 PART ONE: OVERVIEW OF STRATEGIC MANAGEMENT
CHAPTER ONE: THE NATURE OF STRATEGIC MANAGEMENT 

1.1 Definitions of Strategic Management 

Strategic management can be defined in various ways. 
Strategic management is፡ 
· the set of managerial decisions and actions that determines the long-run performance of an organization. It includes environmental scanning, strategy formulation, strategy implementation, evaluation and control. 
· a stream of decisions and actions which leads to the development of an effective strategy or strategies to help achieve corporate objectives. According to this definition, the end result of strategic management is a strategy or a set of strategies for the organization.
· is the process of managing the pursuit of the organization’s mission while managing the relationship of the organization to its environment; especially with respect to environmental stakeholders and the major constitutes in its internal and external environments that affect the actions.
·  the set of activities related to the formulation and implementation of strategies to achieve organizational objectives. The emphasis in strategic management is on those general management responsibilities which are essential to relate the organization to the environment in which a way that its objectives may be achieved.
· is the process of specifying an organization's objectives, developing policies and plans to achieve these objectives, and allocating resources so as to implement the plans. It is the highest level of managerial activity, usually performed by the company's Chief Executive Officer (CEO) and executive team.  It provides overall direction to the whole enterprise. An organization’s strategy must be appropriate for its resources, circumstances, and objectives. The process involves matching the companies' strategic advantages to the business environment the organization faces.  
1.2 Historical Development of strategic Management 
Strategic management as a discipline originated in the 1950s and 60s. Although there were numerous early contributors to the literature, the most influential pioneers were Alfred D. Chandler, Philip Selznick, Igor Ansoff, and Peter Drucker. 

Alfred Chandler recognized the importance of coordinating the various aspects of management under one all-encompassing strategy. Prior to this time the various functions of management were separate with little overall coordination or strategy. 

Chandler also stressed the importance of taking a long term perspective when looking to the future. In his 1962 ground breaking work Strategy and Structure, Chandler showed that a long-term coordinated strategy was necessary to give a company structure, direction, and focus. He says it concisely, “structure follows strategy.”

Philip Selznick (in 1975) introduced the idea of matching the organization's internal factors with external environmental circumstances. This core idea was developed into what we now call SWOT analysis by Learned, Andrews, and others at the Harvard Business School General Management Group. Strengths and weaknesses of the firm are assessed in light of the opportunities and threats from the business environment.

Igor Ansoff built on Chandler's work by adding a range of strategic concepts and inventing a whole new vocabulary. He developed a strategy grid that compared market penetration strategies, product development strategies, market development strategies and horizontal and vertical integration and diversification strategies. 

He felt that management could use these strategies to systematically prepare for future opportunities and challenges. In his 1965 classic Corporate Strategy, he developed the gap analysis still used today in which we must understand the gap between where we are currently and where we would like to be, then develop what he called “gap reducing actions”.

Peter Drucker‘s contributions to strategic management were many but two are most important. 

Firstly, he stressed the importance of objectives. An organization without clear objectives is like a ship without a rudder. As early as 1954 he was developing a theory of management based on objectives. This evolved into his theory of management by objectives (MBO). According to Drucker, the procedure of setting objectives and monitoring your progress towards them should permeate the entire organization, top to bottom. 
His other seminal contribution was in predicting the importance of what today we would call intellectual capital. He predicted the rise of what he called the “knowledge worker” and explained the consequences of this for management. He said that knowledge work is non-hierarchical. Work would be carried out in teams with the person most knowledgeable in the task at hand being the temporary leader.   
  1.3 Dimension of Strategic Decisions

There are several dimensions that distinguish a company’s strategic decisions from other decisions. Typically, strategic issues have the following six dimensions.

           1.3.1 Require Top-Management Decisions and Commitment

Since strategic decisions cover wider areas of a firm’s operations, they require top-managements' involvement. Usually only top management has the perspective needed to understand the broad implications of such decisions and the power to authorize the necessary resource allocations.

1.3.2 Require Large Amounts of the Firm’s Resources

Strategic decisions involve substantial allocations of people, physical assets, or money. These resources are either redirected from internal sources or swerved from outside the firm. Strategic decisions also commit the firm to actions over an extended period.

1.3.3 Affect the Firm’s Long-Term Prosperity 
Strategic decisions commit the firm for a long time, typically five years. However, their impact often lasts much longer. Once a firm has committed itself to a particular strategy, its image and competitive advantages usually are tied to that strategy. Firms become known in certain markets, for certain products, with certain technologies. They would jeopardize their previous gains if they shifted from these markets, products, or technologies by adopting a radically different strategy.

       1.3.4 Future Orientation

Strategic decisions are based on what managers forecast rather than on what they know. In such decisions, emphasis is placed on the development of projections that will enable the firm to select the most promising strategic options.

     1.3.5 Multi functional or Multi business consequences

Strategic decisions have complex implications for most areas of the firm. Decisions about such materials as customers mix, competitive emphasis, or organizational structure necessarily involve a number of the firm’s strategic business units (SBUs), divisions, or program units. All of these areas will be affected by allocations or reallocations of responsibilities and resources that result from these decisions.

      1.3.6 Require considering External Environment

All business firms operate in an open system. They affect and are affected by external conditions that are largely beyond their control. Therefore, to successfully position a firm in competitive situations, its strategic managers must look beyond its operations by “thinking outside of the box.”
1.4 The Strategic Management Process

As I mentioned above, the definitions quoted above give you the idea that, strategic management is a process that consists of different phases, which are sequential in nature. The process of strategic management is depicted through a model, which consists of different phases; and these phases are considered as sequentially linked to each other and each successive phase provides a feedback to the previous phases. Most authors agree that there are four essential phases in the strategic management process, though they may differ with regard to the sequence, emphasis or nomenclature.
These four phases could be put in a nutshell as follows:

1) Environmental Scanning

2) Strategy Formulation

3) Strategy Implementation

4) Evaluation and Control


      




Fig: Phases of the Strategic Management Process

Viewing strategic management as a process has several important implications. 

1) First, a change in any component will affect several or all of the other components. Most of the arrows in the model point two ways, suggesting that the flow of information usually is reciprocal. For example, forces in the external environment may influence the nature of a company’s mission, and the company may in turn affect the external environment by heightening competition.

2) The second implication is that strategy formulation and implementation are sequential. The process begins with the development or reevaluation of the company mission. This step is associated with, but essentially followed by, development of a company profile and assessment of the external environment. Then follow the other components of the model. Not every component of the strategic management process deserves equal attention each time planning activity takes place.

3)  The third implication of viewing strategic management as a process is the necessity of feedback from implementation, review, and evaluation to the early stages of the process. Feedback can be defined as the collection of post implementation results to enhance future decision making. As shown in the model, strategic managers should assess the impact of implemented strategies on external environment and the company policy. Strategic managers should also analyze the impact of strategies on the possible need for modifications in the company mission.

4) The fourth implication is the need to regard the strategic management process as a dynamic system. The term dynamic characterizes the constantly changing conditions that affect interrelated and interdependent strategic attitudes. Since change is continuous, the dynamic strategic planning processes must be monitored constantly for significant shifts in any of its components as a precaution against implementing an obsolete strategy.

1.5 Key Terms in Strategic Management 
Before we further discuss strategic management, we should define nine key terms:

competitive advantage, strategists, vision and mission statements, external opportunities and threats, internal strengths and weaknesses, long-term objectives, strategies, annual objectives, and policies.

1. Competitive Advantage

Strategic management is all about gaining and maintaining competitive advantage. This term can be defined as “anything that a firm does especially well compared to rival firm”. When a firm can do something that rival firms cannot do, or owns something that rival firms’ desire, that can represent a competitive advantage. Getting and keeping competitive advantage is essential for long-term success in an organization. Theories of organization present different perspectives on how best to capture and keep competitive advantage—that is, how best to manage strategically. Pursuit of competitive advantage leads to organizational success or failure. Strategic management researchers and practitioners alike desire to better understand the nature and role of competitive advantage in various industries. Normally, a firm can sustain a competitive advantage for only a certain period due to rival firms imitating and undermining that advantage. Thus it is not adequate to simply obtain competitive advantage. 

A firm must strive to achieve sustained competitive advantage by 

1. continually adapting to changes in external trends and events and internal capabilities, competencies, and resources; and by 

2. Effectively formulating, implementing, and evaluating strategies that capitalize upon those factors.

2. Strategists

Strategists are the individuals who are most responsible for the success or failure of an organization. Strategists have various job titles, such as chief executive officer, president, owner, chair of the board, executive director, chancellor, dean, or entrepreneur. Writers on organizational behavior say, “All strategists have to be chief learning officers. We are in an extended period of change. If our leaders aren’t highly adaptive and great models during this period, then our companies won’t adapt either, because ultimately leadership is about being a role model”

Strategists help an organization gather, analyze, and organize information. They track industry and competitive trends, develop forecasting models and scenario analyses, evaluate corporate and divisional performance, spot emerging market opportunities, identify business threats, and develop creative action plans. Strategic planners usually serve in a support or staff role. Usually found in higher levels of management, they typically have considerable authority for decision making in the firm. The CEO is the most visible and critical strategic manager. Any manager who has responsibility for a unit or division, responsibility for profit and loss outcomes, or direct authority over a major piece of the business is a strategic manager (strategist). In the last five years, the position of chief strategy officer (CSO) has emerged as a new addition to the top management ranks of many organizations. This new corporate officer title represents recognition of the growing importance of strategic planning in the business world.

Strategists differ as much as organizations themselves and these differences must be considered in the formulation, implementation, and evaluation of strategies. Some strategists will not consider some types of strategies because of their personal philosophies. Strategists differ in their attitudes, values, ethics, willingness to take risks, concern for social responsibility, concern for profitability, concern for short-run versus long-run aims, and management style. 

3. Vision and Mission Statements

Many organizations today develop a vision statement that answers the question, “What do we want to become?” Developing a vision statement is often considered the first step in strategic planning, preceding even development of a mission statement. Many vision statements are a single sentence. For example, the vision statement of the Ethiopian Electric Power Corporation (EEPCo) is “To be a centre of Excellence in providing quality electric service at every one’s door and being competitive export industry.”

Mission statements are “enduring statements of purpose that distinguish one business from other similar firms. A mission statement identifies the scope of a firm’s operations in product and market term.” It addresses the basic question that faces all strategies: “What is our business?” A clear mission statement describes the values and priorities of an organization. Developing a mission statement compels strategists to think about the nature and scope of present operations and to assess the potential attractiveness of future markets and activities. A mission statement broadly charts the future direction of an organization.
 An example of a mission statement is provided below for Microsoft.

 Microsoft’s mission is to create software for the personal computer that empowers and enriches people in the workplace, at school and at home. Microsoft’s early vision of a computer on every desk and in every home is coupled today with a strong commitment to Internet-related technologies that expand the power and reach of the PC and its users. As the world’s leading software provider, Microsoft strives to produce innovative products that meet our customers’ evolving needs. At the same time, we understand that long-term success is about more than just making great products. Find out what we mean when we talk about Living Our Values (www.microsoft.com/mscorp/).

Another example of a mission statement of the Ethiopian Electric Power Corporation (EEPCo) is 

To provide adequate and quality electricity generation, transmission, distribution, and sales services, through continuous improvement of utility management practices responsive to the socio-economic development and environmental protection need of the public”. 

4. External Opportunities and Threats

External opportunities and external threats refer to economic, social, cultural, demographic, environmental, political, legal, governmental, technological, and competitive trends and events that could significantly benefit or harm an organization in the future.

Opportunities and threats are largely beyond the control of a single organization-thus the word external. The wireless revolution, biotechnology, population shifts, changing work values and attitudes, space exploration, recyclable packages, and increased competition from foreign companies are examples of opportunities or threats for companies. These types of changes are creating a different type of consumer and consequently a need for different types of products, services, and strategies. Many companies in many industries face the severe external threat of online sales capturing increasing market share in their industry.

Other opportunities and threats may include the passage of a law, the introduction of a new product by a competitor, a national catastrophe, or the declining value of the dollar. A competitor’s strength could be a threat. Unrest in the Middle East, rising energy costs, or the war against terrorism could represent an opportunity or a threat.

A basic tenet or principle of strategic management is that firms need to formulate strategies to take advantage of external opportunities and to avoid or reduce the impact of external threats. For this reason, identifying, monitoring, and evaluating external opportunities and threats are essential for success. This process of conducting research and gathering and assimilating external information is sometimes called environmental scanning or industry analysis. Lobbying is one activity that some organizations utilize to influence external opportunities and threats.
5. Internal Strengths and Weaknesses

Internal strengths and internal weaknesses are an organization’s controllable activities that are performed especially well or poorly. They arise in the management, marketing, finance/accounting, production/operations, research and development, and management information systems activities of a business. Identifying and evaluating organizational strengths and weaknesses in the functional areas of a business is an essential strategic-management activity. Organizations strive to pursue strategies that capitalize on internal strengths and eliminate internal weaknesses.

Strengths and weaknesses are determined relative to competitors. Relative deficiency or superiority is important information. Also, strengths and weaknesses can be determined by elements of being rather than performance. For example, strength may involve ownership of natural resources or a historic reputation for quality. Strengths and weaknesses may be determined relative to a firm’s own objectives. For example, high levels of inventory turnover may not be strength to a firm that seeks never to stock-out.

Internal factors can be determined in a number of ways, including computing ratios, measuring performance, and comparing to past periods and industry averages. Various types of surveys also can be developed and administered to examine internal factors such as employee morale, production efficiency, advertising effectiveness, and customer loyalty.

6. Long-Term Objectives

Objectives can be defined as specific results that an organization seeks to achieve in pursuing its basic mission essential. Long-term means more than one year. Objectives are for organizational success because they state direction; aid in evaluation; create synergy; reveal priorities; focus coordination; and provide a basis for effective planning, organizing, motivating, and controlling activities. Objectives should be challenging, measurable, consistent, reasonable, and clear. In a multidimensional firm, objectives should be established for the overall company and for each division.
7. Strategies

Strategies are the means by which long-term objectives will be achieved. Business strategies may include geographic expansion, diversification, acquisition, product development, market penetration, retrenchment, divestiture, liquidation, and joint venture. 

Strategies are potential actions that require top management decisions and large amounts of the firm’s resources. In addition, strategies affect an organization’s long-term prosperity, typically for at least five years, and thus are future-oriented. Strategies have multifunctional or multidivisional consequences and require consideration of both the external and internal factors facing the firm.

8. Annual Objectives

Annual objectives are short-term milestones that organizations must achieve to reach long-term objectives. Like long-term objectives, annual objectives should be measurable, quantitative, challenging, realistic, consistent, and prioritized. They should be established at the corporate, divisional, and functional levels in a large organization. Annual objectives should be stated in terms of management, marketing, finance/accounting, production/operations, research and development, and management information systems (MIS) accomplishments. A set of annual objectives is needed for each long-term objective. Annual objectives are especially important in strategy implementation, whereas long-term objectives are particularly important in strategy formulation. Annual objectives represent the basis for allocating resources.

9. Policies

Policies are the means by which annual objectives will be achieved. Policies include guidelines, rules, and procedures established to support efforts to achieve stated objectives. Policies are guides to decision making and address repetitive or recurring situations.

Policies are most often stated in terms of management, marketing, finance/ accounting, production/operations, research and development, and computer information systems activities. Policies can be established at the corporate level and apply to an entire organization at the divisional level and apply to a single division or at the functional level and apply to particular operational activities or departments. Policies, like annual objectives, are especially important in strategy implementation because they outline an organization’s expectations of its employees and managers. Policies allow consistency and coordination within and between organizational departments.

Substantial research suggests that a healthier workforce can more effectively and efficiently implement strategies. Take for example the “No Smoking” policies with in most organizations. No Smoking policies are usually derived from annual objectives that seek to reduce corporate medical costs associated with absenteeism and to provide a healthy workplace. 

1.6 The Strategic Management Model 
The Strategic Management process can best be studied and applied using a model. Every model represents some kind of process. The framework illustrated in the following diagram is a widely accepted, comprehensive model of the Strategic Management process. This model does not guarantee success, but it does represent a clear and practical approach for formulating, implementing, and evaluating strategies.
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Fig: A comprehensive Strategic Management Model

Identifying an organization’s existing vision, mission, objectives, and strategies is the logical starting point for strategic management because a firm’s present situation and condition may preclude certain strategies and may even dictate a particular course of action. Every organization has a vision, mission, objectives, and strategy, even if these elements are not consciously designed, written, or communicated. The answer to where an organization is going can be determined largely by where the organization has been!

The strategic-management process is dynamic and continuous. A change in any one of the major components in the model can necessitate a change in any or all of the other components. For instance, a shift in the economy could represent a major opportunity and require a change in long-term objectives and strategies; a failure to accomplish annual objectives could require a change in policy; or a major competitor’s change in strategy could require a change in the firm’s mission. Therefore, strategy formulation, implementation, and evaluation activities should be performed on a continual basis, not just at the end of the year or semi-annually. Hence, the strategic- management process never really ends.

The strategic-management process is not as cleanly divided and neatly performed in practice as the strategic-management model suggests. Strategists do not go through the process in lockstep fashion. Generally, there is give-and-take among hierarchical levels of an organization. Many organizations conduct formal meetings semiannually to discuss and update the firm’s vision/mission, opportunities/threats, strengths/weaknesses, strategies, objectives, policies, and performance. These meetings are commonly held off-premises and are called retreats. The rationale for periodically conducting strategic-management meetings away from the work site is to encourage more creativity and candor from participants. Good communication and feedback are needed throughout the strategic-management process.

Application of the strategic-management process is typically more formal in larger and well-established organizations. Formality refers to the extent that participants, responsibilities, authority, duties, and approach are specified. Smaller businesses tend to be less formal. Firms that compete in complex, rapidly changing environments, such as technology companies, tend to be more formal in strategic planning. Firms that have many divisions, products, markets, and technologies also tend to be more formal in applying strategic-management concepts. Greater formality in applying the strategic-management process is usually positively associated with the cost, comprehensiveness, accuracy, and success of planning across all types and sizes of organizations. 
1.7 Benefits of Strategic management 
Historically, the principal benefit of strategic management has been to help organizations formulate better strategies through the use of a more systematic, logical, and rational approach to strategic choice. This certainly continues to be a major benefit of strategic management, but research studies now indicate that the process, rather than the decision or document, is the more important contribution of strategic management. Communication is a key to successful strategic management. Through involvement in the process, managers and employees become committed to plan supporting the organization. Dialogue and participation are essential ingredients. The manner in which strategic management is carried out is thus exceptionally important. A major aim of the process is to achieve the understanding and commitment from all managers and employees. Understanding may be the most important benefit of strategic management, followed by commitment. 

Strategic Management 

· allows an organization to be more proactive than reactive in shaping its own future; 

· it allows an organization to initiate and influence (rather than just respond to) activities-and thus to exert control over its own destiny. 
a) Financial Benefits of Strategic Management

Research indicates that organizations using strategic-management concepts are more profitable and successful than those that do not. High-performing firms tend to do systematic planning to prepare for future fluctuations in their external and internal environments.
Strategic management enhances the problem-prevention capabilities of organizations because it promotes interaction among managers at all divisional and functional levels. Firms that have nurtured their managers and employees, shared organizational objectives with them, empowered them to help improve the product or service, and recognized their contributions can turn to them for help in a pinch because of this interaction.

In addition to empowering managers and employees, strategic management often brings order and discipline to an otherwise floundering firm. It can be the beginning of an efficient and effective managerial system. Strategic management may renew confidence in the current business strategy or point the need for corrective actions. The strategic-management process provides a basis for identifying and rationalizing the need for change to all managers and employees of a firm; it helps them view change as an opportunity rather than as a threat.
Businesses using strategic management concepts show significant improvement in

· sales,

· profitability, and 

· productivity 

High-performing firms seem to make more informed decisions with good anticipation of both short- and long-term consequences. On the other hand, firms that perform poorly often engage in activities that are shortsighted and do not reflect good forecasting of future conditions. 
b)
Non financial Benefits

Besides helping firms avoid financial demise, strategic management offers other tangible benefits, such as 

· an enhanced awareness of external threats, 

· an improved understanding of competitors’ strategies,

·  increased employee productivity, 

· reduced resistance to change, and 

· a clearer understanding of performance-reward relationships. 
1.8 Business Ethics and Strategic Management 
Business ethics can be defined as principles of conduct within organizations that guide decision making and behavior. Good business ethics is a prerequisite for good strategic management; good ethics is just good business!

 Managers and employees of firms must be careful not to become scapegoats blamed for company environmental wrongdoings. Harming the natural environment is unethical, illegal, and costly. When organizations today face criminal charges for polluting the environment, firms increasingly are turning on their managers and employees to win leniency for themselves. Employee firings and demotions are becoming common in pollution-related legal suits. Managers’ being fired at in some organizations for being indirectly responsible for their firms’ polluting water exemplifies this corporate trend. Therefore, managers and employees today must be careful not to ignore, conceal, or disregard a pollution problem, or they may find themselves personally liable. In this regard, more and more companies are becoming ISO 14001 certified, as indicated in the “Natural Environment Perspective.”

A new wave of ethics issues related to product safety, employee health, sexual harassment, AIDS in the workplace, smoking, acid rain, affirmative action, waste disposal, foreign business practices, cover-ups, takeover tactics, conflicts of interest, employee privacy, inappropriate gifts, security of company records, and layoffs has accented the need for strategists to develop a clear code of business ethics. A code of business ethics can provide a basis on which policies can be devised to guide daily behavior and decisions at the work site. 

The explosion of the Internet into the workplace has raised many new ethical questions in organizations today. The “E-Commerce Perspective” focuses on business ethics issues related to the Internet. 
 Merely having a code of ethics, however, is not sufficient to ensure ethical business behavior. A code of ethics can be viewed as a public relations gimmick or device, a set of platitudes, or window dressing. To ensure that the code is read, understood, believed, and remembered, organizations need to conduct periodic ethics workshops to sensitize people to workplace circumstances in which ethics issues may arise. If employees see examples of punishment for violating the code and rewards for upholding the code, this helps reinforce the importance of a firm’s code of ethics.

An ethics “culture” needs to permeate or fill organizations! To help create an ethics culture, some organizations have developed a code-of- conduct manual outlining ethical expectations and giving examples of situations that commonly arise in their businesses. 

 Although primary responsibility for ensuring ethical behavior rests with a firm’s strategists, an integral part of the responsibility of all managers is to provide ethics leadership by constant example and demonstration. Managers hold positions that enable them to influence and educate many people. This makes managers responsible for developing and implementing ethical decision making. Many scholars on the issue offer some good advice for managers. 
No society anywhere in the world can compete very long or successfully with people stealing from one another or not trusting one another, with every bit of information requiring notarized confirmation, with every disagreement ending up in litigation, or with government having to regulate businesses to keep them honest. Being unethical is a recipe for headaches, inefficiency, and waste. History has proven that the greater the trust and confidence of people in the ethics of an institution or society, the greater its economic strength. Business relationships are built mostly on mutual trust and reputation. Short-term decisions based on greed and questionable ethics will preclude the necessary self-respect to gain the trust of others. More and more firms believe that ethics training and an ethics culture create strategic advantage.

Some business actions considered to be unethical include misleading advertising or labeling, causing environmental harm, poor product or service safety, padding expense accounts, insider trading, dumping banned or flawed products in foreign markets, lack of equal opportunities for women and minorities, overpricing, hostile takeovers, moving jobs overseas, and using nonunion labor in a union shop.

Internet fraud, including hacking into company computers and spreading viruses, has become a major unethical activity that plagues every sector of online commerce from banking to shopping sites. More than three hundred Web sites now show individuals how to hack into computers; this problem has become endemic nationwide and around the world.

Ethics training programs should include messages from the CEO emphasizing ethical business practices, the development and discussion of codes of ethics, and procedures for discussing and reporting unethical behavior. Firms can align ethical and strategic decision making by incorporating ethical considerations into long-term planning, by integrating ethical decision making into the performance appraisal process, by encouraging whistle-blowing or the reporting of unethical practices, and by monitoring departmental and corporate performance regarding ethical issues.
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