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INTRODUCTION_

it can take a leading role in setting the direction of an organisation’s development and
f securing its future. It is arguably the only business management activity that can stake this
: claim. The global financial crisis (CGEC) illustrated that business survival under difficult
economic conditions is dependent on the quality of an organisation’s strategic manage-
ment, Organisations that depended heavily on the prospetous business conditions that
led up to the GFC faltered and collapsed as a result of the challenges that the GEC intro-
duced. Businesses that took advantage of the opportunities available during those pros-
perous conditions to strengthen their competitiveness and build resources were ahle to
weather the GFC much better. In fact, some companies were actually able o grow during
the GFC by acquiring the market share of competitors that had collapsed, while others

{such as the four major Australian banks) acquired struggling competitors for attractive
prices,

Despite the clear benefits of strategic management, many organisations review their strat-
egies thoroughly only during times of crisis or when a new chief executive officer (CEO) is
employed.” One of the more popular business newspaper interview topics for incoming
CEOs tends to be the challenges that they will face when attempting to improve the
performance of a struggling organisation under difficult industry or economic conditions.
Incoming CEOs frequently find that the organisation’s strategies are already out of date
when they take up their new roles, which tends to make their primary responsibility to

introduce new strategies that are more appropriate with regard to the organisation’s capa-
bilities and its external environment. :

- Telstra, a large Australian telecommunications coiﬁpany, provides a good example
 of this phenomena; (Telstra’s strategies are discussed in Strategy capsule 1.4.) The pre-
" vious CEO, Sol Trujillo, was frequently interviewed by the business media regarding
+ his new strategies for supporting Telstra’s transformation from a government-owined
Latility (Telecom Australia) to a publicly listed telecommunications carrier with an
;annual turnover of A$25 billion in 2012, The Australiangzgovernment’s plans for
. Telstra’s privatisation required it to improve its performarf’ff 'to the point where it
could fully support its costs and return a profit. Without this level of performance,
the Telstra shares that the government released would have attracted a lower price.
- Trjillo was employed as CEO to make these changes. In the lead-up to the final share
Telease and over the period 2005-09, he iniroduced major changes in the company’s
elecommunications infrastructure, consolidated staffing, improved efficiency and signifi-
dntly altered the relationship of the company with the government, All these changes
Were designed to improve the performance of the organisation. The result was a strong
share float price on the Australian Securities Exchange (ASX) and the biggest volume
tade ever experienced on the Australian stock market. Trujillo was then replaced
B0 David Thodey. The media interviews then focused on how Thodey would deal
th some of the issues arising from the strategies that Trujillo had introduced {such as
died relationships with the Australian government) and the strategic changes that he
uld make, :
trategic management is clearly a central issue for all organisations. It is not
iple process, however. Modern strategic management principles are the result of
century of large-scale global research, debate and inquiry. They contain many
stons, and perspectives within each of those dimensions. This text will navi-
1€ central themes of conternporary strategic management and present them as a -
of thought, creativity and planning. This chapter will provide an overview of

The Qantas scene setter demonstrates how creative strategic management can be and how
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strategic management in today’s business environment, its principal benefits and intro-
duce somne of the central themes upon which it is based. It is important to note that
the principles presented in this chapter are equally applicable to commercial, non-
government and not-for-profit organisations such as public-sector organisations and
charities. Thus, wherever there is a reference to businesses and business-level strategy, the
concepts will be interchangeable with other organisational contexts and organisational
strategies,

WHAT IS STRATEGIC MANAGEMENT?

Strategic management is the process of directing and strengthening an organjsation in
its competition with other organisations, Strategic management theories explain why
organisations succeed or fail.” The actions an organisation takes in competing have
been found to be a much more significant factor in determining the organisation’s pet-
formance than the business environment in which it operates. Strategies vary enormously
between companies, even within a single industry. Within any industry there will be a
broad range of organisations: small, large, public, private, manufacturing, service, dom-
estic and global. These companies will experience a large variation in performance and
opportunities and will display different approaches to competing and markets. Under-
standing these differences and how they impact on success is fundamental to the study
of strategy, '

Contemporary strategic management considers that performance s affected by the char-
acteristics of the organisation and its environment, in that order. Strategic management is
the process of matching the organisation’s characteristics {e.g. strengths and weaknesses)
to the external environment (which provides opportunities and threats).'® This process
of matching the organisation to its environment is a continuous process of analysis, syn-
thesis, action-taking and evaluation. A

An underlying assumption of strategic management is that those responsible for :
decision making can positively influence the success of their organisations through their :
decisions. Instead of simgjg"-fesponding to environmental factors, such as opportunities,
sentor decision makers Hake adjustments to direct the organisation along the path that
they believe will lead to long-term success. Oster refers to this strategy planning and |
implementation as ‘directed evolution’" Mostly, these adjustments are relatively minor;
however, they can sometimes be quite dramatic, such as a diversified company’s decision 7
to exit a particular market where it is not successful. Coo

For most types of organisation, extensive surveys have determined that strategy
does indeed drive business success.!? The relationship between strategy and success
has been harder to demonstrate for public sector and small organisations because they
frequently do not possess formalised and reportable strategies that can be measured,
even if they are using strategy to create success. So, for these organisations, the jury i
still out, :

Strategy requires managers to make a continual stream of decisions to match their:i
objectives, the external environtnent and the conditions within the organisation. This
means that decision making is a fundamental component of strategy, Of course, not a
organisational choices or decisions are ‘strategic’13 Predominantly, strategic decisions a
focused on the long-term success of the organisation — short-term successes are moré
frequently the response of tactical and operational level decisions, However, sometim
these decisions can evolve into formal strategies, as we will discuss later on. In additic
strategies are almost exclusively aimed at achieving an advantage over competitors, n
matter whether the objective is profitability, market share or funding, Finally, strategf




ntro- determine the scope of the organisation’s activities and the achievement of fit between the

that ; organisation and its environment, 14 .
non- P Implicit in this description of strategic decisions is the commitment of key
and : organisational resources to achieving specified outcomes. These resources will not
v the be only financial; they will usually include key staff members, physical and infor-
jonal mation resources, The more irrevocable the commitment of these resources, the more
- ‘strategic’ becomes the decision to commit.!s The military allegory of ‘burning your
bridges’ demonstrates this irrevocable commitment, as does the economics concept of
‘sunk costs’ ’ :
The pattern of decisions or actions taken by managers constitutes the organisation’s
o strategy. Some strategy theorists believe that this pattern of decision making should be a
on I rational and deliberate process of long-term planning, This is represented in Chandler’s
: Wb-Y classic definition of strategy as ‘the determination of the basic long-term goals and objec-
have . . . . .
tives of an enterprise and the adoption of courses of action and the allocation of resources
s per necessary for carrying out these goals''® Other strategists, such as Burgelinan suggest that
ously ‘strategy is a theory about the reasons for past and current success of the organisation’!”
Ibea In other words, some strategies result from emergent, rather than planned, actions. Under-
dqm— taking and identifying these discussions as planned strategy presumes that the organ-
];-32;] “isation is in control of its destiny. This perspective on strategy will be discussed in more

detail shortly.

Why does an organisation need strategy?

" Apart from ensuring survival, a strategy acts as the key driver of how and where the

~-organisation invests its resources. The strategy of an organisation will be evident in its
7 “ pattern of resource development. Strategies can alse be responsible for ensuring that
- -the organisation has sufficient flexibility to respond to environmental changes. This is
~ :a'vety important strategic outcome for many organisations. The business environment
" Hi‘most industries is becoming increasingly complex — customer needs are changing
--rapidly, customers are becoming more demanding, and the ability of competitors
{(local, regional, national and multinational) to takgfftivantage of the weaknesses of
th_e,r' ‘Organisations is much stronger than before, Stléa”f'egy as the management of the
nterface between an organisation and its external environment must respond to these

~“To"achieve flexibility, the strategic management process must focus on keeping the
rganisation adept at anticipating, planning for and dealing with unexpected change. A
d’strategic management process fosters awareness of the need for innovation in all

ipline of strategic management incorporates different perspectives on how the
anagement process occurs in practice. One of the most critical of these is
which strategy can actually be planned and how much emerges from
lon’s -actions. The debate between these two positions, which took place
Us,.led to the concept of modern strategic management. The reasoning
different views provides many insights into the modern concept of strategic

as-one of the strong promoters of the modern form of strategic marnage-

ed that strategy could be viewed as ‘five Ps"- plan, ploy, pattetn, position
hown in table 1,118
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TABLE 11 Mintzberg's five Ps for stratagy’

Strategy as plan ‘ Consciously intended course of action

Strategy as ploy Spacific manoeuvre to outwit oppanants -
Strategy as patfern Pattern in a stream of actions )
Strategy as position - | Position in relation to the organisation's envirsnment

Strategy as perspective The organisation’s shared mindset

In most cases, strategy development constitutes a plan, a consciously intended course
action that is premeditated and deliberate with strategies realised as intended, Mintzbe
concept of strategy as ploy represents a specific plan, Ploy suggests engaging in specific-
tics to outmanoeuvre or outsmart opponents, These two perspectives are reflected in
planned or design view of strategy.

Strategy can also be viewed as a pattern 'in a stream of actions’ taken by members of
organisation, The pattern explains observable consistencies in behaviour or actions t
emerge over time, reflecting a combination of strategy as experience and ideas. Whet
intended or not, these consistencies in behaviour constitute the strategy. If strategy as p
refers to deliberate and intentional strategy that may or may not be realised, then strat
as pattern suggests unplanned strategy — patterns or consistencies that are realised ¢
pite, or in the absence of, intentions, !

Mintzberg's concept of strategy as position concerns an organisation’s strateglc position
in relation to its environment. By asking questions such as ‘how 1s a market niche .
ated? or 'how can the organisation protect its position?’, an organisation scans its exter
environment.and monitors trends that may affect the organisational/environmental
This suggests that strategy might also come about in opportunistic ways to take advant
of changes in the environment, or as the organisation develops or acquires new skills ;
competencies. Otganisations that are skilled at anticipating or even precipitating envir
mental shifts and position themselves strategically to exploit these shifts ahead of
petitors are likely to:diaiv on both experience and innovative ideas.

While strategy as*position seeks to place the organisation in its external environmu
the concept of strategy as perspective looks inside the ‘mind” of the orgamsatlon and t
to understand its shared world view. Strategy as perspective ‘is 1o the organisation w
personality is to the individual’?® Perspective represents the shared mindset of the org
isation, its values and its belief system, which frame organisational action and behavic
As the heart and soul of the organisation, perspective, unlike a plan or position, is3
difficult, if not impossible, to change. The definition of strategy as perspective is stror
linked to the concept of organisational culture,

Weick took the concept of strategy as position further and argued that there ar
number of substitutes for strategic planning that can still result in successful - org
isational performance.” These include staff members’ skills, the type of work that
organisation performs, the choice of the way operations are managed and the pringd
features of its environment — all of which force the organisation to take certain actic
Weick did not argue that strategy is absent, but suggested that it is contained in
day-to-day behaviours of distributed actors throughout the organisation and need
be a formal process of direction setting by senior management. These behaviours
also known as tactics and are differentiated from formal strategic management by be
purely responsive, rather than premeditated. Strategy capsule 1.1 explains how a sir
tactic, rather than a planned strategy, enabled a small Australian business to expi
extremely rapidly. ; ‘

i




Strategy as focus

The Boost Juice Company was established by
entrepreneur Janine Allis, who wanted to hring
healthy fruit juices to Australia.22 Allis built the
organisation up from its modest beginnings in
Melbourne where she started mixing up some
‘wicked juice and smoothie blends’ in her own
garage.”® By 2005, Boost Juice had expanded
to 180 retail juice outlets across Australia and
its brand awareness had risen ta 94 per cent,24
By 2012, Boost Juice operated 240 retail out-
lets in 16 countries?® and its turnéver was
approximately A$135 million.? In 2004, Janine
: Allis was awarded Telstra's Businesswoman of
g theYear award for her entrepreneurialism 2

: Boost Juice has expanded its operations
through franchising. It operates a system com-
prising master franchisees (franchisors who
i} own a number of juice bars) and individual
i franchisees who operate single juice bars. This
H response to the competitive conditions in the market (juice bars are easy to establish
{ and the drinks bar industry is wal] developed in most countries) enabled the organ-
o isation to finance a massive rate of growth and capture an emerging niche (fresh juice
bars). As the franchisees provide the expansion capital, this was a low-risk approach
for Boost Juice. The main benefit of this tactic, however, was to gain access to expan-
-sion capital on a scale that competitors could not match. This provided Boost Juice
with the opportunity to become a market leader in a short space of time,2®

o

~ -Boost Juice's tactic was very successful, enabling it to grow veryirapidly. It was not suf-
ficient, however, to ensure it would keep its competitive position as competitors entered
~the new market it had helped create. A more sophisticated strategy was required. So, Boost
- Juice adopted a much more formal business structure and was sold to a large international
.- investment company -- an’ action that ensured that it would have access to sufficient
. caphtal in the future.?? :
-2 The success Boost Juice enjoyed in its early days was undoubtedly due to its focus on
asingle tactic, Inkpen and Choudhury support this view and argue that the absence of
ormal stzategy can introduce a level of flexibility which is advantageous under some con-
.it:_i,o:rl_ls.g"= This flexibility may be critical in oIganisations that are operating in turbulent
environments when fong:term planning is impossible and no organisation can make
Irevocable commitments to a specific strategy, They point out that strategies. ‘may act
' l?'l_i_m_iers and block out an organisation'’s peripheral vision'3 The absence of formal
Hegy may foster fiexibility. and innovation in some cases, leading to successful new
.-,.I..?‘..S_-:'a:l)f_i Products. This was the cage for the development of the magnetic audio tape.
BASE 5 a iarg_er German chemical manufacturer, One of its engineers developed a tech-
1qu f_O._'I‘.-ifl'Corthrating ron oxide into a plastic strip and created the magnetic audio
B _'ﬁﬁ-however, had no intention of entering the audio recording equipment industry
ahtead licensed the technology to Sony, No further innovation in this area occurred
'EVE’F:I.PUQH}; realising thatr this was a mistake, BASF belatedly entered the audio-
_fﬂ,C@L_lrlng industry. Software organisations (e.g. Microsoft Corporation) tend to
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emergent

strategies: strategies
resulting from decisions
made by managers in the
organisation in response to
external events or conditions
within the organisation

depend more heavily on being flexible and taking up opportunities as they emerge, rathc
than relying on a formal strategy that dictates the way in which the organisation is expecte
to develop. 'This reflects the very rapid rate of change in the factors that lead to success i
software development, which makes it impossible to predict the likely future environmer
of such an organisation. The absence of the constraints that a formal strategy may impos
on the organisation could be important for organisations whose current environment -
too turbulent for sensible long-term decision making,

Emergent strategy

Mintzberg's description of strategy as possessing an unplanned dimension introduces th
idea of emergent strategy. Emergent strategies are unplanned strategies that result fror
decisions made by management at various levels in the organisation, which end up havin
a significant impact upon the performance of the organisation and, ultimately, becom
part of its strategy. Emergent strategy is reflected in behaviours of companies such as BAS
and Microsoft Corporation as discussed previously. Emergent strategies also tend to evoly
frorn the organisational flexibility that Inkpen and Choudhury identified as important fc
mote turbulent business environments.

Emergent strategies will be considered in the section on strategy implementation at th
end of this chapter. However, not only do they arise from decisions made that have a str:
tegic impact upon the organisation, they can also result from environmental changes th:
force the organisation to react. For example, Woolworths (Safeway), the leading supe:
market chain in Australia, entered into a partnership with Caltex Australia to retail petro
This partnership gave Woolworths access to the benefits of the petrol retail industry, Thi
partnership created a major change to the environment of Woolworths' principal cor
petitor, Coles. Coles was forced to diversify into the petrol retail industry as well.32 Cole
decided that acquisition of a petrol retail licence from Sheil {a global petrochemical corr
pany) was the most appropriate approach to take and so an emergent strategy for-Coles ¢
developing a petrol retail division resulted.

Studies have shown,ghat organisations do not usually adopt purely emergent or purel
planned strategies, bu{ffiormally end up with a combination of both. The more rapi
the rate of change in the organisation’s external environment, the more significant th
emergent component of the strategy becomes.® Interestingly, there is no evidence f¢
whether an emergent or a planned strategy will tesult in a greater level of performani
On the other hand, strategies that fit the external environment better have been shown t
increase business performance.®*

APPLYING STRATEGY — THE
FORMULATION PROCESS

0 PART 1 INTRODUCTION

 Strategic management is a broad field of study that is influenced by diverse and often con

tlicting theories of strategy; so, how can it be applied in a manageable- way? Whittingtoi
provides an answer by identifying four strategy formulating processes: classical, evold
tionary, processual and systemic. These processes are measured using two dimensions®;’

- 1. The extent to which the perspective assumes a single profit-masimising motive versus
a broader (pluralist) one. :
2. The extent to which the theqries assume that strategic management is a deliberate,
rational planning process versus an emergent process,

The processes and the dimensions are illustrated in figure 1.13, .




Qutcomes

Profit-maximising

A

Processes Ciassical Evelutionary
Delibsrate -t - Ermargent
Systemic Processual
ing's Own Institute : ',
King Pluralist

Library & Information Centre.

Classical formulation adopts profit as the principal objective and pursues this in a rational
and calculating manner. Tt has strong connections with both military history and classical
economics theory where the strategy is driven by a single decision maker with a single
objective. In military history, it is the general who dictates actions; in economics, the econ-
omist pursues clear, financial goals through rational and analytic means.?”

Fuolutionary formulation reflects mote of the environment, rather than internal plan-
ning, in the decisions, Here, the influence of decision makers is deemned weaker and it is
assumed that the environment determines the types of organisations that are successful:
organisations either adapt to environmental pressures or cease to exist. This approach can

. provide a powerful ‘reality check’ for strategic decisions,
7 iProcessual formulation reflects the realities of organisational life, which are influenced
- by politics, divergent interests of multiple stakeholders and organisational culture. This
formulation approach produces strategy incrementally and necessarily represents a com-
- promise betweén a theoretically optimal strategy and one that can be successtully imple-
= :.'mented As markets rarely work according to the rules of perfect competition, a theoretical
s 'decmon making approach will not prove to be aptimal in practicg. ...
System:c formulation reflects the internal and external conte which strategy takes
i ]:_tlace Tt allows for the behaviour of people; instifutions and organisations, and is influ-
eniced by the social and economic systems in which they operate, For example, capital
~ markets, -government policy, industry standards, and legal and accounting systems may all
limit, constrain or even drive strategic actions.
Of course, none of these strategy formulation approaches are right or wrong — they are
p y.alternatives. Tt is not possible to specify a particular formulation process or specific
] ns because the formulation of strategy is not a predictable process — it is creative.
rategy _reﬂ_ects how the parties involved believe the organisation should develop,
the information available, In most cases, the formulation process is complex.
ccording to Davies, the process typically comprises three key determinants:
the strategy itself and resources necessary to meet the organisation’s objectives.*®
problem that successful organisations experience is that past successes will tend to
drive fuitu str_ateglc thinking, As a result, it often becomes extremely difficult to stop the
gstanding routines and behaviours that were established to support past successes, but
4y no 'lon_ger be appropriate.® In their study of change at BHP, Lewis, Clark and
bserved a rigid commitment to past approaches, even when confronted with their
rodiice results in the present.*® They concluded that organisations ‘become
€ emphatic success of the past’ Innovation is stifled as managers become hesi-
and performance suffers.. :
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In order to compete effectively, an organisation has to adopt a strategy process that w:
result in.an innovative strategy. Some approaches to this are more successful than othes
With a plan to produce innovative and creative strategies in mind, Whittington's categori

{shown in figure 1.1} can be rephrased as a description of these four common strategy fo

mulation approaches:

* Sequential — formulation is regarded as a set of activities, each informed by others,

» Incremental and interactive — a combination of analysis, choice and implementation

* Hierarchical - formulation is mainly information-driven by the results of activities
performed at different organisational levels,

* Revolutionary — formulation is organic, innovation-driven, part plannmg and part tri
and error.

Sequential ap_proach

The sequential or classic strategy formulation approach is often considered to be the ‘sta
dard’ approach and is sometimes thought to be a strict sequence of steps. The sequenU
approach comprises:

+ gathering information about your situation and the environment

determining the directions to take, given the information available

selecting a specific direction

taking steps to implement your decision

managing, monitoring and controlling your actions to achieve the desued outcome.
It is important to note that the organisation’s direction must be set within the over:
context of its vision and values, adequate information must be available at each step f
making decisions, and feedback occurs between the process steps.

Because of the need for specific information at each stage, this strategy formulatlon pr
cess cannot be a rigid sequence of steps. For example, the analysis required 'to help set tl
strategic direction will need to be finetuned as the appropriate direction becomes appare
and more information on specific direction is required. In addition; the implementatic
of the strategy may identify issues that require a modification of the selected. direction ar
a possible demand fo‘?«émme analysis,

The sequential apProach is a simple and frequently adopted model that does incc
porate the key components of strategic management and, in particular, strategic thinkin:

. & & @

Incremental and interactive approach

The sequential view of strategy formulation has one major weakness: the necessary infc
mation and possible directions are not readily available after each step. In many cases, t
process needs to be iterative and some steps will have fo occur concurrently,

An incremental approach to the process of formulating strategy will result in the ew
utionary and gradual development of strategy, as compared to a deliberate, once- off ar
sequential approach that is often used by senior management. ! _

This logical incrementalism may result in a more ‘ordered” evolution of strategy, It wi
however, be inappropriate when the organisation’s environment is changing too rapfdly
which has been the case for most industries in the last ten years due to the demand f
innovation and the impact of technological change.

Hlerarchical approach

A hierarchical approach to formulatmg strategy focuses on the information flow betwe'
the levels within the organisation. Strategy formulation becomes stratified when ea
level in the organisation collects and processes only information that is considered -




be relevant to that level. Under this approach, strategy is usually a response to a strategic
demand from a higher level which has delivered its expectations to the next lower level.-

The hierarchical approach is often used in large, highly diversified organisations in
which corporate level strategy is focused on identifying industries where the organisation
should be .competing. Within each of these industries, business unit managers create
business-level strategies that they believe will enable them to compete effectively. Division-
level managers then implement those strategies at the functional level (e g. marketing, pur-
chasing and design).

This i an approach in which strategies are formulated at the corporate Ievel business
level and functional level, however, limited communication between the organisation’s
hierarchical levels can cause a lack of integration of strategic objectives, This tends to result
in the different level strategies competing with one another, especially for resources,

Revolutionary approach

The revolutionary approach to formulating strategy, developed in the 1990s, is defined by
Hamel and Markides** as being part planning and part trial and error until a successful
approach is identified. Planning is a necessary element of this process and helps to elim-
inate undesirable options and provide information and structure. With this firm foun-
dation, the organisation can then conduct controlled experiments to identify unique and
sticcessful strategies.
Markides suggests that a good starting point for a revolutionary approach to strategy

formulation is consideration of the following guestions.**

» 'Who are our customers, or who should be our customers?
.. * What do we offer our customers in terms of value added?

_;;‘ ‘How do we go about doing the above two things?
e To successfully answer these questions, it is important to encourage as large a portion
:f -_of. staff members as possible to understand the fundamental purpose of the organisation
A how the organisation needs to react to its external environment. Involving a signifi-
nt proportion of the organisation in strategic thmkmg is an important precondmon for
the emergence of innovative and successful strategy.*®

il
or:

King's Own Institute
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on that strategy is something that should happen way up there, far removed
detaﬂ_s_ of running an organisation on a daily basis, is one of the great fallacies
onal strategic management. modem approach to strategy
e . formulation: combining
wever, strategy is normally developed through a combination of design  gmergent and planned

is is called the modern approach to strategy formulation. At the approaches in the
ateEY is:developed in a board meeting by the top management team as part ~ development of strategy
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strategic principle: a pithy,
memorable distillation of
strategy that guides staff
members as it empowers
them
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of a strategic planning process. At the emergent level, strategy is continually created by
the decisions made by every member of the organisation — especially by middle manage-
ment. The decentralised, bottom-up process of emergent strategy formulation may even
be more dominant than formal, top-down strategy formulation, For example, Intel Cor-
poration’s decision to abandon manufacturing memery chips and concentrate on manu-
facturing microprocessors was initiated through a host of decentralised decisions, which
were taken by divisional and plant managers that were subsequently acknowledged by top
management and formed a key part of its strategy.*’

Combining emergent and planned strategy maximises the responsiveness and adapt:
ability of the strategic management processes, Corporate headquarters set guidelines in the
form of mission statements, business principles and performance targets, while the indi-
vidual business units take the lead in formulating strategic plans at the business-unit level.
Within the strategic plans that they design, divisional and business unit managers usually
have considerable freedom to adjust, adapt and experiment,

The modern approach to strategy formulation can also be supported by strategic
principles, which are distillations of the organisation’s strategy and are intended t¢
guide staff when making decisions. For example, Tack Welch's :-management of General
Electric was based on simple directives: ‘be number one or number two ifi your sector),
‘simplicity . . . self-confidence’, ‘achieve six-sigma quality’, combined with strong perfot:
mance incentives and considerable autonomy for divisional managers, The result was
outstanding financial performance, rapid response to change and a high level of interna
cohesiveness in one of the world’s biggest and most complex companies. While high
levels of divisional autonomy can result in significant variations in performance and out:
comes between divisions (e.g. one division may focus on revenue while another divisior
focuses on profitability), the performiance incentives and simplicity of the principal ob'ecf
tives (be number one) ensured that the divisions’ performances and outcomes remamec
similar, ;

The optimal balance between design and emergent strategy depends on the stabﬂltg
of the .external environmert, For example, postal services nermally experience rela:
tively stable env1r0nmé 18, They can use top-down, formalised approaches to plannm‘
strategy. Organlsatlons'whose environments are fast changing and unpredictable, such a
resource sector companies, must limit their strategic planning to a few strategic prmc1pief
and guidelines; the rest of their strategies emerge in response to’ new developments._rFo':
example, BHP Billiton operates with the stritegic principles of managing and building
its assets, focusing on performance and results and building trust with all stakeholder
through communication and reliability.*® i

The modern strategy formulation process provides guidance for the decisions of
individual or organisation, in the face of changing conditions. But why can't mdmcluals
or organisations make optimal decisions in the absence of this guidance? Consider th
1997 ‘man versus computer’ chess epic in which Garry Kasparov — the former Wolt
Chess Champion — was defeated by IBM's computer ‘Deep Blue’ Deep Blue did not neg
strategy. Its phenomenal memory and computing power allowed it to identify optlmi
moves.*® Kasparov's analysis was.subject to the limitations of his mental abilities, whid
did not enable him to identify as many effective moves on this occasion,”® Hunidl
chess players normally incorporate a planned element in their strategy as a guide for::ﬁi:
decision-making process; it reduces-the range of potential options available and so simpl
fies the task of selecting the most optimal decision. :

The planned component of modern strategy improves decision makmg in several w
Firstly, it simplifies decision making by constraining the range of decision altern_ati._‘,..‘_
considered and by acting as a heuristic — a rute of thumb — that reduces the c'ompléz_ﬂm




of the process of identifying the best decision, Secondly, it permits the knowledge of dif-

ja
g

lage- 4 ferent individuals to be pooled and integrated so that decision making is better informed,
even 1 Thirdly, it facilitates the use of developed analytic tools which support the decision-
Go- making process, )

anu-

Strategic intent

Strategic intent focuses on how the organisation will compete and what it will become
in the future, Strategic intent is a set of aspirations intended to motivate and inspire the
organisation. Hamel and Prahalad argue that:

strategic intent creates an extreme misfit between resources and ambitions. Top m311age-
ment then challenges the organisation to close the gap by building new competitive
advantages. :

They also believe that planned strategy should focus less on process matching and
resource allocation and more on stretch and resource leverage.5* The evidence from busi-
nesses such as the Toyota Motor Corporation and the Virgin Group is that when resources
ate scarce, a company can perform well by developing ambition and innovation to drive
staff to focus on applying the limited resources available to the organisation’s principal
goals. The scarcity of resources éncourages the organisation and staff membeis to prioritise
resoirrce allocation and reduces the opportunity to apply resources to non-critical out-
comes. In addition, this focus introduces very little complexity and so simplifies decision
making and operations, while encouraging innovations directly related to the principal
objectives (e.g. better ways to interface with customers). Collins and Porras coined the
ferm ‘big, hairy, ambitious goals’ to explain how companies such as The Walt Disney
Company and 3M have utilised strategic intent to generate high levels of performance
through exceptional levels of employee commitment and focus.*® Strategic intent is the

" reason that many successful organisations have inspirational vision and mission state-
mefts (e.g. British Airways' ‘the world's favourite airline’ and the Virgin Group’s ‘value for
money, quality, innovation, fun and a sense of competitive c}}@ljenge’).s“

‘Strategic thinking S
- Strategic thinking extends the idea of strategic intent (which was developed in 1989) to
cover the whole strategy formulation process and not just the broad thrust and objec-
ives. It is one of the most important features of modern strategic management and is
Iterent to_its precursor, strategic. planning, which strategic management replaced in the
280s.-Strategic planning assumed that the external environment was sufficiently static
predictable, and that the organisation could focus most of its attention on how it
Id develop itself through growth, moving into new markets and dealing with competi-
As the. external environment became more unpredictable due to globalisation, war
nomic crises, this approach to strategy creation became unable to produce sus-
Q!{lpetiti&’eness. Strategic thinking represents a shift from planning how to develop
anisation to considering the mission, vision, principles, guidelines and targets.
d Branson’s Virgin Group provides a good example of the art of strategic thinking.
-absence of a formal long-term plan for the development of new business
"mgrkets for the company, these business units are continually introduced as
H€s. present themselves. This reflects Branson's focus on strategic thinking, which
Eroup to quickly make decisions about new opportunities, as they arise, using
‘making heuristics resulting from the group's strategic thinking 5

- -Andseco
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strategic intent: the broad
outline of a strategy leading to
a set of challenging objectives

strategic planning: an
approach to setting strategy
popular in the 1970s and 1980s
in which long-term plans

far the size, structure and
activities of the organisation
were developed

strategic thinking:
understanding the
environmental conditions,
particularly those that

are most critical to the
organisation, and developing
an organisation that will
pearform as strongly as
possible in those conditions




differentiation: creating

an observable diffarence
between products, services
and the way in which g
business Operates, relative to
competitors

stakeholiders: Organisations
and individuals to whom
the organisation has a
commitment and who have
expectations of what the
organisation does

competitive advantage: a
characteristic, featyre

Or opportunity that an
organisation possesses that
will make it more attractive
than its competitors
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The adoption of strategic thinking does not weaken the role of strategy; f
thinking encourages the organisation to develop the responsiveness to unant
evens. For example, if a business Operates in a turbulent environment with
formulated Strategy, strategic thinking will conclude that the strategy must embra
bility and responsiveness. Ag Michael Porter notes, strategy is not about doing thing
— this is the concern of operational effectiveness - strategy is about making choi

Strategy and differentiation

ft will be apparent by now that a central obj
create differentiation between the Organisation a
operating in its space (such as different munijcipal
an objective, differentiation is the apparent difference between the services and p
offerings of the organisation that leads stakeholders —. particularly customers o
primary users (eg. hospital patients) — to prefer one OIganisation over anothe
i erceived difference and fﬁay Or may not refl;
actual differences that exist between the organisations. This subtle difference is imp
because, while it may appear to an organisation’s decision makers that they
differentiation fromm an Internal perspective, this achievemnent may fail to
nificant differentiation from the external perspective, Thig
as the internet, which reduce the opportunities for differe
through products and services by eliminating the person

action.”” This leaves only the product and service features as sources of differenti
which can be difficuit in many industries, such ag commodity industries, where
ucts and services are very standardised. In response to this, modern strategic manage
considers which markets the organisation should operate in and how the Organis
approaches the market — itg presence in different locations, the type of presence (:
office and brand) and the relationships between the organisation and its other in¢
stakeholders (such as suppliets). '
When making decisions about differentiation, the first concern of strategic manage
is how to establisli?gfﬁd sustain a competitive position in an industry. In other words,

ective of strategic managemeny
nd its competitors or the other «
bodies in the government conte

have ac]
translate to

to achieve its objectives,

Essentially, there are two approaches to creating a competitive advantage. One appr
is to set the price of the product or service lower than that of competitors, The altern
is to incorporate an ‘added value’ in the product or service that

use of quality components or the ability to customise the product or service, Alternat

differentiation can be achieved by augmenting the ‘product through the provision of a
sales training, brompt maintenance or fast delivery, '

acquire the equipment). The leve
advantage will decrease when competitors may be able to match it with the sane or

alternative source of advantage, Organisations are nomally concerned with extending




duration of competitive advantage so that there is more opportunity to recoup the cost of
achieving it in the first place.”®

If the competitive advantage results from being able to sell at a lower price, competitors
will seek to compete by reducing their costs through innovation or lower cost sources of
supply. If the competitive advantage results from differentiation, competitors may com-
pete by imitating and improving on the product or service.

Sources of competitive advantage that arise from crganisational processes, rather than
products, and from sets of assets, rather than single assets, are more difficult to compete
against and therefore result in a more sustained competitive advantage.*® The complexity
of internal processes and multiple asset sets make them difficult to imitate. Organisational
processes depend on internal relationships, while assets and agreements must be devel-
oped over time. The relationships between specific processes, assets and competitive
advantage are also often difficult to identify, making them hard to imitate.

The development of internal processes and assets that create a competitive advantage
will be the result of the organisation’s core competencies.’C When processes and core
competencies are characterised by complexity, path dependency and casual ambiguity,
they are difficult to imitate or transfer® Possessing competitive advantages with these
characteristics, however, is not an automatic guarantee of sustainable competitive advan-

 tage. Changes to the external environment can quickly destroy the basis of a competi-
tive advantage and make the core competencies that created it redundant. For example,
accounting software has made the competency of managing double-entry accounting
records unnecessary. Core competencies and the organisational assets associated with

_ them can even become a disadvantage if they interfere with the organisation’s adaptation
to new environmental conditions.

Pl i (D O8 b o OB W

. Industry strategies
7 Having made the case for differentiation, it is not necessary that an organisation should
“always position itself in an industry on the basis of price or differentiation. There can be
“valite for organisations in industry strategies.
A'study of US organisations in the branded foods and comp?ggﬁindustries found that
adopting ihdustry strategies can lead to success, particularly for'fitlustries with uncertain
ments, such as the information technology (IT) industry, In unstable environ-
ents, managers face difficult conditions due to rapidly changing technology and demand
d-ambiguous and changing information. Under these conditions, it can be very helpful
lopt 1ndustry practices and stay engaged with central impertant industry networks.5?
iple, the range of accessories and the inter-compatibility of IBM computers pro-
11 B_M-conipatible computer and software manufacturers with a competitive advan-
s-a: group. Adopting industry strategies also reduces uncertainty for suppliers, new
id-investors, It makes it easier to benchmark against the industry and for investors
Make a reldtive performance assessment. The endotsement of key external stakeholders
nportant when external capital is required.
efits of adopting industry strategy are particularly apparent in the public sector.
“Universities, for example, frequently adopt similar strategies, structures and
$ When competing for status, research funding, new staff and students with
de: tials.%:New  universities will adopt these strategies because they are the
itimacy. within the higher education industry.%* Adopting a standard
19 strates to students and funding organisations that the institution is a
ne and ‘therefore deserving of support and resources. In many industries,
er th_e institutional environment is influential, the need for'legitimacy is
the need to differentiate the organisation. s

core competencies: activities
that an organisation performs
better than its other internal
activities and that are the most
critical to competitiveness and
profitability

industry strategies:
approaches to competition
adopted by many
organisations in a particular
industry
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| _ ORGANISATIONAL PURPOSE

Strategic thinking requires the ANswers to two critical questions:
1. Where should the organisation compete? :
2, How should the organisation compete?

To be able to answer these questions, the organisation must first clearly identif

organisational purpose; who organisational purpose. While it may sound like a truism, understanding exactly
the organisation exists  the organisation is supposed to be doing is vital if the appropriate strategies and g

to serve and how they are to be set, Understanding and defining the organisation’s purpose is not a simple {

) should be served however, because the exact purpose of the organisation is a reflection of the needs
E pressures of all of the organisation’s stakeholders and opponents. .
Understanding the organisation’s fundamental purpose is particulatly important w
making decisions in complex or poorly understood environments, whete the informay
available will not support a strictly rational decision-making process. Consider, for exam
the travel agency ¥Flight Centre, which is publicly listed on the Australian Seaurities Excha
(ASX). The purpose of this organisation is to provide travel related services to clients, ’
ongoing effects of the GEC on most economies, in combination with local country
regulations, epidemics such as swine flu, and terrorist activities make strategic decisi
difficult for an organisation in this industry, Important organisational purpose questi:
would be whether it should (@) provide advice and help customers to plan dependable |
idays, (b) book accommodation and tickets, or (c) focus on helping protect customer
their travel plans go wrong. While the purpose of the organisation could incorporate
three of these options, it would be difficult to provide all three with equal levels of g
; mitment. For example, helping to pian dependable holidays may mean that Flight Cen
' books less accommodation when trave] conditions are not fayourahle, Protecting custorn !
;! if travel problems develop will discourage the organisation from suggesting alternat |
| B holiday destinations where the risk is greater, and therefore constrain the organisation
i provide an unimaginative service, The organisational purpose must be more focused if i
.i' i to provide an appropriate basis for decision making, This organisation can generate my
i ' _ revenue and profit fre ;fg‘?ﬁ‘boking travel, Therefore, providing a travel booking service can
3 the primary objective With advice and protection as secondary objectives (when they do s
contlict with the piimary objective). Organisational values and appropriate ethical behg
| 3 : four will also provide some limitations in regards to the tiavel bookings that it should mal |
3 Difficulties regarding the determination of appropriate organisational purpose ¢
be even more pionounced in the not-for-profit sector, ¥or example, Cancer Coun:
Australia’s purpose is to ‘minimise the threat of cancer to Australians’5¢ This is a fair
simple concept; however, there are a number of options and means by ‘which this ¢
be achieved, For example, reducing the impact of cancer could mean (a) contributing |
1 research aimed at eliminating cancer, (b) contributing to research aimed at reducing
2 consequences of cancer, {c) assisting people with cancer to reduce the impact on ther
selves and thieir families’ lives and (d} raising community awareness of the issues as‘socé
ated with cancer, its prevention and how individuals and organisations can contribute §
I this purpose, ' B

i

B
If Cancer Council Australia were to take on all of the interpretations of this orgaf
‘ isational purpose, it would need to fund and support two types of research, create S0l
support networks and facilities for cancer sufferers, and conduct community awareries

|

|

; I campaigns. All of these are very different activities and a not-for-profit organisation, whid
l

!

relies on charitable funding, must.be very careful to select the activities which it believe
can have the most positive impact. Cancer Council Australia’s resources are far too limil
to adequately support all of the interpretations of the organisational purpose listed abo
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To improve the definition of its organisational purpose, Cancer Council Australia must
determine which interpretation would have the greatest impact on reducing the effect of
cancer on people’s lives. With a greater level of focus — for example, on creating social
networks and facilities for cancer sufferers — Cancer Council Australia can make long-
term decisions with a greater level of certainty.

When determining the organisation’s purpose, a number of important questions should
be asked:
s Who are the stakeholders?
» What are their interests?
¢ What influences their expectations?
Should the organisation take their interests info account?
Should the organisation serve wider societal interests?
[How are conflicting interests prioritised?
How do national, industry and professional cultures impact on decisions?
What is the ethical stance of stakeholders and the organisation?
How does the organisational mission reflect all of these factors?
The information should be viewed from five perspectives when using this information
to develop an organisational purpose: (1) corporate governance, (2) stakeholder expec-
tations, (3) mission, (4) values and ethical standards and (5) culture. Each of these per-
spectives adds important dimensions to the definition of the organisational purpose.

[ ]
R R & & O
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‘Organisational vision and mission

The mission and vision of the organisation are important contributors to defining its

organisational purpose and can be either visionary or more pragmatic; simply stating
" intentions and aspirations, The vision is usually a long-term and somewhat philosophical
‘goal, while the mission is a shorter term expression of what that means with consider-
; :sfion of the organisation’s current environment. The purpose of vision is to set the final
: goal for thie organisation. The mission should darify the main intentions and aspirations
" of the organisation at that time and should indicate why the organisation exists, its main
vities and its future anticipated position within the industry. It should also reflect the
ey-values and ethical standards of the organisation. For examilf, the vision of Cancer
otingil Austraha is to ‘minimise the threat of cancer to Austrahans, through successful

' 'research preventing and controlling cancer, and prowdmg 1nformatlon and sup-
o fo people affected by cancer’7

sdtions frequently 1nclude consideration of their corporate social responsibility
J A their value statements. For example, BHP Billiton lists its value statement in a
' _that it.refers to as its charter (see Strategy capsule 1.2). BHP Billiton’s charter
dt its strategies must involve stakeholders and create ethically acceptable oper-
hese are both reflected in the behavioural expectations of staff and organisational

¢ an'approach Is necessary for an organisation as large as BHP Billiton because
iverse'range of investors and stakeholders, An organisational purpose lacking the
holders would-be unlikely to produce objectives attractive to BHP Billiton's
] d ‘the broader community. This, in turn, would affect stakeholder confi-
rganisation, affecting its ability to maintain its high share value and attract

tal“it requires for its projects, such as funding for $4.2 billion Caval Ridge
ueensland 3. Bowen Basin.

vision: the desired {long-
term) future state of the
organisation

mission: a shorter term
version of the vision,
incorporating the vaiues

and expectations of the
major stakeholders and
contemporary environmental
factors

value statement; a

brief description of the
stakeholders and behaviours
the organisation considers
most important
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ethical position: the standard
of behaviour the crganisation
sets for itself and its staff
members
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BHP Billiton’s charter

The BHP Billiton Charter describes our purpose and values and how ws measure
success. Our Charter is the single most important means by which we communi
who we are, what we do, and what we stand for as an organisation, and is the t
for our decision making.
We are BHP Billiton, & leading global resources company,
Our purpose is to create long-term shareholder value through the discoy
acquisition, development and marksting of natural resources, T
Our strategy is to own and Operate large, long-life, low-cost, expandable, upstre
assets diversified by commodity, geography and market,
Our values ’
+ Sustainability
Putting health and safety first, baing anvironmentally responsible and supportij)
our communities.
* Integrity
Doing what is right and doing what we say we will do,
* FRespect :
Embracing openness, trust, teamwork, diversity and relationships that are
mutually beneficial. ’ :
* Performance
Achleving superior business results by stratching our capabilities.
* Simplicity '
Facusing our efforts on the things that matter most,
* Accountability
Defining and accepting responsibitity and delivering on aur commitments.
We are successful when: .
* Our people start each day with a sense of purpose and end the day with a sense
of accomplishment.
Our communities, customers and suppliers value their relationships with us.
Our asset pafBlio is world-class and sustainably developed.
Our operatiofril dfseipline and financial strength enables our future growth,
* Our shareholders receive 3 superior return on their investment, 88

L

* ® »

Ethical position

An organisation’s ethical position should be considered ag part of its organisat

‘purpose, along with its mission, vision and values. Defining the ethical position sh

include the transparency that the organisation wil] display to its customers, jts attit

towards human rights and the natural environment and the working conditions it req
throughout the organisation. :

example, whaling is considered to be an acceptable undertaking in some countries,:
is unacceptable in other countries. If an organisation undertakes whaling and sells wl
products only within the boundaries of countries where it is considered ethical, 1t}
consider itself to be behaving ethically. The Organisation’s customers in the countryW%




P
i

whaling is considered to be inappropriate, however, would view the behaviour of this
organisation as unethical and unacceptable. For decades, a similar situation has dogged
Jarge sports footwear manufacturers (e.g. Nike and Adidas) because of the employment
of child labour by third-tier suppliers (i.e. organisations that supply other organisations
which, in torn, supply yet other:organisations that then supply the sports shoe manufac-
turers). In developed countries, customers of these sports footwear companies would
view child labour as ethically unacceptable. However, in some countries where the shoes
are manufactured, child labour is considered an acceptable means of financial support for
poorer families, Because of this complexity, the organisation needs to constantly review
its ethical position in relation to the social expectations and environment in which it is
operating. Ethics as part of organisational purpose will be considered in further detail
in chapter 2.

ey organisational stakeholders

The importance of stakeholders in identifying external input into organisational purpose
has already been considered. There are many challenges to identifying appropriate stake-
holders for this purpose and identifying their respective priorities. Tor example, Robbing
and Barnwell®® argue that stakeholders are agents that can threaten the organisation's sur-
vival. Johnson and Scholes support this and state that stakeholders ‘are those individuals
or groups who depend on the organisation to fulfll their own goals and on whom, in turn,
the organisation depends’.” However, De Wit and Meyer argue that this view is too narrow
and that stakeholders should be divided into primary and secondary groups.™ Direct
stakeholders are the ‘direct participants in the economic value creation process’ and indi-
rect stakeholders are other ‘parties affected by the organisation’s activities’ Daft is more
inclusive-and suggests that stakeholders are ‘any group within or outside an organisation
_that has a stake in the organisation’s performance’’”
- Seme of the key stakeholders who influence an organisation’s purpose through defining
_ iripu‘t-'into its mission, vision, values and ethical position include:
* Gwners :

-staff members’ representative groups (e.g. unions}
& customers
regulatory authorities
ernment
mmunities in which the organisation operates
sectors of society that benefit indirectly from the organisation’s operations.

etermining each of these groups’ needs and expectations is not difficult; however, the
parity between their needs will make their integration into values, mission and ethical
ns very difficult — as has already been considered in relation to adopting the cor-

roduct and sexvice prices.
sttiations ‘where the needs of one stakeholder are best met at the expense of the

hg to-Teduce costs by downsizing due to a decline in sales, Managers will
ffing levels as the most attractive way of reducing operating costs, since
: hanging infrastructure is both slow and costly. In addition, retaining
maintains the book value of the organisation as well as providing pro-

f_ r_-t_hé return of more prosperous times. Unions, on the other hand, see
of staff members as (a) detrimental to the staff members themselves and

CHAPTER 1 STRATEGY: CONCEPTS AND PERSPECTIVES e
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(b} detrimental to the union by reducing its membership, The unions will regard retx
Iments as a negative outcome, while managers view unmet retrenchment targets as a
tive outcome and a threat to the organisation, A compromise position between thy
will simply leave both stakeholder groups dissatisfied. _

Despite these difficulties, stakeholder needs compromises must still be found :
organisation is to identify its organisational purpose. Thankfully, however, once the o
isation has used this information to determine its otganisational purpose, future a
meits to the organisational purpose are much easier. The current organisational pu
provides a reference point from which changes in the external environment {such a
needs of stakeholders) provide the justification for changing the organisation’s pupc

Table 1.2”% provides a list of common stakeholders and. their typical expectations ¢
organisation,

TABLE 1.2 Typical expectations of key stakeholder groups

Owners * return on investment
* growth in earnings
Staff members * pay

+ fringe benefits
* satisfaction with working conditions

Customers » satisfaction with price, quality and service

Suppliers + satisfaction with payments '
T * future sales potential

Creditors + ability to pay debts

Unions * competitive wages and benefits

* satisfactory working conditions
* willingness to bargain fairly

Local community officials * involvement of organisation’s members in local aff,
" * lack of damage to the community’s environment
Government agenc're';s% 5 ' * compliance with [aws

* avoidance of penalties and reprimands

Source: Robbins, Stephen B, Organization Theory: Structures, Designs, and Applications, 3rd Edit
© 1990, p. 66. Reprinted by permission of Pearson Education, Inc., Upper Sadd|e River, NJ.

Some of these key stakeholders will now be considered.

Owners

Organisations normally have a range of different owners, with very different expectati
Institutional owners, for example, are characterised by a focus on short-term retarn {1
dends, profits and share growth) and have limited interest in investment for long-t
gain. Family owners, on the other hand, frequently have a strong sentimental attachn
to the organisation and its staff. The Myer family in Australia, founders of a large and:
cessful retail chain, demonstrated how strong the attachment of family owners can be
their businesses. Over its 110 years of operations, the family has retained a significant sl
of the Myer retail chain. Myers merged with Coles supermarkets, another retail chaiy
1985. This merger was a failure and the Myer retail chain was sold by the merged &7
Despite haying just sold the Myér chain, the Myer family still retained a share in this.ct
due to their attachment and commitment to the business. Lo 1

1




Staff members

Staff are very visible stakeholders and, in some regions (e.g, central Europe), staff partici-
pate in the strategic management process. Their needs are complex and varied and may
be linked to the needs of other organisations, such as unions. As internal stakeholders,
howevet, their needs and expectations may not strongly reflect the external environment.
This is one of the more common conflict-of-interest issues arising around stakeholders,
as incorporating the needs of staff members in the organisation’s purpose can make it
difficult to effectively respond to the external environment. Empirical evidence shows that
corporate governance which involves significant membership of staff is slower to respond
to environmental factors and these organisations mainly compete through long-term strat-
egles.™ It is not clear whether the loss of tactical responsiveness is compensated for by
irproved long-term planning; however, the involvement of staff with long-term experi-
ence in the industry is likely to improve the reliability of long-term strategies.

Local communities

The needs of local communities must also be represented in the organisation’s purpose
if that organisation is a major employer or otherwise important to a particular commu-
nity. For example, in 1958, Australia’s only nuclear research facility (the Lucas Heights
nuclear reactor) was established in a non-residential area, about 30 kilometres south of .
Sydney.”™ Over time, residential developments were established around the facility, The
concerns of the local community have changed now that they live in high density around
the facility and have a major impact on its organisational purpose (to operate as a nuclear
research and radiopharmaceutical production facility).”® A similar scenario applies to air-
ports needing to accommodate increased air traffic and extend the size of their runways
to accommodate larger aircraft. Air traffic, in general, and passengers, in particular, must
feature in an airport’s organisational purpose. However, many airports find that their
ability to meet the capacity expectations of the airlines is limited by the pressures of the
local community who have established themselves around the airport, Strategy capsule 1.3

- demonstrates how a public sector organisation must adjust its purpose to the needs of its

© comimuynity. 1

| Christchurch City Holdings Ltd — responding
.| to the earthquakes

~Christchurch City Holdings Ltd
'{C(_:.HLI) s a AS600 million per
INnum commercial business that
5 wholly owned by Christchurch
“City .CoUncil. It owns and oper-
es ‘facilities, infrastructure and
ln’tr’éac‘tors in the city including
Qrion- - {the locat ‘power grid),
i urch - International Air
_r-‘(,_.L\'(tteIton Port Company,
I Ne_twd'rks'(a fibre optics
Provider), . Selwyn Plantations
Bus Ltd, :
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OT Because CCHL is publicly owned, its owners’ interests extend beycend pure econ-

""\

omic return, and this makes defining its purpose and stakehaolder relationships more
complex. lts mission statement encapsulates its multiple stakeholder sxpectations by
referring to investing ‘in a commercially viable manner’ and qualifying this with to
assist in the development of Christchurch’. The objectives that follow reinforce CCHLs
role in supporting regional development by noting the possibility of accepting lower
returns from new investments that have the potential to enhance the economic well-
being of the region. This was demonstrated in its reactions to the Christchurch and
Canterbury earthquakes that devastated the region,

Firstly, the power provider Orion constructed a temporary high-voltage power line
within five days to restora power to part of the city. Secondly, the airport reopened almost
immediately after each earthguake to enable medical supplies to be flown in. QOther ser-
vices, such as the port and infrastruciure groups, participated strongly in the redevelop-
ment activities during the recovery period alongside their normal business operations,
These support activities reduced the profitability of CCHU's companies — in addition to
the losses associated with the damage caused by the earthquakes. The decision to pro-
vide these services at a cost disadvantage reflected the broader organisational purpose of
these commercial enterprises, which included providing emergency services fo the com-
k munity in addition to the sommereia) services they normatly provided.”

A FRAMEWORK FOR STRATEGIC
MANAGEMENT

PESTEL analysis: (political,
economic, social,
technological, environmental
and legal analysis) an
evaluation framework that

_ helps to identify the features
of the macro environment that
may affect the organisation
five forces analysis: an
analysis of the major forces
inthe micro environment
which can be categorised as
the influences resulting from
customers, suppliers, new
market entrants, rivals and
suhstitutes

scenaric planning: ananalysis
of the likely impact onthe
organisation of potential
future external environmental
events

@ PART 1 INTRODUCTION

The planned component of strategic management involves seven main considerations;

. 'the external environment

. the internal characteristics

. the setting of objectives .

. the crafting of strate ﬁg “

. implementation of the Tnecessary change

. performance measurement

. plan adjustment. ;
The remaining chapters in this book will be dedicated to the content of these persp :

tives and how they are coordinated. To provide a context for these, each will be briefl

considered in this section of the chapter.

~1 G e Wk

Analysis of the environment

It can be argued that Igor Ansoff's 1957 product-mission matrix, which suggests various st
tegic approaches for different environmental conditions, was the starting point for strat
management environmental analysis theory. Although it has been replaced by more mod
approaches, it is still frequently used as a simple strategic management mechanism inpr
tice.”® Modern strategic management considers that the external environment compri
principal aspects. The first is the broader {or macro) environment where large-scale chaft
occur which can demand changes of the organisation; the second is the smaller micr
industry) environment where competition, suppliets, customers and new market en
compete, Two principal frameworks exist for this analysis — the PESTEL {rmacrc end
ment) and the five forces analysis (micro environment}. Scenario planning was ¢
oped in the 1380s as a way of examining the likely impact of the external environment ¢
organisation. Although frequently considered to be an external environmental analysis

is mainly useful when considering the internal characteristics of the organisation. =




The most recent external environmental analysis perspective to gain attention is the
institution-based view. This view is based on a reasonable amount of empirical evidence
and suggests that institutions operating in the external environment (which determine
ethics, regulations, rules and laws) are very significant in determining the success of organ-
isations.”® As the major elements of the institution-based view are incorporated in the
PESTEL analysm framework just mentioned, we have assumed that the institution-based
view is incorporated in a macro environmental analysis in this text. The recent support
for the institution-based view serves, however, to emphasise the importance of a macro
envirenmental analysis as part of strategic management.

ﬁ\nélysis of the organisation

Organisational success is dependent largely upon the effectiveness and efficiency of the
interface existing between the external and internal environments of an organisation,
Because the nature of the external environment is usually set (i.e. usually beyond the con-
trol of the individual organisation), the internal analysis provides a particularly significant
input for adjusting skills, resources and activities to create the desired interface between
the orgamsatlon and its selected markets. In particular, it is necessary to identify:

s the organisation’s core competencies and those it lacks, given the current external

environment

-+ the resources it has available for competition

¢ the suitability of the structure of the organisation for the type of competition it

. wishes to engage in (e.g. a highly bureaucratic structure may not be appropriate for an
- environment requiring rapid change)
e _the match of the organisation’s culture with its competencies and the external
- environment.
_ = A_lthough Mintzberg and the strategy theorists considered earlier in this chapter levelled
¥ Triticism at analytical approaches to strategy formulation, a systematic internal analysis is a
_vital input into the strategy process. Without this analysis, strategic decisions are completely
silsc_epuble to power battles, 1nd1v1dual whlms, fads and w1shfuI thinking. The role of this
essing information and
nions and assisting communication and consensus that will I¢4to strategy. This process
illbe conmderecl in more detaxl in chapter 5.The most 1mportant modern internal analysis

; urce based view (RBV) postulates that an organisation’s success is strongly influ-
by:the fesources it has at its disposal. Some good evidence has been produced to
0rt_th1s view. For examp]e, in the mld 1990s, a four~year longltudmal study of 2800

varlatlon, 1nd1v1dual company resources could explain 44 per cent of profitability
N acidss companies.®” A more recent study in Spain, involving 1642 organisations,
d'_that mdustry conditions explained 3 per cent and company resources explained
ent Of Performance vanatlon 81 As a result, the RBV is one of the most popular

s provided a very useful taxonomy (categorisation) for the analysis of the
f specific areas of the business, such as human resource management,®?
ship, international business and economics,®? to value creation, As Strategy
: nstrates, the Australian telecommunications giant Telstra focuses on

ment asa central technique for i 1ncreasmg its competitiveness in the com-
Stry .
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resource-based view (RBV): a
perspective on developing
organisational strategy that
focuses on the organisation’s
key resources as a source.of
competitive advantage
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Telstra

In 2005 a new CEQ joined
Telstra with the mission of
preparing the organisation
for the sale of most of the
government’s remaining
51.8 per cent share — Aus-
tralia’s largest ever single
share- offering. Telstra is
Australia’s fourth largest
employer and had an
annual turnover in the 2012
financial year of A$25 billion
and a profit of A$3.4 billion.
Completing the transfor ’ .
mation of a major government-owned utility into a strongly performing commer-
cial enterprise made this possibly the toughest corporate Jjob in Australia at the time.
Although Telstra possessed a large number of valuable resources, including a tele-
communications network that spanned a whole continent, and serviced the majority
of Australians, it was notoriously inefficient in utilising these resources, Since deregu-
lation of the telecommunications industry commenced in 1990, Telstra continued to
lose revenua to hew market entrants that were supported by large telecommunications
companies from other countries. In addition, as a government majority owned utility,
it also operated in a strongly political environment. This constrained its optimal use of
resources. For example, Telstra is obliged to provide telecommunications services to
all rural residents in Australia, frequently requiring Yelstra to establish and maintain
infrastructure over large distances to support small numbers of customers in remote
locations. As a result of developing and maintaining this extensive infrastructure, which
in some cases supported only a small number of customers, Telstra’s infrastructure
expenses were .m%gg,-greater than many of its competitors who established only short-
distance infrastruffeires to support customers living in high pepulation density areas.
Competitors supporting only high population density areas were able to make more
cost-effective use of their infrastructure. .

One of the actions Telstra undertook to increase its competitiveness was to acquire
high-performing technology organisations that would provide it with specific exper-
tise in critical areas. In this way, Telstra could increase the breadth of services offered.
This was also part of Telstra's strategy to diversify into the internet segment of the
advertising industry through its acquisition of advertising, classified and business:
directories. The development of other desirable resources, such as its own search:
engine (Telstra is a major internet provider}, eluded Telstra, In fact, despite spending:
A$100 million over 10 years on creating its own search engins, Telstra never launched:
the service. Telstra now owns a number of related offshore operations, the largest of
which is CSL New World in Hong Kong, which has 3 million customaers. Despite some:
problems, this approach has satisfied shareholders with good profit performances
resulting in strong dividends and reasonable share prices. i

i

Future resource developments for Telstra and its current CEQ, David Thodey, are
firmly placed in the technology area. For example, it has fust launched an Applications'__g
and Ventures Group, which will partner with other companies and government agens ;
cies to provide digital services for business and consumers, including the health and.;

education sectors. 8¢




A knowledge-based view

The knowledge-based perspective is an alternative view to the resource-based view for ana-
lysing the internal operations of an organisation. It is based on the theory that it is faster
and cheaper to transfer information within an organisation than to create it. It suggests
that a competitive advantage should be achievable from the management of knowledge
within the organisation. However, there are a number of issues to consider here, Virstly, the
knowledge has to possess an intrinsic value of its own. Secondly, the difficulties associated
with the transfer of information (cost of governance) are dependent upon the backgrounds
of the people holding and those receiving the knowledge.® In other words, staff from the
HR department may find it difficult to understand and wiilise knowledge generated by the
research and development department, because they may use different ‘language’ and con-
cepts to present the knowledge. In this text, knowledge is considered as a dimension of
organisational resources and so incorporated in the resource-based view. This perspective
is supported by rnuch of the research that has been conducted on organlsatlonal resources
in the last 50 years.¢

Strategic objectives

Without appropriate objectives, an organisation lacks the concrete goals that can be uti-

‘lised 1o justify the cost of appropriate strategies and to reject inappropriate strategies. These

objectives need to reflect the needs of the key stakeholders, the organisation’s purpose,

the industry conditions and the improvements that senior management wish to achieve,

‘Several philosophies exist for the most important characteristics of strategic objectives;  Strategic objectives: the
‘however, it is generally considered that strategic objectives should be singular, measurable measurable achievement ]

('an_d'ﬂl.‘erefore assessed by performance measurement) and represent a challenge (so as to EXPECfati?nS set f_Or the '
*focus activities in the organisation).®” organisation and its strategies

-Sustainability
ustainability has become a critical strategic objective for organisations in almost all  sustainability: minimising or
ndusl_nes, from cosmetics through to federal government. Sustainghility has several defi-  even neutralising the impact
itions. A strategic definition for sustaipability from the 1990s 1é s to the ability of the ofthe organisation onits
sation to continue to be successful®®, as was discussed in the earlier section ‘Sustain-  €Xternal environment
ble cor _peuuve advantage’. A more contemporaty perspective extends that to the external
vironment and the ability of the organisation to, continue its operations without cre-
damage to thé environment that it relies upon. This is usually the result of oper-
ng clean processes and compensating for pollution production such as greenhouse

through miarket-based systems such as carbon certificates or through direct remedial
n® Sustamablhly is also frequently closely linked with corporate social responsi- corporate social responsibility
(CSR)." Corporate social responsibility can sometimes include sustainability and {CSR): the continuing
des the impact the organisation has on the society in which it operates® and the ~commitmentby business

upport: PfOVldes (for example, through benevolent activities) for those societies. to behave ethically and
: contribute to economic

i
H
i
i
i
i

Do developmentwhile improving
rafti n'g__, of strategies the quality of life of the
: workforce and their families as
well as of the local community
and society at large

St_taie'gic- objectives in place, organisations need to consider the interplay
ternal resources and the external conditions and develop approaches to
Jequves under these and anticipated future conditions, This is referred to as

f:a-number of factors. Firstly, uncertainty in the external environment and
Of 03t .objectives means that the approach required will not be simple one

King' [
_Th_e_r, a suite of actions will be required to jointly produce a suite of Levg ? O %nKL:?tSI&J;?
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