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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
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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
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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
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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).
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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
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Posture ) strategy . .
(One for cach SBU). Market differentiation
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Compettve
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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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In the vsample of instruments, considered in this section and represented in Figure 2.9, note that
the number of instruments clearly devoted to strategy formulation (discern), represented on the left
side of the figure, is much larger than that number of instruments used for strategy implementation
(develop), represented at the bottom of the figure. This seems to indicate that there is, on the part of
researchers and consulting firms, more interest in developing strategy formulation instruments than in

developing strategy implementation instruments.

2.1.7. STRATEGY PROCESS

The strategy process is the sequence of steps by which a strategy is forged. Roughly, it involves
the awareness of a problem or opportunity; a single decision or a sequence of decisions addressing the
issue; and a purposeful coherent sequence of actions that solves the problem or takes advantage of the

opportunity.

The awareness of the problem or opportunity is essentially dependent on an adequate strategic
attitude. An adequate strategic attitude is composed of several items and is not easy to achieve and
maintain as management attitude is influenced by several distinct factors. The items of a strategic

attitude and the factors that influence it have been considered earlier. 12

The sequence of decisions, involved in the process, may precede or may be merged with the
sequence of actions. This is a fundamental distinction in the classical literature (Whittington, 1993).
When they are separated, the sequence of decisions constitute what is called the strategy formulation
process. The subsequent set of actions, which executes the decisions, is called the strategy
implementation process. Formulation and implementation are two necessary, interdependent sub-
processes in the strategy process, but are separated in the classical literature of strategic planning.
Unfortunately, the formulation process has received considerable more attention from researchers.
This section, thus, focuses on strategy formulation and introduces some topics that will be required

when studying strategy implementation.!3

Strategy formulation processes can be very different from organisation to organisation, or even
from decision to decision (Mintzberg e al, 1976; Ansoff & McDonnell, 1990). Many different
formulation processes, and some different classifications of these processes, have been suggested in
the literature. Generally, they can be classified according to the degree of formality; the degree of
comprehensiveness; the instruments used; the roles of management and personnel; the-urgency of the

decision; the costs they involve; and even according to other variables.
\

12 See Section 2.1.4.1. Strategic Attrude and Skills of the C.E.O.

13 See Chapter 4. Strategy Implementation.
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The degree of formality is one of the variables most frequently used to distinguish between
formulation processes. If this variable is considered, than two basic types of formulation processes can

be identified: formal strategic planning processes and incremental/emergent strategy processes.

2.1.7.1. TWO BASIC FORMULATION PROCESSES: STRATEGIC PLANNING AND EMERGENT
STRATEGY

In a formal strategy process, all steps are previously thought of and programmed in a ratonal
sequence. A formal process has a “manual of procedures” or regulations describing all steps to be
taken; who is responsible for them; when should they take place; with what kind of resources and
information... This kind of formal process is called strategic planning and was first suggested by
Ansoff (1965). It has as its output a comprehensive written strategy content, called a plan. And it
obviously separates formulation from implementation, Ze., implementation starts only after the plan
has been completed and approved.’# In general, a formal strategy process can been summarsed as

follows:

...analysing one’s own internal situation: stremgths, weaknesses, competencies and
problems; projecting current product lines, profit, sales, and investment needs into the
Suture; analysing  selected external environments and opponent’s actions for
opportunities and threats; establishing broad goals as targets for subordinate groups’
plans; identifying the gap between expected and desired results; commaunicating
planning assumptions fo the divisions; requesting proposed plans from subordinate
groups with more specific target goals, resource needs, and supporting action plans;
occasionally asking for special studies of alternatives, contingencies, or longer-
term opportunities; reviewing and approving divisional plans and summing these
Jor corporate needs; developing long-term budgets presumably related to plans;
implementing plans; and monitoring and evaluvating performance (presumably
against plans, but usually against budgets). (Quinn, 1989).

Figure 2.10, below, developed by Stoner & Freeman (1992), represents a formal prdcess, just as
described by Quinn (1989), but with slightly different wording.

1 Ultimately, however, some suggestions have been made to accommodate part of the implementation within the planning
period (Ansoff & McDonnell, 1990).
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Figure 2.10. A Formal Process of Strategic Planning
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Source: Stoner & Freeman, 1992.

Formal processeg are characterised by an effort to be radon.al at all imes, namely, by considering
all relevant information, by developing different alternative strategies and by choosing the best
alternative, according to a previously defined set of criteria. The rationality of the formal strategy
processes depends on carefully following these requitements and also on the validity of a few
assumptions. These assumptions — about the objectives, cognitive ability of decision makers, strategic
alternatives, estimates of the outcomes of each alternative, and amount of available information —
have been listed and explained by Gore e a/. (1992) as follows. (Note also the possible violations to

each of the assumptions in real organisations.)

!
Assumption 1 presumes an economic, guantifiable, maximising objective. In organisations

[however] there are frequently multiple objectives, which may be qualitative as well as
guantitative. ...
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Assumption 2 ... is that of stability of preferences [of organisational members] over time.
However, people are constantly learning and adapting their [preferences and] bebaviour in
the light of new experiences. ...

Assumption 3 assumes unlimited information processing. It does not, therefore, allow for
people’s limited cognitive ability ... limited knowledge and limited brain power ...

Ai.mmptiorz 4, of the existence of well-defined mutually exclusive alternatives, is affected by
information availability and frequently all alternatives are not well defined. As the world
is uncertain it is impossible to know if all alternatives have been ascertained. It is often too
expensive to explore all possibilities, and sequential consideration of alternatives together
with satisfying behaviour means that once an alternative is found which seems satisfactory
then often the search will cease. [A satisfactory solution is chosen, not the optimal,
maximum benefit solution] ...

Assumption 5 requires quantification of information, which is not always possible.
Estimates of the expected value of the alternatives considered ... must often be more in the
nature of guesstimates...

Assumption 6 assumes that decision-makers are fully aware of the benefits arising from a
decision and choose the alternative or outcome which provides the maximum benefit. ...

Assumption 7 expects that time and information are never limited and that information is
inexpensive to acquire. In many real-life situations the opposite conditions prevail. (Gore
et al, 1992)

As noted earlier, because of resistance to change — but also because of violations to some of the
assumptions described above — the traditional strategic planning approach evolved to the currently
accepted strategic management approach (Ansoff ez al, 1976). Taking these violations apparently more
seriously, there are also some less formal strategy processes, called incremental (Quinn, 1989),
emergent (Mintzberg & Waters, 1985) or crafting strategy processes (Mintzberg, 1987).15 In such
processes, strategy is forged non-systematically, non-deliberately, with small decisions, which may or
not correct the preceding ones, in a trial and error manner, adding new information from each trial

and from each new internal or external event. Formulation is not separated from implementation but

15 Stated other way, these less formal perspectives have been developed from rescarch that provided dmportant insights on
the crucial psychological, power, and behavioral relationships in strategy formulation. Among other things, these have
enhanced understanding about the maltiple goal structures of organisations; the pofiics of strategic decisions; executive bargaining
and negotiation processes; satisficing (as opposed to maximising) in decision making; the role of waltions in strategic
management; and the practice of “muddling” in the public sphere» (Quinn, 1989).
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proceeds alongside it (Mintzberg, 1987).16 An example of an emetgent process that results in a

diversification strategy, is provided by Mintzberg (1994b)

...rather than pursuing a strategy (read plan) of diversification, a company simply makes
diversification decisions one by one, in effect testing the market. First it buys an urban
hotel, next a restaurant, then a resort hotel, then another urban hotel with restaurant, and
then another of these, etc., until the strategy (pattern) of diversifying into urban hotels with
restanrants finally emerges. (Mintgberg, 1994b)

Interestingly, most strategies, in practice, combine both types of formal and emergent processes
(Mintzberg & Waters, 1985; Mintzberg, 1994b). Fxgure 2.11, below, shows how deliberate and

emergent strategy processes combine.

16 Other differences between the two opposing formation processes can be arranged in six categories, as follows: (1) the
motive for initiating the process, (2) the concept of goals, (3) the relationship between means and ends, (4) the concept of
choice, (5) analytic comprehensiveness, i.c., <how comprehensive organisations are in making individual strategic decisions»,
and (6) integrative comprehensiveness, e, <how comprehensive they are in integrating those decisions into an overall
strategy» (Fredrickson & Mitchell, 1984). Table 2.5, developed by Fredrickson & Mitchell (1984), explains the differences.

Table 2.5. Differences Between Strategic Planning Processes and Incremental/Emergent Strategic Decision Processes

Characteristic

Strategic planning processes

Incrementalf emergent processes

Motive for initiation

The process is initiated in response to problems or
opportunities that appear during constant surveillance.

The process is initiated in response to a problem or
dissatisfaction with the current state.

Concept of goals

It is directed at achieving a specified goal or future
intended state.

It is directed at achieving a modification of the current
state. The process is “remedial”.

Relationship between
means (alternatives)
and ends (goals)

The goal is identified before and independent of the
analysis of alternatives. Decision making is an “ends-
means” process.

The remedial change outcome is considered at the same
time as the means for achieving it is analysed. The
processes are intertwined and simultaneous.

Concept of choice

The final choice of an alternative is dependent on how
it contributes to the achievement of the goal. Decision
guality is known only when it is shown that this
decision provides the best means to the specified goal.

The final choice of an alternative is made by combining
the considered alternatives (means) and their possible
consequences (ends) and simultaneously selecting the one
that yields the most desired outcome. Decision quality is
Jjudged by the agreement achieved in choosing an
alternative (the means to the end).

Analytic
comprebensiveness

When making individual decisions it attempts to be
exhaustive in the identification and selection of goals
and the generation and evaluation of alternatives. All
Jactors are considered.

When making individual decisions it considers only a
Jew alternatives to the status guo as alternative actions
and only a restricted range of consequences in their
evaluation. All possible factors are not considered.

Integrative
comprebensiveness

Conscious attempts are made to integrate the decisions
that compose the overall strategy 1o insure that they
reinforce one another. The strategy is viewed as a
consciously developed, integrated whole.

Little attempt is made to integrate consciously the
individual decisions that could possibly affect one
another. The strategy is viewed as a loosely linked group
of decisions that are handled individually.

Source: Fredrickson & Mitchell, 1984.
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Figure 2.11. Combining Formal and Informal Processes: Intended, Deliberate, Emergent, Unrealised
and Realised Strategy
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Source: Mintzberg, 1994b.

On the left side of Figure 2.11, intended strategy is what drives the strategist and an organisation
initially (Mintzberg & Waters, 1985). During the strategy process, however, new events, new
information and resistance from the inside or outside of the organisation may completely put aside the
previous intention. Thus, intended strategy is not realised at all and becomes an nrealised strategy.
When this does not happen, and the intended strategy is fully realised, it is called a de/iberate strategy.
Deliberate strategies (plans) are intentions that become fully realised (Mintzberg, 1994b). Emergent

strategy is the opposite type of strategy process, because the strategy that is realised was not initially
intended.

Mintzberg & Waters (1985) argue that pure deliberate strategies and pure emergent strategies are
not as frequent as strategies that integrate some deliberate intention with some emergent aspects. This
is because there is always some initial intention in the strategist’s mind, though imprecise it might be,

and there always occurs some events that cannot be initially predicted, but that can change initial

intentions.

2.1.7.2. STRATEGIC DECISION MAKING PROCESSES

A strategic decision making process (SDMP) is the process by which individual strategic decisions
are made in an organisation. I These strategic decisions may be coherently integrated in the actual
broad strategy content, may partially change it, or may even constitute 2 whole new strategy. In the
first two cases, the SDMP only added or changed some elements of an existing strategy content. It can
be said that new aspects of the strategy have emerged. In the latter case, a whole new strategy is

formulated through a SDMP. This means that the SDMP can be understood either as one in a

J

17 A classification of decisions (in strategic, administrative and operational decisions) was proposed by Ansoff in 1965 and
later developed by the author (Ansoff e al, 1976; Ansoff & McDonnell, 1990). These developments emphasised the
differences between two kinds of decisions (strategic and operational decisions). Table 2.1 summarises the differences.
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sequence of SDMPs, contributing to the emergent formulation of strategy, or as a comprehensive
formal strategic planning process. The concept of SDMP is appatently compatible with both formal

and emergent strategy processes, thus, having the advantage of avoiding the dispute between the two.

«Strategic decision processes are immensely complex and dynamic» (Mintzberg ez al, 1976). They
can vary from organisation to organisation, or even from decision to decision; they can address very
different issues; they can make use of different instruments; they can have different degrees of
formality, sophistication and comprehensiveness; and they can exhibit different combinations of the

steps (routines) used.

SDMPs involve the following steps:

® defining a mission and/or the objectives;

® recognising the need for a decision (issue recognition);
e jssue definition;

e search for alternatives or formulation of alternatives;

e evaluation of the available alternatives;

® choice of one alternative;

e implementation; and

® monitoring (Gore ¢ al., 1992). (See Figure 2.12.)

Figure 2.12. A Strategic Decision Making Process
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Source: adapted by C. J. F. Céandido from Gore ez 2. (1992).

The process in Figure 2.12 has two advantages, compared to others in the literature. The

limitadons of many processes are:

® assuming that their stages are followed in a linear way, one after the other, without any
possible interruption or repetition (Johnson & Scholes, 1999); and
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® excluding one or more of the important steps listed above (Gore ef a/, 1992).

As to the first limitation, Gore ¢ a/. (1992), as well as Johnson & Scholes (1999), have suggested
iterative models (figures 2.12 and 2.13) in which one stage may give way to one of its previous steps,

in order, for instance, to search for more information or to define better strategic alternatives.

Johnson & Scholes (1999), in particular, describe a process in which four stages are connected in
cycles. They assume that the process can evolve from one stage to another without completing the

previous one (see Figure 2.13).

Figure 2.13. Phases of Strategic Dec151on Making
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Johnson & Scholes (1999) further assume that cultural and political variables can have as much

Source: Johnson & Scholes, 1999.

importance, or more, than logic and pure analytical rationality. The following description of their
model emphasises how cultural and political aspects — e.g.,, assumptions, beliefs, values and internal

opposing parties — influence the process, namely, by delaying, interrupting or repeating stages.

Awareness of an issue can be delayed if information is misinterpreted or deliberately ignored,
namely, because it might not fit within the assumptions held by organisational members. Gradually,
additional stimuli may help building awareness of the issue. Full awareness, however, frequently comes
only when the formal information system reports a deviation from the budget. At this stage, the
organisational members are aware of the issue, but the issue itself might not yet be cleatly defined.
Issue definition (or issue formulation) is accomplished through a number of information gathering
processes. Some of these processes are formal, structured and objective, whereas others are verbal and
informal. Internal opposing parties may try to collect information to support their particular views on
the issue. Collected information is frequently interpreted in the light (shadow!) of current assumptions,
beliefs and values. «Through debate and discussion there may be an attempt to reach an organisatonal
view on the problem» that is consensual (Johnson & Scholes, 1999). Howerver, internal coalitions may
not reach a consensus and new information may have to be gathered. According to the authors, this
lack of consensus can be beneficial becaus:: it provides an opportunity to challenge the taken-for-

granted assumptions. When a definition of the issue is finally agreed upon, managers begin to consider

48



«a rather vague idea of a possible solution and refine it by recyding it through selection routines
[eventually by going] back into problem identification or through further search routines» (Johnson &
Scholes, 1999). Initially they will search and discuss available ready-made or familiar solutions. Only if
none of these are selected will they then try to develop an original custom-made solution. Selection of
a solution involves more than just formal analysis; it involves judgement, negotiation and bargaining.
To complete this brief description, note that if a satisfying solution is not found at this point, the

participants will return to a previous stage.

As to the second limitation noted above, Gore ef /. (1992) emphasise that «the implementation
and monitoring stages are ignored by the majority of writerss. It has been noted eatlier that

formulation is frequently favoured to the detriment of implementation and monitoring. These stages

...dn practice are vital, for no matter how excellent a solution or decision is, if it is not
translated into action and no attempt is made to ensure that implementation is in

accordance with plans then the whole effort spent on the previons stages will be wasted.
(Gore et al., 1992)

2.1.7.3. CLASSIFICATIONS OF STRATEGIC DECISION MAKING PROCESSES (SDMPs)

Several different classifications of SDMPs have been suggested in the literature. This secton
briefly addresses those suggested by Whittington (1993), Hrebiniak & Joyce (1985), Hart (1992) and
Ansoff & McDonnell (1990). Whittington’s classification is perhaps one of the most comprehensive
and enlightening. Hrebiniak & Joyce’s classification .suggests an interesting conclusion that
complements Whittington’s. The last two classifications, by Hart and Ansoff & McDonnell, involve

other important aspects that are required in the chapter on strategy implementation.

2.1.7.3.1. Whittington’s Classification

Whittington (1993) proposes a comprehensive classification of the different perspectives that
have ap?earcd in the strategic management literature. His classification includes four «generic
perspectives»: classical (or rational), evolutionary (or fatalistic), processual (or pragmatic) and systemic
(or relativist). These are described in terms of differences in objectives (profit maximisation vs.

pluralistic objectives), forms of strategy (written vs. not written), processes (deliberate vs. emergent)

and hypotheses about ma» and wor/d.

Classical. The classical perspective defends that there is one SDMP that is best for all
organisations, independently of their specific environments and problems. This SDMP is strategic

'
planning, the formal, radonal, comprehensive and voluntary process described earlier.!® The

18 See Section 2.1.7.1. Two Basic Formulation Processes: Strategic Planning and Emergent Strategy.
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objectives, hypotheses, process and form of strategy that, according to Whittington, characterse the

classical perspective are summarised in the second line of Table 2.6. Note that Whittington’s classical

perspective does not include the transformation and enlargement of the field into what is called now

strategic management. His classical perspective is compatible with much of the zraditional

per.rpe:tive.w

Table 2.6. Whittington’s Generic Perspectives on Strategy

Perspective Objectives Hypotheses © Process and form
Homo economicus, 100% economic and
i rational. . .
One Objective: The process is deliberate, formal and rational.
e rofit Environments and companies are .
i |7 i . P Analysis of the company and of the
3 X maximisation | predictable and mouldable. . .
a-8 ‘ L, . environment produces several alternatives and
T % (trough Implementation is straightforward. : o
oL competitive the best choice possible is made.
advantage) Internal and external analysis can Stratery is @ written dlan
i identify strengths, weaknesses and future o4 plan.
opportunities and threats.
The environment is bostile. Markets are | Strategy, if it exi.ft.r,ﬁ.rm.r Wi_”’ small careful
One Obiective | 2Ee in selecting the most fitted steps, as a result of daily efficiency
= ne Ugjectzve: companies. Only the more efficient preoccupations. When it exists, it is tonfu.re
S = pre oﬁt o survive. and non-intentional. Obviously, not written.
S 3 maximisalion ) The market chooses the best strategies, not
§ § (tbroug{; Tbe environment changes very quickly. It | ..., agers.
ss economic is impossible to forecast and to make ) )
8 efficiency and | plans. Deliberate strategy is useless, except for very
. Juck). ] ) large companies. In this case, differentiation
The strategy process is very expensive and | gnd many small initiatives are the best
absorbs necessary resources. strategy.
luralistic: . it by bi :
in‘;g,[m[t/c o Each man has several different and Str fzte‘gy.emer;ge.f, bit by bit, from the tb?ug/)t
stake b:l ders incompatible interests. They can also be | @ctéon dialectic. May become clear only in
(through incompatible with the company’s refrospect.
'§ = internal objectives. The process is not formal, nor deliberate, but
~ S . . . . . .
g 3 negotiation; The decision-maker’s rationality is learning and internal negotiation. Planing, )
S ¥ and day-to-day | bounded. He can make mistakes when however a fact and reassuring, is largely futile.
~ . . . . .
&S | operations, analysing, formulating and implementing | Lnplementation is not separated from
which leads 1o | strategy. formulation.
valuable and . bl
inimitable Mar, 'é"f are neither perfect nor capable | TInternal coalitions’ objectives and internal
resonrces. of selecting the best companies. politics significantly influence strategic choices.
Man is a product of bis time, place and
al . s rational, but his L . .
Dependent on soctal gystern He is ra " Formulation, implementation and strategies
rationality is defined on peculiar cultural s )
2 culture, criteria are sensitive to the company’s context.
£ S country, etc. It ’ . . .
S " . Strategy is a social construct. The previous
S 3 may by profit | Markets are imperfect and can be . .
o8 i . perspectives are particular cases.
maximisation | manipulated.
or plural. The process may involve external actors.

Managers are capable of put!ing'io‘geil)er
and implementing a strategy.,

Note: * See also the hypotheses and violations to the hypothcs‘cs in Section 2.1.7.1.
Source: adapted from Whittington (1993) by the author.

19 See Section 2.1.3.1. Traditional Perspective.
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Euoluﬁonag:. The evolutonary perspective, based on natural selection, was introduced as an
alternative to the rational choice and voluntarism of the classics and claims that the environment has a
significant impact on company success (Hannan & Freeman, 1976; Aldrich, 1979). Including authors
from the Transaction Costs Economy, Evolutionary Economy, and the Population Ecology of

Organisations (Whittington, 1993), this view defends positions such as:

«f there is a rationality [underpinning organisational success], it is the “rationality” of
natural selection» (Hannan & Freeman, 1976);

¢ under a natural selection point of view,

within a given group of organisations, some by chance alone will develop characteristics
more compatible with emerging environmental conditions than will their counterparts. Those
organisations fortunate enongh to have the ‘right’ structure at that time will perform best,
Jorcing others to emulate this structures or to cease to exist. (Miles & Snow, 1978)

¢ environmental fit and business success is more likely to be the result of good fortune and
mistakes than strategizing (Alchian, 1950; Aldrich, 1979), thus, managers are passive
agents with minimal impact;

¢ «Organizations are shaped, pushed, and pulled in directions unintended and unforeseen
by members» (Aldrich, 1979);

® «evolutionists ... insist that markets are typically too competitive for expensive
strategizing, too unpredictable to outguess ... and too efficient to permit the creation of
any sustainable advantage» (Whittington, 1993);

® strategy is just for very large firms, not for small nor medium firms (Williamson, 1991); -

® small and medium firms should focus on day-to-day activities and efficiency (Williamson,
1991);

Whittington’s summary of the evolutionary perspective is given in the third row of Table 2.6. At
this point, it can be noted that one perspective, classical, believes that there is a better way for
deliberate strategy formulaton and another perspective, evolutionary, contends that organisations

should not attempt to make strategy at all.

Processual. The processual approach is 2 moderate alternative, a compromise between the first
two perspectives. It has been described eatlier in some detail as an incremental or emergent process.?°
The objectives, hypotheses, process and form of strategy that, according to Whittington (1993),

characterise this perspective are summarised in the fourth row of Table 2.6.

Systemic. The systemic perspective includes all of the previous perspectives in a contingent
4

framework. This is a view in which strategy concept, content and process are contingent on factors

20 See also Sections 2.1.7.1 and 2.1.7.2.
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such as society, manager’s education and manager’s experiences. Thus, any of the classical,
evolutionary and processual perspectives are valid, as long as they are inserted in an adequate context,
eg., a country.?! This contingent view is in accordance with Hofstede’s (1980) conclusion that the
«niversal validity» of management theories developed in one country should be questioned. The
objectives, hypotheses, process and form of strategy that, according to Whittington (1993),

characterise this perspective are described in the last row of Table 2.6.

2.1.7.3.2. Hrebiniak & Joyce’s Classification

The theoretical debate between environmental determinism and deliberate strategic choice is
visible in Whittington’s classification. Hrebiniak & Joyce (1985) consider that these two factors are not

incompatible. They argue that ...

classifying change as either organisationally or environmentally determined is misleading ...
both are essential to an accurate description of organisational behavior ... choice and
determinism are not at opposite ends of a single continuum of effect but in reality represent
two independent variables (Hrebiniak & Joyce, 1985)

In accordance with this point of view, they develop a matrix with two axes: the degree of strategic
choice and the degree of environmental determinism. Each variable can adopt one of two values: high

or low (See Figure 2.14).

Figure 2.14. Strategic Choice and Environmental Determinism in Organisational Adaptation

High | 11
Strategic choice Adaptation within constraints

Strategic Choice

Incremental choice I Natural selection v
Adaptation by chance Adaptation or selection out
Low
Low Environmental determinism High

Source: Adapted by the author through simplification from Hrebiniak & Joyce (1985).

In this simplified version of the matrix, quadrant I can be identified with Whittington’s classical
perspective; quadrant IV with the evolutionary perspective; and quadrants II and III with the
processual perspective. The distinction, however, is that every quadrant permits a certain degree of

determinism and of strategic choice.

4 In a different approach, Hitt & Tyler (1991) found that aspects from all of the different perspectives that they considered
could contribute to the explanadon of any given strategic decision.
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2.1.7.3.3. Hart’s Classification

Starting from an analysis of 11 different classificatons of SDMPs, Hart (1992) aimed at providing
a comprehensive non-overlapping classification. His typology, shown in Table 2.7, includes five types
of processes: command, symbolic, rational, transactive and generative. This typology is essentially
interested in the style, role and degree of involvement of the participants in the strategy process, but it

does not ignore other aspects emphasised by Whittington (1993).

Table 2.7. Hart’s Typology of Strategy Making Processes

Strategic decision making process (SDMP)
Deseriptors Command Symbolic Rational Transactive Generative
, ‘ (Analytical) rocedural, )
(Imperia)) (Cultural) g’ lrateéy :ngx/m by gratqu dn')lmx by (Organic)
s Strategy driven by | Strategy driven by . Strategy driven by
tyle .. Sformal structure internal processes &
Jeader or small top | mission and a and blannin and mutual organisational
team vision of the future st 5” 5 £ adjustment actors’ initiative
. (Coach) (Boss) (Facilitator) (Sponsor)
”ia'fi o{”jz‘ﬁ . I(DCr:ZZaZi:gion Motivate and Evaluate and Empower and Endorse and
% inspire control enable support
Role of (Soldier) (Player) (Swbordinate) (Participant) (Entreprenenr)
organisational Obey ord Respond 1o Follow the svste Learn and Experiment and
members o oraers challenge ortow 10€ ISR\ irmprove take risks
28! ’p

Source: Hart (1992).

The five SDMP are not seen as mutually exclusive: «organizations may combine two or more
modes into distinctive combinations of strategy making processes» (Hart, 1992). In fact, «the highest
performing firms in this study integrated and blended all four strategy-making modes» (Hart, 1991).

Table 2.7 is directly related to Table 2.8, below. Table 2.8 associates each of the fivre SDMPs to 2
particular context, described in terms of different states of four contingency variables — environment,

firm size, stage of firm development and strategic orientation.

Table 2.8. Strategy Making Modes and Contingency Factors

Strategic decision making process (SDMP)
Descriptors Command Symbolic Rational Transactive Generative
Envi Simple; low-level Dy namicy bl‘gb. Stable; low degree | Complex; many Tur[m{ent;
nvironment . velocity or radical dynamic and
complexaty of change Stakebolders
change complex
Firm size Small Medium - large Medium - large Large No relation
Stage of firm No relation Rap fdgro?v th; Steady growth Mature No relation
development reorientation
. Proactive change - .. Continuous .
ofii;‘;jif:n No relation (Prospector / "S(;o)/:ff? dﬁ- j::tmn improvement 1;;::”::2;)
Analyser) (Analyser) ?

Source: Hart (1992).
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Considyering Tables 2.7 and 2.8, simultaneously, leads to the conclusion that context largely
influences the behaviour of members in the organisation; their attitudes and roles; and, naturally, their
vision for the future of the organisation. These Tables establish a contingent, partially deterministic,
relationship between the internal and external situation of the organisation and its preferred SDMP.
Such a contingency view takes Whittington’s “systemic perspective” a step further, although it neither

considers any social factors, nor a manager’s experience.

2.1.7.3.4. Ansoff & McDonnell’s Classification

Ansoff & McDonnell’s (1990) classification can be represented in the form of a tree. Their tree of

strategic management modes is shown below, with some minor modifications made by the author.

Figure 2.15. Tree of Strategic Management

Environment

Strategic diagnosis with assessment of the degrees of environmental turbulence, impact of environmental changes on the
organization and urgency of response

Choice of the more adequare mode(s) of strategic management
Organic adaptation T Response Managed?
l Yes

Act Plan or act? Plan
(Limited analysis quickly followed by implementation)

Ad hoc or systematic action? Straregic learning Position or issues?
Ad hoc s Sy ic action — choice of mode and process Issues Posision
Which mode? Which process? Capablity Strategic

Strong Weak Strategic Planning planning

signal signal surprise /\

TPonfolio Competitive

management One step (decisive Coercive Information System posture
strategic response) change Culture/mentality/power Structure Manager
) institutonalization of —— —
Monitoring of S‘CP\“S{ Managed resistance dual systems (operational and I
the challeng: progres using modular plans  strategic), dual structure, and 2 culrure, ! iom of plan
( only) c - dion”) all to protect continuous strategic activity Implementation of plans

(Using ad hoc or systematic action — see above to the lef)
~—— . -

——

Impact on the strategic posture *

Note: * The concept of strategic posture is considered above. See Figure 2.6.

Source: adapted by the author from Ansoff & McDonnell (1990).

It is unnecessary to explain here, in detail, all of the strategic management modes included in
Ansoff & McDonnell’s tree. Thus, only a short reference is made in order to provide a bref
description of each mode; to show their different application situations; and to reveal how each mode

integrates with strategy implementation.

Organic adaptation (top left hand side of Figure 2.15) is unmanaged myopic adaptaton. Any

strategic change under this management mode is unguided, incremental and an extension of the past.
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Implementation «starts and proceeds, again unguided, by trial and error, to either a successful or
unsuccessful conclusion» (Ansoff & McDonnell, 1990). When confronted with a significant
environmental change, the organisation will delay a response because of delays in communication,
internal politics, natural rejecton of unfamiliar events and a wish to verify that the change is
permanent. The delay to respond holds until the change is perceived as a threat to the survival of the
organisation and is then suddenly replaced by a crisis situation. Management becomes discredited and
is replaced; the organisation «closes ranks behind» the new “saviour” management team; and, as soon
as recovery is apparent, internal pressure forces a return to the previous incremental, unmanaged, -
behaviour (Ansoff & McDonnell, 1990). Performance is always mediocre, even in protected or non-
competitive environments. And in any competitive environment, survival becomes impossible, unless

a timely move to systematic planning occurs.

Systematic planning (right hand side of Figure 2.15) is on the opposite extreme of strategic
management modes. Management «plays a vigorous and rational role by predetermining in a
systematic manner the directions in which a firm will develop, and then guides and controls the
execution in accordance with the established plans» (Ansoff & McDonnell, 1990). Systematic planning

includes two different types of planning, position planning and strategic issue management.

Position planning aims at defining how to change the current strategic posture of the
organisation. It consists of either or both strategic planning and capability planning. Strategic
planning focuses on the external strategy of the organisation and capability planning focuses on the

organisation’s internal capabilities, ie., managerial capability, organisational architecture and functional

capability.22

Position planning is adequate when a comprehensive change of strategy is required; the
consequences of immediate action are not clear; the urgency to act is low; sufficient informaton is
available; and the cost of planning is not exceptionally high. When these conditions do not apply,

other management modes may be more adequate than planning.

Strategic issue management is an alternative, still, under the planning branch of the tree. This
alternative addresses three types of strategic issues: strong signal issues, weak signal issues and
strategic .furpri.re:. These are unpredicted opportunities and threats which quickly develop and cannot
wait until 2 comprehensive strategic plan is complete. Issue management, thus, is based on permanent
environmental surveillance and on an assessment of the urgency and impact of each issue. Issues with
significative impact cannot be ignored and special measures must be taken, according to one of the
three types of issue management. What decides the choice between each of the types is the estimates

cf time until the impact; time needed to respbnd; and amount of available information. Strategic issue

2 See page 33 and Figure 2.6.
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management types are not intended to implement completely new strategies, for instance, the
implementation of a total quality strategy, but to anticipate, to assign priorities, and to deal with

specific issues.

Ad hoc management and systematic action (left hand side of Figure 2.15) are more radical
alternatives to position planning. Ad hoc management or systematic action does not mean that some
degree of analysis does not take place. It only means that a quick decision and immediate action is
favoured in detriment to a time and resource consuming detailed analysis and planning. Ad hoc
management «falls between the unmanaged and the planned» behaviours and coincides with the
concept of crafting strategy (Ansoff & McDonnell (1990); Cf. Mintzberg, 1987). It is deliberate
management but, unlike position planning, it does not provide comprehensive strategic guidance and
addresses individual strategic issues one at a time. Ad hoc issue management is approprate when new
strategic issues are not frequent; develop slowly enough to be treated one at a time; and do not affect )

other issues or parts of the organisation.

An alternative to ad hoc management is fystematic action. Systematic action is similar to ad hoc
management — because of its short period of analysis immediately followed by action — but involves a
systematic choice of the mode of action to adopt and of the process. Alternative modes of action are:
crisis management, continued monitoring of the challenge, stepwise progressive commitment, and
oné—step decisive strategic response. The choice made depends on the degree of urgency and of

predictability (Ansoff & McDonnell, 1990). Another

... choice is between rapidly forcing the change into the firm (coercion), managing resistance
on a project by project basis, or institutionalising within the firm a change-receptive culture,
power structure and competence. This choice is determined by the discontinuity of challenges,
their frequency, and their urgency. (Ansoff & McDonnell, 1990)

Ad hoc management and systematic action are very important, not only because they can be used
in some of the situations in which there is no time to plan but, more importantly, because these

management modes are used to implement any strategic posture that has been previously planned

(Ansoff & McDonnell, 1990).

When urgency, complexity and novelty are high and predictability is low, the result is a very high
degree of turbulence?* and strategic learning (centre of Figure 2.15) becomes the only valid
management alternative. The strategic learning approach combines planning and implementation in a
progressive commitment process. Each decision in the process keeps open as many options as
possible, but maximises the strategic learning necessary for the next decision. These decisions can be

B The relevant aspects and processes of strategy implementation are considered in Chapter 4 — Strategy Implementation.

24 See Section 2.1.8.1. Uncertainty and Turbulence.
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planned o‘rvnot, depending on the cost of planning, the urgency of response and the risk of immediate
action. Implementation steps are launched after each commitment decision and are also conducted to

maximise strategic learning.

This very brief summary of Ansoff & McDonnell’s (1990) SDMPs is concluded here by noting
that such strategic management modes are not mutually exclusive. In fact, the authors’ concept of
strategic management 2 can probably be seen as (1) the attentive surveillance of the environment, and
(@ the choice, combination and implementation of the most adéquate management modes, in

accordance with the needs that have been identified and with the “strategic success theorem”.26

A particular interesting but less recognised model of SDMP is that of the garbage can. This
model, developed by Cohen ez a/ (1972), is not visible in the categories above, but it may be viewed as

being similar to organic adaptation. Eisenhardt & Zbaracki (1992) synthesise it as follows:

The garbage can model describes the accidental or random confluence of four streams: (1)
choice opportunities — occasions which call for a decision, (2) solutions — answers looking
Jor problems, (3) participants — people with busy schedules who might pay attention, and
(4) problems — concerns of people within and outside the organisation. Thus, decision
making occurs in a stochastic meeting of choices looking for problems, problems looking for
choices, solutions looking for problems to answer, and decision makers looking for
something to decide. ... Decisions are not the result of analysis by boundedly rational
individuals or the power of a coalition, but rather are a random confluence of events.
(Eisenhardt & Zbaracki, 1992)

Thus, they conclude, «the garbage can model is less relevant for strategic decision making. It
remains a clever reminder of the importance of chance, but is empirically less robust than the other

paradigms» (Eisenhardt & Zbaracki, 1992).

According to Cohen et a/. ‘(1972), garbage can decision processes occur «precisely when the

preconditions of more normal rational models are not met, namely, in “organised anarchies” in

which:

® preferences and criteria for choices are ill-defined, inconsistent, and changing;

® organisational members do not understand organisational technology nor processes, and
operate on the basis of trial-and-error; and

® members «vary in the amount of time and effort they devote to different domains»
(Cohen et al, 1972).

Cohen ef al. (1972) advance some examples of organisations, such as public, educational and
'

2 See page 16.
2 See page 16.
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research organisations, in which garbage can processes are more evident. Moreover, they seem to
admit that the model can describe a portion (not all) of almost any organisation’s activities. If this is
the case, then the great advantage of a garbage can model is the possibility that such processes «can be
understood, that organisational design and decision making can take account of its existence and that,

to some extent, it can be managedy, ie., avoided or rendered less ineffective.

2.1.7.4. PROCEDURAL RATIONALITY OF THE SDMP

Procedural rationality, also designated as rationality/comprehensiveness, is one of the basic
dimensions of SDMPs (Fredrickson & Mitchell, 1984; Papadakis ¢ al, 1998). It has been understood
as an exhaustive collection of all relevant information, comprehensive analysis of this information and
full evaluation of all possible alternatives for a decision. More precisely, as the extent to which the
SDMP uses all the available information and undertakes all the steps in a generally accepted theoretical
decision making process (Dean & Sharfman, 1993; Papadakis e 4/, 1998). The importance of this
proceciural rationality derives from its contribution to achieving the best decision possible, under any

given circumstances (Dean & Sharfman, 1993).

Procedural rationality has, however, been defined in terms that facilitate researchers’ quantitative

measurement?’ and hypotheses testing.28 A comprehensive definition of it would entail:
® synthesis and creativity (Ohmae, 1988; Ackoff, 1991; Mintzberg, 1976, 1994b);
® social context influences (Whittington, 1993); and

® acceptance of the decision by those who will implement it (Maier, 1963).

¥ This procedural rationality can vary substantially (Dean & Sharfman, 1993). However, how it varies is not very clear.
Fredrickson & laquinto (1989), for example, concluded that high performing firms in unstable environments use less
ravonal/comprehensive SDMPs than high performing firms in stable environments, ie., they concluded that procedural
ravonality is negatively related to environmental instability. Similarly, Dean & Sharfman (1993) found that procedural
ratonality is negatively rclated to environmental uncertainty. The explanation to these conclusions is that, when
uncertainty/instability increases it is not possible to be exhaustive in looking for all necessary information, and that it is not
possible to identify all alternatives for choice. But, in spite of this explanation, other authors (Bourgeois & Eisenhardt, 1988)
argue that, in high velocity or dynamic environments, managers must study more carefully, use more information and
consider more alternatives in order to make better decisions. Therefore, this suggests that the rationality/comprehbensiveness
of SDMPs is not negatively but positively related to velocity of change. Although slightly different variables have been used,
in these studies, to describe the environment, a controversy is apparent in their conclusions. Papadakis e a/ (1998), in an
ambitious study, to try to resolve the contradiction, used three environmental dimensions (heterogeneity, dynamism and
munificence), and interestingly reported a lack of any statistically significant srelationship between the environmental
dimensions used and the rationality of the SDMPs. Papadakis ef a/’s (1998) conclusion is consistent with some theoretical
research. In Ansoff & McDonnell’s (1990) tree of strategic management, for instance, there are decision processes less
comprehensive (ad hoc management and systematic action) that can be used when a short period of analysis is sufficient and
-quick acton is demanded; and, more importantly, there are also several rational and comprehensive processes (positon
planning, strategic issues management and strategic learning) that differ in the velocity of decision making, according to the
higher or lower urgency of the decision. Thus, SDMPs can be rational and comprehensive, either in stable or unstable
environments, as long as in dynamic environments they allow for a quick decision and implementation. Reasons for the:
above contradiction might lie in environmental aspects, not considered in those empirical studies; in the kinds of samples

that were used; in the concept of uncertainty; or in the concept of procedural rationality. The latter concept is brefly
discussed in this section.

2 See any of the studies mentioned in footnote 27.
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Mintzberg (1994b) argues that the «formal rationality [that] permeates the literature of planning ...
is rooted in analysis, not synthesis». Decomposition of the SDMP in a series of articulated steps, and
decomposition of the strategic problem in a series of parts that can be individually understood, has an
analytical nature (Mintzberg, 1994b; Ackoff, 1991). Analysis merely decomposes the phenomenon
(Ackoff, 1991). This, alone, will not produce strategies, as strategy results mainly from synthesis and
creativity (Mintzberg, 1976). Synthesis puts the phenomenon in its broader context, reveals its
properties and why it has those properties. Thus, synthesis is essential to produce global
understanding, a singular representation of the strategic problem, and to foster a creative strategy
(Ackoff, 1991; Mintzberg, 1976).

Although this seems itrefutable, there are other additional factors to consider. Whittington (1993)

and the “Systemic theorists” believe that

decision-makers are not simply detached calculating individuals interacting in purely
economic transactions, but people rooted deeply ... in a network of social relations that
may involve their families, the state, their professional and educational backgrounds, even
their religion and ethnicity ... These [aspects] influence both ... what is appropriate and
reasonable behaviour for their members. (Whittington, 1993)

State, religion, ethnicity, education, experience and family are all dimensions that contribute to the
formation of different rationales, both within and between countries (Whittington, 1993). Maier
(1963) defines two encompassing dimensions of effective decisions. The first dimension is the
impersonal and objective procedural rationality, as defined earlier, i.e., getting all relevant information,
analysing it, determining all the alternatives and then choosing the best one. The second dimension is
the personal and subjective acceptance of decisions by the persons who must execute them. This has
to do with preferences, feelings, emotions, and behaviour of personnel. Involvement of personnel in -
the decision making contributes to an increased acceptance (Maier, 1963). Clearly, the ways to deal
with these two encompassing dimensions differ, but the outcomes of the decision depend on both
. (Maier, 1963).2

In summary, effective decisions are a result of two interdependent aspects: procedural rationality
of the SDMP and acceptance of the decision by those who must implement it. Procedural rationality
can be influenced by economic, cognitive and social factors. Acceptance is particularly influenced by

emotional and behavioural factors. Involvement in the SDMP is arguably one of those factors.

2 Maier (1963) notes that methods for achieving procedural rationality differ from the methods for achieving acceptance. As
«a matter of fact they are in conflict. ... Aiming at both [simultaneously] achieves neithe» (Maier, 1963).

’
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2.1.7.5. WHO CAN BE INVOLVED IN THE SDMP?

The CEO has, in the traditional perspective, a central role in the strategy process. He is the sole
strategist or the chief strategist who works with a restricted group of close collaborators (Andrews ef
al.,, 1991). Participation in the process by other organisational members has, however, been reported
and defended by several authors (eg, Hamel, 1998). The extension of this participation, apparently,
depends on one or more factors. Among these factors are the size and complexity of the organisation,
the degrees of uncertainty and complexity of the environment (Mintzberg & Waters, 1985), the power
of rival internal coalitions (Miles & Snow, 1978; Ansoff & McDonnell, 1990), the need to motivate
and reduce resistance to change (Ansoff & McDonnell, 1990), the style of the CEO3, the culture of
the country (Hofstede, 1980) and the SDMP32. '

In a small, or entrepreneurial company, the strategist does the “strategy work” alone (Mintzberg &
Waters, 1985), but in a big single business firm he might need help. An increase in the size and
complexity of the firm, together with the manager’s bounded rationality, constitute sufficient motives
for requiring the help of other organisational members, such as divisional, functional and plant

decision makers.

In the same vein, a considerable degree of environmental uncertainty or complexity seems to
increase the need for others to participate in the SDMP. A CEO of a multidivisional company cannot
know all its businesses’ external environments in detail. Thus, the director of each division, who better
understands its envitonment, and his management colleagues, can have 2 fundamental part in strategy
formulation. Furthermore, their involvement is also considered fundamental for a successful strategy
implementation, because of the need to increase motivation and commitment to the strategy, or, in

other words, to lower resistance to change (Ansoff & McDonnell, 1990).

A dominant coalition in an organisation is by definidon involved in the SDMP. A dominant
coalition is «a group of decision makers whose influence on the system is greatespy (Miles & Snow,
1978). The composition, diversity and size of a coalition can vary according to the organisation’s
strategic type (prospector, analyser, defender or reactor) and the relative importance of organisational
functions (Miles & Snow, 1978). The power of a coalition can be measured in relation to other
internal coalitions. The relation of power is important because if a coalition is interested in promoting
some kind of strategic change, but does not have sufficient power, or is confronted by opposition
from a rival coalition with similar or higher power level, then change can be delayed or impeded
(Ansoff & McDonnell, 1990). In this case, political activizy is required to resolve the disagreement,
through bargaining or persuasion, or the removal of the opposing people from positions of power

'
3 See Section 2.1.3.1. Traditional Perspective.

31 See Section 2.1.4.3. Styles of the CEO.
32 Cf. Tables 2.7 and 2.8.
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(I\ﬁntzberg et al, 1976).

Quinn (1989) has a complementary perspective as to the participation of internal groups of
influence. Effective «strategies tend to emerge from a series of ‘strategic subsystems’, each of which
attacks a specific class of strategic issues (e.g, acquisitions, diversification, divestitures, government-
external relations or major reorganisations)» (Quinn, 1989). The idea of strategic subsystems seems to
differ from that of coalitions, because in the case of a subsystems approach, power can shift between
subsystems, according to the problem/opportunity (Quinn, 1989). For successful strategy formulation
and implementation, it is reasonable to recommend that both the mdﬁc and behavioural aspects of
these subsystems of the organisation are improved, managed and integrated into a coherent whole
(Quinn, 1989).

Individual employees and teams can also be involved in the SDMP. Occasionally, individual
employees, or teams, develop ideas that are later applied in their work or throughout the whole
organisation, namely, ideas for quality improvement (Juran & Gryna, 1993), ideas for new products
(Mintzberg, 1987) and ideas for generating spinoffs (Ito, 1995); thus, in each case, changing strategy.
Employees’ involvement is important because of the need to clearly define problems, stretch
~ resources, find creative solutions (Prahalad & Hamel, 1989), motivate people3? (Mintzberg, 1979), and
remove fears and resistance to change. However, employee involvement has limits. Mintzberg (1979)
notes «that workers are not really interested in issues that do not pertain directly to their work». Thus,

managers considering their involvement must have this restriction in mind.3*

A specific group of employees, staff members, designated as planners, can also have an important

3 Hofstede (1980) notes that what motivates people differs from culture to culture. He characterises 40 countres’ cultures
based in four dimensions: power distance, uncertainty avoidance, individualism-collectivism and masculinity-femininity. In
countries that rank high in masculinity and low in uncertainty avoidance (e, Great Britain, Ireland and USA), achievement is
a high motivator. In countries in the opposite position, ie., low masculinity and high uncertainty avoidance (eg Portugal),
security and social needs are at the top of human needs hierarchy.

3 The number and the kind of people to involve must be considered at the light of a few organisational and environmental
aspects. As an illustration of the influence of two aspects, the following table, based on Johnson & Scholes (1999), shows a
link between the adequate degree of participation/management authority and its circumstances of effectiveness, which
include the degree of organisational change that is needed and the pace of change required.

Table 2.9. Degree of Participation/Management Authority According to Degree of Change and Pace of Change

Degree of participation | Management Style 3
Education and ollaboration . L . .
.. C avoranio / Intervention Direction Coercion [ edict
communication participation
Crisis, rapid
. Incremental change ® or Incremental or non- . it rap .
Circumstances . . . .. . Transformational | transformational change or
. long-time horizontal (i.e., slow) erisis transformational . .
of effectiveness . change change in established
trangformational change © change .
autocratic cultures

Note: * For a definition of each style, see Table 2.3 in page 28,

® Incremental change is a slow pace realignment of current strategy (Johnson & Scholes, 1999).

¢ Transformational change is a fundamental change in the strategic direction and in the organisation (Johnson & Scholes, 1999).
Source: adapted by the author from Johnson & Scholes (1999).

This subject is revisited later, in Chapter 4.
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role in strategy making.

Planners should make their contributions around the strategy-making process rather than
inside it. They should supply the formal analyses or hard data that strategic thinking
requires, as long as they do it to broaden the consideration of issues rather than to discover
the one right answer. They should act as catalysts who support strategy making by aiding
and encouraging managers to think strategically. And, finally, they can be programmers of
a strategy, helping to specify the series of concrete steps needed to carry out the vision.
(Mintzberg, 1994a) ‘

Thus, the role of the planner is not to conceive of strategy but to aid in finding, analysing and
summarising information; finding alternative strategies; stimulating and raising questions; and
programming the strategy (Mintzberg, 1994a; Ansoff, 1994). They seem to be concerned with

procedural rationality. 35

A stranger contribution to the strategy process might come from “remote enclaves” or
“clandestines” who work against the will, or without the permission, of the CEO. These enclaves and
clandestines cannot reveal their intentions, but the leadership can play the game too, waiting to see

what happens (Mintzberg & Waters, 1985).

The above considered groups and individuals are all internal stakeholders, but stakeholders from
the external environment may also be brought into the strategy formulation process (Cassidy, 1990) as
a way of avoiding any damaging interference, limiting rivalry, and eventually, assuring mutual support.
Alliances with other organisations and joint ventures, for instance, can introduce into the process

individuals, from those external organisations, with helpful knowledge, experience and suggestions.

This section is concluded by noting some fundamental gaps in the strategy literature:

¢ there is a reduced number of instruments for strategy implementation;
® there is a lack of research interest on the strategy implementation and monitoring stages>’;

e there is a lack of clear, detailed and general strategy implementation models (Mockler,
1995) or, in other words, there is a need for the redefinition and integration of the whole
formulaton and implementation process in order to better accommodate the
requirements for a successful implementation.

\
35 See Section 2.1.7.4. Procedural Rationality of the SDMP.
36 See Section 2.1.6.2. Other Instruments for a Strategy Process.

37 See, for instance, Section 2.1.7.2. Strategic Decision Making Processes.
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2.1.8. ENVIRONMENT

The environment of an organisation can be viewed in two basic opposing ways: (1) as a group of
influences that largely determine the future of the organisation; or (2) as a context that is not so
influential, but is itself a result of organisations’ inventive choices and power (Hrebiniak ez @/, 1989).
Interestingly, the two opposing views seem to be converging into a new mixed perspective (Hrebiniak
et al, 1989). In this perspective, both the influence of the organisation on the environment and the
influence of the environment on the organisation are seen as independent effects, the magnitudes of
which can vary significantly. Organisations may differ in the power and willingness to affect their
environments, and environments may differ in their degrees of deterministic effect (Hrebiniak &
Joyce, 1985).38 In this view, both the environment and the organisation can have a significative
influence on the decision making processes that are used, including the strategy processes (Mintzberg
& Waters, 1985; Ansoff & McDonnell, 1990); on the choice of strategy instruments (Courtney ef al,
1997); and on the specific strategic choices made (Andrews ef al, 1991; Ansoff, 1965; Ansoff &
McDonnell, 1990; Porter, 1980). But, whatever the view that is taken, it is always important to .
consider the environment in making management choices (Aldrich & Pfeffer, 1976). Hence, it
becomes relevant to understand what it comprises. The environment comptises virtually efrerything
outside the organisation — stakeholders, geographical setting, the economic, technological and
meteorological climate, even the nature of the products offered, and other aspects (Mintzberg, 1979;
Hunger & Wheelen, 1993). To list all the variables of the environment potentially relevant to any
organisation would be impdssible and would have little meaning, because their importance can vary
with time, industry and the given organisation. Such variables can be economic, political, legal, social,
cultural, demographic, ‘ecological and of other kinds. They are so numerous and diverse that,
frequently, they are grouped into general dimensions, e.g, uncertainty and turbulence; or are taken
together as an entty called a system; or are segregated into critical success factors, those few

environmental aspects that are “really” relevant for the organisation.

2.1.8.1. UNCERTAINTY AND TURBULENCE

One of the «qualities of the environment to which organizations respond in designing their
structures and processes have generally been found to be ... uncertainty» (Liedtka, 1985). Uncertainty
seems to result from either a lack of information, a lack of confidence in the interpretation of existing
information or an inability to make predictions (Jauch & Kraft, 1986; Milliken, 1987; Milliken, 1990;
Buchko, 1994; Elenkov, 1997). According to Milliken (1987), there are three different types of

perceived environmental uncertainty:

® state uncertainty — an inability to predict the state of the external environment or of part

38 See Section 2.1.7.3.2. Hrebiniak & Joyce’s Classification.
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of it;

¢ effect uncertainty — «an inability to predict the impacts of [external] events on the
organisation»; and

® response uncertainty — «a lack of knowledge of response options and/or an inability to
predict the likely consequences of a response choice» (Milliken, 1987).3

It is also possible to suggest a scale of the magnitude of uncertainty. Courtney ef al (1997)
dzstmgmsh four degrees of uncertainty: (1) a clear-enough future, (2) a few alternative futures, (3) a
range of futures, and (4) true ambiguity. These four degrees of uncertamty differ in the number of

possible different futures (scenarios) and in the precision with which it is possible to discern them.

Uncertainty may differ from one sector of the environment to another (Lawrence & Lorsch,
1967). Competitors® and technology suppliers’ behaviour, for instance, may be more uncertain than
that of materials’ suppliers. But it is also possible that different managers have different perceptions of
environmental uncertainty, because of their different cognitive processes, biases, social expectations,
and behaviour response repertoires (Buchko, 1994). Furthermore, managers’ perceptions of
environmental uncertainty «are inherently fragile, unstable and likely to change very quickly as a result

of changes in the external environment of an organization» (Buchko, 1994).

Turbulence is an alternative aggregate concept that is frequently used to describe the environment
of an organisation (e.g, Ansoff & McDonnell, 1990). Environmental turbulence is a function of
changeability and predictability. Each of these is, in turn, a result of two other variables, as shown in
Figure 2.16, below.

Figure 2.16. Turbulence, Uncertainty and Other Environmental Variables

Complexity Instability (rate of change)

Changeability L ‘| Unpredictability /i I
/ \{ Novelty of challanges J N Ignorance of data and
Turbulence , Uncerinty ' cause/effects
Predi ctzbilir,\; /{ Rapidity of Change J \ P Number of vanables I
——— mplexity

\{ Visibility of the Furure —] : Interdependence of vanables J

Ansoff & McDonnell’s (1990) model of turbulence Lawrence’s (1981) model of uncertainty 7

Source: based on Ansoff & McDonnell (1990) and adapted by the author. Source: Lawrence, 1981.

Figure 2.16 shows 2 model of turbulence, as described by Ansoff & McDonnell (1990), and a
model of uncertainty, developed by Lawrence (1981). Note some similarities — complexity and
predictability are present in both models — but note also that whereas, in Lawrence’s (1981) model,

complexity and predictability lead to unce‘rtainty, in Ansoff & McDonnell’s (1990) model, it is

3 Each of these types occurs at different stages of a SDMP. The first two types can occur during identification of
opportunities and threats; the third type, during formulation and choice of alternatives (Milliken, 1987).
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changeability and predictability that lead to turbulence.

It is easy to accept that, just as for uncertainty, different industries and different sectors of an
organisation’s environment may exhibit different degrees of turbulence. Ansoff & McDonnell (1990)
have considered five degrees of environmental turbulence, from the easily predictable (Repetitive)
environment, to the discontinuous-unpredictable (Surprising) environment, including the intermediate
levels of slow incremental (Expanding), fast incremental (Changing) and discontinuous-predictable
(Discontinnous) environments. Naturally, these five levels of turbulence differ in terms of the levels of

complexity, novelty of challenges, rapidity of change and visibility of the future.

An idea that has been more or less generally accepted is that turbulerice, on average, has been
growing over time, during the last century (e.g., Ansoff & McDonnell, 1990; Lorenz & Leslie, 1992).
Mintzberg (1994b) seems to disagree.

the turbulent environment is generally a figment of the conventional planners’ imagination.
Conditions meriting a label so extreme are rare, at least in Western business. But
unexpected changes do occur. An environment may be stable for years, even decades, and
then suddenly go all to bell; then planners have to stop extrapolating. (Mintzberg, 1994b).

Turbulence might not be growing constantly, as some sﬁggest, and turbulent situations might be
rare, as Mintzberg (1994b) declares. However, it seems to be clear that turbulence and uncertainty
influence the organisation and its processes. How this influence exactly works is not yet precisely
understood, and there is some controversy.* One of the reasons for this is probably that just one or
two extremely aggrégated variables, eg., uncertainty and turbulence, are not sufficient to explain

organisational behaviour (Mintzberg, 1979). Other important variables are the critical success factors.

2.1.8.2. CRITICAL SUCCESS FACTORS (CSFs)

Critical success factors have been defined simply as those few things that must go well if an
organisation’s success is tc; be ensured (Daniel, 1961; Rockart, 1979;.Hunger & Wheelen, 1993). More
precisely, CSFs have been defined as the elements on which competition is predominantly based,
corresponding to the competencies that organisations must dominate in order to achieve success
(Anastassopoulos, 1993). These CSFs are apparently dictated by the environment, and the
organisation must meet them through the development of internal competencies (Thompson, 1993).
For instance, if the environment is composed of aggressive competitors that regularly introduce
innovations, a good research and development (R&D) department is certainly a critical success factor,

and R&D competencies will have to be developed, if an organisation wants to be successful
'

40 See, for instance, footnote 27, regarding the relationship between uncertainty and procedural rationality.
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(Thompson, 1993).4! In this view, CSFs are dictated by the environment and “suggest” the resources,
activities and competencies that an organisation must develop, through some management and
organisational processes, in order to be successful. Thus, CSFs can be roughly seen as “sources” of
competencies, or as sources of competitive advantage. The role of these sources of competitive
advantage (CSFs) in achieving organisational success is explained in Porter’s (1991) theory of the
firm’s success, depicted below.

Figure 2.17. Role of the Sources of Competitive Advantage (CSFs) in the Path to Success
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Note: * Sources of competitive advantage are structural determinants of differences among competitors in the cost or buyer value of
activities, ¢g, scale, cumulative leaming, linkages, capacity udlisation, locations of activities, managerial choices, timing of
investment... (Porter, 1991).

b Includes initial conditions of demand, factor supply, related industries, competitive context, industry structure, strategic groups,
value system, value chain, sources of competitive advantage, organisation’s resources and competitive position.

Source: Adapted by the author from Porter (1991).

In explaining his theory of an organisation’s success, Porter (1991) adopts a philosophical method,
ze., Socratic enquiry, of asking successive questions, starting with the obvious: How is organisational
success achieved? Success is achieved through a strong competitive position in an attractive industry
that is capable of offering high average returns to most competitors (See top of Figure 2.17). And how
is a strong competitive position achieved? Through the development of competitive advantages.*? But
how can organisations develop competitive advantages? This depends on the resources that an
organisation has and on the activities of the value chain that it performs, as well as on how those
activities are designed, performed and linked with other activities in the value system. Activities must

be designed, performed and linked in a way that offers value to the customers, either through a lower
'

41 Other examples of CSFs are: personnel’s abilities, tight cost control, risk taking management, production technology,
distribution channels and others (Daniel, 1961; Thompson, 1993). See also the examples given in Note 2 on Figure 2.17.

42 See Section 2.1.5.3. Dimensions of the Strategy Content and Types of Strategies at the Corporate and SBU Levels.
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cost than competitors or through a differentiated pioduct. But, why are some firms more able than
others to design, and perform, activities in such a way? Porter’s answer to that is what he calls sources
of compedtive advantage, and which he defines as the structural determinants of differences among
competitors. These have been identified here with CSFs, some examples of which can be found
above.® It still remains to explain how the sources of competitive advantage (CSFs) can be originated,
discovered and exploited. According to Porter (1991), they are originated, discovered and exploited
through a dynamic process that involves management strategic choices and environmental conditions
(see bottom of Figure 2.17). The initial conditions of the eavironment and of the organisation will
originate the initial sources of competitive advantage, whereas subsequent changes in the environment
and management strategic choices will originate and exploit new sources of advantages. Thus, the
origins of sources of competitive advantage can (1) originate within the firm and (2) originate in its
environment. The origins within the firm are basically management strategic choices and the ability to
implement them. The environmental origins, on the other hand, include demand conditions; input
conditions; existent supporting industries; and the incentives and competitive pressures on firms to

both innovate and accumulate skills or resources over time (Porter, 1991).44

Note that an organisation and its proximate environment can be represented in the form of a

value system (see Figure 2.18).

Figure 2.18. The Value System of a Single Industry Firm

Supplier Channel Buyer value
value chain value chain chain
Upstream value ’ Downstream value

Source: Porter, 1985 & 1991.

Figure 2.18 shows the organisation’s value chain inserted in a system of several values chains,
belonging to suppliers, distribution channels and buyers. The activities in these value chains can be
linked in multiple ways. Such linkages are important because they contribute to an organisation’s
competitive advantage. Moreover, according to Porter (1991), reconfiguring these links can help to

build new competitive advantages. Normann & Ramirez (1993) go a little further in suggesting that:

... a company’s principal strategic task is the reconfiguration of its ... entire value-creating
system ... [This] reshuffles activities among actors so that actor and activity are better
matched. To win, a company must write the script, mobilize and train the players, and
make the customer the final arbiter of success or failure. (Normann & Ramireg, 1993)

!

43 See footnote 41.

+ Sec Porter’s (1990, 1991) determinants of national competitive advantage.
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A very creative and/or a very powerful organisation that could follow this suggestion would make
every other competitor in the value system a secondary player. Such organisation would actually be
changing the whole nature of competition and, consequently, the CSFs of its industry. But, to its

competitors, the “environment” would still be dictating their CSFs.

2.1.8.3. ENVIRONMENT AND ORGANISATIONS AS SYSTEMS

Systems theory and the concept of system constitute a useful paradigm for management and
organisational studies (Kast & Rosenzweig, 1972). Systems theory constitutes a fecund approach,
because it allows the integration of diverse disciplines and avoids the disadvantages of partial, closed

and mechanistic approaches (Kast & Rosenzweig, 1973a2).

«A system is simply a set of interrelated parts, each of which is related to every other part»
(Eldridge & Crombie, 1974). These interrelations are established and maintained in obedience to some
distinguishable principles (Jordan, 1960). Thus, a system is 2 whole composed of interrelated parts
(subsystems) organised by some distinguishable principles, and separated from the surrounding

environment by some identifiable boundaries (Kast & Rosenzweig, 1973a).

Jordan (1960) notes that the term systez «is a name for a very general invariance that can admit to
very much variance in details». The general invariance that is common to most systems is reflected by

a set of general characteristics. Kast & Rosenzweig (1972) provide a list of these characterstics:

®  Components. A system is composed of interrelated components, also called subsystems.

®  Holism or synergy. The system is something more than just the collection and accumulation
of its parts (Kast & Rosenzweig, 1972). Fundamental to the system are also the existing
coherent interdependencies between components. These interdependencies provide the
system with a distinct set of properties and a character, which are only present in the
whole system and neither in any of its parts nor in a simple accumulation of all parts. A
system, like the living human being or the effective organisation, can only be explained by
its whole (Kast & Rosenzweig, 1972), and not by a collection of separate uncoordinated
organs. A related feature of systems is that a change in any part causes changes in other
parts and, consequently, in the properties of the whole system (Hall, 1962).

®  Open and closed systems. Kast & Rosenzweig (1972) consider two kinds of systems, the open
and the closed systems. The most important difference among them is that open systems
have the ability to exchange information, energy and materials with their environment,
whereas closed systems do not. The latter use an initial endovwment of energy and
materials until its exhaustion (Kast & Rosenzweig, 1972). Organisations are, thus,
frequently seen as open, not closed systems.

o Input-transformation-ontput model. «The open system can be viewed as a transformation

model. In a dynamic relationship with its environment, it receives various inputs,
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transforms these inputs in some way, and exports outputs» (Kast & Rosenzweig, 1972).

Equilibrium and homeostasis. Open systems can only remain in equilibdum (%e., in working
conditions or alive) because of the continuous inflow of inputs and also because of what
is called homeostasis. Homeostasis is the open system’s ability to adjust and adapt its own
transformational processes in order to remain in equilibrium.

Equifinality of open systems.

In mechanistic systems there is a direct cause-and-effect relationship between the initial

conditions and the final state. Biological and social systems operate differently. Equifinality

suggests that certain results may be achieved with different initial conditions and in

different ways. This view suggests that social organisations can accomplish their objectives

with diverse inputs and with varying internal activities... (Kast & Rosenzweig, 1972)

Feedback. Feedback of information conceming the current state of the system’s process
and output is essental to keep the system in equilibrium (alive).

Entrgpy. Entropy is a measure of disorder and inability of a system. In closed systems,
entropy is always growing. While the closed system’s endowment of energy and materials
are consumed, entropy grows to a maximum, and then the system dies. In open systems,
however, there is the possibility of stabilising the level of entropy and even of reducing it.
This would correspond to the improvement of the system’s transformational process and
abilities (Kast & Rosenzweig, 1972).

Internal elaboration. Open systems «appear to move in the directon of greater
differentiation, elaboration, and a higher level of organisation». In social organisations,
this is taken to a limit Social organisations possess a contrived nature (Kast &
Rosenzweig, 1972).

Multiple goals seeking. Social systems and their subsystems seek multiple goals.

System boundaries. Systems have boundaries that separate them from their environment.
Open systems boundaries are permeable, whereas closed systems have rigid, impenetrable
boundaries. The boundares of social systems, however, can be very difficult to delineate
(Kast & Rosenzweig, 1972).

Hierarchy of systems and subsystems. 1t was noted that systems are composed of lower order
systems, called subsystems. The system is, in turn, part of a higher order system, called
suprasystem or environment (Kast & Rosenzweig, 1972). This characteristic is further
explored in the rest of this section.

«Organisations are often divided into departments, divisions, offices, and groups of men, but

careful examination shows that these are not the real components of the system» (Churchman, 1968).
Departments like production or marketing are not subsystems, because activities of production and

distribution, for instance, can be found in both and even in other departments of the organisation

(Churchman, 1968).
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The basic components of a system are, according to Stoner ef a/. (1995):

® the technical subsystem - including facilities, equipment, tools, technologies and
techniques;

e the social/cultural subsystem - consisting of shared beliefs, shared behaviours,
organisational symbols, rewards and recognition; and

¢ the manageral subsystem — including managers’ skills, roles and responsibilities (Stoner ez
al., 1995).45

These subsyétems are in contact with each other and with systems that exist in the external
environment. The organisational environment itself is composed of several distinct systems
(organisations and individuals), some of which provide the inputs that the system needs and which
receive the system’s outputs. An organisational system and its environment can be represented as

follows (see Figure 2.19).

Figure 2.19. Environment, Organisation, Subsystems and Relationships
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Source: Adapted by the author from Terreberry (1968), Kast & Rosenzweig (1973b) and Stoner ef af, (1995).

Figure 2.19 shows three organisational subsystems and the relationships of these subsystems with
other systems in the environment. When these relz;tionships between systems are not ordered by a
superior organisation, the actual pattern of interactions is determined by processes of exchange,
conflict, cooperation and bargaining (Etzioni, 1964). The organisation suffers interference and

intrusions from the external systems, which it tries to overcome, and, at the same time, it attempts to

¥ Other authors have considered alternative classifications of organisational subsystems. Two examples are those provided .
by Kast & Rosenzweig (1972, 1973a) and Mintzberg {1979). Kast & Rosenzweig (1972, 1973a) identify five organisational
subsystems: the goals and values subsystem, the managerial subsystem, the structural subsystem, the technical subsystem and
the psychosocial subsystem. Mintzberg’s (1979) subsystems arc the formal authority subsystem, the regulated flows
subsystem (including operating work flows, control flows and formal communication flows), the informal communication
subsystem, the work constellations subsystem, and the ad hoc decision processes subsystem.
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influence external systems. Anticipating, adapting to, or overcoming external changes and interference
1s an important strategic activity. Influencing external systems can also be an important strategic task.
According to Normann & Ramirez (1993) the «company’s principal strategic task is the

reconfiguration of its relationships and business systems».# This is not an easy task because

...when we say that something lies ‘outside’ the system, we mean that the system can do
relatively little about its characteristics or its bebavior. Environment, in effect, makes up
the things and the people that are ‘fixed’ or given’, from the system’s point of view.
(Churchman, 1968)

For an organisation, the “things” that lie outside can be separated into two categories: the

indirect-action and the direct-action elements (Stoner ef al., 1995).

Indirect action elements are those which have and indirect impact on the organisational system.
These include technological, social, political and economical dimensions of a society. They «[1] affect
the climate in which an organisation operates and [2] have the potential to become [or stimulate the

appearance of] direct action elements» (Stoner ef a/, 1995).

The direct action elements are in direct contact with the organisation and are also called
stakeholders. An organisation has many stakeholders — all those social systems and individuals
interested in the organisation’s activities and performance, including stockholders, government,
unions, consulting firms, competitors, managers, employees, customers, suppliers, creditors,

universities, environment conservation organisations, and others (Hunger & Wheelen, 1993).

The interests of the stakeholders are not always clear to a particular organisation; sometimes, not
even to the stakeholders, themselves. Moreover, their interests vary with tme, geographical location
and other factors. Generally speaking, however, stockholders want return on investment at an
acceptable risk level; government wishes regulations to be complied with and taxes paid; ecological
groups want respect for the environment and actions to preserve it; competitors wish information on
the company; managers wish more resources, poWer and achievement; emplovers wish better working
conditions and salaries; and the consumers “only” wish is better service at lower price. Consumers are

important stakeholders and will be dealt with in the next section.

46 See end of the previous section.
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2.1.8.4. CUSTOMERS/ CONSUMERS"

2.1.8.4.1. Customers are the Starting Point and Main Reason for the Existence of the Organisation

Customers have needs that business organisations try to identify and then satisfy (Etzioni, 1964).
New businesses start with the identification of customers and their needs. The «entrepreneur sees a
need and then brings together the mmpow&, materals, and capital required to that need» (Backman,
1983). Similarly, existing organisations start developing new products after they have identified new
customer needs. Asking the questions «who are the customers? and “what are their needs?’; is also
the beginning of the “spiral of quality” (Juran, 1988a). Not surprisingly, the starting point of strategic
planning is, according to Abell (1980), the definition of the business, which includes the definition of:

e groups of clients to satisfy;
® clients functions (or needs) to be satisfied; and

® technologies to be used (Abell, 1980).

What all this means is that the customer is «the center of the firm’s strategy [and] the business is
simply a vehicle by which the needs of the customer can be satisfied» (Kuehl & Lambing, 1994). This

emphasis and priority given to customers and their needs is justified by Drucker (1974):

What a business thinks it produces is not of first importance — especially not to the future
of the business and to its success. ... What the customer thinks he is buying, what he
considers value, is decisive — it determines what a business is, what it produces, and
whether it will prosper. ... The customer is the foundation of a business and keeps it in
existence. (Drucker, 1974)

The customer is the main reason for the existence of the organisation. Therefore, the customer

and his needs should be the main concern of the organisation.#

2.1.8.4.2. Cmto}mrx’ Needs

The «subject of human needs is quite complex, because human beings are complex» (Juran,
19882). Humans may disguise or understate their needs; they may be unable to see the difference
between their real needs and the needs satisfied by existing products; and they may also have cultural

and perception needs that are less than rational (Juran & Gryna, 1993).

47 The customer, responsible for payment, the decision-maker, responsible for the product choice, and the consumer, user of
the product, might be the same person or different pefsons. This distinction is acknowledged but not further explored here.
Consequently, the expressions “customer” and “consumer” will be used as synonyms.

¥ In practce, unfortunately, this does not hold true for every organisation (Levitt, 1991; Ohmae, 1982; Zairi, 1995), because
~of excessive concern with competitors’ moves, strategic options, and inadequate organisational culture (Ohmae, 1982).
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In addition to these characteristics, which make it harder to understand customers’ needs, it must
be noted that whatever the needs are, they «do not remain static. There is no such thing as a final list

of customers’ needs» (Juran, 1988a). Thus, new information on customers’ needs is regularly required.

2.1.8.4.3. Listening to Customers to identify their Needs

Customers are, perhaps, the most important source of information on their own needs. Thus
listening to them becomes very important. The quality of the methods used for listening can have an

impact on the quality of the product or of the service (Berry & Parasuraman, 1997).

Talking personally to clients, is one of the simplest and useful methods to listen to customers and
obtain important information. Any employee can do it. The problem is that, frequently, employees’

communication with customers does not feed through to the top management (Juran, 1988a).

Managers can also talk to customers (Juran, 1988a; Jones & Sasser, 1995). But they must make
sure that they ask them the right questions. For instance, instead of asking immediately what features
should the company add to a coffee machine, they should «understand why [customers] drink‘ coffee
in the first place» (Ohmae, 1988). This is important because it will help to put the organisation’s
marketing research on the right path. Marketing research has to ask the right questions too. The basic
questions are: «Which product features are of primary importance to you? As to those key features,
how does our product compare to that of o& competitors? What is the significance of those quality

differences to you, in money or in any other ways that might be important to you? (Juran, 1988a).

Clearly, it 1s important to listen to customers but, according to Peters (1993), if an organisation
wants to «to stand out from the crowd [and] to create startling products and services which respond to
needs customers hadn’t dreamed they had», managers must also listen to other voices. Companies
must search constantly for new voices and new lenses that help them to reconceive their view of the

customers and themselves (Hamel, 1998). The search for new conceptual lenses and voices may

involve:

® conversations with newcomers to the organisation and those at the geographic periphery
of the organisation (Hamel, 1998);

¢ launching a series of low-cost, low risk experiments in the market (Hamel, 1998);

® wavelling and sending managers to other parts of the world, where the organisation
operates, to understand local cultures and to increase the managers’ experience base;

~ ® designing «jobs so that ... a person is digectly exposed to many customers needs» (Juran,
1988a);

® establishing training courses «that temporarily expose people to many needs beyond those
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directly visible within their respective jobs» (Juran, 19882);

¢ listening to employees, who «also take the initiative to communicate cases of
dissatisfaction» (Juran, 1988a); -

® studying customers’ behaviour (Juran, 1988a); and

¢ simulating customers’ use of products, ¢g., crash tests, mathematical simulation, tests in
laboratory... (Juran, 1988a).

2.1.8.4.4. Distinction between Customer Satisfaction and Commitment

There is a distinction between customer satisfaction and customer commitment (Ulrich, 1989). A
satisfied customer is one whose needs have been assessed and met (Ulrich, 1989). Satsfied customers
feel good and pleased, with their short-term needs fulfilled, but they remain independent from the
organisation and might change supplier in the future, even though they feel good about dealing with
this organisation (Ulrich, 1989). Committed customers, on the other hand, dook beyond short-term .
pleasures and develop an allegiance to the firm» (Ulrch, 1989); they remain loyal. Customer
commitment involves shared values, shared strategies, long-term interdependence and continued
patronage, even if a «bad single experience» occurs (Ulrich, 1989). Thus, organisations should go
beyond customer satisfaction towards loyal/committed customers (Ulrch, 1989; Peters; 1993;
Kandampully, 1997). .

To achieve customers’ loyalty avﬁrm must give it first in the form of products and services which
constantly go beyond customers’ expectations (Kandampully, 1997).4 To be successful in this

escalade, organisations must understand:

® customers’ needs and expectations;
® how customers’ needs and expectations change; and

e the factors that strengthen the relationship with customers (Kandampully, 1997).

Two factors that can strengthen the commitment of individuals can be drawn from psychology
(Ulrich, 1989). «Providing credible information is the first principle of creating commitment» (Ulrich,
1989). The second is behaviour. «When individuals have access to extensive, understandz;ble and
credible information, they engage in activities consistent with the information» (Ulrich, 1989). And
when this behaviour is of their own free choice; when it takes time that could have been dedicated

elsewhere; and when theé behaviour is public, seen or felt by others, commitment is enhanced (Ulrich,
1989).

J

47 Customers have expectations, which influence their experiences with products (Juran & Gryna, 1993) and the levels of
satisfaction achieved. Expectations are continuously increasing (Kandampully, 1997); because of innovations introduced by
competitors, of increases in education levels, in available information, in standards of life, and in income.
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These two principles suggest that employees’ commitment can raise other fellow employees’
commitment and their commitment can raise customers’ commitment. Human resource management
~ hiring, promoting, performance appraisal, development, training, rewarding and internal
communication — can contribute to committed customers (Uldch, 1989). Naturally, other areas like
product design and organisational design can also be exploited to further customers’ commitment.
Every «member in the organisation will be required to go beyond their specified job tasks, in order to
anticipate and surpass customer expectations» (Kandampully, 1997). Everyone in the organisation
«should constantly consider the ... customer-getting consequences of everything — of what’s being

done, contemplated, and not done. If [they do not do this], something is wrong» (Levitt, 1991).

All of the above has implications for the model representing the research problem in Figure 1.1;

and those implications are now summarised in Figure 2.20.

Figure 2.20. Implications for each Stage of the Strategy Process as depicted in the Research Problem
Model

A satisfied customer is 2 lost one. Only the organisation
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Source: developed by C. J. F. Candido.

The aspects emphasised in Figure 2.20 are considered in Chapter 3 and are integrated into a

model that is developed there and which is used throughout the rest of the dissertation.

2.1.8.5. OTHER EXTERNAL VARIABLES

External variables and phenomena thht can have an influence on strategy are numerous.
Globalisation, multinational companies, deregulation, genetic engineering, space industries, growing

consumer awareness, ethics in business, and environment protection are only some of the newest
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phenomena. It may not be easy to identify them when they are just emerging, or to see their real

importance, but doing that is one of the difficult responsibilities of CEOs.50

2.2. TOTAL QUALITY AS A STRATEGY

This section concludes the chapter. It provides a definition of quality and presents it as a generic
strategy. This section serves also as a brief introduction to the following chapters on service quality

and service quality strategy implementation.

2.2.1. WHAT IS QUALITY?

«All organizations proclaim their aim to deliver quality goods or services, but what is generally
meant is the degree of quality necessary to prevent a decline in sales or customer acceptance» (Perrow,
1970). This is not quality, as quality is not defined in terms of potential decline in sales. Quality is
«fitness for use» (Juran & Gryna, 1993) or conformance to customers’ needs, and can be generally

defined as delighting customers by satisfying or supplanting their needs.

These definitions are very useful, because they focus on customers and customers’ needs. But it is
necessary to go a little further and break down quality into its several components. Note that when a
customer buys a car he is looking for more than an object capable of taking him from one place to
another. He is also looking for an object that can do that safely, with comfort, a certain style, low fuel
consumption, and for many years without failures. This means that quality involves several
dimensions. And since makers of cars offer different products, it is easy to see that each car will be

positioned differently on each of these dimensions.

According to Juran & Gryna (1993), there are two essential quality components: product features
and freedom from deficiencies. The first component of quality, product features, is also called the
quality of design and involves several dimensions that are listed in Table 2.10. By improving current
features of a product or adding new features to it, an organisation may be able to increase its sales

income.

The second component of quality, freedom from deficiencies, is alsc called quality of
conformance and involves two dimensions reported in Table 2.10. When freedom from deficiencies

increases, the organisation benefits from: reductions in scrap; in rework on defective products; in

50 See Section 2.1.4.1. Strategic Attitude and Skills of the CEO.
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defective products being offered to customers; diminishing complaints and reduced total costs (Juran
& Gryna, 1993).

Naturally, both quality components together can raise customer satisfaction and organisational

efficiency and profits.

Table 2.10. Two Components of Quality

Manufacturing industries Service industries

Product Features
Performance Accuracy
Reliability Timeliness
Durability Completeness
Ease of use Friendliness and courtesy
Serviceability Anticipating customer needs
Esthetics Knowledge of server
Availability of options and expandability Esthetics -
Reputation Repuration

Freedom from deficiencies

Product free of defects and errors at delivery, during use and | Service free of error during original and future service
dnring servicing transactions
Sales, billing, and other business processes free of errors Sales, billing, and other business processes free of errors

Source: Juran & Gryna, 1993.

The differences between service and manufacturing industries, that are visible in Table 2.10, and
the definitions of the quality dimensions in service industries are explored in detail in the next chapter,

as are other related aspects.

2.2.2. TOTAL QUALITY STRATEGY

Mintzberg (1988) suggests a typology of differentiation strategies which can be related to quality.
This typology includes image differentiation, support differemiati\on, quality differentiation, design
differentiation, price differentiation and undifferentiation strategy.>! Organisations can choose one of
these but, naturally, nothing stops an organisation from combining those strategies into a broader
concept of differentiation. In fact, Juran & Gryna’s (1993) quality concept involves image, support,
design and quality differentiation at the same time. And this quality, which can be called “total

quality”,52 is not incompatible with lower cost and lower price, achieved through a reduction in
!

5! These strategies arc briefly defined in page 32.

52 It is not perfectionism. When a certain improvement in quality «consumes materials and energy without adding to fitness
for use, cither technologically or esthetically» it should not be sought (Juran, 1988b).
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chronic waste, rework, and complaints. .
\
This total quality seems to be so robust that it has been described as «an insurance policy for
sustaining competitive advantage over the long term» (Cf. Bemowski, 1992). Total quality, thus, can be

seen as a superb competitive advantage.

Having in mind the preceding discussion of strategy content’3, if total quality can be accepted as a
competitive advantage, what it needs to become a “generic business strategy” is a competitive scope
(i.e., a group of customers).* This total quality s&ategy does not have a place in the strategy literature.
Total quality is generally seen as a management tool, just like brainstorming or benchmarking, not as a

generic strategy.

Fortunately, to those who have adopted total qualitf successfully, their success is not easy to
imitate. One of the reasons why it is so difficult to imitate is probably because total quality needs total
management (Chelsom & Clewer, 1995). But, total management is essentially coherent integrative
management, not a new idea to the strategy field, as one of the main concerns of strategy is the
coherent integration of all processes, departments, people and policies. This argument supports the
view that total quality management can be seen as a generic strategy, which is evident in Kuehl &
Lambing’s (1994) definition: «Total quality management ... can be defined as a competitive strategy of
continuous improvement to cut costs, enhance quality, improve p;:oductivity, and increase total

customer satisfaction» (Kuehl & Lambing, 1994).

2.2.3. RATE OF SUCCESS OF TOTAL QUALITY STRATEGY IMPLEMENTATION

Although, «the concept of total quality management is basically very simple» (Oakland, 1995). «In
the UK, only 20% of companies with TQ programmes have achieved improved business
performance» (Kearney, 1993). And in the USA, a «study of 500 executives in major ... companies
showed that only 38% believed that their quality improvement programmes had made any
contribution to improved performance» (Wiseman, 1995). These percentages are consistent with Voss

& O’Brden’s (1992) estimate that the failure rate of TQM implementation is as high as 80%.

This thesis aims at making a contribution on how to implement service quality strategies. Thus,
the next chapter deals with service quality. It starts by introducing relevant concepts related to services
and service management, then it proposes a service quality gap model, which is used in Chapter 4,
when dealing with the implementation of a service quality strategy.

\

53 See Section 2.1.5. Strategy Content.

54 See definition of competitive scope in page 31.
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3. SERVICE QUALITY

This chapter reviews current literature on service management and service quality. It makes a link
between the literature and the research problem, identifies some gaps in the literature and raises

questions which drive the ensuing analysis.

3.1. SERVICES

3.1.1. RELEVANCE OF SERVICES IN THE ECONOMY

In a developed economy different kinds of service organisations offer several distinct services in
an attempt to satisfy a number of consumer needs. New services are constantly being created,
increasing the range and diversity of those on offer. Generally speaking, these services include banking
and finance, business services, education, entertainment, government, health, hotels, restaurants,
insurance, retail trade, transportation and others (Rosander, 1989). Taken together, these services

consttute the “official” service sector (or III sector).

The service sector of a developed economy has a significative weight. It:

® employs more people than any other sector (Rosander, 1989);

® has «absorbed all the jobs shed by traditional industries, such as agriculture, mining, and
manufacture» (Bateson, 1995);

#  has impelled modern economic growth (Bateson, 1995);
® permeates every aspect of people’s lives (Bateson, 1995);

e concentrates more than 70% of the United States Gross National Product (GNP),
accounting for more than 50% of the world-wide GNP (Bateson, 1995).

For example, in the Algarve, which is not a fully developed region, the weight of the III Sector on
employment was about 67%, in 1989 (CCRA, 1994).

Services have such a great relevance in today’s economy that this age has been compared to the
period of the industrial revolution and has been called, not the age of information, but the age of
services. The relevance of services to the economy has grown during the 20t century and seems set to

'
continue to grow.! Moreover, if the services provided in the manufacturing sector (the so called

! Causes for the increase in the relative importance of services in the economy are rooted in several changes in demography,
society, economy, income, regulations and politics (Payne, 1993).
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“hidden service sector”) were to be added to the above figures, the importance of services would be

even more significative (Payne, 1993; Grénroos, 1990). 2

3.1.2. CONCEPT OF SERVICE

There is no consensual definition of service. Why? First, because the definitions of service
frequently exclude those services rendered by manufacturing industries (Grénroos, 1990) and even.
part of the services in the service sector. In fact, given «the diversity of services, examples of services
which do not fit any definition can usually be found» (Payne, 1993). Second, because it «s extremely
difficult to [find] a pure good or a pure service» (Bateson, 1995). While a pure service assumes that the
customer does not receive any physical good (tangible) and a pure good assumes the customer does

not receive any service (intangible), most services and goods contain both tangible and intangible

elements (Bateson, 1995).

Nevertheless, the definitions of service have focused on its intangibility. Services have been

defined, in a word, as “a process”, “a performance”, “an activity” or “an experience” (Lovelock,

1992b; Berry et al., 1985; Lovelock, 1992a; Grénroos, 1990).

According to Bateson (1995), services have markedly distinct processes and outputs. In fact, a
common idea in recent definitions is that the customer is more or less involved in the process of
production and delivery of the service. He interacts with the organisation’s employees while they are
producing the service. From this interaction results an interpersonal experience (output), which can be

considered as an effective part of the service.

Two comprehensive definitions of service that are worth consideration are those provided by

Payne (1993) and Grénroos (1990).

A service is an activity which bas some element of intangibility associated with it, which
involves some interaction with customers or with property in their possession, and does not
result in a transfer of ownership. A change in condition may occur and production of the
service may or may not be closely associated with a physical product. (Payne, 1993)

A service is an activity or series of activities of more or less intangible nature that
normally, but not necessarily, take place in interactions between the customer and service
employees and/ or physical resources or goods and/ or systems of the service provider, which
are provided as solutions to customer problems. (Grénroos, 1990)

Both definitdons focus on the interaction and on the variable intangibility intensity of the service.
! )

* This is casy to accept, even though the logical compensation for the corresponding “hidden manufacturing sector”
(tangibles manufactured and provided in the service sector), which is not mentioned by authors, would have to be made.
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But, while the first notes that there is no transfer of ownership of a good, the second emphasises the
desire to provide a solution to a problem. Note also that whilst the physical product, in the first
definition, is mainly a possession of the customer, in the second conception, i£ is primarily constituted
by facilities and equipment of the service provider. Both definitions are very broad and abstract but,

nevertheless, they are distinct in their focuses.3

Confronted with the absence of a good definition of “service”, Bateson (1995) suggests that

understanding the general characteristics of services is more important than an incomplete definition.

3.1.3. GENERAL CHARACTERISTICS OF SERVICES

One of the fundamental characteristics of services lies in the «critically important interactions

between employees and customers» (Boyle, 1990). The service management literature has given those

special interactions the name of “moments of truth”.

Moments of truth are interactions between the representatives of the customer and the
various resources of the firm: for example, when a piece of machinery is delivered to a
buyer, when a restaurant guest is being served by a waiter, or when a person operates an
automatic teller machine. (Grénroos, 1990)

Mostly because of these moments of truth, Rosander (1989) emphasises that the roles of
. employees, customers, faciliies and equipment in services are distinct from their roles in

manufacturing companies. In fact, in service organisations:

® operations’ employees maintain “face-to-face” relations with customers;

interactions with the same customer may occur very frequently, in some cases, daily (e.g, 2
restaurant or a supermarket);

® there is no mechanical control over variability, as is in a factory, to reduce the variability
of these interpersonal relations, Ze., services are «dominated by subjective elements and
not by precise physical measurements» (Rosander, 1989);

* the customer actually goes inside the factory and may use part or all of its equipment;

«services can be observed and conclusions drawn therefrom» but, except for facilities and

equipment, services cannot be inspected before delivering them to the customer
(Rosander, 1989).

Consequently, some other characteristics of services are:

\

* The word “good™ has been used here instead of “product” to avoid any confusion. Grénroos (1990), notes that a service is

also a product — a product «that can be developed, produced and delivered, marketed and consumed». In this sense, goods
and services arc two different kinds of products.
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® services depend much more on human reliability (Rosander, 1989); ‘

® «the customer does not know whether the service will be satisfactory or not without
buying it and going through the service experience» (Rosander, 1989);

® in some technical and professional services, even after consumption and for a long time
thereafter, it may remain difficult for a consumer to evaluate the service (Gummesson,
1989); '

‘e «mistakes and shortcomings are harder to conceal» (Lovelock, 1992a);

® customers identify these mistakes and evaluate “how” the service is provided, just as they
evaluate “what” is provided by the company (Grénroos, 1990);

® reasons for and the nature of quality problems are different from those of manufacturing
industries (Rosander, 1989; Lovelock, 1992a);

® time is interpreted differently. Pure goods have a lifetime; they inevitably show a decline
in performance and must be repaired. Pure services «take place over time [they] have a
beginning and an ending in time» (Rosander, 1989), but not an inevitable decline in
performance. They may, however, involve «delay or waiting times, unnecessary time,
excessive time, idle time and lost time» (Rosander, 1989);

® in many types of services, the customer has to be present to receive it, eg., health care
(Bateson, 1995);

® services are place dependent, ie., the service is provided where the customer is to be
found or very close to him (Bateson, 1995);

® services are time dependent, Ze, they are provided when the customer asks for it

(Bateson, 1995);

® the distribution channels can «combine the service factory, retail outlet, and point of
consumption into one» (Lovelock, 1992a);

® distribution channels can be automated and electronic (e.g., ATMs);
e absence of inventories — services cannot be kept in stock (Lovelock, 1992a);

® any unused capécity is lost, while customers in excess of capacity have to wait or will also
be lost (Lovelock, 1992a);

® the customer may simultaneously interact with different employees and with other
customers waiting for or receiving the service (Bateson, 1995).

A summary of the different characteristics of physical goods and services is given in Table 3.1. It
is, however, necessary to emphasise that not all of the generalisations above or below «apply with

equal force to all services» (Lovelock, 1992a)s
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Table 3.1. Summary of Goods and Services’ Characteristics

Physical goods Services

1. Tangible 1. Intangible (and abstract)

2. Heterogeneous (non standard, because of subjectivity and

2. Homogenous (standardised) variability)

3. Production, distribution and consumption are

3. Production and distributi ted ti . . .-
: ribution separated from consumption _simultaneous processes (inseparability)

4. A thing 4. An activity or process

5. Core value produced in the factory 3. Core value produced in buyer-seller interactions

6. Customers do not (normally) participate in the 6. Customers participate in production (inseparability)

production process
7. Can be kept in stock 7. Cannot be kept in stock (perishability)
8. Transfer of ownership 8. No transfer of ownership

Source: Adapted by C. ]. F. Cindido from Gronroos (1990).

The list of eight characteristics in the table can be further synthesised into four essential
characteristics. According to Payne (1993), the characteristics more commonly ascribed to services are
intangibility, heterogeneity, inseparability and perishability. However, some of these characteristics
may also apply to goods. Thus, «services can only be described as having a tendency towards
intangibility, heterogeneity, inseparability and perishability» (Payne, 1993). In this perspective, each
characteristic is represented by a continuum on which each service may be positioned. For example, .
the following goods and services are listed in an order of ascending intangibility: sugar, clothing, soft

drinks, cosmetics, fast foods, air travel, legal services, education, babysitting (Payne, 1993).

An important aspect arising from these ideas is the possibility of transforming a good into a
service. According to Groénroos (1990), a «machine, or almost any product, can be turned into a
service to a customer if the seller makes efforts to tailor-make the solution to meet the most detailed

demands of that customem.

3.1.4. THE SERVICE ORGANISATION

A very simple model of the service organisation is shown in Figure 3.1, below. The organisation
can.be divided into two parts. One is visible to the customer and the other is invisible. The invisible
organisation and system includes, for example, maintenance, cleaning, management, accountability and
other “internal services”. The visible part is composed of (1) the “inanimate environment” (facilities
and equipment) where the service encounter takes place and (2) the contact personnel (also called
frontline personnel) «who actually provide the servicer (Bateson, 1993). Naturally, the invisible part

influences the visible part’s capacity to serve the customer.

83




Figure 3.1. A Model of the Service Organisation

Inanimate Customer A
Invisible environment
organisation and Contact
system W personnel or Customer B
service provider
VISIBLE

v

Bundle of service benefits received by
Customer A

Source: Bateson, 1995.

Although the invisible part has important roles in the service organisation,

it is the visible part of production activities that matters in the mind of the customer. As
Jar as the rest is concerned, he or she can only experience the result, but the visible activities
are experienced in every detail. (Grinroos, 1990)

Figure 3.1 also suggests that customers interact with the visible organisation. This interaction is
indispensable to the service production, thus, making the customer part of the service producton

system.

A customer interacts also with other customers receiving the service or waiting to be served.
While a rude customer may adversely affect other customers, a gentle one may positively affect the
service experience of other customers. In each case, a customer can influence the bundle of benefits
received by other customers. The arrow linking Customer A and Customer B, in Figure 3.1, represents

the influence of customers upon each other during waiting periods or production phases.

According to Bateson (1995), the involvement of the consumer in production and delivery implies
that:

® everyone and everything that comes into contact with customers is delivering the service;
® changes in the system will affect customer behaviour;
® changes in the service will require changes in the factory;

® contact people and the rest of the visible part of the system are part of the product being
offered, because they influence the customer’s experience;

® the distributdon channels are non-existent or very short, thus par.t of the Marketing
actuvities are executed by the contact personnel, blurring the boundaries between
Production, Quality Control and Marketing (Bateson, 1995). «The concept of operations
being responsible for producing the product and marketing being responsible for selling
it ... cannot work in service firms» (Bateson, 1995).
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Since services are place dependent, in order to cover a wide territory, a service organisation has to
have several small “factories”, just like that one in the model. A bank, for instances, can have several

similar branches in the same city.

This rudimental model reflects the distinguishing general characteristics of service firms. It «shows
the different elements of the service experience [and] shows how the service experience is created»
(Bateson, 1995).

3.1.5. AUGMENTED SERVICE OFFERING

This section presents a model of services as products developed by Grénroos (1990). (See Figure
3.2.) A model like this «has to be customer oriented» and has to recognise and describe «all the aspects
of a service that customers perceive» (Gronroos, 1990). According to the author, the different aspects

of a service that customers perceive are:

® the basic service package or “what” the customer is left with, including:
e the core setvice;
e the facilitating services (and goods);
e the supporting services (and goods);

¢ the buver-seller interactions, or “how” the basic package is delivered to the customer,
including:

®  accessibility of the service;
® interactions between the buyer and the seller;
®  consumer participation;
®  and finally, influencing the perceptions of the customer fegarding the service, there :;re:
e the corporate image; and

e communication.

The core service addresses the main need of the customer. It consttutes «the main reason for

being in the market. For a hotel it is lodging and for an airline, transportation» (Grénroos, 1990).

Reception, room cleaning and other services and goods at a hotel are absolutely indispensable for
the consumpton of the service. Without them, «the core service cannot be consumed» (Gronroos,

1990). These are called facilitating services.
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The third type of services included in the basic service package is the supporting services and
goods. They are not indispensable. Their mission is to differentiate the service package and make it
more attractive to customers. In a hotel, they may include, for instance, a restaurant, a sauna or a

gymnasium.4

Figure 3.2. An Augmented Model of the Service Offering, and Image and Communication.
The Service Concept

Supporting
services

Customer
participation

Source: adapted by the author from Grénroos (1990).

The three services described above — ze. core, facilitating and supporting services ~ constitute the

basic service package or “what” the customer is intended to receive.

The process by which the customers receive this package is dependent on accessibility,
interactions and participation. Accessibility of the service, in turn, depends on the number and skills of
the organisation’s personnel, office hours, locations, time used to perform the tasks, facilities,
equipment, the number and the service knowledge of other consumers involved, and other factors.
The interactions between customer and seller include communications between the customer and (1)
any contact personnel, (2) any customer receiving the service simultaneously and (3) any physical
resources or systems of the company. If the consumer finds these interactions unnecessarily
complicated, troublesome or unfriendly, even the most excellent basic package can be spoiled for that
customer. The interactions can be improved by the organisation through customer education and
complete information. Providing education and complete information facilitates customer

participation. Customer participation can improve the service experience by making it quicker, easier,

+ Gronroos (1990) notes that facilitating services can also be designed to support, make attractive and differentiate the core
service from those of competitors.
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pleasanter and/or cheaper. Participation depends also on the customer’s knowledge and willingness.
(Grénroos, 1990)

The augmented service offer, thus, is composed of “what” is served and “how” the customer is
served. Image and external communications are not part of the augmented service offering. However, \
they must be considered when developing the augmented service offering. While a «favourable image
enhances the experience, a bad one may destroy it. Therefore, managing image and communication
becomes an integral part of developing the setvice producty (Grénroos, 1990). This communication

may even take place at the point and time of consumption with a substantial immediate effect (e.g, a

brochure or word-of-mouth).5

The service concept (see top of Figure 3.2) is a initial and concise description of a particular

service, which guides its development and implementation.

The differences between services and goods make management of service companies distinct. The
management of two service companies, of different service industries, may also differ drastically, due
to differences in the basic function of the service and its operations (Rosander, 1989). The next

section addresses the topic of service management.

3.2. SERVICE MANAGEMENT

Systematic research in the area of services and service management started by the end of the
1970s (Gummesson, 1989). As noted by several authors, it is somewhat surprising to see the relative
importance of services, in de%reloped economies, and the contrasting relatively newness of the service
management field. In spite of its short age, the literature on services has distinguished itself from that
on mainstream management. The roles and nature of service strategy, management, organisation and
of the service organisation’s functions (especially, marketing, operations, human resources and quality)
are argued to be very different from those in the manufacturing organjsaddn and in the mainstream
management literature. Moreover, the new perspective appears to have potential to influence
significantly the mainstrteam, as the manufacturing companies are using services to differentiate

themselves from competition. This point of view is stressed by the so-called “Nordic School” of the

)
5 The basic service package is not an adequate construct to describe a service as perceived by the customer because the
process by which the consumer reccives the service and the surrounding environment influences the total experence. These

influences are capable of improving an experience when the basic package is bad and, converscly, of destroying an experience
with an excellent basic package (Grénroos, 1990).
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service management, which, together with the “North American School”, has set the foundadons and

has been a major contributor to the field of service (quality) management (Brogowicz et al, 1990).

3.2.1. SERVICE STRATEGY

3.2.1.1. SERVICE STRATEGIC MANAGEMENT

Porter’s (1980) work on strategy provided a strong impetus to those initially exploring the realms
of service management. His ideas about the competitive attitude of firms strongly influenced the field.
Boyle (1990), for instance, defined strategic service management as an «approach to competing and
winningy, dealing with «what it takes for a business to be No. 1». Johnston (1989), also, describes
service strategy as «a company’s plan to achieve an advantage over its competitors». In this view,
service strategic management is about creating competitive advantages and becoming leader in an
industry. It is supported by the idea that, in «essence, service strategies are no different from strategies

for any business» (Irons, 1994).

These and other dominant concepts on the strategy field seem to have found their way into the
recent literature on service management. However, the nature of services, summarised earlier,$

requires a different apprbach to strategic thinking and management (Grénroos, 1990).

According to Boyle (1990), strategic service management should focus on two main areas:

1. powerful ideas Sor developing customer driven competitive strategies for market izadership
and profit growth. [And]

2. systematic processes for successful and accelerated strategy implementation. (Boy:z. 1990)

These “main areas” — ie, ideas for competitive strategies and processes for strategy
implementation — are, however, dependent on a fundamental characteristic of services: the interaction
between personnel and customers during the production and delivery of a service. In the context of
services, strategy must respond to the interaction when it occurs. Strategy should evolve according to
conunually changing circumstances. Strategic management should create an environment where
employees have the liberty and power to respond to customers during the interaction, eventually
contributing to changes in strategy (Irons, 1994). More clearly stated, strategic management must
«allow the implementation — itself a production process ... with direct customer interference — to
mould as events unfold» (Irons, 1994). This means that «What happens at the interacton is not simply

the outcome of strategy but, in a service, it vs the strategy» (Irons, 1994). Thus, service strategy is

6 Sce Section 3.1. Services.
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highly emergent from the bottom; it is moulded at the bottom.

In a service ... strategic management needs to be about both the creation of the central
purpose, the sense of mission, and the gnidance and direction — but not immediate control —
of the implementation, together with effective feedback to allow that monlding to happen
without anarchy. (Irons, 1994)

Gronroos (1990), for instance, contends that a service mission is first defined and only then is the
service concept formulated. The service mission defines broadly the target markets and the «kinds of
problems» the organisation should try to solve. The service concept is equivalent to a product strategf’
stating “who” is to be served, with “what”, “how” and with “which” resources. Strategy integrates
: 'coherenﬂy all the elements in the service organisation with its environment (Johnston, 1989). Without
it, there is the risk of inconsistent behaviour (Gronroos, 1990). Mission and product strategy should
be as concrete as possible, agreed upon, generally accepted and understood by everyone in the service

organisation (Gronroos, 1990).
*

The following 4 sections (3.2.1.2 to 3.2.1.5) are mainly a synthesis of Grénroos’ (1990) and

Lovelock’s (1983) work on service strategy options and service strategic management.

3.2.1.2. SERVICE STR.ATEG& OPTIONS
According to Grénroos (1990), the overall strategic options for an organisation are:
* technical quality strategy;
®  price strategy;
®  image strategy; and
®  service strategy.

The four generic strategies overlap, to a certain extent, with two other typologies: Porter’s and
Mintzberg’s typologies.” Grénroos’ (1990) generic strategies can be described as follows. In the first
option, the company’s competence is technical and the competitive advantage consists in «maintaining
a superior technical quality of 2 good or service» (Grénroos, 1990). This is very similar to Mintzberg’s
“quality differentiation strategy”; the product or service is better, not fundamentally different from
those of competitors. The second alternative, “price strategy”, «means that the firm basically relies on
its price level ... as the competitive edge» and aims to be «the less expensive alternative to the
customen» (Grénroos, 1990). This is obviox‘lsly identified with Porter’s “cost leadership strategy” and

Mintzberg’s “price differentiation strategy”. The third option, “image strategy”, «means that the

7 Sce Chapter 2.
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competitive edge is based on the imaginative extra surrounding the goods and services, which is
frequently created by advertising or other means of market communication» (Grénroos, 1990). The
definition is clearly compatible with Mintzberg’s “image differentiation strategy”. The product or
service benefits from a better image, but does not have a seriously enhanced performance. Thus, this
is a ficdtious differentiation. Finally, the “service strategy”, means that «various types of services and
servicelike elements in the relationship with customers are developed so that the customer relationship
1s strengthened» (Grénroos, 1990). This is a strategy that uses the full augmented service offering
concept. Service strategy is not necessarly identical to “total quality strategy”, a strategy defined

earlier,® but it seems to be compatible with the latter.

. Table 3.2. Comparison between Typologies of Stxafegy

Grinroos (1990) Mintzberg (1988) Porter (1980)
Technical quality strategy Quality differentiation strategy '
Price strategy Price differentiation strategy Cost Jeadership strategy
Image strategy Image differentiation strategy
. Total guality strategy (a combination of . .
Service strategy Mintzberg's differentiation strategies) * Differentiation

Note: * As defined earlier in Section 2.2.2. Total Quality Strategy.
Source: developed by C. J. F. Cindido.

Gronroos (1990) argues that the first three strategies are dangerous. The first strategy «works well
in situations where technical excellence ... 1is in itself of critical value to customers [however] the more
the technical competence among competitors grows the less powerful this strategy becomes». The
second alternative is a good one if the firm can keep its low cost advantage in the long run, but it can
put the company in a strategic trap.? The third alternative is also dangerous because the competitive
advantage is based on something fictitious, without real substance. The last, “service strategy”, is the
most robust strategy. It differentiates the company’s offer in a way that adds “real” value to the
customer. This alternative has become a trend and it is openly advocated by several authors. This
strategy is the focus of the service quality literature and the 6nly one seen as capable of creating a
strong loyalty relationship between organisations and customers. It creates barriers to entry and is also

a «powerful tool for a firm that wants to enter a market» (Grénroos, 1990).

This strategy can be equally used by service or by manufacturing organisations (Chase & Garvin,
1989; Gronroos, 1990; Payne, 1993). The use of pre and post-sale services as a competitive advantage
requires that every manager understands services and «what they can do for manufacturing and for
‘establishing an ever-improving competitive position» (Grénroos, 1990). For example, the so called

“hidden services”, administrative routines like billing and handling of claims, are frequently seen by

8 Sce Section 2.2.2. Total Quality Strategy.
9 See Section 3.2.1.3. Traditional “Rules of Thumb” and the “Strategic Management Trap”
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customers as causing annoyance, inconvenience, or trouble. But they can be defined as “facilitating”

or “supporting services”, thus offering unlimited opportunities for differentiation.°

According to Johnston (1989), there are five main ways a service strategy can be used to
differentiate an offer. Among these are: (1) range of services — providing a greater range of services
than the competition; (2) uniqueness — providing a service that is not offered by any other
organisation; (3) availability — providing more easily available services; (4) quality — prowdmg services
with 2 higher level of quality; and (5) price — which can be argued not to be 2 true differentiating

element.1!

In general, all the moments of truth offer opportunities for differentiation. The introduction of
distinct moments of truth is a robust way of differentiation (Boyle, 1990; Grénroos, 1990).

A strategic alternative option not yet mentioned is Porter’s (1980) “focus strategy”. This strategy
also has some defenders in the service literature. Davidow & Uttal (1989), for instance, argue that a
clear, narrow, focused service strategy has several benefits: learning faster, developing new techniques,
avoiding mistakes, using lesser resources and, finally, achieving greater profits. A focused service

strategy involves an adequate positioning of the firm.

Adequately positioning the firm is, in fact, a significant activity of service strategic management
for any service organisation (Payne, 1993). It consists of identifying and choosing (1) markets, (2)
market segments, (3) how the organisation wishes consumers to perceive the company; and (4) the

way in which its service fulfils their needs (Payne, 1993).

Davidow & Uttal (1989) argué that segmentation and positioning can be used to (1) exclude the
troublesome customer segments, (2) stabilise the «huge and apparently random fluctuations in
demand» and, most important of all, (3) decide how much of the flexible, warm human contact is to
be used in the service. In this regard, they note that some clients prefer more human contact (a sign of
quality and higher cost), while others would welcome a substitute to human contact (eg, ATM or
automatic checkout from a hotel). Intelligent segmentation and positdoning, they conclude, «can
transform the productivity and profitability of customer service operations». Relationships between

productvity, profitability, and quality are addressed below.

10 Chasc & Garvin (1989) take this a little further arguing that the “manufacturing factory” of the future will be more like a
“service factory”. Skilled and knowledgeable workers, as well as managers, will receive, communicate with, appreciate and
help solving customers’ problems.

11 It has been argued eatlier, in Section 2.2.2, that distinct differentiation strategies can be combined into a “total quality
strategy”.
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3.2.1.3. TRADITIONAL “RULES OF THUMB” AND THE “STRATEGIC MANAGEMENT TRAP”

Most managers allow their strategic thinking to be affected by three rules of thumb, which, they

believe, can strengthen the competitive edge of their organisation. These rules are to:

1. decrease the cost of production and administration, to decrease the unit cost of the
products;

2. increase the budget for traditional marketing efforts such as advertising, sales, and sales
promotion in order to make the market buy the goods produced; and

3. strengthen product development efforts. (Grinroos, 1990)

These rules might work well in manufacturing industries. Applied in services, however, they can
lead to the “strategic trap” (see Figure 3.3). The reasoning is this. When confronted with increased
competition or with financial problems, those rules of thumb lead managers to consider internal
efficiency options which generally affect personnel (personnel reductions, replacing people by
machines, reducing personnel training and increasing self-service schemes). In some service industries,
these options have an adverse effect upon quality and the internal climate. The consequences are more
acute financial problems and the perpetuation of the problem in a vicious circle, the strategic

management trap (Grdnroos, 1990).

Figure 3.3. The Strategic Management Trap

Finandial problems or Decisions concerning Marginal cost
increasing competition —»  internal efficiency (often reductions Deteriorating
influencing personnel) service quality
Deteriorating Unsausfied
corporate image customers
Unsatsfied customers Mo}r{e t'mdxr.;?nal Detesiorating Deten}(:raung mtemalf
(neverthcless) <4 macketing efforts €= (- quality <4— ammosp ete (because o
(occasionally) customers’ comments)

Source: Gronroos, 1990.

Involved in this trap are three fundamental sets of opposing concepts.

3.2.1.4. GRONROOS’ THREE SETS OF OPPOSING CONCEPTS

First, internal efficiency should be distinguished from external efficiency. Internal efficiency is the
‘common efficiency concept. It measures the productivity of resources like capital and labour (e.g., the
number of services delivered by employee or the average time to deliver a service). External efficiency
«s the way the customers perceive the oper‘ations and the output of the firm» (Grénroos, 1990). In

manufacturing organisations, the customer is not present during production; thus his assessment of
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external efficiency does not include manufacturing operations. However, in service industries, this
does not hold true and neglecting attention to the external efficiency (customers’ perceptions of

operations and output of the service) is dangerous.1?

Internal and external efficiency are interdependent. Increasing internal efficiency (by reducing
personnel, for instances) may have an adverse effect upon external efficiency (e.g., customers having to
wait for longer periods of time). Consequently, internal efficiency should only selectively be improved,
s¢., where it does not reduce external efficiency. This relationship must be carefully managed, to avoid

the strategic trap.

Second, good costs and bad costs can be distinguished. Good costs contribute to «improve the
capabilities of the organisation to produce high-quality services and thus enhance revenue» (Grénroos,
1990). These include development of services, training personnel and, in general, maintaining the
visible part of the organisation’s operations. Good costs, thus, improve external efficiency. Bad costs,
on the other hand, «follow from unnecessary bureaucracy, too-heavy middle and top management
layers, big staff functions, and, of course, unnecessarily complicated and time-consuming operational

and administrative routines» (Grénroos, 1990).

Ironically, what managers do when facing hard times «s to cut good costs without touching evil
costs to any considerable extent and, consequently, lead their companies into the strategic
management trap (Gronroos, 1990). The conclusion is that before attempting to save moner, a clear

distinction between good and bad costs must take place.

Third, scale economies and market economies. Scale economies are well known in the literature.
A larger capacity than that of competitors provides an organisation with a competitive advantage of
lower unit cost and bigger profits. Market economies, on the other hand, «mean that a competitive
edge and profits are accomplished by a closer market orientation», a smaller scale and a focus on
customer satisfaction (Grénroos, 1990). This distinction is not important when the market is

constantly growing, but becomes relevant when the market stops to grow or competition increases.

It can be demonstrated that external efficiency, good costs and service quality are positvely
related. Usually managers believe that whenever quality improvements are attempted total cost
increases and efficiency goes down. Grénroos (1990) argues that this is not true. The prejudice lies in
the failure to distinguish between external efficiency and internal efficiency, on the one hand, and
between good costs and bad costs, on the other hand. Figure 3.4 synthesises the two opposing

perspectives.

12 With manufacturing companies competing more and more in pre and post sale service (Chase & Garvin 1989), these
companies will also need to look differently at efficiency.
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Figure 3.4. Traditional and New Perspective on Efficiency, Profitability and Quality

Traditional Manufacturer-oriented view New Service context view
Profit = Revenue - Cost Profit = Revenue - Cost
T T . b< Production and
Traditional Producti d Traditdonal Management
marketing Ir\:a:cuon;r: marketing e interactive functions
(marketing mix) & (marketing mix) e supporting functions
External Internal External and Invisible part
efficiency efficiency internal efficiency

External and internal
efficency

Source: adapted by C. J. F. Cindido from Grdnroos (1990).

In the traditional perspective, left side of Figure 3.4, marketing is related to external effidency,
because marketing generates revenue through sales, and production is related to internal effidency,
because it generates costs. But, in reality, marketing also generates costs and, in service organisations,
production has a significative impact on future buying behaviour. Thus, both marketing and
production contribute to cost and revenue, and to internal and external efficiency. The same argument
is valid for service management. Thus, the traditional view is not adequate for service organisations. If
the new service view is adopted, right side of Figure 3.4, the following suggestions to simultaneously

improve quality and efficiency will become clear:
® improving the skills of employees;
® positive attitudes and behaviour of employees toward good service;

® making systems and technology more supportive of employees and/or encouraging
customer participation in the service delivery;

® adequately substituting people for technology and automation;

® increasing customer cooperation in the production process (e.g., self-service) in ways that
the customers can see clear benefits; and

® reducing the seasonable character of demand (Grdnroos, 1990).

A service strategy, the fourth generic strategy considered above, focuses upon the interaction with
customers. It takes into consideration both kinds of efficiency and costs, thus avoiding the strategy

trap. It can be based in one or more of three possibilities:

1. developing new services to be offered to the customer,

2. activating [or exploiting] axisting services or service elements in a business relation [to
gain competitive advantage], and

3. turning the goods component into a service element in the customer relation [through
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customisation]. (Gronroos, 1990)

While the first alternative is widely used, the second is not seen as a strategic issue and the third
rarely contemplated. However, Grénroos argues, they can dramatically increase the value to the
customer. The second alternative can be accomplished by rearranging existing resources and routines.
This includes «for instance, casual advices, order taking, deliveries, claims handling, invoicing,
demonstration of manufacturing processes, ... quality control, and telephone reception services»
(Gronroos, 1990). Advantages are less contact personnel needed, less time consumed in each contact,

and less psychological demands to maintain the contacts. Both intérnal and external efficiencies

improve.

Davidow & Uttal (1989) recommend some prudence. «Provide too little service, or the wrong
kind, and customers will leave; provide too much, even the right kind, and your company will go

broke or price itself out of the market». They continue; General Electric found that at

a certain point, each incremental investment in service starts to yield lower returns than the

 previous investment. The only way to find that point is to segment customers, find out how
much they value different levels of service, and estimate the costs and benefits of serving
them well. (Davidow & Uttal, 1989)

3.2.1.5. GAINING STRATEGIC INSIGHTS THROUGH CLASSIFICATION OF SERVICE INDUSTRIES

Understanding the position of a service industry on each of the service characteristic’s
continuums (intangibility, heterogeneity, inseparability, perishability..) is an important step towards
finding possible sources of competitive advantage (Payne, 1993). In general, Lovelock (1983) argues,

classifying services along several dimensions can produce strategic insights.

However, according to Bateson (1995), there is no definitive classification of services capable of

putting service industries into clearly distinct groups. Existing classifications

are not based on empirically testable properties of services. As with the goods/ services
dichotomy, they tend to focus on opposites and produce categories [such that] in each set
many examples can be produced that fit clearly into neither category but are somewhat in
the middle. (Bateson, 1995)

This difficulty led Lovelock to a different approach:

Recognising that the products of service organisations previously considered as “different”
actually face similar problems or share certain characteristics in common can yield valuable
managerial insights. Innaz/ati(‘m ..., after all, often reflects a manager’s ability to seek out
and learn from analogous situations in other contexts. (Lovelock, 1983)

To provide strategic insights it is best to look for commonalities, not differences. Lovelock’s
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classification of commonalities addresses 5 questions — additional questions may be developed — with

potential to influence formulation and implementation of marketing strategies. The questions are:

1. What is the nature of the service act?
2. What type of relationship does the service organisation have with its customers?

3. How much room is there for customisation and judgement on the part of the service
provider?

" 4. What is the nature of demand and supply for the service?

5. How is the service delivered? (Lovelock, 1983)

Asking these questions and seeking answers by looking at similar service industries can generate
«some useful cross-fertilisation of concepts and strategies» (Lovelock, 1983). It can help in generating
strategic insights, in particular, into sources of competitive advantage, new services or service

elements, and marketing strategies (Payne, 1993).

Building on these ideas, Lovelock (1983) develops 5 classification 2X2 matrices; each addressing
one of the questions. His second matrix, for example, considers the type of relatonship with the
customer (member relationship vs. no formal relation) and the nature of the service delivery
(continuous delivery vs. discrete transactions). This matrix, represented in Table 3.3 below, helps
raising strategic questions concerning the advantages of membership versus non-membership in terms
of (1) convenience to the customer, (2) pricing and proﬁtability, (3) availability of information about

customers, (4) loyalty, and (5) segmentation.

Table 3.3. Relationship with Customers

Type of relationship between the service organisation and its customers

Nature of service delivery ‘Membership” relationship ’ No formal relationship
Continuous delivery of service E.g.: insurance, banking, college E.g.: radrio :tati‘oﬂ, :Dolite protection,
_ enrolment lighthouse, public highway
. . £ 7 pli 8.5 € /, mail service, public
Discrete transactions Eg tbea!r‘e series .rubu‘r'zptzon, E.g.: car rental, matl service, p
commuter licket or transit pass transportation, restaurant

Source: adapted by the author, through simplification, from Lovelock (1983).

The initial 5 questions and others raised by such matrices can help generating strategic insights.
Analysis of commonalities and cross-fertilisation is encouraged. The objective is to discover sources of

competitive differentiation, new services or service elements, and marketing strategies.

Strategic options and strategic management are considered in some detail in the service
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management literature. This literature emphasises the nature and the specificity of services and how
that specificity impacts on strategic management. The customer receives special attention in this
literature because he is involved in activities, which do not require his involvement in manufacturing
firms. Service management literature adds to the main stream of strategic management a new
perspective, which is being timidly extended to manufaciuring firms (e.g., Chase & Garvin, 1989).
Strategy implementation is usually confined in books to those chapters endted “structuring”,

“organising” or “managing” and is not addressed as a subject in its own right.

3.2.2. SERVICE ORGANISATION’S FUNCTIONS ~ SPECIAL CHARACTERISTICS AND THE
BLURRING OF BOUNDARIES

The traditional marketing function includes market research, segmentation, definidon of a
marketing-mix, planning, helping to prepare the organisation, executing and controlling marketing
programmes. It is clearly separated from other functions (Lovelock, 1992b), and it «s taken care of by
a group of specialists organised in a marketing ... and sales department. (Groénroos, 1990). This
distinct department collects information from the market, defines a marketing mix — eventually in
collaboration with production and logistics — and then tries to expand the market and to sell the
products manufactured, stocked and distributed by operations and logistics. Traditional marketing,
thus, makes the link between the rest of the organisation and its customers (Grdnroos, 1990;
Lovelock, 1992b. See Figure 3.5).

Figure 3.5. The Traditional Role of Marketing

Production - | Consumpdon

Source: Grénroos, 1990.

In service industries, given their special characterstics, a different concept of the marketing
function is needed. In services, the buyer-seller interactions, during the purchase and the consumption
process, have «an immense impact on the future buying behavior of the customers as well as on word-
of-mouth, that is, they have marketing implications, and should therefore be considered marketing
resources and activities and manéged as such» (Gronroos, 1990). Customer reladonships are, once
more, determinant. «All activities that influence customer relations and the generaton of revenue are
part of the marketing process» (Gummesson, 1990). During the interaction, the seller and the buyer
make mutual promises of exchanges that must be fulfilled during the consumption process. If these

promises are fulfilled, the relationship is probably satisfactory to both pardes and may be repeated.

This suggests a relationship approach to marketing. In this approach, as «much of the marketing
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effort as pAossible should ... be planned and implemented in the line organisation, where the
immediate responsibility for rendering the service lies» (Grénroos, 1990). In such a case, the
marketing department cannot be mistaken for the marketing function (Gummesson, 1990). While the
marketing department can perform the traditional activities, the interactive marketing activities are
carried out by operations and other functions (Grdnroos, 1990. See Figure 3.6). A similar opinion is
held by Lovelock (1992b): «the marketing function in service business finds itself closely interrelated
with — and dependent upon — the procedures, personnel, and facilities managed by the operations

functons.

Figure 3.6. Two Types of Marketing Activities

Production

=

Consumption (usage)

Source: Grénroos, 1990.

The interdependence of functions is more of an “overlap of functions” (Lovelock, 1992b). The
contact personnel have to perform production, logistics, informational and marketing activities (with
quality). They often find «themselves in what is termed “boundary spanning roles”, where they are
expected to be responsive to the concerns of different departments» (Lovelock, 1992b).1* Many
marketing activities, for instance, cannot be performed by the markedng specialists and have to be

executed during the service delivery by “part-time marketers” (Gummesson, 1990).

In service organisations, the marketing function is not the exclusive responsibility of the
marketing department, but a shared responsibility. Thus, managers from different departments have to
work together more closely (Lovelock, 1992b) and «marketing becomes a top management issue,
much more than it is though to be» (Grénroos, 1990; Irons, 1994). The marketing managér may still
be responsible for the marketing department, but the top manager must be responsible for the

marketing function (Grénroos, 1990; Irons, 1994).

In this context, Lovelock (1992b) defines three fundamental functions of a service company. His

definitions are shown in Figure 3.7, in close interrelation, and with the customers in the centre.

13 This blurring of functional boundaries is also occurring in manufacturing companies (Chase & Garvin, 1989).
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Figure 3.7. Three Integrated Functions

— T

THE MARKETING CONCEPT

Creating relationships with spedfic types of
customers by delivering 2 carefully defined
service package of consistent quality that meets
their needs and is perceived as offening superior
value to competitive alternatves.

THE HUMAN RESOURCES CONCEPT

Recruiting, training, motivating, and retaining
managers and other employees who can work
well together for a realistic compensation
package to balance the twin goals of customer
satisfaction and operational effectiveness.

CUST%MERS

THE OPERATIONS CONCEPT

Using specific operational techniques and strategies — executed by
personnel with the necessary skills and supported by appropriate
faailities, equipment, and information technology — to create and
deliver the specified service package to target customers, while
consistently meeting quality and productivity standards.

Source: Lovelock, 1992b.

In these definitions, each function retains its usual essence, but exhibits a higher concern for
quality, customer satisfaction and integration with other functions. This higher concern is a result of
.the need, recognised above, for contact personnel to perform simultaneously, during each moment of

truth, activities that are of production, logistics, informational and marketing natures. 14

Another relevant function in any organisation is finance. Financial management in service
organisations has been seen mainly as an obstacle to other functions (Adams & Colebourne, 1989); to
such an extent that the abolidon of budgeting in service organisations has been already put into
practice by several companies (Irons, 1994). Alternatively, Adams & Colebourne (1989) suggest an
“enlightened” approach to financial management in service organisations. This consists of a more
participative and positive approach, contributing to personnel motivation, quality control, strategic
planning, costing systems, continued solvency, and keeping outsiders’ confidence in management
(Adams & Colebourne, 1989). Particularly, there is 2 need to distinguish between “good costs” and
“bad costs”, as well as between “internal efficiency” and “external efficiency” (Grénxooé, 1990).15
Doing this will, probably, require a substantial effort, understanding, cooperation and good will from
financial managers and personnel to avoid traditional methods and arguments. The time and financial

efforts involved are probably berond the reach of smaller service organisations.

14 Such a characteristic of services emphasises also the limitations of the common marketing-mix concept (Christopher e/ a/,
1993; Payne, 1993; Grénroos, 1990). The marketing-mix does not cover all resources, activities and processes that are
involved in the customer relationship lifecycle (Grénroos, 1990. See Section 3.2.4). Thus, several other alternative marketing-
mix concepts have been proposed. Christopher ef a/’s (1993) and Payne’s (1993) suggestion includes product, promotion,
price, place, processes, people and customer service. This can be compared with the augmented service offering. But most

important is the recognition that the mix should be adapted according to the circumstances of a particular organisation
(Payne, 1993). '

15 These concepts were considered in Section 3.2.1.4.
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The challenge for service management — and relationship marketing — can be synthesised in a

three-fold movement of emphases in management (Christopher ez a/., 1993):

® moving emphasis towards an integration of quality, marketing and other functions for
better customer service (Payne, 1993);

® moving emphasis from a “single transaction view” to a durable relationship with
customers, in order to ensure customer satisfaction and loyalty (Payne, 1993);

® moving emphasis from just one target market (potential customers) to a system of
markets which includes customers (current and potential), employees, suppliers and
recruitment markets (Payne, 1993).

Integrating marketing and other functions in service organisations — where productions takes

place in front of customers — can be, just by itself, particularly difficult (Palmer, 1998).

3.2.3. MANAGING AND ORGANISING SERVICE FIRMS -~ SPECIFICITY AND SOME
INSTRUMENTS

...Service organisations are more Sensitive to the quality of their management than probably
any other kind of organisation. (Normann, 1995)

3.2.3.1. PRINCIPLES OF SERVICE MANAGEMENT

Gronroos’ (1990) principles of service management, reproduced in Table 3.4, represent an
attempt to integrate the functions of the service organisation, in order to deliver quality services.
These principles embody also «a shift from a focus on structure to a focus on procesm (Grénroos,

1990) because a service «is a social process and management is the ability to direct social processes»
(Normann, 1995).
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Table 3.4. Principles of Service Management

Principle

Remarks

1. The profit
equation and the Customer-perceived service quality drives profit.
business logic

Decisions on external efficiency and internal
efficiency (customer satisfaction and productivity
of capital and labour) have to be totally
integrated.

2. Decision-making Decision-making has to be decentralised as close as
authority possible to the organisation-customer interface.

Some strategically important decisions have to be
made centrally.

The organisation has to be structured and
Junctioning so that its main goal is the mobilisation
of resources to support the frontline operations.

3. Organisational
Jocus

This may often require a flat organisation
without unnecessary layers.

Managers and supervisors have to focus on the

4. 2
Supervisory focus encouragement and support of employees.

As little legislative control procedures as possible,
although some may be required.

Producing customer-perceived quality bas to be the

3. Reward systems Jocus of reward systems.

Al relevant facets of service guality should be
considered, although all cannot always be built
into a reward system.

6. Measurement

Socus

Customer satisfaction with service quality bas to be
the focus of measurements of achievements.

To monitor productivity and internal efficiency,
internal measurement criteria may have 1o be
used as well; the focus is on customer satisfaction.

* The concept of customer-perceived service quality is addressed in Section 3.3.2.1 (page 113).

Source: Grénroos, 1990.

The principles enunciated touch upon several of the critical functions performed by managers,

namely, establishing organisation’s objectives, decision-making, organising, and controlling

(supervision, measurements and rewards). Some remarks and exceptions are also shown in Table 3.4.16

3.2.3.2. MANAGING CULTURE IN SERVICE ORGANISATIONS

As a “direction” of social processes and relationships between people, a service management
system has, also, to place emphasis on “managing” culture (Normann, 1995). Culture can be
understood as the stable but manageable set of beliefs, norms and values which are shared by the
members of an organisation and, to an extent, shape their attitudes, habits, social relations and actons.
This culture is a central determinant of success in services, as it affects the social process (Normann,
1995). It «is an effective (and sometimes the only) way of controlling a decentralised operation which

is probably heavily dependent on individual contributions» (Normann, 1995).

According to Normann (1995), essential elements that should be introduced to an organisation’s

culture are:

® an orientation towards quality and excellence;
® an orientation towards long term relationships with clients;

® tust and investment in people;

!6 These principles are becoming less and less exclusive to services with the trend to differentiate manufactured goods
through pre and post-sale services (Gronroos, 1990; Chase & Garvin, 1989).
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® strong focus and rigour «with regard to factors vital to success in the client relationship»
(Normann, 1995);

¢ informality and liberty in other aspects; and finally,

® constant monitoring and prospecting activities without the potential to dilute the
organisation’s focus.

“This is largely seconded by Irons (1994). According to whom, managers must provide a
“framework™ that combines an adequate degree of control with adequate employee discretion;
develops employee’s knowledge and self-confidence; centres on quality and customer satisfaction; and -

balances bureaucracy with employee’s enthusiasm.

3.2.3.3. MODELS OF SERVICE MANAGEMENT

3.2.3.3.1. Normann’s Mode!

Culture is the central element in Normann’s (1995) service management model. Other important
elements are the service concept, the delivery system, the image, the market segments and the critical
success factors. Normann stresses that managers, in any service industry, must maintain a holistic view
of these elements. Managers must identify the critical success factors and «eflect them in the
management and culture of the organisaton» to achieve consistent and persistent service

performances (Normann, 1995).

3.2.3.3.2. Grinroos’ Model of Quality-Generating Resources

According to Grénroos (1990), managing services involves the development and coordination of
quality-generating resources. The quality-generating resources are customers, personnel and systems
(including equipment and facilities). Figure 3.8, below, illustrates these resources and their
relationships. The model considers also business mission and total service quality. Figure 3.8 shows
business mission, embracing the whole system of resoutces, and shows total service quality, as the

main result of an adequate management of the resources.

Adequate management involves the development of resources and the coordination of the links
berween resources. Link number 1, in Figure 3.8, between the service concept (of product strategy)
and the consumer, refers to the need to collect informztion from the market and to the fact that, in
services, customers act as an active part (and a resource) in the production and delivery process. Note
that Gronroos (1990) puts the customer at the centre of the model. This is because a service

~organisation must be designed to put the customer at the heart of its concerns (Irons, 1994).
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Figure 3.8. A Strategic View of the Quality-Generating Resources in Services

Business Mission

Service Concept(s)

2

Personnel

Total Service Quality

Systems

Source: Grénroos, 1990.

Link number 2, between the service concept and personnel, refers to the need to have the right
number of employees with the requisite training and attitudes. Services are often divided into sub-
processes, which are handled by different people and systems (Lovelock, 1992b). In an insurance
company, for instance, the customer may interact with only one employee, while in a hotel or a
hospital, he may interact with several employees. As the number of contact employees increases, so to
does the probability that the customer perceives mistakes or some lack of coordination (See Figure
3.9). A customer in direct relation with more than one employee and/or system, with no one contact
person responsible for the customer, «s easily sent from one person to another in an unorganised
way» (Gronroos, 1990). The customer feels lost with nobody knowing who he is or what he wants
(Lovelock, 1992b). The impact upon quality is obvious and detrimental. Thus, to the extent that it can

be managed, the number of contact employees is an important decision.

Figure 3.9. The Service Production System as a Function of Subprocesses
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Source: Adapted by C. ]. F. Cindido from Grénroos (1990).
)

Naturally, extensive and adequate training of all personnel is required. This is because services are

heterogeneous (less standardised than goods) and, at the same time, the contact employee is more
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responsible for quality (Rosander, 1989). An employee’s error can be fatal and his responsibility can
range from 0 to 100% (Rosander, 1989).

A company or organisation is based on the tacit assumption that the employee who waits
on the customer will perform a satisfactory service. Clearly they were hired for this purpose
and for nothing else.

The customer does not deal with supervisors, managers, or executives. ... The customer
deals with an employee. The customer has no alternative but to hold the employee
responsible for the guality of the service received. (Rosander, 1989)

A related and relevant aspect is that contact personnel should be allowed an adequate degree of
discretion and power to quickly deliver and customise the services to the customer (Irons, 1994). This
discretion and power can also be used to handle deviations or mistakes, making employees more

(externally and internally) efficient (Gummesson, 1989).

It is vital that the appropriate degree of discretion is perceived by the employees. Frequently, in
the less successful service organisation, employees have perceptions that differ from those held by

managers (Irons, 1994).

A final note on this link is that differences in attitudes between “visible” and “invisible” personnel
may easily develop with an ensuing loss of quality. Invisible personnel «never see “real” customers,
and they easily feel that those whom they serve are somehow just fellow employees and that the
service they get does not affect the external performance in any way» (Grénroos, 1990). Managers
should make explicit to both “visible” and “invisible” employees how important they are. The quality
of invisible and internal service is a necessary condition for the quality of external services
(Gummessoﬁ, 1989). Viewing colleagues as internal suppiliers and internal customers (to whom a
quality service should be delivered) helps to avoid the danger of differences in attitudes (Gummesson,
1989; Grénroos, 1990).

Link number 3, between the service strategy and systems, relates to the need for the development
of systems, physical resources and technology that match the service concept. Invisible systems (e.g,
measuring and rewarding systems) and invisible physical resources must be carefully aligned in order

to give the adequate quality support to visible operations.

Link number 4 refers to the necessary coordination between personnel, systems, technology and
physical resources in ‘order to deliver service quality. Trained personnel and uncomplicated systems

are of prime importance.

!
In the modern economy a specific system is of prime importance to almost every service industry:

the information system, part of which is composed of computers and software. Not only managers,
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but operations and, particularly, contact personnel are heavily dependent on these kinds of tools,

«both for data processing and communications» (Gummesson, 1989).

Link number 5, between personnel and customers, emphasises that, on the one hand, the
behaviour of personnel influences the level of quality perceived by the customer. Employees are
persons; likewise ther are subject to variations in mood and in performance. This affects their
relationships with customers and, consequently, the quality of the relations. On the other hand, a
strange behaviour by a customer, or a customer with complicated demands, may contribute to a less

interested employee and reduced quality.

Finally, link number 6 means that coordination between customers and systems is also required.
Proper and opportune information must be given to customers so that they can use the systems.
Simultaneously, equipment, facilities and systems that can be used by customers and employees must

be designed so that they are simple to use (e.g., ATM) (Gronroos, 1990).

An effective organisation, and consistent functioning of the service system, require that
management formulates a strategy to address, develop and coordinate the resources in the model. The
six links between resources must be consistently kept in harmony and must always «be geared to the
needs and wishes of the target customers» (Grénroos, 1990). The organisation must be designed and
built around the customer (Irons, 1994).17 18

3.2.3.4. SERVICE ORGANISATION STRUCTURES
Some orientations to organising effectively are:

* turning the “pyramid” upside down and putting operational personnel at the top of the
organisation hierarchy (Grénroos, 1990);

* flattening the hierarchy, reducing bureaucracy and formality (Grénroos, 1990);

® devolving powef to people and avoiding the involvement of managers in operational
decisions (Irons, 1994; Gronroos, 1990);

® trusting, assisting and encouraging subordinates (Normann, 1995; Grénroos, 1990);

® organising 2 network of small reproducible service organisations (Normann, 1995).

17 Some reasons might be forwarded for not building the organisation in a way that makes the customer central: (1) it is easier
to concentrate on the technical aspects of the service; (2) not enough is known by management science about the needs of
customers at the point of interaction; (3) managers are afraid of anarchy; and (4) managers «do not feel responsible for all of
the events which [take place duning interaction and which] condition customers’ responses» (Irons, 1994).

'

18 Grénroos’ (1990) model, Normann’s (1995) model, and Lovelock’s model (Figure 3.7) can be seen as versions of the 7-S
model. The 7-§ framework, itself, «provides a powerful device for planning organisational change» in service organisations
(Christopher e al, 1993). It «llustrates that organisational effectiveness and successful implementation of organisational
change comes about through careful orchestration of the seven clements» (Christopher ez al, 1993).
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These 6rientations can assist in building a structure for the service organisation. But there is, still,
a fundamental choice that must be made, concerning how to integrate customer service with
organisational structure. Three general alternative solutions have been suggested in the literature (c.f.
Stone & Wild, 1985; Christopher ef l, 1993; Palmer, 1998):

® customer service as a separate function and department, eventually situated in the
marketing department (Stone & Wild, 1985);

® customer service is «an integral part of the relationship with customers» (Stone & Wild,
1985), it is integrated with other functions and benefits from the work of multifunctional
teams as well as the technical advice of staff personnel (Stone & Wild, 1985; Christopher
et al., 1993); and

® develop a matrix organisation (Stone & Wild, 1985; Palmer, 1998).

All three alternatives have their advantages and risks (Stone & Wild, 1985; Palmer, 1998). The first
alternative is «compartmentalised around the basic business functions», seeks to optimise the use of
resources, and is driven by budgets, not the customer (Christopher e 4/, 1993). This alternative is

unable to provide good service quality (Stone & Wild, 1985).

The second alternative is driven by the market and the 'custor.ner. Functional departments still
exist, but «they are now seen as “pools of resources” from which the market-facing teams draw their
members» (Christopher ¢z a/, 1993). Customer orientation «requires all of these departments to “think
customer” and to work together to satisfy customer needs and expectations» (Palmer, 1998). Every
member is aware of the importance of good service, his patt in its attainment, and is able to see a link
with the customers (Christopher e 4/, 1993). This alternative is the most frequently defended by

authors (Gronroos, 1990; Lovelock, 1992b; Christopher ef al, 1993; Chase & Garvin, 1989; Juran &
Gryna, 1993).

Finally, the third alternative is too difficult to manage (Stone & Wild, 1985) and rarely works
(Chnstopher e al, 1993). However, firms which are positioned in several service/market

combinations may benefit from a matrix organisation (Palmer, 1998).

Considering the above assessment, and if the second alternative is accepted, then marketing is
considered a part of everyone’s job and cannot be confined to a department. Thus, the doubt is
whether there should be a Marketing Department at all (Gronroos, 1990; Palmer, 1998). The common
answer is that 1t must exist in order to deal with the range of “specialist functions” that cannot be

accomplished by operations personnel, e.g., advertising and marketng research (Palmer, 1998).19

If a marketing department must exist, thén there are four alternative approaches to organising the

19 The “specialist functions” that the marketing department will be in charge of depend on environmental uncertainty,
competitiveness, organisation culture, tradition, managers’ mentality and managers’ inertia (Palmer, 1998).
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marketing dep:u:trnent in service organisations (Palmer, 1998):

® the marketing department is divided and organised in sub-functions (eg, advertising,
sales, research and development, marketing research, customer services. . .);

* the marketing department is divided and organised in sub-functions, with some of these
being further organised on a geographical basis;

¢ combination of the organisation in sub-functions with product managers in an additional
~ layer of managers with mixed responsibilities in several of the marketing sub-functions;

® combination of the organisation in sub-functions with a division of markets, assigning a
manager to each market. This alternative has the advantage of being «focused on meeting
the needs of distinct and identified groups of customers» (Palmer, 1998).

Each approach has its advantages and disadvantages, which the author also enumerates. He notes

further that none is appropriate to all firms, «even within the same service sectom» (Palmer, 1998).20

3.2.3.5. ORGANISING OUTSIDE BORDERS

Organising outside the borders of the organisation is an interesting and powerful idea suggested
by Normann (1995). Since services require contact between an organisation’s personnel and its
customers, services are responsible for the creation of new social reladonships (Normann, 1995).
Thus, Normann argues, services have to “organise” their clients. This means to organise and help
customers in aspects that are usually outside the organisation and beyond the service boundares.
More important, perhaps, is that the service firm can take advantage of relations with other external
groups. Unconventional or unexpected parties (people, groups or sectors) may become very important
to the service organisation. Service firms are encouraged to establish new kinds of external linkages
with them. To do that it is fundamental that the organisation identifies the particular needs and life
situations of the outside parties. These paxtieﬁ do not have to be paid much, but if their tasks are
designed based on a clear understanding of ‘their particular needs, they may think thart they are being
offered a service, not offering a service (Normann, 1995). Thus, everyone involved can benefit.
Normann (1995) describes several real life examples of this method for organising beyond boundanes.
Norman & Ramirez (1993), have also encouraged firms to redesign and reshape their whole value
system into a new “value constellation”. New patterns of behaviour with stakeholders are created,
some that greatly deviate from established norms, but which make better use of resources and can

bring benefits to everyone (Normann, 1995).21

'

» Jones & Ricks (1989) note that «the key issues [to effectively organising] are similar whatever the industry [and that] what is
needed is a responsive, flexible business providing added value where customers genuinely request it.

21 See end of Section 2.1.8.2
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3.2.3.6. DESIGNING THE SERVICE PRODUCTION AND DELIVERY SYSTEM

Generally, service companies lack a systematic method for the design of new services, which are
frequently developed by trial and error. (Shostack, 1984). Services should be designed before they are
tried in the market in order to avoid expensive mistakes. This design goes beyond the volumes of
procedures and regulations which «are only fragmented views of a more comprehensive, largely

undocumented phenomenon» (Shostack, 1984).

The design of services must consider the interaction with customers and the “behind the scenes”
operations. It must consider the human resources, the physical resources and the systems (ie., all
quality-generating resources). These must be analysed, designed and moulded in harmony, in such a
way as to reinforce each other (Normann, 1995). When this is accomplished «the employee, the client
and any other organised but not employed participants ... emerge from the process of service delivery

and/or service consumption with an enhanced sense of self-esteem» (Normann, 1995).

The design and development of a service (augmented service offering) involves, according to

Gronroos (1990), the following steps:

® assessment of customers needs/desired bundle of benefits;
® definition of the service concept;
® planning the rest of the service offer’s elements;

¢ planning market communication to inform, persuade and educate customers in the

correct way(s) to consume the service;

® preparing the organisation and the quality-generating resources (Grénroos, 1990).

To design a new service offering, a flowchart can be a useful instrument. Since a service is
essentially a process, it can be flowcharted (Shostack, 1984). «In the same way that manufacturing
systems can be analysed and modelled to improve operating performance, so too can the delivery

system» (Christopher ef a/, 1993). Flowcharting involves the following stages:

¢ identifying and representing in a diagram with the adequate symbols all of the steps of the
service process;

® identifying possible points of failure, ie, «areas most likely to cause execution or
consistency problems» (Christopher ef al., 1993);

® seting execution standards, ie., performance criteria, tolerances, quality targets and costs
of each step;

'

® identifying every moment of truth. These are the vital points and must achieve the
highest possible consistency. Because each represents «an opportunity for the service
provider to demonstrate the quality of the service or, alternatively, to fail and hence, to»
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demonstrate low quality (Christopher ez a, 1993).

A line of visibility can be drawn in the flowchart to separate the visible steps from the invisible
steps, from the point of view of the consumer. Another line can separate the planning and the
organising functions from the service delivery activities. The flowchart can be used as an
implementation instrument of a service strategy as it can be used to integrate systems and
departments, simplify and objectively communicate details, reveal otherwise invisible systems,

document processes and help in everyone’s jobs (Kingman-Brundage, 1989).

Some other benefits of flowcharting are:

® shows defidencies/errors (Bateson, 1995);

® reduces inconsistency (Christopher et al., 1993);

® helps discovering hidden/ignored contact points (Bateson, 1995);

¢ full understanding of the service process (Bateson, 1995);

® control and direct implementation of changes in the process (Bateson, 1995);

e more cost effective decisions and service production systems (Kingman-Brundage, 1989;
Christopher et al., 1993);

® demonstrates «how each job or department functions in relation to the service as a
whole» (Kingman-Brundage, 1989)

® contributes to integration and coordination of otherwise fragmented activities
(Christopher et al., 1993); and, in general,

® allows designing quality in the process, ie, prevention, instead of having to correct
mistakes (Gummesson, 1989); and

® increased levels of quality (Bateson, 1995).

Other instruments that can be used to design services include value chain analysis and
storyboarding (Payne, 1993). Storyboarding has been used in the film industry and by the Walt Disney
Corporation in developing theme parks (Payne, 1993).

The challenge of blueprinting, using any of the above instruments, «s to seek to create a linked
system of carefully managed and controlled moments of truth where nothing is left to chance but

everything is planned» (Christopher ef 4/, 1993) and where everyone involved emerges with a sense of

self-esteem.
*

\

The review of the literature on service strategy and service management showed that strategy
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implementation, as a distinct subject, is not addressed?2 The only exception to this is provided by
Gronroos (1990). However, in the less than two pages that he dedicates to strategy implementation,?
he defines implementation («by actions of many kinds» coupled with the rejection of old rules at all

organisational levels), and then returns to the discussion of strategic options.

Marketing and relationship marketing are the prime interests in the Service Management
textbooks, frequently called “Service Management and Marketing”. The “traditional” implementation
related subjects (leadership, culture, organising, structuring, controlling, rewarding..) are occasionally
and selectively addressed. The authors of such texts argue that service .ox:ganisau'ons are different and
their conclusion appears to be that service employees have a larger influence on the process of
strategy formulation-implementation than in manufacturing and that this influence occurs primarily
while they deliver the service; thus, that the process is, at least in part, emergent and largely customer

dependent.

3.2.4. SERVICE CUSTOMERS

Customers have scripts for frequently used services. Those scripts «are analogous to a theatrical
script, and governs the experience in much the same way» (Bateson, 1995). This means customers
have expectations about a service and how it should be provided. Moreover, different customers will

have different scripts and expectations for the same service (Bateson, 1995).

Nevertheless, a general customer relationship lifecycle can be delineated. Groénroos’ (1990)
customer relationship lifecycle has three stages. In the initial stage, the customer is «unaware of [the]
firm and its services». In the purchasing process, stage 2, «the potential customer evaluates the service
in relation to what he or she is looking for and prepared to pay fom and makes a decision. In the case
of a positive decision, there then follows the first purchase and consumption/usage process, stage 3,
during which the consumer observes «the firm’s ability to take care of his or her problems and provide
service» (Gronroos, 1990). If satisfied he may decide to do business with the company the next time

he needs the service. The customer may stay with the company or leave at any stage (Gronroos, 1990).

Service organisations provide services in exchange for money. It is frequent and easy for service
organisations and customers to assess the values exchanged (money for service) from differing
perspectives, resulting in different evaluations of both. The provider tends to see the service only in a
technical perspective, while the client may or not assess it in a broader perspective, attributing a great

importance to, for example, how gentle and courteous are the service contact personnel.
'

2 Sections 3.2.1 to 3.2.3.
3 Gronroos (1990), pages 115-116.
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On the other hand, the organisation may believe that the customer perceives the price as the main
cost, while the real main cost for the customer may be the cost of delays in the service delivery (See
Figure 3.10).

Figure 3.10. Different Views of the Values Exchanged by Customers and Suppliers

SUPPLIER Supplier perceived by
. l customer '
Supplier view of Supplier view of Customer view of] Customer view of]
value supplied value returned 1 value supplied value returned

L

Source: Stone & Wild, 1985.

i

Perceived Client Actual CLIENT

Stone & Wild (1985) note that while it is not advisable to adopt only the provider perspective, it is
dangerous to adopt only the customer’s perspective. Each one, alone, will put the supplier in trouble
for different reasons. Implicit here are the quality dimensions, which will be studied in the next

section. Explicit, however, is the importance of listening to the service customer.

Carefully listening to customers has an impact on the qﬁality of service (Berry & Parasuraman,
1997). They argue that «companies need to establish ongoing listening systems using multiple methods
among different customers groups ... from various angles and through different lenses». There are
several methods, each with advantages and disadvantages. The authors believe that it is best to
combine just a few of them, in a complementary way, into a Service-Quality Information System.
They list 11 distinct methods, their purposes, frequency of use and limitations. They also suggest some

guidelines for the development of a Service-Quality Information System.

A Service-Quality Information System, however, «does not replace the need for managers to
interact directly with customers [because] everyone believes his or her own eyes and ears first [and
because customers are] the most credible source» (Berfy & Parasuraman, 1997). Managers can interact
with customer in several different ways, for example, participating in some of those methods used by

the organisation to listen to customers.

The strategic service literature, as already seen, puts the emphasis on customers as the prime,
almost the only, stakeholder. If the customer is the main reason for being in any business, in service
industries he is even more than that. He is “in the business”; he participates in operations, in
distribution, in strategy formation and in marketing (word-of-mouth). This argument is highly

supportive of the model depicted in Figure 1.1.
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The concentration of attention on customers is also a result of the increased marketing role of the
general manager or CEQ, suggested by Gronroos (1990).2¢ However, this concentration on customers
cannot be allowed to distract attention from the needs of other stakeholders, ie., to restrct the
strategic attitude of the CEO or his strategic thinking. If customers are the main reason to be in the
business, an exclusive attention to customers may represent a dangerous move. In fact, service quality

is also dependent on relationships with suppliers, special interest groups and other stakeholders.

3.3. SERVICE QUALITY

In «the search for a general service theory ... quality has gradually stood out as the most
important issue» (Gummesson, 1989). Setvice quality «means pleasing consumers [and] protecting
them from annoyances» (Garvin, 1987). It involves two fundamental aspects: (1) the features of the
service, which are directed at customers’ needs, and (2) freedom from mistakes, which avoid
annoyances (Juran & Gryna, 1993). This definition is consistent with that provided in a previous

chapter,? but...

3.3.1. SERVICE QUALITY IS DIFFERENT FROM GOODS QUALITY

It can be «argued that quality and service cannot exist independently — without quality there is no
service, and without service there is no quality» (Kandampully, 1997). This is because services, as
opposed to manufactured goods, cannot be returned, nor can they be reworked to enhance their
quality (Kandampully, 1997). Services are different from manufactured goods. The tendency of
services towards intangibility, inseparability, heterogeneity and perishability make them different.
Thus, service quality has also to be different from goods quality (Grénroos, 1990; Rosander, 1989;
Juran & Gryna, 1993). The differvences are embodied in the specific dimensions used to define quality
and in the methods to provide and control for quality (Rosander, 1989). The quality dimensions and
the quality control of 2 manufacturer of aeroplanes, for instance, must be different from those of an
air transportation company, because the company is not selling the aeroplane, but using it (Rosander,
1989).

The following sections deal essentially with quality perceptions and expectations, benefits of

satisfving customers with service quality, dimensions of service quality, and quality gap analysis.

)

2 See Section 2.2:1. What is Quality?
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3.3.2. MODELS AND DIMENSIONS OF SERVICE QUALITY

3.3.2.1. CONSUMER’S QUALITY EXPECTATIONS AND PERCEPTIONS

It is possible to distinguish between absolute and relative quality. Absolute quality can be designed
and described by certain standards. Relative quality is a comparison of a service’s standards (or current
performance) against those of another company. According to Normann (1995), absolute standards of
quality are more important in the early stages of development of a new service, while a relative

appreciation is more important at more mature stages of the product life cycle.

These types of absolute and relative quality concepts are concerned with how companies
determine or evaluate quality. However, there are other kinds of measures of relative quality, which
concern how customers assess service quality. These are obviously not independent from the
previous, but have received considerable more attention in the service management literature. Implicit
in this fact is the assumption that it is not how perfect an organisation thinks its service is that is
relevant to success in the market, but how well it serves the needs of real customers. Quality of the
service «cannot be determined by management alone, it has to be based in customers’ needs and

wishes» because service «[q]uality is what customers perceive» (Grénroos, 1990).

Customers’ perceptions of quality are created in the “service factory” and at the moment of truth
(Grénroos, 1990; Normann, 1995). In these moments, thus, «good service quality is meeting or
exceeding what customers expect from the service» (Parasuraman ef @/, 1985). This means that
consumers measure service quality by comparing the quality expectations they have before trying the

service with their perceptions of the service quality after trying it (Berry ef al, 1985).

Service Quality (SQ) = Service Experience Perceptions (P) — Service Expectations (E)

=P-E 3.1

“This concept is disputed (Cf. Parasuraman ef 4/, 1994; Cronin & Taylor, 1994) but it is apparently

the one around which consensus has grown (Brogowicz ez a/, 1990).

Possible quality evaluations can be discerned using equation (3.1). When E=P, there is a
confirmation of the quality expected. This is an acceptable level of quality for that particular customer
(Grénroos, 1990). When E>P, the quality expected is not confirmed and the actual level is
unacceptable (bad quality). If P>E, then quality exceeds what was expected and the consumer is
delighted. If, however, P exceeds by far the expectations, then the customer might think there is

excess quality to be justifiable and/or that the service might be overpriced, even if it is not the case
(Grénroos, 1990).
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3.3.2.1.1. Formation of Customers’ Expectations

According to Davidow & Uttal (1989), customers’ expectations can and should be set by
organisations at the right level. (Not all customers want or deserve high levels of service, but they are

entitled to what they have been promised» by service providers (Davidow & Uttal, 1989).

«Great service providers inform customers about what to expect and then exceed the promise»
(Davidow & Uttal, 1989). They do that deliberately, a practice that Davidow & Uttal (1989) call
“underpromising”. Underpromising and then exceeding expectations may be an effective tactic.
However, a desired level of “underpromise” may be (1) insufficiently attractive to attract some
customers and (2) difficult or impossible to maintain, because the formation of customers’
expectations does not depend solely on market communication. Customer needs, past experiences,
word-of-mouth and the organisation’s image may also contribute to the formation of expectations (Cf.

Parasuraman e al., 1985; Gronroos, 1990). Note that not all of these factors are under control of the

Expected Quality

organisation. 2

Figure 3.11. Expected Quality

Market communication
Image

Word-of-mouth

Customer needs
Customer past experiences

Source: adapted by the author from Grénroos (1990) and Parasuraman ef af (1985).

3.3.2.2. RELATIONSHIPS BETWEEN CUSTOMER SATISFACTION, SERVICE QUALITY AND
PURCHASE INTENTIONS

What is the relationship between customer satisfaction (CS) and service quality (SQ)? What are

the relationships between these concepts and customer’s (re)purchase intentions? What is the relation

between intentions and real behaviour?

Although these relationships constitute a very important subject, they are not consensual, nor

have they received much research attention (Parasuraman ef a/, 1994). While there is no consensus

‘

% Tacobucci ¢ al. (1994) argue that in some industsies, repeat business, or repurchase, may occur even with minimal customer
satisfaction. Examples of such industries are those where competition is low (Jones & Sasser, 1995) and industries where
purchases are characterised by low involvement on the part of the customer (Iacobucci ef al., 1994).
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about the direction of the causality between customer satisfaction and service quality (CS leads to SQ
or SQ leads to CS), practitioners and the popular press frequently confuse customer satisfaction with

service quality (Parasuraman e/ a/,, 1994).

Parasuraman ef al. (1994) posit a complex model of the relationships between CS and SQ. This
model distinguishes satisfaction with a specific discrete transaction or moment of truth from a global
impression that customers may develop after several transactions or several contacts with the
organisation. Both the specific transaction satisfaction (TSAT) and the global impression about the

organisation are multifaceted (See Figure 3.12).

Figure 3.12. Components of Transaction-Spedific Evaluations and Components of Global Evaluations
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Source: Adapted by the author from Parasuraman ef al (1994).

In this model, each customer’s transaction satisfaction (TSAT1, TSATS, .., TSAT,) is «a function
of his or her assessment of service quality [read intangibles quality], produ;:t quality [read tangibles
quality], and price». Global impressions, on the other hand, are formed through the aggregation of
past transaction’s experiences and consists of, not only CS, but also, again, of intangibles quality,

tangibles quality and price.

In this view, a sequence of short-term satisfaction and quality assessments contribute to the

formation of a changeable but longer term satisfaction and quality assessments.

The relationship between quality and purchase intentions, or consumer behaviour, is usually
assumed to be of a positive nature, ze., quality leads to purchase and customer loyalty. Zeithaml e7 al.
(1996) have studied this relationship. Their «overall findings offer strong empirical support for the
intuitive notion that improving service quality can increase favourable behavioural intentions and
decrease unfavourable behavioural intentipns». Favourable behaviour intentions include saying
positive things and recommending the company to potential customers, remaining loyal, spending

more and paying a price premium to the company (Zeithaml ez a/, 1996).
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Similarly, Heskett ez al. (1997) argue that employees’ satisfaction, loyalty, capability and output
quality lead to good service value?’, which leads to customer satisfacdon. Customer satisfaction, in

turn, leads to customer loyalty, which finally, leads to both revenue growth and profitability (Heskett
et al,, 1997).

Consistent with this discussion, it will be assumed here, as before, that good quality (SQ) leads to

positive customer evaluation (CS) and positive customer behaviour, including repurchasing.28

3.3.2.3. THE GUMMESSON-GRONROOS MODEL: CONDITIONS, SOURCES, AND DIMENSIONS OF
QUALITY

In a holistic view of quality every member and department of the organisation contributes to

quality. Two conditions that must be respected to achieve this total quality are:

® the specialist condition — each and every employee has to do his job properly; and

o the integration condition — each and every employee must work in harmony with others
(Gummesson & Gronroos, 1987).

Both conditions must be respected throughout the whole organisation. To make these conditions
manageable in practice, the notion of the organisation as a chain of internal and external customers
can be used (Gummesson & Gronroos, 1987). In this “process view” there are four sources of quality:
design quality, production quality, delivery quality and relational quality. Each of them can “add-on”
énd contributes to the customer’s “total quality experienced” (Gummesson & Grénroos, 1987;
Gronroos, 1990). In fact, as seen previously, every function and department has an impact on quality.
Thus, “total quality offered” results in “total quality experienced”. Total quality expenenced is
composed of two aggregate dimensions: technical quality and functional quality (See Figure 3.13).

'

outcome quality + process quality
27 Defined as: . QPNTP WY Qutcome and
price + customers access costs

process quality are addressed in the next section.

2 However, this is not absolutely proved, nor are the relationships clear, much less the weight of each variable’s impact.
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Figure 3.13. Total Quality Experienced and Service Quality Dimensions

Total quality
experienced
Image (corporate/local)

Technical quality of
the outcome:
what is received

Functional quality of
the process: how the
service is received

Source: Adapted by the author from Grénroos (1990).

The technical quality dimension is the quality of the technical solution given to the customer’s
problem (e.g., a night of sleep, a meal, a hair cut, or transportation from one place to another). In other
words, it is the quality of the service outcome or “what” «the customer is left with, when the
production process and buyer-seller interactions are ovem (Grdnroos, 1990). Because it deals with
technical aspects of the service, it can usually — but not always — be objectively measured by customers
(Gronroos, 1990). The «technical quality is the basic condition for a positively perceived total service
quality» (Gummesson & Grénroos, 1987) but not the only one.

Functional quality refers to the process by which the service is delivered, i.e., to how the moments
of truth are handled by the contact personnel. This quality dimension is a function of, for instance, the
courtesy of the contact personnel, their communication capabilities, their understanding of the
customer and also the behaviour of other customers in the factory (Grénroos, 1990). Subjective and
unpredictable human behaviour is involved, making functional quality more difficult for providers to
objectively measure (Brogowicz e al, 1990) and to manage. However, the positive side is that
functional quality offers numerous opportunities for differentiating the service and this differentiation,
based on functional quality, is harder for competitors to imitate than the differentiation base on

technical quality (Gummesson & Gronroos, 1987). -

It can be argued that functional quality is more important than technical quality. Some reasons for
this are that:

* technical quality is easier to achieve and imitate (Grénroos, 1990);

® the bad manners of an employee (bad functonal quality) can completely spoil the
customer’s experience of a technically perfect service (Grénroos, 1990);

* functional quality is easier for customers to evaluate (Brogowicz e/ 4/, 1990), because
technical quality may not be so quickly visible (eg, a very good night’s sleep, in the
excellent room of an hotel, may be preceded by a bad check-in experience at the
reception) or because the technicalities may be beyond the customer’s knowledge (., 2
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surgeon’s decision as to whether or not to operate) (Gummesson, 1989).

Although, in some circumstances, functional quality might be more important than technical
quality, the latter should not be considered negligible. Service managers and employees must make

sure that both quality dimensions are propetly handled and controlled (Gummesson, 1989).

In this model of experienced total quality, image works as a “filter” (Gummesson & Groénroos,
1987). '

If the provider is good in the minds of the customers, that is, if it has a JSavourable image,
minor mistakes will probably be forgiven. If mistakes occur often, the image will be
damaged. And if the image is negative, the impact of any mistake will often be considerably
greater in [the experience] than it otherwise wonld be. (Grinroos, 1990)

Finally, service quality «s not determined by the level of technical and functional quality

dimensions only, but rather by the gap between expected and experienced quality» (Grdnroos, 1990;
see Figure 3.14).

Figure 3.14. Service Quality (or Total Perceived Quality)

Expected Quality

Market communication
Image

Word-of-mouth
Customer needs

Service quality
(Total perceived quality)

Technical quality of
the outcome:
“what” is received

Functional quality of
the process: “how” the
service is received

Customer past experiences

Source: adapted by the author from Grénroos (1990).

3.3.2.4. CATEGORIES OF PROPERTIES OF GOODS AND SERVICES

Darby & Karni (1973) defined three categories of properties of goods which, according to
Parasuraman ef al (1985), are also applicable to services. These properties are search properdes,
experience properties and credence properties. Search properties are those product attributes «that can
be ascertained in the search process prior to purchase» (Darby & Karni, 1973). Search properties work
as quality cues and help the potential customer in making a purchase decision (Parasuraman ef al.,
1985). Experience properties «are those that can be discovered only afte.r purchase as the product is
used» (Darby & Karni, 1973). And, finally, 'credence properties are those «characteristics which the-

consumer may find impossible to evaluate even after purchase and consumption» (Parasuraman ef al.,
1985).
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This distinction is relevant because while goods may possess many tangible cues (or search
properties) by which to judge quality, for instance, the style, hardness, colour, label, feel, package or fit
of the goods, services have very few of these cues (Parasuraman ef a/, 1985). Thus, potental
customers have to look for other kinds of helpful information. The nature of these has not been
investigated, but price seems to become a pivotal quality indicator when other information is not
available (Parasuraman ef al., 1985). Services, however, have many experience and credence attributes,

making quality evaluation more complex than in the case of goods (Parasuraman ef a/,, 1985).

The technical complexity of some services (e, medical care) and the intangibility of services in
general dead many clients to seek and evaluate “surrogate indicators of quality”, including such factors

as paraprofessional staff behaviours, office ambience, and even signage» (Brown & Swartz, 1989).

3.3.2.5. GAP ANALYSIS MODELS

3.3.2.5.1. Parasuraman et al.’s Gap Analysis Mode!

The gap analysis model illustrates some elements on the part of the service organisation, which
are essential to the quality of a service. These are the manager’s perceptions of consumer expectations,
the translation of those pérceptions into service quality specifications, the service delivery and the
external communication (see bottom of Figure 3.15). The model illustrates how inconsistencies
between these elements (called quality gaps) can result in quality problems and in customer
perceptions of poor service quality (Parasuraman ef 4/, 1985). The model identifies these sources of
bad quality (gaps 1 to 4), the factors that influence customers’ expectations (see top of Figure 3.15)
and the customers’ perceptions of service quality (Gap 5). It suggests that closing gaps 1 to 4 will
improve service quality, thus, eliminating Gap 5. 2

Gap 1 is a discrepancy between a real consumer’s expectations and a manager’s understanding of
them. This means that «service firm executives may not always understand what features connote high
quality to consumers in advance, what features a service must have in order to meet consumer needs,

and what levels of performance on those features are needed to deliver high quality service»

(Parasuraman e al,, 1985).

Gap 2 is an inconsistency between whichever perceptions managers have of a consumer’s
expectations and the actual service specifications that are built into its design. A variety of factors can

originate this gap, for instance, resource constraints, management indifference and/or market

conditions (Parasuraman ef 4l., 1985).

2 Although the authors identify service quality (SQ = P - E) with Gap 5, particularly in 2 subsequent work (Zeithaml e 4/,
1988), it would be probably more rigorous to consider Gap 5 the symmetrical of SQ (Cf. Brown & Swartz, 1989). This
distinction was probably not made for simplicity and is not made here also.
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Gap 3 s a difficulty in adhering to the specifications «because of variability in employee

performance» (Parasuraman e/ al., 1985).

External communications can affect consumers’ expectations. Organisations use it to attract
consumers but they should not promise more than they can deliver. Promising more would raise
inital expectations but will result in lower perceptions of quality when the promises are not fulfilled
(Parasuraman ef 4/, 1985). Gap 4 shows this difference between what is promised and what the service

organisation is actually capable of delivering to consumers.

The gap analysis model, in Figure 3.15, shows that external communications can also affect
perceptions. External communications can and should be used to inform consumers of special efforts
going on «behind the scenes to serve them well» and of service standards that are not readily apparent
to them (Parasuraman ef 4/, 1985). In doing so, companies can contribute to improve customers’

perceptions of the service and, consequently, service quality.

Figure 3.15. Service Quality Gaps Model
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communications
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post-contacts to consumers
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Gap 2 E

Management perceptions
of consumer expectations

Source: Parasuraman ¢f al, 1985.

Finally,- Gap 5, the last in this model, is a discrepancy between customer’s expectatons and

, . . . V.o . .
customer’s perceptions of service quality. This discrepancy is a result, or a function, of all the other
gaps (Parasuraman ef a/, 1985). It is the essence of manager’s job «to prevent or eliminate service

quality gaps» (Brogowicz e al., 1990), in order to ensure that customers are recipients of good quality.
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The gép model has been further developed in an attempt to integrate service quality, marketing
and organisational literature (Zeithaml ef /, 1988). In consequence, its authors propose that the extent

of gaps 1 to 4 depend on a set of factors which are identified in Figure 3.16.

Figure 3.16. Extended Model of Service Quality

I Markeung research orientation (+) I——
l Upward communication (+) |—
l Levels of management (-) l——
F\Ianagemcnt commitment to service quality ('l'—)l—
l Goal setting (+) :l——
l Task standardisation (+) ]——- _ :
Service quality
I Perception of feasibility (+) ]— y dimensions as
Gap 5 ] perceived by

l Teamwork (+) l—— (Service quality) consumers

: Y C (considered in
[ Employee-job fit (+) 1 more detail below)
| Technology-job fit (+) I
rE_mponcc perceived control of situations (+) }—
[Supcrvisory control syst. (tech. & func. Q. (+ﬂ——
l Role conflict (-) l——
[ Role ambiguity O T
[ Horizonral communication (+) |-——
I Propensity to overpromise (=) l——

Note: “+” means “more”, “efficient”, “good” or “adequate” and ‘““” means “less” or “avoiding”. Both signs indicate how the authors

suggest that the gaps can be reduced.

Source: adapted by the author from Zeithaml ef af (1988).

For each of the crucial variables identified in Figure 3.16, several “second order” manageable
varables are also identified (Zeithaml ef 2/, 1988). These can enhance the understanding of service

quality and may help in defining corrective actions to eliminate gaps (Zeithaml e7 a/, 1988).30

3.3.2.5.2. Some Contributions from Brogowicz, et al.’s (1990) Gap Analysis Model

Brogowicz ef al. (1990) suggest another model of service quality gaps with implicatdons for

management. Their model is based on accumulated previous research. Some major contributions are:

® The recogniton that consumers distinguish between technical and functonal qualitr, and
thus that «management must determine both what customers espect and how they expect

30 Measures of these other factors «must be developed and then can be related statistically (eg., through regression analysis) to
the measures of the four gaps» (Zeithaml ¢f 4f, 1988), in order to better understand and quantify their relationships.
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to get it (Brogowicz e a/, 1990).

® The distnction between management activities addressing the technical service offerings
and the functional service offerings.

® The recognition that a service quality gap can exist «even when a customer has not
actually experienced the servicen, because of advertising and word-of-mouth (Brogowicz
et al., 1990). In this context, Gap 5 is redefined as a gap between customers’ expectations
and customers perceptions of service quality offered by the organisation (bat not experienced)
or actually experienced.

¢ The assumption that customers possess expectations both on technical and on functional
quality and that they compare them with the respective perceived technical service quality
(offered or actually received) and perceived functional . quality (offered or actually
received). Thus, resulting in a technical quality gap (hereafter designated Gap 5A) and a
functional quality gap (hereafter designated Gap 5B).

¢ The assumption that these eventual gaps are interdependent but might not be cumulative.
In some services, customers may give up one dimension in favour of the other; while in
other services, high (low) technical expectations may raise (lower) the functional
expectations. )

® The conceptual amplification of gaps 1 to 4, which are in their model, respectvely,
information and feedback related gaps, design-related gaps, implementation-related gaps
and communication-related gaps. Implicit is also the fact that numerous types of specific
gaps can occur inside these categories. '

® Some of these gaps occur and must be resolved during the interaction. They call this “on-
the-spot” gap analysis and resolution.

Brogowicz e al. (1990) further suggest the definition of two integrated “subsystems” of service
management: the technical and the functional subsystems. This division of the firm into two systems
is, they argue, the key to focus management attention and close the gaps on both dimensions.
Planning, implementation and controlling activities are very different between the two dimensions
(Brogowicz ef al, 1990). A management agenda is pfoposed for each of these management roles,

which considers the specificity of the human and physical resources in each of the technical and

functional aspects.

3.3.2.5.3. Some Contributions from Brown & Swartz (1989) to Gap Analysis

Brown & Swartz (1989) distinguish three kinds of gaps where other authors see only Gap 5. They
believe that «gaps that relate to expected and experienced service and represent both sides of the
service exchange [fe, customer and organisation] shou/d have a significant impact in the service

evaluation» (Brown & Swartz, 1989). The gaps, represented in Figure 3.17, are:
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® first, the gap between customer expectations and customer experiences; Eorresponding to
Parasuraman ef al’s (1985) and Zeithaml ef a/’s (1988) Gap 5;

® second, the gap between contact personnel perceptions of customer expectations and
customer real expectations, a varant of Parasuraman ez a/’s (1985) and Zeithaml ef al’s
(1988) Gap 1; and

e third, the gap between contact personnel perceptions of customer experiences and
customer actual perceptions of the service, a new gap. -

Figure 3.17. Brown & Swartz’ Three Gaps
CONSUMER I Customer expectations ]4--‘——-—-
N
1gap (Gap 3) |

r Customer experiences (perceptions) l(»«-—-»—

3 gap

MARKETER Personnel perceptions of customer:

| experences } 20d gap
l expectations I

Source: based on Brown & Swartz (1989) and adapted by the author.

The context in which the second and the third gaps can have most impact is in professional
services (¢.g., medical care, legal practice, consulting..) because «professionals’ perceptions most
directly affect the design and delivery of the services offered» (Brown & Swartz, 1989). But it seems
that even in other services these gaps can have a significant impact on both sides and thus on the
service quality3! The two gaps clearly address the need of contact employees to understand their
customers and their needs/problems. More specifically, the second gap, when nil, will allow the
employee to evaluate correctly the customer’s expectations, whilst when nil the third will permirt an
accurate assessment of the customer’s perceptions. In conjunction, these two gaps will affect the
contact employee’s perceptions of his interlocutor’s assessment of the quality with which the latter 1s
being provided and will influence the employee’s subsequent behaviour. The analysis of these two

gaps is apparently related to what Brogowicz ef a/ (1990) called “on-the-spot” gap analysis and

resolution.

The authors conclude that greater consistency of expectations and experiences (every gap equal to
zero) dleads to a more positive service encounter and enhances the likelihood that the experience will

evolve into a longer client-provider relatonship» (Brown & Swartz, 1989).

They admit, however, that wrong perceptions on the part of an organisation’s personnel may have

a positive impact on quality, but only when those wrong perceptions are an overestimate of customer

3 This 1s in accordance with, for instances, Haywood-Farmer's (1988) opinion about the concept of employvees’ professional
judgement (sec page 126, below).
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expectations and/or an underestimate of customer experiences.

The authors further conclude that customers evaluate the entire service encounter, not just the
interaction. This evaluation includes dimensions such as other staff behaviour, facilities ambience and

even signage.

The present section has analysed the concept of quality gaps, the different quality gaps that can
occur, the variables influencing the gaps and their relations. The next section addresses the dimensions

across which customers may evaluate service quality.

3.3.2.6. MODELS OF SERVICE QUALITY DIM.ENSIONS'

«Too often improving quality is mentioned as an internal goal without any explicit reference to
what is meant by service quality» (Gronroos, 1990). Departing from the point of view of the
consumer, organisations need to define what is meant by quality, breaking it down into
understandable, measurable and manageable parts and developing a clear quality vocabulary (Garvin,
1987; Gronroos, 1990). The quality dimensions are fundamental in this vocabulary.

It was noted previously that service quality can be divided into two basic dimensions: technical
quality and functional quality. The former is mainly technical and objective; the latter is mainly
interactive and subjective. Customers evaluate both but.they seem to prefer to focus upon, and appear
to find it easier to evaluate, functional quality. Organisations, however, tend to focus their measures of

efficiency and quality on the technical dimension.

It was also noted that service quality is difficult for customers to evaluate before consumpton
because of service characteristics and, particularly, because they possess just a few search properdes.

Most of the service’s properties are experience and credence properties (Parasuraman ef a/.,, 1985).52

These distinctions, whilst are important to the understanding of service quality, are not in
themselves sufficient. A small number of researchers have tried to identify all of the dimensions which
customers may use in creating service expectations, in perceiving and in assessing service quality
(Parasuraman ef al., 1985). Defining these dimensions is very important because they can provide a
better understanding of what is quality and what variables organisations should monitor attentively.
However, service quality and its dimensions are not free from ambiguity in the literature because of

«difficulties involved in delimitng and measuring the construct[s]» (Parasuraman ef a/., 1985).

According to Rosander (1989), the principal dimensions by which quality is perceived or

\
measured are:

32 See Section 3.3.2.4. Categories of Properties of Goods and Services.

124



* personnel attitudes, competence and behaviour;

* service satisfies needs (does what it is supposed to do);
* sendee promptness (quick sendee, time);

+ sendee price (affordable, good deals);

+ sendee safety (a neglected characteristic);

» previous experiences of the customer with the service.

Based on a 1985 Poll by the American Society for Quality Control, Rosander (1989) concludes
that employee attitudes, competence and behaviour are by far the most important determinants of
quality. Price, however, «does not seem to be a straightforward quality determinant)) except for some

specific situations (Gronroos, 1990).

Rosander’s (1989) examples of adequate behaviour and attitudes are:

behaviour.
e Acting promptly;
o "Listening carefully,
*  Being attentive;
*  Acting with understanding;
*  Making to-the-point explanations;
o Avoiding unusual ways oftalking;
*  Showing ability to do thejob;
*  Getting along with people.
Attitudes:

e Courteous;

o Friendly;
*  Mannerly;
*  Kind;

«  Conversational;
o Alert,

e Accurate;

o Concerned;

*  Responsible. (Rosander, 1989)

The perceived quality of the sendee can also be improved by an adequate appearance (hair, beard,
cleanliness and general appearance), proper *clothes and shoes (fit, colour and style), and «by gTdng

employees a certain prestige through unique symbols of identification)) (Rosander, 1989).
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These classifications, although extensive, are far from being complete. Haywood-Farmer (1988)

proposed a classification of three quality dimensions, two of which were not considered in Rosander’s
(1989) list. The dimensions are:

®  Physical facilities, facilitating goods, processes and procedures used in the production, delivery and
consumption of the service by both personnel and customers. This includes: location,
layout, size, décor and reliability of facilities as well as process flow, process control and
process flexibility, capacity, timeliness, speed and communication with consumers.

®  People’s bebavionr and conviviality. This is very similar to Rosander’s (1989) dimension of
personnel attitudes, competence and behaviour. Haywood-Farmer (1988) adds the
personnel ability to solve customer problems and dealing with customer complaints.

e  Professional judgement. This includes judgement, advice, guidance, innovation, autonomy,
flexibility, diagnostic ability, self-motivation, knowledge and discretion. «Even though
these characteristics are central to professional service organisatioﬁfsqc]very organisation

requires a certain amount of these characteristics in its employees» (Haywood-Farmer,
1988).

Based on group interview data, Parasuraman ef al. (1985) suggest, in an exploratory study, 10

determinants of service quality. Table 3.5 reproduces their definitions and examples.
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Table 3.5. Determinants of Service Quality

LIABILITY involves consistency of performance and dependability. It means the firm performs the service right the first
time. It also means that the firm honours its promises. Specifically, it involyes:

®  accuracy in billing

®  keeping records correctly;
®  performing the service at the designated tine.

RESPONSIVENESS concerns the willingness or readiness of employees to provide service. It involves timeliness of service:

®  mailing a transaction skip immediately;

o calling the customer back guickly;
®  giving prompt service (e.g., setting up appointments quickly).
COMPETENCE means possession of the required skills and knowledge to perform the service. It involves:
o knowledge and skill of the contact personnel;
o  knowledge and skill of operational support personnel;
®  research capability of the organisation.
A_CL'EL[ involves approachability and ease of contact. It means:
the service is easily accessible by telephone (lines are not busy and they don’t put you on hold);
®  wailing time to receive service (e.g., at a bank) is not extensive;
convenient hours of operation;

®  convenient Jocation of the service facility.

COURTESY involves politeness, respect, consideration, and friendliness of contact personnel (including receptionists,
telephone operators, etc.). It includes: .

®  consideration for the consumers property (e.g., no muddy shoes on the carpe);

®  clean and neat appearance of public contact personnel.
COMMUNICATION means keeping customers informed in language they can understand and listening to them. It may

mean that the company bas to adjust its language for different consumers — increasing the level of sophistication with a well-
educated customer and speaking simply and plainly with a novice. It involves:

o explaining the service itself;
o explaining how much the service will cost;
o explaining the trade-offs between service and cost;

®  agsuring the customer that a problem will be handled.

CREDIBILITY involves trustworthiness, believability, honesty. It involves having the customer’s best interests at heart.
Contributing to credibility are:

L4 company name;

®  company reputation;
o personal characteristics of the contact personnel;
®  the degree of hard sel] involved in interactions with the customer.

SECURITY is freedom from danger, risk, or doubt. It involves:
o physical safety (Will I get mugged at the automatic teller machine?);
®  financial security (Does the company know where my stock certificate is?);
o confidentiality (Are my dealings with the company private?).

N, TANDING/KNOWING THE CUST involves making the effort to understand the customer’s
needs. It involyes:

®  learning the customer’s specific requirements;
®  providing individualised attention;
®  recognising the regular custonser.

TANGIBLES include the physical evidence of the service:
o physical facilities;
o appearance of personnel;
®  t00ls or equipment used to provide the service, such as a plastic credit card or a bank statement;

o other customers in the service facility.
Source: Parasuraman e/ aZ, 1985.

Note: Competence is a technical quality dimension; credibility is connected to image and the rest of the determinants are more or less related to
functional quality (Grénroos, 1990). The ten determinants can also be arranged according to Darby & Kami’s (1973) propertes: tangibles and
credibility are search properties; competence and sccurity are credence dimensions and the rest are experience attributes (Parasuraman ef af, 1983).
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Parasuraman e a/ (1988) use these dimensions to generate a 22-item scale called SERVQUAL.
«The purpose of SERVQUAL is to serve as a diagnostic methodology for uncovering broad areas of a
company’s service quality shortfalls and strengths» (Parasuraman ef a/, 1991). The method consists of
obtaining data pertaining to customers’ expectations and perceptions, on each item, and then
calculating the corresponding service quality measure (SQ=P-E). (Note that each of these differences
can also be thought of as quality gaps by the customer.) When propetly used, «<SERVQUAL can be a
useful tool to assess the [global] service quality of firms» (Mels e 4., 1997).

The development of SERVQUAL required the construction of an initial 97-item scale, with
approximately 10 items for each quality dimension (Parasuraman ef a/, 1988). This scale was
“purified” through a multiple-stage statistical procedure resulting in the final 22-item scale.

In this process, however, the initial 10 service quality dimensions were revealed — through
factorial analysis — to be an inadequate structure. Some of the dimensions did not originate a clear
factor, thus a new structure with only five dimensions was suggested. Of these, three dimensions were

already in the original classification, while the remaining two are 2 result of combinations of the other

initial seven dimensions. The definitions are as follows:

Tangibles: Physical facilities, equipment, and appearance of personnel.
Reliability: Ability to perform the promised service dependably and accurately.

Responsiveness:  Willingness to help customers and provide prompt service.

Assurance: Knowledge and courtesy of employees and their ability to inspire trust and
confidence.
Empathy: Caring, individualised attention the firm provides its customers.

(Parasuraman et al., 1988)

A further refinement of the scale (Parasuraman e 4/, 1991) «stll reflects the basic five-
dimensional structure» with the exception of tangibles being dichotomised into two sub-dimensions:
one pertaining to facilities/ equipment and another to employees/comunication materials. The
wording of some items in the scale (SERVQUAL) was changed; the authors concluded that a positdve
wording (instead of a negative wording) was preferable (Parasuraman ez a/, 1991). The wording can be
further changed to adapt the scale to specific contexts. The authors also recognise that in specific
contexts, some items can be added to supplement SERVQUAL in any of the five dimensions, but

deletion of existing items can affect the integrity of the scale (Parasuraman ef a/, 1991).

Moreover, the authors recognise two other problems with SERVQUAL. First, the five
dimensions are not orthogonal, but interdep‘endent (Parasuraman er al,, 1985, 1988 & 1991). Second,

replication studies reported different factor structures, thus affecting the consistency of the scale



(Parasuraman ez a/, 1991).

Mels e7 al. (1997), for instance, conclude that the best factor structure is one with two factors only.
Factor 2 includes the items corresponding to tangibles and Factor 1 comprises all the items
coixesponding to the remaining four dimensions. They suggest that researchers and managers should

not accept the structures in the literature, but derive the structure underlying their own data.

Groénroos (1990) has also reduced the number of quality dimensions, but for different reasons. He
believes the list should be short enough to be useful to managers. Grénroos’ (1990) quality
dimensions are professionalism and skills, attitudes and behaviour, accessibility and flexibility,
reliability and trustworthiness, recovery, and reputation and credibility. Table 3.6 provides his
definitions.

Table 3.6. The Six Criteria of Good Perceived Service Quality

PROFESSIONAILISM AND SKIIIS

The customers realise that the service provider, its employees, operational systems, and physical resources, have the
knowledge and skills required to solve their problems in a professional way (outcome-related criteria).

ATTITUDES AND BEHAVIQOUR

The customers feel that the service employees (contact persons) are concerned about them and interested in solving their
problems in a friendly and spontaneous way (process-related criteria).

ACCESSIBILITY AND FILEXIBILITY

The customers feel that the service provider, its location, operating hours, employees, and operational systems, are designed
and operate so that it is easy to get access to the service and so that they are prepared to adjust to the demands and wishes of
the customer in a flexible way (process-related criteria).

RELIABILITY AND TRUSTIWQRTHINESS

The customers know that whatever takes place or has been agreed upon, they can rely on the service provider, its employees
and systems, to keep promises and perform with the best interest of the customers at heart (process-related criteria).

RECOVERY

The customers realise that whenever something goes wrong or something unpredictable unepectedly happens the service
provider will immediately and actively take actions to keep them in control of the situation and find a new, acceptable
solution (process-related criteria).

REPUTATION AND CREDIBILITY

The customers believe that the operations of the service provider can be trusted and gives adequate value for money, and that
3t stands for good performance and values which can be shared by customers and the service provider (image-related criteria).

Source: Grénroos, 1990.

The recovery dimension is not present in previous classifications, but it is a very important one. If
something goes wrong, corrective actions should be taken immediately. This dimension is linked with
the customers’ sense of control of the consumption situaton (Grdnroos, 1990). Anything that
interferes with or makes customers lose the sense of control will make them feel uncomfortable and
will reduce their satisfaction and quality perceptions (Grénroos, 1990). An important aspect of

recovery is keeping consumers well and timely informed of what is being done to solve the problem
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(Grénroos, 1990). A situation where an aircraft departure is delayed can easily make customers lose
the sense of control. Giving courteous and prompt information of the delay time and making
everything so they can feel comfortable, will put them in control of the situation and improve the
quality perceived (Grénroos, 1990).

Garvin (1987) proposes eight critical dimensions of goods and service quality: performance,
features, :éliability, conformance, durability, serviceability, aesthetics, and perceived quality.
Performance in services is defined as prompt service. Features involve the offer of a diversified array
of services and options, and/or the flexibility to adapt the service benefits to individual customer’s
needs. Reliability is not defined in the service context but is related to performing well when it is
expected to do so. Conformance is defined as «the degree to which - a product’s [or service’s] design
and operating characteristics meet established standards» (Garvin, 1987).3> Conformance is also related
to accuracy and timeliness. Durability is not applied to services. Serviceability is equated with speed,
behaviour, courtesy, and handling of complaints or failures (recovery). Aesthetics is a subjective
dimensions relating to «how a product looks, feels, sounds, tastes, or smells» (Garvin, 1987). It is
defined in terms of goods but it can be applied to the service’s tangibles and supporting goods.

Perceived quality is equated with reputation.34

An additional dimension defined by Price ez @/ (1995) is “extras”. This is frequently neglected and
consists of «giving something more to the customer than expected within the norms of a commercial
transaction. [Extras] are nof a standardised part of the service delivery package [but] 2 relédonship of
generalised reciprocity between provider and customem and/or gifts (Price e al, 1995). This

dimension is naturally related to the idea of delighting the consumer.

The following table is an attempt to summarise the previous discussion about service quality

dimensions.

'
33 This dimension is related to Parasuraman ef al’s (1985) Gap 3.

¥ «Consumers do not always have complete information about a product’s or service’s attributes», and reputation can make
the difference between two different brands (Garvin, 1987).
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Table 3.7. Quality Dimensions

Quality dimension

Rosander,
1989

Haywood-
Farmer, 1988

Parasuraman

etal, 7985

Parasuraman
etal., 7988

Gronroos,
1990

Garvin,
1987

Price et al.,

1987

Personnel competence,
bebaviour and attitudes

O

®)

Appearance of personnel

0]

O

Safety/ security

Tangibles
(facilities, equipment and
facilitating goods)

Other customers receiving
the service

Process flow and control

Personnel professional
| fudgement, diagnostic
ability and autonomy

O

Reliability

Responsiveness

Competence

Access

O NONNONN

Courtesy

ONNONNONN NN

ONNORNORNON NG

Communication

ONN NEORNCHEN JNNC)

OCRNONNORNONN NNC

Credibility

O

Understanding/

knowing the customer

O

O

Empathy

O

O

Assurance

O

e(e® O|O

Recovery

©)

O

Extras

Note: “®" means that the dimension is onginally defined by the author in the column heading, or that the author gives an equivalent

definition.

*“0” means the author in the column heading defines a similar dimension but only includes some of the elements of the “original”

definition.

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

Building a Table like this is to some extent a subjective work. The basic criteria used are:

‘ .
¢ all quality dimensions keep the original designation given by its author, with some minor

adaprations;
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® the best or more comprehensive “original” definitions are the chosen ones to figure in
the Table, for instance, “reliability” (Parasuraman ez 4/, 1985) is preferred to “service
satisfies needs (does what it is supposed to do)” (Rosander, 1989);

¢ three particular elements are separated from their original dimensions (“other customers
receiving the service simultaneously”, “process flow and control”, and “appearance of

personnel”) for being sufficiently relevant but isolated and forgotten or uneasily attached
to tangibles;

® it is required that each author clearly addresses at least one of the elements included in the
“original” definition of each dimension before one of the symbols (“®” or “O”) can be
entered in the Table;

* two symbols are used because two different authors may include the same element in
different dimensions. The symbol “®”” means that the dimension is originally defined by
the author in the column heading, or that the author gives an equivalent definition. The
symbol “O” means that the author in the column heading defines a similar dimension but
only includes some of the elements of the original definition.

Table 3.7 clearly shows that even those authors who have broken the concept of service quality
into understandable, distinct dimensions have completely ignored some of the possible dimensions. It
shows that the concepts used are very different from one author to another. And it also shows that

some of the elements related to one dimension can be attached to a different dimension.

Quality in products and services can be broken down into several quality dimensions. The relative
importance of each dimension may differ according to industry and to customer/group of customers
(Gronroos, 1990). Other dimensions, not considered here, may be defined, if a specific context or
industry is considered (Garvin, 1987; Grénroos, 1990; Price ez al., 1995). Moreover, the dimensions or
their relative importance may change very quickly, even during the delivery of a service to a particular
customer (Haywood-Farmer, 1988). «A [flight] passenger primarily interested in arriving at the right
place on time may suddenly alter his or her priority to arriving anywhere safely should there be a
hijacking, mechanical problems, health problems, or a sudden change in the weatherr (Haywood-
Farmer, 1988). Thus, the author concludes that, in «quality control terﬁs, the [service quality] target is
camouflaged, fuzzy and moving» and the service managers must consider more dimensions than those

taken into account by managers in manufacturing industries (Haywood-Farmer, 1988).

These quality dimensions are correlated (Parasuraman ef al, 1985, 1988 & 1991), and some tmes
an improvement in one may be achieved only at the expense of another (Garvin, 1987). Thus,
managers must choose on which ones to compete (Garvin, 1987; Haywood-Farmer, 1988). This 1s,
according to Garvin (1987), what «makes strategic quality management possible; the challenge to
managers is to compete on selected dimensions» (Garvin, 1987). Managers must carefully choose 2
balanced combination, knowing that concen.trating on some of the dimensions may constitute an

appropriate strategy or «may also lead to disaster» (Haywood-Farmer, 1988).
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The dimensions in Table 3.7 are too numetous and some overlap completely. From this Table
some dimensions are chosen to be used in this study. An acceptable compromise should be achieved
by utilising the following criteria: (1) a dimension is not chosen if it is too much aggregated (e.g.,
“personnel behaviour and competence and attitude”) and is conveniently represented by other
dimensions; (2) a dimension is not chosen if it is too specific, and explicitly and coherenty represented

by other dimension; and (3) the set of dimensions chosen must be comprehensive but not too big.

Thus, the chosen quality dimensions are:

1. reliability; \

o

responsiveness;

3. assurance;

4. empathy;

5. tangibles (facilities, equipment and facilitating goods);
6. appearance of personnel;

7. personnel professional judgement, diagnostic ability and autonomy; and

8. recovery.

This is in fact the set of dimensions that resulted from the conceptual and empirical work of
Parasuraman ef a/ (1985, 1988 & 1991), supplemented by the personnel professional judgement,
diagnostic ability and autonomy, derived from Haywood-Farmer (1988), and with the additon of

recovery, found in the work of Gronroos (1990).

With regard to the adoption of Parasuraman ef a/’s tangibles dimension, however, it should be
noted that this dimension is here considered separately from appearance of personnel (Cf.
Parasuraman ¢7 a/., 1991). Additionally, it is also considered that other customers receiving the service
simultaneously should not be regarded as “tangibles” but as exerting an influence on several quality

dimensions, for instance, on responsiveness and on recovery.3s

With service quality dimensions having been defined, attention is now brefly directed towards
service quality gaps, specifically towards Gap 5. This gap can now be defined as a function of eight
other gaps. These gaps are defined — according to the eight quality dimensions chosen — as the
differences between the ability expected by customers to be shown by the organisation in handling the
dimensions and the customers’ perceptions of that ability. The eight gaps can be designated,
respectively, gaps 5.1 to 5.8. Gap 5.1, for jnstance, can be defined as the difference between the

reliability espected by customers to be shown by the organisation and the customers’ actual

35 See last row on Table 3.5.
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perception of reliability. These gaps are similar to the definitions of Gap 5A (which is the difference
between customers’ expectations of technical service quality and perceived technical service quality)
and Gap 5B (which is the difference between customers’ expectations of functional service quality and
perceived functional service quality) suggested by Brogowicz ef a/. (1990). 3 As Brogowicz e a/ (1990)

also noted, it is not required that customers actually try the service to form their opinions.

3.3.3. A SUGGESTED SYNTHESISED MODEL FOR GAP ANALYSIS¥

This section presents 2 model that draws on the work of several authors. An unfinished paper by
Professor David Morris and a postdoctoral student at Sheffield Hallam University have provided great
inspiration and guidance.

3.3.3.1. ELEMENTS OF THE MODEL

The purpose of any model is to explain some part of reality. To do so, it must capture the
fundamental elements of that reality and their relationships. A management model, thus, should
capture and relate those key variables that require systematic management attention (Brogowicz ez al.,
1990). Some of the most influential models in the service management literature have focused on and
discussed the concepts of quality and quality gap (Parasuraman ef 4/, 1985, 1988 & 1991; Zeithaml ez
al.,, 1988; Gronroos, 1990). Quality was defined as a function of a series of gaps (Parasuraman ef 4,
1985), i.e., of «all those things that have been done right and wrong» (Gummesson & Grénroos, 1987).
And, Brogowicz ¢ 2/, (1990) have concluded that service management’s job, in essence, is to prevent

or eliminate those gaps.

Service quality gaps are usually defined as an inconsistency between two elements (Cf.

Parasuraman ef al,, 1985; Brown & Swartz, 1989; Brogowicz ¢f al., 1990). The elements included in this

mode] are:

® customer’s expectations about the service (Gronroos, 1990; Parasuraman ef al., 1985;
Brown & Swartz, 1989; Brogowicz ef al.,, 1990); 38

¢ customer’s perceptions of the service (Gronroos, 1990; Normann, 1990; Parasuraman ef
al., 1985; Brown & Swartz, 1989; Brogowicz ef al., 1990);

® management’s perceptions of customer expectations and perceptions about the service

3 The designatons “Gap 5A” and “Gap 5B” are attributed on page 122 to unequivocally distinguish them, not by Brogowicz
et al. (1990). On page 122, Gap 5A is used to refer to teghnical quality gap, whilst Gap 5B refers to functional quality gap.

3 The content of this section has been presented at the 5% World Congress for Total Quality Management and published in
the Total Quality Management Journal (Candido & Morris, 2000).

38 See sections 3.3.2.1, 3.3.2.4 and 3.3.2.5.
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(Parasuraman ef a/,, 1985; Brown & Swartz, 1989; Brogowicz ef 4/, 1990);3°

vision, mission, service strategy and directions to close the gaps (Brogowicz ef 4/, 1990;
Grénroos, 1990);%

service analysis, translation of perceptions into service quality specifications and service
design (Parasuraman ef al, 1985; Shostack, 1984; Normann, 1995; Gronroos, 1990;
Christopher ef a/, 1993);4

financial management (Adams & Colebourne, 1989; Gronroos, 1990; Irons, 1994);42

human resources management (Rosander, 1989; Groénroos, 1990; Lovelock, 1992b;
Normann, 1995);43

external communication (Parasuraman ef al, 1985; Brogowicz ef al., 1990);% and

service delivery system, with its basic elements — contact personnel, support personnel,
support systems, and tangibles — developing activities of production, distribution and
“part-time” marketing (Parasuraman ef a/, 1985; Gronroos, 1990; Gummesson, 1990;
Lovelock, 1992b; Bateson, 1995).45

All these elements have been introduced earlier, in the chapter, and their definitions have been

provided according to the references given above. Figure 3.18 shows those elements and some

fundamental relationships between them. Namely, the:

[ ]

influence of management’s perceptions on mission, strategy and directions to close gaps;

influence of mission and strategy on human resources management, financial
management, service specifications and design, external communications, and delivery
system;

influence of external communications on consumer expectations and perceptions;

relationships between specifications, finance, human resources management and the
service delivery system; and the

relationships between the basic elements of the service delivery system.

These relationships are drawn or synthesised from the same references.

39 See sections 3.3.2.4 and 3.3.2.5.

0 Sec pages 89 and 120, and Brogowicz ef al’s (1990) Figure 4.

41 See whole Section 3.2.3.6.

42 Sec whole Section 3.2.1.4 and page 99.

43 See Figure 3.7 and pages 101-104.

+ Sce Figure 3.15 and Brogowicz ef al’s Figure 4.

45 Accurate references in footnotes 46, 47 and 48.
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Figure 3.18. Quality Gap Analysis Model: Elements and Some Fundamental Relationships
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Note: Among the elements that influence customer’s expectations, only external communication is shown to avoid excessively burdening the
figure.

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

The elements of a service delivery system that are in contact with consumers are depicted, in
Figure 3.18, above the line of visibility, while support personnel and systems are shown below that
line. This part of the model, corresponding to the service delivery system, is mainly drawn form
Gronroos (1990)%, Lovelock (1992b)*" and Bateson (1995)%.

3.3.3.2. GAPS INVOLVING INTERNAL AND EXTERNAL CUSTOMERS

Parasuraman e a/. (1985) define a model, depicted in Figure 3.15, with four internal gaps:

® Gap 1 - between actual customer expectations and management’s perceptions of these;

® Gap 2 — between management perceptions and service quality specifications;

'
46 See Gronroos’ (1990) Figure 8-7, adapted here as Figure 3.9.
47 See Lovelock’s (1992b) Figure 2.

48 See Bateson’s (1995) Figure 1.2, reproduced here as Figure 3.1.
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® Gap 3 — between service quality specification and actual service delivery; and

® Gap 4 — between service delivery and external communications.

The concepts of their internal gaps are conceptually amplified by Brogowicz ef al. (1990), who
define, respectively:

¢ informaton and feedback-related gaps;
® design-related gaps;
® implementation-related gaps; and

¢ communication-related gaps.

The amplified concepts are meant to encompass different kinds of more specific, narrower gaps.
Thus, implicit is the fact that numerous types of quality gaps can occur in a service organisation,
which can be (or not) classified in any of the abovée four categories. The authors do not, however,
define any of the possible narrower gaps. They do not fully exploit this path, but proceed to exploit
their distinct concepts of Gap 5A and Gap 5B, two different narrower external gaps of the category of
Gap 5.49.Their ideas are, nevertheless, important, opening a way to the definidon of new models. Such

models can exploit the potential of relevant dimensions that were previously aggregated or were

ignored.

‘The model described in this section encompasses relevant aspects, which, although referred to in
some works, have not been exploited in previous gap models. The more obvious being, probably, the

deliberate definition of gaps between internal customers, in particular,

® gaps between members of the contact personnel;
® gaps berween support personnel/systems and contact personnel; and

® gaps between functions (deéign, financial management and HRM).

" The model is presented in the next section, where these and other gaps are briefly defined.

3.3.3.3. SERVICE QUALITY GAP MODEL

Several references to possible service quality inconsistencies and some formally defined service
quality gaps were collected from the literature. These inconsistencies were grouped and are listed,
alongside the gaps, in the rows of the next table. The studies from which they are derived are to be
found in the works of Parasuraman ef a/. (1985), Gronroos (1990), Gummesson & Gronroos (1987),
Lovelock (1992b), Garvin (1987), Brogowicé et al. (1990), Zemke & Schaaf (1989), Brown & Swartz

49 Ogginally defined by Parasuraman ef o/ (1985).
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(1989), Norman & Ramirez (1993) and are listed in the columns. A dot “®” indicates that the

inconsistency or gap was found in the study corresponding to that column.

Table 3.8. Quality Inconsistencies/Gaps drawn from the Literature

- 3 7’
° ) ol I N o= ¥ = xR
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< S| R |5~ 2 DSl EalEda] s~
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1 | Management perceptions L L e o
2 | Service quality strategy o
Service design and service quality
3 | specifications in terms of customers’ [ ] o o o © o o
excpectations
4 | Quality supportive financial function o
5 | Internal communications [ o ®
6 | Integration/ coordination ] L L ®
7 Coordination of other people and/ or P
organisations in the value system
Selection, training, and adeguate
8 | levels of autonomy, power and [ ] [ ®
rewards to personnel
9 | Service delivery [ o [ o @ o o
10 | External communications o ® ®
11 Contact personnel perceptions of
customers’ expectations
12 Contact per.rorme./ perceptions of
customers’ excperiences
13 | Customer perceptions o [ J ® %
14 | Service quality evaluation ®  J o [

Note: The dot “®* means “fearure found”.

* Although Lovelock (1992b) does not specifically identify each of these gaps, he refers to 2 possible inconsistency berween the
consumers’ preferences and the nature of the delivery system.

* Brogowicz ¢/ al (1990) distinguish between two particular gaps, which are designated as Gap 3A and Gap 5B, in page 122
Source: developed by C. J. F. Cindido.

The inconsistencies identified are redefined as the new gaps and the gaps found already in the

literature are renumbered and redefined accordingly to fit in an integrated gap model (see Figure 3.19).
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Figure 3.19. Service Quality Gap Analysis Model: Elements and Gaps
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Notes: Where Gap 9 appears, it can be disaggregated into gaps 9.1 to 9.8. Gap 13 can be equally disaggregated into gaps 13.1 to 13.8. Gap 7
is not shown to avoid burdening the figure.

Gaps 1, 3, 9, 10 and 13 are essentially derived from Parasuraman ef a/ (1985) and Brogowicz ¢f a/ (1990). Gap 2 is derived from Garvin
(1987), Zemke & Schaaf (1989), Grénroos (1990) and the strategy literature. Gap 4. from Adams & Colcboumne (1989) and Lovelock
(1992b). Gap 5 is derived from Gummesson & Grénroos (1987), Zemke & Schaaf (1989) and Grénroos (1990). Gap 6, essentally from

Gronroos (1990) and Lovelock (1992b). Gap 7, from Normann & Ramirez (1993). Gap 8, basically from Zemke & Schaaf (1989;. Gaps 11
and 12 arc defined by Brown & Swartz (1989). Gap 14 is derived mostly from Garvin (1987), Zemke & Schaaf (1989) and Grénroos (1990).

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

Gaps 1, 2, 8 and 13 ap?ear once in the figure. They occur only between two of the elements of
the model. All other gaps occur between more than two elements. A particular set of gaps (Gaps 5, 9
and 14) can occur between the “service analysis, translation to specifications and design” and any of
the elements of the service delivery system. Although, there is only one arrow and their numbers
appear only once for simplification reasons. A similar argument is valid for gaps 10, 11 and 12. Gaps
11 and 12, however, can only occur between customers and contact personnel. Gap 7 is not
represented at all in Figure 3.19 for simplification. Gap 7 can occur between more than one of the
elements of the organisation and several or all of its stakeholders.

» !
A brief description of each of the gaps is now proposed, bringing together the contributons of

several of the studies already mentioned.
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Gap 1 - mana;gemeﬂi perceptions. Zemke & Schaaf (1989) note that dleft to [their] own devices,
[managers and personnel] pay more and more attention to things of less and less importance to the
customem. As a consequence, they remain blind to what customers actually value. Some of the
“devices” and causes for this blindness (gap) are managers’ and personnel’s education, habits
developed over time, and company policies and procedures, especially relating to marketing research
and communication (Zemke & Schaaf, 1989; Zeithaml ez a/, 1988). Zeithaml ez a/ (1988) suggest a
comprehensive list of 8 factors that may originate Gap 1. The gap is defined here as a management
lack of understanding of customers’ expectations and perceptions of the service characteristics,
motivated by both a lack of incentives to listen to customers (Zemke & Schaaf, 1989) and by a lack of
correct understanding when these incentives are present (Parasuraman ez al, 1985). The gap can be
further enlarged to include a lack of understanding of other external information, eg, culture,
competition... (Cf. Brogowicz ez a/, 1990).

Gap 2 — service quality strategy. Strategy relates the service organisation to its environment and
defines the way it wants to compete. Service quality strategy precises the organisation’s compettive
scope and its concept of quality, through a selection of, and positioning on, the fundamental quality
dimensions upon which it wants to compete. Service quality strategy is also a set of guidelines that
provides orientation for everyone in the organisation. It should be thoroughly communicated, should
be meaningful for personnel, and should distinguish the organisation from others. Failure to forge and

communicate a coherent service quality strategy is a serious quality gap.

Gap 3 — service design and service quality specifications in terms of customers’ expectations.
Specifications of the augmented service offering, along the relevant dimensions, are useful to define
what is quality. Frequently, organisations do not possess any kind of formal specifications, which
results in aggravated service variability and, thus, lower quality (Zemke & Schaaf, 1989). Specifications
are required to guide p.ersonnel in their activities and are also required as a means of comparison for
effective quality evaluation. Setting adequate specifications requires analysis of the “total” service.
Flowcharting is arguably an excellent instrument to analyse and design the whole of the service’s
moments of truth. It can also be used to aid in defining quality specifications. When specifications do
exist, they might be or they might not be in accordance with strategy and manager’s perceptions of

customer’s quality expectations. Gap 3 is, thus, defined as

® a lack of analysis, design and definition of service quality specifications, or when
specifications exist, as

an inconsistency between those specifications and the strategy content or the perceptions
management held of customers’ expectations.
!

Several factors can originate this gap, for instance, lack of management commitment to service

quality and short-term profit orientation (Zeithaml ef 4/, 1988. See Figure 3.16).
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It is worth noting that designing and setting standards does not mean total standardisation. In
fact, service quality is incompatible with full standardisation, as is well demonstrated in both the

service management literature and relationship marketing literature.

Gap 4 — quality supportive financial function. Although a vital function in the service
organisation, finance involves little customer contact, except for billing, payment and credit activites
(Lovelock, 1992b). This is one reason why it may have been so much neglected in the service
literature. Financial management, in service organisations, has also been seen mainly as 2 constraint
and an obstacle to other functions (Adams & Colebourne, 1989); to such an extent that the abolition
of budgeting in service organisations has been already put into practice by companies (Irons, 1994).
Nevertheless, the financial function is indispensable. Organisations must make a profit and quantify

how much this profit is in order to socially justify their use of resources.

Adams & Colebourne (1989) suggest an “enlightened” approach to finance in service
organisations. This consists of a more participative and positive approach where far from being an
obstacle, it contributes to strategic planning, costing systems, petsonnel motivation, quality control,
continued solvency, and keeping outsiders’ confidence in management (Adams & Colebourne, 1989).
Particularly, there is a need to distinguish between “good costs” and “bad costs”, as well as between
“internal efficiency” and “external efficiency” (Gronroos, 1990)%°. Doing this will, probably, require a
substantial effort, understanding, cooperation and good will from financial managers and personnel to

avoid traditional methods and arguments.

Gap 5 — internal communications. Zemke & Schaaf (1989) insist that service strategy has to be
communicated over and over again to everyone in the organisation. The «employees at all levels must
be aligned with a single vision of what the organisation is trying to accomplish» (Zemke & Schaaf,
1989). Effective internal communications is the requisite for integration and harmony in the service
organisation’s activities and quality. Internal communications is not only about strategy, it has to do
with managers listening to employees, receiving feedback about the employees’ perceptions of the
performance of the organisation on its fundamental quality dimensions. It also involves managers
working with and listening to other managers, thus sharing problems and solutions; managers giving
information to employees, about their individual performances, thus contributing to individual
improvement; and involves prompt horizontal and both ways vertical communications, thus flatrening

and inverting the hierarchical pyramid (Gronroos, 1990; Irons, 1994).

Gap 6 — integration/ coordination. Integration between every employee, every activity, every
department and every function is fundamental for the success of a service quality strategy. The need

for integration efforts arises from the differtntiation of jobs and functions in the organisation. This

50 Thesc concepts are discussed on page 92.
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differendation implies differences in cost/revenue orientations, policies and in specific external
environments, which can easily lead to misunderstandings, lack of coordination and even conflict
(Lawrence & Lorsch, 1967; Lovelock, 1992b). Integration can be achieved through several distinct
devices, for instance, promoting employees’ mobility inside the organisation, cross training, task
forces, team projects, supervision and, basically, good internal communications (Cf. Lawrence &
Lorsch, 1967; Mintzberg, 1979; Lovelock, 1992b). There are two sides to integration. One is that every
job, activity, department and function should be compatible and mutually reinforcing Normann,
1995; Lovelock, 1992b). The other is that customers should not feel ignored, unimportant or
abandoned. For instance, a customer should not feel that he has been repeatedly sent from one
department to another; that no one knows who he is or what he wants; or that people in the

organisation are not working together to his benefit (Grénroos, 1990; Lovelock, 1992b).

Gap 7 ~ coordination of other people and/or organisations in the value system. Organising the
service delivery system in a way that everything fits together approprately avoids quality gaps.
However, if other organisations in the value system are not organised to provide service quality to the
final consumer, this lack of understanding and coordination can result in reduced customer
perceptions. Normann & Ramirez (1993) report that several organisations have achieved a total
reconfiguration of the value constellation to which they belong, with benefits to everr member of the
network and to consumers Norman (1995) also suggests that service firms «have to extend their
organising capability well outside their own company»; that the service firm «has to “organise” its
clienm; and that it can do the same with other people «or groups or sectors normally regarded as
separaten>! Hotels, for instance, can. create/improve a network with suppliers and entertainment

companies to increase and improve the choices available to their customers in new creative ways.

Gap 8 — selection, training, and adequate levels of antonomy, power and rewards to personnel.
The importance of functional quality, especially in service industries, makes human resources
management an even more important function in service organisations. This function is about
selecton, training and setting adequate levels of personnel autonomy and power, setting
standards/objectives, accessing individual performance, helping people where help is needed and,
finally, rewarding them for their achievement. The right people should be selected and the tendency to
recruit quickly to fill a sudden vacancy (accepting people with inadequate attitudes, values and skills)
should be avoided (Zemke & Schaaf, 1989). The people selected are then trained to enhance their
skills, improve attitude towards the customer and learn about the services offered. These people can
then be slowly vested with substantial responsibility, enabling them to solve customer problems in a
more autonomous and satisfactory way to both parties (Zemke & Schaaf, 1989; Irons, 1994). Contact
personnel are encouraged to feedback infosmation about customers’ expectations and perceptions.

Finally, contact personnel are rewarded for excellent service quality and their achievement is made

51 See page 107.
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public (Zerﬁke & Schaaf, 1989). An inability or unwillingness to manage personnel coherently and

with orientations similar to these will constitute a significant quality gap for a service organisation.

Gap 9 — service delivery — is an inconsistency between service design/service quality
specifications and the service quality actually delivered by the service deliverr system. The
inconsistency may be technical quality and/or process quality related. It can be analysed more
precisely using the quality dimensions selected and included in the strategy content. This means that
on each of these dimensions can be found a quality gap. Thus, gaps 9.1 to 9.N can now be defined,
just like gaps 5.1 to 5.8 were previously described 2 with N being the number of quality dimensions
selected. Gap 9.1, for example, is a difference between the designed level of reliability and the level of
reliability actually delivered by the system, as measured or observed by members of the organiéadon.
Gap 9 can, consequently, be defined as a function of gaps 9.1 to 9.N. Such gaps, in turn, result from
employees’ inability or unwillingness to perform, namely, from conflict, ambiguiry,
employee/job/technology lack of fit and other factors (Zeithaml ez 4/, 1988). 33 '

Gap 10 - external communications — is an inconsistency between what is externally
communicated (promised) and that with which the service delivery system is actually able to provide
the customers. Several factors may originate this gap: a lack of communicaton between the marketng
department’s members and the opcrations department’s members, a propensity to overpromise
(Zeithaml et al., 1988), or an inability to communicate clearly and accurately the benefits of the service

offering to the customers (Brogowicz et al., 1990).

In order to adequately use and fully appreciate the choices that the organisaton offers, the
customer has to be in possession of accurate and comprehensive information. It may be necessary to
use more than one communication means to inform, persuade and educate the customer. Designing

services to be user friendly will simultaneously facilitate consumer use and external communication.

Gap 11 — contact personnel perceptions of customers’ expectations. This gap consists of a
discrepancy between the contact personnel perceptions of customers’ expectations and the customers’

real expectations (Brown & Swartz, 1989).

Gap 12 — contact personnel perceptions of customers’ experiences. Similar to the previous gap,
Gap 12 consists of a discrepancy between the contact personnel perceptions of customers’
experiences and the customers’ real experiences (Brown & Swartz, 1989). Gaps 11 and 12 clearly

address the need of contact employees to understand their customers and their needs/problems.>*

52 See page 133.
53 Sec Figure 3.16 for a synthesis.

54 See page 123 for a comment on context and relevance of gaps 11 and 12.
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Gap 13 ~ customer perceptions — occurs on the customer’s side. It is defined as the difference
between what consumers expect from the service and what they actuélly perceive of it. The need for
managers to access customers’ expectations and their perceptions of the quality provided should be
emphasised here. Such an assessment should be constant or, at least, periodic. It should encompass
the totality of the service offering, ie., including every moment of truth, and it should probably be
done for each of the N quality dimensions previously identfied and selected. Gap 13 can be
disaggregated into gaps 13.1 to 13.N, as was also suggested for Gap 9, above. Gaps 13.1 to 13.N are
distinct from gaps 9.1 to 9.N. Gaps 13.1 to 13.N are external gaps, defined on the side of the
customers. They refer to the differences between what customers expect and what they perceive on a
particular dimension. Gaps 9.1 to 9.N are the inconsistencies on the same general dimensions, which
can be defined on the side of the organisation. They refer to inconsistencies between the service
quality specifications and the actual state of the dehvery system at a specific moment or period, as

measured/observed by the organisation.

Gap 14 — service quality evaluation. Setting standards is not sufficient to assure management and
personnel that customers are being provided with good quality. Accurate measures are essential for
monitoring and for effective quality management. Measuring is an objective way to monitor service
quality, but personal observation is also important. This should not be equivalent to “police action”.
Several methods can be used to measure quality, however, the best measurements that can be devised
«mirror and validate the details of [tfle organisation’s) service strategy» (Zemke & Schaaf, 1989). This
means that standards are set according to essential strategy elements and measurements are focused

on these fundamental variables (Garvin, 1987).

3.3.3.4. IMPORTANCE OF THE SERVICE QUALITY GAPS TO A STRATEGY IMPLEMENTATION
PROCESS

From the definitions above, it can be seen that service quality gaps occur during day-to-day
delivery activities and that some may occur during the strategy formulation and implementation
process. The gaps can, thus, be mapped accordingly. Table 3.9 shows in which of three simple stages

of the strategy process each of the gaps is most likely to occur. 55 56

'

5 The stages considered are taken from Figure 1.1 — discerning customers’ needs and formulating strategy, implementing
strategy, and delivering the service to delight.

5 Table 3.9 has provided the criterion for reordering and renumbering the 14 service quality gaps identified in the literature.
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Table 3.9. Relationships Between the Stages of the Strategy Process and the Service Quality Gaps

. . Stages of the strategy process
Gap Gaps that can occur in or arise from the stages of the

number model Discerning & | Implementing |  Delivering the
Jormulating (developing) | service to delight

1 | Management perceptions [

2 Service quality strategy

3 Service design and service quality specifications in terms
of customers’ excpectations

4 Quality supportive financial function

5 Internal communications

6 | Integration/ coordination

7 Coordination of other pegple and/ or organisations in the
value system

8 Selection, training, and adeguate levels of autonomy,
power and rewards to personnel

9 Service delivery (including all the relevant guality
dimensions, thus, Gaps 9.1 to 9.N)

10 | External communications

11 | Contact personnel perceptions of customers’ expectations

12 | Contact personnel perceptions of customers’ experiences

73 Customer perceptions (including all the relevant quality
dimensions, thus, Gaps 13.1 10 13.N)

14 | Service guality evaluation

Source: developed by C. . F. Candido.

Gaps 1 to 7 can occur when discerning customer needs and formulating strategy. Gap 2 is
included because an organisation may not have a quality strategy at all, or having one, it might not be
coherent or might not be the most appropriate for the organisation’s current situation. Gaps 3 to 8
can occur dﬁring strategy implementation and development of organisatonal capabilities. Finally,

Gaps 5 to 14 can occur during day-to-day delivery activities.5

If any group of gaps occurs during strategy formulation or implementation, the process is flawed.
In that case, it is probable that the gaps will become engraved in the organisational processes, routines
and culture. All the subsequent organisational activity will be severely affected; the strategy
implementation will be considered unsuccessful; and the organisation’s competitiveness will be
endangered. This reasoning indicates that some gaps might be conceptualised both as impediments to

quality and as impediments to effective strategy implementation. It also suggests that prevention and

\
5" Gaps 5, 6 and 7 seem to be of extreme importance, because they can occur in every stage of the process. These three gaps
are related to communication and coordination, cither inside the organisation or between members of the organisation and
external parties. Thus, in order to formulate, implement and deliver a quality strategy, obtaining the relevant information,
communicating it to the relevant people and integrating their efforts seems to be highly important, always.
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elimination of gaps should occur prior to, during, and after the strategy process. Thus, an

understanding of quality gaps becomes necessary before starting any quality strategy formulation and

implementation process.

This line of reasoning raises some questions — How are the gaps related to the process of strategy
formulation and implementation? What more specific stages are actually involved in the strategy
process? What gaps can occur at those more specifically defined stages? What organisational variables
are affected by each gap? What organisational variables can be used to prevent and eliminated the
gaps? At what stages? Is the manipulation of organisational variables at one specific stage capable of

eliminating any specified gap? Will the gap recur?... These questions are considered in the next
chapters.

Quality was defined as a function of «all those things that have been done right and wrongy
(Gummesson & Gronroos, 1987), or more precisely, as a function of a setes of gaps (Parasuraman ef

al., 1985). Service management’s job, in essence, is to prevent or eliminate these gaps (Brogowicz e7 a/,
1990).

Drawing on several studies, this section presents a comprehensive model of service quality gaps.
The model amplifies the areas where quality gaps are to be sought and outlines a total of fourteen
gaps, some of which can be disaggregated, according to the organisation’s strategic quality dimensions.
This is the case of, for instances, Gaps 9 and 13, which can be broken down into a number of

strategic quality dimensions, respectively.58

The 14 quality gaps encompass relevant aspects found in the literature that have not been
exploited in previous gap models. For instance, the deliberate definition of an “external coordination”
gap or of gaps between internal customers, namely, between members of contact personnel;bbetween
contact personnel and support personnel; between contact personnel and support systems; and

between an increased range of organisational functions.5

The 14 service quality gaps are major-impediments to service quality, but they can also be seen as
impediments to strategy formation and implementation. Successful service quality strategy formation
and implementation seem to require an understanding and elimination of the gaps. It was clear,

before, that because of the impact of gaps on service delivery, departmental managers must prevent,

3 Gap 9 - broken down into gaps 9.1 to 9.N, accordifg to the N strategic quality dimension chosen by the organisation, as
already mentioned on page 143. Gap 13 - broken down into gaps 13.1 to 13.N, according to the same strategic quality
dimension, as alrcady mentioned on page 144.

59 See Section 3.3.3.2. Gaps Involving Internal and External Customers.
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detect and eliminate them at source. But this section has further suggested that the impact of service

quality gaps on strategy formation and implementation makes it increasingly important for the CEO

and staff planners to do the same.

The models studied in the present chapter indicate which are the relevant service quality
dimensions, explain what are service quality gaps and how they occur. The models do not explain,
however, how to implement a service quality strategy using this knowledge. This is a subject for the

next chapter: a model for the implementation of a service quality strategy.
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4. STRATEGY IMPLEMENTATION

This chapter should review the literature on strategy implementation and make contributions to

the development of 2 model for the implementation of a service quality strategy.

4.1. IMPLEMENTATION, SUCCESS AND CHANGE

4.1.1. IMPLEMENTATION CONCEPT

Andrews ef a/. (1969) have defined strategy implementation basically as a series of administrative

subactivities:
The implementation of strategy is comprised of a series of subactivities which are primarily
administrative. (Andrews et al., 1969)
Such administrative activities include the allocation or reallocation of resources — funds,

equipment, personnel — and the adjustment of the organisational structure (Chandler, 1962).

More recently, however, other management activities have also gained substantial relevance in the
implementation of strategy. These are related to individual and organisational behaviour, namely, to

internal resistance and barriers to the changes that should be introduced by a new strategy content.

Ansoff & McDonnell (1990) have defined implementation as a process that establishes a desired

organisational behaviour, in accordance with the strategy content:

Implementation is the process of causing the firm to bebave in accordance with the purposes,
guidelines and strategies. (Ansoff & McDonnell, 1990)

A definition that captures both administrative and behavioural aspects of implementation is that
given by Johnson & Scholes (1999):

Strategy implementation is concerned with the translation of .rtfal‘egy into organisational
action through organisational structure and design, resource planning and the management
of strategic change. Successful implementation of strategy is likely to be dependent on the
exctent 1o which these various components are effectively integrated to provide, in themselves,

competencies which other organisations find it difficult to match. (Jobnson & Scholes,
1999)

J

This management of change is directed at overcoming barriers to the changes introduced by a

new strategy content so that the new competencies are installed and the day-to-day activities of
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everyone in the organisation are accomplished according to the strategy (Johnson & Scholes, 1999).

Implementation is, thus, in simple terms, the execution of a new strategy. Execution of a strategy
1s constituted by a sequence of actions involving (almost) every organisational department/resource in
a coordinated way. Such execution results in actual changes in the direction of the organisation. This
means giving a different shape to what is already being done or introducing bigger modifications at
different levels like, for instance, competencies, activities, processes, norms, products and services. A

strategy content specifies what should be done, how and for whom; implementation makes it reality.

4.1.2. ORGANISATIONAL SUCCESS AND IMPLEMENTATION SUCCESS

Organisational success has been defined as «attaining a competitive position or a series of

competitive positions that lead to supetior and sustainable financial performance» (Porter, 1991).

More generally, organisational success can be seen as the sustainable fulfilment of an

organisation’s mission and objectives.

Organisations may be successful or not; strategy implementation may also be successful or not. A
relationship between the two concepts — organisational success and implementation success — can be
established in two different definitions of the latter. Successful implementation may be defined in the
following two ways (Cf. Hussey, 1995). In the first one, implementation success is the achievement of
the organisational mission and objectives. In this case — a desirable one — successful implementation
leads to organisational success. The other definition corresponds to the strict achievement of what the
strategy content determines, regardless of the organisational results in terms of its mission and
objectives. In this case, a successful implementation does not result in organisational success, because
a bad/wrong strategy was implemented (Hussey, 1995). Organisational success may even be

compromised.

Such a distinction in concepts is perhaps useful only to make clear that:

® 2 “bad” strategy may be impossible to implement, but when “successfully” implemented
may lead to organisational difficulties;

® poor implementation of a “good” strategy can also lead to disaster; and

® organisational success — or strategic success — depends on both a good strategy and a
good implementaton (Hussey, 1995).

Strategic success is obviously the aim Jf any organisation. And successful implementation is a
necessary condition for organisational success, because even an excellent strategy content cannot do

anything for the organisation unless it is also adequately translated into operational reality.
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4.1.3. HOW PEOPLE EXPERIENCE THE CHANGE PROCESS AND WHY THEY RESIST
CHANGE

The implementation of a new strategy content brings significative changes to an organisaton. For
instance, changes in responsibility lines, in communication lines, in tasks performed and in processes.
These changes can be threatening to middle/lower management and to front line and support
personnel, because these people may not feel able to perform under the new conditions. Such changes

create uncertainty, anxiety and stress (Carnall, 1986).

In this case, people will probably resist change. Resistance to change has been understood to be
the most important difficulty with implementation, assuming that the strategy is “right” for the
organisation (Cf. Johnson & Scholes, 1999; Ansoff & McDonnell, 1990; Carnall, 1986).

This sections looks at Carnall’s (1986) perspective on how people experience the process of

organisational change and at the sources of resistance to change.

Carnall (1986) describes a simple model of how people working in an organisation esxperience
change. The process is divided in five different stages: denial, defence, discarding, adaptadon and
internalisation (see Figure 4.1).

Figure 4.1. Stages of the Model of How People Experience Change

Stage 1 | Stage3d [ Stage 5
4 Denial | Discarding Internalisation
Performance :
Self-esteem
/\ Legend:
wmmm  Performance
—— Self-esteem
Time "

Note: Absolute levels are unimportant, only relative levels are meaningful.

Source: Carnall, 1986.

Two variables are fundamental in explaining each stage: self-esteem and performance. These
variables are linked and closely correlate. According to Carnall (1986), changes which have a big

impact on people affect their self-esteem and their performance.

In Stage 1; denial, Carnall explains, there s a tendency to deny the new ideas and to deny the need
to make the changes proposed. People find value in their present circumstances and in the way they

always have done things (job, skills, and work-group) thus self-esteem increases. Performance,
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however, does not increase because energy is spent discussing the impending change and because of

the systems in place (e.g., reward system).

Stage 2 — defence. As the changes become clear in plans and programmes, people must start to
face reality: working with different people in different tasks and process, using different instruments
and skills. This stage is characterised by feelings of depression and frustration, which lower the self-
esteem, as well as performance. «People may attempt to defend their own job, their own territory»

(Carnall, 1986), hence the name “defence”.

According to the author, the first two stages of denial and defence seem to create the time and the

~ “psychological space” for people to accept the changes. Some people may persist longer or may even
not go beyond the denial of change or the defence stage, continuing to resist change (Carnall, 1986).
Several other authors, e,g., Martin (1998), Ansoff & McDonnell (1990), Steers ef a/. (1985), have listed
some sources of resistance to change. Table 4.1 shows individual, group and organisational sources of

resistance to change.

Table 4.1. Soutrces of Individual, Group and Organisational Resistance to Change

Individual sources of resistance to change Group and organisational sources of resistance-to change

Misunderstanding of purpose, mechanics, or consequences .
of change 8 of purpost, ’ 7 Control and reward systems may reinforce status quo

Failure to see need for change; selective attention and

retention of pieces of information supporting current world
views

Poor relationships, low trust, and interdepartmental rivalry
or conflict, leading to an unwillingness to cooperate

Committed resources in past decisions and actions and
previous agreements with other organisations

Fear of unknown, of failure and of looking stupid

Fear of loss of status, power, freedom, economic benefits Fear that change will upset current balance of power between
and security groups and departments
Lack of identification or involvement with change - Poor choice of method of introducing change

Habzt, Jow tolerance for change, reluctance to let go of that | Tradition bound and possible past history of unsuccessful
which exists, reluctance 1o experiment change attempts and consequences

Threat to current skills, competence and personal symbols

(e.8., status symbols) Structural rigidity (bureancracy)

Misinformation; use of information flows to create resistance

Group norms and role prescription
g _ o preserip among others

Threat to existing social relationships Current expertise and inertia

Conflicting personal and organisational objectives Resource limitations
Source: Adapted by the author from Steers ¢f a/ (1985) and Martin (1998).

Stage 3 — discarding. People begin to discard the past and face the future:

3
We do not know how this happens. ... It may well be that the discarding process is
impelled by an awakening sense that the present anxieties are just too much to bear, or
that perhaps the future is not as forbidding as it first seemed. (Carnall, 1986)
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Positive feelings and behaviour towards the new system will start to appear. People become
committed to it, talking favourably about it, asking questions, taking the initiative and solving
problems. These positive feelings and behaviour improve self-esteem and prevent performance from
going further down. But people will still feel upset and encounter some frustration, because the new
job may seem to be of lesser status, it is not easy to work with the new instruments, previous skills will
have lost their value and the new group does not abide by the old rules. People need support to take
risks, to engage in experimenting with the new systems and in learning. They also need time «to

recreate their own sense of identity and self-esteem» (Carnall, 1986).

Stage 4 — adaptation. This is a stage of adaptation of the systems and of people to the new
systems and instruments. It is basically a process of trial and error and can be frustrating, raising anger.
The author contends that this is not resistance to change, but the result of individuals’ massive

investment of energy and the slow increase in performance.

Stage 5 — internalisation. The people involved have created new relationships; «processes have
been tried, modified and accepted ... the new behaviour becomes part of “normal” behavioum
(Carnall, 1986).

Finally, Carnall notes that not all people go through all of these stages, nor do they do so at the
same time or speed. Some people «may not go beyond the denial of change» (Carnall, 1986).

4.1.4. IMPLEMENTATION PROBLEMS

Resistance to change is one of the most important, but not the only problem, with
implementation. For instance, Alexander (1985) lists 10 frequent problems with implementation (See
Table 4.2).

Table 4.2. Ten Most Frequent Strafegy Implementation Problems

Problem number Ten most frequent strategy implemeniation problems

-~

Implementation took more time than originally allocated (delays)

Magjor problems surfaced during implementation that had nat been identified beforeband

Coordination of implementation activities was not effective enough

Competing activities and crises distracted attention from implementation

Capabilities of employees involved were not sufficient

Training and instruction given to lower level employees were not adequate

Uncontrollable factors in the external environment bad an adverse impact on implementation

Leadership and direction provided by deparimental managers were not adequate envugh

AN BN NN BN RN Y AN AN

Key implementation tasks and activities were not defined in enough detail

10 Information systems used to monitor implementation were not adequate

Source: Adapted by the author from Alexander (1985).
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The difficulties reported in the above Table may not be independent; some may be the
consequences resulting from others. For instance “problems surfaced during implementation” can

result in “delays”.

Resistance to change is not reported in this list, although it is possible to see at least five of the
problems in the list as possible consequences aﬁsing from lack of commitment/resistance to change.
These are the problems under number 1, delays; number 2, major issues surfacing during
implementation; number 3, ineffective coordination; number 4, competing activities and crses; and
number 8, inadequate leadership. In fact, according to Ansoff & .McDonnell (1990), resistance
manifests itself in different ways, introducing delays, inefficiencies, costs, instabilities, and efforts to
roll back the effects of the change, to sabotage it or «to “absorb” it in the welter of other priorities»
(Ansoff & McDonnell, 1990). Three other problems in the list of Table 4.2 can be seen as soxrces of
resistance to change. These are problems under number 5, insufficient employees’ capabilities; number
6, insufficient training given to lower level employees; and number 9, implementation tasks not
defined in enough detail. Perhaps only two of the ten problems in the Table are not directly related to
resistance to change. These are problems under number 7, uncontrollable external events; and number

10, inadequate information and monitoring systems.

Alexander (1985) groups the 10 implementation problems into two general types:

® pootly formulated plans «that no amount of implementation effort can help rescue»; and

® «failure to do the things required during implementation to ensure that a well-formulated
strategy is successful» (Alexander, 1985).

This classification suggests a third possibility in which other authors consider the problem of
implementation resides (Eccles, 1993; Roberts & Pitt, 1990; Wiseman, 1995; Oakland, 1995; Dyason
& Kaye, 1997; Porter, 1985). According to them, the roots of the problem are in the relationship
between formulation and implementation. More precisely, in the missing links between formulation

and implementation.

Some relationships between formulation and implementation are tackled in the next secton. The

“missing links approach” is considered more fully in Section 4.1.6.

4.1.5. RELATIONSHIPS BETWEEN FORMULATION AND IMPLEMENTATION

“Implement” is a transitive verb. One has to implement something, that is, an intention, a
'
decision or a plan. Since formulation and implementation are (should be) obviously linked, it is

possible to analyse the relationships between them.
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Two notes appear relevant here about the relationships between formulation and implementation.
The first note concerns the partial overlapping/simultaneity of these phases and the second the
different degrees of overlapping/simultaneity.

Gore e al. (1992) observed that the «tendency at the strategic level to ignore the operational
consequences will inevitably have strategic consequences by causing back-trackingy. This means that it

may be necessary, during implementation, to review the strategy or the plan.

Additionally, Ansoff & McDonnell (1990) noted that Japanese organisations frequently launch

certain implementation steps during the formulation stage. This means that there may be an

overlapping of the two stages.

Eccles (1993) has suggested a model (see Figure 4.2) with five stages: strategy formulation,
planning, endorsing, assembling and implementing. In his model, the five stages overlap to a certain

extent and back-tracking (or feedback) is also allowed.

Figure 4.2. Five Stages of the Strategy Process

VI S
Formulate A Assemble |

Plan

i Implement
Al -

v H

Endorse D T

Source: Eccles, 1993. -

The model

..tllustrates stages in the evolution and implementation of a purposeful strategic change in
which the formulation of the proposed strategy is linked with both the planning of its
inferences and the selling of the strategy as groups of relevant people endorse it, modify, and
assemble the resources needed for implementation to occur. There is feedback at every stage

and the stages can shift temporally, depending on the context, scope and type of strategic
change being undertaken. (Eccles, 1993)

The model considers the two ideas of overlapping stages and iterativeness (feedback). It also
includes political considerations (endorsement; the need to sell and to receive approval from different

groups) and the allocation of resources (assembling).!

Finally, the model also emphasises that strategy implementation is neither to plan the strategy,
nor to decide how to operationalise the strategy (Eccles, 1993). Some authors have defined strategy

implementation as “planning” or “deciding”. For instance, Hrebiniak & Joyce (1984) have considered

! Eccles (1993) does not give formal definitions of the five stages, except for implementation.
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«planning and organisational desigm to be the basic activities of implementation; and Stonich (1982) has
considered the decision of how to operationalise a strategy to be strategy implementation.2 According
to Eccles (1993), however, these activities are intermediate stages that precede implementadon. If
those concepts were true, no strategy would be translated into reality (Eccles, 1993). The concept of
implementation is related to action. Impleménting consists of actually effecting the necessary actions
according to the plan (see section 4.1.1 also), whereas planning and designing (or deciding how to
operationalise a strategy), however important they may be, are intermediate stages between the

conception of the strategy and its implementation (Eccles, 1993).

Implementation is action. It is not planning to act; nor thinking about acting; nor clearing

" the organisational decks for action; nor persuading others to back your proposed plan; nor
even just deciding what action should occur and how it should take place. 1t is the action
itself ... (Eccles, 1993)

The second note about the relationships between formulation and implementation is concerned
with the different degrees of 6ver1apping/ simultaneity of the five stages. According to the same
author, there is a spectrum of possible relationships between formulation and implementation or, in
other terms, a spectrum of different combinations between emergent and traditional planning models

(see Figure 4.3).

Figure 4.3. Types of Relationships Between Strategy Formulation and Strategy Implementation
(Combinations of Incremental/Emergent Models with Traditional Planning Models)

Integral Models
F §

Synonymous }Inctement A, emergeat models

Concurrent

Intermingled

Overlapping

Contiguous . )

y Sequential }Tradmonal planning models

Untelated Models

Source: Adapted by C. . F. Cindido from Eccles (1993).

The figure shows some different possible combinations between formulation and implementaton.
In the incremental or emergent models, formulation and implementation go side by side, integrated
and inseparable. In the traditional planning processes, implementation starts only after completion of
the plan, programmes, schedules and budgets. Thus, formulation and implementation are sequential
or contiguous. Eccles (1993) concludes that in the middle there are other possibilities, namely, the
intermingled and overlapping processes, which, unfortunately, he does not-explain. A possible
example of the intermingled process, however, may be that of modular planning, suggested by Ansoff

\

2 Stonich’s (1982) definition of strategy implementation is «deciding how to get your company from where it is today to
where it should be tomorrown.
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& McDonnell (1990).3

4.1.6. SOME MISSING LINKS BETWEEN FORMULATION AND IMPLEMENTATION

Some authors (Eccles, 1993; Roberts & Pitt, 1990; Wiseman, 1995; Oakland, 1995; Dyason &
Kaye, 1997; Porter, 1985) have considered the root of the problems with strategy implementation to
be a missing link between formulation and implementation. This seems an acceptable idea, especially
when looking at the models of Strategic Decision Making Processes (SDMPs). In such models (see for
instance Figures 2.10 and 2.12), formulation captures all the attention and is disaggregated in several
steps. Whereas implementation, almost ignored, is represented by a mere “black box”, the functoning
of which is neither disaggregated nor explained. Some steps (or links) concerning implementation may

be missihg in those models.

It has been noted previously that Eccles (.1993) emphasises how some authors have ignored the

fundamental characteristic of implementation, which is action. “Action” was missing in those views.

Roberts & Pitt (1990) consider that a missing link between formulation and implementation lies in
the identification of the Critical Business Activities (CBAs) supporting each Critical Success Factor
(CSFs).# They «contend that idendfying which CBA service[s] which CSF is ... vital in the
implementation process» (Roberts & Pitt, 1990). Correct identification makes the difference between

the success and failure of the whole process.

Other authors have adopted similar postures, focusing on critical actions (Wiseman, 1995) or
critical processes (Oakland, 1995; Dyason & Kaye, 1997).

Porter (1985) aims at building the «bridge between strategy formulation and implementaton». To
do that he proposes the value chain concept.5 According to Porter, each and every of the activities and
linkages of the value chain can provide opportunities for creating and sustaining a compentive
advantage. This means that they can also represent missing opportunities or points of failure in
developing a competitive advantage. Seeing the value chain as a missing link between formulation and
implementation is, in fact, to see all of its activities, its linkages and its management — this may cover
all of the organisational variables! — as missing links or, in other terms, as potential lod of
implementation difficulties. This seems to suggest that blaming just one aspect (missing link) for the

implementation difficulties of any strategic change may not be the best approach.

3 See Section 4.3 of this thesis which is concerned with dynamic models.
4 Sce Secdon 2.1.8.2 of this thesis which considers Critical Success Factors.

5 See Section 2.1.6.2. Other Instruments.
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4.1.7. SERVICE QUALITY STRATEGY IMPLEMENTATION AND SERVICE QUALITY GAPS

The concept of service quality strategy was discussed in sections 3.2.1 and 3.3 of the previous

chapter. It was noted there that a service quality strategy

...relates the service organisation to its environment and defines the way it wants to
compete. Service quality strategy precises the organisation’s competitive scope and its concept
of quality, through a selection of, and positioning on, the fundamental quéli_fy dimensions it
wants to compete with. Service quality strategy is also a set of guidelines that provides
orientation for everyone in the organisation. It should be thoroughly communicated, should
be meaningful for personnel, and shonld distinguish the organisation from others.s

Section 3.3 also introduced the concept of the service quality gap. Fourteen specific gaps were
defined. These relate to the:

® lack of management understanding of customers’ expectations and perceptions of the
service (Gap 1);

¢ failure to forge and communicate a coherent service quality strategy (Gap 2);

® lack of analysis, design and definiton of service quality specifications, or when
specifications exist, lack of consistency of the specifications with the strategy and the
management perceptions of customers’ expectations (Gap 3);

* lack of a supportive financial functon (Gap 4);

® lack of, or inadequate, internal communication (Gap 5);

® lack of integration/coordination (Gap 6);

e lack of coordination of other people and/or organisations in the value system (Gap 7);
® lack of an adequate human resource functon (Gap 8);

® inconsistency between service design/service quality specifications and the service
actually delivered by the service delivery system (Gap 9);

* inconsistency between what is externally communicated (promised) and what the service
delivery system is actually able to provide the customers with (Gap 10);

® inconsistency between contact employees’ perceptions of customers’ expectations and
customers’ actual expectations (Gap 11);

® inconsistency between contact employees’ perceptions of customers’ experiences and
customers’ actual experiences (Gap 12);

® difference between the service quality customers experience and the quality they expect
(Gap 13); '

¢ See Section 3.3.3.3. Service Quality Gap Model.
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® lack of accurate measurements on the fundamental service quality strategy variables and
lack of personal observation of the service quality provided (Gap 14).

These gaps have been seen earlier as impediments to service quality and, simultaneously, as
impediments to strategy formulation and implementation.” Table 3.9, at the end of the last chapter,
made a link between the gaps and three basic stages of the strategy process, showing the gaps that can
affect and raise problems at each stage. This table might be adapted to relate the gaps to the stages of
Eccles’ (1993) model or to an even mote complex model of the strategy process. The objective of this
chapter is to contribute to the development of 2 model of setvice quality strategy implementation that

considers and eliminates service quality gaps. Such a model must consider the set of questions raised

earlier.8

4.1.8. TWO CONSIDERATIONS ABOUT MODELS

This section is based exclusively on the work of Morris & Haigh (1998). It refers to the concept of

model and to the criteria that models must exhibit in order to be useful.

A model is built on a set of assumptions (called a paradigm). From these assumptions, a set of
prescriptions and a set of approved actions can be drawn. A model consists of these three sets and of

its logical relationships (Morris & Haigh, 1998). More generally, a model can also be defined as

...@ Structure comprising a set of variables which exhibit a set of specified inter-relations to
each other, those variables and inter-relations need have only limited correspondence to the
empirical phenomena and inter-relations among empirical phenomena to which they refer,
with measurement being used to abstract variables and inter-relations from empirical

phenomena. (Morris & Haigh, 1998)

According to Motris & Haigh (1998), these models may be used to describe reality, to esplain it,
to verify a theory and/or to make predictions. Two different models with the same objectves may
differ in their power to achieve any of the objectives stated. Thus, some criteria may be used to assess

the performance of a model. The criteria suggested by Morris & Haigh (1998) are as follows:

o walidity: encompasses various components. For example, the correspondence of the
model to the perceived reality which it is intended to represent; the operationality of the
model ascertained by continually referring back the model to empirical phenomena
through the testing of hypotheses; errors of structural commission which should be
prevented or severely circumscribed by operationality as should ervors of commission.

o flexibility: refers to the extent to which a model may permit the introduction of new

7 See Section 3.3.3.4. Importance of the Service Quality Gaps to a Strategy Implementation Process.

8 See end of Section 3.3.3.4. Importance of the Service Quality Gaps to a Strategy Implementation Process.
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data, and perbaps new concepts, without transgressing any of the originally formulated
inter-variable relations.

o generality: somewhat confusingly gemerality refers to both the model’s breadth of
app/z'miz'on and to its level of abstraction. As a general rule of thumb, the generality of
a model is an inverse function of the extensiveness of its structure and the degree to
which it corresponds with reality.

» measurement sophistication: although there is widespread support among social
scientist for the view that models do not need to make use of measurement theory to be
useful, most would give credence to the view that the greater the degree of accurate
measurement, using appropriate units of measurement, the greater the value of the
model.

o significance: a model must be applicable to sets of pbenomena which represent
important areas for investigation.

o internal logic: to deserve the acclaim of being held to be a model, any analytical
Schema must entail something more than simply suggesting a set of observations and be
constructed to ensure that empirical propositions can be deduced from its structure.
Only in this way can a model seek to explain ‘why’ rather than be confined to the
depiction of ‘how’. (Morris & Haigh, 1998)

Thus, in short, when building models, researchers should pay attention to its:

¢ correspondence with the perceived reality;

® capacity to admit the confrontation with new data or even new concepts;
® breadth of application and abstraction;

® inclusion of accurate measurements;

® applicability to sets of important areas of investigation; and

* possibility of deducing empirical propositions from the structure of the model.

These criteria «are both the terms by which models are defined and the terms by which models
are evaluated» (Morris & Haigh, 1998).

Few books «have tried to look at implementation as a whole subject, linking the numerous
concepts that may be helpfuly (Hussey, 1996). This chapter attempts to look fundamentally at

implementation and at some relevant concepts.
'

Helpful concepts related to the organisation will be considered and integrated in what will be

called below a “static model” of the organisation. The static models of current literature are
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summarised in Section 4.2. A very well known example is the 7-S framework. It is argued that the 7-S
framework, and other “static models”, can be used during strategy formulaton (as an aid to stimulate
thinking and to plan) as well as during strategy implementation (as an aid to action and to strategic

deasions that may have to be made or changed).

A dynamic consideration is also necessary, since implementation occurs during a period of time.
Some dynamic models of change management that are suggested in the literature to implement
strategic changes are summarised in Section 4.3. A synthesis of these models is attempted, with the
last section of the chapter making the link between static and dynamic models, and between these and
service quality gaps.?

4.2. STATIC MODELS

4.2.1. GENERAL ASSUMPTIONS OF THE MODELS

To change the level of velocity of a river its bed has to be narrowed down or widened,
rectified, cleared from rocks, etc. To decide how best to bring about such an actual change,
it does not suffice to consider one property. The total circumstances have to be examined.
For changing a social equilibrium, too, one has to consider the total social field: the groups
and subgroups involved, their relations, their value systems, etc. The constellation of the
social field as a whole has to be studied and so reorganized that social events flow
differently. (Kurt Lewin, 1947)

To change the behaviour of a group, all the circumstances involving that group at a given period
have to be analysed. To change the behaviour of an organisation, all of its fundamental circumstances
have to be studied. Some models have been proposed that capture fundamental aspects of an

organisation at any given time. Since these models are like photographs, they can be called “static

models”.
.

A photograph is limited in what it shows by both its physical boundaries — which exclude
everything outside the borders — and by the perspective adopted by the photographer in relation to
the object pictured — some aspects to the sides and at the back of the 6bject will not be seen. Thus,
the same object can be portrayed from different perspectives, showing different characteristcs.
Organisations, also, can be portrayed from different perspectives, each perspective emphasising
disuncuve aspects of the organisation. There are several static models, like photographs, emphasising

spedific dimensions of organisations.
!

9 Section 4.4. Mixed Models.
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Some sfatic models will be summarised in this section. These include, for instance, the 7-S model
and Johnson & Scholes’ (1999) cultural web.

The elements in these models are:

® clements all of which are organisationally important and cannot be ignored (Peters ef al,
1980; Perlitz, 1993);

® elements which have no previously defined hierarchical relation of importance (Peters ef
al., 1980);

® aset of dimensions which were put together to create instruments to do better and richer
diagnosis (Peters, 1984); '

® variables which must be monitored and subjected to information collection and
distribution;

® elements which may be in a zone of uncomfortable organisational debate, related to
vested interests, bases of power, reputation, attitudes and beliefs (Johnson & Scholes,
1999);

® dimensions useful to make an analysis of forces for and aga.ihst change (Johnson &
Scholes, 1999); '

® dimensions to use in assessing the extent of change which each one needs in a particular
organisation (Johnson & Scholes, 1999);

® clements which can be subjected to any kind of change, which are interdependent and

which have to be coordinated and aligned in coherence to make a company an organised
one (Peters e/ al.,, 1980; Hussey, 1995);

® clements which, once changed, will affect all the others. Some of these effects will be

helpful or compensatory, but others will be harmful or retaliatory (Leavitt, 1964; Leavitt ez
al., 1973). ’

® elements that «should be examined each time there is a change in strategy» (Hussey, 1995)
and «at each critical stage of the implementation process» (Hussey, 1995);

® clements useful to design a desired final state of the organisation after change has been
completed (Johnson & Scholes, 1999);

® clements which determine the success or failure of the strategic change (Johnson &
Scholes, 1999; Hussey, 1995);

® a set of dimensions for «udging the achievability of a strategic implementation»
(Chrstopher ef al., 1993).

'
These are characteristics and, at the same time, assumptions of the models.

Two more assumptions are those stated by Hrebiniak & Joyce (1984):
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«managers intend to be ratonal when formulating and implementing strategy, but that
rationality is bounded by limited cognitive and information processing capacities». This
limited rationality of managers «requires that large strategic problems be factored into
more local and manageable proportions to reduce the complexity of implementation’
activities» (Hrebiniak & Joyce, 1984).

® in «amplementing strategy managers should change only what is necessary and sufficient
to produce an enduring solution to the strategic problem being addressed» (Hrebiniak &
Joyce, 1984). This avoids unnecessary financial costs and human stress. Any violation of
this principle «only results in unnecessary change and potentially negative impact on

individuals responsible for the strategy implementation process» (Hrebiniak & Joyce,
1984).

4.2.2. SOME STATIC MODELS

4.2.2.1. LEAVITT'S MODEL

In trying to bring together different perspectives about organisations, Leavitt (1964) proposed a

simple model (see Figure 4.4) comprising four basic parts of an organisation: tasks, people, technology

and structure. His definitions are as follows.

Tasks. Tasks refers to the organisational raisons d’etre, may it be to produce a good or a service,

and to the darge numbers of different, but operationally meaningful subtasks which may exist in» the

organisation (Leavitt, 1964).

People (actors). People are those who manage or execute the operational tasks (Leavitt, 1964;
Leavitt ez al,, 1973).

Technology. Technology includes tools, machines, computers, software and knowledge to solve

problems and accomplish the tasks (Leavitt, 1964; Leavitt ef al, 1973).

Structure. Structure includes «systems of communication, systems of authority (or other roles), and

systems of workflow» (Leavitt, 1964).

Figure 4.4. Leavitt’s Model of the Organisation

/ e \
Tasks = T > Technology
\ . l /

People

Source: Leavitt (1964) and Leavitt e a/ (1973).
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These parts of the organisation are subsystems of the whole organisational system. «Sometimes
we may aim to change one of these as an end in itself, sometimes as a mechanism for effecting some
changes in one or more of the others» (Leavitt, 1964). Changes in one part may have helpful effects
and retaliatory effects on others. «Any of these changes could presumably be consciously intended; or
they could occur as unforeseen» (Leavitt, 1964). Somehow, the manager effecting the changes «must
identify the secondary and tertiary consequences of any change as well as its primary effects. If he

doesn’t, those unforeseen effects may more than cancel the primary effects» (Leavitt ef a/, 1973).

4.2.2.2. THE 7-S MODEL

With the basic intention of providing managers with a better tool with which to analyse their
organisation, Peters ef 4/ (1980) defined the 7-S Model.!® This is comprised of seven elements, as

follows.

Structure. Structure divides tasks, assigns them to people and provides coordination (Peters ef af,
1980). It defines hierarchy, formal authority and communication lines. Recently, however, the
«dimensions along which companies want to divide tasks have been multiplied» (Peters ef a/, 1980).
These can be functions, products, markets, geographical areas, Strategic Business Units (SBUs) and
others. The challenge to organisations is to develop the «ability to focus on those dimensions which
are currently important to the organisation’s evolution — and be ready to refocus as the crucial

dimensions shifty (Peters et al, 1980). Centralisation versus decentralisation is also an obvious

preoccupation when designing structure.

Strategy. Strategy is a plan of action that responds to or anticipates changes in the environment

and aims to improve the organisation’s position, in relation to competitors, by creating “unique value”
(Peters ez al., 1980).

Systems. Systems include all formal and informal procedures «that make the organisation go day by
day and year by.year» (Peters ef al,, 1980). It includes training systems, information systems, budgeting
syétems, planning systems and others. Systems are the ways things get done (or don’t) in the
organisation and «mirror the state of the organisation» (Peters ef a/, 1980). Systems can be changed
without inflicting severe restructuring to the organisation. Managers do not seem to pay attention to
systems but «t is astonishing how powerfully systems changes can enhance organisational

effectiveness — without the disruptive side effects that so often ensue from tinkering with structure»
(Peters et al., 1980).

Style. A manager’s style is the pattern bf actions and symbolic behaviours that he chooses to

19 The model was briefly introduced in Section 2.1.5.3. Dimensions of The Strategy Content and Types of Strategies at the
Corporate and SBU Levels (see also Figure 2.7). However, its elements wese not explained there.
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adopt. This pattern is more important than what he has to say. People «may listen to what managers

say, but they believe what managers do. Not words, but patterns of actions are decisive» (Peters ¢z al,
1980).11

Style is not confined to the Chief Executive Officer (CEO) or to the managers. Organisations as a
whole have a style. The organisation’s style is a reflection of its culture and has to do with the

organisation’s ability and willingness to change itself and its performance.

Staff (People). People are a «pool of resources to be nurtured, devéloped, guarded and allocated»
(Peters et al., 1980). The& should deserve the attention of CEOs and be carefully, «aggressively and
concretely» managed (Peters ez al., 1980).

Skills. Skills are crucial attributes or capabilities. They are what organisations do best. Skills
deserve the distinction of being in the 7-S model, because where strategy chdnges, skills must change.
Skills also warrant inclusion because «possibly the most difficult problem in trying to organise
effectively is that of weeding out old skills — and their support systems, structures, etc — to ensure that

important new skills can take root and grow» (Peters ez a/.,, 1980).

Superordinate Goals. Superordinate’ goals are goals of higher order, «a set of values and aspirations,
often unwritten ... around which a business is builts (Peters ef a/, 1980). They are guiding concepts,
«broad notions of future directions that the top management team want to infuse throughout the

-

organisation» (Peters e? a/., 1980).

The proponents of the 7-S model further note that it may be quicker to change strategy and
structure, the “hard” elements of the model, than the others, “soft” elements, which are frequenty
understood as more intractable, intuitive and irrational (Peters & Waterman, 1982). However, «the

pace of real change is geared to all seven Ss» (Peters ef a/, 1980).

These are the seven elements of the most famous, but not necessarily the “best” or the most

interesting, of the static models that will be summarised in this section.

4.2.2.3. IRONS’ MODEL

Irons (1991) emphasises six broad factors that have an impact on implementation. These factors

11 See also Section 2.1.4.3. Styles of the CEO.
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have been dxawn from the studies of several other authors!2 and are listed in Figure 4.5.

Figure 4.5. The Six Factors of Irons’ (1991) Approach

Involverent

Source: Based on Irons (1991) and adapted by the author.

Commaunication. Communication is a tool for management to deal with people. It includes three
aspects: «communication of goals and strategies throughout the organisation; lines of responsibilities;
and feedback procedures» (Irons, 1991).

Human factor. The human factor involves all the people in the organisation; their skills, mutual
understanding, communication and support. It is particularly important that managers can combine
the skills required to implement the strategic changes with the skills needed to help employees during
the change process. This help assumes several distinct forms including:

® ‘empathy’, «with empathy meaning an understanding of the struggle an individual faces
[during change], rather than simply making assumptions about what that individual
needs» (Irons, 1991);

* providing extensive communication;
® providing employees with new skills; and
o giving employees the personal support thejr need to overcome change.

Organisation Change. <The strategy should be made to fit the organisation rather than changing the

organisation to suit the strategy» (Irons, 1991). This means that if a positive attitude towards change

12 Among these authors, Alexander (1985), Carnall (1986), Reed & Buckley (1988) and Wernham (1984) are fundamental.
The remaining authors have not been included in the bibliography of this dissertation, because they have not been used
directly. The corresponding full references are: Frank Shipper & Charles S. White (1983), «Linking Osrganisational
Effectiveness and Environmental Changen; Robert M. Worcester (1970), «Managing changen; H. J. Kloeze, A. Molenkamp &
F. J. W. Roelofs (1980), «Strategic Planning and Participation: A Contradiction in Terms®; Shawki Al-Bazzaz & Peter M.
Grinyer (1980), «How Planning Works in Practice ~ A Survey of 48 U.K. Companies»; A. C. B. Wilson (1972), «Human and
Organization Problems in Corporate Planningy; H. HyBerschin (1973), «Participation in Planning»; Thomas G. Marx (1990),
«Strategic Planning for Public Affairsy; Ian A. Thornley (1988), «Creating a Productive Culture at Shell Chemicals»; Olle
Stiwenius (1985), «Planning for a Rapidly Changing Environment in SAS»; Paul Chapman (1988), «Changing the Corporate
Culture at Rank Xerox»; Karmjet Singh (1984), «Successful Strategies — The Story of Singapore Airlines (SIA)»; all from the
journal Long Range Planning.
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should and must be encouraged, unnecessary change must be avoided. Any proposed changes to the
organisation should pass the test of being relevant «both technologically and for the market (Irons,
1991).

Involvement. Managers, staff and other employees’ involvement in planning is seen as most
desirable. Their involvement can increase their identification with organisational goals, their
motivation towards these goals, and their acceptance of the necessary organisational changes. All this
can contribute to a lessening of resistance and to a reduction in the number of implementation

problems.

Perlitz (1993) explains what happens when people are not involved in organisational change and

argues in favour of employee involvement.

The lack of employee integration into the creative process of strategy development often
generates bias, which partly results from a given inertia, and partly from the offence of not
baving been asked. 1t is thus problematic to put a prefabricated strategy concept over any
organisation if the employee cannot identify with what is going on. In order to reach
acceptable strategy concepts, which take both employee ftreﬂgtb: and weaknesses into
account, it is necessary to consider strategy development as a bottom up procedure as well,
and search for mutually acceptable solutions. (Perlitg, 1993)

Although involvement has advantages, Irons (1991) notes that «the more there is cooperation [as
a result of increased involvement], the more there will be tensions». Organisations should ask the
question of «how to reduce these tensions and ensure employees’ acceptance» (Irons, 1991). Answers
to that question may involve structural changes. But it is probably more important to ensure that the
planning system is particulatly attentive to the human and environmental realities, and that it is

sufficiently flexible and responsive towards them (Irons, 1991).

Realism and culture. In order for a plan to be implemented successfully it should be realistic,

making the fit between the internal constraints (including culture) and the external changes.

Resources. Resources seem to include people, people’s skills, people’s involvement, management
support, management involvement, communication, technology and the time factor. This element
(resources) greatly overlaps with others in the model, since people, people’s skills, people’s
involvement, management support, management involvement and communication have been included
in other elements of the model. Only technology and the time factor have not been included. The

author being quoted, however, does not provide the definitions for these concepts.

4.2.2.4. HUSSEY'S MODEL

Hussey (1995) has suggested a model with nine variables that are fundamental to strategy
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implementétion. One of the variables is strategy, «the driver of the organisation», and the other eight
variables are structure, tasks, people, decision processes, culture, information systems, control systems
and reward systems (see Figure 4.6). Instead of giving comprehensive definitions of each element,

Hussey emphasises some questions that may be relevant.

Figure 4.6. Hussey’s Dimensions of Strategy Implementation

Information

pma.r ses

Source: Based on Hussey (1995) and adapted by the author.

Strategy. «The strategic vision and the strategies must be clearly defined, at least to the point that s
possible» (Hussey, 1995). Strategy may have to be developed in stages, thus dividing implementation
into stages also. At each stage, the strategies are refined and harmony between the other elements of
the model must be ensured. If an element of the organisation seems impossible to change, the strategy

will have to be reviewed and changed.

Tasks. Tasks concern what the organisation has to be able to do in order to implement strategy.
Some questions are relevant here, for instance: What tasks have to be changed or eliminated? What

tasks have to be undertaken more quickly, more cost effectively or with more quality?

People. Tasks are executed by people. A whole plan dealing with the following questions and
others may have to be developed. How many employees does the new strategy require? With what
skills and competencies? In what locations? What changes in the way people work will have to be

introduced? Should the morale and motivation be improved?

Structure. Structure must be harmonised with the new tasks and strategy. The basic question is
«Does the current structure facilitate or hinder the implementation?» (Hussey, 1995). Big issues related
to structure may be the number of management layers, the dispersion of strategic responsibiliu'és, the

dispersion of operational responsibilities and the ambiguity of responsibilities. If it is not possible to
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change these aspects in accordance with the new strategy, the new strategy must be reviewed.

Decision processes. (How are decisions taken, where are they taken, and where does the power lie?»
(Hussey, 1995). Is the key power exercised by just one function? Are the people competent enough

and aware of the preoccupations of the organisation’s various functions to be empowered?

Chultare. Culture is a result of several other factors, for instance the way power is exercised, the
decision processes, history and the patterns of organisational success or failure. Culture may act

against the strategy and against changes in any other variable of the organisation. Managers should

i,"
/
/
Information systems. dnformation is power, and the way information is shared in the organisation

anticipate and manage proactively to support the intended changes.

will have a powerful effect on, amongst other things, the culture. Information systems must ensure
that the right information gets to the right people on a timely basis» (Hussey, 1995). Information
should not be distributed according to the old structure of responsibilities.

Control systems. «The issue here is where control is exercised, and how it is exercised. Control
systems must relate to the key elements of the strategy» (Hussey, 1995) and must be the most
appropriate to the new strategy. For instance, does the control system blame people for errors or does

it try to «find the cause of the error to stop it happening»? (Hussey, 1995).

Reward systems. Reward means more than money, it means money, recognitdon and carer
development. Such rewards are strong drivers of people’s behaviour. Thus, there must be harmony
between what managers say they want people to do and those kinds of behaviours that are rewarded
by the system. If the reward systems are not changed to fit the new strategy, people will probably

continue to behave according to the old behaviours that are rewarded.

The nine elements summarised must fit together in order for strategy to be implemented
successfully (Hussey, 1995). Fit means simply the harmonious alignment of the strategy with all the
variables that make up the organisation. Accordihg to Hussey, «f the strategy is out of step with the
organisation variables, it has a good chance of failing; if all the variables are in harmony, the chances

of success are improved» (Hussey, 1995).

The author also emphasises that the elements of the model «should be examined each ume there

is a change in strategy» and «at each critical stage of the implementation process» (Hussey, 1995).

4.2.2.5. GALPIN’S MODEL .

Galpin’s (1997) “making strategy work model” is based on twelve “influence systems”. This set of

subsystems can be seen as a static model of the organisation. The subsystems are: (1) goal<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>