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Lesson One

Overview of Strategic Management

After studying this lesson, you will be able to
® Define Strategic Management
® Describe the three levels of strategic management
® Describe the three stages of strategic management
® Understand the guidelines for the effective strategic management
® Get a clear view of all the alternative strategies

<>Warm-up Box

Case: The Dynamic Computer Company Chooses Alternative Strategies
Directions: Read the case carefully. Discuss and make analysis after reading.

» CASE

Dynamic Computer, Inc. (DCI) is a highly regarded personal computer
manufacturer. It specializes in personal computer systems for individual’s needs in
business, education, at home, etc. It has newly developed the Dynamic III system
which aims at business firms and is much more expensive than the Dynamic II. Its
products are distributed to many independent retail stores or distributors. But none of
the retail outlets sells its products exclusively. Many of these outlets are not
marketing its products effectively. In the US, although the outlook for personal
computer continues to be positive, the market is highly competitive and is
characterized by rapid technological advances in both hardware and software.
Margins on software are nearly double operating margins on hardware. The entry of
more and more new firms has resulted in a decline in Dynamic’s sales, earnings and

market share.

Discuss and Analyze:
1. Discuss with your classmates and offer some alternative strategies for DCIL.

Read this lesson, and you will find out the solution to the suspended questions

about the case. (<
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Reading Passage A

What Is Strategic Management?

Strategic management can be defined as the art and science of
formulating, implementing, and evaluating cross-functional decisions
that enable an organization to achieve its objectives. It tocuses on
integrating management, marketing, finance/accounting, production/
operations, rescarch and development, and computer information

systems to achieve organizational success.

Benefits of Strategic Management

Environmental shocks during the 1970s and 1980s, such as
energy crisis, accelerating technological change, and increasing
global competition forced managers to develop a systematic approach
to analyzing the environment, assessing their organization’s strengths
and weaknesses, and identifying opportunities where the organization
could have a competitive advantage. The rate and magnitude of
changes that affect organizations are increasing dramatically. To
survive, all organizations must be capable of astutely identitying and
adapting to change. The value of thinking strategically began to be
recognized. Hence the strategic management.’ Strategic management
aims at allowing organizations to effectively adapt to changes over
the long run.

One survey of business owners found that 69 percent had
strategic plans, and among those owners, 89 percent responded that
they had found their plans to be effective. They stated that strategic
planning gave them specific goals and provided their staffs with a
unified vision. The benefits of strategic management can be viewed
as two aspects:

Financial Benefits. A study reported that up to 80 percent of the
improvement possible in a firm’s profitability is achieved through
changes in a company’s strategic direction. High-performing firms
tend to, do systematic planning to prepare for future fluctuations in
their external environments.

Non-financial Benefits. Besides helping tirms avoid financial
demise, strategic management offers other tangible benefits, such as
threats, and improved

an enhanced awareness of external

understanding of competitors’ strategies, increased employee

Strategic management .
the art and
formulanng, implementing,
and  evaluating  cross-
functional  decisions  thut
enable an organization to
achieve ity objectives.

science  of



productivity, reduced resistance to change, and a clearer

understanding of performance-reward relationships. Strategic
management also enhances the problem-prevention capabilities of
organizations because it promotes interaction among managers at all

divisional and functional levels.

Stages of Strategic Management
The strategic-management process consists of three stages:

strategy formulation, strategy implementation, and strategy
evaluation.

Strategy formulation includes developing a business mission,
identifying an organization’s external opportunities and threats,
determining internal strengths and weaknesses, establishing long-term
objectives, generating alternative strategies, and choosing particular
strategies to pursue. Strategy-formulation issues include deciding
what new businesses to enter, what businesses to abandon, how to
allocate resources, whether to expand operations or diversify, whether
to enter international markets, whether to merge or form a joint
venture, and how to avoid a hostile takeover. Strategy-formulation
decisions commit an organization to specific products, markets,
resources, and technologies over an extended period of time.

Strategy implementation requires a firm to establish annual
objectives, devise policies, motivate employees, and allocate
resources so that formulated strategies can be executed. Strategy
implementation includes developing a strategy-supportive culture,
creating an effective organizational structure, redirecting marketing
efforts, preparing budgets, developing and utilizing information
systems, and linking employee compensation to organizational
performance. Implementing means mobilizing employees and
managers to put formulated strategies into action.

Strategy evaluation is the final stage in strategic management.
Managers desperately need to know when particular strategies are not
working well. Strategy evaluation is the primary means for obtaining
this information. Three fundamental strategy-evaluation activities are :
reviewing external and internal factors that are the bases for current
strategies; measuring performance; and taking corrective actions.
Strategy evaluation is needed because success today is no guarantee
of success tomorrow! Success always creates new and different

problems; complacent organizations experience demise.

Strategy Sformulation
develops a business
mission, does the SWOT
analysis, establishes
objectives and  chooses
Strategies to pursue.

Strategy  implementation
establishes annual
objectives and policies,
motivates employees, and
allocates to execute the

Strategies.

Strategy evaluation
reviews  external  and
internal factors, measures
performance and takes
corrective actions.



Levels of Strategy

If an organization produced a single product or service,
managers could develop a single strategic plan that covered
everything it did. But many organizations are in diverse lines of
business. Each of these different businesses typically demands a
separate strategy. Moreover, these multiple business companies also
have diverse functional departments such as finance and marketing
that support each of their businesses. As a result. strategic
management occurs at three hierarchical levels in large organizations.

Corporate-Level strategy. If an organization is in more than
one type of business, it will need a corporate-level strategy. This
strategy seeks to answer the question: What business or businesses
should we be in? Corporate-level strategy determines the roles that
cach business unit in the organization will play.

Business-Level strategy. It seeks to answer the question: How
should we compete in each of our businesses? For the organization
producing a single product or service, the business-level strategy is
the same as the corporate strategy. For organizations in multiple?
businesses, each division will have its own strategy that defines the
products or services it will offer, the customers it wants to reach, and
the like. When an organization is in a number of different businesses,
planning can be facilitated by creating strategic business units. A
strategic business unit (SBU) represents a single business or grouping
of related businesses. Each SBU will have its own unique mission,
competitors, and strategy.

Functional-Level strategy. It seeks to answer the question:
How do we support the business-level strategy? For organizations
that have traditional functional departments such as manufacturing,
marketing, etc., these strategies need to support the business-level
strategy. Once the business-level strategy is made, all the functional
departments are expected to make their respective strategy to support
and facilitate the implementation of the business-level strategy.

Guidelines for Effective Strategic Management
Failing to follow certain guidelines in conducting strategic
management can foster criticisms of the process and create problems
for the organization.
An important guideline for effective strategic management is
open-mindedness. The willingness and eagerness to consider new

information, new viewpoints, new ideas, and new possibilities is



essential. All organizational members must share a spirit of inquiry
and learning.

Interaction is also considered vital to effective strategic
management. Interaction can enable firms to turn on their managers
and employees by nurturing them, sharing organizational objectives
with them, empowering them to help improve the product or service,
and recognizing their contributions. It’s essential that divisional and
functional managers be involved as much as possible in strategy-
formulation activities. Of equal importance, strategists should be
involved in strategy-implementation activities.

It is of equal importance to foster ethics culture. Business ethics
can be defined as principles of conduct within organizations that
guide decision making and behavior. Good business ethics is a
prerequisite for good strategic management; good ethics is just good
business! An ethics “culture” needs to permeate organizations.

The strategic-management process can be described as an
objective, logical, systematic approach for making major decisions in
an organization. Yet, it is not a pure science that lends itself to a nice,
neat, one-two-three approach. Based on past experiences, judgments,
and feelings, intuition is essential to making good strategic decisions.
Effective strategic management should be based on integrating
intuition and analysis in decision making. Choosing an intuitive or
analytic approach to decision making is not an either-or proposition.
Analytical thinking and intuitive thinking complement each other.

Key Terms
strategic management LS8l
high-performing firms b 4 % h &2 E)
division 217
levels of strategy s ER
hierarchical levels HFBER
corporate-level strategy 22 5] EAR K 5
business-level strategy 28] db 5B v
functional-level strategy BREESR 1] BR s
cross-functional B
expand operation ¥yFigd®
takeover #BE, B
mobilize A
complacent organization 5 R 444 8)

business ethics

LE3 T

The strategic-management
process is an objective,
logical, systematic
approach for making major
decisions . in an
organization.
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New Words
crisis /'kraisis/ n.  a period of great danger, difficulty, or uncertainty /&AL
monitor /'monita/ vt. to watch or listen to carefully over a certain period of time

for a special purpose Y 4z: 4|
magnitude /'maegnitju:d/ n.  greatness of size or importance E X; F-&M4

astute /os'tjuit/ adj. clever and able to see sth. that is to one’s advantage
BBLeg; FHEA
survey /'saivei/ n. a general study of conditions or opinions by asking people

questions 8 &
fluctuation/ \flaktju'eifon/n.  continual and frequent change &K %1; 33
tangible /'tzend3zibal/ adj. concrete; which can be felt by touch # # ¢4
enhance /in'hans/ vt. raise; make sth. higher &%
respective /ri'spektiv/ adj. of or for each one; particular and separate - £ 49
nurture /'noitfa/ vt. foster, develop 3% #
prerequisite /pri:'rekwizit/n.  sth. that is necessary before sth. else can happen #,:& &1

Phrases and Expressions

I. be involved in — become related to sth. F i, AA

2. adapt to — change in order to suit 8% vAiE jz

3. aim at — set sth. as the goal vA...H #%

4. over the long run — after a period of time; in the end & 4; & /&

5. turn on — make sb. get excited or interested in sth. 3] A2AF. . 693448

Notes

1. Hence the strategic management. Ay =4 7 e £ 32, X & —F 45 HR . hence 7] §
— %W 4RIEA A — AR T 8], 4o Hence the name Cambridge. i3 /%, “A IS 3 54"

2. multiple “%4F, $H°, W4 muli-&# “%#" (multilateral, multinational), & =% F

4 FT4LA mono- “—” (monologue, monopoly); bi-, di-, du- “=" (bicycle, dialogue,

duplicate); tri- “Z=" (tricycle, triplicate); quadri- “¥3” (quadrilateral); semi- “—¥"

(semi-final); #= centi-, cent- “—%H; —H 42— (century, centimeter).



Reading Passage B

Strategy in Action

Alternative strategies' that an enterprise can pursue can be
categorized into thirteen actions. All those actions, if ingeniously and
properly applied, may serve as useful tools in strategic management.
The thirteen actions may be classified into four types — integration
strategies, diversification strategies, and

strategies, intensive

defensive strategies.

Integration: Strategies

Integration strategies, sometimes also referred to as vertical
three
integration, backward integration, and horizontal integration. Those

integration  strategies, comprehend actions—-forward
strategies allow a firm to gain control over distributors, suppliers,
and/or competitors.

Forward Integration. Forward integration involves gaining
ownership or increased control over distributors or retailers. An
effective means of implementing forward integration is franchising.
Businesses can expand rapidly by franchising because costs and
opportunities are spread among many individuals. Approximately
2,000 companies in about 50 different industries in the United States
use franchising to distribute their products and services.

Backward Integration. Backward integration is a strategy of
seeking ownership or increased control of a firm’s suppliers. This
strategy can be especially appropriate when a firm's current suppliers
are unreliable, too costly, or cannot meet the firm’s needs. At present,
three ways are considered as adoptable: to use the recyclable
packages; to outsource, i.e. companies use outside suppliers, shop
around, play one seller against another, and go with the best deal; and
to reduce their number of suppliers and demand higher levels of
service and quality from those they keep.

Horizontal Integration. Horizontal integration refers to a
strategy of seeking ownership of or increased control over a firm’s
competitors. It is commonly used as the growth strategy. Mergers,
acquisitions and takeovers among competitors allow for increased
economies of scale and enhanced transfer of resources and
competencies.

1. alternative strategies: =]

ik ey Bt h &,

Forward integration
involves gaining ownership
or increased control over
distributors or retailers.

Backward integration is a

strategy of seeking
ownership or increased
control of a firm’s
suppliers.

Horizontal integration
refers to a strategy of

seeking ownership of or
increased control over a
firm’s competitors.



