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ABSTRACT

This dissertation addresses the problem of service quality strategy implementation. The problem
has been defined more precisely as how to implement a strategy of quality, which focuses on
‘customers’ needs, in a service organisation, or alternatively, as how to integrate coherently a strategy of
service quality, centred on the customers, with the requirements and idiosyncrasies of
operationalization, in order to make it successful. The nature and scope of this research problem is
based in the confluence of the areas of service quality, strategy and strategy implementation. Thus,
addressing this problem naturally requires a review of the literature on service quality, on strategy and
on strategy implementation. The literature review on service quality revealed, first, that service quality
is a function of service quality gaps; second, that there are some models of service quality gaps; and,
third, that there are several service quality gaps in the literature which are not integrated into any
model; thus revealing a need for an encompassing synthesised model. This dissertation consequently

considers the existing service quality gap models and a list of other gaps to propose a comprehensive
model.

Similarly, the literature review on sfrazegy and on strategy implementation revealed, first, that
there is a lack of clear, detailed and general strategy implementation models; second, that existing
strategy implementation models can be separated into two distinct types, the static and the dynamic
models; and, third, that existing static models exhibit many relevant aspects but differ strongly on the
number and on the nature of the aspects included; thus revealing insufficiencies and the need for an
integrative effort. The same happens with the existing dynamic models. This dissertation consequently
considers several existing models to procpose a synthesised static model and a synthesised dynamic
model.

The synthesised static model is a representation of an organisation, of all aspects relevant for
strategy implementation, at a given instant. The synthesised dynamic model is a generic process of
strategy formulation and implementation that explicitly addresses the requirements for success. Note
that whilst the two kinds of models address the implementation problem from different perspectives
they are not in competition. In fact, it is the view of the author that static and dynamic models are
complementary and have to be integrated into a “mixed model”, in order to provide a better
understanding of strategy implementation. Thus, besides the already mentioned three comprehensive
models, that have been synthesised, this dissertation goes further to suggest a mixed model which,
simultaneously and harmoniously, considers all relevant organisational dimensions and all relevant
stages of the strategy process. The model shows what dimensions can be changed and at what stages.
It can be adapted to the specific circumstances of any organisation. Such model, unique in the
literature, as far as the author is aware, is finally combined with the service quality gap model to
propose: (1) a map of the pattern of the quality gaps occurring at each implementation stage; (2) the
organisational variables that can be manipulated, at each stage, to prevent and eliminate the gaps; and
(3) several relevant implications to practising managers.

The gap, static, dynamic and mixed models suggested are confronted with some evaluation criteria
and with sample data from the four and five star hotels of the Algarve. The data does not provide
evidence against the models thus supporting their validity. This tentative validation of the models thus
provides some relevant theoretical contributes to the service quality and strategy implementation
literatures. Sample data is also used to describe (1) how these hotels are implementing service quality
strategies and (2) how they prevent and elifninate service quality gaps. This description has raised
concerns about the absence of a consistent model for the implementation of service quality strategies
in many four and five star hotels of the Algarve. It also provides some insights to managers interested
in implementing a service quality strategy, especially to those of the Algarve Hotel Industry.
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1. INTRODUCTION - THE
RESEARCH PROBLEM

1.1. WHAT ARE RESEARCH PROBLEMS?

«Research problems are guestions that [address and] indicate gaps in the scope or the certainty of
[scientific] knowledge» (Ghaun ef 4/, 1995). They are raised by «problematic phenomena, observed
events that are puzzling in terms of our currently accepted ideas, or current ideas that are challenged

by new questions» (Ghauri ez a/, 1995).

Frequently, the “problematic phenomena” or “puzzling events™ attract the researcher’s attention
to a superficial or partial problem, which is just another symptom of a more fundamental hidden
problem (Stoner ef al, 1995). In such cases, identifying and defining the real problem can be very
difficult. '

The consequences of carrving out a research project with an incorrect problem definition are
serious. The more obvious consequence being a great loss of time; the problem definition will have to
be reviewed at a later stage of the research and the data eventually collected will then prove to be
inadequate. This is clearly an undesirable situation, which can only be avoided with a good problem
definition.

A good problem definidon is relevant, clearly stated, clearly understood and expresses
relationships between two or more variables (Ghauri ¢ a/, 1995). Problems are always represented by

a model, either implicit or explicit (Ghauri e7 @/, 1995).

The following secdons~present a background to the problem definition, 2 model representing the

problem, a formal definition of this, the research aims and an overview of the dissertation.

1.2. BACKGROUND TO THE PROBLEM DEFINITION - BROAD AREA OF
INVESTIGATION AND RELEVANCE

According to a somewhat controversial Mockler (1995), there are two kinds of literature on
strategy. A literature with a very scientific and quanttative character and a literature with a practical
nature. As he puts it, the first does not seem to help managers, or is less concerned with helping them.
The focus of management research should, thus, rest on developing «models that can be used to guide

individual managers in getting their jobs done in a specific company and related industry/competitive



market situations» (Mockler, 1995).

Although Mockler is probably not absolutely right, he made a point which helped in defining the
following guiding principles:

® the problem to investigate should have practical interest, contributing to help managers in

the Algarve Hotel Industry (AHI) doing their jobs in more effective ways; but as far as
this collides with the scientific method,

® “this research programme should not be constrained by the needs of subsequently
communicating useful findings to managers.

1.2.1. WHY THE ALGARVE HOTEL INDUSTRY?

The reasons for choosing the AHI are three. First, the author of this work is a portuguese born in
Algarve. Second, the tourism industry is the most important one in this region (CCRA, 1994), and a
very important one in Portugal (AHETA, 1997). Third, in spite of this high importance, management
research into the AHI is scarce and its findings and recommendations are sometimes contradictory.
This fact results in some disputes and misunderstandings between public organizations and between

public and private organisations with no benefit accruing to the AHI (AHETA, 1997).

1.2.2, WHY SERVICE QUALITY?

First, service quality is the strategy that the Portuguese Government and other organisations
related to the AHI have been recommending, during the last years, in order to fight threats and take
advantage of opportunities (DGT, CCRA & RTA, 1994; Carvalho, 1995). Second, the quality/price
ratio in the AHI seems to have been deteriorating in the last years (DGT, CCRA & RTA, 1994).
Third, the service quality literature provides a comprehensive theoretical framework that can be used
to attempt an interesting integration with the strategy formulation and implementation field. And,

finally, there are some theoretical problems to solve in the field of service quality itself.

1.2.3. WHY STRATEGY IMPLEMENTATION?
A 1989 Booz Allen study (cited by Zairi, 1995) «concluded that:

®  73% of managers believed that implemer:tau'on is more difficult than [formulation);

®  72% that it takes more time;



® (4% that it impacts most on performance;

® (4% [that] management lacked implementation skills;

® 75% that employees misunderstood roles;

®  75% that the groups didn’t co-ordinate;

®  48% [of managers] criticised inadequate measures for strategy achievement;
®  45% internal competition;

® 40% insufficient employee involvement and commitment;

® 85% [of managers] thought that implementation was the part of strategy over which
managers had least control»

Whilst some of these beliefs may be true or false, they are at least puzzling and they certainly
indicate that implementation must be a priority for research. It should be noted that there is a much
lesser amount of literature in the implementation than in the formulation field. «Strategy
implementation, the Holy Grail of planning, is a neglected subject» (Roberts & Pitt, 1990). Work is
«proceeding in this area, though much more slowly then in the strategy-formulation area» (Mockler,
1995). For instance, in the field of small firms research it is apparently non-existent. Even the few
studies which «have examined strategy and organisation in small fast growing firms, did not address
the issue of implementing strategic decisions» (Stanworth & Gray, 1991). And, more importantly, in
the hospitality industry, «there has been very little research into the strategy implementation» (Olsen &
Roper, 1998).

When talking of implementation, the text books usually summarise the knowledge about planning,

budgeting, organising, leadership, training, control and other “administrative tools”.

The implementation task [..] is accomplished through a variety of administrative tools.
These tools can be grouped into three categories: (1) structure, including these tools: physical
structure, methods of specialisation, methods of departmentalisation, methods of co-
ordination, delegation of authorit , and informal organisation; (2) processes, including these
tools: resource allpcation systems, informations systems, measurement and evaluation
Systems, rewards and sanctions, and personnel selection, development, and promotions
Systems; and (3) bebavior, including these tools: interpersonal bebavior, leadership style,
and use of power. (Schendel &> Hofer, 1979)

The emphasis on each of these tools depends on the approach of the text book, however...

The key questions for eﬁ'ed}w implementation are: (1) Are there any universal or
contingent principles that should be followed in the application of these tools? (2) If so,
what are they? (Schendel & Hofer, 1979)



In fact, no one knows how it is that effective organisations move from conception to execution of
strategy. According to Mockler (1995), in the same way that there is a general model for strategy
formulation, there should be also 2 general model for strategy implementation. Mockler suggests that
research must initially be focused on particular processes of strategy implementation; on particular

industries and/or on particular situations. This is for two reasons:

¢ helping the managers in those specific situations; and

¢ building the necessary knowledge base to be able to make generalisations. In fact, «the
variety and complexity of implementation processes make them almost impossible to
define in terms of meaningful and useful discipline generalities» (Mockler, 1995).

These reasons constitute also additional motives for choosing a specific industry, in this case, the
AHL

To conclude, the strategy field is clearly in need of contingent / specific models of strategy
implementation (Mockler, 1995). This includes, for instance, a specific model for the implementation

of a service quality strategy or even for the implementation of a service quality strategy at the AHIL

1.2.4. WHY QUALITY AND STRATEGY IMPLEMENTATION?

Why quality and strategy implementation? Because there are strong relationships between both.

These strong relationship can be perceived in any of the following.

First, Stoner et 4l (1995) argue that «[w]e can see the [..] elements common to strategy
implementation in one increasinély common type of strategic change: the adoption of total quality
managementd (TQM). In fact, TQM involves elements like leadership, planning, organising,
programming, culture, control and. others (e.g, Juran & Gryna, 1993), which are frequently found in
the existing strategy implementation literature. Stoner ef a/. (1995) thus conclude that TQM is a «form

of strategy implementation».

Second, the failure rate of TQM implementation itself, is estimated in 80% (Voss & O’Bsden,
1992). One cause for this high failure rate is probably that quality gurus have abdicated responsibility

for delineating a comprehensive and coherent pattern of implementation (Morris & Haigh, 1996).



1.3. PROBLEM DEFINITION AND AIMS OF THE STUDY

1.3.1. VARIABLES IN THE PROBLEM DEFINITION

A problem can be represented by a model (Ghauri ¢f 4/, 1995). The model depends on the
particular point of view or approach that has been adopted. The point of view adopted in this research
takes three global variables as fundamental. Moreover, the view is that these variables must be
constantly taken in consideration. by management for a successful strategy implementation. The

variables are the customer, the strategy formulation process and the operational level.

1.3.1.1. THE CUSTOMER

The customer is an individual or an organisation who purchases or uses a service! (Juran, 1988a;
Grdnroos, 1990; Stoner e 4l., 1995). For some companies, the customer is just a means of achieving
the end, Ze. profit, independently of how satisfied is the customer. For other organizations, the end is
to delight the customer. There is obviously a great difference between the two approaches, and a
number of authors have pointed to the need for strategy to have the customer and customer’s

satisfaction as the central focus (Levitt, 1991; Ohmae, 1988).

Note that “customer” has a broader definition in the quality literature than is usually adopted in
other management fields: with employees being seen as internal customers, using setvices and

products provided by other fellow employees.

In addition to internal and external customers, there are other stakeholders and other
environmental aspects, which must also be taken in consideration in the process of strategy

formulation and implementation. They are not ignored in this dissertation.

1.3.1.2. STRATEGY FORMULATION

«Strategy is the orgahisau'on’s “conception” of how to deal with the environment» (Mintzberg,
1976). More specifically, strategy is a coherent set of policies and rules that sets the boundaries and
directions for the internal behaviour of organisational members and for the behaviour of the whole

organisation in its external environment (Ansoff, 1965).

Strategy is very important because an organisation’s performance and survival depends largely on
its relatonships with the environment and on how these relationships are externally perceived. Being

so important, strategy must be carefully formulated. Strategy formulation is the process by which

! This thesis is only concerned with services.



alternative strategies are suggested, evaluated and then one is finally approved. There are different
processes for strategy formulation. Some are formal, complex and involve planning (Ansoff &
McDonnell, 1990); others are informal, simple and emergent (Mintzberg, 1987). The specific process
used by an organisation depends on several aspects, namely, on the managers’ education and
experience (Whittington, 1993). Whatever the processes used, the output should always be a coherent

strategy that can be understood by everyone in the organisation and successfully implemented.

1.3.1.3. OPERATIONAL LEVEL

Most of the people in an organisation are located at the operational level. This is where things
happen every day and where strategy must come through. And, especially in services, like the hotel

service industry, the operational level is where strategy must be visible to the customer.

However, the employees at the operational level must frequently put into practice the decisions of
other hierarchical levels without previously having any saying in the decision-making and, even worst,
without knowing exactly “why”, “what” and “how” to do in order to behave according to a strategy.
Even when they know what to do, employees resist change, which impedes a successful strategy
implementation (Ansoff & McDonnell, 1990).

This is very important, but there are obviously other organisational aspects that must be
considered when formulating and implementing a service quality strategy. These other organisational
aspects are also considered in this study.

The variables emphasised above are represented in the model in Figure 1.1.

Figure 1.1. Model Representing the Research Problem

Customer
(and other
environmental
aspects)

How to manage?

Operational
level (and other
organisational
aspects)

formulation

~Develop_~

Q‘u ality




1.3.1.4. LINKS BETWEEN THE VARIABLES IN THE MODEL

To have the customers as the central focus of strategy means, first of all, that discerning their
needs is 2 fundamental step in the strategy formulation and implementation process. The first link in
the model in Figure 1.1 is thus identifying the needs of customers. To identify (“discern”) is to
maintain a relationship between management and customers, making the necessary efforts to fully

know customers’ needs.

The second link, between strategy formulation and operational level, is also very important. The
limitations and resources of the operational level, and of other organisational dimensions, must be
- carefully considered, during strﬁtegy formulation, for their future development. Organisational
development is achieved through special non-routine activities, e.g., restructuring, replacing equipment

or training, which are completed during implementaﬁon.

Eventual impediments to strategy implementation should be pondered while strategy is being
formulated. Clearly, strategy formulation depends on its own implementation contingencies. Similarly,
unanticipated events that can occur during implementation might suggest a need for some strategy
adjustments, Ze, for a “reformulation” of strategy. Thus, the two aspects, formulation and
implementation, are neither independent nor separable. Stonich (1982), goes even further to state that

«[s]trategy formulation is a part of strategy implementation, and vice versa».

The third link in the model is to “deliver” the strategy, delighting the customer. This involves
actual day-to-day activities shaped by the new quality competencies, resources and strategic directions
that have been developed. Good bilateral relationships, between the operational level and the
customer, are irnpdrtant in providing a quality service to the customer and in receiving information
useful for adjusting strategy, plans and the implementation process. The operational level thus, has an
important participative role to play in strategy formulation, strategy implementation and, obviously, in

service delivery.

The three elements and the relationships described above constitute the model adopted to

represent the research problem, which is formally defined bellow.

1.3.2. PROBLEM STATEMENT AND AIMS

The problem is how to implement a strategy of quality, which focuses on customers’ needs,

in an organisation of the AHI. This problem is not independent of the way the customers’ needs
'

are perceived and translated into the organisations’ language, nor is it independent of strategy

formulation processes, nor of employees’ resistance to change. Thus, emphasising the three elements



previously defined, the research problem can be stated as how to integrate coherently a strategy of
quality centred on the customers with the operational requitements / idiosyncrasies to make
it work? Or more simply, how to make people, especially at the operational level, accept and
understand how to implement a quality strategy, which seeks continual improvement by
satisfying customers’ needs and exceeding their expectations on the first and every

subsequent occasion.

The actual research problem is centred at the implementation process, but since it is not
independent of formulation, the study cannot rest on implementation only. On the other hand, it may
become easy to ‘succumb to the temptation of focusing on strategy formulation, because of the
overwhelming existing amount of literature. The “operational level”, in the model, and the central

question “How to manage?”; makes sure that implementation is given proper attention (See Figure
1.1).

The model is thus meant to reflect an holistic approach, including three fundamental aspects and
their relationships, which suggest a core research question: “What would constitute a comprehensive
model for the formulation and implementation of a service quality strategy?”’; and other associated
research questions like, for instance: “What basic service quality insufficiencies can occur during
strategy formulation, implementation and delivery?”; “How important is it to solve these quality
insufficiencies at the AHI?”; “How is it that the operational level participates in formulation of sefvice
quality strategies in the AHI?” “What other organisational dimensions can be relevant for strategy

formulation and implementation?”; or “How is it that service quality strategies are being implemented
at the AHI?”.

The aims of the study can now be defined as:

Al. to develop representative models of service quality insufficiencies, of the relevant
organisational dimensions, of strategy formulation and implementation, and of their
integrative management;

A2. to make a first assessment of the validity of these models;

A3. to determine the importance of service quality insufficiencies and how they are dealt with
in the AHI; and finally,

A4. to descrbe current managerial practices regarding service quality and service quality
strategy implementation at independent and chain hotels in the AHI. For instance, to
detail if and how managers try to perceive customers’ needs and expectations.

At this stage in the research, the concept of implementation can be generally defined as the steps
of the process that actually change the organisatonal behaviour according to the new strategic
direcdon. Quality is cleatly the direction and the background on which decision-making and action



takes place. Finally, the needs of customers are what guides (should guide) the formulation and
implementation process at all imes (Juran & Gryna, 1993).

1.4. OVERVIEW OF THE FOLLOWING CHAPTERS

Chapters 2, 3 and 4 introduce, in this order, strategy concepts, quality concepts, service quality
management, a model of service quality gaps, a model of the fundamental organisational dimensions
for strategy formulation and implementation, a model of the strategy implementation process, and

finally, 2 model that attempts to integrate all previous models and concepts.

The general variables in the model representing the research problem are introduced in different

chapters. Figure 1.2, below, indicates the number of the chapter where each variable and each link of

the model is initially introduced and treated in more detail.

Figure 1.2. Variables and Links of the Model addressed in each Chapter

Chapter 5 considers the theoretical framework that is developed in previous chapters, details the

remaining research objectives to be achieved, and explains the research methodology to be followed in

the remaining of the thesis.

Chapters 6 and 7 are an analysis of the data obtained on the AHI. These chapters present a
tentative validation of the models that are previously suggested and describe how service quality

strategies are being implemented in the AHIL

Chapter 8 is a final conclusion to this study, an assessment of its limitadons and suggestions for

future research in the area. '



2. STRATEGY AND QUALITY

This chapter presents the concept of strategy, the strategy formulation process, the instruments
used, the strategy content, the attitudes of the strategist, his skills, roles and styles, the environment,
the customer, and total quality as a specific kind of strategy. These are all concepts that are clearly
related to the research problem and are frequently referred to in subscquent chapters of this
dissertation. It will become clear, in reading this chapter, that, in all of the literature that has been
considered, strategy implementation is absent, ignored, taken as a black box or as something that
presents no difficulties and is automatic. To address strategy implementation, 2 specific “niche” of the

literature must be examined. This is done in a subsequent chapter.

2.1. WHAT IS STRATEGY?

2.1.1. A VERY BRIEF HISTORY OF A “NEW” CONCEPT

The idea of strategy first gained credence more than 2500 years ago. The first significative book
on strategy dates back to approximately 500 BC. The book, attributed to Sun Tzu, is dedicated to the
field of war strategy. In the field of business administration, the concept seems to have appeared in
the 20th century, before the 1950s (Rumelt ef 4, 1994), and achieved recognition in the 1960s, with
the work of Chandler (1962).

In the beginning of the 20th century, the Harvard Business School felt the need to teach a course,
called »Business Policy, which integrated what students had learned in other courses, for instance
manufacturing and finance, and provided a multifunctional view of the organisation, which is essential
to the general manager (Rumelt ef a/, 1994). Later, in 1965, Andrews, Christensen, Guth and Learned,
from the same School, realised that the attitudes, skills, roles and responsibilities of the general
manager were so demanding that almost a super man is necessary to deal with them appropnately
(Andrews er al, 1991) 1. Thus, these researchers developed a new concept, designated then as business
strategy, and a strategy process, divided into strategy formulation and strategy implementation, which
were intended to help and guide the general manager in his difficult job. The main contribution of
Andrews ¢/ al. was, however, in strategy formulation, with the appearance of one of today’s mest
important frameworks for strategic analysis: the Strengths, Weaknesses, Opportunities and Threats
(SWOT) framework. S

! Access was possible only to the revised edition (Andrews e a/, 1969) and to the seventh edition (Andrews ef af, 1991).
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In the same year, Ansoff (1965) proposed an extremely elaborate strategy formulation process,
essentially based on technical and economic varables (Ansoff ef a, 1976), which would also become

very popular in large business organisations.

Both 1965 models were, however, much criticised by consulting companies for not concentrating
on what was really important. As a consequence, the Boston Consulting Group developed a matrix,
known as the BCG matrix, which aimed at simplifying the corporate strategy process. Since then,
other companies, for instance, McKinsey and Arthur D. Little, have proposed rival concepts,
“models”, matrices, techniques and tools for strategy formulation (Ségev, 1995). Each was built in
such a way as to overcome the faults and insufficiencies of preceding tival ones (Segev, 1995), but the

improvements were more of an incremental kind than of a revolutionary type.

By the 1980s, a different attempt was made to provide the strategy field with much better tools.
Porter (1980) revisited the ideas of 1965 and filled the remaining gaps with diverse, elaborate and
revolutionary instruments, aiming to offer more than the rigid prescriptions of previous models and

matrices.

With Porter’s work it seemed probable that the field had finally achieved maturity. But the
excessive emphasis on competition, and a danger of standardised interpretations of the world and of
the strategies available to organisations, soon, heralded the need for innovation in strategy (Perlitz,
1993; Prahalad & Hamel, 1987). Meanwhile, the way was open for a rich stream of concepts and tools
to be developed. These included strategic alliances, brainstorming, benchmarking, reengineering,

scenarios, and many others.

In spite of all this development, the field, marked by its odentation towards the practsing
strategists and managers, did not yet seem to have an accepted scientific paradigm or general theory

(Prahalad & Hamel, 1994; Porter, 1991) and, indeed, is still searching for one. This means that:
* the field of business strategy is predominantly composed of competing conceptual

frameworks, techniques and instruments aimed at helping decision makers (Porter, 1991);
and that

® there is 2 discussion among researchers about almost every relevant concept.

It seems though that there are some general lines along which it is possible to organise a coverage

-of the acquired knowledge and ongoing discussions.

]
2.1.2. A MIND-MAP

It is certainly difficult to summarise the state-of-the-art in the field, especially because of a lack of

11



consensus and accentuated interdisciplinarity. Although incomplete, Figure 2.1 tries to relate, in a

comprehensive and coherent manner, the more salient concepts.

12
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2.1.3. THE STRATEGY CONCEPT

The concept of business strategy has evolved since it appeared in the first half of this centuf_v.

Sull, every company and every manager can have a more or less different perspective on that concept.

The concepts of strategy, in the literature, usually refer to the content, to the form, to the process

and to the purpose of strategy.

The purpose of strategy is to set directions to be followed by an organisation as a whole and by its
individual employees, at all organisational levels. These directions concern the relationships with the
environment and the development of the internal capability (competencies or competitive advantages)
necessary to successfully a‘chieve an organisation’s objectives. Strategy encompasses and coherently

integrates the efforts of all the divisions, functions, departments and employees of an organisation.

The strategy content is a written or an oral description that usually defines what the organisaton
does, how and for whom. It defines the business and geographical areas where the organisation wants

to be present; the customers it intends to serve; the competencies it must develop; and the products it

intends to offer.

For some organisations, especially large ones, strategy content is explicitly stated in a written
document, called a strategic plan. For some other organisations, strategy content is implicit, resting
only in the strategist’s mind. This means that the for of strategy can be a written plan or just a mental

orientation, occasionally communicated to employees.

Finally, the strategy process is a much-debated subject in the literature, with some different
alternatives being proposed. Generally, the strategy process is the sequence of steps by which a

strategy content is forged.

2.1.3.1. TRADITIONAL PERSPECTIVE

Chandler (1962), Ansoff (1965) and Andrews ef 4/ (1969) constitute the “inspirational core” of the
traditional perspective.

Although the first reference to business strategy is apparently traced to 1948 in the game theory
field, the first book on business strategy was probably written By Chandler (1962). After studying close
to a hundred of the largest industrial enterprises in the USA, over several years, he concluded that
strategy is a «plan for the [long-tem] allocation of resources to anticipated demand» and for «the
development of new [resources] essential to gssure the continued health and future growth of the
enterprisen. Strategy responds to «shifting demands, changing sources of supply, fluctuating economic

conditions, new technological developments, and the actions of competitors»; and, with time, creates a

14



new structure for the enterprise (Chandler, 1962).

Ansoff (1965) intended to complement the capital investment analysis (through IRR, NPV..)
with a new instrament he called strategic planning. Strategic planning should precede the capital
investment analysis, should find the most attractive business opportunities in terms of product-market
combinations and should generate a.strategic plan for an organisation. Ansoff (1965) had an economic
perspective on st:ratégy, according to which strategy defines “what” to offer, “how” and to “whom”
and sets forth specific guidelines by which a firm can conduct its search for new and attractive

business opportunities.

In spite of being an experienced manager for many years, Ansoff (1965) assumes that once the
plans, politics and budgets are made, implementation will present no problems. A mistake that he
notes only several years later (Ansoff ez al., 1976; Ansoff & McDonnell, 1990).

Another problem with Ansoff’s (1965) work is that, although he focuses on the binomial markets-

products, he virtually ignores the customer.

Andrews ef al. (1969) and Andrews (1987) have a broader concept of strategy, encompassing the
social, demographic, political and legal dimensions. According to Andrews (1987), strategy is...

the pattern of decisions in a company that determines and reveals its objectives, purposes, or
goals, produces the principal policies and plans for achieving those goals, and defines the
range of business the company is to pursue, the kind of economic and human organisation it
is or intends to be, and the nature of the economic and noneconomic contribution it intends

to make to its shareholders, employees, customers, and communities.

Strategy can be defined at different levels within a company. Andrews (1987), for instance,

distinguishes corporate strategy from business strategy, each applying to the corresponding level in the

organisation.

... “corporate strategy” usually applies to the whole enterprise, while “business strategy”,
less comprebensive, defines the choice of product or service and market of individual
businesses within the firm. Business strategy is the determination of how a company will
compete in a given business and position itself among its competitors (Andrews, 1987).

Andrews e d. (1969) and Andrews (1987) have devoted some attention to the implementation of

strategy, but their most significative contribution is, as noted before, the development of the SWOT

analysis.

The “inspirational core” of the Lraditionasl perspective — formed essentially by Chandler (1962),
Ansoff (1965) and Andrews ef a/ (1969) — would be enriched by the work of those who subsequently

identfied its instrumental gaps. Namely, the consulting houses that developed the corporate strategic
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analysis and prescription matrixes, and, especially, Michael Porter (1980, 1985, 1990); who developed
several instruments for detailed strategic analysis, while defending a focus on the development and

exploitation of competitive advantages.

The principles of the “inspirational core”, the corporate strategy matrixes and Porter’s (1980,
1985, 1990) techniques have made the essence of tens of “traditional” textbooks. They do not,
however, make any significative contribution to the strategy implementation problem, which was, in

fact, totally ignored by many writers for many years.

In \the 1970s, due to the difficulties with implementation, internal politics of the organisation were
finally considered as an important aspect of strategy. Also, with changes in society and in the business
world, ccoiogical and ethical concerns were additionally integrated into the traditional perspective on
strategy. Still, the number and kinds of dimensions included in a strategy concept may vary from
author to author and from organisation to organisation. For instance, in the 1990s, the concept of
Campbell e a/ (1990) is much more restricted than that of Ansoff & McDonnell (1990) or that of
Johnson & Scholes (1999). Campbell ef a/’s (1990) concept is restricted to economic, financial and
commercial variables, whereas Ansoff & McDonnell (1990) and Johnson & Scholes (1999) add to
these variables the social, cultural and political dimensions. The next section addresses the broadening

of the dimensions that are considered relevant to strategy.

2.1.3.2. EXTENSIONS OF THE CONCEPT

Almost every textbook has now passed from a definition of strategy as planning to a strategic
management view. Strategic management is broader and includes (1) a cyclic strategic planning process
— planning was not abandoned! —; (2) change and resistance to change management; and (3) strategic

issues management in real time (Ansoff & McDonnell, 1990).

Strategic management is supported by a “Strategic Success Theorem” (Ansoff & McDonnell,
1990). This states, in general terms, that: v

® strategy must match the environment;

® the capabilities of the managers and of the whole organisation must be in accordance
with its strategy;

® the capabilities of the subgroups of the organisation must be supportive of one another;

® the resistance to change of the strategy and/or of the capability is proportional to the

extension of the change; and that
)

® an optimal transition requires managers to anticipate, minimise and control this resistance
(Ansoff & McDonnell, 1990).
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Strategic management is theoretically an integrative view, more concerned with the human side of
the environment and the organisation, because people are responsible for a serious implementation

problem, ze., they have the potential to offer sustained resistance to change.

«Strategic management has to do with groups [of people], their birth and their continuing success»
(Rumelt e @/, 1994). Some aspects of this definition should be noted. First, strategic management has
to do with a group’s success, not with that of an individual person or part of the group. Second,
“having to do with groups” of people, implies a significant and perhaps growing attention to
psychological, political and social dimensions (Ansoff ef al.,, 1976). It is this group of people that will
have to make the strategy work, and people do not function as unemotional machines. Third, the
group is inserted in a context, which governs the constraints and conditions under which the group
has to operate in order to achieve success. These conditions may change, and it is the strategist’s job,
with the eventual help of other members of the group, to anticipate and adapt to those changed
conditions. Finally, the consideration of people and its own interests in the organisation implies that
“success” is not just big proﬁts. It means achieving 2 mission? and objectives that make a difference to

all internal and external interested parties (stakeholders).

The broadening of the object of strategy has been accompanied by a broadening of the tools that
can be used by managers. It all started in the West, in response to a growing awareness of Japanese
economical success. Excellence, Quality, Just in Time, Brainstorming, Total Quality Management,
Empowerment, Benchmarking, Reengineering, Core Competence, Strategic Intent and Outsourcing

are some of these newest and extremely useful management tools (Porter, 1996).

Such tools are, however, operational management tools, not strategic management tools (Porter,
1996). Operational management and strategic management are both necessary, but distinct (Ansoff &
McDonnell, 1990). Strategic management aims at making the organisaton “effective”, whereas
operational management aims at making the organisation “efficient”. In other words, strategic
management aims at creating an organisational potential to be explored in the future (Ansoff &
McDonnell, 1990), at making the organisation able to do “the right things” (Drucker, 1967), or things
that are “different” from those done by rivals’ (Porter, 1996). Operational management exploits
existing potential (Ansoff & McDonnell, 1990), doing current “things right” (Drucker, 1967), or
“better” than rivals (Porter, 1996).

The following table characterises strategic management and operational management, emphasising

some of their differences according to the above and other attributes.

2 The concept of mission is considered below.
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Table 2.1. Strategic Management vs. Operations Management

Alttributes Strategic management Operations management
Hierarchy level | At high levels of the hierarchy Middle levels | At all levels
Impact Global (the whale organisation) Local (part of the organisation)
Duaration Long range Short range
Reversibility Weak Strong
Dimensions ZZTOIM(;;ZI;’”;Zﬁ'biZZZ/’CI.: Z::::Z‘g za{" ) Mono (one prevails)
Environment Variable (uncertain and unknown) Well determined (well known)
Time A ;tan'ab/e (gemra.lbf it is possible 1o choose the | A 'mmtmt:nt (generally it is necessary to act
timing for each action) quickly)
Objectives Several global changing objectives One well determined objective
I:g/bmation Insufficient, aggregated, inadequate, uncertain | Abundant, factual, genuine

Problem structure

Weak (difficult to identify and understand)

Strong (easy to identify and understand)

Stimulus

At first, may be imperceptible, misunderstood

Clear, frequent and imposing

or disregarded
Solu Ifotz models Heuristics (Creative, original, non- Abundant and Algorithmic (routines,

maximising) maximising)

Activity Entrepreneurial Management

Purbose Creation of a strategic position, resources and Exploiting actual strategic position, resounrces

7 potential and potential
Nature Creation Exploitation
Results/Risk Not guaranteed/ S tron Guaranteed/ weak
& 8

Effectiveness (achievement of long rangé

Assessment criteria ..
objectives)

Efficiency (improvement of short range results)

Note: The table can equally be used to compare strategic decisions with current decisions, also called operational decisions.

Source: Adapted from Martinet (1992), Ansoff (1965), Ansoff ef al (1976) and Ansoff & McDonnell (1990) by C. J. F. Candido.

From Table 2.1, it can be concluded that strategic management is generally located at the
uppermost levels of the hierarchy, involves all kinds of variables and the organisation as a whole. It
Creates a strategic position and affords an organisation a potential to be explored in the future. It
irreversibly changes the entire organisation, but the need to make changes may not be felt at an
opportune time, because the stimulus may be imperceptible, because information is always
" insufficient, because strategic pfoblerns are difficult to identify and understand, because the solutions
are not abundant nor are their results guaranteed. Strategy is thus a setious, multidimensional and
highly complex construct/activity which, paradoxically, can be easily neglected by managers. These

characteristics are radically distinct from those of operational management.

Naturally, the characteristics in Table 2.1 are not fixed and may vary from one decision to another
or from one organisation to another (Martinet, 1992). This changing nature feeds a continuous
discussion around the concept and characteristics of strategy. It can be proposed that a more intense

and abundant research on strategy implementation might contribute to a more complete, eventually,

more consensual concept of strategy.
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2.1.3.3. FIELDS CONTRIBUTING TO THE TRADITIONAL PERSPECTIVE AND TO OTHER
ALTERNATIVE PERSPECTIVES

The field has not, like political science, grown from ancient roots in philosophy ... The
prebistory of [strategy] as an academic field lies in studies of economic organization and
bureaucracy. ... vigorous interactions with economics and the study of organisation ...
characterizes the field today ... (Rumelt et al., 1994)

Economic influences come from the subfields of industrial organisation (Porter, 1980, 1985;
Caves, 1994), game theory (Shapiro, 1989; Brandenburger & Nalebuff, 1995), business economics
(Weston, 1989; Mayer-Wittman, 1989); transactions costs economy (Williamson, 1991), resource-
based view (Mahoney & Pandian, 1992; Porter, 1991), evolutionary economics (Alchian, 1950) and
agency theory. Each of these new subfields has been built on the revised “false” assumptions of the
neo-classical theory of the firm, ie, «uncertainty, information asymmetry, bounded rationality,
opportunism, and asset specificity», and has subsequently «generated insights and research themes that
are important to strategic management» (Rumelt ez a/, 1994). Table 2.2 takes the example of business
economics and shows the topics of research in this field that, according to Weston (1989), can

generate insights and contributions to strategic planning,

Table 2.2. Areas of Potential Contributions from Business Economics to Strategic Planning

Macroeconomic Subjects Microeconomic Subjects
International economics International competition
Individual foreign countries Industry trends
The domestic economy Industry changes
Industry developments Competitor actions and reactions
Exvhange raies and implications Demographic changes and their implications
Interest rates and funds availability Consumer behaviour patterns
Equity values and costs Competing products
Prices, trends and patterns Demand elasticity analysis
Wage levels - | Supply elasticity analysis
Monetary policy Changes in technology and their implications
Tax policy ' Product and segment profitability analysis
Spending policies and patterns Human resources analysis
Production methods and trends
Wage contracts and cost implications
Sales forecasting and marketing
Public affairs

Source: Weston, 1989.

The areas of potential contribution ffom economics are numerous, however, the traditional
perspective of strategy is not exclusively economic. «It draws upon a wide range of other areas and

disaiplines, especially systems theory, cognitive science, and organizatonal and behavioural sciences»
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(Mockler, 1995). Other additional important areas are computer programming and simulation
(Norton, 1994), moral and ethics (Singer, 1994), biology and ecology (Henderson, 1989),
communications theory (Véran, 1988), political science and war (Fiévet, 1993), sociology (Crozier,
1988) and psychology (Lewin, 1947). ‘

These fields and sub-fields have contributed to the traditional business strategy perspective and,

some of them, have inspired new complementary or even opposing perspectives.

Opposing perspectives are fundamentally centred on the lack of validity of the strategy process
and on the extension of environmental determinism. Hannan & Freeman (1976), for instance,
propose environmental natural selection as an alternative to the traditional view that firms can control
the environment and that all that is required for success is a good strategic plan. Aldrich (1979) notes
the importance of luck, error and random variation, factors that can undermine the best laid plans and
strategies. In this view, the «environment selects the most fit organisations, and 7individual units are

relatively powerless to» influence this selection, regardless of their strategies and plans (Aldrich, 1979).

Miles & Snow (1978) introduce a moderate alternative view called “rational selecton™. In this
view, the environment largely influences organisational success, but managers can «select, adopt and
discard structural and process components to maintain the organisation’s equilibdum with the
environment. They cannot, however, manipulate environmental conditions to make them favourable,

a power which is only posited when a strategic planning viewpoint is accepted.

Clearly, “natural selection” rejects strategic management and planning, whereas “rational

selection” only shortens its efficacy.

Whittington (1993) proposes a comprehensive classification of the different perspectives that
have appeared in the business strategy literature. He proposes a view where strategy concepts and
processes are contingent even on a manager’s education and history, and on external sodetal factors,
e.g., national culture. His four “generic perspectives” are: classical (or rational), evolutonary (or
fatalistic), proceséual (or pragmatic) and systemic (or relativist). They are initially described in terms of
differences in outcomes (profit maximisation vs. pluralistic objectives) and processes (deliberate vs.
emergent). \\'/hittingtbn, then, largely elaborates on each one. Because of the strong focus on strategy
process, this will be dealt with in Section 2.1.7.

Meanwhile, it can be noted that many of the contributing fields and every opposing view to
strategic management are not concerned with the strategy implementation problem. An examinadon
of Table 2.2, for instance, shows that all kinds of potential contributions from business economics are

'

directly related to strategy formulation, whereas none is directly related to strategy implementation.

The lack of contributions to research on strategy implementation might arise from the emphasis
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of the strategy field itself on strategy formulation, not from an absolute lack of potential contributions.
Some useful contributions to strategy implementation have already .come from organisational and
behavioural sciences, communications theory (Mockler, 1995), psychology (Lewin, 1947), politics and
two of Whittington’s perspectives: processual and systemic views. These contributions have not been

ignored and, where appropriate, are considered below.

2.1.4. STRATEGIC ATTITUDE, SKILLS, ROLES AND STYLES OF THE CEO

2.1.4.1. STRATEGIC ATTITUDE AND SKILLS OF THE CEO

Strategic attitude, although related to such recurrent themes as bounded rationality and
uncertainty, is not as famous in the strategy literature. However, it is essental. «Knowledge of either
concepts or cases is less the objective of the study of [strategy] than certain attitudes and skills..»
(Andrews ez al,, 1991). Unfortunately, only a few authors write explicitly about the latter. For example,
Ansoff & McDonnell (1990), Andrews e a/. (1991), Martinet (1992) and Godet (1993) consider it
explicitly. Pofter (1980), for instance, only implicitly, when he talks of assumptions about the company

and its competition.

The skills of a strategist (CEO or President) should be three: technical, human and conceptual.
Stoner ¢z al. (1995) define them as follows.

Technical skill is the ability to use the procedures, technigues, and knowledge of a
specialised field. Surgeons, engineers, musicians, and accountants all have technical skills
in their respective fields. Human skill is the ability to work with, understand, and
motivate other people as individuals or in groups. Conceptual skill is the ability to
coordinate and integrate all of an organisation’s interests and activities. It involves seeing
the organisation as a whole, understanding how its parts depend on one another, and
anticipating how a change in any of its parts will affect the whole.

Andrews ez al. (1991) further detail the attitudes and skills to be found in a successful CEO:

¢ adopting a generalist, not a specialist orientation (being capable and willing to see the
company as 2 whole, not just the part of it he prefers or knows better);

¢ having a professional orientation (being dedicated, honest, ethical);

» being an entrepreneur and an innovator;

® being a practitioner (being willing to act, capable of accepting risks, and proactive);
!

® possessing an analytical ability to look at the company as a whole and identify its real
problems/opportunities;
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® possessing the ability to make strategic analysis in terms of strengths, weaknesses,
opportunities and threats;

® having the ability to make analysis effective, delegating, mobilising and bringing up the
best in others; and

® possessing general management skills.

An alternative view about the attitudes and skills that managers should possess is that of Ansoff &
McDonnell (1990). In their approach, “attitudes and skills” are designated “managerial capabilities™.

These managerial capabilities are grouped in four categories as follows:
(a) Mentality
® the relative preoccupation with external vs. internal problems;
® the past vs. future time orientation;
o propensity to take risks;

o the manager’s personal model of the world: what he perceives to be the critical
Success factors and bebaviors;

®  his values, norms and personal goals.
(b) Power
® the strength of his power position within the firm,
® bis ambition and drive to use power.
(¢c) Competence
o talents/ personality;
* problem-solving skills;

@ leadership style/skills (eg. political. vs. custodial vs. inspirational vs.
entreprenenrial vs. charismatic leadership);

o  knowledge abont the firm and about the environment.
(d) Capacity
o personal work capacity;

® work habits (e.g. the typical ‘workaholic’). (Ansoff & McDonnell, 1990)
These are attitudes and skill (capabilities) that managers should possess as individual managers.
When an organisation has more than one anager, its group of managers possesses and shares a

collective capability (Ansoff & McDonnell, 1990). A collective capability is composed of several skills

and attitudes, arranged in the categores of “competence”, “power” and “culture” (Ansoff &
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McDonnell, 1990). These categories are very similar to those reproduced above for individual
managers. In fact, as can be seen, all the lists of attitudes and skills considered above have much in

common.

Some of the attitudes and skills included in those lists are, occasionally, discussed as to their
precise concept and nature. For instance, Ackoff (1991) considers the importance of analysis
compared to that of synthesis; and Drucker (1985) and Baumol (1988) examine the importance of
imitation vs. innovation. Moreover, some attitudes and skills are occasionally stressed, redefined or
presented as new. For instance, Godet (1993) adds to the above lists the prospective vision. A vision
developed by managers, based on the rejection of deterministic trends of the past and on the belief
that the future is made through the strategic game which is played by relevant actors. Jarross;m (1994)
and Drucker (1994) show the importance of “theories” of the world — sets of assumptions about the
environment and the organisation — and especially of the need to revise them through constant
questioning. Hamel (1996) contends that this is possible only through an ability to listen to new
voices, in particular, the voices of young people in the organisation, of people at the organisation’s
geographic boundaries, and of newcomers to the organisation. Senge (1990) adds three critical areas of
skills: «building shared vision, surfacing and challenging mental models, and engaging in systems
thinking». And, finally, the leadership literature, which is not reviewed here, adds some more, for

instance, charisma (Hunt, 1991).

Whatever the skills and attitudes of a CEO might be, they depend on several factors, for instance,
the CEO’s innate capacities, education, past experences, social characteristics, industry

competitiveness and local culture (Whittington, 1993).

These factors might not be easily modified, thué, the skills and attitudes of a CEO might be very
stable. Nevertheless, Hunt (1991) considers that the characteristics of an adequate strategic attitude are
contngent on the situation that is faced. This means that when the situation of the organisation
changes significantly, the attitudes and skills that its CEO emphasises must change accordingly. A
similar view is defended by Ansoff & McDonnell (1990). According to them, when the external
environment of the organisation is very stable, the manager does not require certain skills, eg,
creativity, anticipatory thinking, risk-seeking and active search for opportunities. On the other hand,
when the external environment is turbulent, the manager must emphasise those attitudes and skills,

especially, the «strategist’s method ... to challenge the prevailing assumptions» (Ohmae, 1982).

A similar contingent argument can be suggested here. The skills and attitudes required of a CEO
might depend on the specific stage of the strategy process.> Hence, if this is accepted as true, the

attitudes and skills, listed above, might be refated to the simple stages of the model in Figure 1.1. The

3 This reasoning itself is supported by the views expressed in an article that has been accepted for publicadon in The
International Journal of Applied Management (Cindido, 2001).
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stages are:b(l) discern customers’ needs, (2) develop competencies at the operational level and (3)
deliver the strategy to delight the customer. Figure 2.2 shows the attitudes and skills that are probably

the most important ones for each of the stages.

Figure 2.2. Attitudes and Skills most needed at each Stage

Abilities to:

see the company as a whole/ Customer P{af:ti(ioncr and
systems thinking; (and other willing to act.
environmental General management

listen to people, “listen to new
voices”;

aspects) skills.

make syntheses; Capacities to

mobilise, delegate and
review mental models of the N bring up the bgcast in
environment (especially about How to manage? others.

the customers);

Operational

make SWOT analyses: Strategy level (and other
identify real problems and formulation organisational
opportunities, strengths and cts
weaknesses; ~ Develop - 2opecs)

innovate and accept risks.

Q uality

Willingness to accept risks, delegate and inspire.
Communicator.
Practitioner.

Genenlist, sceing the company as a whole body to
develop, not just the part he knows better or prefers.

Professional.
Source: developed by C. J. F. Cindido. ‘

2.1.4.2. ROLES OF THE CEO

The atttudes and skills that have been looked at are necessary to play the roles of the CEO.
According to Stoner ef al. (1995), the roles of the CEO, and other managers, are planning,
organising, leading and controlling.

Planning implies that managers think through their goals and actions in advance and that
their actions are based on some method, plan, or logic rather than on a hunch. ...

Organiging is the process of arranging and allocating work, authority, and resources among

an organisation’s members so they can achieve the organisation’s goals. ...

Leading involves directing, influencing, and motivating employees to perform essential
tasks. ..

. Finally, the manager must be sure the actions of the organisation’s members do in fact
move the organisation toward ‘it: stated goals. This is the controlling function... (Stoner et-
al., 7995)

According to another perspective, proposed by Andrews (1987), the roles of a CEO, and other
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managers, are:

® Architect of purpose — as an architect of purpose, the CEO conceptualises or helps
conceptualising the purpose, objectives and strategy for the organisation. This is «the role
of the planner, managing the process by which ideas for the future course of the
company are conceived, fought over, and accepted or rejected» (Andrews, 1987). He
installs purpose, defends it from improvisation and recognises the need, when it comes,

to review the current purpose.

® Personal leader - as a personal leader, the personality and character of the CEO (eg,
understanding, integrity, competence, energy, courage, generosity and loyalty) is used to
establish a behavioural pattern which tends to be followed by other members of the
organisation.

¢ Organisational leader — as an organisational leader, the CEO must be a taskmaster, a
mediator and a motivator. He should secure commitment to the purpose of the
organisation, creatively maintain and develop the organisation’s capabilities, integrate
them and be responsible for the results achieved.

A third perspective, based on the “learning organisation view”, notes that in «an increasingly
dynamic, interdependent, and unpredictable world, it is simply no longer possible for anyone to ‘figure
it all out at the top’. The old model, ‘the top thinks and the local acts’, must now give way to
integrating thinking and acting at all levels» (Senge, 1990). Thus, in this view, the roles of the CEO are:
® designer of the organisation, involving design of:

® «governing ideas of purpose, vision, and core values»;
®  «policies, strategies, and structures»; and
* «effective learning processes»;

* teacher, not as an «authoritarian expert whose job is to teach people the ‘correct’ view of

reality», but as someone capable of:

® «bringing to the surface people’s mental model of important issues [and]

revealing hidden assumptions»; and
® «bringing the focus of analysis to the systemic structure of reality»;

® steward (servant) of «the people they lead and [of] the larger purpose or mission» (Senge,
1990).

Finally, the last perspective that is looked at here is that offered by Mintzberg (1975). Mintzberg
(1975) claims that his approach represents «what managers actually do». In his study of five CEOs, he -
~ concludes that a manager’s time is consumed in a great number of brief, mingled different activities.
These are grouped into ten types, which are themselves grouped into three categories: interpersonal

roles, informational roles and decisional roles (see Figure 2.3). The interpersonal roles are leader,
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figurehead and liaison; the informational roles ate monitor, disseminator, and spokesman; and the
decisional roles are entrepreneur, disturbance handler, resource allocator and negotiator. These roles
are not considered in detail here as to do so would detract from the primary research aim. It should be
noted, however, that some of the roles are not commonly emphasised in the literature (eg,

disseminator, disturbance handler and negotiator).

Figure 2.3. The Manager’s Roles

FORMAL
AUTHORITY AND
STATUS

v

INTERPERSONAL INFORMATIONAL DECISIONAL
ROLES ROLES ROLES
Figurehead Monitor » Entrepreneur
Leader »| Disseminator »| Disturbance handler
Liaison Spokesman Resource allocator

' Negotiator

Source: Mintzberg, 1975.

Whatever the perspective that is taken, it can be contended that the relative importance of each
role depends on the hierarchical position occupied by the manager, on the internal characteristics of
the organisation (for instance, on the decision process — see Table 2.7) and on the external

characteristics of the environment (combine Table 2.7 with Table 2.8).

It is possible to extend this contingent view to suggest that the relative importance of each role
might depend on the stage of the strategy process. Thus, taking into account the different roles, listed
above, and the different stages of the strategy process mentionied on page 23, a figure, similar to
Figure 2.2, can be developed to show the roles that are probably more important at each stage of the

strategy process.
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Figure 2.4. Important Roles at each Stage of the Strategy Process

Strategist: Customer Manager:
Architect of purpose (a.nd other Personal leader
(vision, mission, o environmental (example and
strategy, objectives) .J" motivation)

~
A
Leader How to manage? Organizer
Planner . Controller
Operational ]
Organiser Strategy level (and other Leader
formulati isational- :
Controller ormutation organisational Planner
aspects)
 Develop
Designer Steward
Q uality
Strategist/Manager:
Organisational Organizer Teacher
leader (developer Pl
of resources) annec
Leader
Controller

Source: developed by C. J. F. Cindido.

Figure 2.4 shows also a possible distinction between the éoncepts of strategist and of manager. It
can be argued that managers should be concerned with efficiency (doing the things right) and that
strategists should be concerned with effectiveness (doing the right things) (Ansoff & McDonnell,
1990; Mockler, 1995; Porter, 1996). '

Accepting this distinction does not means that a manager does not make strategic decisions or
that he does not have a role in making them. It means only that the frequency of strategic decisions
made by managers and their contributions to strategic decisions may diminish, as they are located
further down the hierarchy. Conversely, the inclination towards action increases, as they are located
further down the hierarchy. This means that strategists are less inclined to act than are other managers.
Still, action is an integral part of the strategic attitude. Thinking strategically would be a sterile activity
without proper action (Fiévet, 1993). The strategist is frequently a man willing to act in a proactive
fashion, rather than reactive, and to assume some risks (Ansoff & McDonnell, 1990).4

The contingency view posits that, for some internal and external environments, a strategist is not
required and a reactive manager constitutes the best opton (Miles & Snow, 1978; Ansoff &
McDonnell, 1990). For some other environments, however, given the different skills and roles of
operations managers and of strategic managers, they must coexist in the same organisation (Ansoff &

McDonnell, 1990). The latter hypothesis is shown in Figure 2.4.

+ This view is consistent with the distinction, which is made in Table 2.1, between strategic management and operational
management.
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2.1.4.3. STYLES OF THE CEO

CEQ’s/manager’s style is another important characteristic of these organisational actors. Style can

be defined, broadly, as the pattern of behaviour adopted by the CEO/manager (Stoner e/ al., 1995;
Peters e al,, 1980). According to this definition, two basic styles can be identified: the task-oriented

style and the employee-oriented style (Stoner ef al, 1995). While the former emphasises employees’

supervision and control, to make sure that their tasks are performed satisfactorily, the latter

emphasises «ftiendly, trusting, and respectful relationships with employees, who are often allowed to

participate in decisions that affect them» (Stoner ¢f 4, 1995).

In a more restricted sense, style can thus be defined as the extent of authority or coercion used by

the CEO or, in other words, as the extent of employees’ participation that the CEO allows to take

place in decision processes. According to Johnson & Scholes (1999), management styles can vary from

“coercion” to “education and communication”. Table 2.3 lists five possible styles, in this range, and

provides the authors’ definitions. The table also summarises Hart’s (1992) alternative suggestion of

five different styles. (There is no intention to make a parallelism between the styles in the same

column of the table.)

Table 2.3. CEOs’/Managers’ Styles

ducati 1 . . Coerci
Style Educa Lon a.nd Col/aéofatt{m Intervention Direction ereion /
communication / participation edict
Involves the Involvement in | Is the coordination | Involves the Is the
Job 'f‘r on explanation of the the of and authority use of excblicit use
@ reasons for and means | identification of | over processes of | authority to ;’Cpower o
Scholes, .. of strategic change. strategic issues, | change by a change | establish a : ?
1999 | Definition . . impose
Group briefings assume | the setting of agent (a manager) | clear future hanges
internalisation of the strategic who delegates strategy and (usi ”g
strategic logic and trust | agenda and in | elements of the how the change re
B . edicts).
of top management the SDMP. change process. will occur
. Cultural [ Procedural [ Anabtical / Impéria/ /
Style 2
o Organic [ Sponsor coach Sacilitator boss commander
The
The boss
The coach . commander
. The facilitator evaluates and .
motivates and provides
Hart, The sponsor endorses inshires empowers and controls. Jirection
1992 and supports. Strategy prres. enables. Strategy | Strategy is )
.. ., Strategy is L. . Strategy
Definition | is driven by . is driven by driven by .
o , driven by ; driven by
organisational actors . internal processes | formal
LS. mission and a the
initiative. .. and mutual structure and
vision of the . . commander
adjustment. planning I
Jutare. or small fop
Systems.

team.

Notes: A similar typology 1s suggested by Ansoff & McDonncll (1990).
* Strategic Decision Making Process (SDMP).

Source: adapted by the author from Johnson & Scholes (1999) and Hart (1992).

J

Styles are not necessarily mutually exclusive. In fact, managers use more than one style (Hart,

1992; Stoner ez al.,, 1995; Johnson & Scholes, 1999), but one may be emphasised or preferred (Stoner

28




et al., 1995).

According to Hart (1992) and Johnson & Scholes (1999), there are, however, particular contexts
in which each style can become more effective. The contextualization of styles, in terms of
organisational and environmental variables, is tackled below, in Section 2.1.7.3, particularly in tables

2.7 and 2.8, and in Section 2.1.7.5, particularly in Table 2.9.

Effective management styles may also depend on the stage of the strategy process (Johnson &
Scholes, 1999). For instance, a “direction” style may be preferred during the discern stage, a mix of the
styles “education/communication” and “collaboration/participation” during development, and a
“intervention” style during delivery. These are relevant aspects that are returned to later in this chapter

and in Chapter 4.

2.1.5. STRATEGY CONTENT

Strategy content is frequently defined as the pattern in a series of consistent decisions taken
during a period of time (Mintzberg & Waters, 1985; Andrews e al, 1991). More specifically, strategy
content has been defined as a description that usually defines what the organisation does, how and to
whom. It defines the business and geographical areas wheré the organisation wants to be; the

customers it intends to serve; the competencies it must develop; and the products it intends to offer.

A strategy content can be kept just in the mind of the strategist or it can be written in a plan. The
types of plans that are used (strategic plan, functional plans, programmes and budgets) and the specific
elements that are included in a strategic plan (vision, mission, objectives and strategies) can vary
signiﬁcanﬂy from one company to another. The issue here is precisely what is written in these plans

or, on the other hand, in case the strategy remains in the strategist’s mind, what it contains.

2.1.5.1. HIERARCHIES

Some authors consider that the oEjectives (long term objectives) should be part of the strategy
content (Chandler, 1962). If they are or are not a part of the content is an irrelevant question, as long
as they exist (Andrews e al, 1969). Frequently, however, mission and objectives are separated from

strategy.

The mission can be subordinated to vision (Hooley ef al,, 1992), objectives can be subordinated to

mission, and strategy can be subordinated to' mission and objectives. This is the common hierarchy in

5 See page 14.
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textbooks. But, it must be noted that objectives may evolve and change with the strategy content, in a

feedback process.

There is also a possible hierarchy between different types of strategies. A large diversified
corporation will have one corporate strategy, one business strategy for each business (Strategic
Business Unit - SBU), and one set of policies for each function (functional strategies). In the classical
hierarchy of strategy: functional strategies are subordinated to a SBU strategy and SBU’s strategies are
subordinated to a corporate strategy (Chandler, 1962). These strategies are all subordinated to an

organisational mission.

2.1.5.2. MISSION

The literature states that, besides strategy and objectives, CEOs are responsible for developing
one of the following: a vision of the of:ganisation in the future; a mission for it to accomplish; a
general policy to be followed within the bounds it sets (Martinet, 1992); a strategic intent that gives
employees something worth fighting for (Prahalad & Hamel, 1989); a company philosophy; or 2 group
of superordinate goals (Peters & Waterman, 1982). These concepts (mission, vision..) are not the
same, but they have a commonality in setting the enduring purpose for the organisation; being above
the strategy in importance; and preceding it in the process of formulation. Implicitly or explicitly, the

above concepts are responsible for defining a set of values for the organisation (Campbell ez a/, 1990).

The most popular of these concepts is probably mission. «Defined as an enduring statement of
purpose that distinguishes one organization from other similar enterprises, a mission statement is a

declaration of an organisation’s ‘reason for being’» (David, 1989).

A mission statement is unique and enduring, but not perpetual. There are many methods to
formulate the statement (Hooley, er al, 1992); and there are, ﬂso, different kinds of mission
statements. A mission may be constituted by just a few words or by a long statement; it may address
just the customers and stockholders or it may address a larger number of stakeholders... (Campbell ef

al., 1990)

Based on an analysis of 75 different mission statements, David (1989) has proposed a general
structure for a complete mission statement, which involves nine essential components. These

components are listed in Table 2.4. Note that customers’ identification is the first component.
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Table 2.4. What Components are Included in 2 Company’s Mission Statement?

7 Customers — Who are the enterprise’s customers?

Products or services? — What are the firm’s major products or services?

Location — Where does the firm compete?

Technology — What is the firm's basic technology?

Concern for survival — What is the firm’s commitment to economic objectives?

Philosophy — What are the basic beliefs, values, aspirations and philosophical priorities of the firm?

Self-concept — What are the firm’s major streagths and competitive advantages?

oINS |[RN]IW]N

Concern for public image ~ What are the firm’s public responsibilities and what image is desired?

9 Concern for employees — What is the firm's attitude towards employees?
Source: David, 1989. )

When an organisation has one of these purpose statements (vision, mission.. ), it must define its
objectives accordingly. Objectives are quantified and are more specific than a mission. There are
corporate objectives for diversified companies, unit objectives for each of the business in the
company (Johnson & Scholes, 1999), and objectives for each function in a unit. Team objectives and

personal objectives may also be defined.

2.1.5.3. DIMENSIONS OF THE STRATEGY CONTENT AND TYPES OF STRATEGIES AT THE
- CORPORATE AND SBU LEVELS

A corporate strategy, also designated a portfolio strategy, defines in which businesses the
corporation intends to be, its competitive advantages, the synergies it intends to achieve and how it

intends to obtain some degree of strategic flexibility for the portfolio (Ansoff, 1988).

Generic strategies that can be pursued at the corporate level include verdcal integration,
- horizontal integration, combinations of them, and withdrawal (Mintzberg, 1988). There are several

instruments to help strategists decide their portfolio strategy, mainly planning with matrices (Segev,
1995). ' '

Immediately below corporate strategy, in the hierarchy of strategies, there is business strategy. A
business strategy defines the competitive scope and the competitive advantage of the SBU, or of the

organisation, in case it consists of only one SBU (Porter, 1980).

Competitive scope, the first component of business strategy, is a definiion of the business in
which the company intends to be, across a number of dimensions, which are themselves chosen by
the organisation. These dimensions can include the group of clients to be served, the product to be

'

offered, the geographic areas to be covered, the degree of vertical integration to be adopted and other

31



dimensions.6 7

Competitive advantage, the second component of a business strategy, provides the company with
a supremacy over its competiion. There are, according to Porter (1980), two main types of

competitive advantage: cost leadership and differentiation.

With the concepts of competitive scope and competitive advantage in mind, it becomes possible
to look at Porter’s (1980) generic strategies. All that is necessary is to combine the two main
competitive advantages with two simple alternative compétitive scopes: 2 broad competitive scope and
a narrow competitive scope. The resulting generic strategies are cost leadership, differentiation, cost

focus and differentiation focus (see Figure 2.5).

Figure 2.5. Porter’s Generic Strategies

COMPETITIVEADVANTAGE
Lower cost Differentiation
Broad 1. Cost Jeadership | 2 Differentiarion
COMPETITIVE
SCOPE Narrow 3A.Cost focus |°P %;:':"ﬁzﬁm

Soufcc: Porter, 1980.

Porter’s typology of strategies is short in the number of alternatives it offers. Mintzberg (1988)
suggests a broader typology, which includes the strategies of quality differentiation, design
differentiation, image differentiation, support differentiation, price differentiation and
undifferendaton. In this typology, quality is seen as having «to do with features of the product that
make it better — not fundamentally different, just better. The product performs with (1) greater initial
reliability, (2) greater long-term reliability, and/or (3) supedor performance» (Mintzberg, 1988).
Design. differentiation has to do with «offering something that is truly different [and] breaks away
from the “dominant design” ... to provide urﬁque features» (Mintzberg, 1988). Image differentiation
is a ﬁctitioué differentiation. An image is created but the product does not have a seriously enhanced
performance, «for example, putting fins on an automobile or a fancier package around yoghurt»
(Mintzberg, 1988). Support differentiation is defined as more «substantial; vet having no effect on the
product itself, it [consists in differentiating] on the basis of something that goes alongside the product»
(Mintzberg, 1988). Examples given are special credit, 24-hour delivery, after-sales service and a
product associated integrally with the basic product (Mintzberg, 1988). Price differentation is basically

¢ Other dimensions used to define the competitive scope (or business) are, often, called Crddcal Success Factors
(Anastassopoulos ef a/, 1993). Critical Success Factors are looked at in Section 2.1.8.2.
'

7 Different concepts of business and different ways of defining the business have been suggested Drucker, 1974; Abell,
1980; Porter, 1980; Ansoff & McDonnell, 1990). This section does not enter into that discussion, bur a distinction must be
made between “business” (also designated as competitive scope, industry, segment and strategic business activity -- SBA) and
that part of the organisation which operates in it (designated as SBU or division).

32



a low cost and low price strategy (Mintzberg, 1988).

There are other typologies of business strategy which focus on other specific strategic dimensions,
for instance, on globalisation / internationalisation (Porter, 1980), internationalisation (Martinet,
1992), innovation and efficiency (Miles & Snow, 1978), timing of action/flexibility (Wernerfelt &

Karnani, 1987), scope, diversification, expansion, elaboration and reconception of the core business
(Mintzberg, 1988). '

These are important dimensions that can be considered in the definition of 2 strategy content. An
encompassing description of the business content is that given by Ansoff & McDonnell (1990).
According to them, strategy content is composed of four dimensions called “substrategies”. These
substrategies are growth thrust, market position, market differentiation and product differentiation.

There are several different alternatives for each of the substrategies.

e For the growth thrust substrategy, the alternatives are: grow with the market, increase
market share, expand market, capture market segment, round out product line, stimulate
demand, acquire a competitor and change vertical integration.

e For the market position substrategy, the alternatives are: dominant market share,
oligopolist market share, competitive market share, minor market share and divest from
the business.

e For the market differentiation substrategy, the alternatives are: minimum price, best
quality, best buy, brand loyalty, prestige, service and undifferentiated.

e And, lastdy, for the product differentiaton substrategy, the alternatives are:
undifferentiated, innovator, patent protection, performance, reliability, follower, critical

value added, added features, imitator, resource control and customising.

To this point, this section has been concerned with “external strategy”, ie., with that part of the
strategy content that responds to the external environment. Ansoff & McDonnell (1990) add to this
the determination of a strategic investment and of an internal strategy (or capability development). A
strategic investment is that «which will be needed to enable the firm to implement the strategy and
build the capabilitypy (Ansoff & McDonnell, 1990). Internal strategy is concerned with the

development of an adequate organisational capability and involves the following dimensions:

o the strategist’s and managers’ capability (e, qualifications, mentality, capacity,
competence, power, culture and mental models);

¢ the organisational architecture (i.e., facilities, equipment capacity and technology, systems,
tasks, culture, mental models, rewards, power structure and information processing/ .
communication); and )

e the functional capability (i.e., facilides, equipment capacity and technology, systems, tasks,
culture, mental models, rewards, power structure and information processing/
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communication of each function). Figure 2.6 synthesises Ansoff & McDonnell’s (1990)
approach to the whole strategy content.

Figure 2.6. Ansoff & McDonnell’s Enlarged Strategy Content: Strategic Posture

Geographic areas
Needs to satisfy
Growth vector Product technologies
Porttal Competitive advantage
ortioto strarcey Synergies (Comer., Oper., Manag. & Invest.)
Corporace Strategic flexibility Through diversification
® Growth thrust Through SBU transferable
Strategic Competitive Masket position resources and competencies
Posture ) strategy . .
(One for cach SBU). Market differentiation
. Product differentiation
Compettve
posture . Capabilities General management capability
g:;) for each (One for each SBU) Organizational architecture
Functional capabilities
Strategic investments In facilities, equipment ...
(One for each SBU) In strategy & prod. develop.

In capability: competencies,
personael, technology ...

Source: synthesis of Ansoff (1988) and Ansoff & McDonnell (1990) by C. ]. F. Candido.

This view of business strategy encompasses many of the fundamental internal and external
dimensions. In fact, it is interesting to note that strategy can be viewed broadly as encompassing the

elements in the 7-S Model (Figure 2.7).

Figure 2.7. McKinsey’s 7-S Framework

Systems

Source: Peters & Waterman, 1982,

The internal more or less manageable variables of an organisation have been aggregated and
: '
summarised in a framework with seven generic dimensions: external strategy, structure, systems

(processes), skills, staff, style and superordinate goals (values).
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This framework was developed in mid-1978 by a team of researchers from McKinsey & Co.,
which included Peters, Waterman, Athos and Pascal (Peters, 1984). Although the work grounded in
the “model”, and developed by this team, has received much criticism in the 1990s, the framework
itself remains an interesting approach to the understanding and management of organisations (Cf.
Ostroff, 1999; Hall ez 4/, 1993).

Its contributions were in clarifying that:

® itis not enough to define the external strategy or the organisational structure and wait for
everything to go right in the organisation — all of the seven dimensions are important.

e The seven elements of the model are interdependent — it is difficult to change one
without changing the others.

e Top management can and must monitor/manage all of them in order to keep its set in
tune. Moreover, it is dangerous not to do this. (Thus, they can all become targets for the
. strategy content.)

® There is no standard starting point or hierarchy between the seven dimensions. «A priom,
it isn’t obvious which of the seven factors will be the driving force in changing a
particular organisation at a particular point in time» (Peters e7 4, 1980).

The 7-S is a general, comprehensive, flexible and contingent “model”. It is simple but not
simplistic. It is limited, however, because it does not offer top management teams, nor researchers,
any precise tools. It’s usefulness is restricted to setting in mind all the variables that can be important
at each time; until the instant at which top management identifies the variable or those variables which

need some adjustment. 8

The variables that have been preferred by top management, and researchers, are strategy (read:
external strategy) and structure. It is easier to change external strategy and structure than it is to
change people, organisational values, or managers’ styles and skills. These are frequently understood as
" more intractable, intuitive and irrational (Peters & Waterman, 1982). They were not even considered

as integrating elements of the strategy content until about 25 years ago (Ansoff ¢ 4/, 1976).

The trend in the field has been to enlarge the content of strategy; to include the internal
organisational variables and to address the difficulties of strategy implementation in a way that those
difficultes can be avoided or reduced (Ansoff ez @/, 1976; Ansoff & McDonnell, 1990).

In summary, strategy content can vary in the form and in the dimensions addressed. More
specifically, it can be written or not, explicit or implicit; made public or not; address only the relations

of the organisation with the environment, dnly the internal organisational capability ~ including the

8 The 7-S framework is resumed later in Chapter 4, where the seven varables are defined, alongside with the variables of
other similar frameworks.
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strategy processes (Hrebiniak e a/, 1989) — or both the capability and the external relationships
(Ansoff & McDonnell, 1990). It can spawn the hierarchy of strategies (corporate, SBUs and functions)
or it may be just a single business strategy. It may consider economic, social, cultural, political,
psychological, legal, demographic and other variables or just economic, commercial and financial
variables (Ansoff, 1965; Campbell ¢z 4., 1990). Finally, the strategy content of an organisation can and
should be unique (Andrews, 1987).2

The definition of strategy, mission and objectives is an important aspect in the process of strategy
formulation and implementation, because it shapes the future of the organisation and, necessarily, the
whole process of strategy implementation. Hence, it must be integrated in the model of strategy

implementation that is synthesised in Chapter 4.

2.1.6. STRATEGY INSTRUMENTS

Some usual instruments are SWOT analysis, checklists, matrices, forecasting and financial
measures (NPV, IRR..). Porter (1980, 1985, 1990) added, to these, several instruments for detailed
analysis of the organisation, its value system, competition and advantages of nations. Courtney ¢f a/.
(1997) include, among the analytic tools, decision analysis, option valuation models, game theory,
technology forecasting, pattern recognition and non-linear dynamic models. Godet (1977, 1993) added
to this already extensive list some very specific instruments for defining future scenarios and choosing
a strategy. Other more unusual instruments are, for instance, described by Senge (1990). In total, the
number of tools that have been suggested is very high. They seem to be limited only by imagination.
In fact, this last one, imagination, is a very useful “instrument” in strategy analysis and formulation

(Perlitz, 1993).

Perhaps with the exception of imagination, all of the above instruments have in common being
rational instruments. There are also some less rational, intractable, unproven, and rejected tools like
intuition and random experimentation (Krogh & Vicard, 1993; March, 1976). This section, however,

focuses on rational instruments only. 10

® Unique or innovative. Generic types and typologies of strategies can be dangerous for organizations because they .can
constrain creativity, innovation, strategic thinking and participation (Prahalad & Hamel, 1989). Typologies «ely on a
reduction of all strategic possibilities to a few basic ones. ... The real way to develop strategies will not be to search for
prefabricated strategy concepts, but to prepare concept‘s with their own genuine characterstics» (Perlitz, 1993).

10 Reengineering, benchmarking, empowerment, just in time and outsourcing can be extremely useful management tools
(Porter, 1996). They are not strategic tools in the sense that they will not deliberately help choosing a new strategic content
(see also page 17). However, in time, they can contribute to changes in strategy. In fact, just the decision to commit a
company to its use can bring so many organisational changes that it must constitute a strategic decision.
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2.1.6.1. SWOT ANALYSIS

The single most popular strategy instrument is the framework for SWOT analysis. Conceived in
ancient times by Sun Tzu, for war strategy, it was developed by Andrews ez a/ (1969), for business
strategy and, with or without modifications, it remains a central aspect of any business strategy

textbook. -

A SWOT analysis can be separated into two interrelated components. One component consists in
finding and studying information about the external environment of the organisation. The purpose is
to put in evidence those opportunities and threats that the organisation is facing at the moment, those
that it will probably face in the future, and also the external trends, stakeholders or events, which may

raise them.

Some instruments that can assist in this external environment analysis are segmentation, structural
analysis of industries, competitor analysis, analysis of strategic groups, analysis of national competitive

diamond, and analysis of industry type and evolution (Porter, 1980, 1990; Mintzberg & Quinn, 1991).

The threats and opportunities that have been identified with this external \analysis must be
matched, in some way, bj the organisation’s internal capabilities. Thus, an internal examination must
also be conducted. That is the second component of a SWOT analysis. This is intended to find
strengths and weaknesses in an organisation’s capability. Initial versions of SWOT analysis were
intended to eliminate the weaknesses and enhance the strengths of an organisation in order to enable
it to avoid threats and take advantage of opportunities. This view has changed due to increased
competiton and turbulence. Today, new competitive advantages and new products must be

developed to replace current ones, even if they are still competitive (Porter, 1990; Peters, 1993).

Particular instruments that can assist in the internal analysis are check-lists (Ansoff & McDonnell,

1990), value chain (Porter, 1985), 7-S framework (Peters & Waterman, 1982) and others.

The combination of the results from both internal and external analyses should inspire the

development of alternative strategy contents through some strategy process.

2.1.6.2. OTHER INSTRUMENTS FOR A STRATEGY PROCESS

Any list of the available strategy instruments is bounded to be incomplete and as space is limited

here, only a short reference will be made to some of them.

Segmentation. Strategic segmentation cpnsists of dividing the environment into different but
homogenous parts (segments) along a relevant set of variables, including customers’ needs,

competitors, geography, technology and other critical success factors (Anastassopoulos e/ a/, 1993;
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Ansoff & McDonncll, 1990). A segment can consist of an industry, a geographical market or a small
niche. Due to its unique characteristics, each segment requires a specific strategy. Thus, in
multidivisional companies, each SBU 1is in charge of one or a few similar segments (Ansoff &
McDonnell, 1990).

Strategic segmentation uses critical success factors to identify business or niches and to put SBUs
in charge of them. But there is a different type of segmentation, designated as marketing
segmentation. Marketing segmentation uses demographic, income and other consumer variables to
reveal non-satisfied, or ill satisfied, groups of customers, in a particulax; strategic segment, and to fine

tune marketing strategies to meet the special needs of these groups.!!

Matrices. Matrices like Boston Consulting Group matrix, Arthur D. Little matrix, Shell-lDPM
matrix and others were used in combination with segmentation to assess the financial, commercial and
economic coherence and viability of a company’s portfolio of SBUs and, naturally, to design the new
portfolio strategy. This implies creating, buying, investing in, divesting, selling and/or closing down
SBUs.

Strategic planning, based on matrices, has been much criticised. The mistakes that prescriptions,
generated by these matrices, could lead organisations into suggested a need to look closer and more
“carefully at each SBU (Segev, 1995; Prahalad & Hamel, 1989; Seeger, 1988) and opened the way for
new tools like those developed by Porter (1980, 1985). Value chain and compettive analyses were
built to dissect the environment, competitors and the organisation, extracting the relevant information

to develop a business strategy.

Value chain. The value chain is included in this section because of its potental help in the
formulation and implementation of a strategy. The value chain divides the organisation into two main
types of activities, namely, into support activities and primary actvities (see Figure 2.8). Such activities
can be further divided, according to the principles delineated by Porter (1985). This helps in
identifying and developing ways to create Value/for the customer, either through a low cost or a

differentiated product/service (Porter, 1985).

! The concept, variables and specific ways of segmentation differ according to differing authors. The same happens with the
concept of SBU (g, Ansoff & McDonnell, 1990; Anastassopoulos ef af, 1993; Porter, 1985).
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Figure 2.8. The Generic Value Chain
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Source: Porter, 1985.

Econometric forecasting. Econometric forecasting is one of the oldest instruments but it is still
very important. Long Range Planning, which preceded strategic planning in time, applied forecasting
extensively (Anastassopoulos ¢ 4/, 1993). Forecasting instruments use available quantified data and
mathematical models to extrapolate fundamental variables like demand and prices; offering managers
a probable estimate of what their values will be in the future. The “likelihood” of the estimates

depends on the assumptions made in the design of the models.

Scenarios. Scenarios analysis (or prospective) came as a “complement” to the extrapolation of
past data (Godet, 1977, 1993). Using tailored instruments, it builds a set of three to five different but
probable scenarios, with different consequences to the organisation. The objectives are not so much
to familiarise management with different possible future situations, but to enable them to identify their
deepest assumptions about reality; to help them reflect upon and review their mental models of reality;
to enable them to recognise similar scenarios emerging in reality; to enable them to respond quicker to
changes and to proactively build the desired scenario (Godet, 1993). Econometric methods can be

used as a complement to prospective in order to quantify the scenarios that have been developed
(Godet, 1993).

Financial analysis. Another indispensable instrument is financial analysis. Through ratios, break-
even analysis and compound measures, like internal rate of return and net present‘value, it gives an
image of the actual financial health of the company and an idea of its dynamics. It can also be used to
analyse «the behavior and competence of rival firms» (McNamee, 1990). Thus, it can be used when
making decisions on issues like strategic positioning, debt/equity and selection of alternative
investments (Ansoff, 1965; McNamee, 1990). A popular financial instrument 1s the budget, which
allocates financial resources to SBUs; to the departments of each SBU; and sets their financial targets.
Budgeting appears to be intended to link ‘strategy formulation with implementation, to facilitate

implementation and to allow for control of implementation.
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Brainstorming. Brainstorming can be used as a means to generate new ideas and inventive

strategies. Criticism is avoided while each participant states its ideas and opinions.

Quality circles. Quality circles are groups of employees who meet regularly and attempt to

develop ideas capable of improving the quality of processes, products and services.

“Brainstorming and quality circles are ways of enlarging the number of participants and the extent
of their contributions to the decision making process, thus, of empowering. Used before and during

strategy formulation, these instruments can also contribute to facilitate the subsequent implementation

of strategy.

Criteria for choosing a strategy. Some criteria for the evaluation of strategies were suggested by
Andrews (1987). These are in fact a list of questions that a strategist must answer about the alternative
strategies that have been developed in order to assess their clarity, uniqueness, opportunity, viability,

social appropriateness and consistency with results from the SWOT analysis.

Programming. Programming consists broadly of dividing a big task or a previously approved
strategy into smaller steps or actions, characterising them, establishing dates for completion,

attributing responsibility for them and priorities. Gantt charts and critical path analysis can be used to

establish a programme.

These and other instruments can be used with different degrees of sophistication, and in different
combinations. Some are very specific in their purposes and can be used either in strategy formulation
or in implementation, others can achieve several purposes and can be used at more than one stage of

the strategy process. Figure 2.9 is an attempt to indicate the instruments that can be used at each stage.

Figure 2.9. Instruments that have Utility at each Stage of a Strategy Process

Identification of critical
success factors

Segmentation

SWOT analysis

Porter’s tools

Scenarios

Forecasting

Brainstorming

Matrices

Quality circles

Strategic planning (can be
seen as an instrument
but it is dealt with in the
next section)

Financial tools (including

Customer
(and other
environmental

Plans, programmes and
budgets

Quality circles

Empowerment

Operational
level (and other
organisational
aspects)

Strategy
formulation

budgeting) &v_c_lip’/
Critenia for choosing a

strategy .
Programming Q ua 11 tY
Gantt Charts '
Path analysis

Plans, programmes and budgets ~ Quality circles
Value chain Empowerment

Source: developed by C. J. F. Cindido.
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