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Unit – III

Corporate Strategy

Corporate-level strategies address the entire strategic scope of the enterprise. This is the "big picture" view of the organization and includes deciding in which product or service markets to compete and in which geographic regions to operate. For multi-business firms, the resource allocation process—how cash, staffing, equipment and other resources are distributed—is typically established at the corporate level. In addition, because market definition is the domain of corporate-level strategists, the responsibility for diversification, or the addition of new products or services to the existing product/service line-up, also falls within the realm of corporate-level strategy. Similarly, whether to compete directly with other firms or to selectively establish cooperative relationships—strategic alliances—falls within the purview corporate-level strategy, while requiring ongoing input from

Different Types of Strategies

1. Grand Strategies

Grand strategy is a general term for a broad statement of strategic action. A grand strategy states the means that will be used to achieve long-term objectives. Examples of business grand strategies that can be customized for a specific firm include: concentration, market development, product development, innovation, horizontal integration, divestiture, and liquidation.
2. Stability Strategy 

When firms are satisfied with their current rate of growth and profits, they may decide to use a stability strategy. This strategy is essentially a continuation of existing strategies. Such strategies are typically found in industries having relatively stable environments. The firm is often making a comfortable income operating a business that they know, and see no need to make the psychological and financial investment that would be required to undertake a growth strategy. 

No change strategies

· Pause/proceed with caution strategies

It is employed by the firm that wish to test the ground before moving ahead with a full fledged grand strategy, or by firms that have an intense pace of expansion and wish to rest for a while before moving ahead. The purpose is to allow all the people in the organization to adapt to the changes. It is a deliberate and conscious attempt to postpone strategic changes to a more opportune time.

E.g: In the India shoe market dominated by Bata and Liberty, Hindustan Levers better known for soaps and detergents, produces substantial quantity of shoes and shoe uppers for the export market. In late 2000, it started selling a few thousand pairs in the cities to find out the market reaction. This is a pause proceed with caution strategy before it goes full steam into another FMCG sector that has a lot of potential

· Profit strategies

No firm can continue with the No – Change Strategy. Sometimes things do change and the firm is faced with the situation where it has to do something. A firm may assess the situation and assume that its problem are short lived and will go away with time. Till then a firm tries to sustain its profitability by adopting a profit strategy

For instance in a situation when the profit is becoming lower firm takes measures to reduce investments, cut costs, raise prices, increase productivity and adopt other measures to solve the temporary difficulties.

The problem arises due to unfavourable situation like economic recession, government attitude, and industry down turn, competitive pressures and like. During this kind of situation that the firm assumes to be temporary it would adopt profit strategies

Some firms to overcome these difficulties would sell off assets such as prime land in a commercial area and move to suburbs. Others have removed some of its non-core business to raise money, while others have decided to provide outsourcing service to other organizations.

3. Expansion Strategies
Growth strategies are designed to expand an organization's performance, usually as measured by sales, profits, product mix, market coverage, market share, or other accounting and market-based variables. Typical growth strategies involve one or more of the following: 

1. With a concentration strategy the firm attempts to achieve greater market penetration by becoming highly efficient at servicing its market with a limited product line (e.g., McDonalds in fast foods). 

2. By using a vertical integration strategy, the firm attempts to expand the scope of its current operations by undertaking business activities formerly performed by one of its suppliers (backward integration) or by undertaking business activities performed by a business in its channel of distribution (forward integration). 
Example of Backward and Forward Integration
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3. A diversification strategy entails moving into different markets or adding different products to its mix. If the products or markets are related to existing product or service offerings, the strategy is called concentric diversification. If expansion is into products or services unrelated to the firm's existing business, the diversification is called conglomerate diversification. 

· Expansion through concentration

· Expansion through integration

· Expansion through diversification

· Expansion through cooperation

· Expansion through internationalisation

4. Retrenchment Strategies

Retrenchment strategies involve a reduction in the scope of a corporation's activities, which also generally necessitates a reduction in number of employees, sale of assets associated with discontinued product or service lines, possible restructuring of debt through bankruptcy proceedings, and in the most extreme cases, liquidation of the firm. 

· Firms pursue a turnaround strategy by undertaking a temporary reduction in operations in an effort to make the business stronger and more viable in the future. These moves are popularly called downsizing or rightsizing. The hope is that going through a temporary belt-tightening will allow the firm to pursue a growth strategy at some future point. 

· A divestment decision occurs when a firm elects to sell one or more of the businesses in its corporate portfolio. Typically, a poorly performing unit is sold to another company and the money is reinvested in another business within the portfolio that has greater potential. 

· Bankruptcy involves legal protection against creditors or others allowing the firm to restructure its debt obligations or other payments, typically in a way that temporarily increases cash flow. Such restructuring allows the firm time to attempt a turnaround strategy. For example, since the airline hijackings and the subsequent tragic events of September 11, 2001, many of the airlines based in the U.S. have filed for bankruptcy to avoid liquidation as a result of stymied demand for air travel and rising fuel prices. At least one airline has asked the courts to allow it to permanently suspend payments to its employee pension plan to free up positive cash flow. 

· Liquidation is the most extreme form of retrenchment. Liquidation involves the selling or closing of the entire operation. There is no future for the firm; employees are released, buildings and equipment are sold, and customers no longer have access to the product or service. This is a strategy of last resort and one that most managers work hard to avoid. 

· Turnaround strategies

· Divestment strategies

· Liquidation strategies

5. Combination Strategies

· Simultaneous strategies 

· Sequential combination

· Combination of simultaneous and sequential strategies

THREE ASPECTS OF STRATEGY FORMULATION
 

The following three aspects or levels of strategy formulation, each with a different focus, need to be dealt with in the formulation phase of strategic management.  The three sets of recommendations must be internally consistent and fit together in a mutually supportive manner that forms an integrated hierarchy of strategy, in the order given.

 

· Corporate Level Strategy:  In this aspect of strategy, we are concerned with broad decisions about the total organization's scope and direction.  Basically, we consider what changes should be made in our growth objective and strategy for achieving it, the lines of business we are in, and how these lines of business fit together.  It is useful to think of three components of corporate level strategy: (a) growth or directional strategy (what should be our growth objective, ranging from retrenchment through stability to varying degrees of growth - and how do we accomplish this), (b) portfolio strategy (what should be our portfolio of lines of business, which implicitly requires reconsidering how much concentration or diversification we should have), and (c) parenting strategy (how we allocate resources and manage capabilities and activities across the portfolio -- where do we put special emphasis, and how much do we integrate our various lines of business).

 Competitive Strategy (often called Business Level Strategy):   This involves deciding how the company will compete within each line of business (LOB) or strategic business unit (SBU).

 

· Functional Strategy:  These more localized and shorter-horizon strategies deal with how each functional area and unit will carry out its functional activities to be effective and maximize resource productivity.

COMPETITIVE (BUSINESS LEVEL) STRATEGY

In this second aspect of a company's strategy, the focus is on how to compete successfully in each of the lines of business the company has chosen to engage in. The central thrust is how to build and improve the company's competitive position for each of its lines of business. Successful competitive strategies usually involve building uniquely strong or distinctive competencies in one or several areas crucial to success and using them to maintain a competitive edge over rivals. Some examples of distinctive competencies are superior technology and/or product features, better manufacturing technology and skills, superior sales and distribution capabilities, and better customer service and convenience. Competitive strategy is about being different. 

We will consider competitive strategy by using Porter's four generic strategies as the fundamental choices, and then adding various competitive tactics.

Porter's Four Generic Competitive Strategies

1. Overall Price (Cost) Leadership: by providing products or services at the  

          lowest price. 

2. Differentiation: differentiating features that make customers willing to pay premium prices, e.g., superior technology, quality, prestige, special features, service, convenience (examples are Nordstrom and Lexus). Success with this type of strategy requires differentiation features that are hard or expensive for competitors to duplicate. a market niche strategy, concentrating on a narrow customer segment and competing with lowest prices, which, again, requires having lower cost
3. Differentiation Focus: a second market niche strategy, concentrating on a narrow customer segment and competing through differentiating features (e.g., a high-fashion women's clothing boutique in Paris, or Ferrari).
Competitive Tactics

Two categories of competitive tactics are those dealing with timing (when to enter a market) and market location (where and how to enter and/or defend).

Timing Tactics:  When to make a strategic move is often as important as what move to make.

We often speak of first-movers (i.e., the first to provide a product or service), second-movers or rapid followers, and late movers (wait-and-see).  Each tactic can have advantages and disadvantages. Being a first-mover can have major strategic advantages when: (a) doing so builds an important image and reputation with buyers; (b) early adoption of new technologies, different components, exclusive distribution channels, etc. can produce cost and/or other advantages over rivals; (c) first-time customers remain strongly loyal in making repeat purchases; and (d) moving first makes entry and imitation by competitors hard or unlikely.

However, being a second- or late-mover isn't necessarily a disadvantage.  There are cases in which the first-mover's skills, technology, and strategies are easily copied or even surpassed by later-movers, allowing them to catch or pass the first-mover in a relatively short period, while having the advantage of minimizing risks by waiting until a new market is established. 

Market Location Tactics: These fall conveniently into offensive and defensive tactics. Offensive tactics are designed to take market share from a competitor, while defensive tactics attempt to keep a competitor from taking away some of our present market share.
Cooperative Strategies
              Another group of "competitive" tactics involve cooperation among companies.  These could be grouped under the heading of various types of strategic alliances, which have been discussed to some extent under Corporate Level growth strategies.  These involve an agreement or alliance between two or more businesses formed to achieve strategically significant objectives that are mutually beneficial. Some are very short-term; others are longer-term and may be the first stage of an eventual merger between the companies.

Functional Strategies
Functional strategies are relatively short-term activities that each functional area within a company will carry out to implement the broader, longer-term corporate level and business level strategies.

Components of Business Environment

1.  Market Environment – Market environment consists of factors related to the groups and other organizations that complete with have an impact on an organization’s market and business. Some of the factors are:

· Customer or client factor – such as need, preference, perceptions, attitudes, values, bargaining power, buying behaviour and customer satisfaction.

· Product factor – such as demand, image, feature, utility, function, design, life cycle, price, promotion, distribution, etc.

· Market intermediaries -  factor such middleman, distributors, channels etc. 

· Competitors related factors – such as different types of competitors.

2. Technological Environment -  Technological environment are those environment which consists of factors that are related to knowledge applied and the material and machine used in production of goods and services which have an impact on business of an organization. 

In India we find that technology vary from different sector. Some of technological factors are:

· Rising price of fuel have forced the automobile industry to manufacture fuel economic vehicle.
· Harmful side effects of allopathic medicine have forced  pharma companies to look for substitute medicine. Exploring ayurvedic medicine is the best option.

3. Supplier Environment – The supplier environment consists of factors related to cost, reliability, and availability of the factors of production. 

Some of the important factors and influences in the supplier environment are as follows.

· Cost, availability and continuity of supply of raw materials.

· Cost and availability of finance for implementing plan.

· Cost, reliability and availability of energy used in production.

        Supplier environment occupies a dominant position in strategy formulation because of the fact that we are having scarcity of capital and raw materials. 

4. Economic Environment -  

5. Regulatory Environment – 

6. Political Environment – 

7. Socio – Cultural Environment – 

8. International Environment – 

What is Environment ? How is it Changing? Explain the process of 

SWOT analysis? Elaborate what you would study in the environment? 

Introduction : - 

Environment means the surrounding. It includes both internal and external objects, 

factors & influences under which someone/something exist. 

Environment : 

1)The Environment of an organization is the aggregate/total of all conditions events 

that influences itself & it’s Surroundings, 

2)The dynamic & has relationships with each other.
3)The factors in environment may affect the company and visa versa.
4)It has a great impact on the company.

[image: image13.png]



INTRODUCTION – SWOT ANALYSIS: 

The external environment is made of factors, conditions that influences outside the organization. The external environment gives rise to opportunities, which can be accomplished, or it may cause problems to the organization. 

SWOT ANALYSIS: 

The internal environment refers to all factors within the control of and within the organization. These factors may impart strengths that can be utilized by the organization or cause weakness, which becomes threat to the organization. 

S – Strength 

O- Opportunity 

W – Weakness 

T – Threats 

Strength: –It is an inherent capacity that is in relation to the environment. For an 

organization to be a success it requires strength and it gives strategic advantage to gain 

more than the competition. 

E.g. Innovation and new products are required for superior research and development  facilities.

S – Strength 

O- Opportunity 

W – Weakness 

T – Threats 

Strength: –It is an inherent capacity that is in relation to the environment. For an 

organization to be a success it requires strength and it gives strategic advantage to gain 

more than the competition. 

E.g. Innovation and new products are required for superior research and development 

company during the time of crisis.

Opportunity : can be accomplished and can help to consolidate and strengthen the 

organization. It’s a favourable condition for an organization in its environment. 

E.g. Due to better GDP growth a company provides increase in demand for the 

products/services. It helps in strengthening its position. 

Threats : when the opportunities are not utilized properly it can cause problem to 

the to the organization which causes threat. It is unfavorable condition for the organization. 

It causes risk/damage to an organization. 

E.g. Due to opening up of economy, the emergence of multinational companies, which are stronger and has good resources, offers stiff competition to the existing companies in an industry. 

CONCLUSION – SWOT Analysis 

An understanding of both internal and external environment in terms of opportunities, threat, strength, weaknesses important for existence, growth and profitability of an organization. A systematic approach and understanding the environment is SWOT analysis all about. 

SWOT analysis have two techniques namely SAP/ETOP analysis and SWOT Matrix analysis.

1. SAP/ETOP – this is the techniques under which internal strength and weakness are matched with external opportunities and threats.

2. SWOT – Matrix Analysis – This is a method which classifies ‘Strengths & weakness’ along X-axis with ‘opportunities & threats’ along Y – axis and creating four cells of different characteristics. 
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Importance of SWOT analysis

1. It provides logical frame work

2. It presents a competitive account

3. It guide strategist in strategy identification.

Environmental Scanning
It is the process through by which an organization monitors and understands various environmental factor and determines the opportunities, threats, strengths and weakness by those factors. This process is also known as environmental diagnosis.

Features of Environmental Scanning:
1. It is holistic exercise – It is diagnosis of complete environment. All components are interdependent on each other so a complete study is required.
2. It is exploratory Process – In this we are exploring some unknown future. So strategist think alternatives for unknown situation.
3. It is a continuous process – Environmental scanning is continuous process and never ends. For objectives to achieve it is necessary that an organization should always scan environment to meet the challenge of day to day life.
4. It is Indispensable – It is necessary that a business should make scanning of its environment failing of which an organization may land in failure.
Tools and Techniques in Environmental Analysis
Environmental Scanning
Environmental scanning is the process that seeks information about events and relationships in a firm’s environment, the knowledge of which help top management chart the firm’s future. Environmental scanning entails partitioning the external environment into sectors, namely, cultural, economic, political, technological, and so on. This helps establish a firm’s information needs within those sectors. Data are usually collected by monitoring and forecasting changes in important variables identified in each sector. That data are then transformed into consolidated information, which is integrated into the firm’s strategic planning process (Georgantzas and Acar 1995). Environmental scanning is used to gather information from the environment. These information are used to craft a strategic plan that will help an organization achieve and maintain a competitive advantage. In order to be successful, the organization must align its strategies and plans with the information gathered from the environmental scanning.

 

SWOT Analysis
SWOT (Strengths and Weaknesses, and Opportunities and Threats) is a basic analytical tool in management that has become popular in recent years. SWOT analysis is often used by strategic planners and top management in developing competitive strategies. It is typically used to decide corporate strategies and to make product or market level analyses (Reddy 1994). SWOT is a widely used thinking framework for identifying Strengths, Weaknesses, Opportunities and Threats. It enables key factors to be visibly recorded as a high-level summary of a business. SWOT analysis is a summary that is simple but powerful. The technique is commonly used by consultants to document the key factors arising from the review of a particular project or business. The use of SWOT enables an assessment to be made of the overall internal state of a business and the direction in which it is heading, through looking at its Strengths and Weaknesses. It also enables a judgment to be made about aspects of the external business environment, which can affect the performance of the business, through looking at the Opportunities and Threats it faces in the wider world (Elkin 1998). The SWOT analysis on its own is not a strategy. It is merely a tool that helps an organization in making informed decisions. The SWOT analysis is primarily used to identify and analyze the strengths and weaknesses of the organization, as well as the opportunities and threats exposed by the information collected of the external environment. The SWOT analysis is a simple yet useful tool in analyzing both the internal and external environments of the organization. SWOT analysis together with other tools such as PEST (Political, Economic, Social, and Technological) analysis can be used as a basis for the analysis of business and environmental factors.

PEST Analysis
A PEST analysis looks at the Political, Economic, Social and Technological drivers of a particular industry. PEST are external factors that must be analyzed and understood in order for an organization to succeed. The PEST analysis focuses on the external forces that affects the organization. It is most useful when used together with other tools such as the SWOT analysis. 

o   Political Factors – may have direct or indirect impact on the organization’s operation. Decisions made by the government may have an effect on the business. The political arena has a big influence on how organizations operate, the purchasing power of the customers and other businesses. 

o   Economic Factors – the organization is affected by economic factors. Economy also affects the purchasing power and behavior of the consumers. 

o   Sociological Factors – include the demography, lifestyle, cultural aspects of the consumers. These factors have a big influence on the consumer needs and wants. Sociological factors also affect the size of potential markets.

o   Technological Factors – technological change plays an important role in shaping how organizations operate. Technological factors are important in gaining competitive advantage. Technological innovations can improve production efficiency, quality and speed. New technology is changing how organizations operate. 

 
Porter’s Five Forces Analysis
Porter identified the five forces model of competitive strategy. He identified the five forces as:

· The threat of new entrants and the appearance of new competitors 

· The degree of rivalry among existing competitors in the market 

· The bargaining power of buyers 

· The bargaining power of suppliers 

· The threat of substitute products or services which could shrink the market 

 

The strength of each of these forces varies from industry to industry, but

taken together they determine long-term profitability. They help shape the process firms can charge, the costs they must pay for resources and the level of investment that will be needed to compete. The threat of new entrants limits market share and profit; powerful buyers or suppliers, using their superior bargaining power, can drive down prices or push costs up, eroding margins and so on (Witzel 2003). The five factors affect the strategy of the organization. It is important to analyze and study these five forces to be able to craft a successful strategy. To be successful, the organization must respond effectively to the pressures of these five forces.
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