benchmarking Synergistic approach Critical success
factors approach Preparing competitive advantage profile.
Strategic alternatives
Stability strategy
Retrenchment strategy
Turnaround
Divestment
Liquidation
Growth strategy
Concentric expansion strategy
Vertical integration strategy
Diversification strategy
Merger and acquisition strategy
Joint Venture strategy
Strategic alliance
Combination strategy
Business restructuring strategy
Choice of strategy
Focusing on strategic alternatives



Evaluating strategic alternatives
Considering decision factors
Strategic choice
Strategy Implementation

1. Activating strategy Institutionalization of strategy Resource mobilization
and allocation Translating general objectives into specific objectives
Procedural implementation
Structural implementation Designing organization structure Prescribing
organization system

4. Functional implementation Prescribing policies and strategies in
Production/operations
Marketing
Finance
Human resources

5. Behavioral implementation Leadership implementation Managing
organizational culture Creating values and ethics Corporate governance
Managing organizational politics.

6. Organizational change and innovation Initiating and implementing
organizational change Managing organizational innovation
Creating learning organization

Strategy Evaluation and Control

1. Designing evaluation and control system
Setting criteria for evaluation and
control Setting standard in respect
of these criteria
2. Exercising control Strategic Control Financial performance control Social
performance control

2.4.. Self check questions
1.What are the various steps in strategy evaluation and control?
2. How an environment analysis can be done?

3. What is strategy formulation?

2.5 IMPLICATIONS OF STRATEGIC MANAGEMENT AS A PROCESS

Taking Strategic Management as a Process has number of implications which
must be taken into account by strategists while going through this process. These
implications are as follows:

1. All the elements of the process can be thought of in sequential nature. It implies
that each step must be undertaken in a sequence, at least for a new strategic
action. In case of an existing organization and existing strategic action, these



elements may not be put in a very strict sequence because the action may be
repetitive

2. The various elements of the process are interrelated. This interrelatedness
suggests effect of each factor on others. Thus, there may be two-way impact of a
factor; each affecting others and in turn being affected by others. However, the
relative force of this impact may differ for various elements. It may be major in
some cases but minor in other cases depending on the nature of various external
and internal factors.

3. Feedback is necessary to relate the implementation of the strategy with the early
stage elements of the process. Feedback can be defined as the post implementation
results of a strategy which are collected as inputs for the enhancement of future
decision making through strategic management process. Thus, Feedback, strictly
speaking not an element of strategic management process, is as essential as any
other element.

4. Strategic Management can be termed as a dynamic system. The term dynamic is
used to describe the constantly changing nature of conditions which affect
interrelatedness and interdependent strategic activities. Since the organization has
to function in an environment which is dynamic and constantly changing, the
various elements and activities of the strategic management have to be adjusted
accordingly.

2.6 COMPONENTS OF STRATEGIC MANAGEMENT
The key components of the strategic management described as follows:

1. Company mission

The mission of the business is the fundamental, unique purpose that sets it apart
from other firms of its type and identifies the scope of its operations in the product and
market terms. The mission is a general, enduring statement of company intent. It
embodies the business philosophy of strategic decision makers, implies the image the
company seeks to project, reflects the firm’s self-concept and indicates the principal
product or service areas and primary customer needs the company will attempt to satisfy.

2. Company profile

A firm’s internal analysis determines its performance capabilities based on existing or
accessible resources. From this analysis, a company profile is generated. At any
designated point in time, the company profile depicts the quantity and quality of
financial, human, and physical resources available to the firm. The profile also assesses
the inherent strengths and weaknesses of the firm’s management and organizational
structure.

3. External Environment

A firm’s external environment consists of all the conditions and forces that affect
its strategic options but are typically beyond the firm’s control. The strategic
management model shows the external environment as consisting of two interactive and



interrelated segments: the operating environment and remote environment.

The operating environment consists of forces and conditions within a specific
industry and a specific competitive operating situation, external to the firm that
influences the selection and attainment of alternative objective/strategy combinations
where as remote environment refers to forces and conditions that originate beyond and
usually irrespective of any single firm’s immediate operating environment and provide
the general economic, political, social, and technological framework within which
competing organizations operate. For example, import restrictions on raw materials,
revolutionary technological innovations that make their production systems
unexpectedly obsolete

4. Strategic Analysis and Choice

Simultaneous assessment of the external environment and company profile
enables a firm to identify a range of possibly attractive interactive opportunities. These
opportunities are possible avenues for investment. However, the full list must be
screened through the criterion of the company mission before a set of possible and
desired opportunities is generated. This process results in the selection of Strategic
Choice. It is meant to provide the combination of long-term objectives and grand
strategy that will optimally position the firm in the external environment to achieve the
company mission.

A complicated sub-process is used to derive the strategic choice. Strategic
Analysis involves matching each of the possible and desirable interactive opportunities
with the reasonable longterm targets and objectives. In turn these are matched with the
most promising means known as grand strategies for achieving the desired results. Each
set is then evaluated individually to determine the single set or group of sets that is
expected to achieve the company mission. The chosen set is known as strategic choice.

Critical assessment of strategic alternatives initially involves developing
criteria for comparing one set of alternatives with all others. As is the case in making
any choice, a company’s strategic selection involves evaluating alternatives that are
rarely wholly acceptable or wholly unacceptable. The alternatives are therefore
compared to determine which option will have the most favorable overall, long run
impact on a firm. Among the criteria used in assessing strategic choice alternatives are
strategic managers’ attitudes toward risk, flexibility, stability, growth, profitability and
diversification.

5. Long term objectives

The results an organization seeks over a multiyear period arc its long-term objectives.
Such objectives typically involve some or all of the following areas: profitability, return
on investment, competitive position, technological leadership, productivity, employee
relations, public responsibility, and employee development. To be of greatest value,
each objective should be specific, measurable, achievable, and consistent with other
objectives of the firm. Objectives are a statement of what is expected from pursuing a
given set of business activities.

6. Grand Strategy
The comprehensive, general plan of major actions through which a firm intends to



achieve its long-term objectives in a dynamic environment is called the grand strategy.
This statement of means indicates how the objectives or ends of business activity are to
be achieved. Although every grand strategy is, in fact, a fairly unique package of long-
term strategies, 12 basic approaches can be identified: concentration, market
development, product development, product development, innovation, horizontal
integration, vertical integration, joint venture, concentric diversification, conglomerate
diversification, retrenchment, divestiture and liquidation. Any of these strategies are
meant to guide the acquisition and allocation of resources over an extended period of
time.

The results an organization seeks to achieve within a one-year period are annual
objectives. Short-term or annual objectives involve areas similar to those entailed in
long-term objectives. The difference between them stems principally from the greater
specificity possible and necessary in short term objectives. For example, a long-term
objectives of increasing company wise sales volume by 20% in 5 years might be
translated into a 4% growth objective in year one. In addition, it is reasonable that the
planning activities of all major functions or divisions of the firm should reflect this
company wide, short term objectives.

7. Functional Strategies

Within the general framework of the grand strategy, each distinctive business function or
division needs a specific and integrative plan of action. Most strategic managers attempt
to develop an operating strategy for each related set of annual objectives. Operating
strategies are detailed statements of the means that will be used to achieve objectives in
the following years. The company’s budgeting process is usually coordinated with the
development of the operating strategies to ensure practicality, and accountability in the
planning process.

8. Policies

Policies are directives designed to guide the thinking, decisions and actions of
managers and their subordinates in implementing the organization’s strategy. Policies
provide guidelines for establishing and controlling the ongoing operating processes of
the firm consistent with the firm’s strategic objectives. Policies are often referred to as
standard operating procedures and serve to increase managerial effectiveness by
standardizing many routine decisions and to limit the discretion of managers and
subordinates in implementing operating strategies.

9. Institutionalizing the Strategy

Annual Objectives, Functional Strategies and specific Policies provide important
means of communicating what must be done to implement the overall strategy. By
translating long-term intentions into short-term guides to action, they make the strategy’
operational. But the strategy must also be institutionalized- must permeate the very day-
to-day life of the company- if it is to be effectively implemented. Three organizational
elements provide the fundamental, long-term means for the Institutionalizing the Firm’s
strategy:

(1) Structure.
2) Leadership,
(3) Culture.



Successful implementation requires effective management and integration of these
elements to ensure the strategy “takes hold” in the daily life of the firm.

10. Control and Evaluation

An implemented strategy must be monitored to determine the extent to which
objectives are achieved. The process of formulating a strategy is largely subjective
despite often extensive efforts at objectivity. Managers must provide monitoring and
controlling methods to ensure their strategic plan is followed. So, in final analysis a firm
is only successful when its strategy achieves designated objectives.

2.6. Self check questions
1. What is a policy?

2. Explain grand strategy.

2.7 CONCLUSION

There are different phases in strategic management namely Statement of corporate
mission and objectives, Embarking on environment Analysis, Debarking to corporate
Analysis, Identification of Strategic alternatives, Choice of Right Strategy, Going Ahead
with implementation of a strategy, Evaluating and controlling the implementing of
Strategy. As many as 20 different elements in the process of strategic management have
been identified. In establishing strategic intent, we have the elements of creating and
communicating a vision, designing a mission statement, defining the business and setting
objectives. In the formulation of Strategies we have: performing environment Analysis,
corporate Analysis, considering Strategic alternatives, Choice of Right Strategy,
formulating strategies and preparing strategic plans. In strategy implementation there are
the elements of activating strategies, designing structures and systems, managing
behavioral implementation, managing functional implementation, and operationalising
strategies. Finally, in strategic evaluation and control the elements involved are:
strategic evaluation, exercising strategic control and reformulating strategies. To enable
an easier grasp of the process of strategic management, two variations of the model are
proposed. A comprehensive model shows all the different elements while a working
model depicts the outline of the process. The latter should aid you in remembering the
process and model of strategic management which includes the various components:
Company mission, Annual Objectives, Functional Strategies, and Policies,
Institutionalizing the Strategy, Control and Evaluation

2.8 SHORT ANSWER QUESTIONS

1. What organizational element are needed for institutionalizing the Strategy
2. What is the difference between mission, vision and annual objectives?
3. Explain strategic choice and analysis

2.9 LONG ANSWER QUESTIONS
1. Define Strategic management process. What precautions should be taken while



applying this process in practice?

2. “Strategic management process should be seen as dynamic, continuous and
flexible and must be considered as a whole.” Explain this statement and bring out
the main features of strategic management process.

3. Briefly describe the components of strategic management, model with certain
examples?
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2.11 ANSWERS OF SELF CHECK QUESTIONS

2.3 1. The organization evaluates its strengths and weaknesses so that it can relate itself by
emphasizing its strengths and overcoming its weaknesses

2. Since an organization is a social system and has to interact continuously with various
factors. It provides opportunities or threats to organization depending on the situation.

3. A mission is unique purpose by which it becomes outstanding or distinct from another

2.4 1. Designing evaluation and control system, Setting criteria for evaluation,
comparing and finding the deviations

2. Analysis of general environment, Industry and competition analysis, Preparation of
environmental threat and opportunity profile

3. Formulation of Organizational Mission and Objectives and defining Business in
terms of customer, product, and technology, Formulating long broad objectives

2.6 1. Policies are directives designed to guide the thinking, decisions and actions of
managers and their subordinates in implementing the organization’s strategy
2. The comprehensive, general plan of major actions through which a firm intends to
achieve its long-term objectives in a dynamic environment
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3.1 OBJECTIVES
The objectives of the chapter:

1. To understand organizational mission, vision, purpose and business
definition so as to relate a strategy’ with these.

2. To aware the students about the distinction between mission, purpose and
vision.

3.2. INTRODUCTION

Setting of organizational objectives is the starting point of strategy formulation. Since,
organizations are deliberate and purposive creations, they have some objectives: the end
results for which they strive. These end results are referred to as mission, purpose,
objective, goal, target etc. Many times, these terms are used interchangeably as these



denote the end results. However, there are differences in the context in which terms are
used. This contextual difference among various terms is important in understanding their
nature and use in strategic management. From strategy formulation point of view, an
organization must define why it exists, ‘how’ it justifies that existence, and ‘when’ it
justifies the reasons for that existence. The answers of these questions lie in the
organization’s: Mission and purpose, business definition, objectives and goals. Strategy
formulation is a must to guide executives in defining the business of their company is in,
the aims it want to achieve, the means it wants to use in attaining these aims. Strategy
formulation impounds into compound an improved approach to traditional long range
planning. That is, strategy' formulation combines a future-oriented perspective with the
concern for a firm’s internal and external environments in developing its competitive
plan of action. The strategy process of strategy formulation begins with the definition of
company mission, vision, purpose, objectives or goals followed by environment analysis,
corporate appraisal, and identification of strategic alternatives and ends with choice of a
strategy. In this chapter, an attempt is made to discuss in detail the aspects of corporate
vision, mission and objectives.

3.3.  VISION

Aspirations, expressed as strategic intent, should lead to an end; otherwise they
would just be castles in the air. That an end is the vision of an organization or an
individual. It is what the firm or a person would ultimately like to become. For instance,
some of you, say in 10 years, or may be even earlier, would like to become general
managers managing a SBU in a large, diversified MNC. Or some others among you
would like to believe that you will be an entrepreneur in 10-15 years owning your own
company dealing with IT services and employing cutting-edge technology to serve a
global clientele. A firm thinks like that too. A vision therefore, articulates the position
that a firm would like to attain in the distant future. Seen from this perspective, the
vision encapsulates the basic strategic intent.

3.3.1 Understanding Vision

A Vision is more dreamt of than it is articulated. This is the reason why it is
difficult to say what vision a company has. Sometimes it is not even evident to the
entrepreneur who usually thinks of the vision. By its nature, it could be as hazy and
vague as a dream that one experienced the previous night and is not able to recall
perfectly in broad daylight. Yet it is a powerful motivator to action. And it is from the
actions that a vision could often be derived. Henry Ford wished to democratize the
automobile when he visualized that an affordable vehicle could be available for the
masses. Walt Disney probably wanted to make people happy. A vision statement should
answer the basic question, “What do we want to become?” A clear vision provides the
foundation for developing a comprehensive mission statement. Many organizations have
both a vision and mission statement, but the vision statement should be established first
and foremost. The vision statement should be short, preferably one sentence, and as
many managers as possible should have input into developing the statement.

Several example vision statements are provided below:
The Vision of the National Pawnbrokers Association is to have complete and



vibrant membership that enjoys a positive public and political image and is the focal
organization of all pawn associations- National Pawnbrokers Association (npa.
Polygon.net)

Our vision as an independent community financial institution is to achieve
superior longterm shareholder value, exercise exemplary' corporate citizenship and
create an environment which promotes and rewards employee development and
consistent delivery' of quality service to our customers. - First Reliance Bank of
Florence, South Carolina

At CIGNA, we intend to be the best at helping our customers enhance and extend
their lives and protect their financial security. Satisfying customers is the key to meeting
employee needs and shareholder expectations, and will enable CIGNA to build on our
reputation as a financially strong and highly respected company, (www.cigna.com)

The vision statement of Bellevue Hospital is the LEADER in providing resources
necessary to realize the community’s highest level of HEALTH throughout life.

The vision statement of Manley Bapist Church is to be the people of God,
motivated by a love for God and a love for others.

Ohio’s division of Hazardous Waste Management is recognized as a leader among
state hazardous waste management programs through our expertise, effectiveness,
application of sound science, and delivery of quality service to our stakeholders.

3.3.2 Defining Vision

Vision has been defined in several different ways. Kotter (1990) defines it as a
“description of something (an organization, corporate culture, a business, a technology,
an activity) in the future”.

El-Namaki (1992) considers it as a “mental perception of the kind of environment
an individual, or an organization, aspires to create within a broad time horizon and the
underlying conditions for the actualization of this perception”.

Miller and dess (1996) view it simply as the category of intentions that are broad,
all- inclusive, and forward thinking.

The common strand of though evident in these definitions and several others
available in strategic management literature relates to Vision’ being future aspirations
that lead to an inspiration to be the best in one’s field of activity.

3.3.3 The Benefits of Having a Vision

Parikh and Neubauer (1993) point out the several benefits accruing to an
organization having a Vision. Here is what they say:

Good visions are inspiring and exhilarating.

Visions represent a discontinuity, a step function and a jump ahead so that
the company knows what it is to be.

Good visions help in creation of common identity and shared purpose.
Good visions are competitive, original and unique. They make sense in the
market place as they are practical.

Good visions foster risk taking and experimentation.

Good visions foster long-term thinking.
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. Good visions represent integrity; they are truly genuine and can be used for
the benefit of people.

3.3.4 The Process of Envisioning

The process of envisioning is a difficult one as we see from what Collins and
Portas(1996) have to say about it. According to them, a well-conceived vision consists of
two major components: core ideology and envisioned future. The core ideology defines
the enduring character of an organization that remains unchangeable as it passes through
the vicissitudes of vectors, such as, technology, competition, or management fads. The
core ideology rests on the core values (the essential and enduring tenets of an
organization) and a core purposes (an organization’s reason for being). The envisioned
future too consists of two components: a 10-30 years audacious goal, and a vivid
description of what it will be like to achieve that goal.

3.3.  Self check questions
1. What is a vision?

2. What are the benefits of having a vision?

3.4. MISSION AND PURPOSE

Mission and Purpose are often used either together or interchangeably to denote a
particular phenomenon of end results of organizational actions though there is a
difference between the two at least at the conceptual level. Before we go into
operationalising these two terms as used in strategic management, let us through the
dictionary meaning of these terms. According to dictionary meaning, mission, defined in
a broad way, relates to that aspect for which an individual has been or seems to have
been sent into the world.

Mission and Purpose of Hindustan Lever

Mission

Hindustan Lever has defined its mission in the terms of its commitment to
national priorities and states that “Hindustan Lever’s commitment to national priorities
ensures that the company is a part of people’s lives at the grass roots level, making a
difference to India and Indians- in depth, in width and in size. Hindustan Lever has
always identifies itself with the national priorities: employment generations,
development of backward area, agricultural linkages, exports and contribution to the
exchequer.
Purpose

Hindustan Lever has defined its purpose in the terms of the nature of business
currently undertaken or it intends to undertake in future. It states that “Our purpose at
Hindustan Lever is to meet the everyday needs of people everywhere- to anticipate the
aspirations of consumers and customers and to respond reactively and competitively
with branded products and services which raise the quality of life’.



Thus, the distinction between Mission and Purpose can be made. Mission
provides guidelines to an organization to link its activities to the needs of the society in
general and legitimizes its existence as an organ of the society. Purpose is also
externally-focused but it relates the organizational activities to that segment of the
society to which it serves; it defines the business the organization undertakes or will
undertake in future. It depicts the organization’s business character and does so in the
ways that tend to distinguish it from other organizations. The external orientation of the
purpose of an organization has been defined by Drucker as follows:

“To know what business we have to start with is its purpose. Its purpose must lie
outside the business itself. Infact, it must lie in society since business enterprise is an
organ of the society. There is only one valid definition of business purpose: to create a
customer.”

Judged in the light of above statement, we can derive the conclusion that mission
is much wider as compared to purpose in dealing with society. While mission focuses on
various constituents or interest groups- both direct and remote, purpose is more directly
related to immediate constituents- customer.

3.4.1. Experiential exercises for ‘purpose’
Experiential exercise 1-Does My University Recruit in Foreign countries?
Purpose

world A competitive climate is emerging among colleges and universities around the

Colleges and universities in Europe and Japan are increasingly recruiting American
students to offset declining enrollments. Foreign students already make up more than
one-third of the student body at many American universities. The purpose of this
exercise is to identify particular colleges and universities in foreign countries that
represent a competitive threat to American institutions of higher learning.

Instructions
Stepl Select a foreign country. Conduct a research to determine the number and
nature of colleges and universities in that country.

Step2 Prepare a report for the class that summarizes your research findings.
Present your report to the class.

Experiential exercise2-Getting Familiar with SMCO (Strategic Management Club Online)

Purpose

This exercise is designed to get you familiar with the Strategic Management Club
Online, which offers many benefits for the strategy student. Note there is a student
version of the popular checkmate strategic Planning software, which is described in
more detail at the www.checkmateplcm.com Website. The corporate version of
checkmate is the most popular strategic planning software in the world. The SMCO site
also offsets templates for doing case analyses in this course.



http://www.checkmateplcm.com/

Instructions

Stepl go to the www.strategyclub.com Website. Review the various sections of

this site. Step2 Select a section of SMCO site that you feel will be most useful to you

Experiential exercise3- Strategic Planning for My University Purpose

External and internal factors are the underlying bases of strategies formulated and
implemented by organizations. Your college/university faces numerous external
opportunities/ threats and has many interned strengths and weaknesses. The purpose of
this exercise is to illustrate the process of identifying critical external and internal
factors.

External influences include trends in the following areas: economic, social,
cultural, demographic, environmental, technological, political, legal, governmental, and
competitive. External factors could include declining number of high school graduates;
population shifts; community relations; rising number of internet courses; increased
competitiveness among universities and colleges.

Internal Factors of a college or university include faculty, students, staff, alumni,
athletic programs, the physical plant, grounds and maintenance, placement clubs,
fraternities, sororities, and public relations.

Instructions

Step 1 On a spare sheet of paper, make four headings: External opportunities/threats,
internal Strengths/weaknesses.

Step 2 As related to your college or university, list five factors under each of the four
headings. Step 3 Discuss the factors as a class. Write the factors on the board.

Step 4 What new things did you learn about your university from the class discussion?
How could this type of discussion benefit an organization?

3.5. COMPANY MISSION

Whether developing a new business or reformulating direction for an ongoing
company, the basic goals, characteristics, and philosophies that will shape a firm’s
strategic posture must be determined. This company mission will guide future executive
action. Thus, the company mission is defined as the fundamental, unique purpose that
sets a business apart from other firms of its type and identifies the scope of its operation
in product and market terms. It embodies the business philosophy of a strategic decision
makers; implies the image the company seeks to project; reflects a firm’s self concept;
indicates the principal product or service areas and primary customer needs the company
will attempt to satisfy. In short, the mission describes the product, market, and
technological areas of emphasis for the business. And it does so in the way that reflects
the values and priorities of strategic decision makers. A Drucker says that asking the
question “What is our business?” is synonymous with asking the question “what is our
mission?” An enduring statement of purpose that distinguishes one organization from
other similar enterprises, the mission statement is a declaration of an organization's
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“reason for being”. It answers the pivotal question “What is our business?” A clear
mission statement is essential for effectively establishing objectives and formulating
strategies.

Sometimes called a creed statement, a statement of purpose, a statement of philosophy, a
statement of beliefs, a statement of business principles, or a statement “defining our
business”, a mission statement reveals what an organization wants to be and whom it
wants to serve. All organizations have a reason for being, even if strategists have not
consciously transformed this reason into writing. Basically, a business mission is the
foundation of priorities, strategies, plans, and work assignments. It is the starting point
for the design of managerial jobs and above all, for the design of managerial structures.
Nothing may be seemed simpler or more obvious than to know what a company’s
business is. A steel mill makes steel, a railroad runs trains to carry freight and
passengers, insurance underwrites fire risks and a bank lend money. Actually, “what is
our business?” is always almost a difficult question and the right answer is usually
anything but obvious. The answer to this question is the first responsibility of strategist.
Only strategists can make sure that this question receives the attention it deserves and
the answer makes sense and enables the business to plot its course and sets its
objectives.

Some strategists spend almost every moment of every day on administrative and
tactical concerns, and strategists who rush quickly to establish objectives and implant
strategies often overlook the development of vision and mission statement. This problem
is widespread even among large organizations. Many corporations in America have not
developed a formal vision and mission statement. An increasing number of organizations
are developing these statements.

3.5.1. Defining mission

A mission was earlier considered as the scope of the business activities a firm
pursues. The definition of mission has gradually expanded to represent a concept that
embodies the purpose behind the existence of an organization. Thompson (1997) defines
mission as the “essential purpose of the organization, concerning particularly why it is
an existence, the nature of the business (es) it is in, and the customers it seeks to serve
and satisfy.”

Hunger and Wheelen (1999) says that mission is the “purpose or reason for the
organization’s existence.”

Now, there is not much difference of opinion about the definition of mission. Yet, one
finds instances of organizations confusing mission with vision or objectives. In strategic
management organization literature, mission occupies a definite place as a part of
strategic intent.

3.5.2. Characteristics of Mission Statement

Organizations legitimize themselves by performing some function that is valued
by society. A mission statement defines the basic reason for the existence of that
organization. Such a statement reflects the corporate philosophy, identity, character and
image of an organization. It may be defined explicitly or could be deduced from the
management’s actions, decisions, ofthe chief executive's press statements. In order to be



effective, a mission statement should possess the following characteristics:

1.

It should be feasible. A mission should always aim high but it should not be an
impossible statement. It should be realistic and achievable- its followers must
find it to be credible.

It should be precise. A mission statement should not be so narrow as to restrict
the organization’s activities nor should it be too broad to make itself meaningless.
For instance, ‘manufacturing bicycles’ is a narrow mission statement since
severely limits the organization’s activities

It should clear. A mission should be clear enough to lead to action. It should not
be a high-sounding set of platitudes meant for publicity purposes. Many
organizations do adopt such statements but probably they do so for emphasizing
their identity and character. For example, Asian Paints stresses °‘leadership
through excellence’, while India today sees itself as ‘the complete news
magazine’-.

It should be motivating. A mission statement should be motivating for members
of the organization and of society, and they should feel it worthwhile working for
such an organization or being its customers. A bank which lays emphasis on
customer service is likely to motivate its employees to serve its customers well
and to attract clients.

It should be distinctive. A mission statement which is indiscriminate is likely to
have little impact. If all scooter manufacturers defined their mission in a similar
fashion, there would not be much of a difference among them. But if one defines
it as providing scooters that would provide Value for money, for years’ it will
create an important purpose for a banking institution.

It should indicate major components of strategy. A mission statement, along
with the organizational purpose should indicate the major components of the
strategy to be adopted. The chief executive of indal expressed his intentions by
saying that his company “begins its fifth decade of committed entrepreneurship
with the promise of a highly diversified company retaining aluminium as its
mainline business, but with an active presence in the chemical, electronics and
industrial equipment business. This statement indicates that the company is likely
to follow a combination of stability, growth and diversification.

It should indicate how objectives are to be accomplished. Besides indicating
the broad strategies to be adopted a mission statement should also provide clues
regarding the manner in which the objectives are to be accomplished. The mission
statements specially deal with the objectives to be achieved within a given period
of time. In day to day decision making, managers are not concerned about
survival and, therefore, do not actively think abouttheir organization's mission for
the society. Thus a mission statement becomes an ideology that can be used
occasionally for legitimization. But, for strategic decision-making it is important
to consider the mission in each phase of the strategic management process. A
helpful approach to defining as well as refining a mission statement is to define
the business itself.



3.5.3. Need for an explicit mission

Defining the company mission is time consuming, tedious, and not required by
any external body. The mission contains few specific directives, only broadly outlined or
implied objectives and strategies. Characteristically, it is a statement of attitude, outlook
and orientation rather than of details and measurable targets.

What then is a company mission designed to accomplish? King and Cleland
provide seven good answers:

To ensure unanimity of purpose within the organization.

To provide a basis for motivating the use of organization’s resources.
To develop a basis, or standard, for allocating organization's resources.
To establish a general tone or organizational climate, for example, to
suggest a businesslike operation.

5. To serve as a focal point for those who can identify with the organization’s
purpose and direction, and to deter those who cannot from participating
further in the organization’s activities.

6. To facilitate the translation of objectives and goals into a work structure
involving the assignment of tasks to responsible elements within the
organization.

7. To specify organizational purposes and the translation of these purposes
into goals in such a way that cost, time, and performance parameters can be
assesses and controlled.

3.5.4. Formulating a Mission

The process of defining the mission for specific business can perhaps be best
understood by thinking about a firm at its inception. The typical business organization
begins with the beliefs, desires and aspirations of a single entrepreneur. The sense of
mission for such tin owner-managers is usually based on several fundamental elements:
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1. Eﬁlcig.f that the product or service can provide benefits at least equal to its

2. Belief that the product or service can satisfy a customer need currently not
met adequately for specific market segments.

3. Belief that the technology to be used in production will provide a product
or service that is cost and quality competitive.

4. Belief that with hard work and the support of others the business can do
better than just survive, it can grow and can be profitable.

5. Belief that the management philosophy of the business will result in a

favorable public image and will provide financial and psychological
rewards for those willing to invest their labor and money in helping the
firm to succeed.
6. Belief that the entrepreneur’s self-concept of the business can be
communicated to and adopted by employees and stockholders.
As the business grows or is forced by competitive pressures to alter its product/market/
technology, redefining the company mission may be necessary. So, the revised mission



statement will reflect the same set of elements as the original.
3.5.5. Components of mission statement

Mission statements can and do vary in length, content, format and specificity.
Most practitioners and academicians of strategic management feel that an effective
statement exhibits nine characteristics or components. Because a mission statement is

often the most visible and public part of the strategic management process, it is
important that it includes all of these essential components:

1. Customers- Who are the firm’s customers?
2. Products or services- What are the firm's major Products or services?
3. Markets- Geographically, where does the firm compete?

4. Technology- Is the firm technologically current?

5. Concern for survival, growth, and profitability- Is the firm committed tc growth
and financial soundness?

6. Philosophy- What are the basic beliefs, values, aspirations and ethical priorities of
the firm?

7. Self-Concept- What is the firm’s distinctive competence or major competitive
advantage?

8. Concern for public image- Is the firm responsive to social, community, and
environmental concern?

9. Concern for employees- Are employees a valuable asset of the firm?

3.5.. Self check questions

1. What is a mission?

2. What are the features of good mission statement?

3. What is the difference between a vision and a mission?

3.6. VISION VERSUS MISSION

Many organizations develop both a mission statement and a vision statement.
Whereas the mission statement answers the question “What is our business”, the vision
statement answers the question “What do we want to be? Many organizations have both a
mission statement and a vision statement. Vision and Mission statement Examples:

1 The Bellevue Hospital

Vision Statement

The Bellevue Hospital is the Leader in providing resources necessary to realize the
community's highest level of Health throughout life.

Mission statement
The Bellevue Hospital, with respect, compassion, integrity, and courage, honors the

individuality and confidentiality of our patients, employees and community and is
progressive in anticipating and providing future health care services.



2 U.S. Geological Survey
Vision Statement

The vision of USGS is to be a world leader in the natural sciences through our scientific
excellence and responsiveness to society's needs.

Mission statement

The mission of USGS is to serve the nation by providing reliable scientific information to

Describe and understand the earth.

Minimize loss of life and property from natural disasters.

Manage water, biological, energy, and mineral resources; and enhance and protect our
quality of life.

3 U.S. Poultry & Egg Association
Vision Statement

A national organization which represents its members in all aspects of poultry & egg on
both a national and an international level.

Mission statement

We will partner with our affiliated state organizations to attack common problems.

We are committed to the advancement of all areas of research and education in poultry
technology

The international poultry exposition must continue to grow and be beneficial to both
attendees and exhibitors.

We must always be responsive and effective to the changing needs of our industry.
Our imperatives must be such that we do not duplicate the efforts of our sister
organization.

We will strive to constantly improve the quality and safety of poultry products.

We will continue to increase the availability of poultry products.

4 Manley Bapist Church
Vision Statement

The vision statement of Manley Bapist Church is to be the people of God, motivated by a
love for God and a love for others.

Mission statement

The mission of Manley Bapist Church is to help people in the Lakeway area become
fully developed followers of Jesus Christ.

It can be argued that profit, not mission or vision is the primary corporate
motivator. But profit alone is not enough to motivate people. Profit is perceived
negatively by some employees in companies. Employees may see profit as something
that they earn and management then uses and even gives way to shareholders. Though
this perception is undesired anc disturbing to management, it clearly indicates that both
profit and vision are needed to effectively motivate a workforce.

When employees and managers together shape or fashion the vision and mission

statements for a firm, the resultant documents can reflect the personal visions that
managers and employees have in their hearts and minds about their own futures. Shared



vision creates a commonality of interests that can lift workers out of the monotony of
daily work and put them into a new world of opportunity and challenge.

3.7. BUSINESS DEFINITION

Understanding business is vital to defining it and answering the question ‘What is
our business?' it could also be a pointer to the answers to the questions: What will it be?’
and what should it be?’ Mission statements can use the ideas generated through the
process of understanding and defining business.
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Business Other
organisations organisations
Products Services
Consumer goods Industrial goods
Consume Consumer
durables durables
Non speciality goods Speciality goods
[ Chronometers Other products

Wrist watches

Other types of watches

Each successive step provides alternatives ways through which the timekeeping needs of
the society could be satisfied. Consider the following illustrative examples.

. Wrist watches could be of different types, for example, ladies', men’s,
children’s and sport watches.

. Other types of watches could be timepieces, wall clocks, and pocket
watches.

. Other products could be an hourglass or a sundial

. Specialty watches could be video-timers, calculator watches, and car
clocks.

. Consumer non-durables could be time-punching machines and stopwatches.

. Senders could be telephone or teletext time services

. Other organizations which roughly meet the timekeeping needs could be,

for instance, a chruchbell chiming at appointed hours, or a call to the
faithful from mosques.
. All the above options, or their combinations, Lead to the satisfaction of the



timekeeping needs of the society.
Dimensions of Business Definition
In a path breaking analysis, Derek Abell suggests defining business along the three

dimensions of customer groups, customer functions, and alternative technologies ‘how’
the need is being satisfied. This represents a diagrammatic three dimensions.

Customer
Functions

|
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Customer Alternative
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Customer groups are created according to the identity of the customers. Customer
functions. Are based on what the products or services provide to the customers.
Alternative technologies describe the manner in which a particular function.

Applying Abell’s three dimensional model to the illustration of timekeeping
business, we could identify the three dimensions as follows:

1. Customers groups are individual customers and industrial users.

2. Customers functions are of finding time, recording time, using watches as a
fashionable accessory, and as a gift item.

3. Alternative technologies are of mechanical, quartz digital, and quartz analog types.

Such a clarification helps in defining business explicitly. A clear business
definition ishelpful for strategic management in many ways. For instance, a business
definition can indicate the choice of objectives, help in exercising a choice among
different strategic alternatives, facilitate functional policy implementation, and suggest
appropriate organizational structure.

3.8.  LEVELS AT WHICH BUSINESS COULD BE DEFINED

Like strategy, business could either be defined at the corporate or SBU levels. A
singlebusiness firm is active in just in one area so its business definition is simple. A
long conglomerate, operating in several businesses, would have a separate business
definition for each of its businesses.

At the corporate level; the business definition will concern itself with the wider
meaning of customer groups, customer functions, and alternative technologies. A highly
diversified company organized on a divisional basis could benefit by having a business
definitions covering all three definitions. Each division could again have more accurate
business definitions covering all the three dimensions. Each division could also have a
more accurate business definition at the SBU level.



When a company takes up activities outside the domain of its business definitions, it
generally faces the accompanying risk of adding of new businesses, divisions or
products unrelated to its present activities and at variance with its corporate identity. The
crisis of identity is serious problem which results either in inefficiency or
ineffectiveness. On the other hand, if the various acquisition, growth and diversification
plans of the company are linked through a business definition, it results in a considerable
amount of synergy (more commonly known as ‘the two-plus-two-is-equal-to- five
effect’). An example of such a company is ITC Ltd, which believes in the ‘professional
management of planned growth’ through a pursuit of excellence by operating in the areas
of agroindustry, packaging and printing, pulp and paper- seemingly diverse but
intrinsically related to its main activity of cigarette manufacturing. Incidentally, ITC
defines its SBU-level mission for its cigarette division as making quality product that
will offer the smoker satisfaction at a price he can afford.

3.9. CONCLUSION

The arguments of those who argue that business organizations have nothing to do
with social responsibility and expect the maximization of shareholders’ wealth are weak
on two points. First, they overstate the trend and ultimate magnitude of business’s
voluntary" assumption of social responsibility. Second, they want business organizations
to do some things they cannot do, that is to ignore societal demands on them. Many
forces will come in its way to destroy it. Therefore, even if business is involved in
making profit, it is done through their creation of utility to the social needs. Better these
social needs are served, better will be the prospect of its survival and progress. Even in
Western countries, where economic activities are comparatively free from controls, it
has been accepted that profit is not the sole criterion for measuring the success of a
business organization. For example, Day has observed that:

“As a statement of purpose, maximizing of profit is not only unsatisfying; it is not
even accurate. A more realistic statement has to be more complicated. The corporation is
a creation of society whose purpose is the production and distribution of needed goods
and services, for profit of society and itself. Each element of that statement is needed if
the whole is to be accurate: you cannot drop one element without doing violence to the
facts.”

The proponents of social responsibility say that the society is not substituting one
set of expectations for another. Rather it is broadening the standards by means of which
corporate performance is to be judged. The old concept of profit maximization has
vanished and even economists have accepted it. They substituted profit maximization
with satisfactory’ profit. Today, business decision-making is a mixture of altruism, self
interest and good citizenship. Managers do take actions which are in the social interest
even though there is a cost involved and the connection with long range profit is quite
remote. Therefore, the issue is not whether the business has social responsibility; it has.
The issue is how to identify this responsibility and act upon that.



3.10. SHORT ANSWER QUESTIONS

1. How does mission of an organization differ from its vision? Identify the features
of a visionary organization?

2. What are the components of a mission statement?

3. What are the various levels on which business is defined?

3.11. LONG ANSWER QUESTIONS

1. How is mission of an organization formulated? What are the characteristics of a
good mission?

2. What do you mean by business definition of a company? What are the dimensions
along which a business is defined? How does business definition help in strategy
formulation?

3. What are the components of an organizational mission? Illustrate with examples.
What is the role of organizational mission in strategy formulation?
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3.13 ANSWERS OF SELF CHECK QUESTIONS

3.4 1. future aspirations that lead to an inspiration to be the best in one’s field of activity

2. Good visions are inspiring and exhilarating, help in the creation of a common
identity and a shared sense of purpose, foster risk taking and experimentation,
foster long-term thinking.

3.5 1. purpose or reason for the organization’s existence
2. feasible, precise, clear and motivating

3. mission statement answers the question “What is our business”, the vision statement
answers the question “What do we want to be
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4.10BJECTIVES
The objectives of the study:

1. To understand the nature of environment in which in which an
organization operates and the role of its analysis in strategy formulation.
2. To understand the changing nature of Indian business environment and its

implications for strategy formulation.

4.2 INTRODUCTION

Environment analysis is a part of SWOT analysis. SWOT is acronym of
strengths, weakness, opportunities, and threats, while opportunities and threats are
external to an organization, strengths and weaknesses are internal to the organization.
Though the analysis of these has spread in five following chapters:

1. Opportunity, An opportunity is a favourable condition in the
organization’s environment which enables it to strengthen its position.

2. Threat, A threat is an unfavourable condition in the organization’s
environment which causes a risk for, or damage to, the organization’s
position.

3. Strength, strength is an inherent capability of the organization which it can



use to gain strategic advantage over its competitors.

4. Weakness, A weakness is an inherent limitation or constraint of the
organization which creates strategic disadvantage to it.

Though SW'OT analysis should be taken as an integrated process in strategic

management, here, it has been broken into two parts because the types of information
required and techniques adopted in both these parts are quite different. These parts are
environmental analysis for identifying opportunities and threats and organizational
analysis for identifying strengths and weaknesses.

4.3 CONCEPT OF ENVIRONMENT ANALYSIS

Environment analysis, also known as environment scanning or appraisal is the process
through which an organization monitors and comprehends various environmental factors
and determines the opportunities and threats that are provided by these factors. Thus,
there are two aspects involved in environmental analysis:

1. Monitoring the environment, i.e. environmental search and

2. Identifying opportunities and threats based on environmental monitoring,
i.e. environmental diagnosis.

On the basis of the above concept, following features of environmental analysis

may be identified:

1.

Environmental analysis is a holistic exercise in which total view of environment is
taken rather than viewing trends piecemeal. Though for environmental analysis,
the environment is divided into different components to find out their nature,
function, and relationship for searching opportunities and threats and determining
where they come from. Ultimately the analysis of these components is aggregated
to have a total view of the environment. This is necessary because some elements
of the environment may indicate opportunities while others may indicate threats.

Environmental analysis is a heuristic or exploratory process. While the
monitoring aspect of the environment is concerned with present developments, a
large part of the process seeks to explore the unknown terrain, the dimensions of
possible futures. Since futures are unknown, the analysis emphasizes on what
could happen and not necessarily what will happen.” The emphasis must be on
alternative futures, seeking clarification of the assumptions about the future,
speculating systematically about alternative outcomes, assessing probabilities, and
drawing more rational conclusions.

Environmental analysis must be a continuous process rather than being an
intermittent scanning system. In this process, there is continuous scanning of the
environment to pick up the new signals or triggers in the overall pattern of
developing trends. Details studies are undertaken to focus closely on the track of
previously identified trends which have been analyzed and assessed and found to
be particular importance to the organization.

4.3 Self check questions

1. Why Environmental analysis is a holistic exercise?

2. Why the scanning of environment is a continuous process?



4.4ROLE OF ENVIRONMENTAL ANALYSIS

Role of environmental analysis in strategic management is quite crucial. lan
Wilson has compared the role of environmental analysis with functions of radar. If a ship
is sailing on the sea of uncertainty, there are two essentials requirement for a successful
voyage. There has to be a star to steer the sheep. Secondly, there must be radar to signal
the existence of rock, reefs and clear water in the uncharted sea. Similarly, a business
firm operating in an uncertain environment must have a vision of the business and a
system of environmental analysis.

Many of the research studies also suggest that those organizations which
undertake systematic environmental analysis prefer better than those which do not take
such an exercise. For example, Danny and Friesen's research study shows high
relationship between environmental analysis and success of the firms. Even in our
country, Reliance Industries Limited gives very high priority to environmental analysis
and the result is that the Company has achieved highest growth rate in Indian corporate
sector. The role of environmental analysis in strategic management can be seen in the
following ways.

The environment changes so fast that new opportunities and threats are created which
may result disequilibrium into organization’s existing equilibrium. Therefore, the
strategists have to analyze the environment to determine what factors in the environment
present opportunities for greater accomplishment of organizational objectives and what
factors in the environment present threats to the organization's objectives
accomplishment so that suitable adjustment in strategies can be made to derive maximum
benefits.

1. Environmental analysis allows strategists time to anticipate opportunities and plan
to take optional responses to these opportunities. Similarly, it helps to develop an
early warning system to prevent the threats or to develop strategies which can turn
the threats to the organization’s advantage.

2. Environmental analysis helps strategists to narrow the range of available
alternatives and eliminate options that are clearly inconsistent with forecast
opportunities or threats. The analysis helps in eliminating unsuitable alternatives
and to process most promising alternatives. Thus, it helps strategists to reduce
time pressure and to concentrate on those which are more important.

4. 5ENVIRONMENTAL FACTORS

As pointed out earlier, the managers should identify their relevant environment so
that they can analyze the various elements in order to relate their organizations with the
environment. However, they may be a number of such factors and can be classified in
various ways. Since the orientation towards relevant environmental factors differs for
organizations because of the reasons noted earlier, there may be lack of unanimity on
such factors. Similar is the case with management literature. For example, Duncan has
classified the relevant components of environment for an organization into five
categories; consumer components, supplier components, competitor component, socio-
political component and technological component. On the other hand, Glueck has



grouped the environmental factors in six broad categories; economic, government- legal,
market competitor, supplier-technological, geographic, and social. D.R.Singh, while
analyzing environmental issues taken up by multinationals in the host country, has
emphasized the following factors; economic situation, political situation, and financial
situation. He has further classified the political situation into Industrial development
policy, foreign investment policy, corporate taxation policy, import export policy,
industrial licensing, foreign exchange control, and capital issue control. These
classifications suggest that the environmental factors may be classified in various ways.
However, the classifications of these factors must be in such a way it presents some
framework by which to view the total situation with which the manager’s confront. This
provides managers a sharp focus on the relevant factors of the environment. They make
decisions in the light of the various environmental forces as perceived by them. This
requires the classification of environmental forces which distinguishes each element
from others so that managers can pinpoint the impact of each on their organizations.
However, it can be emphasized here that environmental factors are intertwined; they
affect each other and are affected by others. For example, the economic factor of a
country is likely to be affected by the political and legal aspect of the country. In the
same way, economic aspect may determine technological factor but is affected by the
latter. This interrelation feature makes the classificatory scheme even more flexible.
However, an analytical classification of various environmental factors may be;

Economic environment
Political-legal environment
Technological environment
Socio-cultural environment, and
. International environment
These environmental factors would ultimately determine the nature of an industry
and its competitive environment which is more relevant to an organization.

4.5.1 ECONOMIC ENVIRONMENT

S

Economic environment is by far the most important environmental factor which the
business organizations take into account. In fact, a business organization is an economic
unit of operation. Since the measurement of organizational performance is mostly in the
form of financial terms, often managers concentrate more on economic factors. The
economic environment is also important for non-business organizations too because such
organizations depend on the environment for their resource procurement which is greatly
determined by the economic factors. As such, the understanding of economic
environment is of crucial importance to strategic management.

Economic environment covers those factors which give shape and form to the
development of economic activities and may include factors like nature of economic
system, general economic conditions, various economic policies, and various production
factors.

From analytical point of view, various economic factors can be divided into two
broad categories; general economic conditions and factor market. The discussion of these
factors will bring out the nature of total economic environment.



A. GENERAL ECONOMIC CONDITIONS

General economic conditions of a country determine the extent to which various
organizations find the economic forces favourable or unfavourable. General economic
conditions are shaped by many forces, such as economic system, monetary policy, fiscal
policy and industrial policy of the country. However, the general economic conditions
are also affected by the political and social factors too. These economic conditions affect
national income, distribution of income, level of employment, factor market and product
market. In turn, all these factors affect the business organizations. An analysis of these
will give a picture of the conditions in which the organizations have to operate.

i.

ii.

iii.

ECONOMIC SYSTEM. The economic system of a country determines the
extent to which the organizations have to face different constraints and
controls by the economic factors. In three alternative economic systems -
capitalistic, mixed and socialistic - organizations have to face different
types of control ranging from total freedom to total control. An economic
system puts certain restrictions over the functioning of the organization.
Second, it provides lot of protection to an organization depending on its
nature. For example, public sector organizations are protected from private
organizations, local organizations from foreign organizations, small
organizations from large organizations, and so on.

NATIONAL INCOME AND ITS DISTRIBUTION. National income is
defined as the money value of economic activities of a country' during a
particular period, normally one year. National income determines the
purchasing power of people and consequently the demand of products.
Distribution of national income determines the types of products that may
be determined by the people.

MONETARY POLICY. Monetary policy regulates the economic growth
through the expansion or contraction of money supply. There are three
basic objectives of Indian monetary policy; (1) to provide necessary'
finance to the industries, particularly in private sector (2) to control the
inflationary pressure in the economy; and (3) to generate and maintain high
employment.

FISCAL POLICY: Fiscal policy deals with the tax structure and
governmental expenditure. Generally the fiscal policy is adopted for (I)
mobilizing maximum possible resources;(2) optical allocation of resources
so as to attain rapid growth ; (3) attainment of greater equality in the
distribution of income, and (4) maintenance of reasonably possible stability
of prices. There are two aspects of fiscal policy relevant to strategic
management. First, how tax structure is affecting the growth of individual
organizations and the industry as a whole. Second, how government’s
spending affects economic activities.



B. FACTOR MARKET OR SUPPLIER COMPONENTS

Organizations employ many factors of production - land, labour, capital,
managerial personnel, etc. The management should appraise the availability of these
factors so that suitable strategies can be adopted for their procurement and utilization.
The easy availability of these resources facilitates the organizational functioning. While
analyzing the factor market aspect of economic environment, following considerations
should be taken into account.

i.

ii.

iii.

iv.

NATURAL RESOURCES: The availability of natural resources- land,
minerals, fuel etc. becomes a strategic planning factor for organizations
requiring such resources in the production process. Normally location
pattern is decided on the basis of availability of these factors. In our
country, there are plenty of resources- land, water and minerals of various
types. However, in the absence of their proper exploitation and uses, these
resources are not able to give adequate benefits. Moreover, there is lack of
certain critical factors, for example, electricity, fuel etc. which affect the
organizational efficiency adversely.

INFRASTRUCTURAL FACILITIES: Infrastructure provides the various
supporting elements for the efficient functioning of the organizations.
These may include transportation, communication, banking services,
financial services, insurance, and so on. In our country, while these
facilities are available in plenty and at satisfactory' level at some places,
there is total absence or inadequacy at other places. For example, in urban
areas, these facilities are available to a reasonably satisfactory level but
these are lacking in rural areas where the scope for opening more business
operations is quite high. The government is emphasizing the development
of backward areas by giving various concessions to the organizations and
through creating the provisions for infrastructure.

RAW MATERIAL AND SUPPLIES: An organization requires continuous
flow of raw materials and other things to maintain its operations. The price
of materials, frequency and regularity of supply, and other terms and
conditions are important considerations in this respect. All these factors, in
turn, depend on the availability of natural resources, infrastructural
facilities, and general economic development of the country.

PLANT AND EQUIPMENT: An organization invests money in plant and
equipment because it expects a positive rate of return over cost in future.
The revenue from theuse of the plant and equipment should be sufficient so
as to cover the invested money, operating costs, and generate enough profit
to satisfy the organization. Great uncertainty in these would make the cost
of plant and equipment a more important strategic factor. The availability
of plant and equipment is dependent on the technical development of the
country and the government’s approach towards foreign technical
collaboration.

FINANCIAL FACILITIES: Financial facilities are required start and
operate the organization. The external sources of finance are share capital,



vi.

banking and other financial institutions, and unorganized capital markets.
The recent changes in Indian capital market indicate the availability of
plenty of finance both from the financial institutions as well as from
general public. In fact the organization and working of Indian capital
market can be compared favourably with many industrially advanced
countries. The availability of finance coupled with various incentives
attached is a facilitating factor. However, such facilities have been utilized
by the few large scale and medium scale organizations.

MANPOWER AND PRODUCTIVITY: w'hile the availability of factors of
production affects the development of the country as well as individual
organizations, the level of productivity affects the organizational
efficiency and profitability. The productivity of both human and physical
factors is dependent on many factors, for example, the type of technology
used, the production process applied, the organizational processes, and the
use of managerial techniques.

While analyzing the economic environment, the organization intending to a
particular business sector may ask the following questions:

therein?

Does the economic system allow entering the business sector sought?
Communist countries’ economic system has lot of such barriers.

What is the stage of economic growth and what is rate of growth? Is it
maturing, declining, or at take-off stage?

What is the level of income- national and per capita? Docs it offer market
of large size?

What are the incidents of taxes, both direct and indirect, in general and on
specific products?

What are the infrastructural facilities available and what are bottlenecks

Are critical raw materials and components available and at what costs?
What are the sources of financial resources and what are their costs?

Are adequate manpower- managerial, technical and workers- available and
what are their salary and wage structures? What is the level of their
productivity?

4.5.2 POLITICAL LEGAL ENVIRONMENT

Political- legal environment is an important factor particularly in a mixed economy like
ours, and affects the working of business organizations significantly. Political- legal
environment of a country includes the following elements:

Political system such as political processes, political organizations- political parties and
Their ideologies, political stability, and extent of bureaucratic delays and red-tapism;

Defense and foreign policies like defense expenditure, maintenance of external
relationships with other countries, defining most favoured countries from business point



Legal rules of the game of business- their formulation, implementation, efficiency,
andeffectiveness.

Political- legal environment of a country can be bifurcated into two parts
depending on the nature of their impact on business organizations:

a. Promoting environment and
b. Regulatory environment.

Promoting environment

Promoting environment of political-legal aspect of business includes the
stimulation of business through the provisions of various facilities and incentives,
protecting home markets from the invasion of foreign competitors, taking direct role of
promoting business organizations, and purchasing from business organizations.
Government has provided all these in Indian economic system. It has involved itself in
providing various facilities in the form of infrastructure- transport, electricity, banking
and finance, postal and telecommunication, etc.; helping to promote Indian business
abroad; promotion of business organizations in public and joint sectors; provisions of
concessions and benefits of various types for industries located in specified areas; and so
on. Though many features of these have changed over the period of time, they have
contributed a lot to the development of industries in India.

Regulatory Environment

Regulatory environment is just opposite to promoting environment; it puts certain
restrictions on the operations of business organizations. However, these restrictions are
not of arbitrary nature but are based on the nature of a social system. In a social system,
this is a very old story reaching down through the history of mankind: there is no
freedom without laws. In Indian context, regulatory environment consists of the factors
related to the regulation of business operations of organizations by prescribing their
freedom to operate in certain areas of business and the practices that they are required to
follow in conducting their business. These have been prescribed by legislative measures
in the form of various laws and policy formulation from time to time. Though many
changes have taken place in India’s regulatory environment, major regulations in force
are as follows:

Control through industrial policies and licensing,

Control of monopolies and restrictive trade practices,

Control through Foreign Exchange Management Act,

Control on import and export,

Control over foreign operations, collaborations, and joint ventures,
Control over distribution and pricing of certain goods,

Control to protect consumer interest,

Control over environment pollution, and

9. Control of procedural matters through the Companies Act.

All these controls are exercised within the framework of the constitution of India
which has provisions to put control over the arbitrary actions of the government.

In analyzing political-legal environment, an organization may put the following
questions:
1. How does the political system influence the business?
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What are the approaches of the government towards business? Are they
restrictive or facilitating?

What are facilities and incentives offered by the government?

What are the legal restrictions in entering a particular industry segment
either because of licensing requirement or it being reserved to a specific
sector such as public sector or small-scale sector?

What are the restrictions in importing technology, capital goods, and raw
materials?

What are the restrictions in exporting products and services? What are the
export obligations?

What are the restrictions on pricing and distribution of goods?

What are the procedural formalities required in setting a business?

4.5.3 Technological environment

r

Technological environment is important for business as it affects the type of conversion
process that it may adopt for its purpose. The technological environment refers to the
sum total of knowledge providing ways to do things. It may include inventions and
techniques which affect the ways of doing things, that is designing, producing, and
distributing products. A given technology affects an organization in the way it is
organized and faces competition. From strategic management point of view, technology
has following implications:

i.

ii.

iii.

iv.

Technology is a major source of productivity increase. Though human
beings are primarily responsible for handling technology, their efficiency
is determined by the type of technology being used.

Various jobs in an organization being performed by individuals are
determined by the technology being used. If there is a change in
technology, the jobs are changed because technology determines the level
of skills required.

Technology influences the social situations, that is, the size of groups,
membership of group, patterns of interpersonal interactions, opportunity to
control activities arc influenced in a variety of ways by technology.

Organizations become more secured by developing efficiency through the
adoption of efficient technology. However, as the technology becomes
more complex, it becomes relatively more difficult for new organizations
to enter the field.

There is a time gap in employing new technologies both within an
organization and among organizations in a field. Time gap within the
organization means that adjustment to technological innovation will be
spread over a number of years and is not amenable to a direct, one- change
solution, with the industry,. It means that if a new technology is adopted by
an organization, others in the same industry will follow soon, however,
because of time gap, the first organization will have some sort of
monopolistic advantages.



Petrov has analyzed strategic implications of technological environment as follows:

1. It can change relative competitive cost position within a business;
2. It can create new markets and new business segments; and
3. It can collapse or merge previously independent business by reducing or

eliminating their segment cost barriers.

The technological -environment of the country is fast changing because of import
of technology' from foreign countries or because of technology' generated out of
research and development within the country'. The Government is quite liberal in regard
to the import of appropriate technology from foreign. It is also encouraging the
development of internal technology though various incentives to the business
organizations concerned as well as through other institutions and laboratories of Council
of Scientific and Industrial Research and other technical institutions. Thus, the managers
have to work in an environment where technological change is the order of day. Its
result is that they have to be more conscious to take the advantages of such changes.

In analyzing technological environment, the organizations may ask the following
questions:

1. What is the level of technological development in the country as a whole
and specific business sectors?
What is the pace of technological changes and technological obsolescence?
. What are the sources from which technology can be acquired?
4. What are the restrictions and facilities for technology transfer and time
taken for absorption of technology?

4.5.4 SOCIO CULTURAL ENVIRONMENT
Social and cultural environment is quite comprehensive because it may include the total
social factors within which an organization operates. In fact, the political and legal
environment is closely intertwined with social and cultural environment because laws
are passed as a result of social pressures and problems. The socio- cultural environment
of business can be defined as follows:

Social and cultural environment consists of attitudes, beliefs, desires,
expectations, education and customs of the society at a given point of time.

Thus, social and cultural environment, in its broad sense, includes many aspects
of society and its various constituents. From business organisation’s point of view, it

may include:
i) Expectations of the society from the business;
i) Attitudes of society towards business and its management;
iii) Views towards achievement of work;
iv) Views towards authority structure, responsibility and positions,
v) Views towards customs, traditions, and conventions;
vi) Class structure and labour mobility; and

vii) Level of education.
