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SECTION – B: STRATEGIC MANAGEMENT 

QUESTIONS 

Correct/Incorrect with reasoning 
1. State with reasons which of the following statements are correct/incorrect: 

(a) Diversity in environment makes it difficult to understand. 
(b) An organization with intense competition is unlucky. 
(c) The technology and business are highly interrelated and interdependent. 
(d) A sound strategy does not leave any scope for miscalculations. 
(e) The strategic management process ends with implementation. 
(f) Strategy formulation heavily relies on intuition and hunch. 
(g) One or two key success factors may outrank others. 
(h) Strategic planning always flows from top to bottom. 
(i) Stability strategies are do-nothing approach to manage. 
(j) Cost-plus pricing ensures profits in competition. 
(k) Network structure creates virtual organisations. 
(l) Unfreezing facilitates change. 

Differences between the two concepts 
2.  Distinguish between the following: 

(a) Micro environment and Macro environment. 
(b)  Forward integration and backward integration 
(c) Inbound logistics and outbound logistics 
(d)  Concentric diversification and conglomerate diversification. 

Short notes 
3.  Write short notes on the following: 

(a)  Globalisation 
(b) strategic vision 
(c)  Transformational leadership 
(d)  Kieretsus 
(e) Hourglass Structure 
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Brief answers 
4.  Briefly answer the following questions: 

(a) What is a mission statement? 
(b) How production strategy implements, supports and drives higher strategies? 
(c) What do you understand by the term star in the context of BCG matrix? 
(d) What are the major dimensions of strategic decisions? 
(e) Benchmarking process helps to achieve improvement in diverse range of 

management functions. Discuss. 

Descriptive Answers 

Chapter 1-Business Environment 

5. What is Environment? Briefly explain various macro environmental factors in Indian 
context.  

6. What do you understand by the term business? Are business done for profit alone. 
Explain various objectives of business. 

Chapter 2-Business Policy and Strategic Management 

7. What do you understand by the term corporate strategy? Explain the concept with its 
characteristics. How would you argue that 'corporate strategy 'ensures the correct 
alignment of the firm with its environment'? 

8.  What do you understand by ‘Strategy’? Explain the four generic strategies as discussed 
by Glueck and Jauch. 

Chapter 3-Strategic Analysis 
9. What is TOWS Matrix. How is it improvement over the SWOT Analysis? Describe the 

construction of TOWS Matrix.  
10. Explain GE model. How is it useful in making strategic choices? 
Chapter 4-Strategic Planning 
11. Discuss how mergers and acquisitions are used for business growth. What are the 

various types of mergers? 
12. What is diversification? Distinguish between vertically integrated diversification and 

horizontally integrated diversification.  
Chapter 5-Formulation of Functional Strategy 
13.  What are functional strategies? How important are they for the business? 
14. Explain the requirements for the successful implementation of supply chain management 

system? 
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Chapter 6-Strategic Implementation and Control 
15. What is strategic change? How do you initiate strategic change in an organisation? 

Explain the change process proposed by Kurt Lewin. 
16. What are the leadership roles played by a strategic leader? Distinguish between a 

transformational leader and a traditional leader. 
Chapter 7-Reaching Strategic Edge 
17 How internet is affecting the business? Explain the strategy-shaping characteristics of the 

E-commerce environment. 
18. How six sigma can be implemented for existing and new products. 

SUGGESTED ANSWERS / HINTS 

1.  (a) Correct: The environment encapsulates many different influences; the difficulty is in 
making sense of this diversity in a way which can contribute to strategic decision-
making. Listing all conceivable environmental influences may be possible, but it may 
not be of much use because no overall picture emerges of really important 
influences on the organization. 

 (b) Incorrect: Although competition makes organizational working difficult, intense 
competition is neither a coincidence nor bad luck. All organizations have 
competition. Multinationals and large organizations clash directly on every level of 
product and service. Mid-sized and small businesses also chase same customers 
and find that prices and product quality are bounded by the moves of their 
competitors. The benefits of competition are also enjoyed by the society and the 
markets in which organisations operate. 

 (c) Correct: The fruits of technological research and development are available to 
society through business only and this also improves the quality of life of the 
society. Hence, technology is patronized by business. Technology also drives 
business and makes a total change on how it is carried out.  

 (d) Incorrect: In a sound strategy, allowances are made for possible miscalculations 
and unanticipated events. Strategy is no substitute for sound, alert and responsible 
management. Strategy can never be perfect, flawless and optimal. It is in the very 
nature of strategy that it is flexible and pragmatic; it is art of the possible; it does not 
preclude second-best choices, trade-offs, sudden emergencies, pervasive 
pressures, failures and frustrations. 

 (e) Incorrect: Strategy formulation, implementation, and evaluation activities are 
performed on a continual basis, not just at the end of the year or semi-annually. The 
strategic management process is dynamic and continuous. It never really ends. Any 
significant extraneous factor can trigger a change in the process. 
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 (f) Incorrect: Strategy formulation is not a task that managers can get by with intuition, 
opinions, good instincts, and creative thinking. Judgments about what strategies to 
pursue flow directly from analysis of an organisational external environment and 
internal situation. It is a pragmatic approach in which strategies are carefully chosen 
from various alternatives after thorough analysis of micro and macro environment, 
competition, capabilities, resources, internal strengths, weaknesses and market 
position. 

 (g) Correct: Key success factors vary from industry to industry and even from time to 
time within the same industry as driving forces and competitive conditions change. 
Only rarely does an industry have more than three or four key success factors at 
any one time. And even among these three or four, one or two usually outrank the 
others in importance. Managers, therefore, have to resist the temptation to include 
factors that have only minor importance. 

 (h) Incorrect: Although strategic planning is a top level management function, the flow 
of planning can be from corporate to divisional level or vice-versa. There are two 
approaches for strategic planning - top down or bottom up. Top down strategic 
planning describes a centralized approach to strategy formulation in which the 
corporate centre determines mission, strategic intent, objectives and strategies for 
the organization as a whole and for all parts. Unit managers are seen as 
implementers of pre-specified corporate strategies. Bottom up strategic planning is 
the characteristic of autonomous or semi-autonomous divisions or subsidiary 
companies in which the corporate centre does not conceptualize its strategic role as 
being directly responsible. It may prefer to act as a catalyst and facilitator. 

 (i) Incorrect: Stability strategies are implemented by approaches wherein few 
functional changes are made in the products or markets. However, it is not a ‘do 
nothing’ strategy. It involves keeping track of new developments to ensure that the 
strategy continues to make sense. This strategy is typical for mature business 
organizations. Some small organizations will also frequently use stability as a 
strategic focus to maintain comfortable market or profit position. 

 (j) Incorrect: Theoretically, organizations may adopt cost plus pricing wherein a 
margin is added to the cost of the product to determine its price. However, in 
the competitive environment such an approach may not be feasible. More 
and more companies of today have to accept the market price with minor 
deviations and work towards their costs. They reduce their cost in order to 
maintain their profitability. 

 (k) Correct: In a network structure many activities are outsourced. A corporation 
organized in this manner is often called a virtual organization because it is 
composed of a series of project groups or collaborations linked by constantly 
changing non-hierarchical, cobweb-like networks. The network structure becomes 
most useful when the environment of a firm is unstable and is expected to remain 
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so. Under such conditions, there is usually a strong need for innovation and quick 
response. Instead of having salaried employees, it may contract with people for a 
specific project or length of time.  

 (l) Correct: Unfreezing makes the individuals or organizations aware of the necessity 
for change and prepares them for such a change. According to Kurt Lewin changes 
should not come as a surprise to the members of the organization. Sudden and 
unannounced change would be socially destructive and morale lowering. The 
management must pave the way for the change by first “unfreezing the situation”, so 
that members would be willing and ready to accept the change. Unfreezing is the 
process of breaking down the old attitudes and behaviours, customs and traditions 
so that they start with a clean slate. 

2.  (a) The business environment consists of both the macro environment and the micro 
environment. Following are the differences between the two: 
1. The micro environment refers to the forces that are very close to the company 

and affect its ability to do routine functions. Macro environment refers to all 
forces that are part of the larger periphery and distantly affect organization and 
micro environment. 

2. Micro environment includes the company itself, its suppliers, marketing 
intermediaries, customer markets and competitors. Whereas macro 
environment includes demography, economy, natural forces, technology, 
politics, legal and socio-cultural. 

3. The elements of micro environment are specific to the said business and 
affects it’s working on short term basis. The elements of macro environment 
are general environment and affect the working of all the firms in an industry. 

(b)  Forward and backward integration forms part of vertically integrated diversification. 
In vertically integrated diversification, firms opt to engage in businesses that are 
vertically related to the existing business of the firm.  While diversifying firms opt to 
engage in businesses that are linked forward or backward in the chain and enters 
specific product/process steps with the intention of making them into new 
businesses for the firm.  

 Backward integration is a step towards, creation of effective supply by entering 
business of input providers. Strategy employed to expand profits and gain greater 
control over production of a product whereby a company will purchase or build a 
business that will increase its own supply capability or lessen its cost of production. 
On the other hand forward integration is moving forward in the value chain and 
entering business lines that use existing products. Forward integration will also take 
place where organisations enter into businesses of distribution channels. 
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(c)  Inbound logistics are the activities concerned with receiving, storing and distributing 
the inputs to the product/service. It includes all activities such as materials handling, 
stock control, transport etc. 

 Outbound logistics relate to collection, storage and distribution of the product to 
customers. It includes all activities such as storage/warehousing of finished goods, 
order processing, scheduling deliveries, operation of delivery vehicles, etc. 

(d) Concentric diversification occurs when a firm adds related products or markets. On 
the other hand conglomerate diversification occurs when a firm diversifies into areas 
that are unrelated to its current line of business. 

 In concentric diversification, the new business is linked to the existing businesses 
through process, technology or marketing. In conglomerate diversification, no such 
linkages exist; the new business/product is disjointed from the existing 
businesses/products. 

 The most common reasons for pursuing a concentric diversification are that 
opportunities in a firm’s existing line of business are available. However, common 
reasons for pursuing a conglomerate growth strategy is that opportunities in a firm's 
current line of business are limited or opportunities outside are highly lucrative. 

3. (a) In simple economic terms, globalization refers to the process of integration of the 
world into one huge market. At the company level, globalization means two things: 
(a) the company commits itself heavily with several manufacturing locations around 
the world and offers products in several diversified industries, and (b) it also means 
ability to compete in domestic markets with foreign competitors. 

 (b) A strategic vision delineates organisation’s aspirations for the business, providing a 
panoramic view of the position where the organisation is going. A strategic vision 
points an organization in a particular direction, charts a strategic path for it to follow 
in preparing for the future, and moulds organizational identity. A Strategic vision is a 
roadmap of a company’s future – providing specifics about technology and customer 
focus, the geographic and product markets to be pursued, the capabilities it plans to 
develop, and the kind of company that management is trying to create. 

 (c) Transformational leadership style use charisma and enthusiasm to inspire people to 
exert them for the good of the organization. Transformational leadership style may 
be appropriate in turbulent environments, in industries at the very start or end of 
their life-cycles, in poorly performing organizations when there is a need to inspire a 
company to embrace major changes. Transformational leaders offer excitement, 
vision, intellectual stimulation and personal satisfaction. They inspire involvement in 
a mission, giving followers a ‘dream’ or ‘vision’ of a higher calling so as to elicit 
more dramatic changes in organizational performance. Such a leadership motivates 
followers to do more than originally affected to do by stretching their abilities and 
increasing their self-confidence, and also promote innovation throughout the 
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organization.  
(d)  Kieretsus is a loosely-coupled group of companies, usually in related industries. It is 

a Japanese term which is used for large cooperative networks of businesses. 
Kieretsus members are peers and may own significant amounts of each other's 
stock and have many board members in common. 

(e) In the recent years information technology and communications have significantly 
altered the functioning of organizations. The role played by middle management is 
diminishing as the tasks performed by them are increasingly being replaced by the 
technological tools. Hourglass organization structure consists of three layers with 
constricted middle layer. The structure has a short and narrow middle-management 
level. Information technology links the top and bottom levels in the organization 
taking away many tasks that are performed by the middle level managers. A 
shrunken middle layer coordinates diverse lower level activities. Contrary to 
traditional middle level managers who are often specialist, the managers in the 
hourglass structure are generalists and perform wide variety of tasks. They would 
be handling cross-functional issues emanating such as those from marketing, 
finance or production. 

 
Figure: Hourglass Organisation Structure 

 Hourglass structure has obvious benefit of reduced costs. It also helps in enhancing 
responsiveness by simplifying decision making. Decision making authority is shifted 
close to the source of information so that it is faster. However, with the reduced size 
of middle management the promotion opportunities for the lower levels diminish 
significantly. Continuity at same level may bring monotony and lack of interest and it 
becomes difficult to keep the motivation levels high. Organisations try to overcome 
these problems by assigning challenging tasks, transferring laterally and having a 
system of proper rewards for performance. 

4. (a)  Mission statement is an answer to the question “Who we are and what we do” and 
hence has to focus on the organisation’s present capabilities, focus activities and 
business makeup. An organisation’s mission states what customers it serves, what 
need it satisfies, and what type of product it offers. It is an expression of the growth 
ambition of the organisation. 
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 (b) For effective implementation of higher level strategies, strategists need to provide 
direction to functional managers, including production, regarding the plans and 
policies to be adopted. Production strategy provides a path for transmitting 
corporate and business level strategy to the production systems and makes it 
operational. It may relate to production planning, operational system, control and 
research & development. 

 (c) Star in BCG Matrix: BCG growth-share matrix is a simple way to portray an 
organisation’s portfolio of investments. Growth share matrix also known for its cow 
and dog metaphors is popularly used for resource allocation in a diversified 
company. The matrix is based on combinations of relative market share of the 
products or SBUs and their market growth rate. 

  Stars, a position in the matrix, are characterised by high market share and high 
growth rate. They are products or SBUs that are growing rapidly. They also need 
heavy investment to maintain their position and finance their rapid growth potential. 
Business organisations that enjoy star positions have best opportunities for 
expansion and growth.  

 (d) The major dimensions of strategic decisions are given below: 
1. Strategic issues require top-management decisions: Strategic issues involve 

thinking in totality of the organizations and also there is lot of risk involved and 
hence required to be considered by the top management.  

2. Strategic issues involve the allocation of large amounts of company resources: 
They may require huge financial investment to venture into a new area of 
business or the organization may require huge number of manpower with new 
set of skills in them. 

3. Strategic issues are likely to have a significant impact on the long term 
prosperity of the firm: Generally the results of strategic implementation are 
seen on a long term basis and not immediately. 

4. Strategic issues are future oriented: Strategic thinking involves predicting the 
future environmental conditions and how to orient for the changed conditions. 

5. Strategic issues usually have major multifunctional or multi-business 
consequences: As they involve organization in totality they affect different 
sections of the organization with varying degree. 

6. Strategic issues necessitate consideration of factors in the firm’s external 
environment: Strategic focus in organization involves orienting its internal 
environment to the changes of external environment. 

 (e) Benchmarking is a process of finding the best practices within and outside the 
industry to which an organisation belongs. Knowledge of the best practices helps in 
setting standards and finding ways to match or even surpass own performances 
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with the best performances. 
  Benchmarking is a process of continuous improvement in search for competitive 

advantage. Firms can use benchmarking process to achieve improvement in diverse 
range of management function such as mentioned below: 
1. maintenance operations,  
2. assessment of total manufacturing costs,  
3. product development,  
4. product distribution,  
5. customer services,  
6. plant utilisation levels; and  
7. human resource management. 

5. Environment is sum of several external and internal forces that affect the functioning of 
business. Businesses function as a part of broader environment. The inputs in the form of 
human, physical, financial and other related resources are drawn from the environment. 
The business converts these resources through various processes into outputs of 
products and/or services. The latter are exchanged with the external client groups, say 
customers. The extent to which the business thrives depends on the manner in which it 
interacts with its environment. Macro environment is explained as one which is largely 
external to the enterprise and thus beyond the direct influence and control of the 
organization, but which exerts powerful influence over its functioning. Important elements 
of macro environment are: 
1. Demographic environment. 
2. Economic environment. 
3. Political-Legal Environment. 
4. Socio-Cultural environment. 
5. Technological environment. 
6. Global environment. 

 Students may briefly explain the above giving Indian examples. In demographic they may 
highlight that India constitutes about 16% of world population. Indian population is fairly 
young. There is great diversity. Labour is cheap and so on. The economic problems 
being faced presently and about 5% growth may be covered in economic environment. In 
political-legal students may touch upon new Companies Act, new Government, etc. The 
diversity in socio-cultural including dialects, differing traditions etc. can be mentioned in 
socio-cultural environment. India’s promptness in accepting new technology, flow of 
business across the border including flow of knowledge and business processes may be 
covered in technological environment. The global environment may include 
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encouragement to foreign investors and exports. It may also cover our dependence on 
crude and how its prices are affecting India. A lot of changes are occurring within India 
and across the globe affecting the business. Students should list out different elements of 
macro environment and discuss the contemporary developments in each of the area. 
They may develop their own answers to cover different elements of environment. 

6. The term business is wide and amenable to different usages. A business for our 
purposes can be any activity consisting of purchase, sale, manufacture, processing, 
and/or marketing of products and/or services. It is said that a business exists for profits. 
Profit, as a surplus of business, accrues to the owners. It is their share, just as wages are 
the share of workers. People invest in business for getting return. For business 
enterprises, profit is often regarded as the overall measure of performance. Business 
efficiency is often expressed in terms of percentage of profit to sales volume, to capital 
employed, to market value of corporate shares and so on. Outside investors also equate 
profit with the degree of business efficiency and managerial competence and commit 
their funds in light of such equation and other related assessments. 

 Peter F Drucker has drawn two important conclusions about what is a business that are 
useful for an understanding of the term business. The first thing about a business is that 
it is created and managed by people. There will be a group of people who will take 
decisions that will determine whether an organization is going to prosper or decline, 
whether it will survive or will eventually perish. This is true of every business. The second 
conclusion drawn is that the business cannot be explained in terms of profit.  

 The economic criterion of maximising profits for a firm has little relevance in the present 
times. Profit maximization, in simple terms is selling at a higher price than the cost. Profit 
maximization has been qualified with the long-term perspective and has been modified to 
include development of wealth, to include several non-financial factors such as goodwill, 
societal factors, relations and so on. 

 A business has some purpose. A valid purpose of business is to create customers. It is 
for the businesses to create a customer or market. It is the customer who determines 
what a business is. The customer is the foundation of business and keeps it in existence. 
Organisations seek to balance the objectives in an appropriate manner. Some of the 
objectives of business are:  
1. Survival 
2. Stability 
3. Growth 
4. Efficiency 
5. Profitability 

7. The term strategy is associated with unified design and action for achieving major goals, 
gaining command over the situation with a long-range perspective and securing a 
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critically advantageous position. Strategies are formulated at the corporate, divisional 
and functional level. Corporate strategies are formulated by the top managers. They 
include the determination of the business lines, expansion and growth, vertical and 
horizontal integration, diversification, takeovers and mergers, new investment and 
divestment areas, R & D projects, and so on. These corporate wide strategies need to be 
operationalized by divisional and functional strategies regarding product lines, production 
volumes, quality ranges, prices, product promotion, market penetration, purchasing 
sources, personnel development and like. 

 In general, a corporate strategy has the following characteristics: 
• It is generally long-range in nature, though it is valid for short-range situations also 

and has short-range implications. 
• It is action oriented and is more specific than objectives. 
• It is multi-pronged and integrated. 
• It is flexible and dynamic. 
• It is formulated at the top management level, though middle and lower level 

managers are associated in their formulation and in designing sub-strategies. 
• It is generally meant to cope with a competitive and complex setting. 
• It flows out of the goals and objectives of the enterprise and is meant to translate 

them into realities. 
• It is concerned with perceiving opportunities and threats and seizing initiatives to 

cope with them. It is also concerned with deployment of limited organizational 
resources in the best possible manner. 

• It gives importance to combination, sequence, timing, direction and depth of various 
moves and action initiatives taken by managers to handle environmental 
uncertainties and complexities. 

• It provides unified criteria for managers in function of decision making. 
 Corporate strategy in the first place ensures the growth of the firm and its correct 

alignment with the environment. Corporate strategies are concerned with the broad and 
long-term questions of what businesses the organization is in or wants to be in, and what 
it wants to do with those businesses. They set the overall direction the organization will 
follow. It serves as the design for filling the strategic planning gap. It also helps to build 
the relevant competitive advantages. A right fit between the firm and its external 
environment is the primary contribution of corporate strategy. Basically the purpose of 
corporate strategy is to harness the opportunities available in the environment and 
countering the threats embedded therein. With the help of corporate strategy, 
organizations match their unique capabilities with the external environment so as to 
achieve its vision and mission. 
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8.  Strategies provide an integral framework for management and negotiate their way 
through a complex and turbulent external environment. Strategy seeks to relate the goals 
of the organisation to the means of achieving them.  

 Strategy may be defined as a long range blueprint of an organisation's desired image, 
direction and destination what it wants to be, what it wants to do and where it wants to 
go. Strategy is meant to fill in the need of organisations for a sense of dynamic direction, 
focus and cohesiveness.  

 The Generic Strategies 
 According to Glueck and Jauch there are four generic ways in which strategic 

alternatives can be considered. These are stability, expansion, retrenchment and 
combinations. 
(i) Stability strategies: One of the important goals of a business enterprise is stability 

to safeguard its existing interests and strengths, to pursue well established and 
tested objectives, to continue in the chosen business path, to maintain operational 
efficiency on a sustained basis, to consolidate the commanding position already 
reached, and to optimise returns on the resources committed in the business.  

(ii) Expansion Strategy: Expansion strategy is implemented by redefining the 
business by adding the scope of business substantially increasing the efforts of the 
current business. Expansion is a promising and popular strategy that tends to be 
equated with dynamism, vigor, promise and success. Expansion includes 
diversifying, acquiring and merging businesses.  

(iii) Retrenchment Strategy: A business organisation can redefine its business by 
divesting a major product line or market. Retrenchment or retreat becomes 
necessary for coping with particularly hostile and adverse situations in the 
environment and when any other strategy is likely to be suicidal. In business 
parlance also, retreat is not always a bad proposition to save the enterprise's vital 
interests, or even to regroup and recoup the resources before a fresh assault and 
ascent on the growth ladder is launched. 

(iv) Combination Strategies: Stability, expansion or retrenchment strategies are not 
mutually exclusive. It is possible to adopt a mix to suit particular situations. An 
enterprise may seek stability in some areas of activity, expansion in some and 
retrenchment in the others. Retrenchment of ailing products followed by stability and 
capped by expansion in some situations may be thought of. For some organisations, 
a strategy by diversification and/or acquisition may call for a retrenchment in some 
obsolete product lines, production facilities and plant locations. 

9. Heinz Weihrich has developed a matrix called TOWS matrix by comparing strengths and 
weaknesses of organization with that of market opportunities and threats, a variant of 
SWOT. It has been criticized that after conducting the SWOT Analysis managers 
frequently fail to come to terms with the strategic choices that the outcomes demand. In 
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order to overcome this, Through SWOT analysis organisations identify their strengths, 
weaknesses, opportunities and threats. While conducting the SWOT Analysis managers 
are often not able to come to terms with the strategic choices that the outcomes demand. 
The incremental benefit of the TOWS matrix lies in systematically identifying 
relationships between these factors and selecting strategies on their basis. The matrix is 
outlined below: 

 
Figure : The TOWS Matrix (Source:  Weihrich, H) 

 The TOWS Matrix is a relatively simple tool for generating strategic options. Through 
TOWS matrix four distinct alternative kinds of strategic choices can be identified.  

 SO (Maxi-Maxi): SO is a position that any firm would like to achieve. The strengths can 
be used to capitalize or build upon existing or emerging opportunities.  

 ST (Maxi-Mini): ST is a position in which a firm strives to minimize existing or emerging 
threats through its strengths. 

 WO (Mini-Maxi): The strategies developed need to overcome organizational weaknesses 
if existing or emerging opportunities are to be exploited to maximum. 

 WT (Mini-Mini): WT is a position that any firm will not like to be. An organization facing 
external threats and internal weaknesses may have to struggle for its survival. 

10.  The model has been used by General Electric Company (developed by GE with the 
assistance of the consulting firm McKinsey & Company) known as “Stop-Light” Strategy 
Model. This model is also known as Business Planning Matrix, GE Nine-Cell Matrix and 
GE Model. The strategic planning approach in this model has been inspired from traffic 
control lights. The lights that are used at crossings to manage traffic are: green for go, 
amber or yellow for caution, and red for stop. This model uses two factors while taking 
strategic decisions: Business Strength and Market Attractiveness. The vertical axis 
indicates market attractiveness and the horizontal axis shows the business strength in 
the industry. The market attractiveness is measured by a number of factors like: 
1. Size of the market. 
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2. Market growth rate. 
3. Industry profitability. 
4. Competitive intensity. 
5. Availability of Technology. 
6. Pricing trends. 
7. Overall risk of returns in the industry. 
8. Opportunity for differentiation of products and services. 
9. Demand variability. 
10. Segmentation. 
11. Distribution structure (e.g. retail, direct, wholesale) etc. 

 Business strength is measured by considering the typical drivers like: 
1. Market share. 
2. Market share growth rate. 
3. Profit margin. 
4. Distribution efficiency. 
5. Brand image. 
6. Ability to compete on price and quality. 
7. Customer loyalty. 
8. Production capacity. 
9. Technological capability. 
10. Relative cost position. 
11. Management caliber, etc. 

  Business Strength 
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Figure : The GE Portfolio Matrix 
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Zone  Strategic Signals 

Green  Invest/Expand 
 

Yellow 
 

 Select/Earn 
 

Red 
 

 Harvest/Divest 

 
If a product falls in the green section, the business is at advantageous position. To reap 
the benefits, the strategic decision can be to expand, to invest and grow. If a product is in 
the amber or yellow zone, it needs caution and managerial discretion is called for making 
the strategic choices. If a product is in the red zone, it will eventually lead to losses that 
would make things difficult for organisations. In such cases, the appropriate strategy 
should be retrenchment, divestment or liquidation. 

11. Many organizations in order to achieve quick growth, expand or diversify use strategies 
such as mergers and acquisitions. This also helps in deploying surplus funds.  

 Merger and acquisition in simple words are defined as a process of combining two or 
more organizations together. There is a thin line of difference between the two terms but 
the impact of combination is completely different in both the cases. 

 Some organizations prefer to grow through mergers. Merger is considered to be a 
process when two or more organizations join together to expand their business 
operations. In such a case the deal gets finalized on friendly terms. Owners of pre-
merged entities have right over the profits of new entity. In a merger two organizations 
combine to increase their strength and financial gains.  

 When one organization takes over the other organization and controls all its business 
operations, it is known as acquisition. In the process of acquisition, one financially strong 
organization overpowers the weaker one. Acquisitions often happen during recession in 
economy or during declining profit margins. In this process, one that is financially 
stronger and bigger establishes it power. The combined operations then run under the 
name of the powerful entity. A deal in case of an acquisition is often done in an unfriendly 
manner, it is more or less a forced association where the powerful organization takes 
over a weaker entity.  

 Types of Mergers 
1. Horizontal merger: Horizontal mergers are combinations of firms engaged in the 

same industry. It is a merger with a direct competitor. The principal objective behind 
this type of mergers is to achieve economies of scale in the production process by 
shedding duplication of installations and functions, widening the line of products, 
decrease in working capital and fixed assets investment, getting rid of competition 
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and so on. For example, formation of Brook Bond Lipton India Ltd. through the 
merger of Lipton India and Brook Bond. 

2.  Vertical merger: It is a merger of two organizations that are operating in the same 
industry but at different stages of production or distribution system. This often leads 
to increased synergies with the merging firms. If an organization takes over its 
supplier/producers of raw material, then it leads to backward integration. On the 
other hand, forward integration happens when an organization decides to take over 
its buyer organizations or distribution channels. Vertical merger results in operating 
and financial economies. Vertical mergers help to create an advantageous position 
by restricting the supply of inputs or by providing them at a higher cost to other 
players. 

3. Co-generic merger: In co-generic merger two or more merging organizations are 
associated in some way or the other related to the production processes, business 
markets, or basic required technologies. Such merger include the extension of the 
product line or acquiring components that are required in the daily operations. It 
offers great opportunities to businesses to diversify around a common set of 
resources and strategic requirements. For example, an organization manufacturing 
refrigerators can diversify by merging with another organization having business in 
kitchen appliances. 

4. Conglomerate merger: Conglomerate mergers are the combination of 
organizations that are unrelated to each other. There are no linkages with respect to 
customer groups, customer functions and technologies being used. There are no 
important common factors between the organizations in production, marketing, 
research and development and technology. In practice, however, there is some 
degree of overlap in one or more of these factors.  

12. Diversification refers to a growth strategy where a business markets new products in new 
markets. It is a strategy by starting up or acquiring businesses outside the company’s 
current products and markets. This strategy is risky because it does not rely on either the 
company’s successful product or its position in established markets. Typically the 
business is moving into markets in which it has little or no experience. As market 
conditions change overtime, a company may shift product-market growth strategies. 

 For example, when its present market is fully saturated a company may have no choice 
other than to pursue new market. 

 In vertically integrated diversification, firms opt to engage in businesses that are related 
to the existing business of the firm. The firm remains vertically within the same process.  
Sequence moves forward or backward in the chain and enters specific product/process 
steps with the intention of making them into new businesses for the firm.  
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 On the other hand, horizontal Integrated diversification is the acquisition of one or more 
similar business operating at the same stage of the production-marketing chain that is 
going into complementary products, by-products or taking over competitors’ businesses.  

13.  Once higher level corporate and business strategies are developed, management need 
to formulate and implement strategies for each functional area. For effective 
implementation, strategists have to provide direction to functional managers regarding 
the plans and policies to be adopted. In fact, the effectiveness of strategic management 
depends critically on the manner in which strategies are implemented. Strategy of one 
functional area can not be looked at in isolation, because it is the extent to which all the 
functional tasks are interwoven that determines the effectiveness of the major strategy. 

 Functional area strategy such as marketing, financial, production and Human Resource 
are based on the functional capabilities of an organisation. For each functional area, first 
the major sub areas are identified and then for each of these sub functional areas, 
contents of functional strategies, important factors, and their importance in the process of 
strategy implementation is identified.  

 In terms of the levels of strategy formulation, functional strategies operate below the SBU 
or business-level strategies. Within functional strategies there might be several sub-
functional areas. Functional strategies are made within the higher level strategies and 
guidelines therein that are set at higher levels of an organisation. Functional managers 
need guidance from the business strategy in order to make decisions. Operational plans 
tell the functional managers what has to be done while policies state how the plans are to 
be implemented. 

 Major strategies need to be translated to lower levels to give holistic strategic direction to 
an organisation. Functional strategies provide details to business strategy & govern as to 
how key activities of the business will be managed. Functional strategies play two 
important roles. Firstly, they provide support to the overall business strategy. Secondly, 
they spell out as to how functional managers will work so as to ensure better 
performance in their respective functional areas. The reasons why functional strategies 
are really important and needed for business can be enumerated as follows:  

 The development of functional strategies is aimed at making the strategies-formulated at 
the top management level-practically feasible at the functional level.  
1. Functional strategies facilitate flow of strategic decisions to the different parts of an 

organisation. 
2. They act as basis for controlling activities in the different functional areas of 

business. 
3. The time spent by functional managers in decision-making is reduced as plans lay 

down clearly what is to be done and policies provide the discretionary framework 
within which decisions need to be taken. 
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4. Functional strategies help in bringing harmony and coordination as they remain part 
of major strategies.  

5. Similar situations occurring in different functional areas are handled in a consistent 
manner by the functional managers. 

14. Successful implementation of supply management systems require a change from 
managing individual functions to integrating activities into key supply chain processes. It 
involves collaborative work between buyers and suppliers, joint product development, 
common systems and shared information. A key requirement for successfully 
implementing supply chain will be network of information sharing and management. The 
partners need to link together to share information through electronic data interchange 
and take decisions in timely manner. 

 Implementing and successfully running supply chain management system will involve: 
1. Product development: Customers and suppliers must work together in the product 

development process. Right from the start the partners will have knowledge of all. 
Involving all partners will help in shortening the life cycles. Products are developed 
and launched in shorter time and help organizations to remain competitive. 

2. Procurement: Procurement requires careful resource planning, quality issues, 
identifying sources, negotiation, order placement, inbound transportation and 
storage. Organizations have to coordinate with suppliers in scheduling without 
interruptions. Suppliers are involved in planning the manufacturing process. 

3. Manufacturing: Flexible manufacturing processes must be in place to respond to 
market changes. They should be adaptive to accommodate customization and 
changes in the taste and preferences. Manufacturing should be done on the basis of 
just-in-time (JIT) and minimum lot sizes. Changes in the manufacturing process be 
made to reduce manufacturing cycle.  

4. Physical distribution: Delivery of final products to customers is the last position in a 
marketing channel. Availability of the products at the right place at right time is 
important for each channel participant. Through physical distribution processes 
serving the customer become an integral part of marketing. Thus supply chain 
management links a marketing channel with customers. 

5. Outsourcing: Outsourcing is not limited to the procurement of materials and 
components, but also include outsourcing of services that traditionally have been 
provided within an organization. The company will be able to focus on those 
activities where it has competency and everything else will be outsourced.  

6. Customer services: Organizations through interfaces with the company's production 
and distribution operations develop customer relationships so as to satisfy them. 
They work with customer to determine mutually satisfying goals, establish and 
maintain relationships. This in turn help in producing positive feelings in the 
organization and the customers. 

© The Institute of Chartered Accountants of India



118 INTERMEDIATE (IPC) EXAMINATION: NOVEMBER, 2014 

7. Performance measurement: There is a strong relationship between the supplier, 
customer and organisation. Supplier capabilities and customer relationships can be 
correlated with a firm performance. Performance is measured in different 
parameters such as costs, customer service, productivity and quality. 

15. The changes in the environmental forces often require businesses to make modifications 
in their existing strategies and bring out new strategies. Strategic change is a complex 
process and it involves a corporate strategy focused on new markets, products, services 
and new ways of doing business. For initiating strategic change, three steps can be 
identified as under: 
(i) Recognize the need for change: The first step is to diagnose which facets of the 

present corporate culture are strategy supportive and which are not. This basically 
means going for environmental scanning involving appraisal of both internal and 
external capabilities may it be through SWOT analysis and then determine where 
the lacuna lies and scope for change exists. 

(ii) Create a shared vision to manage change: Objectives and vision of both 
individuals and organization should coincide. There should be no conflict between 
them. Senior managers need to constantly and consistently communicate the vision 
not only to inform but also to overcome resistance through proper communication. 
Strategy implementers have to convince all those concerned. The actions taken 
have to be credible, highly visible and unmistakably indicative of management’s 
seriousness to new strategic initiatives and associated changes. 

(iii) Institutionalise the change: This is basically an action stage which requires 
implementation of changed strategy. Creating and sustaining a different attitude 
towards change is essential to ensure that the firm does not slip back into old ways 
of thinking or doing things. Capacity for self-renewal should be a fundamental 
anchor of the new culture of the firm. Besides, change process must be regularly 
monitored and reviewed to analyse the after-effects of change. Any discrepancy or 
deviation should be brought to the notice of persons concerned so that the 
necessary corrective actions are taken. It takes time for the changed culture to 
prevail.  

 To make the change lasting, Kurt Lewin proposed three phases of the change process 
for moving the organization from the present to the future. These stages are unfreezing, 
changing and refreezing. 
(a) Unfreezing the situation: The process of unfreezing simply makes the individuals 

or organizations aware of the necessity for change and prepares them for such a 
change. Lewin proposes that the changes should not come as a surprise to the 
members of the organization. Sudden and unannounced change would be socially 
destructive and morale lowering. The management must pave the way for the 
change by first “unfreezing the situation”, so that members would be willing and 
ready to accept the change. 
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  Unfreezing is the process of breaking down the old attitudes and behaviours, 
customs and traditions so that they start with a clean slate. This can be achieved by 
making announcements, holding meetings and promoting the ideas throughout the 
organization.  

(b) Changing to new situation: Once the unfreezing process has been completed and 
the members of the organization recognise the need for change and have been fully 
prepared to accept such change, their behaviour patterns need to be redefined. 
H.C. Kellman has proposed three methods for reassigning new patterns of 
behaviour. These are compliance, identification and internalisation.  

 Compliance: It is achieved by strictly enforcing the reward and punishment strategy 
for good or bad behaviour. Fear of punishment, actual punishment or actual reward 
seems to change behaviour for the better. 

 Identification: Identification occurs when members are psychologically impressed 
upon to identify themselves with some given role models whose behaviour they 
would like to adopt and try to become like them. 

 Internalization: Internalization involves some internal changing of the individual’s 
thought processes in order to adjust to a new environment. They have given 
freedom to learn and adopt new behaviour in order to succeed in the new set of 
circumstances. 

(c) Refreezing: Refreezing occurs when the new behaviour becomes a normal way of 
life. The new behaviour must replace the former behaviour completely for 
successful and permanent change to take place. In order for the new behaviour to 
become permanent, it must be continuously reinforced so that this new acquired 
behaviour does not diminish or extinguish. 

 Change process is not a one time application but a continuous process due to 
dynamism and ever changing environment. The process of unfreezing, changing 
and refreezing is a cyclical one and remains continuously in action. 

16. A strategy manager has many different leadership roles to play: visionary, chief 
entrepreneur and strategist, chief administrator, culture builder, resource acquirer and 
allocator, capabilities builder, process integrator, crisis solver, spokesperson, negotiator, 
motivator, arbitrator, policy maker, policy enforcer, and head cheerleader. Sometimes it 
is useful to be authoritarian; sometimes it is best to be a perceptive listener and a 
compromising decision maker; sometimes a strongly participative, collegial approach 
works best; and sometimes being a coach and adviser is the proper role. Many occasions 
call for a highly visible role and extensive time commitments, while others entail a brief 
ceremonial performance with the details delegated to subordinates. 

 For the most part, major change efforts have to be top-down and vision-driven. Leading 
change has to start with diagnosing the situation and then deciding which of several ways 
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to handle it. Managers have five leadership roles to play in pushing for good strategy 
execution: 
1. Staying on top of what is happening, closely monitoring progress, ferreting out 

issues, and learning what obstacles lie in the path of good execution. 
2. Promoting a culture and esprit de corps that mobilizes and energizes organizational 

members to execute strategy in a competent fashion and perform at a high level. 
3. Keeping the organization responsive to changing conditions, alert for new 

opportunities, bubbling with innovative ideas, and ahead of rivals in developing 
competitively valuable competencies and capabilities. 

4. Exercising ethics leadership and insisting that the company conduct its affairs like a 
model corporate citizen. 

5. Pushing corrective actions to improve strategy execution and overall strategic 
performance. 

 Strategic leadership is the ability of influencing others to voluntarily make decisions that 
enhance prospects for the organisation’s long-term success while maintaining short-term 
financial stability. Two basic approaches to leadership can be transformational leadership 
style and transactional leadership style. The difference between transformational and 
traditional leadership style can be given as follows: 
1. Traditional leadership borrowed its concept from formal Top-down type of 

leadership such as in the military. The style is based on the belief that power is 
bestowed on the leader, in keeping with the traditions of the past. This type of 
leadership places managers at the top and workers at the bottom of rung of power.  

 In transformational leadership, leader motivates and empowers employees to 
achieve company’s objectives by appealing to higher ideas and values. They use 
charisma and enthusiasm to inspire people to exert them for the good of the 
organization. 

2. Traditional leadership emphasizes characteristics or behaviours of only one leader 
within a particular group whereas transformational leadership provides a space to 
have more than one leader in the same group at the same time. According to the 
transformational leadership style, a leader at one instance can also be a follower in 
another instance. Thus there is element of flexibility in the relationships. 

3. Traditional leadership is more focused in getting the work done in routine 
environment. Traditional leaders are effective in achieving the set objectives and 
goals whereas transformational leaders have behavioural capacity to recognize and 
react to paradoxes, contradictions and complexities in the environment. 
Transformational leadership style is more focus on the special skills or talents that 
the leaders must have to practice to face challenging situations.  Transformational 
leaders work to change the organisational culture by implementing new ideas.  
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4. In traditional leadership, followers are loyal to the position and what it represents 
rather than who happens to be holding that position whereas in transformational 
leadership followers dedicate and admire the quality of the leader not of its position. 

17. The impact of the Internet and the rapidly emerging e-commerce environment is 
profound. The advent of the Internet and online networks changes everything. There can 
be no doubt that the Internet is a driving force of historical and revolutionary proportions. 
The coming of ecommerce has changed the character of the market, created new driving 
forces and key success factors and bred the formation of new strategic groups. The 
creativeness with which a company incorporates e-commerce practices holds enormous 
potential for reconfiguring its value chain and affecting its company's competitiveness. 
Also the Internet economy presents opportunities and threats that demand strategic 
response and that require managers to craft bold new strategies. 

 We need to understand how growing use of the Internet by businesses and consumers 
reshapes the economic landscape and alters traditional industry boundaries. The 
following characteristics of the strategy-shaping E-Commerce environment are: 
1. The Internet makes it feasible for companies everywhere to compete in global 

markets. 
2. Competition in an industry is greatly intensified by the new e-commerce strategic 

initiatives of existing rivals and by the entry of new, enterprising e-commerce rivals. 
3. Entry barriers into the e-commerce world are relatively low. 
4. Online buyers gain bargaining power because they confront far fewer obstacles to 

comparing the products, prices, and shipping times of rival vendors. 
5. The Internet makes it feasible for companies to reach beyond their borders to find 

the best suppliers and, further, to collaborate closely with them to achieve efficiency 
gains and cost savings. 

6. Internet and PC technologies are advancing rapidly, often in uncertain and 
unexpected directions. 

7. The internet results in much faster diffusion of new technology and new idea across 
the world. 

8. The e-commerce environment demands that companies move swiftly. 
9. E-commerce technology opens up a host of opportunities for reconfiguring industry 

and company value chains. 
10. The Internet can be an economical means of delivering customer service. 
11. The capital for funding potentially profitable e-commerce businesses is readily 

available. 
12. The needed e-commerce resource in short supply is human talent-in the form of 

both technological expertise and managerial know-how. 
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18. For implementing six sigma, there are two separate key methodologies. They are known 
as DMAIC and DMADV.  

 DMAIC is an acronym for five different steps used in six sigma - Define, Measure, 
Analyze Improve, and control. DMAIC methodology is directed towards improvement of 
existing product, process or service.  
1. Define: To begin with six sigma experts define the process improvement goals that 

are consistent with the strategy of the organization and customer demands. They 
discuss different issues with the senior managers so as to define what needs to 
done. 

2. Measure: The existing processes are measured to facilitate future comparison. Six 
sigma experts collect process data by mapping and measuring relevant processes.  

3. Analyze: Verify cause-and-effect relationship between the factors in the processes. 
Experts need to identify the relationship between the factors. They have to make a 
comprehensive analysis to identify hidden or not so obvious factor.  

4. Improve: On the basis of the analysis experts make a detailed plan to improve.  
5. Control: Initial trial or pilots are run to establish process capability and transition to 

production.  Afterwards continuously measure the process to ensure that variances 
are identified and corrected before they result in defects. 

 DMADV is an acronym for Define, Measure, Analyze, Design, and Verify. DMADV is a 
strategy for designing new products, processes and services. 
1. Define: As in case of DMAIC six sigma experts have to formally define goals of the 

design activity that are consistent with strategy of the organization and the demands 
of the customer.  

2. Measure: Next identify the factors that are critical to quality (CTQs). Measure 
factors such as product capabilities and production process capability. Also assess 
the risks involved. 

3. Analyze: Develop and design alternatives. Create high-level design and evaluate to 
select the best design.  

4. Design: Develop details of design and optimise it. Verify designs may require using 
techniques such as simulations.  

5. Verify: Verify designs through simulations or pilot runs. Verified and implemented 
processes are handed over to the process owners. 

 However, in spite of different orientation in two methodologies, conceptually there is 
overlapping between the DMAIC and DMADV as both are essentially having similar 
objectives. 
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SECTION – A: INFORMATION TECHNOLOGY 

QUESTIONS 

1. Define the following terms briefly: 

(i) Internet Server (ii) Device Drivers 

(iii) Local Area Network (LAN) (iv) Network Interface Card (NIC) 

(v) Hub (vi) Repeaters 

(vii) Internet Browser (viii) ASCII Code 

(ix) Electronic Funds Transfer (EFT) (x) File Transfer Protocol (FTP) 

2. Convert the following from one number system to another number system along with the 
working notes: 

(i) (1001110011)2 = (      )10 

(ii) (1005)10  = (      )2 

(iii) (855.05)10  = (      )2 

3.  Distinguish between the following: 

(i)  Internet and WWW 

(ii) Transmission Control Protocol and Internet Protocol 

(iii) Shareware and Open Source Software 

(iv) ASCII code and ASCII-8 code 

(v) Repeaters and Gateways 

Software 

4. Discuss Systems Software. 

Data Types 

5. (a) What do you understand by the term “Data Type”. 

 (b) Discuss in brief, some of the various types of “Data Types”. 

Data Base Management Systems 

6. (a) What is Database System? Discuss its major parts. 

 (b) Discuss DBMS structure.  
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Communication Media 

7.  What is communication media? Discuss its various types. 

Multi-Tier Architecture 

8. Discuss multi-tier architecture. 

Data Centre 

9. Discuss Data Centre protection challenges and best practices solutions. 

Flowchart 

10. Draw a flow chart to compute and print income-tax and surcharge on the income of a 
person, where income is to be read from terminal and tax is to be calculated as per the 
following rates: 

  Upto ` 40,000   No tax 

  Upto `  60,000   @ 10% of amount above ` 40,000 

  Upto ` 1,50,000  ` 2,000 + 20% of amount above ` 60,000 

  Above ` 1,50,000  ` 20,000 + 30% of amount above ` 1,50,000 

 Charge surcharge @ 2% on the amount of total tax, if the income of a person exceeds  
` 2,00,000. 

World Wide Web 

11. What is WWW? Discuss its components. 

MODEM 

12. What is a MODEM? Discuss its various types in detail. 

OSI Model 

13. Discuss OSI Model in detail. 

Information Systems 

14. Discuss the problem areas of the paper based information systems. 

Language Translators 

15. Discuss Language Translator in detail. 
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