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Strategy: An Introduction

As the business environment becomes more complex, strategic management is gaining in importance. Few words are as commonly used in management as strategy. In simple terms, strategy means looking at the long-term future to determine what the company wants to become, and putting in place a plan, how to get there. 
Strategy is both art and science. Strategy is an art because it requires creativity, intuitive thinking, an ability to visualize the future, and to inspire and engage those who will implement the strategy. Strategy is science because it requires analytical skills, the ability to collect and analyze information and take well informed decisions. 

Without a strategy, an organization is directionless and vulnerable to changes in the business environment. Strategy acts as some kind of a guidepost for a company's ongoing evolution. Strategy provides a direction for the company and indicates what must be done to survive, grow and be profitable.

According to Constantinos Markides
, strategy addresses three questions:

· Who are the customers?

· What products/services should be offered to them?

· How can the company do this efficiently?

These questions look deceptively simple. But it is the answers to these questions which form the core of corporate strategy.

The term strategic is widely used but often in the wrong context. So we must understand the term carefully. We can call an issue strategic if it requires top management involvement, involves major resource commitments, has a long term impact or has organization wide implications. Though the involvement of top executives is a must in strategic management, people at all levels in the different business units and functions must also be involved. Unless the plans are understood and implemented effectively at these lower levels, the whole purpose of strategic management would be defeated. 

The ten schools of strategy

The body of knowledge on Corporate Strategy has evolved over time. With different schools of thought looking at strategy in different ways, it is a good idea to review all of them briefly so that we get an integrated picture. According to Henry Mintzerg
, there are ten different schools of strategy:

· The Design School: Aims at creating a fit between internal strengths and weaknesses and external threats and opportunities. 

· The Planning School: Views strategy as an intellectual, formal exercise, involving various techniques.

· The Positioning School: The company selects its strategic position after thoroughly analyzing the industry. Effectively, planners become analysts.

· Entrepreneurial School: The focus here shifts to the chief executive who largely relies on intuition to formulate strategy. The emphasis is less on precise designs, plans or positions and more on broad visions and perspectives.

· Cognitive School: The focus here is on cognition and cognitive biases.
· Learning School: Strategies are emergent, not deliberate. They evolve as the organization learns. 
· Power School: Strategy making is rooted in power. At a micro level, people are involved in bargaining, persuasion and confrontation. At a macro level, the organization uses its power over others and among its partners in alliances, joint ventures and other network relationships to negotiate things in its favor.
· Cultural School: Views strategy formulation as a process rooted in culture. Culture shot into prominence after the Japanese style of management became widely written about in the 1980s.

· Environment School: The focus here is on coping with the environment.

· Configuration School: This school views the organization as a configuration and integrates the claims of other schools. A variation of this somewhat academic perspective is a more practitioner oriented view which focuses on how an organization moves from one state to another, such as from start up to maturity.

Clearly, the approaches mentioned above, need not be viewed as exclusive, watertight compartments. They can be combined in appropriate ways.

The Economic Goals of an Organization 
Understanding the firm’s long term economic goals is the starting point in strategy formulation. As Pearce and Robinson
 rightly put it, three economic goals must drive the strategy of any organization – survival, profitability and growth. A firm has to first survive, if it is to serve the interests of the stakeholders. Survival is often taken for granted. But many companies do go bankrupt. Indeed, the average life of a Fortune 500 company is only 40-50 years, according to the research of former Shell executive Aries de Geus
. Reckless or expedient short term oriented decision making, complacency and quick fixes to structural problems are some of the ways in which the survival of an organization is threatened.
Profitability is the main goal of any business. Not only should the firm make profits but it must also ensure that these profits are sustainable in the long run. Moves aimed at improving  short term profitability must be avoided. Equally important, the profits should come from the core business of the company, not through non operating income (such as sale of assets) or accounting manipulation.
The third goal is growth, or more precisely profitable growth. A profitable organization which is not growing is a cause for alarm. Lack of growth means the company is not able to identify opportunities to expand its market, compete with other players, develop new products, attract new customers, etc. Lack of growth also implies that competitors are probably moving ahead, thereby marginalizing the company’s competitive position. 

The slow growth of famous companies like Microsoft and Hindustan Lever has been a major source of worry for investors in recent times. 

Strategic Planning

In general, strategic plans contain the following components: 

· Vision: the organization's deeply desired future. 

· Mission: the organization's purpose in terms of products, technology and markets.
· Core competencies: the tangible and intangible  assets the company will need to build and leverage to gain competitive advantage. 

· Values: the driving beliefs that define a company's culture, help managers to set priorities and guide day-to-day operations.
· Strategic objectives: the targets that allow a company to measure how it is performing in key result areas such as market share, customer loyalty, quality, service, innovation and human capital. 
The business environment needs to be analyzed carefully before a strategic plan is prepared. According to Pearce and Robinson
, the business environment can be divided into the remote environment and operating environment.  The remote environment includes political, economic, social, technological and industry factors.  The operating environment has a direct impact on the ability of the firm to sell its products and services profitably. Among the factors to be considered here, are competitive position, customer profile, reputation among suppliers/ creditors and the labor market. The operating environment is much more under the control of the firm, compared to the remote environment. So the firm should be more proactive in dealing with the operating environment. 

Environment data must be collected for a meaningful range of factors. Such data should be analyzed to determine the implications for the firm in terms of opportunities and threats. Strategic plans should be sufficiently flexible to deal with unexpected variations from environmental forecasts. 

During the planning stage, the company will also have to identify key issues, for example, weaknesses to be addressed or opportunities to be exploited with respect to the products and services to be offered to customers, the internal process changes needed to support the company's strategy, and the skills and resources needed to create value more efficiently and effectively. Some of the important issues faced by any organization are costs, service, new markets and products, geographic expansion, acquisitions, divestitures, organizational structure, core competencies and processes, new technologies, training and development, and information systems.
Any plan also involves commitment of resources. Adequacy of existing resources, training needs, requirement of new information systems, etc must be carefully examined.  
Strategic management decisions take place at three levels: Corporate, Business Unit and Function. Corporate level decisions tend to be macro level and conceptual in nature. The choice of business, the kind of growth strategy to pursue and the kind of capital structure the company should have, are good examples. Business level decisions cover more specific areas such as plant location, market segmentation, geographic coverage and distribution channels. Functional level decisions tend to cover the next level of detail such as choice of plant/equipment, inventory level, etc.

Operationalising the Strategy
The difference between the best and the average companies often lies not in strategic planning but in the way strategy is implemented. The key issues must be translated into action plans, which  must include the key metrics, timelines, important steps involved, resources needed, cross functional collaboration required, etc. Effective implementation demands identification of annual objectives, functional strategies and appropriate policies, that are aligned with the long-term plans/objectives. 
Annual objectives effectively break down long-range goals into what needs to be achieved during the year. So they must be focused, specific and measurable. Examples of annual objectives include:

· To reduce employee attrition by 10% by the end of the year.

· To reduce time from order receipt to order execution by 20%

· To increase the member of consultants in the company, who are Six Sigma Certified Black Belts by 30%

Functional strategies represent the action plans for the subunits of the company. Functional strategies outline how key functional areas like marketing, finance, operations, R&D and human resources must be managed. Functional strategies must be framed with respect to each key activity. Take the case of pricing. The following issues must be addressed:

a) What segment is being targeted – mass market or premium end of the market?

b) How much of price discrimination should be practiced across customer segments?

c) Is the cost structure aligned with the price?

d) What kind of discount can be offered, given the cost structure?

e) Should the price be above or below that of competitors?

Policies act as specific guides for operating managers and their subordinates. By linking  policies to long term objectives, strategy implementation is greatly facilitated. Policies are clear statements about how things are to be done. They ensure disciplined decision making without the need for frequent intervention by top management. By standardizing answers to many questions, policies not only speed up the decision making process but also help establish consistent patterns of action and reduce the uncertainty involved while handling routine problems. 
Strategy implementation will not be effective without defining accountability. Managers need to determine who will be responsible for the overall effort and, in turn, who will "own," or be responsible for, each of the different steps. 

Accountability, autonomy and responsibility go together. Managers need to clarify how much autonomy individuals and teams will have in discharging their responsibilities. 
Some individuals may like to consult other team members before making a choice. Others may be capable and confident of making decisions independently. A few others may have relatively little experience in decision making. Managers may want to empower them to make some lower-risk decisions themselves to gain more exposure. 

Communication is an integral part of operationalising the strategy. Even the best-thought-out plans cannot be executed unless team members enthusiastically understand the plan, are convinced about it and discharge their responsibilities skillfully.
Meetings, informal conversations, e-mails, and other communication channels can be used to communicate the importance of the company's strategy and the role of different groups in implementing it. Communication must focus on the following: 

· Rationale for the company's strategy. 

· How the initiatives that are being carried out, support the corporate strategy

· The implications if the plans are implemented successfully
· The implications if the company fails to implement its plans. 

· The attitudes and behaviors expected from each person in the team. 

Regular communication can go a long way in making people believe that strategy is truly a collective responsibility.

Change Management

Managing change is an integral part of strategic management. Analysis of industry structure, competitive positioning, resources currently available to the firm or a sharp decline in the company’s financial performance may indicate the need for launching a major change initiative. Effective change management calls for a clear vision about where the organization is heading, involvement of people, responsibility for taking action and appropriate measurement and control systems. 
Radical change is usually best implemented by outsiders, who can bring in fresh perspectives. A new CEO promoted from within but who is not closely associated with the past strategy, can also spearhead the change initiative. Leadership of radical change initiatives usually involves creating an inspiring vision of the future, supporting them with tangible and symbolic actions and generating support and commitment across various levels of the organization.

Change is difficult for most people due to various reasons. Change tends to be seen as an admission that something wrong has happened. Change also upsets status and power relationships. Resistance might take the form of outright defiance, apparent agreement to do something but failure to follow through, an emotional attachment to the way things have been done in the past and diminishing commitment to the job. 

People who resist change can slow down things. They must be dealt with on a one-to-one basis. After understanding the reasons for their resistance, various approaches can be tried out:
· Give them plenty of information about market developments and why the corporate strategy and initiatives are needed. 

· Invite them to participate as much as possible in planning and implementation, so  that they have a personal investment in the strategy and initiatives. 

· Identify the reasons behind the resistance.  Mentoring/Counseling may overcome the resistance.
· Training can go a long way in facilitating change. Training can impart new skills and competencies and facilitate behavioral intervention. 

If all these approaches fail, managers may have little choice but to move such people to areas where they are less likely to do harm. In extreme cases, people resistant to change should be dismissed in the larger interests of the organization. 

Strategic Control
 
Strategy implementation may take years. But companies cannot wait till a strategy is fully implemented to compare actuals with targets. Strategy must be tracked as it is being implemented. Suitable mid-course correction must be taken in response to various developments, internal and external. According to Pearce & Robinson, strategic control has four aspects:
· Premise control
· Implementation control

· Strategic surveillance

· Special alert control.

Premise control aims at checking systematically whether the assumptions made during the strategic planning exercise still hold good. It is not necessary to track all the assumptions made during planning. It makes sense to focus on those assumptions which are likely to change and which would have a major impact on the organization if they did. When these assumptions change, plans also must undergo a change.
Implementation control examines whether the overall strategy should be changed in light of unfolding events and the results of the various actions already taken to implement the strategy. One useful technique is a milestone review. It involves a full-scale reassessment of the strategy and the advisability of continuing or changing the direction of the company. Such a review may take place after a passage of time, occurrence of critical events or at points before major resource allocations.

Strategic surveillance involves monitoring a broad range of events, internal and external, that may derail the strategy or significantly influence the implementation. Special Alert Control is a mechanism to thoroughly and often rapidly reconsider the firm’s strategy in the wake of a sudden, unexpected event. Occurrence of such events must trigger off an immediate and intense reassessment of the company’s strategy and circumstances and a re-look at the plan.

At lower levels, operating managers need control systems to guide the allocation and use of the company’s resources. These systems set performance standards, measure actual performance, identify deviations from standards and initiate suitable corrective action or adjustment. Examples of operational control systems include budgets, schedules and key success factors. A budget is simply a resource allocation plan. Scheduling helps in allocating the use of a time-constrained resource or arranging the sequence of interdependent activities. Key success factors must receive constant management attention. 

Evaluating and Rewarding Performance 

Evaluating performance entails measuring how a unit as a whole and individuals have fared, with respect to set objectives, using both qualitative and quantitative criteria. 

Qualitative criteria are those where numbers cannot be put. Some examples are: 

· How much is the unit exceeding expectations in the accomplishment of strategic initiatives? 

· What is the commitment to learning?

· Are individuals developing innovative ways to accomplish the job? 

· How well is the unit working together as a team?  Are team members collaborating with one another, resolving conflicts, and sharing what they've learned? 

· How well does the unit plan ahead? 

· How deeply do team members understand the company's business, their own role in supporting the corporate strategy, and the details of the action plans they're responsible for? 

Quantitative criteria focus on revenue, cost of goods, market share, and other quantifiable and measurable parameters. For example, a unit might decide to increase revenue by 20% annually over the next three years. At the end of Year 1, the unit may review the situation and confirm whether revenue did in fact increase by 20% that year. 

People can be rewarded for good work in different ways. Most people want some form of financial reward for their work. A few are motivated by non monetary factors such as recognition, power and influence, autonomy, job variety and learning opportunities. So a judicious combination of financial and non-financial rewards must be used to encourage a culture of excellence.

The reward system should be transparent. Employees must understand clearly what is expected of them, and the kind of rewards they will receive if they perform well. Some of the issues that must be communicated to people in a transparent manner include: Is the reward system permanent, or will it be modified or discontinued after sometime? Will everyone be eligible for rewards? For example, if the reward system features bonuses for sales of a new product, will the R&D staff  also be rewarded for their contribution?  

The Road Ahead
The classical views of strategy have focused on understanding industry structures and developing suitable capabilities to position the firm effectively in relation to competitors. But in today’s complex and changing environment, when the very boundaries of many industries are being constantly reshaped, does it make sense to try and understand the evolving industry structure? Are ad hoc short-term movements the only way to cope with the uncertain environment? Is long term strategic planning no longer relevant? 
The short answer is that strategic planning is as relevant as ever. It provides direction. As John Hagel III and John Seely Brown
 mention, speed without a sense of direction may result in random motion. Without a sense of direction, companies may become reactive and sometimes spread their resources thin, by pursuing too many options simultaneously. 
Even in tech industries which are always in a state of flux, long range planning is important. They give the example of Microsoft which developed a strong sense of direction in two sentences: “Computing power is moving inexorably to the desktop. To succeed, we must own the desktop”. The directional statement acted as a powerful guiding force even during times of major challenge over a period of almost two decades. To be effective, directional statements should be brief and high level. “In complex, rapidly evolving markets, any attempt to specify outcomes in detail is bound to create the illusion of greater insight and control over events then warranted……it might be more accurate to describe these statements of long-term direction as focusing or orienting perspectives rather than definitive statements of advantaged positions. The statements help executives know when to look, rather than telling them what they will find.” 
To strike a balance between speed and direction, two different time horizons are needed – a long term horizon for setting the direction and a short term horizon to focus on operational initiatives. Hagel III and Seely Brown have come up with a frame work called FAST – Focus, Accelerate, Strengthen, Tie all together. Focus refers to long term positioning, and specialization and capability building in the chosen area of business. Accelerate means moving fast in the short term. Strengthen means removing road blocks that prevent faster movement in the short run. This includes building shared meaning and trust and making appropriate investments in information technology. Tie it all together means integrating these three components across networks of organizations to amplify learning and accelerate capability building. As they mention: “The sequential approach of traditional  strategies simply cannot generate the rapid learning and capability building that one from moving quickly back and forth between a very short-term operational horizon and a much longer term strategic horizon”. 
In fast paced, intensively competitive markets, how can companies develop superior strategic decision making skills? According to Kathleen Eisenhardt, effective strategy formulation is about
:

· Building collective intuition

· Encouraging healthy conflict

· Maintaining a pace so that decisions are taken within a stipulated time

· Defusing political behavior. 

Building collective intuition means gathering information on real time basis and involving people by holding intensive discussions with them in groups. Through such discussions, the company can get a sense of how it should move ahead. 

Inviting and debating divergent views is an important part of strategy formulation. Conflict promotes creative thinking, a healthy debate on the various options available, validation of the various assumptions made and an overall improvement in the quality of decisions.

The companies which are good at strategic planning get into action mode quickly. They encourage debate and bring a lot of energy into the discussions. But they also know when to stop  the deliberations and freeze the decision. While trying to build consensus, they know how to break a deadlock. They take a decision even when people are finding it difficult to agree and come to an understanding. On the other hand, companies which are weak in strategic management, tend to postpone strategic decisions and end up making hurried last minute decisions.  
Strategic decision making has its associated share of politics. Politics must be minimized, if not eliminated, by emphasizing a shared vision and through a more balanced power structure which gives different decision makers latitude and scope to contribute. A clear definition of responsibilities may make managers feel more secure, more willing to cooperate and consequently reduce unhealthy competition.   
The rise of the knowledge economy and the growing importance of knowledge workers are putting pressure on companies to change their style of operating. The three Ss, Strategy, Structure, Systems are giving way to the 3 Ps, Purpose, Process and People. The 3P doctrine developed by Christopher Bartlett and Sumantra Ghoshal
 emphasizes that the focus must shift from enforcing compliance to facilitating cooperation among people and valuing initiative more than discipline. Top management must establish a sense of purpose within the company. Purpose allows strategy to emerge from within the organization at different levels. Purpose generates energy and alignment. Instead of emphasizing structure, the top management should focus on building the core organizational processes that will promote an entrepreneurial mindset that can help in creating and leveraging knowledge to create value. Finally, instead of building systems, top management should develop people and help them in fully exploiting their potential. Senior managers should play the role of mentors rather than rule enforcers.
The basic principles of Porter’s competitive strategy also need to be reinterpreted in a fast paced business environment. As Arnoldo Hax and Dean Wilde
 suggest, in addition to competing on cost leadership or differentiation, companies can explore other options. The “customer solutions” option is based on offering a wider range of products and services that satisfy most if not all the customers’ needs. This broad bundle of services might be customized according to market needs. This strategy emphasizes bonding with customers, anticipating their needs and working closely with them to develop new products. The “system lock in” option considers all the meaningful players in the system that contribute to the creation of economic value. The company concentrates on nurturing, attracting and retaining complementors’ share to lock out competitors and lock in customers.  

As the new millennium gets under way, there is little doubt that strategy will play a key role for companies across industries. Flexibility, shorter planning cycles, the ability to gather data in real time, rapid midcourse corrections and efficient execution will hold the key to success in the coming years.
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