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 The term business refers to the state of being busy 

 In one’s regular occupation 

 It can be an individual, group, organization or society. 

 Peter F Drucker says a business is created and managed by people. 

 It depends upon decisions taken by people. 

 

1.2 OBJECTIVES OF BUSINESS 

Some of the important objectives of a business are as:- 

 

1. STABILITY    

 One of the most important of objectives of business enterprises is stability. 

 It is a cautious and conservative objective. 

 Least resistance in hostile environment leads to stability. 

      

2. SURVIVAL 

 It is the most basic and implicit objective 

 Important during initial stages and economic slowdowns. 

 It depends on: 

       1.Nature of business 

       2.Nature of ownership 

       3.Abilities of management. 

       4.Financial strength of enterprises. 

 

3. GROWTH 

 It is the most popular objective. 

 Forms of growth may be 

 Increase in assets 

 Increase in revenue 

 New products 

 Increment in profit 

 Mergers and acquisition. 

 

4. EFFICIENCY 

 Business enterprise seek efficiency in rationally choosing appropriate means to achieve 

their goals 

 Utilizing resources in a most suitable manner to get highest productivity. 

 Efficiency is a very useful objective. 

 

 

5. PROFITABLITY 

 Profit is the reward for risk taking. 

 Private enterprises are primarily motivated by the objective of profit. 

 For Some enterprises profit is the sole motive. 
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1.3 ENVIRONMENT 

 Environment is sum of several external and internal surroundings. 

 Business is a part of broader environment. 

 No one can live in isolated vaccum same in case with business. 

 Passive response to environment results in fade away of business. 

 Successful business identifies, appraise, and respond (AIR) to various opportunities and 

threats in its environment. 

 

 

 

 

1.4 PROBLEMS IN UNDERSTANDING ENVIRONMENTAL INFLUENCES 

DIVERSITY  

 The environment consists of many influences 

 It is difficult to make them useful 

 We may list all of them 

 Only listing will not help 

 We have to make sense out of it. 

 
UNCERTAINITY 

 Technological change and the speed of communications 

 Leads to changes in business environment 

 It becomes difficult to predict things in uncertainity 

 
COMPLEXITY 

 Business environment is very complex 

 Managers sometimes focuses on things which are historically important 

 Biased view on past experiences 

 

 
1.5 Framework to understand the environmental influences 

Step1- Understand nature of environment 

 It is important to understand the nature of the organizations environment 

 how uncertain it is  

 Is it simple or complex and easy to understand 

 

Step2- Evaluation(AIR) 

AUDIT   
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 It involves auditing the environmental influences,  

 what environmental influences are present in the environment.  

IDENTIFY 

 It involves identifying the effect of influences 

 i.e. how they are going to effect the organization 

RELATE 

 It involve relate with latest trends 

 And analyse the results. 

 

Step3- Focus on immediate environment 

 It involves focus on immediate environment  

 Environment which requires immediate consideration. 

 

 

1.6 Characteristics of business environment 

Complex 

 Environment is collection of many factors,events, conditions, conditions and 

information 

 These are easy to understand in parts but difficult to grasp in totality. 

 These do not exist in isolation, 

 They keep interacting among themselves to create new influences. 

 

Dynamic 

 General meaning of the term ‘’ dynamism;; is constantly changing. 

 Dynamism in business environment facilitates continuous change in its 

shape and character. 

 

Multi - faceted 

 Perceptions of observer affects shape and character of business 

environment. 

 A particular change may be viewed differently by different people. 

 If its threat for company it can be opportunity for the other. 

 

A far reaching impact 

 Growth and profitability of an organization depends upon its environment. 

 Change in environment may effect a business in several ways. 

 

 

1.7 Relationship between Organization and its Environment 
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 The relationship between the organization and its environment may be discussed in 

terms of interactions between them in several major areas which are outlined below: 

 Exchange of information: 

 Take information Environment can be used for gathering information on 

market conditions,technological development,social and demographic factors 

and competition. 

 Give information It gives information to employees, trade union, suppliers, 

investors either voluntarily or legally. 

 

 Exchange of resources: 

 The organization receives inputs from the external environment. 

 producing output of products and services. 

 dispose of its output of products and services to the clients 

 

 Exchange of influence and power: 

 Environment is more powerful. 

 It has command over resources and inputs. 

 Sometimes organization influences environment.( e.g- APPLE) 

 

 

1.8 The Micro and Macro Environment 

 The environment of business can be categorised into two broad categories micro-

environment and macro-environment. 

 Micro-environment is related to small area of an organization. 

 Macro environment has broader dimensions 

 

. 
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1.9 Environmental Scanning 

 Meaning 

 It is the process through which organisation monitor its environment. 

 To identify opportunity and threats affecting their business. 

 For taking strategic decisions. 

 

 Objective 

 provides understanding of current and potential changes 

 Input for strategic decision making 

 Facilitate and foster strategic thinking 

 

 

1.10 Elements of Micro Environment 

 

1. Customer 

 Customers are the people who pay money to acquire an organization's products.  

 The organizations cannot survive without customers. 

 They will cease to exist. 

  Customers may or may not be a consumer. 

  Consumer is the one who ultimately consumes or uses the product or service. 

 

2. Competitors 
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 Competitors are the other business entities that compete for resources as well as 

markets. 

 A study  is essential for the marketer, particularly threats from competition. 

 Following are a few of major questions that may be addressed for analysing 

competitions: 

 Who are the competitors? 

 What are their present strategy and business objective? 

 Who are the most aggressive and powerful competitors? 

 Competition may be direct or indirect. 

 Direct competition is between organizations, which are in same business activity. 

 Indirect competition is between organizations, which are in different business activity. 

 
3. Organization 

 Organizations consists of individuals who come from outside.  

 They have different and varied interests. 

 Goals of organizations and employees must coincide. 

 Organization consist of specific  groups that are likely to influence it. 

 These are 

 Owners 

 Board of directors 

 Employees. 
 

4. Market 

 The market is larger than customers. 

 The market is to be studied in terms of its actual and potential size, its growth prospect 

and also its attractiveness. 

 Important issues are : 

 Cost structure of the market. 

 The price sensitivity of the market. 

 Technological structure of the market. 

 The existing distribution system of the market. 
 

5. Suppliers 

 Suppliers form an important component of the micro environment.  

 The suppliers provide raw materials, equipment, services and so on.  

 Large companies rely on hundreds of suppliers to maintain their production.  

 Suppliers with their own bargaining power affect the cost structure of the industry. 
 

6. Intermediaries  
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 Intermediaries exert a considerable influence on the business organizations. 

 In many cases the consumers are not aware of the manufacturer of the products they 

buy. 

 They buy product from the local retailers or big departmental stores such as Big 

bazaars,  and Vishal Mega Mart  etc. 

 That are increasingly becoming popular in some big cities. 
 

1.11 Elements of Macro Environment 

Demographic Environment 

 The term demographics denotes characteristics of population in a area, district, 

country or in world. 

  It includes factors such as race, age, income, educational attainment, asset ownership, 

home ownership, employment status and location. 

 Some of the demographic factors have great impact on the business. 

 Following things are to be studied 

 How demographic trends will affect market size? 

 How they represent opportunities and threats? 

 What effect they will have on strategic competitiveness of the organization? 

 

We will briefly discuss a few factors that are of interest to a business. 

 Population Size 

 Population size (whether large or small). 

 Change in make up of population. 

 Geographic Distribution 

 Company’s location 

 Availability of qualified workforce 

 Ethnic Mix 

 This reflects the changes in the ethnic make-up of a population and has  

 implications both for a company's potential customers and for the workforce. 

 Issues that should be addressed include:  
 Will new products and services be demanded or can existing ones be 

modified? 

 Organizations nowadays have more culturally diverse workforce 

 How can the company position itself to take advantage of increased 

workforce heterogeneity? 

 Income Distribution 

 Changes in income distribution are important. 
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 Because changes in the levels of individual and group purchasing power and  

income pattern  often result in changes in spending (consumption) and 

savings patterns. 

1. Economic Environment 

 The economic environment refers to the nature and direction of the economy in which a 

company competes 

 The economic environment includes general economic situation in the region  which 

influence the supply of inputs to the enterprise, their costs, quality, availability and reliability 

of supplies. 

 Economic environment determines the strength and size of the market. 

 

2. Political-Legal Environment 

 This is partly general to all similar enterprises and partly specific to an individual enterprise. 

 It includes such factors as the level of political morality, the law and order situation, 

political stability,  the extent and nature of governmental intervention in the economy and 

the industry, Government policies (fiscal, monetary, industrial, labour and export-import 

policies). 

 There are three important elements in political-legal environment. 

 Government: 

 Legal 

 Political 

 

3. Socio-Cultural Environment 

 Socio- cultural environment consist of factors related to human relationships and the impact 

of social attitudes on the business of the organization. 

 Some of the important factors and influences operating in this environment are: 

 Social concerns, such as the role of business in society, environmental pollution, 

corruption, use of mass media. 

 Social attitudes and values, such as expectations of society from business, beliefs, 

changing lifestyle patterns. 

 Family structure and changes in it, attitude towards and within the family, and family 

values. 

 Role of women in society, position of children and adolescents in family and society. 
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4. Technological Environment 

 Technology has changed the way people communicate, travel and do business. 

 Technology can act as both opportunity and threat to a business. 

 The technology and business are highly interrelated and interdependent also. 

 Technology not only affects the product but the whole business. 

 Other factors to be considered are 

 Technology required by the enterprise. 

 Technology used by the enterprise. 

 Additional technology required. 

 Sources of technology. 

 Role of technology. 

 Investment in technology. 

 

5. Global Environment 

 Meaning 

 Integration of world into one huge market. 

 Done by removal of trade barriers. 

 Ability to compete with foreign competitors in domestic market refers to globalization. 

 Companies which go global are known as multinational or transnational. 

 

 Effects 

 Universal configuring. 

 Increasing trend towards privatization. 

 Mobility of skilled labour. 

 Market size efficiency. 

 Lower trade barriers. 

 Inter linked and interdependent economies. 

 Resources and inputs at international prices. 

 Entrepreneur got central economic role. 



STRATEGIC MANAGEMENT 

CHAPTER 1 

KAJOL  MALIK 

FOR QUERIES 

WHATSAAP 8376813885 

  Business Environment 

1.11  

 Formation of regional blocks 

 

 Why do companies go global? 

 Shrinked time and distance 

 Increased foreign demand 

 Reduced transportation cost 

 Small size of home markets 

 Cheap material labour 

 Compensate research and development expenses 

 Change in technology. 

 

 

 

 

1.12 PESTLE Analysis 

 The term PESTLE is used to describe a framework for analysis of macro environmental 

factors. 

 It also replaced the traditional framework  PEST. 

  PESTLE is an acronym for: 

 P- political 

 E- economic 

 S- socio-cultural 

 T- technological 

 L- legal 

 E- environmental 

 It is  simple to understand and quick to implement. 

 The advantage of this tool is that it encourages proactive and structured thinking for 

decision making. 

 The Key Factors 
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 Political factors include goods and services which the government wants to provide or 

be provided and those that the government does not want to be provided. 

 Economic factors have major impacts on how businesses operate and take decisions. 

For example, interest rates affect a firm's cost of capital and therefore to what extent a 

business grows and expands. 

 Social factors affect the demand for a company's products and how that company 

operates. 

 Technological factors can affect costs, quality, and lead to innovation. 

 Legal factors affect how a company operates, its costs, and the demand for its 

products. 

 Environmental factors affect industries such as tourism, farming, and insurance.  

 

 

1.13 Strategic Responses to the Environment 

 Least resistance: 

 Some businesses just manage to survive 

 They are simple goal-maintaining units. 

 They are very passive in their behaviour 

 guided by the signals of the external environment. 

 They are not ambitious 

 

 

 Proceed with caution: 

 They seek to monitor the changes in that environment, 

 analyse their impact on their own goals and activities 

 Develop strategies for survival and stability on the basis of above analysis. 

 Dynamic response: 

 Take environment forces as partially manageable and controllable by their 

actions. 

 they convert threats into opportunities. 

 They are highly conscious and confident of their own strengths and the 

weaknesses. 
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1.14 Cooperation in a Competitive Environment: 

Instead of fighting with each other, business groups work with each other. Business cooperate with 

each other in order to maximize its profit and minimize its cost. 

  There are three types of cooperation in competition 

1. Cartelization 

2. Kieretsus 

3. Family owned business cooperation 

 

Cartelization 

 Organizations dealing in same product or service or sometimes even in different product 

or services forms groups or cartels to rule the market. 

 There arrangements can be either explicit (which is known to public) or implicit (which is 

unknown to public.  

 There aim is to 

 Safeguarding there interest individually or collectively. 

 Stabilising the market price and avoiding fluctuations. 

 

Kieretsus 

 Cooperation in japan is known as kieretsus. 

 Kieretsu is a loosely-coupled group of companies, 

 Enhances the abilities of individual members to compete in their respective industries. 

 A kieretsu also differs from a consortium , as the primary purpose of a kieretsu is not to 

share information , but to share purchasing, distribution or any other functions. 

 they are different from conglomerates wherein all members are lineated through ownership 

pattern. 

 Kieretsu members  may own significant amounts of each other's stock and have many 

board members in common. 

 

Family owned cooperation 

 In India, a very large number of business enterprises are family owned cooperation. 
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 Major decisions and sometimes even minor decisions are made by members of the family 

who manage the enterprise. 

  The interests of the family largely influence the managerial decisions and activities of the 

enterprise.  

 Some of the disadvantages are 

 Conflicts among the managing members of the family on family matters tend to distort 

their behaviour in managing the enterprise also and thereby damage its functioning. 

 

1.15 Porter’s Five Forces Model - Competitive Analysis 

 To understand the competitive environment of the company the managers need to focus only 

on the important tasks rather than gathering bulk of unimportant information. 

 Level  of competition and its nature for different organization depends upon its nature,size 

etc. Five areas are 

 New entrants (JIO) 

 It is the powerful source of competition. 

 They brings new variety. 

 Bigger the entrant severe the threat. 

 Limit price and profitablity. 

 

 Bargaining power of customer 

 Influence price, investment and cost. 

 They may come in group or cartels. 

 Generally found in industrial products. 

 

 Bargaining power of supplier 

 Effects cost and profitability. 

 If they provide specialized offering, more will be the bargaining power. 

 Lesser the number of supplier more will be the bargaining power. 

 

 Rivalry among current players 

 It is commonly known as competition. 
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 Influences strategic decisions at every level. 

 Effects price and cost of competition. 

 Threats from substitutes. 

 Latent source of competition. 

 Substitute may give price advantage or performance improvement. 

 Direct impact on price and profit. 

 

 

CA IPCC Pendrive Classes  

For Strategic Management Coverage 

ICAI Study material + practice manual + previous 5 attempts  

For details email us at  cathrillers8@gmail.com 

For query  - 8376813885 

 

 

mailto:cathrillers8@gmail.com


STRATEGIC MANAGEMENT 

CHAPTER 2 

KAJOL MALIK 

FOR QUERIES 

WHATSAAP 837813885 

  Business Policy And Strategic Management 

2.1 

CHAPTER 2 – Business policy and strategic management 

         INTRODUCTION TO CHAPTER 

 

 Business Policy 

 Strategy 

 Strategy is a blend of  

 Corporate strategy 

 Characteristics of corporate strategy 

 Role of corporate strategy 

 Competitive strategy 

 Strategic management 

 Objectives of strategic management 

 Strategic management framewrk 

 Importance of strategic management 

 Strategic decision making 

 Characteristics of strategic decision making 

 .Vision 

 Elements of vision 

 Developing a strategic vision 

 Mission 

 Objectives/ goals 

 Characteristics of objectives 

 



STRATEGIC MANAGEMENT 

CHAPTER 2 

KAJOL MALIK 

FOR QUERIES 

WHATSAAP 837813885 

  Business Policy And Strategic Management 

2.2 

2.1Business Policy 

 It is the  study of functions and responsibility of senior management, crucial problems that affect success in 

total enterprises. 

 It present the framework for strategic decision making. 

 It prepares a person to handle general management responsibilities. 

 

2.2 Strategy 

 Strategy is a gameplan 

 Management is using strategy to 

 Take market position’ 

 conduct its operations 

 Attract and satisfies customers 

 Compete successfully 

 Achieve organizational objectives 

 Strategy is opposite of adhoc responses to  

 Changes in environment 

 Competition, consumer tastes, technology and other variables. (CCTV) 

 

2.3 COMPANY’S STRATEGY IS BLEND OF  

 Company’s strategy is blend of proactive and reactive strategy 

 When we formulate strategy for anticipated events keeping all the relevant factors into consideration than 

these strategies are known as proactive strategy. 

 When we formulate strategy for unanticipated events then these strategy are known as reactive strategy. 

 It’s not possible for the management to anticipate all the upcoming future events. 

 It can be concluded that management has to use both reactive as well as proactive strategy in order to 

achieve its objectives. 
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 Strategy is not a substitute of sound, alert and responsible management. 

 Strategy can never be perfect, flawless and optimal. 

 

 

2.4 Corporate strategy. 

 It is basically the growth design of the firm  

 It spell out two things 

 direction,extent,pace,and timing of firm’s growth. (DEPT) 

 The strategy for achieving growth. 

 It is also known as objective strategy design of the firm 

 

 

2.5 Characteristics of growth/corporate strategy 

 Formulated by top management. 

 It should not be planning only, it should be action oriented planning. 

 It is meant for long term growth and profit. 

 It should be integrated I.e. considered all elements of business. 

 It must be goal oriented I.e. it is means fr achieving organization long term objectives of growth. 

 Allowances for uncertainties. I.e. include contingencies. 

 Purposeful- it is for making organization ready to cope-up to a competitive and complex business environment 

successfully 

 Efficient it does not included unnecessary activities and elements. 

 

2.6 Role of corporate strategy 

 Corporate strategy is in the first place ensures the growth of the firm. 
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 It helps to build relevant competitive advantage. 

 It serves as design for filling the strategic planning gap. 

 Basically the purpose of corporate strategy is to haress the opportunities. 

 

2.7 Competitive strategy 

 It is the strategy designed to deal with existing and future competition in the external environment. 

 Competitive strategy is affected by factors internal as well as external to the firm. 

 These may be broadly classified as follows 

 Internal factors company’s strength and weakness 

 External factors  industry’s opportunities and threats 

 

2.8 Strategic management 

 It is a combination of strategy and management 

 It refers to  

 Forming a strategic vision. 

 Setting objectives 

 Developing a strategy 

 Implementing and executing the strategy 

 Initiating whatever adjustments are required. 

 Implementing above adjustments. 

 

2.9 Objectives of strategic management 

The overall objective of strategic management is two fold 

 To create competitive advantage, so that the company can outperform its competitors in order to have 

dominance over the market. 
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 To guide the company successfully through all the changes in environment. 

 

2.10 Strategic management framework 

STAGE1 WHERE WE ARE NOW? 

This is the beginning stage. It involves analyzing the present situation I.e. SWOT analysis. 

 

STAGE2 WHERE WE WANT TO GO? 

Set goals, mission and vision. It involves define the end position business wants to achieve. 

 

STAGE3 HOW TO GET THERE? 

Analysis of alternative strategies to achieve set goals, mission and vision.  

 

STAGE4 WHICH WAY IS THE BEST? 

This is the evaluation stage. It involves selection of best alternatives out of various alternatives. 

 

STAGE5  HOW CAN WE ENSURE ARRIVAL? 

Implementation stage. Execution of selected alternative. Also ensure taking corrective actions for deviations. 

 

 

2.11 Importance of strategic management 

Strategic management is very important for the survival and growth of business organizations. Other major benefits 

of strategic management are as follows 

 Strategic management helps organizations to be more proactive rather than reactive in dealing with its factors. 

 It provides better guidance to entire organization on the crucial point - what it is trying to do. 

 Strategic management provides framework for strategic decision making. 
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 It act as a pathfinder to various business opportunities. 

 Organizations are able to identify the available opportunities and identify ways and means how to reach them. 

 Strategic management serves as a corporate defence mechanism against mistakes and pitfalls. 

 It helps organizations to avoid costly mistakes in product market choices or investments. 

 It helps organization to evolve certain core competencies and competitive advantages 

 

2.12 Strategic decision making 

 Decision making is a complex process and  

 function of choosing a particular course of action  

 out of several alternative courses  

 for the purpose of accomplishment of the organizational goals. 

 Decisions may relate to general day to day operations. 

 They may be major or minor. 

 

2.13 Characteristics of strategic decision making 

 Strategic issues require top-management involvement. 

 Strategic issues involve the allocation of large amounts of company resources 

 Strategic issues are future oriented 

 Strategic issues usually have multi functional or multi - business consequences 

 There is lot of risk involved 
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2.14 Vision 

A Strategic vision is a road map of a company’s future – providing specifics about 

 Technology, 

 customer focus,  

 Geographic,  

 product markets to be pursued, 

 capabilities it plans to develop, 

 kind of company that management is trying to create. 

 

2.15 Elements of vision 

3 elements of strategic vision are 

 Coming up with a mission statement that defines what business the company is presently        

 In and conveys the essence of “Who we are and where we are now?” 
 

 Using the mission statement as basis for deciding on a long-term course making choices 

 about “Where we are going?” 

 Communicating the strategic vision in clear, exciting terms that arouse organization wide 

 commitment 

 

Some examples of Vision are: 
 

♦ICAI: World’s leading accounting body, a regulator and developer of trusted and independent 

professionals with world class competencies in accounting, assurance, taxation, finance 

and business advisory services.  
♦Reliance Industries: Through sustainable measures, create value for the nation, enhance 

quality of life across the entire socio-economic spectrum and help spearhead India as a 

global leader in the domains where we operate.  
♦TATA Power: To be the most admired and responsible Integrated Power Company with 

international footprint, delivering sustainable value to all stakeholder. 
 

♦TATA Motors: To be a world class corporate constantly furthering the interest of all its 

stakeholders. 
 

♦Hindustan Unilever: Unilever products touch the lives of over 2 billion people every day – 

whether that's through feeling great because they've got shiny hair and a brilliant smile, 
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keeping their homes fresh and clean, or by enjoying a great cup of tea, satisfying meal or 

healthy snack.  
 

The four pillars of our vision set out the long term direction for the company – where we 

want to go and how we are going to get there: 

 

• We work to create a better future every day. 
 

• We help people feel good, look good and get more out of life with brands and 

services that are good for them and good for others. 
 

• We will inspire people to take small everyday actions that can add up to a big 

difference for the world. 
 

• We will develop new ways of doing business with the aim of doubling the size of 

our company while reducing our environmental impact. 
 

• We've always believed in the power of our brands to improve the quality of 

people’s lives and in doing the right thing. As our business grows, so do our 

responsibilities. We recognise that global challenges such as climate change 

concern us all. Considering the wider impact of our actions is embedded in our 

values and is a fundamental part of who we are. 

 

 

2.16 Developing a strategic vision  /  how to develop a strategic vision 

 The entrepreneurial challenge in developing a strategic vision is to think creatively about how to prepare a 

company for the future. 

 Forming a strategic vision is an exercise in intelligent entrepreneurship. 

 A well-articulated strategic vision creates enthusiasm and engages members of the organization. 

 The best-worded vision statement clearly and crisply illuminates the direction in which organization is 

headed. 

 

2.17 Mission 

A company’s Mission statement is typically focused on its present business scope – 

“who we are and what we do”;  

mission statements broadly describe an organizations present  
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capabilities,  

customer focus,  

activities, and  

business makeup. 
 

 

Some examples of Mission are:   
♦ICAI: ICAI will leverage technology and infrastructure and partner with its stakeholders to 

 
• Impart world class education, training and professional development 

opportunities to create global professionals 
 

• Develop an independent and transparent regulatory mechanism that keeps pace 

with the changing times 
 

• Ensure adherence to highest ethical standards. 
 

• Conduct cutting edge research and development in the areas of accounting, 

assurance, taxation, finance and business advisory services 

• Establish ICAI members and firms as Indian multi-national service providers. 

 

♦Reliance Industries: 
 

• Create value for all stakeholders 
 

• Grow through innovation 
 

• Lead in good governance practices 
 

• Use sustainability to drive product development and enhance operational 

efficiencies 
 

• Ensure energy security of the nation 
 

• Foster rural prosperity 
 

♦TATA Power: We will become the most admired and responsible Power Company delivering 

sustainable value by: 
 

• Operating our assets at benchmark levels. 
 

• Executing projects safely, with predictable benchmark quality, cost and time. 

 

• Growing the Tata Power businesses, be it across the value chain or across 

geographies, and also in allied or new businesses. 
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• Driving Organizational Transformation that will make us have the conviction and 

capabilities to deliver on our strategic intent. 
 

• Achieving our sustainability intent of ‘Leadership with Care’, by having leading 

and best practices on Care for the Environment, Care for the Community, Care for 

the Customers and Shareholders, and Care for the People.  
♦TATA Motors: 

 
• Shareholders: To consistently create shareholder value by generating returns in 

excess of Weighted. 
 

• Average Cost of Capital (WACC) during the upturn and at least equal to Weighted 

Average Cost of. 
 

• Capital (WACC) during the downturn of the business cycle. 
 

• Customers: To strengthen the Tata brand and create lasting relationships with the 

customers by working closely with business partners to provide superior value for 

money over the life cycle. 
 

• Employees: To create a seamless organization that incubates and promotes 

innovation, excellence and the Tata core values. 
 

• Vendor and Channel Partners: To foster a long-term relationship so as to 

introduce a broad range of innovative products and services, that would benefit 

our customers and other stakeholders. 
 

 

 

2.18 Objectives and goals 

Objectives are organizations performance targets –  

the results and outcomes it wants to achieve.  

They function as yardstick for tracking 

an organizations performance and progress. 

 

2.19 Characteristics of objectives 

 Should be specific 

 Should motivate people 

 Helps to achieve mission and goals. 
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 Clear the relationship of organization with environment. 

 Should be related to time frame. 

 Should be understandable by each member of organization. 
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         CHAPTER 3 – Strategic Analysis 

        INTRODUCTION TO CHAPTER 

 Strategic Analysis 

 Issues to be considered for strategic analysis 

 Situational analysis 

 Methods of Industry and Competitive Analysis 

      Dominant economic features of the industry 

      Nature and strength of competition 

      Triggers of change 

      Identifying the companies that are in the strongest/weakest positions 

      Likely strategic moves of rivals 

      Key factors for competitive success 

      Prospects and financial attractiveness of industry 

 SWOT analysis 

 Significance of SWOT analysis 

 TOWS matrix 

 Portfolio analysis 

 Strategic Business Unit 

 Experience Curve 

 Product Life Cycle 

 BCG growth Share Matrix 

 Ansoff’s Product Market Growth Matrix 

 ADL matrix 

 GE model 

 

 

3.1 Strategic Analysis 
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Solid analysis of company’s external and internal situation is called strategic analysis keeping in 

mind the two important situational consideration. 

(1) industry and competitive conditions and  

(2) an organization’s own competitive capabilities, resources, internal strengths and weaknesses 

 

3.2 Issues to consider for strategic analysis 

 Strategy evolves over a period of time is result of a series of small decisions taken over an 

extended period of time. 

 Balance There should be workable balance between company’s enternal situation and  external 

environment. 

 Risk Two  types of risk occurs internal and external. 

 Internal short term- organization unable to cope up with strategic demand. 

 Internal long term- Changes in internal capacities. 

 External short term- Strategic Failure 

 External long term- Obsolescence of strategy. 

 

 

 

 

3.3 Situational analysis 

 Before any strategy is formulated it is important to analyze the the current situation of the 

organization. 

 This should form part of any business plan. 

 Situational analysis shall be a continuous process. 
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 It should be kept updated. 

 

 

 

 

 

 

3.4 Situation of different aspects is to be considered- 

 Product situation The details about current product. The details about current product may be 

divided into parts such as the core product and secondary products. 

 Competitive situation Analyze main competitors of organization Who are they .What are their 

competitive advantages? Analyse their strength and weaknesses. 

 Distribution situation-  How you ara getting your product in the market. Do you need to go 

through distributors or intermediaries. 

 Environmental factors- What external and internal environmental factors are there that needs 

to be taken into account. This can include economic, political, demographic or sociological. 

 Opportunity and issue analysis What are the current opportunities that are available in the 

market, the main threats that business is facing and may face in the future 

 

3.5 The methods of Industry and Competitive Analysis 

Provides way of thinking strategically about an industry’s overall situation and drawing conclusion about 

whether the industry represents an attractive investment of company’s funds. 

The issues are given below 

 Dominant economic features of the industry 

 Nature and strength of competition 

 Triggers of change 

 Identifying the companies that are in the strongest/weakest positions 

 Likely strategic moves of rivals 

 Key factors for competitive success 

 Prospects and financial attractiveness of industry 

 

1. Dominant economic features of the industry 
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The factors to consider in determining economic features of industry are follows- 

 Market size 

 Scope of competitive rivalry (local, regional, national, international, or global). 

 Number of rivals and their relative sizes. 

 Size and nature of business? 

 The number of buyers and their relative sizes. 

 The types of distribution channels used to access consumers. 

 Whether the products and services of rival firms are highly differentiated, weakly differentiated. 

 Capital requirements and the ease of entry and exit. 

 Whether industry profitability is above/below par. 

 

2. Nature and strength of competition 

 It is very important step for deriving competitive strategy. 

 Discover what are the main sources of competition. 

 Competitive pressure varies from industry to industry. 

 Competitive process of all industries are more or less alike. 

 

3. Triggers of change 

 There is lot of analytical value in identifying the specific factors causing fundamental industry and 

competitive change. 

 These factors creates incentives or pressures for changes. 

 The most dominant forces are called driving forces because they have the biggest influence on 

what kinds of changes will take place in the industry's structure and competitive environment.  

 Analyzing driving forces has two steps  

 identifying what the driving forces are and  

 assessing the impact they will have on the industry. 

 The most common driving forces are 

 Increasing globalization. 

 Marketing innovation. 
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 Entry or exit of major firms. 

 Changes in cost and efficiency. 

 

4. Identifying the companies that are in the strongest/weakest positions 

 Identifying the companies that are in the strongest/weakest positions refers to strategic group 

mapping.  

 It comprises of revealing the competitive positions of industry participants. 

 Comparing the market positions of each firm separately or for group wise when an industry has 

so many competitors that it is not practically feasible to examine each one in depth. 

 A strategic group consists of those rival firms with similar competitive approaches and 

positions in the market. 

 The procedure I-PAD for constructing a strategic group map and deciding which firms belong in 

which strategic group is straightforward  

 Identify the competitive characteristics that differentiate firms in the industry typical variables 

are price/quality range (high, medium, low); geographic coverage (local, regional, national, 

global) 

 Plot the firms on a two-variable map using pairs of these differentiating characteristics 

 Assign firms that fall in about the same strategy space to the same strategic group 

 Draw circles around each strategic group making the circles proportional to the size of the 

group's respective share of total industry sales revenues. 

 

5. Likely strategic moves of rivals 

 Unless a business organization pays attention to what competitors are doing, it ends up flying 

blind into competitive battle. 

 As in sports, scouting the opposition is essential same in case with business. 

 

6. Key factors for competitive success 

 An industry's Key Success Factors (KSFs) are those things that most affect industry members' 

ability to prosper in the marketplace. 

 KSFs by their very nature are so important that all firms in the industry must pay close attention 

to them - they are - the prerequisites for industry success. 

 Companies that stand out on a particular KSF enjoy a stronger market position. 
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 Key success factors vary from industry to industry and even from time to time within the same 

industry 

 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. 

 

7. Prospects and financial attractiveness of industry 

 The final step of industry and competitive analysis is to use the results of analysis of previous six 

issues to draw conclusions about the relative attractiveness or unattractiveness of the industry 

 If an industry’s overall profit prospects are above average, the industry can be considered 

attractive; if its profit prospects are below average, it is unattractive. 

 

3.6 SWOT Analysis 

The comparison of strengths, weaknesses, opportunities, and threats is normally referred to as a 

SWOT analysis 

 Strength Strength is an inherent capability of the organization which it can use to gain 

strategic advantage over its competitors. 
 
 Weakness A weakness is an inherent limitation of the organization which creates strategic 

disadvantage to it. 
 
 Opportunity An opportunity is a favourable condition in the organisation’s environment 

which enables it to strengthen its position. 
 
 Threat A threat is an unfavourable condition in the organisation’s environment which causes a 

risk for, or damage to, the organisation’s position. 

Its main purpose is to identify the strategies that will create a firm-specific business that will best fit, or 

match an organisational resources of the environment in which it operates. 

 

3.7 Tows Matrix 

 It matches the strengths and weakness of an organization with the external opportunities and 

threats. 

 It helps in systematically identifying relationships identifying relationships between these factors 

and selecting strategies on their basis. 

 It is a simple tool. 

 It is an action tool. 

 
 
3.8 Portfolio analysis 
 

 It refers to decision making technique for multi product and multi business organization. 
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 Helps in taking strategic decisions with regard to individual products or businesses. 

 It is primarily used for 

 competitive analysis and  

 corporate strategic planning in multi- product and multi business firms. 

 In order to design the business portfolio, the business must analyse its current business 

portfolio and decide which business should receive more, less, or no investment. 

 Depending upon analyses businesses may develop growth strategies for adding new products or 

businesses to the portfolio. 

 

3.9 Strategic Business Unit- 

These are the key businesses. 

 SBU is a unit of the company that has a separate mission and objectives and which can be 

planned independently from other company businesses. 

 The SBU can be a company division, a product line within a division, or even a single product or 

brand. 

 

Characteristics of SBU 

 An SBU has following characteristics 

 Single business or collection of related businesses that can be planned for separately. 

 Has its own set of competitors. 

 Has a manager who is responsible for strategic planning and profit 

 

 

3.10 Experience curve 

 The concept is similar to a learning curve which explains the efficiency increase gained by 

workers through repetitive productive work. 

 Experience curve is based on the commonly observed phenomenon that units costs decline as a 

firm accumulates experience in terms of a cumulative volume of production. 

 The implication is that larger firms in an industry would tend to have lower unit costs as compared 

to those for smaller companies, thereby gaining a competitive advantage. 

 Experience curve results from a variety of factors such as learning effects, economies of scale, 

product redesign and technological improvements in production. 

 

 

 

 

3.11 Product Life Cycle 

 PLC is an S-shaped curve which explains the relationship of sales with respect of time for a 

product that passes through the four successive stages.  

 introduction (slow sales growth),  

 growth (rapid market acceptance)  

 maturity (slowdown in growth rate)  



STRATEGIC MANAGEMENT 

CHAPTER 3 

KAJOL MALIK 

FOR ANY QUERY 

WHATSAAP 8376813885 

  Strategic Analysis 

3.8 

 decline (sharp downward drift). 

 

 The first stage of PLC is the introduction stage in which competition is almost negligible, prices 

are relatively high and markets are limited. The growth in sales is at a lower rate because of lack of 

knowledge on the part of customers. 

 The second phase of PLC is growth stage. In the growth stage, the demand expands rapidly, 

prices fall, competition increases and market expands. The customer has knowledge about the 

product and shows interest in purchasing it. 

 The third phase of PLC is maturity stage. In this stage, the competition gets tough and market 

gets stablised. Profit comes down because of stiff competition. At this stage organisations may 

work for maintaining stability. 

 In the declining stage of PLC, the sales and profits fall down sharply due to some new product 

replaces the existing product. So a combination of strategies can be implemented to stay in 

the market either by diversification or retrenchment. 

 

 

   
    Product Life Cycle 

 

 

Advantages of PLC  

 The main advantage of PLC is that it can be used to diagnose a portfolio of products (or 

businesses) in order to establish the stage at which each of them exists. 

 Particular attention is to be paid on the businesses that are in the declining stage.  

 Depending on the diagnosis, appropriate strategic choice can be made.  

 

For example, 

expansion may be a feasible alternative for businesses in the introductory and growth stages.  

 Mature businesses may be used as sources of cash for investment in other businesses which 

need resources. 

 A combination of strategies like selective harvesting, retrenchment, etc. may be adopted for 

declining businesses. 
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 In this way, a balanced portfolio of businesses may be built up by exercising a strategic choice 

based on the PLC concept. 

 

3.12 Boston Consulting Group (BCG) Growth-Share Matrix 

 

 The BCG growth-share matrix is the simplest way to portray a corporation’s portfolio of 

investments. 

 Growth share matrix also known for its cow and dog metaphors 

 Using the BCG approach, a company classifies its different businesses on a two-dimensional 

growth-share matrix. In the matrix 

 The vertical axis represents market growth rate and provides a measure of market 

attractiveness. 

 The horizontal axis represents relative market share and serves as a measure of company 

strength in the market. 

 

 

Using the matrix, organisations can identify four different types of products or SBU as follows 

Stars  are products or SBUs that are growing rapidly. 

 They also need heavy investment to maintain their position and finance their rapid growth potential.  

 They represent best opportunities for expansion. 

 

Cash Cows are low-growth, high market share businesses or products. 

 They generate cash and have low costs.  

 They are established, successful, and need less investment to maintain their market share.  

 In long run when the growth rate slows down, stars become cash cows. 

 

Question Marks, sometimes called problem children or wildcats,  

 are low market share business in high-growth markets.  

 They require a lot of cash to hold their share. 

 They need heavy investments with low potential to generate cash.  

 Question marks if left unattended are capable of becoming cash traps.  

 Since growth rate is high, increasing it should be relatively easier. 

 It is for business organisations to turn them stars and then to cash cows when the growth rate reduces. 

 

 

 

 

Dogs are low-growth, low-share businesses and products. 

 They may generate enough cash to maintain themselves, but do not have much future. Sometimes they may need 

cash to survive.  

 Dogs should be minimised by means of divestment or liquidation. 
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 Once the organisations have classified its products or SBUs, it must determine what role each will play in the future.  

 

The four strategies that can be pursued are 

 Build Here the objective is to increase market share, even by forgoing short-term earnings in favour of building a 

strong future with large market share. 

 

 Hold Here the objective is to preserve market share. 

 

 Harvest Here the objective is to increase short-term cash flow regardless of long-term effect. 

 

 Divest Here the objective is to sell or liquidate the business because resources can be better used elsewhere. 
 
 
3.13 Ansoff’s Product Market Growth Matrix 
 

 It helps businesses in  deciding their product and market growth strategy. 

 With the use of this matrix a business can get a fair idea about the growth of the business in terms 

of product and markets. 

 It is also known as product market expansion.’ 

 It is a portfolio-planning too.l 

 Helps in identifying company growth opportunities. 
 

 Market Penetration  

 Market penetration refers to a growth strategy  

 where the business focuses on selling existing products into existing markets.  

 It is achieved by making more sales to present customers  

 without changing products in any major way. 

 it might require spending on advertising or personal selling 

 .It is also done by efforts on increasing usage by existing customers. 

 

 Market Development  

 Market development refers to a growth strategy  

 where the business seeks to sell its existing products into new markets.  

 It is a strategy for company growth 

 by identifying and developing new markets for current company products.  

 This strategy may be achieved through  

 new geographical markets,new product dimensions or packaging, new 

distribution channels,  

 to attract different customers or create new market segments. 

 

 Product Development  

 Product development is refers to a growth strategy  

 where business aims to introduce new products into existing markets.  
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 It is a strategy for company growth 

 by offering modified or new products to current markets.  

 This strategy may require the business to develop  

 modified products which can appeal to existing markets. 

 

 Diversification  

 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.  

 The business is moving into markets  

 in which it has little or no experience. 
 
 
 
3.14 ADL Matrix 

 

 It is a portfolio analysis method that is based on product life cycle. 

 The approach forms a two dimensional matrix based on stage of industry maturity and the firms 

competitive position, environmental assessment and business strength assessment. 

 Stage of industry maturity is an environmental measure that represents a position in industry's life 

cycle. 

 Competitive position is a measure of business strengths that helps in categorization of products or 

SBU's into one of five competitive positions dominant, strong, favourable, tenable and weak. 

 It is 4 by five matrix as follows 
 

Stage of industry maturity 

Competitive 
Embryonic Growth Mature Ageing 

position 
        

    
Fast grow 

Defend position 

Defend position     
Attend cost 

    Attend cost 
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Fast grow leadership Renew 

  
Leadership 

Dominant Build barriers Renew Focus 

Renew 
  

Act offensively Fast grow Consider 
  

Defend position 
    

Act offensively withdrawal 
    

Act offensively 
        

          

      Lower cost   

  

Differentiate 

Differentiate Focus 
Find niche 

Strong 
Lower cost Differentiate 

Hold niche 

Fast grow Attack small Grow with 
  

Harvest 
    

firms industry 
      

          

      Focus   

      Differentiate   

  
Differentiate Focus 

Harvest   

Favourable 

Find niche 
Harvest 

Focus Differentiate Hold niche 

Turnaround 
  

Fast grow Defend Turnaround 
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      Grow with   

      industry   

      Hit smaller firms   

    Hold niche     

  
Grow with 

Turnaround 
Turnaround 

Divest   
Focus 

Tenable industry Hold niche 

Grow with Retrench 
  

Focus Retrench 
  

industry 
  

        

    Withdraw     

  Find niche Turnaround 
Withdraw 

  

Weak 
Catch-up Retrench 

Withdraw 

Grow with Niche or Divest 
    

  industry withdraw     

 
 
 

The competitive position of a firm is based on an assessment of the following criteria 
 
 Dominant  This is a comparatively rare position and in many cases is attributable either to a 

monopoly or a strong and protected technological leadership. 
 
 Strong By virtue of this position, the firm has a considerable degree of freedom over its 

choice of strategies and is often able to act without its market position being unduly 

threatened by its competitions.  
 Favourable This position, which generally comes about when the industry is fragmented and 

no one competitor stand out clearly, results in the market leaders a reasonable degree of 

freedom. 

 Tenable Although the firms within this category are able to perform satisfactorily and can justify 

staying in the industry, they are generally vulnerable in the face of increased competition from 

stronger and more proactive companies in the market. 
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 Weak The performance of firms in this category is generally unsatisfactory although the 

opportunities for improvement do exist. 

 
 
 
3.15 General Electric Model [“Stop-Light” Strategy 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. 

  Business Strength 

  Strong Average Weak 

attractiveness 

market 

High    

Medium    

Low    

  The GE Portfolio Matrix 

 

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 yellow zone, it needs caution. 

 If a product is in the red zone, it will eventually lead to losses that would make things difficult for 

organisations. 

 This model is similar to the BCG growth-share matrix. 

 However, there are differences. Firstly, market attractiveness replaces market growth as the 

dimension of industry attractiveness, and includes a broader range of factors other than just the 

market growth rate. 
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 Secondly, competitive strength replaces market share as the dimension by which the 

competitive position of each SBU is assessed. 
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CHAPTER 4 - Strategic Planning 

INTRODUCTION TO CHAPTER 

 Planning 

 Michael porter’s strategies 

 Cost leadership 

 Differentiation 

 Focus 

 Grand strategies 

 Stability 

 Expansion 

 Intensification 

1. Market penetration 

2. Market development 

3. Product development 

 Diversification 

1. Vertical 

 Forward 

 Backward 

2. Horizontal 

3. Concentric 

4. Conglomerate 

 Retrenchment 

1. Turnaround 

2. Divestment 

3. Liquidation 

4. Combination 
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4.1 Planning 

 Planning is future oriented. 

 It relates to deciding what needs to done in the future and generating blueprints for action. 

 Good planning is an important constitute of good management. 

 It can be strategic or operational. 

 

4.2Micheal  Porter’s  Generic  Strategies 

1. Cost Leadership  

 The basic idea is to underprice competitors and gain market share driving some of the competitors out of 

the market entirely. 

 But it must be pursued in conjunction with differentiation. 

 Striving to be low cost producers can be effective- 

-when there are few ways to achieve product differentiation 

-when the market is composed of many price sensitive buyers. 

-when there are large number of buyers with significant bargaining power. 

-when buyers do not care much about differences from brand to brand 

 High efficiency, low overhead, limited perks, intolerance of waste are some of the ways to achieve cost 

leadership. 

 Risk of pursuing cost leadership - competitors may imitate the strategy, thus bringing the overall profit 

down. 
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2. Differentiation 

 Differentiation does not guarantee competitive advantage, if rapid imitation by competitors is possible. 

 It is best for durable products protected by barriers to quick copying by competitors. 

 Product development is an example of a strategy that offers the advantages of differentiation. 

 It should be pursued only after a careful study of buyers, needs and preferences. 

 A successful differentiation strategy allows a firm to charge a higher price for its product and to gain 

customer loyalty. Because consumers may become strongly attached to the differentiation features. 

 Risk of pursuing differentiation strategy- unique product may not be valued highly enough by customers 

to justify the higher price. When this happens, a cost leadership strategy will easily defeat a 

differentiation strategy. Competitors may develop way to copy the differentiation features quickly. 

 

3. Focus 

 A successful focus strategy depends on an industry segment that is of- 

 sufficient size 

 has good growth potential, 

 is not crucial to the success of other major competitors. 

 Strategies such as market penetration and market development offer substantial focus advantages. 

 It must be pursued in conjunction with differentiation or cost leadership. 

 These strategies are most effective when consumers have distinctive preferences. 

 Risk is that - many competitors will recognize the successful focus strategy and copy it, thus bringing the 

overall profit down. 

 

4.4 GRAND  STRATEGIES 
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4.5 STABILITY STRATEGY 

 A firm opting for stability strategy stays with the same business, same product, market and function, 

maintaining same levels of effort as at present. 

 Growth objectives of firms employing this strategy will be quite modest. Only firms with growth objective 

will vote for this strategy. 

 Stability strategy does not involve a redefinition of the business. 

 It is basically a safety-oriented  strategy. 

 It does not warrant much of fresh investments. 

 The risk is also less. 

 It is fairly frequently employed strategy. 

 But it is not a do nothing strategy. 

 Followed in recession time. 

 

4.6EXPANSION STRATEGY 
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 Expansion strategy is the opposite of stability strategy. While in stability strategy, rewards are limited; in 

this they are very high. In the matter of risk too, the two are opposite of each other. 

 It is the most frequently employed generic strategy. 

 It is the true growth strategy. A firm with a mammoth growth ambition can meet its objective only 

through the expansion strategy. 

 It involves a redefinition of the business. 

 It requires much of fresh investments too. 

 It is a highly versatile strategy; it offers several permutations and combinations for growth. 

 It holds withing its fold two major strategy routes: Intensification and Diversification. 

 Both of them are growth strategies; the difference lies in the way in which the firm actually pursues the 

growth. 

 

 

4.7 INTENSIFICATION 

 With intensification strategy, the firm pursues growth by working with its current businesses. 

 Intensification, in turn, encompasses three alternative routes: 

 Market penetration strategy 

 Market development strategy 

 Product development strategy ( Discussed in chapter 3) 

 

4.8 DIVERSIFICATION STRATEGY 

 Diversification strategy involves expansion into new businesses that are outside the current 

businesses and markets. 

 There are four broad types of diversification  

♦ Vertically integrated diversification  

♦ Horizontal 

♦ Concentric diversification 
   

♦ Conglomerate diversification 
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4.9 VERTICAL INTEGRATED DIVERSIFICATION 

 Vertically integrated diversification involves going into new businesses that are related to the 

current ones. 

 It has two components – forward integration and backward integration. 

 The firm remains vertically within the same process sequence moves forward or backward in the 

chain. 

 FORWARD: It is moving forward in the value chain and entering business lines that use 

existing products or we can say moving in supply distribution channel.  

 BACKWARD: IT is a step towards, creation of effective supply by entering business of input 

providers. 

 

4.10 HORIZONTAL DIVERSIFICATION 

 Through the acquisition of one or more business operating at the same stage of the production- 

marketing chain that is going into complementary products, by- products or taking over competitor’ 

products. 

 

 

 

 

4.11 CONCENTRIC DIVERSIFICATION 

 Concentric diversification too amounts to related diversification. 

 In concentric diversification, the new products are connected to the firm's existing business through 

process, technology, marketing. 

 The new product is spin-off from the existing facilities and products/processes. 

 This means that the concentric diversification too, there are benefits of synergy with the current 

operations. 

 However concentric diversification differs from vertically integrated diversification in the nature of the 

linkage the new product has with the existing ones. 
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 The new product is only connected in a loop-like manner at one or more points in the form’s 

existing process/technology/marketing. 

 

4.12 CONGLOMERATE DIVERSIFICATION (UNRELATED) 

 In this, no such linkages exist;  

 the new business/product are disjointed from the existing business/products in every way;  

 it is a totally unrelated diversification. 

 In process, technology, function there is no connection between the  new products and the existing 

ones. 

 Conglomerate diversification has no common thread at all with the firm’s present position. 

 

4.13 RETRENCHMENT 

 When an organization substantially reduces the scope of its activity.  

 This is done through an attempt to find out the problem areas and diagnose the causes of the 

problems. 

 If the organization chooses to focus on ways and means to reverse the process of decline, it adopts 

at turnaround strategy. 

 If it cuts off the loss-making units, divisions, or SBUs, curtails its product line, or reduces the 

functions performed, it adopts a divestment (or divestiture) strategy.  

 If none of these actions work, then it may choose to abandon the activities totally, resulting in a 

liquidation strategy. 

 

 

4.14 TURNAROUND STRATEGIES  

 For internal retrenchment to take place,  

 emphasis is laid on improving internal efficiency,  

 known as turnaround strategy. 
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 There are certain conditions which point out that a turnaround is needed if the organization has 

to survive. These danger signs are: 

 Persistent negative cashflow 

 Negative profits 

 Declining market share 

 Deterioration in physical facilities 

 Over-manning, 

 high turnover of employees, 

 low morale, 

 Uncompetitive products or  

 services Mismanagement 

A set of ten elements that contribute to turnaround are: 

 Changes in the top management 

 Identifying quick payoff activities 

 Quick cost reductions 

 Revenue generation 

 Asset liquidation for generating cash 

 Mobilization of the organizations 

 Better internal coordination. 

 

4.15 stages of implementation of turnaround strategies. 

 Stage1:  Assessment of current problems and damage caused by the problem 

Assess current problems & find the extent of damage caused by the problem. Resources 

should be focused towards those areas which are essential. 
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 Stage2:  Analyze situation and develop strategies and preliminary action plan 

Identify appropriate strategies and develop preliminary action plan and look for viable core business, 

adequate bridge financing and available organizational resources. 

 

 Stage3:  Implementing an emergency plan 

The plan typically includes human resources, financial, marketing and operations actions to 

restructure debts, improve woring capital, reduce costs etc. Enough funds & positive cash flow must 

be established to implement turnaround strategies. 

 

 Stage4:  Restructuring business 

‘’product mix’’ must be changed to do some repositioning. Core products neglected over time may 

require immediate attention to remain competitive. 

 

‘’people mix’’ an important ingredient should also be enhanced by allowing rewards and 

compensation that will encourage employees dedication and creativity. 

 

 Stage5:  Returning to normal 

In the final stage, the organization should begin to show signs of profitably, return on investments 

and enhancing economic value added. Adding new products, improving customer service, 

creating alliances with other organizations etc. Shall be the areas of emphasis. 

 

4.16 Divestment strategy 

 It involves sale or liquidation of a portion of business, or a major division, profit centre or sbu. 

 It is adopted when a turnaround strategy has been attempted but has prooved to be unsuccessful. 

 The option of a turnaround may even be ignored if it is obvious that divestment is the only answer. 

 A divestment strategy may be adopted due to following reasons:- 

 

 A business that had been acquired prooves to be a mismatch and cannnot be integrated within the 

company 

 Persistant negative cashflow from a particular business create financial problem for the whole company, 

creating the need for divestment of that business. 

 Severity of competition and the inability of a firm to cope with it may cause it to divest. 
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 Technological upgradation is required if the business is to survive but where it is not possible for the 

firm to invest in it, a preferable option would be to divest. 

 A better alternative may be available for investment, causing a firm to divest a part of its unprofitable 

business. 

4.17 Liquidation 

 It is considered the most extreme and unattractive strategy, which involves closing down a firm and 

selling its assets. 

 It is considered as the last resort because it leads to serious consequences such as loss of employment 

for workers and other employees. 

 Many small- scale units proprietorship firms, and partnership liquidate frequently but medium/ and large 

sized companies rarely liquidate in INDIA. 

 The company management, government, banks, financial institutions and other agencies are 

extremely reluctant to take a decision, or ask, for liquidation. 

 Selling assets for implemention a liquidation strategy may also be difficult as buyers are difficult to find. 

 Liquidation strategy may be unpleasant as a strategic alternative but when a ‘’ dead business is worth 

more than alive’’ , it is good proposition. 

 

4.18 COMBINATION 

 The above strategies are not mutually exclusive.  

 It is possible to adopt a mix if the above to suite particular situation. 

 An enterprise may seek stability in some areas of activity, expansion in some and retrenchment in the 

others. 

 For some organizations, a strategy by diversification and/or acquisition may call for a retrenchment in 

some obsolete product lines, production facilities and plant location. 
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CHAPTER 5 – Formulation of Functional Strategy 

        INTRODUCTION TO CHAPTER 

 

 Functional strategy 

 Role of functional strategy 

 Importance of functional strategy 

 Marketing strategy formulation 

 Delivering value to customers 

 Marketing process 

 Marketing mix 

 Expanded marketing mix 

 Marketing analysis 

 Marketing planning 

 Marketing strategy techniques 

 Financial strategy formulation 

 Production strategy formulation 

 Logistics strategy 

 Supply chain management 

 Human resource strategic formulation 

 Strategic role of human resource management 

 

 

5.1 Functional Strategy 

 Strategies for different functions of management are known as functional level strategy. 

 Management has many functional areas. 

 Some of the common functional areas are:- 
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 Marketing 

 Finance 

 Production 

 Logistics 

 Research and development 

 Human resource. 

 For each functional area:- major sub areas are identified.  

 Then for each sub area, contents of functional strategy, important factors and their importance in 

strategy implementation process are identified. 

 

5.2 Role of functional strategy 

 It plays two important roles 

 Provide support to overall business strategy. 

 Spell out, how functional managers will work so as to ensure better performance  

  in their respective functional areas. 

 

5.3 Importance Of functional Strategy 

Agar mp act kare to harmony or consistency easy se askti hai 

 Makes top level strategy feasible:- development  of functional strategies aims to make 

strategies - formulated at top level practically feasible at functional level. 

 Provide framework:- time spend by functional managers is reduced as plans are clear and provide 

Framework within which decisions need to be taken. 

 Act as basis of contol:-Act as basis for controlling activities in different functional areas of 

business. 

 Harmony:- they help in bringing harmony and coordination among different functions as they are 

part of major strategies. 

 Consistency:- similar situation in different functional areas are handled in a consistent manner of 

functional managers. 

 Easy flow:- they help flow of strategic decisions in different functional areas of business. 

 

5.4 Marketing  
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 An activity performed by business organizations is known as Marketing. 

 It is considered to be the activities related to identifying the needs of customers and taking such 

actions to satisfy them in return of some consideration. 

 Marketing plays very important role in achieving organizational objectives. 

 Target customers stand at the centre of marketing process. 

 

 

 

 

 

 

 

5.5 Connecting With Customers 

 

 Companies must be customer centred. 

 Deliver greater value. 

 Since companies cannot satisfy all consumers in a given market, they must divide up the total 

market (market segmentation) 

 Choose the best segments (market targeting), 

 Design strategies for profitably serving chosen segments better than the competition (market 

positioning). 

 

5.6 Marketing Process 

 

 The marketing process is the process of analyzing market opportunities 

 Selecting target markets, 

 developing the marketing mix, 

 and managing the marketing effort. 

 Target customers stand at the centre of the marketing process. 

 

 

5.7 Marketing Mix 

 The marketing mix is the set of controllable marketing variables that the firm blends to produce 

the response it wants in the target market. 



STRATEGIC MANAGEMENT 

CHAPTER 5 

KAJOL MALIK 

FOR QUERY 

WHATSAAP 8376813885 

  Formulation Of Functional Strategy 

5.4 

 The marketing mix consists of everything that the firm can do to influence the demand for its 

product. 

 These variables are often referred to as the “4 Ps.” 

 The 4 Ps stand for product, price, place and promotion. 

 An effective marketing program blends all of the marketing mix elements into a coordinated 

program designed to achieve the company’s marketing objectives by delivering value to 

consumers. 

 The 4 Ps are from a marketer’s angle. 

 Buyer’s angle 4Cs, customer solution, cost, convenience, communication. 

 
 
 
5.8 Product ‘’Goods And Services’’ 
 

 Strategies are needed for 
 managing existing product 
 over time adding new ones 
 and dropping failed products. 

 Strategic decisions must also be made regarding branding, packaging and other product features 

such as warrantees. 

 Products may be classifed on many criteria consumer, industrial, necessity, luxury and so on. 

 Products and markets are highly dynamic. 

 Products can be differentiated on the basis of size, shape, colour, packaging, brand names, 

after-sales service and so on. 

 It does not matter whether the differentiation is real or imaginary. 

 Quite often the differentiation is psychological rather than physical. 

 

 

5.9 Price  

 Amount of money customers have to pay to obtain the product is known as price. 

 In an industry there would be organizations with low cost products and other 

 organizations with high costs. 

 The low cost organizations may adopt aggressive pricing strategy as they enjoy 

 more freedom of action in respect of their prices. 

 They may also afford selective increase in costs to push their sales. 

 They reduce their cost in order to maintain their profitability. 

 For a new product pricing strategies for entering a market needs to be designed.  

 In pricing a really new product at least three objectives must be kept in mind. 

 Making the product acceptable to the customers. 

 Producing a reasonable margin over cost. 

 Achieving a market that helps in developing market share. 

For a new product an organization may either choose to skim or penetrate the market. 

 

Skimming  

 prices are set at a very high level. 
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 The product is directed to those buyers who are relatively price insensitive but 

sensitive to the novelty of the new product. 

 Since the initial off take of the product is low,  

 high price, in a way, helps in rationing of supply in favour of those who can afford it. 

 

Penetration  

 firm keeps a temptingly low price for a new product which itself is selling point.  

 A very large number of the potential consumer may be able to afford and willing to try the 

product. 

 

5.10 Place 

 One of the most basic marketing decision is choosing the most appropriate marketing channel. 

 Strategies should be taken for the management of channel(s) by which ownership of product is 

transferred from producers to customers 

 and in many cases, the system(s) by which goods are moved from where they are produced from 

they are purchases by the final customers. 

 Strategies applicable to the middleman such as wholesalers and retails must be designed. 

 The distribution policies of a company are important determinants of the functions of marketing. 

 The decision to utilize a particular marketing channel or channels sets the pattern of operations of 

sales force 

 

 

5.11 Promotion 

 Activities that communicate the merits of the product and persuade target  

 consumers to  buy it. 

 Strategies are needed to combine individual methods such as advertising, personal 

 selling, and sales promotion. 

 In addition promotional strategies must be adjusted as a product move from an 

 earlier stage from a later stage of its life. 

 Modern marketing is highly promotional oriented. 

 Promotion also acts as an impetus to marketing. 

 It is simultaneously a communication, persuasion and conditioning process. 

 There are at least four major direct promotional methods or tools – personal selling, 

 advertising, publicity and sales promotion. 

 They are briefly explained as follows: 

 

 

Personal selling 

 Personal selling is one of the oldest forms of promotion. 

 It involves face-to-face interaction with the prospective customers and provides a 

 high degree of personal attention to them. 

 In personal selling, oral communication is made with potential buyers of a product  with 

the intention of making a sale. 

 It may initially focus on developing a relationship with the potential buyer 
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 Personal selling suffers from a very high costs as sales personnel are expensive. 

 They can physically attend only one customer at a time.  

 Thus it is not a cost-effective way of reaching a large number of people. 

 the personal selling is used in all kind of industries for all products. 

 

 

Advertising 

 Advertising is a non-personal, highly flexible and dynamic promotional method. 

 The media for advertisings are several such as pamphlets, brochures, newspapers, 

 magazines, hoardings, display boards, radio, television and internet. 

 Choice of appropriate media is important for effectiveness of the message.  

 The media may be local, regional, or national.  

 The type of the message, copy, and illustration are a matter of choice and  

 creativity. 

 Advertising may be directed towards consumers, middlemen or opinion leaders. 

 A sale is a function of several variables out of which advertising is only one. 

 

 

Publicity 

 Publicity is also a non-personal form of promotion similar to advertising. 

 no payments are made to the media as in case of advertising. 

 Organizations skilfully seek to promote themselves and their product without  

 payment. 

 Publicity is communication of a product in the media without paying for the media 

 space  directly. 

 Thus it is way of reaching customers with negligible cost. 

 Basic tools for publicity are 

 press releases, press conferences 

 interest to the public. 

 

Sales promotion 

 Sales promotion is an omnibus term 

 includes all activities that are undertaken to promote the business 

 Activities like discounts, contests, money refunds, instalments, kiosks, exhibitions  and 

 fairs constitute sales promotion. 

 All these are meant to give a boost to the sales. 

 Sales promotion done periodically may help in getting a larger market share to an 

 organization. 

 

 

5.12 Expanded Marketing Mix 

 Typically, all organizations use a combination of 4 Ps in some form or the other.  

 However, the above elements of marketing mix are not exhaustive. 

 A few new Ps are as follows: 
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 People: all human actors who play a part in delivery of the market offering and  

 thus influence the buyer perception, namely the firm personnel and the customer.  

 Physical evidence: the environment in which the market offering is delivered and 

 where the firm and customer interact.  

 Process: the actual procedures, mechanisms and flow of activities by which the 

 product / service is delivered. 

 

 
5.13 Marketing Analysis 

 

 Marketing analysis involves a complete analysis of the company’s situation. 

 A company performs analysis by identifying environmental opportunities and threats. 

 It also analyzes its strengths and weaknesses to determine which opportunities the 

 company can best pursue. 

 Marketing Analysis has three components as planning, implementation and control. 

 Through analyses organization feed information and other inputs to each of the other 

 marketing management functions. 

 
 
 
5.14 Marketing Planning 

 

 Deciding on marketing strategies that will help the company attains its overall strategic objectives. 

 A detailed plan is needed for each business, product, or brand. 

 Contents:- current marketing situation, threats and opportunity analysis, objectives and issues. 

 The current marketing situation is the section of a marketing plan that describes the target market 

and the company’s position in it. Important sections include:   
• A market description.  

 
• A product review.  

 
• Analysis of the competition.  
• A section on distribution. 

 In the threats and opportunities section, managers are forced to anticipate important   
developments that can have an impact, either positive or negative, on  the firm. 

 Having studied the product’s threats and opportunities, the manager can set objectives and 
consider issues that will affect them. The objectives should be stated as goals that the company 
would like to attain during the plan’s term.  

 Marketing strategy is the marketing logic by which the business unit hopes to achieve its marketing 
objectives. Strategies should be created for all marketing mix components.  

 The marketing budget is a section of the marketing plan that shows projected revenues, costs, and 
profits.   
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The last section of the marketing plan outlines the controls that will be used to monitor progress. This 

allows for progress checks and corrective action. 

 
 
5.15 Dealing with the Marketing Environment: 

 A company must carefully analyze its environment in order to avoid the threats and take 

advantage of the opportunities.  

 Areas to be analyzed in the environment normally include 

 Forces close to the company such as its ability to serve customers, other company departments, 

channel members, suppliers, competitors, and publics.  

 Broader forces such as demographic and economic forces, political and legal forces, technological 

and ecological forces, and social and cultural forces. 

 
 
5.16 Marketing Strategy Techniques 
 
 Social Marketing: It refers to the design, implementation, and control of programs seeking to 

increase the acceptability of a social ideas, cause, or practice among a target group. For instance, 

the publicity campaign for prohibition of smoking in Delhi explained the place where one can and 

can’t smoke in Delhi. 

 

 Augmented Marketing. It is provision of additional customer services and benefits built around 

the care and actual products that relate to introduction of hi-tech services like movies on demand, 

on-line computer repair services, secretarial services, etc. Such innovative offerings provide a set 

of benefits that promise to elevate customer service to unprecedented levels.  

 

 Direct Marketing: Marketing through various advertising media that interact directly with 

consumers, generally calling for the consumer to make a direct response. Direct marketing 

includes catalogue selling, mail, telecomputing, electronic marketing, shopping, and TV shopping.  

 

 Relationship Marketing: The process of creating, maintaining, and enhancing strong, 

value-laden relationships with customers and other stakeholder. For example, Airlines offer 

special lounges at major airports for frequent flyers. Thus, providing special benefits to select 

customers to strength bonds. It will go a long way in building relationships.  

 Services Marketing: It is applying the concepts, tools, and techniques, of marketing to services. 

Services is any activity or benefit that one party can offer to another that is essentially intangible 

and does not result in the banking, savings, retailing, educational or utilities.  

 Person Marketing: People are also marketed. Person marketing consists of activities undertaken 

to create, maintain or change attitudes or behaviour towards particular people. For example, 

politicians, sports stars, film stars, professional i.e., market themselves to get votes, or to promote 

their careers and income.  

 

 Organization Marketing: It consists of activities undertaken to create, maintain, or change 
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attitudes and behaviour of target audiences towards an organization. Both profit and non-profit 

organizations practice organization marketing.  

 

 Place Marketing: Place marketing involves activities undertaken to create, maintain, or change 

attitudes and behaviour towards particular places say, business sites marketing, tourism 

marketing.  

 

 Enlightened Marketing: A marketing philosophy holding that a company’s marketing should 

support the best long-run performance of the marketing system; its five principles include 

customer-oriented marketing, innovative marketing, value marketing, sense-of-mission marketing, 

and societal marketing.  

 

 Differential Marketing: A market-coverage strategy in which a firm decides to target several 

market segments and designs separate offer for each. For example, Hindustan Unilever Limited 

has Lifebuoy, Lux and Rexona in popular segment and Dove and Pears in premium segment. 

 

 Synchro-marketing: When the demand for the product is irregular due to season, some parts of 

the day, or on hour basis, causing idle capacity or overworked capacities, synchro-marketing can 

be used to find ways to alter the same pattern of demand through flexible pricing, promotion, and 

other incentives. For example, products such as movie tickets can be sold at lower price over 

week days to generate demand.  

 

 Concentrated Marketing: A market-coverage strategy in which a firm goes after a large share of 

one or few sub-markets.  

 

 Demarketing: Marketing strategies to reduce demand temporarily or permanently-the aim is not to 

destroy demand, but only to reduce or shift it. This happens when there is overfull demand. For 

example, buses are overloaded in the morning and evening, roads are busy for most of times, 

zoological parks are over-crowded on Saturdays, Sundays and holidays. Here demarketing can be 

applied to regulate demand. 
 
 
 
5.16 Financial Strategy Formulation 
 
Acquiring capital to implement strategies / sources of funds: 
 
 Additional capital. 
 Net profit from operations 
 sale of assets 
 debt and equity. 
 appropriate mix of debt and equity in a firm's capital structure can be vital to successful strategy 

implementation. 
 enough debt in its capital structure to boost its return on investment by applying debt to products and 

projects earning more than the cost of the debt 
 Factors to be kept in mind:- 

 Cash flow 
 Dilution of ownership 
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 Market situation 
 
 
 
 
 
 
 
Projected financial statements / budgets 
 
 It allows an organization to examine the expected results of various actions and approaches. 
 Nearly all financial institutions require a projected financial statement whenever a business seeks 

capital. 
 compute projected financial ratios. 
 When compared to prior years and to industry averages, financial ratios provide valuable insights 

into the feasibility of various strategy-implementation approaches. 
 Financial budgets can be viewed as the planned allocation of a firm's resources based on forecasts 

of the future. 
 There are almost as many different types of financial budgets as there are types of organizations. 
 Some common types of budgets include cash budgets, operating budgets, sales budgets, profit 

budgets, factory budgets, capital budgets, expense budgets, divisional budgets, variable budgets, 
flexible budgets, and fixed budgets. 

 When an organization is experiencing financial difficulties, budgets are especially important in 
guiding strategy implementation. 

 Financial budgets have some limitations. 
 First, budgetary programs can become so detailed that they are cumbersome and overly expensive. 
 Second, financial budgets can become a substitute for objectives. A budget is a tool and not an end 

in itself.  
 Third, budgets can hide inefficiencies if based solely on precedent rather than on periodic evaluation 

of circumstances and standards.  
 Finally, budgets are sometimes used as instruments of tyranny that result in frustration, resentment, 

absenteeism, and high turnover.  
 To minimize the effect of this last concern, managers should increase the participation of 

subordinates in preparing budgets. 
 
Management / usage of funds 
 
 Relates to investment decisions. 
 capital investment; fixed asset acquisition; current assets; loans and advances; dividend decisions; 

and relationship with shareholders. 
 Relates to the efficiency and effectiveness of resource utilization in the process of strategy 

implementation. 
 expansion strategies typically results in increase in capital work in progress and current assets. 
 If plans and policies are not clear, the usage of funds is inefficient 
 Payout policies for dividends and bonus distribution play an important role in the usage of funds 
 The priorities of management may often conflict with those of shareholders. 
 It is the responsibility of the strategists to minimize the conflict of interest between the management 

and the shareholders. 
 
Evaluating the worth of a business 
 
All the various methods for determining a business's worth can be grouped into three main approaches: 
 
Net worth of stockholders 
 
 Net worth represents the sum of common stock, additional paid-in capital, and retained earnings. 
 After calculating net worth, add or subtract an appropriate amount for goodwill and overvalued or 

undervalued assets. 
 This total provides a reasonable estimate of a firm's monetary value. 
 If a firm has goodwill, it will be listed on the balance sheet, perhaps as "intangibles". 
 



STRATEGIC MANAGEMENT 

CHAPTER 5 

KAJOL MALIK 

FOR QUERY 

WHATSAAP 8376813885 

  Formulation Of Functional Strategy 

5.11 

Future Benefits 
 
 future benefits its owners may derive through net profits. 
  A conservative rule of thumb is to establish a business's worth as five times the firm's current 

annual profit.  
 A five-year average profit level could also be used. 
 
 
 
 
 
Let the market determine, three methods. 
 
 First, base the firm's worth on the selling price of a similar company. 
  A potential problem, however, is that sometimes comparable figures are not easy to locate, even 

though substantial information on firms that buy or sell to other firms is available in major libraries. 
 
 The second approach is called the price-earnings ratio method.  
 To use this method, divide the market price of the firm's common stock by the annual earnings per 

share and multiply this number by the firm's average net income for the past five years.  
 
 The third approach can be called the outstanding shares method.  
 To use this method, simply multiply the number of shares outstanding by the market price per share 

and add a premium.  
 The premium is simply a per-share amount that a person or firm is willing to pay to control (acquire) 

the other company. 
 
 
5.17 Production Strategy Formulation 
 
1. Production System  
 
 Activities directed towards creation of products/ services for customers. 
 The production system is concerned with the capacity, location, layout, product or service design, 

work systems, degree of automation. 
 Decisions are long- term in nature. 
 Production system effects and get effected 

 Nature of product and service. 
 Market to be served 
 Manner in which they will be served. 

 
2. Operations Planning and Control 
 
 Aggregate production planning; materials supply; inventory, cost, and quality management; and 

maintenance of plant and equipment. 
 Here, the aim of strategy implementation is to see how efficiently resources are utilized and in what 

manner the day-to-day operations can be managed in the light of long-term objectives 
 Operations planning and control provides an example of an organizational activity that is aimed at 

translating the objectives into reality. 
 
3. Research and Development 
 
 Developing new products and improving old products. 
 R&D employees and managers perform tasks that include transferring complex technology, 

 adjusting processes to local raw materials, adapting processes to local markets, and altering 
 products to particular tastes and specifications. 

 But the level of management support for R&D is often constrained by resource availability. 
 Technological improvements that affect consumer and industrial products and services shorten 

 product life cycles. 
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 SWOT 
 There must be effective interactions between R&D departments and other functional 

 departments in implementing different types of generic business strategies. 
 
 
 
R&D policies can enhance strategy implementation efforts to: 
 
 Emphasize product or process improvements.  
 
 Stress basic or applied research.  
 
 Be leaders or followers in R&D.  
 
 Develop robotics or manual-type processes.  
 
 Spend a high, average, or low amount of money on R&D.  
 
 Perform R&D within the firm or to contract R&D to outside firms.  
 
 Use university researchers or private sector researchers.  
 
 
 
 
5.18 Approaches Of R&D 
 
There are at least three major R&D approaches for implementing strategies. 
 
 The first strategy is to be the first firm to market new technological products. This is a glamorous and 

exciting strategy but also a dangerous one. 
 
 A second R&D approach is to be an innovative imitator of successful products, thus minimizing the 

risks and costs of start up. This strategy requires excellent R&D personnel and an excellent 
marketing department. 

 
 A third R&D strategy is to be a low-cost producer by mass-producing products similar to but less 

expensive than products recently introduced. This R&D strategy requires substantial investment in 
plant and equipment, but fewer expenditures in R&D than the two approaches described earlier. 

 
 
5.19 Logistics Strategy 
 
 Management of logistics is a process which integrates the flow of supplies into, through and out of an 

organization to achieve a level of service which ensures that the right materials are available at the 
right place, at the right time, of the right quality, and at the right cost. 

 
 For a business organization effective logistic strategy will involve raising and finding solutions to the 

questions relating to raw material, manufacturing locations, products, transportation and 
development of inventory. 

 
 Improvement in logistics can results in savings in cost of doing business.  
 
 These savings can also reveal in the profits of the company. 
 

5.20 Advantages of Logistics Strategy 

 

Some examples of how logistics can help a business are as follows:  
 Cost savings  
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 Reduced inventory  
 Improved delivery time  
 Customer satisfaction  
 Competitive advantage  

 
 
 
5.21 What are the areas to examine while developing a logistics strategy? 

There are  different areas that should be examined for each company that should  be  
considered  and should include: 

 Transportation: Does the current transportation  strategies  help  service  
levels  required by the organisation? 

 Outsourcing: Areas of outsourcing of logistics function are to be identified. The 
effect of partnership with external service providers on the desired service level of 

organisation is also to be examined. 

 Competitors: Review the procedures adopted by competitors. It is also to be judged 
whether adopting the procedures followed by the competitors will be overall 

beneficial to    the organisation. This will also help in identifying the areas that 
may be avoided. 

 Availability of information: The information regarding logistics should be timely 
and accurate. If the data is inaccurate then the decisions that are made will be 

incorrect. With  the newer technologies it is possible to maintain information on 
movement of fleets and  materials on real time basis. 

 

 Strategic uniformity: The objectives of the logistics should be in line with  overall  
objectives and strategies of the organisation. They should aid in the accomplishment 
of major strategies of the business organisation. 

 
 
 
 
5.22 Supply Chain Management 

 

 The term supply chain refers to the linkages between suppliers, manufacturers and 

customers. 

 Supply chain management is defined as the process of planning, implementing, and 

controlling the supply chain operations. 

 It is a cross-functional approach to managing the movement of raw materials into an 

organization and the movement of finished goods out of the organization toward the 

end-consumer who are to be satisfied as efficiently as possible. 

 It encompasses all movement and storage of raw materials, work-in-process inventory, and 

finished goods from point-of-origin to point-of-consumption. 

 Modern organizations are striving to focus on core competencies and reduce their ownership 

of sources of raw materials and distribution channels. 

 These functions can be outsourced to other business organizations that specialize in those 

activities and can perform in better and cost effective manner. 
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5.23 Is logistic management same as supply chain management? 

 Supply chain management is an extension of logistic management. 

 However, there is difference between the two. 

 Logistical activities typically include management of inbound and outbound goods, 

transportation, warehousing, handling of material, fulfilment of orders, inventory 

management, supply/demand planning. 

 Although these activities also form part of Supply chain management, the latter has 

different components. 

 Logistic management can be termed as one of its part 

 Supply chain management includes more aspects apart from the logistics function. 

 It is a tool of business transformation and involves delivering the right product at the right 

time to the right place and at the right price.  

 It reduces costs of organizations and enhances customer service. 
 
 
 
5.24 Implementing Supply Chain Management Systems 
 
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: 

 
 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.   
 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.   
 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.   
 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.   
 Outsourcing: Outsourcing is not limited to the procurement of materials and components, 
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but also includes 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.   
 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 helps in producing positive feelings in the organization and the customers  

 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. 

 

5.25 Human Resource Strategy Formulation 

 

 Should support the corporate strategy. 

 Way in which the organization plans to develop its employees and provide them suitable 

opportunities and better working conditions so that their optimal contribution is ensured. 

 Selecting the best available personnel, ensuring a ‘fit’ between the employee and the job and 

retaining, motivating and empowering employees to perform well in direction of corporate objectives. 

 The success of an organization depends on its human resources. 

 This means how they are acquired, developed, motivated and retained organization play an 

important role in organizational success. 

 Strategic responsiblities of the human resource manager include:- 

 assessing the staffing needs 

 costs for alternative strategies proposed during Strategy formulation  

 and developing a staffing plan for effectively implementing strategies. 

 Other new responsibilities for human resource managers may include establishing and 

administering an employee stock ownership plan (ESOP) 

 and providing leadership for managers and employees in a way that allows them to balance work 

and family. 

 

 

 

5.26 Human resource problems 

 A well- designed strategic-management system can fail if insufficient attention is given to the 

human resource dimension.  
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 Human resource problems that arise when business implement strategies can usually be traced to 

one of three causes:  

 

(1) Disruption of Social and political structures,  

(2) failure to match individuals' aptitudes with implementation tasks, and  

(3) Inadequate top management support for implementation activities. 
 
 Disruption of social and political structures that accompany strategy execution must be 

anticipated and considered during strategy formulation and managed during strategy 
implementation. 

 
 Commonly used methods that match managers with strategies to be implemented include 

transferring managers, developing leadership workshops, offering career development activities, 
promotions, job enlargement, and job enrichment. 

 
 Strategies formal statements about the importance of strategic management must be considered 

with actual support and rewards given for activities completed and objectives reached. 
 
 Otherwise, stress created by inconsistency can cause uncertainty among managers and employees 

at all levels. 
 
 Best way is to actively involve many managers and employees as possible in the process. 
 
 
 

5.27 State the factors of human resource that influence on employees competence. 
 

Human resource management has been accepted as  a  strategic  partner  in  the  
formulation of organization’s strategies and in the implementation of such  strategies  through 
human resource planning, employment, training, appraisal and reward  systems. The following 

points should be kept in mind as they can have a strong influence on  employee competence: 

i. Recruitment and selection: The workforce will be more competent if a firm can 
successfully identify, attract, and select highly competent applicants. 

ii. Training: The workforce will be more competent if employees are well trained  
to  perform their jobs properly. 

iii. Appraisal of performance: The performance appraisal is to identify any 
performance deficiencies experienced by employees due to lack of competence. 
Such deficiencies, once identified, can often be solved through counselling, 

coaching or training. 

iv. Compensation: A firm can usually increase the competency of its workforce  
by  offering pay, benefits and rewards that are not only attractive than those of 

their competitors but also recognizes merit. 
 
 
 
5.28 Strategic Role of Human Resource Management 
 
1. Providing purposeful direction:  
 Goals of an organization state the very purpose and justification of its existence.  
 The management have to ensure that the objects of an organization become the object of each 

person working in the organization and the objectives are set to fulfill the same.  
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2. Creating competitive atmosphere:  
 
 There are two important ways of business can achieve a competitive advantages over the others. 
 The first is cost leadership which means the firm aims to become a low cost leader in the industry. 
 The second competitive strategy is differentiation under which the firm seeks to be unique in the 

industry in terms of dimensions that are highly valued by the customers.  
 
3. Facilitation of change:  
 The Human resource will be more concerned with substance rather than form, accomplishments 

rather than activities, and practice rather than theory.  
 The personnel function will be responsible for furthering the organization not just maintaining it. 
  Human resource management will have to devote more time to promote changes than to 

maintain the status quo. 
 
4. Diversion of workforce:  
 Diverse workforce is a great challenge.  
 Workforce diversity can be observed in terms of male and female workers, young and old workers, 

educated and uneducated workers, unskilled and professional employee, etc.  
 Moreover, many organizations also have people of different castes, religious and nationalities. 
 Money will no longer be the sole motivating force for majority of the workers.  
 Non-financial incentives will also play an important role in motivating the workforce.  
 
5. Empowerment of human resources:  
 Empowerment means authorizing every member of a society or organization to take of his/her own 

destiny realizing his/her full potential.  
 It involves giving more power to those who, at present, have little control what they do and little 

ability to influence the decisions being made around them.  
 
6. Building core competency:  
 A core competence is a unique strength of an organization which may not be shared by others. 
 This may be in the form of human resources, marketing, capability, or technological capability.  
 If the business is organized on the basis of core competency, it is likely to generate competitive 

advantage.  
 It needs creative, courageous and dynamic leadership having faith in organization’s human 

resources.  
 
7. Development of works ethics and culture:  
 Flexible starting and quitting times for employees may be necessary.  
 Focus will shift from extrinsic to intrinsic motivation. 
 A vibrant work culture will have to be developed in the organizations to create an atmosphere of 

trust among people and to encourage creative ideas by the people.  
 Far reaching changes with the help of technical knowledge will be required for this purpose.  
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6.1 Diffrentiate between Strategy formulation and strategy implementation 

Strategy formulation Strategy implementation 

strategy formulation is positioning forces 

before the action 

strategy implementation is positioning forces 

during the action 

strategy formulation focuses on 

effectiveness. 

strategy implementation focuses on 

effeiciency. 

strategy formulation requires good intuituve 

and analytical skills. 

strategy implementation requires special 

motivational and leadership skills. 

strategy formulation is primarily an 

intellectual processes. 

strategy implementation is primarily an 

operational processes. 

strategy formulation requires coordination 

among a few individuals. 

strategy implementation requires coordination 

among a many individuals. 

 

 

 

6.2 Issues in Strategy Implementation 

 Strategies by themselves do not lead to action. 

 Strategies therefore have to be activated through implementation. 

 Strategies should lead to plans. 

 Plans result in different kinds of programmes. 

 Programmes lead to the formulation of projects 

 It requires separate allocation of funds 

 Projects create the needed infrastructure for the day-to-day operations in an organization. 

 Implementation of strategies is not limited to formulation of plans, programmes, and projects. 

Projects would also require resources. 

 

 

6.3 The Functional Structure 



STRATEGIC MANAGEMENT 
CHAPTER 6 

KAJOL MALIK 
FOR QUERIES 

WHATSAAP 8376813885 
 

  Strategy Implementation And Control   

 6. 3 
 

 A functional structure widely used because of its simplicity and low cost.  

 A functional structure groups tasks and activities by business function 

 Some disadvantages of a functional structure are that it forces accountability to the top, 

minimizes career development opportunities, 

 Most large companies abandoned the functional structure in favour of decentralization and 

improved accountability. 

 

 

6.4 The Divisional Structure 

 The divisional structure can be organized in one of four ways: by geographic area, by product or 

service, by customer, or by process. 

 With a divisional structure, functional activities are performed both centrally and in each separate 

division. 

 A divisional structure has some clear advantages accountability is clear I.e. divisional managers 

can be held responsible for sales and profit levels. 

 Other advantages of the divisional design are that it creates career development opportunities for 

managers, allows local control of local situations, leads to a competitive climate within an 

organization, and allows new businesses and products In be added easily. 

 A divisional structure can also be costly 

 The divisional structure by product (or services) is most effective for implementing strategies when 

specific products or services need special emphasis.  

 However, a key difference between these two designs is that functional departments are not 

accountable for profits. 
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Divisional Structure 

 

 

 

6.5 The Strategic Business Unit (SBU) Structure 

 The SBU structure groups similar divisions into strategic business units, 

 And delegates authority and responsibility for each unit to a senior executive who reports directly 

to the chief executive officer.  

 This change in structure can facilitate strategy implementation by improving coordination between 

similar divisions. 

 

 SBU Structure 

 

 

6.6 The Matrix Structure 

 A matrix structure is the most complex of all designs  

 because it depends upon both vertical and horizontal flows of authority and communication 
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 In matrix structure functional and product forms are combined simultaneously at the same level of 

the organization. 

 Employee has two superior a product manager and a functional manager. 

 It is widely used many industries like construction, research and defence. 

 Can be used where many projects are running at a time and people are required for limited time 

period. 

 

 

 
Matrix Organization Structure 

6.7 Network Structure 

 A newer and somewhat more radical organizational design 

 The network structure can be termed a "non-structure" as it virtually eliminates in house 

business functions and outsource many of them. 

 An organization organized in this mannner is often caled a virtual organization because it is 

composed of a series of project linked by constantly changing non- hierarchical, cobweb like 

network. 

 The network structure become more useful when the environment of a firm is unstable and is 

expected to remain so. 

 Instead of having salaried employees, it may contract with people for a specific project or length of 

time. 

 

6.8 Hourglass Structure 

 Hourglass organization structure consists of three layers, 

 The structure has a short and narrow middle-management level. 

 Information technology links the top and bottom levels in the organization 

 A shrunken middle layer coordinates diverse lower level activities. 
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 The managers in the hourglass structure perform wide variety of tasks. 

 They would be handling cross-functional issues  

 

Hourglass Organisation Structure 

 

 Hourglass structure has obvious benefit of reduced costs.  

 It also helps in enhancing responsiveness by simplifying decision making. 

 

 
 

 

 

 

6.9 Characteristics of SBU 

 

The three most important Characteristics of SBU are: 
 
 It is a single business or a collection of related businesses which offer scope for 

independent planning and which might feasibly stand alone from the rest of the organization. 

 Has its own set of competitors. 
 
 Has a manager who has responsibility for strategic planning and profit performance, and who 

has control of profit-influencing factors. 

  

 
6.10 The Value Chain Analysis 

 Value chain analysis is a process where a firm identifies its primary and secondary activities that 

add value to its final product  

 and then analyze these activities to reduce cost or increase differentiation. 

 One of the key aspect of value chain analysis is the recognition that organization are collection of 

man, money, machines. 
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 These resources are of no value unless deployed into activities. 

 VCA helps in maintaining long term competitive position of the firm. 

 

 

 

6.11 Core Competences 

 A unique strength of an organization which may not shared by others is known as core 

competencies. 

 Core competencies are those capabilities that are critical to a business achieving competitive 

advantage. 

 In order to qualify as a core competence, the competency should differentiate the business from 

any other similar business. 

 

6.12 Managing linkages 

 Linking of core competencies with value chain of organization and supply distribution 

channel is known as management of linkages. 

 Core competencies are difficult to imitate if they are properly linked with value chain of 

organization and supply distribution channels. 

 If core competencies are linked with value chain and supply distribution channel then it will 

give leverage and levels of performance which are difficult to match. 

 

6.13 Strategic leadership 

 Strategic leadership is the  

 ability to influencing others 

 to voluntary make decisions  

 that enhance the prospects for organization’s long term success. 

 While maintaining short term financial stability. 

 

It includes:- 

 Determining firm’s strategic direction 

 Aligning firm’s strategy with its culture  

 Communicating high ethical standards. 
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 Initiating change in firm’s strategy when necessary. 

Unlike strategic leadership, management leadership is generally concerned with short term day- to- day 

activities. 

 

 

 

 

 

6.14 Approaches to leadership 

Two basic approaches to leadership can be transformational leadership style and transactional 

leadership style. 

 

1. Transformational leadership  

 Transformational leadership style use charisma and enthusiasm to inspire people 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 and personal satisfaction. 

 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 

organization. 

 

2. Transactional leadership 

 Transactional leadership style focus more on designing systems. 

 Transactional leaders try to build on the existing culture and enhance current practices. 

 Transactional leadership style uses the authority of its office to exchange rewards, such as pay 

and status. 

 They prefer a more formalized approach to motivate. 

 Transactional leadership style may be appropriate in settled environment, in growing or mature 

industries, and in organizations that are performing well. 

 The style is better suited in motivating people to work efficiently and run operations smoothly. 
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6.15 Strategic Change (General meaning) 

 Changing the existing strategies  

 and bring out new strategies. 

 Because of environmental changes 

 Is called strategic change. 

 Strategic change is a complex process 

 and it involves a corporate strategy focused on new markets, products, services and new ways of 

doing business. 

 

6.16 Steps to initiate strategic change 

For initiating strategic change, three steps can be identified as under: 

Recognize the need for change  

 The first step is to diagnose  

 which part 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 the scope for change.  
 

Create a shared vision to manage change  

 Vision of both individuals and organization should coincide. 

 There should be no conflict between them. 

 Senior managers need to constantly communicate the vision 

 not only to inform but also to 

 overcome resistance through proper communication. 

 

 

Institutionalise the change  

 This is basically an action stage  

 which requires implementation of changed strategy. 

 Changed 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 

 so that the necessary corrective actions are taken. 

 

6.17 Strategic change (Kurt Lewin) 
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These stages are unfreezing, changing and refreezing. 

Unfreezing the situation 

 makes the individuals or organizations aware of the necessity for change and prepares them for 

such a change. 

 changes should not come as a surprise to the members of the organization. 

 Sudden and unannounced change would be socially destructive. 

 Unfreezing is the process of breaking down the old attitudes and behaviours 

 This can be achieved by making announcements, holding meetings and promoting the ideas 

throughout the organization. 

 

Changing to New situation 

 Once the unfreezing process has been completed and the members of the organization recognize 

the need for change and have been fully prepared to accept such change,  

 their behaviour patterns need to be redefined. 

 Behaviour pattern needs to be redefined through three ways:- 

 These are compliance, identification and internalisation. 

 

 Compliance  

 It is achieved by strictly enforcing  

 the reward and punishment strategy  

 for good or bad behaviour.   
 

 Identification:  

 Identification occurs when members 

 impressed upon to identify themselves  

 with some given role models  

 whose behaviour they would like to adopt 

 and try to become like them. 

 

 

 Internalization 

 They have given freedom to 

 learn and adopt new behaviour  

 in order to succeed in the new set of circumstances. 

 

 

Refreezing 
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 Make new behaviour permanent. 

 Continuously reinforce the change t make it a normal way of life 

 

6.18 Premise control 

 Premise control is a tool for systematic and continuous monitoring of the environment to 

verify the validity and accuracy of the premises on which the strategy has been built.  

 It primarily involves monitoring two types of factors. 

 Environmental factors such as economic , technology, social and regulatory. 

 Industry factors such as competitors, suppliers, substitutes. 

 It is neither feasible nor desirable to control all types of premises in the same manner. 

 Different premises may require different amount of control. 

 Thus, managers are required to select those premises that would severely impact the functioning 

of the organization and its strategy. 

 

 

 

 

6.19 Corporate Culture 

 

 Corporate culture refers to a company’s values, beliefs, business principles, traditions, ways of 

operating, and internal work environment. 

 A culture where creativity, embracing change, is very important for successful execution of a 

product innovation. 

 A culture built around such business principles as listening to customers, encouraging 

employees to take pride in their work. 
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7.1 Business Process Reeingineering 

 Refers to analysis and redesign of work flows and process both within and between the organization. 

 It is a total deconstruction and rethinking of a business process in its entirety,unconstrained by its existing 

structure and pattern. 

 Its objective is to obtain quantum gains in the performance of the process in the term of 

time,cost,output,quality and responsiveness to customers through the use of its system. 

 Business process reeingineering means starting all our means starting from the very scratch.  

 Reeingineering is about business reinvention not  improvement,business enhancement or business 

modification. 

 

7.2 Business process 

 A process is a set of logically related tasks or activities oriented towards achieving a specified outcome and 

often go beyond departmental and functional boundaries. 

 For example. One common process found almost in every organization is order. 

 A set of interconnected processes comprise a business system. 

 Some process turn out to be extremely critical for the success and survival of the enterprises and they are  

known as core business process. 

 BPR focuses on such critical business process out of many process that go on in any company. 

 While some core process are easily identifiable, some core business may not always be immediately 

apparent. 

 

7.3 Factors that Necessitate BPR:- 

 Process need to be managed not functions. 

 Continuous improvement is a deficient approach when a company is far behind the industry standards. 

 How to compete is more important than deciding about where to compete. 

 

7.4 Steps in implementing BPR 
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Determining scope, objective and framework:-  

 Objectives are desired end results of the redesign process which the management and organization attempts 

to realise. 

 This will provide the required focus, direction, and motivation for the redesign process. 

Identify customers and determine their needs:- 

 The designers have to understand customers - their profile, their steps in acquiring, using and disposing a 

product. 

Study the existing process:- 

 The existing processes will provide an important base for the redesigners. 

 The purpose is to gain an understanding of the ‘what’, and ‘why’ of the targeted process. 

Formulate a redesign process plan:- 

 The information gained through the earlier steps is translated into an ideal redesign process. 

 Formulation of redesign plan is the real crux of reeingineering efforts. 

Implement the redesign:- 

 It is easier to formulate new process than to implement them. 

 It is the joint responsibility of the designers and management to implement the new process. 

 

 

7.5 Central thrust of BPR 

 It’s thrust area may be identified as “the reduction of the total cycle time of a business process.” 

 Total cycle maybe explained in terms of  

 customer need. 

 Time to manufacture product 

 Customer satisfaction. 

 

7.6 Problems in BPR 

 It disturbs established hierarchies and functional structures 
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 involves resistance among the work-force. 

 Reengineering takes time and expenditure, at least in the short run, that many companies are reluctant to go 

through the exercise. 

 Even there can be loss in revenue during the transition period. 

 Setting of targets is tricky and difficult. 

 If the targets are not properly set or the whole transformation not properly carried out, reengineering efforts may 

turn-out as a failure. 

 

 

7.7 Benchmarking 

 Benchmarking is an approach of setting goals and measuring productivity based on best industry practices. 

 It gives information against which performance can be measured. 

 Benchmarking helps in improving performance by learning from best practices and the processes by which 

they are achieved. 

 Benchmarking is a process of continuous improvement in search for competitive advantage. 

 It measures a company’s products, services and practices against those of its competitors. 

 

 

7.8 The Benchmarking Process 

 Identifying the need for benchmarking and planning: 

 This step will define the objectives the benchmarking exercise. It will also involve selecting the type of 

benchmarking.  

 Clearly understanding existing business processes: 

 This step will involve compiling information and data on current performance.  

 Identify best processes: 

 Within the selected framework, best processes are identified. These may be within the same organization or 

external to them. 

 Compare own processes and performance with that of others: 
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 Benchmarking process also involves comparison of performance of the organization with the performance of 

other organization. 

 Prepare a report and Implement the steps necessary to close the performance gap: 

 A report on the Benchmarking initiatives containing recommendations is prepared. Such a report includes 

the action plan(s) for implementation. 

 Evaluation: 

 Business organizations evaluate the results of the benchmarking process in terms of improvements vis-a-vis 

objectives and other criteria set for the purpose. 

 

7.9 Total Quality Management (TQM)   
 
 Total Quality Management (TQM) is a people-focused management system that aims at  continual  

 increase in customer satisfaction at lower real cost. 
 
 It works horizontally across functions and departments, involves all employees, top to  bottom,and extends 

 backward and forward to include the supply chain and the customer chain. 
 
 Perhaps simply sorting good products from bad, was not the most efficient way to assure a quality output. 
 
 A more effective management philosophy might focus on actions to prevent a defective  product  from 

  ever being created, 
 
 The concept of quality control need not be restricted only to manufacturing processes. 
 
 The idea of assuring quality could also be applied to administrative processes service  industries and all 

 sphere of organization activity.
 
 
 
 
7.10 Principles guiding TQM ( Read two times) 
 A sustained management commitment to quality 
 Focusing on the customer 
 Preventing rather than detecting defects:  
 Universal quality responsibility 
 Quality measurement 
 Continuous improvement and learning 
 Root cause corrective action 
 Employee involvement and empowerment 
 Thinking statistically 
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 Inventory reduction 
 
 
7.11 Six Sigma 
 Six Sigma means maintenance of the desired quality in processes and end products. 
 It means taking systemic and integrated efforts toward improving quality and reducing cost. 
 It is a highly disciplined process that helps in developing and delivering near-perfect  products and 

 services. 
 Six Sigma strives that 99.99966% of products manufactured are defect free. 
 Six Sigma is a total management commitment. 
 It is about making every area of the organization better able to meet the changing needs of  the customers. 
 
 
7.12 Six Sigma Methodology 
For implementing six sigma there are two separate key methodologies for existing and new processes. The two 
methodologies as follows:- 
 
1. DMAIC:- DMAIC methodology is an acronym for five different steps used in six sigma directed towards improvement 
of existing product, process or service. The five steps are as follows: 
 
 Define:- To begin with six sigma experts define the process improvement goals that are  consistent with 

 the strategy of the organization and customer demands.  
 
 Measure:- The existing processes are measured to facilitate future comparison. 
 
 Analyze:- Verify cause-and-effect relationship between the factors in the processes. Experts  need to 

 identify the relationship between the factors. 
 
 Improve:- On the basis of the analysis experts make a detailed plan to improve. 
 
 Control:- Initial trial are run to establish process capability to continuously monitor the  process to 

 identify variances  and corrected before they result in defects.  
 
 
2. DMADV:-  DMADV is again acronym for the steps followed in implementing six sigma. It is a strategy for 

designing new products, processes and services. 

 

 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. 

 

 Measure: Next identify the factors that are critical to quality . Measure factors such as  product capabilities  

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

 

 Design: Develop details of design and improve it.  

 

 Verify: Verify designs through simulations or pilot runs. Verified and implemented processes  are handed 

over to the process owners.  
 
 
 
7.13 Six Themes of Six Sigma 
 
The critical elements of Six Sigma can be put into six themes as follows 
 
 Theme one :- genuine focus on the customer:   

 In Six Sigma, customer focus becomes the top priority. 

 For example, the measures of Six Sigma performance begin with the customer.  

 Six Sigma improvements are defined by their impact on customer satisfaction and value. 

 

 Theme two:-  data and fact-driven management:  

 It  measures  business performance and then  analyzes key variables. 

 Six Sigma helps managers answer two essential questions to support data-driven decisions and solutions. 

 What data do I really need? 

 How do we use that data to maximum benefit? 

 

 Theme three:- processes are where the action is: 

 Six Sigma positions the process as the key vehicle of success.  

 Everything else including customer satisfaction is secondary. 

 

 Theme four:- proactive management:  

 Most simply, being proactive means acting in advance of events rather than reacting to them.  

 

 Theme five:- boundary less collaboration:  

 The opportunities available through improved collaboration within companies and with vendors and 

   customers are huge.  

 

 Theme six − drive for perfection; tolerate failure:  

 No company will get even close to Six Sigma without launching new ideas and 

approaches-which always involve some risk.  
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