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PREFACE

Like its predecessor volume, this revised edition of Business Policy and
Strategy: Concepts and Readings has been developed for business policy
courses in undergraduate degree programs, in graduate degree programs,
and in executive development programs for practicing managers. All such
courses study the job of general managers or top executives of organizations.
The skills required to perform well in such jobs, not only in business but also
in nonbusiness organizations, are the concern of this book. Emphasis is
placed upon the conceptual understanding and skill required of executives
with policy and/or strategy responsibility.

When the first edition was originally conceived by the authors, it was
envisioned as a presentation of basic concepts and their applications de-
signed to supplement the traditional business policy course based upon the
study and analysis of cases. Historically, most business policy books had
been case books that contained little or no textual material. In the first
edition, we had sought to reflect the development of a useful framework and
an emerging body of knowledge by presenting the conceptual foundations
of the field of business policy and enriching them with important readings in
this field. It was anticipated that this material would assist the efforts of
business policy case teachers.

In practice, however, the first edition was used at undergraduate,
graduate, and executive development levels as part of a variety of pedagogi-
cal approaches. While many instructors did use the volume as a supplemen-
tary resource to the use of cases in a discussion format, many others used it
as outside reading to support a lecture format. For some courses and semi-
nars, the contents of the book were the principal subjects for classroom
discussions. Others combined discussions of cases and the book’s contents.
Still others combined the book with business games or simulations.

With the subject of business policy having become a required course in
the curriculum of practically all undergraduate and graduate programs in
business, management, and administration (mandatory for schools accred-
ited by the American Assembly of Collegiate Schools of Business) and with
no basic agreement on the “best” way to conduct such courses, our intention
in preparing this revised edition is to continue to meet effectively the needs
of a variety of teaching formats.
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Thus whatever the teaching approach employed, instructors will tind that
this volume develops in detail a framework for the formulation and im-
plementation of strategy. Both the text and the readings examine and con-
sider in depth the formulation and implementation phases of strategy. Fur-
thermore the conceptual material is developed so as to be applicable to the
study of policy and strategy in business and nonbusiness organizations.
Numerous examples are drawn from both business and nonprofit settings
and presented in the greatly expanded text sections.

The revised text portion incorporates current theoretical and conceptual
developments in the evolving policy field and presents recent illustrations of
their meaning and import. The revised readings portion incorporates widely
respected, some “classic”, articles from the first edition and more recent
contributions to the literature that present refined approaches, interpreta-
tions, and applications. Recognizing the large number of instructors who
have successfully used the book in a noncase format, this edition has elimi-
nated from the first chapter the discussion of the case method approach.

However, the authors continue to personally hold the view that a most
desirable overall approach, particularly at the graduate and executive de-
velopment levels, is one that combines the use of the contents of this book
with cases from either the Intercollegiate Case Clearing House or from a
published case book. We believe that students can be trained only to a
certain point by being told by author or lecturer. Executives are not just
recipients of information. They have to analyze it and decide what to do
about it. Cases, when used as more than just descriptions or examples of
situations, confront students with administrative challenges to be analyzed
and for which programs of action have to be developed. This diagnosis/pre-
scription requirement is invaluable training for the top management aspi-
rant. For it requires students to become involved in a most demanding men-
tal exercise: the challenge of applying judgment and formulating workable
decisions.

Instructors seeking background material on the case method are referred
to Charles I. Gragg's classic article on the pedagogical philosophy of the
case method, “Because Wisdom Can’t Be Told,” included in the first edition
of this book. Also of interest is Arch R. Dooley and C. Wickham Skinner’s
“Casing Casemethod Methods,” an analysis of the objectives and classroom
styles of different type case instructors published in the Academy of Man-
agement Review, April, 1977.

In this revised edition, Chapter 1 introduces the student to business policy
as a field of study, develops the concept of strategy, and describes the major
elements of the strategic process. Chapter 2 concentrates on objectives and
the major factors such as the personal values of decision makers that influ-
ence objective setting. Chapter 3 presents the elements of internal analysis,
focusing in detail on the appraisal of an organization’s strengths and weak-
nesses. Chapter 4 turns to the external environment, discussing the major
forces that influence top management action and the process of appraising
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these forces. Chapter 5 is an entirely new chapter that examines the increas-
ingly important developments in the processes of environmental analyses
and strategic planning. Chapter 6 demonstrates how the internal assessment,
the external appraisal, and corporate and personal objectives and values
interact in the formulation of corporate or organizational strategy. The final
three chapters present the difficult task of implementing strategy. The three
traditional management tasks of organizing, planning, and control are viewed
as the key processes vital to the implementation of strategy within an or-
ganization.

It is the hope of the authors that this edition will provide both students and
their instructors with a useful body of material that facilitates understanding
and developing competence in the demanding, challenging, exciting, and
essential field known as “policy.”

February 1979 Daniel J. McCarthy
Robert ]J. Minichiello
Joseph R. Curran
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CHAPTER 1

INTRODUCTION TO POLICY AND
ORGANIZATIONAL STRATEGY

POLICY AND STRATEGY AS TOP MANAGEMENT
FUNCTIONS

Strategy management

An integrative function

Setting goals and objectives

Formulating major policies and plans

Providing and organizing the resources of the

organization

Implementing and controlling

Problems, opportunities, and decisions

The conceptual point of view

THE MEANING OF ORGANIZATIONAL AND BUSINESS
STRATEGY

UTILITY OF STRATEGY
THE PROCESS OF STRATEGY MANAGEMENT

FORMULATION OF STRATEGY AND MAJOR ELEMENTS
WITHIN STRATEGY

Strategic objectives
Product-market scopes as a major element within strategy
Allocation of resources, risk horizons, and time horizons

IMPLEMENTATION OF STRATEGY
EVALUATION OF STRATEGY
SUMMARY

READINGS

A top management job is the aspiration of many: the student who struggles
to learn; the graduate just launching a career; the young executive on the
rise; and the experienced executive reaching for the top. Some will achieve
the aspiration; many will not.

Luck, chance, personal influence, and bad judgment may place in top
management positions some who are not qualified for such a challenge and
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deprive others who may be very well qualified. Likewise, some of those
apparently most qualified will fail, while others with less impressive creden-
tials will act with great success.

Many who achieve a top management position will do so in the business
world. But an increasing number will become top managers of other institu-
tions: schools, hospitals, foundations, governments, and so forth. The skills
needed to be an effective top executive in these fields are essentially the
same as those needed in business. Thus, the concepts and approaches in-
cluded in this book, developed primarily in a business setting, are recom-
mended also to those who aspire to high managerial achievement in other
areas.

The principal target of this book is the top management aspirant who is
still a student in the formal sense. Thus, the book is designed essentially for
the advanced student of business management. However, practitioners who
have not experienced recent training in administration will find much that is
useful in these pages. This first chapter will introduce some of the essential
elements of the top manager’s job that are concerned with strategy and pol-
icy considerations. A subsequent chapter will analyze each of these aspects
of top management’s work in depth. Further, the concept and framework of
organizational and business strategy will be introduced.

POLICY AND STRATEGY AS TOP MANAGEMENT FUNCTIONS

Essentially, strategy considerations encompass deciding (a) what a com-
pany is to be; and (b) how it is to become what it is to be. In effect, strategy
includes the goals and major policies of the organization.' In recent years
the concepts of policy and strategy have been utilized as a framework to
explain many important facets of the job of top management. A news release
about the executive program at Dartmouth College’s Amos Tuck School of
Business noted that “the program focused chiefly on the design and im-
plementation of business policy, thereby providing participants with an ap-
preciation of the manager’s role in its broadest context.”2 Referencing a
major study of university executive programs, one paper presented at the
1976 Academy of Management Meetings noted that “of the curriculum
areas most commonly taught in university programs, a survey of the 100
largest business firms revealed that the most important area was business
policy.”?

'S, Tilles, “How to Evaluate Corporate Strategy,” Harvard Business Review, July—August
1963, p. 112.

2News release from the Amos Tuck School of Business Administration, Dartmouth College,
Hanover, N.H., August 10, 1974.

3W. H. Hegarty, “Contextual and Pedagogical Differences in Teaching Business Policy

among Academicians,” paper presented- at the National Academy of Management Meetings,
August 1976.
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Strategy management

The idea of strategy has developed into a useful vehicle by which to ana-
lyze critical elements of the job of top managers. The concept of strategy
management is considered to incorporate various activities including the
identification of strategy; the determination or formulation of strategy; the
implementation of strategy; the evaluation of strategy. Thus these tasks en-
compass a vital portion of the job of top management and are not to be
interpreted simply as strategic planning or long-range planning synonyms.
However, top management personnel are typically most concerned with
identifying and formulating strategy and with planning for and initiating its
implementation. Usually, the actual implementation process is carried out
by all members of the organization. Top management and lower levels in
varying degrees are vitally involved in the continuous evaluation of the
chosen strategy. The specific approach to strategic tasks and the particular
involvement of top management, however, does differ depending upon the
size of the organization.* Some larger companies have developed the staff
position, director of strategy, to aid line management in this key area. A
recent Wall Street Journal ad noted such an opportunity at Hillenbrand
Industries. It stated in part, “The Director of Strategy will report directly to
the Chief Executive Officer and will play a major role in determining the
future direction of this operating company.”>

An integrative function

“Dealing with the total enterprise provides challenges and opportunities
which do not exist in the management of a single part.”’¢ The chief policy
maker of the organization must consider as a totality all aspects of its busi-
ness, including those which affect the organization from within and without.
Not only must he or she be informed about all facets independently, but
further must analyze each and then pull together all relevant aspects in a
form meaningful to the guidance of the organization. Decisions must be
made utilizing the integrated and analyzed information. The monumental
complexity of this task, of course, increases almost geometrically as an or-
ganization grows in size.

How is this integrative aspect of the executive function accomplished? It
is accomplished principally through the function of setting goals or objec-
tives; framing major plans and policies to accomplish these goals; providing

“For a full discussion of this point, see F. F. Gilmore’s article included in the readings of this
book, “Formulating Strategy in Smaller Companies,” Harvard Business Review, May—june 1971.

sHillenbrand Industries ad for “Director of Strategy,” The Wall Street Journal, November 15,
1977.

sRobert L. Katz, Cases and Concepts in Corporate Strategy (Englewood Cliffs, N.).:
Prentice-Hall, Inc., 1970), p. 7.
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and organizing the resources needed to achieve the purposes; and carrying
out the necessary activities to see that the organization accomplishes its var-
ious purposes. This integrative role so vital to all organizations is the essence
of strategy management.

Setting goals and objectives

Barnard has explained that the executive is “to formulate and define the
purposes of the organization.”” Some would say defining the “mission” of
the organization is the central function. In analyzing this task, it becomes
apparent that here is the source of inspiration from which flows the life of the
organization. It is at this stage that a decision is made as to what the entity is
to be, or expressed differently, what business the company is to pursue.

Unless a fully conscious and realistic decision is reached in this area of
objective definition, management can never know if it is doing what it might
do best, doing what it wants to do, or doing all that it may be capable of
doing. Unless its central mission is clearly defined, an organization can
hardly find focus for its myriad activities. Strategy formulation is concerned
primarily with this most crucial aspect of total organizational purpose.

Formulating major policies and plans

The management which succeeds in establishing the major purposes of its
organization will not even have completed this important step when it will
already be asking how to achieve these ends, in what order, or over what
period of time. It will become quickly involved in the policy making and
planning needed to steer its way on the road to achieving the objectives that
have been established.

Although a tremendous amount of detail and data will eventually be gen-
erated and utilized in making policies and plans, the top management team
will most likely be concerned only with the most basic of these.

Providing and organizing the resources of the organization

Strategy formulation as described thus far has suggested a process quite
intellectual in nature. It has required an analytical view and a conceptual
and integrative ability on the part of top managers to visualize the potential
and direction of the enterprise. The process of providing and organizing
resources is similar, but it further moves toward action and toward the im-
plementation of strategy.

The well-known investment firms of Loeb Rhodes and Company and

Chester 1. Barnard, The Functions of the Executive (Cambridge, Mass.: Harvard University
Press, 1938), p. 215.
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Hornblower, Weeks, Noyes, and Trask, Inc., had this process in mind when
they announced recently plans to merge into “what would result in one of
the nation’s largest brokerage houses with capital of about $120 million and
about 250,000 customer accounts.” The chairman of Loeb Rhodes “pre-
dicted that middle-sized firms will have great difficulty surviving in the fu-
ture.” He noted, “there will always be a place for the small retail firm as well
as the giants, but I'm not sure there will be a place for the people in be-
tween.”® These two organizations plan to merge in order to have the re-
sources with which to compete in a rapidly changing investment environ-
ment.

Initially, organizing resources, human, financial, and physical, is an
exercise in logic with the basic objectives and strategy of the company
always in mind. Soon though, as decisions are made, actions must be taken,
money must be raised, buildings built, and people hired, or sometimes let
go. All of these resources must be organized in a fashion which best serves
the purposes of the organization. Organizational structure, once determined,
is usually slow to change, and basic changes should be most meaningfully
coordinated with the organization’s strategy.

Implementing and controlling

The line between formulating and implementing is truly a fine one, and in
practice it often seems that one hardly exists. Implementation, however, is
concerned more with the day-to-day activity by which purpose is accom-
plished, resources are utilized, activities are directed, results are monitored,
and operations are controlled. The heart of this phase of the management
process is communication and information. Whether oral or written,
whether figures, words, or symbols, whether formal or informal, the informa-
tion which is generated in and around the activity of the business is what
enables the executives to direct and control the organization toward the
achievement of corporate goals. It is often, too, the communications of the
top executives which motivate the people of the enterprise or which fail to
do so. These responsibilities of managers are a vital part of the process of
strategy management.

Problems, opportunities, and decisions

Two activities take a major part of any top manager’s time. Discovering
the important problems, issues, or opportunities to which time should be
devoted is the first; the second is solving these problems by making the
appropriate decisions or selecting the most promising opportunities. Both

#“Loeb Rhodes, Hornblower Give Details on Merger,” The Wall Street Journal, October 28,
1977.
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can be most intelligently and ably handled if viewed within the structure of
an organization’s strategy. New York’s largest bank holding company appar-
ently is attempting to utilize better its resources by extending its strategy into
the broker-dealer business. “Initially it will sell only Citicorp securities in a
test program to tap consumers as a source of financing the operations of the
company’s nonbank subsidiaries.” The notes will be sold through the outlets
of a company subsidiary, Person-to-Person Financial Centers, which offer.a
variety of services ranging from personal loans to second mortgages.® While
seizing an opportunity, Citicorp has created potential problems for many
securities dealers.

It is important here in recognizing problems to emphasize again the inte-
grative nature of the top management job. Problems which gain attention at
this level are complicated, multidimensional, and have major ramifications
for the organization and, usually, beyond the organization. And these prob-
lems seem to be endless. They arrive before the executive from many
sources, and the supply never diminishes. The same applies to opportunities,
but often these are harder to recognize. The most successful managers might
well be those who are able to tell the difference and act accordingly.

The first job for managers then is to decide what problems or oppor-
tunities most warrant their attention. Considering such issues and oppor-
tunities in the light of the organization’s strategy will be of immense help to
the executive facing them. If the problem or opportunity is worthy of consid-
eration, the executive must gather all needed information at a cost of time
and money, decide how much is enough, and proceed to “solve the prob-
lem,” or “capitalize upon the opportunity.” Again, this response will very
often be most appropriate if it is made in light of strategic considerations.

The example of Storage Technology Corporation, a small computer
peripherals manufacturer may serve as an illustration of problem solving
within the context of an organizational strategy. Started in 1968 by ex-IBM
employees, the company scored major successes by 1973, grossing $150 mil-
lion and netting $10 million. The company’s product was high precision
memory equipment for computers. Problems started in 1972 when IBM
slashed prices of its own memory equipment by 35 percent. Chase Manhat-
tan Bank refused to lend the company more expansion money. [BM’s price
cuts were about sufficient to wipe out Storage Tech’s profit margins if it tried
to compete on this basis. Jesse Aweida, the company president, decided to
compete on the basis of quality as well as on price and to boost production
to get unit costs down. While almost going under, the company persisted
and today produces more tape devices than even IBM, selling primarily to
big quality-conscious users like Ford Motor and the Internal Revenue Ser-
vice. It has expanded the line to include a memory disc and a small com-

*“Citicorp Forms Securities Firm, May Fuel Controversy over Banks' Role in Market,” The
Wall Street Journal, September 16, 1977.
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puter system. lts equity capital has grown from $1.6 million in 1970 to $4.4
million, with sales expected to be $220 million in 1978. Aweida discusses
the problems and opportunities in this way.

To compete with IBM, a company has to focus down and concentrate on a very
narrow market. In that market you have to commit the technological innova-
tion. You must always have the most advanced features, sometimes before IBM
has them, and your customers must know that you will never allow your
equipment to become obsolete . . . . Actually IBM outspends us on research,
even in our own area. But we can be more efficient in our spending . . . . we
can make our decisions early in the process. We can do enough homework
first to concentrate on the one (approach to a problem) with the greatest prom-
ise.’?

At times, the solution of the chief executive may be in a short statement,
memo, or telephone call by which the decision is communicated. Actually,
this decision will probably only start the mechanism toward the solution. Yet
such decisions at the top are the source of direction for the enterprise and
lead to countless other decisions within the overall organization. This
never-ending process makes it critical that an understanding of the corporate
strategy is found at the various levels within the organization. Without such a
common denominator, there is far less probability of coordinated action at
all levels toward overall organizational goals.

The conceptual point of view

From the foregoing brief analysis of strategic management as a view of the
top executive job, it should be apparent that the individuals who fill these
positions or aspire to do so, as well as those who would meaningfully study
this field, must develop a point of view indispensable to understanding what
is involved. That point of view must involve the nature of conceptualization,
that special facility of abstractly constructing and viewing ideas and opera-
tions as a totality. Included in this view must be the ever-changing environ-
ment in which the organization functions.

The ability to sense what information is needed and appropriate and how
it should be ordered to facilitate understanding assumes an analytical and,
where feasible, even a scientific approach to knowledge, problems, and de-
cisions. Yet, the exercise of informed judgment retains the essential qualities
of an art which has no claims on certainty. The best use must be made of all
knowledge, skill, and abilities to exercise judgment, to arrive at conclusions,
and to make decisions, while recognizing the uncertainty involved in the
entire process.

The management of McDonald’s Corporation is credited with these qual-

10%A Corny but True Story: How Storage Tech Almost Became Storage Wreck, but Ended Up
as a Venture Capitalist's Dream,” Forbes Magazine, October 15, 1977, p. 130,



