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APPROACHES TO DEVELOPING STRATEGIES 

 

1. ADAPTIVE APPROACH 

Adaptive approach of strategic decision making is basically reactive and tries to assimilate the change in decision- making 

context---various factors, particularly environmental ones, affecting strategic decisions. Various features of strategic 

decision making under ADAPTIVE APPROACH are as follows: 

·Decision making is basically meant for problem solving rather than going for new opportunities. Adaptation 

process is adopted to meet the threats by changed environment as against the decision making to meet the 

anticipated changes in environment which entrepreneurial approach suggests. 

·Decision are made in sequential, incremental steps, one thing at a time necessitated by environmental changes 

i.e.to maintain flexibility to adapt the decisions to more pressing needs. 

·Various interest groups and stakeholders put considerable pressure on decision making process so as to protect 

their own interests. Thus the ultimate decision is a compromised one which may be sometimes, at the cost of 

optimizingorganizational effectiveness.    

2. INTUITION APPROACH 

The basic premise of this approach is that the strategy evolves in the mind of the chief executive without ever being 

explicitly and without the aid of formal procedures. “Intuition”, Steiner, has observed, ’is an excellent approach if it is 

brilliant.’ Along with intuition, personal judgment is also a necessary element in this approach. In the United States, 

Alfred Sloan of General Motors Corporation, Henry Ford of Ford Motor Car Company, and in India J R D Tata, G M Modi, 

G D Birla, to name a few among the pioneer industrialists, are often remembered for their imagination , drive and 

expensive vision, which led to corporate growth and prosperity in different fields. The strategies developed by each of 

them over the years may be attributed to their intuition and judgment. 

3. STRATEGIC FACTORS APPROACHES 

Identification of key strategic factors may lead to the assessment of organizational strengths and weaknesses in respect 

of these factors. Organizational strength on any factor can be defined as the contribution made by the factor towards the 

achievement of the organizational objectives. A factor may not necessarily contribute directly to the achievement of 

overall objectives but may contribute indirectly by achieving a lower level objective. An organizational weakness on a 

factor can be defined as the negative contribution of the factor in achieving the organizational objectives. Another way 

for assessing strengths and weaknesses is to make a comparative analysis of these factors with those of the competitors. 

For the assessment of organizational strengths and weaknesses, some techniques or tools like—financial analysis, key 

factor rating, and functional area profile and resource-development matrix have been developed. 

4. ENTREPRENEURIAL APPROACH 

The thrust under this approach is related with the role of the manager as an entrepreneur. Drucker has depicted the 
role of an entrepreneurial manager as that of a systematic risk-maker and risk-taker, looking for and finding 
opportunity. Entrepreneurship is essentially the acceptance of change as an opportunity and the acceptance of the 
leadership in change as the unique task of the entrepreneur.” The roll of an entrepreneur is opportunity focused and 
not problem focused. Briefly speaking, this general description of the 

Entrepreneurial manager indicates what is expected of him, but it does not enlighten us on how he should go about 

performing his role    
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CONCEPT OF STRATEGY 

 

In 30/40s, there was less complexity in business environment, so when any problem was faced, it was resolved or 

overcome by taking a decision on short term basis. 

In 80s onwards, par secularly after globalization i.e. integration of a country’s economy with the world economy by 

General Agreement on Tariffs & Trade (GATT) agreement. 

Now, the problems are multidimensional due to presence of multinational companies’ i.e. global players. 

So, instead of short term decision to combat the problems, it was needed to formulate long term planning or direction of 

the business to set for ensuring the success and growth of the business. 

Strategy of a business enterprise consists of what management decides about the future direction and scope of the 

business. It entails managerial choice among alternative action programs, commitment to specific product market, 

competitive moves and business approaches to achieve enterprise objectives. In short, it may be called the game plan of 

management. 

According to Thompson and Strickland, “A company’s strategy consists of the combination of competitive moves and 

business approaches that managers employ to please customers, compete successfully, and achieve organizational 

objectives.” 

Some others have defined strategy with reference to the basic goals and objectives of an organization, the major 

programmers of action chosen to reach these goals and objectives, and major patterns of resource allocation used to 

relate the organization to its environment. Based on this definition, a distinction is made between Master Strategy and 

Programmed Strategy. A Master Strategy refers to the determination of the mission and long-term objectives of an 

organization and the policies necessary for achieving the mission and objectives. Programmed Strategies are specific 

action plans drawn up to accomplish any established objectives within the time frame . Thus if an organization has set the 

long term objective of growth in turnover, it may require programmer strategies involving improvement in product 

design or market penetration or sales promotion.    

 

CONCEPT OF STRATEGIC MANAGEMENT 

 

 

The strategic management process means defining the organization’s strategy. It is also defined as the process by which 

managers make a choice of a set of strategies for the organization that will enable it to achieve better performance. 

Strategic management is a continuous process that appraises the business and industries in which the organization is 

involved; appraises it’s competitors; and fixes goals to meet all the present and future competitor’s and then reassesses 

each strategy. 

Strategic management process has following four steps: 
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1. Environmental Scanning- Environmental scanning refers to a process of collecting, 
scrutinizing and providing information for  
strategic purposes. It helps in analyzing the internal and external factors influencing an 

organization. After executing the environmental analysis process, management should 

evaluate it on a continuous basis and strive to improve it. 

2. Strategy Formulation- Strategy formulation is the process of deciding best course of 

action for accomplishing organizational objectives and hence achieving 

organizational purpose. After conducting environment scanning, managers 

formulate corporate, business and functional strategies. 

3. Strategy Implementation- Strategy implementation implies making the strategy 

work as intended or putting the organization’s chosen strategy into action. Strategy 

implementation includes designing the organization’s structure, distributing 

resources, developing decision making process, and managing human resources. 

4. Strategy Evaluation- Strategy evaluation is the final step of strategy management 
process. The key strategy evaluation activities 
are: appraising internal and external factors that are the root of present strategies, 

measuring performance, and taking remedial / corrective actions. Evaluation makes 

sure that the organizational strategy as well as it’s implementation meets the 

organizational objectives. 

These components are steps that are carried, in chronological order, when creating a new strategic management plan. 

Present businesses that have already created a strategic management plan will revert to these steps as per the situation’s 

requirement, so as to make essential changes. 

 
Components of Strategic Management Process 

Strategic management is an ongoing process. Therefore, it must be realized that each component interacts with the 

other components and that this interaction often happens in chorus. 

 

  

http://www.managementstudyguide.com/environmental-scanning.htm
http://www.managementstudyguide.com/strategy-formulation-process.htm
http://www.managementstudyguide.com/strategy-implementation.htm
http://www.managementstudyguide.com/strategy-evaluation.htm
http://www.managementstudyguide.com/strategic-management.htm
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COMBINATION STRATEGY 

In a changing business environment, an organization may also find it beneficial to adopt a unique combination of 

stability, expansion and retrenchment in different related areas of business depending on the business 

environment. Over a period of time, there may be  various sequentially combined strategies, e.g. Stability strategy

 followed by growth strategy or vice-versa, retrenchment strategy followed by  stability strategy or  vice-

versa, and so on.    

Integration Strategies: 

Forward integration, backward integration, and horizontal integration are sometimes collectively referred to as vertical 

integration strategies. Vertical integration strategies allow a firm to gain control over distributors, suppliers, and/or 

competitors. Forward integration strategy refers to the transactions between the customers and firm. Similarly, the 

function for the particular supply which the firm is being intended to involve itself will be called backward integration. 

When the firm looks that other firm may be taken over within the area of its own activity is called horizontal 

integration.  

Benefits of vertical integration strategy: Allow a firm 

to gain control over:  

. Distributors (forward integration)  

. Suppliers (backward integration)  

. Competitors (horizontal integration)  

Forward integration: Gaining ownership or increased control over distributors or retailers  

Forward integration involves gaining ownership or increased control over distributors or retailers. You can gain 

ownership or control over the distributors, suppliers and Competitors using forward integration.  

Guidelines for the use of integration strategies:  

Six guidelines when forward integration may be an especially effective strategy are: 

. Present distributors are expensive, unreliable, or incapable of meeting firm’s needs 

. Availability of quality distributors is limited 

. When firm competes in an industry that is expected to grow markedly  

. Organization has both capital and human resources needed to manage new business of distribution  

. Advantages of stable production are high  

. Present distributors have high profit margins  



Strategic Management Notes 5th Sem 
 

Notes By:- Yatharth Chauhan 
IHM Kufri Shimla 

5 

 

Backward Integration –  

Seeking ownership or increased control of a firm’s suppliers both manufacturers and retailers purchase needed materials 

from suppliers. Backward integration is a strategy of seeking ownership or increased control of a firm's suppliers. This 

strategy can be especially appropriate when a firm's current suppliers are unreliable, too costly, or cannot meet the 

firm's needs 

Guidelines for Backward Integration:  

Six guidelines when backward integration may be an especially effective strategy are:  

. When present suppliers are expensive, unreliable, or incapable of meeting needs 

. Number of suppliers is small and number of competitors large 

. High growth in industry sector 

. Firm has both capital and human resources to manage new business . Advantages of stable prices are important 

. Present supplies have high profit margins  

 

CONCENTRIC EXPANSION STRATEGY 

 Market Penetration 

 In market penetration, the organization tries to capture market share in the existing products and aims at expanding its 

business at a rate higher than the industry growth. For example, Reliance has captured substantial market share in textile 

yarn and intermediates; ITC has captured substantial market share in hotels other than cigarettes. The business world is 

full of such examples. 

Market Development 

In market development, attempt is made to increase sales by developing new markets either geography-wise or 

segment-wise. For example, many companies which find that the urban market is saturated and there is little scope for 

expansion, opt for developing new market in rural areas. Some of the companies which have made keen attempt to 

develop rural market are Hindustan Lever (personal products), LG (TV), and so on. Hotel industry is also planning in the 

same line. 
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Product Development 

In product development the efforts are attempted at to achieve growth through product innovation so as to penetrate in 

new segment. Here, the basic product remains the same but it may be offered to different market segments based on 

product features, price, size, etc. For example , a TV manufacturer may offer different sizes of TVs for different customer 

groups, additional features like remote control, etc. to make a TV more useful, and so on.  

Definition of 'Strategic Joint Venture' 
A business agreement between two different companies to work together to achieve specific goals. Unlike a merger or 

acquisition, a strategic joint venture does not have to be permanent, and it offers companies the benefits of 

maintaining their independence and identities as individual companies while offsetting one or more weaknesses with 

another company's strengths. 

A strategic joint venture may also be called a "strategic partnership." 

There are a number of reasons why two companies might choose to enter such an arrangement. Strategic joint ventures 
allow companies to pursue larger opportunities than they could alone, establish a presence in a foreign country or gain 
a competitive advantage in a particular market. They can also help companies to lower costs, gain access to another 
company's technology, increase revenues, increase their customer base or expand product distribution, among other 
possibilities. 

Corporate Mission 

 
A mission statement is a statement of the purpose of a company or organization. The mission statement should guide 
the actions of the organization, spell out its overall goal, provide a path, and guide decision-making. It provides "the 
framework or context within which the company's strategies are formulated." 

 

Contents 

Effective mission statements start by effectively articulating the organization's purpose, or reason for 

existing. 

Commercial mission statements often include the following information: 

·Aim(s) of the organization 
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Distinction between Corporate Mission and Strategic Vision 

·A mission statement concerns what an organization is all about. 

·A vision statement is what the organization wants to become. 

 A mission statement answers three key questions: 

·What do we do? 

·For whom do we do it? 

·What is the benefit? 

 A vision statement, on the other hand, describes how the future will look if the organization achieves its mission. A 
mission statement gives the overall purpose of an organization, while a vision statement describes a picture of the 
"preferred future." A mission statement explains what the organization does, for whom and the benefit. A vision 
statement, on the other hand, describes how the future will look if the organization achieves its mission. 

 Examples: 

Centers for Disease Control Mission To promote health and quality of life by preventing and controlling disease, injury, 

and disability Vision Healthy People in a Healthy World 

 

Distinction between Goals and Objectives 

 

The wordsGoal and Objective are often confused with each other. They both describe things that a person may 

want to achieve or attain but in relative terms may mean different things. Both are desired outcomes of work 

done by a person but what sets them apart is the time frame, attributes they're set for and the effect they inflict. 
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Comparison Chart 

 

 
 
EXPANSION STRATEGIES 

The dictionary defines expand as: to increase the extent, number, volume, or scope of, to enlarge. We further define an 

expand strategy as one in which we are growing significantly faster than the market or market segment is growing 

overall. 

To follow an expand strategy; a company must decide to provide the resources which will support the targeted growth 

rate.  It implies that the company’s growth will absorb much of the real growth of the markets in which the company is 

competing.  It also implies that the company is willing to take on competitors in order to take market share from them, in 

addition to absorbing the growth in the market place itself. 

Before we select the expand strategy, we need to look in depth at each market segment to see whether it will qualify 

for an expand strategy.  What are the requirements that a market segment should have in order to be eligible for an 

expand strategy? 

First, we need to be able to have sufficient resources, both people and money, to properly support the strategy to 

expand our sales volume in each affected market segment.  An expansion strategy can be quite expensive, and will 

likely absorb a lot of time of some key people in the company. 

Second, it should be in a relatively attractive market.  We use a 3 x 3 matrix to demonstrate how attractive a market 

segment is, and also how strong a competitor we are relative to our own competition. 

In conclusion, an expand strategy is a strong bet on the company’s ability to grab market share at a rate higher than the 

market is expanding, with the goal of increasing your return on investment over time. This means we will aim to 
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increase our top line sales and bottom line profits at a rate higher than the additional costs we will be incurring in our 

expansion efforts. 

Grand strategies 

According to Glueck, there are four grand strategy alternatives- Stability, Expansion, Retrenchment, or any 
Combination of these three. All these strategic alternatives are considered as grand strategies. 

The stability strategies 

Stability strategy implies continuing the current activities of the firm without any significant change in direction. If the 

environment is unstable and the firm is doing well, then it may believe that it is better to make no changes. A firm is 

said to be following a stability strategy if it is satisfied with the same consumer groups and maintaining the same 

market share, satisfied with incremental improvements of functional performance and the management does not want 

to take any risks that might be associated with expansion or growth. 

Stability strategy is most likely to be pursued by small businesses or firms in a mature stage of development. 

Stability strategies are implemented by ‘steady as it goes’ approaches to decisions. No major functional changes are 

made in the product line, markets or functions. 

However, stability strategy is not a ‘do nothing’ approach nor does it mean that goals such as profit growth are 

abandoned. The stability strategy can be designed to increase profits through such approaches as improving efficiency 

in current operations. 

Why do companies pursue a stability strategy? 

1) The firm is doing well or perceives itself as successful 

2) It is less risky 

3) It is easier and more comfortable 

4) The environment is relatively unstable 

5) Too much expansion can lead to inefficiencies 

Situations where a stability strategy is more advisable than the growth strategy: 

a) if the external environment is highly dynamic and unpredictable 

b) Strategic managers may feel that the cost of growth may be higher than the potential benefits 

c) Excessive expansion may result in violation of anti trust laws 
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Lewin's leadership styles 

 

Kurt Lewin’s and colleagues did leadership decision experiments in 1939 and identified three different styles of 

leadership, in particular around decision-making. 

Autocratic 

In the autocratic style, the leader takes decisions without consulting with others. The decision is made without 

any form of consultation. In Lewin's experiments, he found that this caused the most level of discontent. 

An autocratic style works when there is no need for input on the decision, where the decision would not change 

as a result of input, and where the motivation of people to carry out subsequent actionswould not be affected 

whether they were or were not involved in the decision-making. 

 

Democratic 

In the democratic style, the leader involves the people in the decision-making, although the process for the final 

decision may vary from the leader having the final say to them facilitating consensus in the group. 

Democratic decision-making is usually appreciated by the people, especially if they have been used to autocratic 

decisions with which they disagreed. It can be problematic when there are a wide range of opinions and there is 

no clear way of reaching an equitable final decision. 

Laissez-Faire 

The laissez-faire style is to minimize the leader's involvement in decision-making, and hence allowing people to 

make their own decisions, although they may still be responsible for the outcome. Laissez-faire works best when 

people are capable and motivated in making their own decisions, and where there is no requirement for a 

central coordination, for example in sharing resources across a range of different people and groups. 
 

Likert's leadership styles 

 

Description 

Rensis Likert identified four main styles of leadership, in particular around decision-making and the degree to 

which people are involved in the decision. 

Exploitive authoritative 

In this style, the leader has a low concern for people and uses such methods as threats and other fearbased 

methods to achieve conformance. Communication is almost entirely downwards and the psychologically distant 

concerns of people are ignored. 

Benevolent authoritative 

When the leader adds concern for people to an authoritative position, a 'benevolent dictatorship' is formed. The 

leader now uses rewards to encourage appropriate performance and listens more to concerns lower down the 

organization, although what they hear is often rose-tinted, being limited to what their subordinates think that the 
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boss wants to hear. Although there may be some delegation of decisions, almost all major decisions are still made 

centrally. 

Consultative 

The upward flow of information here is still cautious and rose-tinted to some degree, although the leader is making 

genuine efforts to listen carefully to ideas. Nevertheless, major decisions are still largely centrally made. 

Participative 

At this level, the leader makes maximum use of participative methods, engaging people lower down the 

organization in decision-making. People across the organization are psychologically closer together and work well 

together at all levels. 

is a classic 1960s view in that it is still very largely top-down in nature, with the cautious addition collaborative 

elements towards the Utopian final state. 

 

 

Managerial grid model 

 

A graphical representation of the Managerial Grid 

The managerial grid model (1964) is a behavioralleadership model developed by Robert R. Blake and Jane Mouton. This 

model originally identified five different leadership styles based on the concern for people and the concern for 

production. The optimal leadership style in this model is based on Theory Y. 

The model 

The model is represented as a grid with concern for production as the x-axis and concern for people as the y-axis; each 

axis ranges from 1 (Low) to 9 (High). The resulting leadership styles are as follows: 

The indifferent (previously called impoverished) style (1,1): evade and elude. In this style, managers have low concern 

for both people and production. Managers use this style to preserve job and job seniority, protecting themselves by 
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avoiding getting into trouble. The main concern for the manager is not to be held responsible for any mistakes, which 

results in less innovative decisions. 

The accommodating (previously, country club) style (1,9): yield and comply. This style has a high concern for people and 

a low concern for production. Managers using this style pay much attention to the security and comfort of the 

employees, in hopes that this will increase performance. The resulting atmosphere is usually friendly, but not necessarily 

very productive. 

The dictatorial (previously, produce or perish) style (9,1): control and dominate. 

With a high concern for production, and a low concern for people, managers usingthis style find employee needs 

unimportant; they provide their employees with money and expect performance in return. Managers using this style also 

pressure their employees through rules and punishments to achieve the company goals. This dictatorial style is based on 

Theory X of Douglas McGregor, and is commonly applied by companies on the edge of real or perceived failure. This style 

is often used in cases of crisis management. 

The status quo (previously, middle-of-the-road) style (5,5): balance and compromise. Managers using this style try to 

balance between company goals and workers' needs. By giving some concern to both people and production, managers 

who use this style hope to achieve suitable performance but doing so gives away a bit of each concern so that neither 

production nor people needs are met. 

The sound (previously, team style) (9,9): contribute and commit. In this style, high concern is paid both to people and 

production. As suggested by the propositions of Theory Y, managers choosing to use this style encourage teamwork and 

commitment among employees. This method relies heavily on making employees feel themselves to be constructive 

parts of the company. 

McKinsey 7S Framework 

 

Visual representation of the model 

The McKinsey 7S Framework is a management model developed by well-

known business consultants 

Robert H. Waterman, Jr. and Tom Peters (who also developed the MBWA-- 

"Management By Walking Around" motif, and authored In Search of 

Excellence) in the 1980s. This was a strategic vision for groups, to include 

businesses, business units, and teams. The 7S are structure, strategy, 

systems, skills, style, staff and shared values. 

The model is most often used as a tool to assess and monitor changes in the 

internal situation of an organization. 
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The model is based on the theory that, for an organization to perform well, these seven elements need to be aligned 

and mutually reinforcing. So, the model can be used to help identify what needs to be realigned to improve 

performance, or to maintain alignment (and performance) during other types of change. 

Whatever the type of change – restructuring, new processes, organizational merger, new systems, change of 

leadership, and so on – the model can be used to understand how the organizational elements are interrelated, and so 

ensure that the wider impact of changes made in one area is taken into consideration 

OBJECTIVE OF THE MODEL (To analyze how well an organization is positioned to achieve its intended objective 

Usage 

Improve the performance of a company 

Examine the likely effects of future changes within a company 

Align departments and processes during a merger or acquisition 

Determine how best to implement a proposed strategy 

The Seven Interdependent Elements 

The basic premise of the model is that there are seven internal aspects of an organization that need to be 

aligned if it is to be successful 

Hard Elements     Soft Elements 

Strategy     Shared Values 

Structure     Skills 

Systems     Style 

        Staff 

NEED FOR ENVIRINMENTAL ANALYSIS 

Environment literally means the surroundings external objects, influences or circumstances under which someone or 

something exists. The environment of any organization is “the aggregate of all conditions, events and influences that 

surround and affect it.” Since the environment influences an organization in multitudinous ways, its understanding is of 

crucial importance. The concept of environment can be understood by looking at some of its characteristics which 

needs to be analyzed for formulation of business strategy. Environment can be classified into two –internal and 

external environment. 

The internal environment refers to all factors within an organization that impact strengths or cause weaknesses of a 

strategic nature. The external environment includes all the factors outside the organization which provide 

opportunities or pose threats to the organization. 
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Hence, environmental analysis is a must for formulation of a right strategy for achievement of the corporate objectives. 

 

Types of Diversification 

Diversification is a strategic approach adopting different forms. Depending on the applied criteria, there are different 
classifications. 

Depending on the direction of company diversification, the different types are: 

Horizontal Diversification 
acquiring or developing new products or offering new services that could appeal to the company´s current 
customer groups. In this case the company relies on sales and technological relations to the existing product 
lines. For example a dairy, producing cheese adds a new type of cheese to its products. 

Vertical Diversification  
occurs when the company goes back to previous stages of its production cycle or moves forward to 
subsequent stages of the same cycle - production of raw materials or distribution of the final product. For 
example, if you have a company that does reconstruction of houses and offices and you start selling paints 
and other construction materials for use in this business. This kind of diversification may also guarantee a 
regular supply of materials with better quality and lower prices. 

Concentric Diversification  
enlarging the production portfolio by adding new products with the aim of fully utilising the potential of the 

existing technologies and marketing system. The concentric diversification can be a lot more financially 

efficient as a strategy, since the business may benefit from some synergies in this diversification model. It may 

enforce some investments related to modernizing or upgrading the existing processes or systems. This type of 

diversification is often used by small producers of consumer goods, e.g. a bakery starts producing pastries or 

dough products. 

Heterogeneous (conglomerate) diversification 
is moving to new products or services that have no technological or commercial relation with current 

products, equipment, distribution channels, but which may appeal to new groups of customers. The major 

motive behind this kind of diversification is the high return on investments in the new industry. Furthermore, 

the decision to go for this kind of diversification can lead to additional opportunities indirectly related to 

further developing the main company business - access to new technologies, opportunities for strategic 

partnerships, etc. 

 

POLICIES 
Usually, a documented set of broad guidelines, formulated after an analysis of all internal and external factors that 
can affect a firm's objectives, operations, and plans. Formulated by the firm's board of directors, corporate policy 
lays down the firm's response to known and knowable situations and circumstances. It also determines the 
formulation and implementation of strategy, and directs and restricts the plans, decisions, and actions of the firm's 
officers in achievement of its objectives. Also called company policy. 
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Porter five forces analysis 

 
Porter's five forces analysis is a framework for industry analysis and business strategy development formed by Michael E. 

Porter of Harvard Business School in 1979. It draws upon industrial organization (IO) economics to derive five forces that 

determine the competitive intensity and therefore attractiveness of a market. Attractiveness in this context refers to the 

overall industry profitability. An "unattractive" industry is one in which the combination of these five forces acts to drive 

down overall profitability. A very unattractive industry would be one approaching "pure competition", in which available 

profits for all firms are driven to normal profit. 

Three of Porter's five forces refer to competition from external sources. The remainder are internal threats. 

Porter referred to these forces as the micro environment, to contrast it with the more general term macro environment. 

They consist of those forces close to a company that affect its ability to serve its customers and make a profit. A change 

in any of the forces normally requires a business unit to re-assess the marketplace given the overall change in industry 

information. The overall industry attractiveness does not imply that every firm in the industry will return the same 

profitability. Firms are able to apply their core competencies, business model or network to achieve a profit above the 

industry average. A clear example of this is the airline industry. As an industry, profitability is low and yet individual 

companies, by applying unique business models, have been able to make a return in excess of the industry average. 

Porter's five forces include - three forces from 'horizontal' competition: threat of substitute products, the threat of 

established rivals, and the threat of new entrants; and two forces from 'vertical' competition: the bargaining power of 

suppliers and the bargaining power of customers. 

This five forces analysis, is just one part of the complete Porter strategic models. The other elements are the value chain 

and the generic strategies.
[
 Porter developed his Five Forces analysis in reaction to the then-popular SWOT analysis, 

which he found unrigorous and ad hoc. Porter's five forces is based on the Structure-Conduct-Performance paradigm in 

industrial organizational economics. It has been applied to a diverse range of problems, from helping businesses become 

more profitable to helping governments stabilize industries. 

A  g r a p h i c a l  r e p r e s e n t a t i o n  o f  P o r t e r ' s  F i v e  F o r c e s 
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Five forces 

Threat of new competition 
Profitable markets that yield high returns will attract new firms. This results in many new entrants, which eventually will 

decrease profitability for all firms in the industry. Unless the entry of new firms can be blocked by incumbents, the 

abnormal profit rate will tend towards zero (perfect competition). 

The existence of barriers to entry (patents, rights, etc.) The most attractive segment is one in which entry barriers 

are high and exit barriers are low. Few new firms can enter and non-performing firms can exit easily. 

Economies of product differences 

Brand equity 
Switching costs or sunk costs 

Capital requirements 

Access to distribution 

Customer loyalty to established brands 

Absolute cost 

Industry profitability; the more profitable the industry the more attractive it will be to new competitors. 

Threat of substitute products or services 
The existence of products outside of the realm of the common product boundaries increases the propensity of customers 

to switch to alternatives. Note that this should not be confused with competitors' similar products but entirely different 

ones instead. For example, tap water might be considered a substitute for Coke, whereas Pepsi is a competitor's similar 

product. Increased marketing for drinking tap water might "shrink the pie" for both Coke and Pepsi, whereas increased 

Pepsi advertising would likely "grow the pie" (increase consumption of all soft drinks), albeit while giving Pepsi a larger 

slice at Coke's expense. 

Buyer propensity to substitute 

Relative price performance of substitute 

Buyer switching costs 

Perceived level of product differentiation 
Number of substitute products available in the market 

Ease of substitution. Information-based products are more prone to substitution, as online product can easily 

replace material product. 

Substandard product 

Quality depreciation 
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Bargaining power of customers (buyers) 
The bargaining power of customers is also described as the market of outputs: the ability of customers to put the firm 

under pressure, which also affects the customer's sensitivity to price changes. 

Buyer concentration to firmconcentration ratio 
Degree of dependency upon existing channels of distribution 

Bargaining leverage, particularly in industries with high fixed costs 

Buyer switching costs relative to firm switching costs 

Availability of existing substitute products 

Buyer price sensitivity 
Differential advantage (uniqueness) of industry products 

Bargaining power of suppliers 
The bargaining power of suppliers is also described as the market of inputs. Suppliers of raw materials, components, 

labor, and services (such as expertise) to the firm can be a source of power over the firm, when there are few substitutes. 

Suppliers may refuse to work with the firm, or, e.g., charge excessively high prices for unique resources. 

Supplier switching costs relative to firm switching costs 

Degree of differentiation of inputs 

Impact of inputs on cost or differentiation 

Presence of substitute inputs 

Strength of distribution channel 

Supplier concentration to firm concentration ratio 

Employee solidarity (e.g. labor unions) 

Supplier competition - ability to forward vertically integrate and cut out the BUYER 

Ex.: If you are making biscuits and there is only one person who sells flour, you have no alternative but to buy it from 

him. 

Intensity of competitive rivalry 
For most industries, the intensity of competitive rivalry is the major determinant of the competitiveness of the industry. 

Sustainable competitive advantage through innovation 
Competition between online and offline companies Level of advertising 

expense 
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Powerful competitive strategy 

 

SHORT NOTES 

Strategic business unit (SBU) 

In business, a strategic business unit (SBU) is a Profit Center which focuses on product offering and market segment. 

SBUs typically have a discrete marketing plan, analysis of competition, and marketing campaign, even though they may 

be part of a larger business entity. 

An SBU may be a business unit within a larger corporation, or it may be a business unto itself. 

Corporations may be composed of multiple SBUs, each of which is responsible for its own profitability. General Electric 

is an example of a company with this sort of business organization. SBUs are able to affect most factors which 

influence their performance. Managed as separate businesses, they are responsible to a parent corporation. 

Companies today often use the word segmentation or division when referring to SBUs or an aggregation of SBUs that 

share such commonalities. 

Product life cycle (PLC) 
Product life cycle is the stages through which a product or its category bypass. From its introduction to the marketing, 

growth, maturity to its decline or reduce in demand in the market. Not all product reach this final stage, some continues to 

grow and some rise and fall. 

Stages of product life cycle 

Introduction 

This is the stage of low growth rate of sales as the product in newly launched in the market. Monopoly can be created, 

depending upon the efficiency and need of the product to the customers. Profits are nonexistence as the expenditure 

is high at this stage. If the product is the new product class, the users may not know the true potential, so in order to 

achieve that place in the market extra information about the product should be transfer to its user through various 

medium. 

Growth 

Growth comes with the acceptance of the innovation in the market and profit starts to flow. As the monopoly still 

exists manufacturer can experiment with its new ideas and innovation in order to maintain the sales growth. It is the 

best time to introduce new effective product in the market thus creating an image in the product class in the presence 

of its competitors who tries to copy or improve the product and present it as a substitute me. 

Maturity 

In this the end stage of the growth rate, sales slowdown as the product have already achieved it acceptance in the 

market. So new firms starts experimenting in order to compete by innovating new models of the product. With many 
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companies in the market, competition for customers becomes fierce, even though the increase in the growth rate of 

sales at the initial part of this stage. Aggressive 

competition in the market results the profit to acme at the end of the growth stage thus beginning the maturity stage. 

Decline 

This is the stage where most of the product class usually dies due to the low growth rate in sales. As number of 

companies starts dominating the market, makes it difficult for the existing company to maintain its sale. Not only the 

efficiency of the comapany play an important factor in the decline, but also the product category itself becomes a 

factor, as market may perceive the product as 'OLD' and may not be in demand. 

 

SWOT ANALYSIS 

The name says it: Strength, Weakness, Opportunity, and Threat. A SWOT analysis guides you to identify the positives and negatives 

inside your organization (S-W) and outside of it, in the external environment (O-T). Developing a full awareness of your situation can 

help with both strategic planning and decision-making. 

The SWOT method (which is sometimes called TOWS) was originally developed for business and industry, but it is equally useful in 

the work of community health and development, education, and even personal growth. 

SWOT is not the only assessment technique you can use, but is one with a long track record of effectiveness. Compare it with other 

tools found in the Community Tool Box (especially Chapter 3) to determine if this is the right approach for your situation. The 

strengths of this method are its simplicity and application to a variety of levels of operation. 

 

When do we use SWOT? 

A SWOT analysis can offer helpful perspectives at any stage of an effort. You might use it to: 

Explore possibilities for new efforts or solutions to problems. 

Make decisions about the best path for your initiative. Identifying your opportunities for success in context of threats to success can 

clarify directions and choices. 

Determine where change is possible. If you are at a juncture or turning point, an inventory of your strengths and weaknesses can reveal 

priorities as well as possibilities. 

Adjust and refine plans mid-course. A new opportunity might open wider avenues, while a new threat could close a path that once 

existed. 

SWOT also offers a simple way of communicating about your initiative or program and an excellent way to organize information 

you've gathered from studies or surveys. 

 

What are the elements of a SWOT analysis? 
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A SWOT analysis focuses on the four elements of the acronym, but the graphic format you use varies depending on the depth and 

complexity of your effort. 

Remember that the purpose of performing a SWOT is to reveal positive forces that work together and potential problems that need 

to be addressed or at least recognized. Before you conduct a SWOT session, decide what format or layout you will use to 

communicate these issues most clearly for you. 

We will discuss the process of creating the analysis below, but first here are a few sample layouts-ideas of what your SWOT analysis 

can look like. 

Here a working table guides you to identify strategies by matching items in each quadrant. 

 

INTERNAL 

FACTORS-----à 

 

STRENGTHS IN (S) 

1. Management 

2. Operation, Finance 

WEAKNESSES IN (W) 

1.Areas as shown in the box of 

“STRENGTH” 

   

 EXTERNAL 

FACTORS 

           I 

           V 

3. Marketing, R & D 4. 

Engineering 

  

OPPORTUNITIES 

(CONSIDER RISK 

ALSO)  (O)    

1.Economic  

2.Political 

3.Social Changes 

4.New products 

&Technology 

Opportunity-Strength (OS) 

Strategies 

Use strengths to take 

advantage of opportunities 

1. 

2. 

Opportunity-Weakness (OW) 

Strategies 

Overcome weaknesses by 

taking advantage of 

opportunities 

1. 

2. 

THREATS (T) 

1.Lack of energy 

2.Competition 3.Areas 

similar to those shown in 

the “OPPORTUNITIES” box 

above. 

Threat-Strength (TS) 

Strategies 

Use strengths to avoid threats 

1. 

2. 

Threat-Weakness (TW) 

Strategies 

Minimize weaknesses and 

avoid threats 

1.Retrenchment 

2.Liquidation 

3.Joint Venture 

 

David gives an example for Campbell Soup Company that stresses financial goals, but it also illustrates how you can pair the items 

within a SWOT grid to develop strategies. (This version of the chart is abbreviated.) 
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  STRENGTHS 

1. Current profit ratio 

increased 

2. Employee morale 

high3. Market share has 

increased 

WEAKNESSES 

1. Legal suits not resolved 

2. Plant capacity has 

fallen3. Lack of strategic 

management system 

 

OPPORTUNITIES 

1. Western European 

unification 

2. Rising 

healthconsciousness in selecting 

foods 

3. Demand for 

soupsincreasing annually 

Opportunity-Strength (OS) 

Strategies 

 

Acquire food company in 

Europe (S1, S3, O1) 

Develop new healthy soups 

(S2, O2) 

Opportunity-Weakness (OW) 

Strategies 

 

Develop new Pepperidge Farm 

products (W1, O2, O3) 

THREATS 

1. Low value of dollar 2. 

Tin cans are not 

biodegradable 

Threat-Strength (TS) 

Strategies 

Develop new biodegradable 

soup containers (S1, T2) 

Threat-Weakness (TW) Strategies 

Close unprofitable European 

operations (W3, T1) 

  

This example also illustrates how threats can become opportunities (and vice versa). The limitation of tin cans (which aren't 

biodegradable) creates an opportunity for leadership in developing biodegradable containers. 

The Strategic Planning Process   

In the 1970's, many large firms adopted a formalized top-down strategic planning model. Under this model, strategic 

planning became a deliberate process in which top executives periodically would formulate the firm's strategy, then 

communicate it down the organization for implementation. The following is a flowchart model of this process: 

The Strategic Planning Process 

 

Mission 

↓ 

Objectives 
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↓ 

Situation Analysis 

↓ 

Strategy Formulation 

↓ 

Implementation 

↓ 

Control 
This process is most applicable to strategic management at the business unit level of the organization. For large 

corporations, strategy at the corporate level is more concerned with managing a portfolio of businesses. For example, 

corporate level strategy involves decisions about which business units to grow, resource allocation among the business 

units, taking advantage of synergies among the business units, and mergers and acquisitions. In the process outlined 

here, "company" or "firm" will be used to denote a single-business firm or a single business unit of a diversified firm. 

 

Mission 

A company's mission is its reason for being. The mission often is expressed in the form of a mission statement, which 

conveys a sense of purpose to employees and projects a company image to customers. In the strategy formulation 

process, the mission statement sets the mood of where the company should go. 

Objectives 

Objectives are concrete goals that the organization seeks to reach, for example, an earnings growth target. The 

objectives should be challenging but achievable. They also should be measurable so that the company can monitor its 

progress and make corrections as needed. 

Situation Analysis 
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Once the firm has specified its objectives, it begins with its current situation to devise a strategic plan to reach those 

objectives. Changes in the external environment often present new opportunities and new ways to reach the objectives. 

An environmental scan is performed to identify the available opportunities. The firm also must know its own capabilities 

and limitations in order to select the opportunities that it can pursue with a higher probability of success. The situation 

analysis therefore involves an analysis of both the external and internal environment. 

The external environment has two aspects: the macro-environment that affects all firms and a micro-environment that 

affects only the firms in a particular industry. The macro-environmental analysis includes political, economic, social, and 

technological factors and sometimes is referred to as a PEST analysis. 

An important aspect of the micro-environmental analysis is the industry in which the firm operates or is considering 

operating. Michael Porter devised a five forces framework that is useful for industry analysis. Porter's 5 forces include 

barriers to entry, customers, suppliers, substitute products, and rivalry among competing firms. 

The internal analysis considers the situation within the firm itself, such as: 

Company culture 

Company image 

Organizational structure Key 

staff 

Access to natural resources 

Position on the experience curve 

Operational efficiency 

Operational capacity 

Brand awareness 

Market share 

Financial resources 

Exclusive contracts 

Patents and trade secrets 

A situation analysis can generate a large amount of information, much of which is not particularly relevant to strategy 

formulation. To make the information more manageable, it sometimes is useful to categorize the internal factors of the 

firm as strengths and weaknesses, and the external environmental factors as opportunities and threats. Such an 

analysis often is referred to as a SWOT analysis. 

Strategy Formulation 
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Once a clear picture of the firm and its environment is in hand, specific strategic alternatives can be developed. While 

different firms have different alternatives depending on their situation, there also exist generic strategies that can be 

applied across a wide range of firms. Michael Porter identified cost leadership, differentiation, and focus as three generic 

strategies that may be considered when defining strategic alternatives. Porter advised against implementing a 

combination of these strategies for a given product; rather, he argued that only one of the generic strategy alternatives 

should be pursued. 

Implementation 

The strategy likely will be expressed in high-level conceptual terms and priorities. For effective implementation, it needs 

to be translated into more detailed policies that can be understood at the functional level of the organization. The 

expression of the strategy in terms of functional policies also serves to highlight any practical issues that might not have 

been visible at a higher level. The strategy should be translated into specific policies for functional areas such as: 

Marketing 

Research and development 

Procurement Production 

Human resources 

Information systems 

In addition to developing functional policies, the implementation phase involves identifying the required resources and 

putting into place the necessary organizational changes. 

Control 

Once implemented, the results of the strategy need to be measured and evaluated, with changes made as required to 

keep the plan on track. Control systems should be developed and implemented to facilitate this monitoring. Standards of 

performance are set, the actual performance measured, and appropriate action taken to ensure success. 

Dynamic and Continuous Process 

The strategic management process is dynamic and continuous. A change in one component can necessitate a change in 

the entire strategy. As such, the process must be repeated frequently in order to adapt the strategy to environmental 

changes. Throughout the process the firm may need to cycle back to a previous stage and make adjustments. 

Drawbacks of this Process 

The strategic planning process outlined above is only one approach to strategic management. It is best suited for stable 

environments. A drawback of this top-down approach is that it may not be responsive enough for rapidly changing 

competitive environments. In times of change, some of the more successful strategies emerge informally from lower 

levels of the organization, where managers are closer to customers on a day-to-day basis. 
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Another drawback is that this strategic planning model assumes fairly accurate forecasting and does not take into 

account unexpected events. In an uncertain world, long-term forecasts cannot be relied upon with a high level of 

confidence. In this respect, many firms have turned to scenario planning as a tool for dealing with multiple 

contingencies. 

 

 

TOWS MATRIX 

Key Points: 
The TOWS Matrix is a relatively simple tool for generating strategic options. By using it, you can look intelligently at how you can best take 

advantage of the opportunities open to you, at the same time that you minimize the impact of weaknesses and protect yourself against 

threats. 

Used after detailed analysis of your threats, opportunities, strength and weaknesses, it helps you consider how to use the external 

environment to your strategic advantage, and so identify some of the strategic options available to you. 

( HERE DRAW THE SWOT MATRIX BUT GIVE THE HEADING AS TOWS instead of SWOT ) 

SPACE MATRIX 

(Strategic position and action evaluation ) 

What is the SPACE matrix strategic management method? 

To explain how the SPACE matrix works, it is best to reverse-engineer it. First, let's take a look at what the outcome of a 

SPACE matrix analysis can be, take a look at the picture below. The SPACE matrix is broken down to four quadrants 

where each quadrant suggests a different type or a nature of a strategy: 

·Aggressive 

·Conservative 

·Defensive 

·Competitive 
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This is what a completed SPACE matrix looks like: 

 

This 

particul

ar 

SPACE 

matrix 

tells us 

that 

our 

compa

ny 

should 

pursue 

an 

aggress

ive 

strateg

y. Our 

company has a strong competitive position it the market with rapid growth. It needs to use its internal strengths to 

develop a market penetration and market development strategy. This can include product development, integration with 

other companies, acquisition of competitors, and so on. 

GRAND STRATEGY MATRIX 

Grand strategy matrix is a last matrix of matching strategy formulation framework. It is same as important as BCG, IE and other matrix 

Quantitative Strategic Planning Matrix (QSPM) is a high-level strategic management approach for 
evaluating possible strategies. Quantitative Strategic Planning Matrix or a QSPM provides an 
analytical method for comparing feasible alternative actions. The QSPM method falls within so-called stage 3 of the 
strategy formulation analytical framework. 

When company executives think about what to do, and which way to go, they usually have a prioritized list of 
strategies. If they like one strategy over another one, they move it up on the list. This process is very much intuitive 
and subjective. The QSPM method introduces some numbers into this approach making it a little more "expert" 
technique. 

What is a Quantitative Strategic Planning Matrix or a QSPM? 

The Quantitative Strategic Planning Matrix or a QSPM approach attempts to objectively select the best strategy using 

input from other management techniques and some easy computations. In other words, the QSPM method uses inputs 

from stage 1 analyses, matches them with results from stage 2 analyses, and then decides objectively among alternative 

strategies. 
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Stage 1 strategic management tools... 

The first step in the overall strategic management analysis is used to identify key strategic factors. This can be done using, 

for example, the EFE matrix and IFE matrix. 

Stage 2 strategic management tools... 

After we identify and analyze key strategic factors as inputs for QSPM, we can formulate the type of the strategy we 

would like to pursue. This can be done using the stage 2 strategic management tools, for example the SWOT analysis (or 

TOWS), SPACE matrix analysis, BCG matrix model, or the IE matrix model. 

Stage 3 strategic management tools... 

The stage 1 strategic management methods provided us with key strategic factors. Based on their analysis, we 

formulated possible strategies in stage 2. Now, the task is to compare in QSPM alternative strategies and decide which 

one is the most suitable for our goals. 

The stage 2 strategic tools provide the needed information for setting up the Quantitative Strategic Planning Matrix - 

QSPM. The QSPM method allows us to evaluate alternative strategies objectively. 

Conceptually, the QSPM in stage 3 determines the relative attractiveness of various strategies based on the extent 
to which key external and internal critical success factors are capitalized upon or improved. The relative 
attractiveness of each strategy is computed by determining the cumulative impact of each external and internal 
critical success factor 

BCG MATRIX 

Boston Consulting Group (BCG) Matrix is a four celled matrix (a 2 * 2 matrix) developed by BCG, USA. It is the most 

renowned corporate portfolio analysis tool. It provides a graphic representation for an organization to examine different 

businesses in it’s portfolio on the basis of their related market share and industry growth rates. It is a two dimensional 

analysis on management of SBU’s (Strategic Business Units). In other words, it is a comparative analysis of business 

potential and the evaluation of environment. 

According to this matrix, business could be classified as high or low according to their industry growth rate and relative 

market share. 

Relative Market Share = SBU Sales this year leading competitors sales this year. 

Market Growth Rate = Industry sales this year - Industry Sales last year. 

The analysis requires that both measures be calculated for each SBU. The dimension of business strength, relative market 

share, will measure comparative advantage indicated by market dominance. The key theory underlying this is existence 

of an experience curve and that market share is achieved due to overall cost leadership. 
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BCG matrix has four cells, with the horizontal axis representing relative market share and the vertical axis denoting 

market growth rate. The mid-point of relative market share is set at 1.0. if all the SBU’s are in same industry, the average 

growth rate of the industry is used. While, if all the SBU’s are located in different industries, then the mid-point is set at 

the growth rate for the economy. 

Resources are allocated to the business units according to their situation on the grid. The four cells of this matrix have 

been called as stars, cash cows, question marks and dogs. Each of these cells represents a particular type of business. 

 

1. Stars- Stars represent business units having large market share in a fast growing industry. They may generate cash 
but because of fast growing market, stars require huge investments to maintain their lead. Net cash flow is usually 
modest. SBU’s located in this cell are attractive as they are located in a robust industry and these business units 
are highly competitive in the industry. If successful, a star will become a cash cow when the industry matures. 

2. Cash Cows- Cash Cows represents business units having a large market share in a mature, slow growing industry. 
Cash cows require little investment and generate cash that can be utilized for investment in other business units. 
These SBU’s are the corporation’s key source of cash, and are specifically the core business. They are the base of 
an organization. These businesses usually follow stability strategies. When cash cows loose their appeal and move 
towards deterioration, then a retrenchment policy may be pursued. 

3. Question Marks- Question marks represent business units having low relative market share and located in a high 
growth industry. They require huge amount of cash to maintain or gain market share. They require attention to 
determine if the venture can be viable. Question marks are generally new goods and services which have a good 
commercial prospective. There is no specific strategy which can be adopted. If the firm thinks it has dominant 
market share, then it can adopt expansion strategy, else retrenchment strategy can be adopted. Most businesses 
start as question marks as the company tries to enter a high growth market in which there is already a market-
share. If ignored, then question marks may become dogs, while if huge investment is made, then they have 
potential of becoming stars. 

4. Dogs- Dogs represent businesses having weak market shares in low-growth markets. They neither generate cash 
nor require huge amount of cash. Due to low market share, these business units face cost disadvantages. 
Generally retrenchment strategies are adopted because these firms can gain market share only at the expense of 
competitor’s/rival firms. These business firms have weak market share because of high costs, poor quality, 
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ineffective marketing, etc. Unless a dog has some other strategic aim, it should be liquidated if there is fewer 
prospects for it to gain market share. Number of dogs should be avoided and minimized in an organization. 

VALUE CHAIN ANALYSIS 

This is a method for assessing the strengths and weaknesses of an organization based on an understanding of the series 

of activities it performs. Porter (1985) is credited with the introduction of the framework called value chain. A value chain 

is a set of interlinked value – creating activities performed by an organization. These activities may begin with the 

procurement of basic raw materials and go through processing in various stages right up to the end products marketed to 

the ultimate consumers. The value chain of a company may be linked to the value chain of its upstream suppliers and 

downstream buyers, forming a series of chains that porter terms as the value system. 

 

Retrenchment strategies 

A retrenchment grand strategy is followed when an organization aims at a contraction of its activities through 

substantial reduction or the elimination of the scope of one or more of its businesses in terms of their respective 

customer groups, customer functions, or alternative technologies either singly or jointly in order to improve its overall 

performance. E.g.: A corporate hospital decides to focus only on special treatment and realize higher revenues by 

reducing its commitment to general case which is less profitable. 

The growth of industries and markets are threatened by various external and internal developments (External 

developments – government policies, demand saturation, emergence of substitute products, or changing customer 

needs. Internal Developments – poor management, wrong strategies, poor quality of functional management and so 

on.) In these situations the industries and markets and consequently the companies face the danger of decline and will 

go for adopting retrenchment strategies. E.g.: fountain pens, manual type writers, tele printers, steam engines, jute and 

jute products, slide rules, calculators and wooden toys are some products that have either disappeared or face decline. 

There are three types of retrenchment strategies – Turnaround Strategies, Divestment Strategies and Liquidation 

strategies. 

1. Turnaround Strategies 

Turn around strategies derives their name from the action involved that is reversing a negative trend. There are certain 

conditions or indicators which point out that a turnaround is needed for an organization to survive. They are: 

Persistent Negative cash flows 

Negative Profits 

Declining market share 

Deterioration in Physical facilities 
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Over manning, high turnover of employees, and low morale 

Uncompetitive products or services 

Mis management 

2. Divestment Strategies 

A divestment strategy involves the sale or liquidation of a portion of business, or a major division. Profit centre or SBU. 

Divestment is usually a part of rehabilitation or restructuring plan and is adopted when a turnaround has been 

attempted but has proved to be unsuccessful. Harvesting strategies a variant of the divestment strategies, involve a 

process of gradually letting a company business wither away in a carefully controlled manner 

Reasons for Divestment 

The business that has been acquired proves to be a mismatch and cannot be integrated within the 

http://ihmkolkata.org/Study%20Materials%202014-2015/5th%20SEM/Strategic%20Management/14.Retrenchment_strategies.html 1/2 9/23/2014

 Retrenchment strategies 

company. Similarly a project that proves to be in viable in the long term is divested 

Persistent negative cash flows from a particular business create financial problems for the whole company, 

creating a need for the divestment of that business. 

Severity of competition and the inability of a firm to cope with it may cause it to divest. 

Technological up gradation 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 

Divestment may be done because by selling off a part of a business the company may be in a position to survive 

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

Divestment by one firm may be a part of merger plan executed with another firm, where mutual exchange of 

unprofitable divisions may take place. 

Lastly a firm may divest in order to attract the provisions of the MRTP Act or owing to oversize and the resultant 

inability to manage a large business. 

E.g.: TATA group is a highly diversified entity with a range of businesses under its fold. They identified their non – core 

businesses for divestment. TOMCO was divested and sold to Hindustan Levers as soaps and a detergent was not 

considered a core business for the Tata’s. 

3. Liquidation Strategies 

A retrenchment strategy which is considered the most extreme and unattractive is the liquidation 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, termination of opportunities where a firm 
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could pursue any future activities and the stigma of failure. So it involves selling off or closing down a firm to avoid 

bankruptcy and securing a better deal for shareholders than running at a loss. 

 

What is Leadership 

Leadership is a process by which an executive can direct, guide and influence the behavior and work of others towards 

accomplishment of specific goals in a given situation. Leadership is the ability of a manager to induce the subordinates to 

work with confidence and zeal. 

Leadership is the potential to influence behavior of others. It is also defined as the capacity to influence a group towards 

the realization of a goal. Leaders are required to develop future visions, and to motivate the organizational members to 

want to achieve the visions. 

According to Keith Davis, “Leadership is the ability to persuade others to seek defined objectives enthusiastically. It is the 

human factor which binds a group together and motivates it towards goals.” 

Leadership may be defined as the influence, the art or the process of influencing people so that they will strive willingly 

towards the achievement of group goals. 

Characteristics of Leadership 

1. It is a inter-personal process in which a manager is into influencing and guiding workers towards attainment of 
goals. 

2. It denotes a few qualities to be present in a person which includes intelligence, maturity and personality. 

3. It is a group process. It involves two or more people interacting with each other. 

4. A leader is involved in shaping and moulding the behaviour of the group towards accomplishment of 
organizational goals. 

5. Leadership is situation bound. There is no best style of leadership. It all depends upon tackling with the situations. 

6. The relation between the leader and the workers should be active. 

7. There must be followers otherwise the concept of leadership does not exist. 

IMPORTANCE/FUNCTIONS OF LEADERSHIP 
 

1. Motivating employees by providing commensurate environment for achieving the group goals. 

2. Creating confidence by recognizing their performance so that they exert best of their potential abilities. 

3. Building morale of the workers in a positive direction for developing a sense of belonging to the organization 

and a positive attitude towards the management and the organization. 
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LEADERSHIP QUALITIES 
A leader has got multidimensional traits in him which makes him appealing and effective in behavior. The following are 

the requisites to be present in a good leader: 

1. Physical appearance-A leader must have a pleasing appearance. Physique and health are very important for a 
good leader. 

2. Vision and foresight-A leader cannot maintain influence unless he exhibits that he is forward looking. He has to 
visualize situations and thereby has to frame logical programmes. 

3. Intelligence-A leader should be intelligent enough to examine problems and difficult situations. He should be 
analytical who weighs pros and cons and then summarizes the situation. Therefore, a positive bent of mind and 
mature outlook is very important. 

4. Communicative skills-A leader must be able to communicate the policies and procedures clearly, precisely and 
effectively. This can be helpful in persuasion and stimulation. 

5. Objective-A leader has to be having a fair outlook which is free from bias and which does not reflects his 
willingness towards a particular individual. He should develop his own opinion and should base his judgement on 
facts and logic. 

6. Knowledge of work-A leader should be very precisely knowing the nature of work of his subordinates because it 
is then he can win the trust and confidence of his subordinates. 

7. Sense of responsibility-Responsibility and accountability towards an individual’s work is very important to bring a 
sense of influence. A leader must have a sense of responsibility towards organizational goals because only then 
he can get maximum of capabilities exploited in a real sense. For this, he has to motivate himself and arouse and 
urge to give best of his abilities. Only then he can motivate the subordinates to the best. 

8. Self-confidence and will-power-Confidence in himself is important to earn the confidence of the subordinates. 
He should be trustworthy and should handle the situations with full will power. 

9. Humanist-This trait to be present in a leader is essential because he deals with human beings and is in personal 
contact with them. He has to handle the personal problems of his subordinates with great care and attention. 
Therefore, treating the human beings on humanitarian grounds is essential for building a congenial environment. 

10. Empathy-It is an old adage “Stepping into the shoes of others”. This is very important because fair judgement 
and objectivity comes only then. A leader should understand the problems and complaints of employees and 
should also have a complete view of the needs and aspirations of the employees. This helps in improving human 
relations and personal contacts with the employees. 

From the above qualities present in a leader, one can understand the scope of leadership and it’s importance for 

scope of business. A leader cannot have all traits at one time. But a few of them helps in achieving effective 

results. 

All leaders do not possess same attitude or same perspective. As discussed earlier, few leaders adopt the carrot 

approach and a few adopt the stick approach. Thus, all of the leaders do not get the things done in the same manner. 

Their style varies. The leadership style varies with the kind of people the leader interacts and deals with. A 

perfect/standard leadership style is one which assists a leader in getting the best out of the people who follow him. 

LEADERSHIP STYLES 
Some of the important leadership styles are as follows: 



Strategic Management Notes 5th Sem 
 

Notes By:- Yatharth Chauhan 
IHM Kufri Shimla 

33 

 

 Autocratic leadership style: In this style of leadership, a leader has complete command and hold over their 

employees/team. The team cannot put forward their views even if they are best for the team’s or 

organizational interests. They cannot criticize or question the leader’s way of getting things done. The leader 

himself gets the things done. The advantage of this style is that it leads to speedy decision-making and greater 

productivity under leader’s supervision. Drawbacks of this leadership style are that it leads to greater employee 

absenteeism and turnover. This leadership style works only when the leader is the best in performing or when 

the job is monotonous, unskilled and routine in nature or where the project is short-term and risky. 

 The Laissez Faire Leadership Style: Here, the leader totally trusts their employees/team to perform the job 

themselves. He just concentrates on the intellectual/rational aspect of his work and does not focus on the 

management aspect of his work. The team/employees are welcomed to share their views and provide 

suggestions which are best for organizational interests. This leadership style works only when the employees are 

skilled, loyal, experienced and intellectual. 

 Democrative/Participative leadership style: The leaders invite and encourage the team members to play an 

important role in decision-making process, though the ultimate decision-making power rests with the leader. The 

leader guides the employees on what to perform and how to perform, while the employees communicate to the 

leader their experience and the suggestions if any. The advantages of this leadership style are that it leads to 

satisfied, motivated and more skilled employees. It leads to an optimistic work environment and also encourages 

creativity. This leadership style has the only drawback that it is time-consuming. 

 Bureaucratic leadership: Here the leaders strictly adhere to the organizational rules and policies. 

Also, they make sure that the employees/team also strictly follows the rules and procedures. Promotions take 

place on the basis of employees’ ability to adhere to organizational rules. This leadership style gradually develops 

over time. This leadership style is more suitable when safe work conditions and quality are required. But this 

leadership style discourages creativity and does not make employees self-contented. 
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COMBINATION STRATEGY 

In a changing business environment, an organization may also find it beneficial to adopt a unique combination of 

stability, expansion and retrenchment in different related areas of business depending on the business 

environment. Over a period of time, there may be  various sequentially combined strategies, e.g. Stability strategy

 followed by growth strategy or vice-versa, retrenchment strategy followed by  stability strategy or  vice-

versa, and so on.    

Integration Strategies: 

Forward integration, backward integration, and horizontal integration are sometimes collectively referred to as vertical 

integration strategies. Vertical integration strategies allow a firm to gain control over distributors, suppliers, and/or 

competitors. Forward integration strategy refers to the transactions between the customers and firm. Similarly, the 

function for the particular supply which the firm is being intended to involve itself will be called backward integration. 

When the firm looks that other firm may be taken over within the area of its own activity is called horizontal 

integration.  

Benefits of vertical integration strategy: Allow a firm 

to gain control over:  

. Distributors (forward integration)  

. Suppliers (backward integration)  

. Competitors (horizontal integration)  

Forward integration: Gaining ownership or increased control over distributors or retailers  

Forward integration involves gaining ownership or increased control over distributors or retailers. You can gain 

ownership or control over the distributors, suppliers and Competitors using forward integration.  

Guidelines for the use of integration strategies:  

Six guidelines when forward integration may be an especially effective strategy are: 

. Present distributors are expensive, unreliable, or incapable of meeting firm’s needs 

. Availability of quality distributors is limited 

. When firm competes in an industry that is expected to grow markedly  

. Organization has both capital and human resources needed to manage new business of distribution  

. Advantages of stable production are high  

. Present distributors have high profit margins  
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Backward Integration –  

Seeking ownership or increased control of a firm’s suppliers both manufacturers and retailers purchase needed 

materials from suppliers. Backward integration is a strategy of seeking ownership or increased control of a 

firm's suppliers. This strategy can be especially appropriate when a firm's current suppliers are unreliable, too 

costly, or cannot meet the firm's needs 

Guidelines for Backward Integration:  

Six guidelines when backward integration may be an especially effective strategy are:  

. When present suppliers are expensive, unreliable, or incapable of meeting needs 

. Number of suppliers is small and number of competitors large 

. High growth in industry sector 

. Firm has both capital and human resources to manage new business . Advantages of stable prices are 

important 

. Present supplies have high profit margins  

 
 

CONCENTRIC EXPANSION STRATEGY 

 Market Penetration 

 In market penetration, the organization tries to capture market share in the existing products and aims at expanding its 

business at a rate higher than the industry growth. For example, Reliance has captured substantial market share in textile 

yarn and intermediates; ITC has captured substantial market share in hotels other than cigarettes. The business world is 

full of such examples. 

Market Development 

In market development, attempt is made to increase sales by developing new markets either geography-wise or 

segment-wise. For example, many companies which find that the urban market is saturated and there is little scope for 

expansion, opt for developing new market in rural areas. Some of the companies which have made keen attempt to 

develop rural market are Hindustan Lever (personal products), LG (TV), and so on. Hotel industry is also planning in the 

same line. 
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Product Development 

In product development the efforts are attempted at to achieve growth through product innovation so as to penetrate in 

new segment. Here, the basic product remains the same but it may be offered to different market segments based on 

product features, price, size, etc. For example , a TV manufacturer may offer different sizes of TVs for different customer 

groups, additional features like remote control, etc. to make a TV more useful, and so on.  

 

 

Definition of 'Strategic Joint Venture' 
A business agreement between two different companies to work together to achieve specific goals. Unlike a merger or 

acquisition, a strategic joint venture does not have to be permanent, and it offers companies the benefits of 

maintaining their independence and identities as individual companies while offsetting one or more weaknesses with 

another company's strengths. 

A strategic joint venture may also be called a "strategic partnership." 

There are a number of reasons why two companies might choose to enter such an arrangement. Strategic joint ventures 
allow companies to pursue larger opportunities than they could alone, establish a presence in a foreign country or gain 
a competitive advantage in a particular market. They can also help companies to lower costs, gain access to another 
company's technology, increase revenues, increase their customer base or expand product distribution, among other 
possibilities. 

 
CONCEPT OF STRATEGIC MANAGEMENT 
 
 
The strategic management process means defining the organization’s strategy. It is also defined as the process by which 
managers make a choice of a set of strategies for the organization that will enable it to achieve better performance. 
Strategic management is a continuous process that appraises the business and industries in which the organization is 
involved; appraises it’s competitors; and fixes goals to meet all the present and future competitor’s and then reassesses 
each strategy. 
Strategic management process has following four steps: 

1. Environmental Scanning- Environmental scanning refers to a process of collecting, 
scrutinizing and providing information for  
strategic purposes. It helps in analyzing the internal and external factors influencing an 

organization. After executing the environmental analysis process, management should 

evaluate it on a continuous basis and strive to improve it. 

2. Strategy Formulation- Strategy formulation is the process of deciding best course of 

action for accomplishing organizational objectives and hence achieving 

organizational purpose. After conducting environment scanning, managers 

formulate corporate, business and functional strategies. 

http://www.managementstudyguide.com/environmental-scanning.htm
http://www.managementstudyguide.com/strategy-formulation-process.htm
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3. Strategy Implementation- Strategy implementation implies making the strategy 

work as intended or putting the organization’s chosen strategy into action. Strategy 

implementation includes designing the organization’s structure, distributing 

resources, developing decision making process, and managing human resources. 

4. Strategy Evaluation- Strategy evaluation is the final step of strategy management 
process. The key strategy evaluation activities 
are: appraising internal and external factors that are the root of present strategies, 

measuring performance, and taking remedial / corrective actions. Evaluation makes 

sure that the organizational strategy as well as it’s implementation meets the 

organizational objectives. 

These components are steps that are carried, in chronological order, when creating a new strategic management plan. 

Present businesses that have already created a strategic management plan will revert to these steps as per the situation’s 

requirement, so as to make essential changes. 

 
Components of Strategic Management Process 

Strategic management is an ongoing process. Therefore, it must be realized that each component interacts with the 

other components and that this interaction often happens in chorus. 

 

CONCEPT OF STRATEGY 

In 30/40s, there was less complexity in business environment, so when any problem was faced, it was resolved or 

overcome by taking a decision on short term basis. 

In 80s onwards, par secularly after globalization i.e. integration of a country’s economy with the world economy by 

General Agreement on Tariffs & Trade (GATT) agreement. 

Now, the problems are multidimensional due to presence of multinational companies’ i.e. global players. 

So, instead of short term decision to combat the problems, it was needed to formulate long term planning or direction of 

the business to set for ensuring the success and growth of the business. 

Strategy of a business enterprise consists of what management decides about the future direction and scope of the 

business. It entails managerial choice among alternative action programs, commitment to specific product market, 

competitive moves and business approaches to achieve enterprise objectives. In short, it may be called the game plan of 

management. 

According to Thompson and Strickland, “A company’s strategy consists of the combination of competitive moves and 

business approaches that managers employ to please customers, compete successfully, and achieve organizational 

objectives.” 

http://www.managementstudyguide.com/strategy-implementation.htm
http://www.managementstudyguide.com/strategy-evaluation.htm
http://www.managementstudyguide.com/strategic-management.htm


Strategic Management Notes 5th Sem 
 

Notes By:- Yatharth Chauhan 
IHM Kufri Shimla 

38 

 

Some others have defined strategy with reference to the basic goals and objectives of an organization, the major 

programmers of action chosen to reach these goals and objectives, and major patterns of resource allocation used to 

relate the organization to its environment. Based on this definition, a distinction is made between Master Strategy and 

Programmed Strategy. A Master Strategy refers to the determination of the mission and long-term objectives of an 

organization and the policies necessary for achieving the mission and objectives. Programmed Strategies are specific 

action plans drawn up to accomplish any established objectives within the time frame . Thus if an organization has set the 

long term objective of growth in turnover, it may require programmer strategies involving improvement in product 

design or market penetration or sales promotion.    

 

Corporate Mission 

A mission statement is a statement of the purpose of a company or organization. The mission statement 
should guide the actions of the organization, spell out its overall goal, provide a path, and guide decision-
making. It provides "the framework or context within which the company's strategies are formulated." 

Contents 

Effective mission statements start by effectively articulating the organization's purpose, or reason for 

existing. 

Commercial mission statements often include the following information: 

·Aim(s) of the organization 

Distinction between Corporate Mission and Strategic Vision 

·A mission statement concerns what an organization is all about. 

·A vision statement is what the organization wants to become. 

 A mission statement answers three key questions: 

·What do we do? 

·For whom do we do it? 

·What is the benefit? 

 A vision statement, on the other hand, describes how the future will look if the organization achieves its mission. A 
mission statement gives the overall purpose of an organization, while a vision statement describes a picture of the 
"preferred future." A mission statement explains what the organization does, for whom and the benefit. A vision 
statement, on the other hand, describes how the future will look if the organization achieves its mission. 
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 Examples: 

Centers for Disease Control Mission To promote health and quality of life by preventing and controlling disease, injury, 

and disability Vision Healthy People in a Healthy World 

 

Distinction between Goals and Objectives 

 

The wordsGoal and Objective are often confused with each other. They both describe things that a person may 

want to achieve or attain but in relative terms may mean different things. Both are desired outcomes of work 

done by a person but what sets them apart is the time frame, attributes they're set for and the effect they inflict. 

Comparison Chart 

 

 

EXPANSION STRATEGIES 
The dictionary defines expand as: to increase the extent, number, volume, or scope of, to enlarge. We further define an 

expand strategy as one in which we are growing significantly faster than the market or market segment is growing 

overall. 

To follow an expand strategy; a company must decide to provide the resources which will support the targeted growth 

rate.  It implies that the company’s growth will absorb much of the real growth of the markets in which the company is 

competing.  It also implies that the company is willing to take on competitors in order to take market share from them, in 

addition to absorbing the growth in the market place itself. 
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Before we select the expand strategy, we need to look in depth at each market segment to see whether it will qualify 

for an expand strategy.  What are the requirements that a market segment should have in order to be eligible for an 

expand strategy? 

First, we need to be able to have sufficient resources, both people and money, to properly support the strategy to 

expand our sales volume in each affected market segment.  An expansion strategy can be quite expensive, and will 

likely absorb a lot of time of some key people in the company. 

Second, it should be in a relatively attractive market.  We use a 3 x 3 matrix to demonstrate how attractive a market 

segment is, and also how strong a competitor we are relative to our own competition. 

In conclusion, an expand strategy is a strong bet on the company’s ability to grab market share at a rate higher than the 

market is expanding, with the goal of increasing your return on investment over time. This means we will aim to 

increase our top line sales and bottom line profits at a rate higher than the additional costs we will be incurring in our 

expansion efforts. 

 

Grand strategies 

According to Glueck, there are four grand strategy alternatives- Stability, Expansion, Retrenchment, or any 
Combination of these three. All these strategic alternatives are considered as grand strategies. 

The stability strategies 

Stability strategy implies continuing the current activities of the firm without any significant change in direction. If the 

environment is unstable and the firm is doing well, then it may believe that it is better to make no changes. A firm is 

said to be following a stability strategy if it is satisfied with the same consumer groups and maintaining the same 

market share, satisfied with incremental improvements of functional performance and the management does not want 

to take any risks that might be associated with expansion or growth. 

Stability strategy is most likely to be pursued by small businesses or firms in a mature stage of development. 

Stability strategies are implemented by ‘steady as it goes’ approaches to decisions. No major functional changes are 

made in the product line, markets or functions. 

However, stability strategy is not a ‘do nothing’ approach nor does it mean that goals such as profit growth are 

abandoned. The stability strategy can be designed to increase profits through such approaches as improving efficiency 

in current operations. 

Why do companies pursue a stability strategy? 

6) The firm is doing well or perceives itself as successful 

7) It is less risky 
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8) It is easier and more comfortable 

9) The environment is relatively unstable 

10) Too much expansion can lead to inefficiencies 

Situations where a stability strategy is more advisable than the growth strategy: 

d) if the external environment is highly dynamic and unpredictable 

e) Strategic managers may feel that the cost of growth may be higher than the potential benefits 

f) Excessive expansion may result in violation of anti trust laws 

Lewin's leadership styles 

 

Kurt Lewin’s and colleagues did leadership decision experiments in 1939 and identified three different styles of 

leadership, in particular around decision-making. 

Autocratic 

In the autocratic style, the leader takes decisions without consulting with others. The decision is made without 

any form of consultation. In Lewin's experiments, he found that this caused the most level of discontent. 

An autocratic style works when there is no need for input on the decision, where the decision would not change 

as a result of input, and where the motivation of people to carry out subsequent actionswould not be affected 

whether they were or were not involved in the decision-making. 

 

Democratic 

In the democratic style, the leader involves the people in the decision-making, although the process for the final 

decision may vary from the leader having the final say to them facilitating consensus in the group. 

Democratic decision-making is usually appreciated by the people, especially if they have been used to autocratic 

decisions with which they disagreed. It can be problematic when there are a wide range of opinions and there is 

no clear way of reaching an equitable final decision. 

Laissez-Faire 

The laissez-faire style is to minimize the leader's involvement in decision-making, and hence allowing people to 

make their own decisions, although they may still be responsible for the outcome. Laissez-faire works best when 

people are capable and motivated in making their own decisions, and where there is no requirement for a 

central coordination, for example in sharing resources across a range of different people and groups. 
 

Likert's leadership styles 

 

Description 
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Rensis Likert identified four main styles of leadership, in particular around decision-making and the degree to 

which people are involved in the decision. 

Exploitive authoritative 

In this style, the leader has a low concern for people and uses such methods as threats and other fearbased 

methods to achieve conformance. Communication is almost entirely downwards and the psychologically distant 

concerns of people are ignored. 

Benevolent authoritative 

When the leader adds concern for people to an authoritative position, a 'benevolent dictatorship' is formed. The 

leader now uses rewards to encourage appropriate performance and listens more to concerns lower down the 

organization, although what they hear is often rose-tinted, being limited to what their subordinates think that the 

boss wants to hear. Although there may be some delegation of decisions, almost all major decisions are still made 

centrally. 

Consultative 

The upward flow of information here is still cautious and rose-tinted to some degree, although the leader is making 

genuine efforts to listen carefully to ideas. Nevertheless, major decisions are still largely centrally made. 

Participative 

At this level, the leader makes maximum use of participative methods, engaging people lower down the 

organization in decision-making. People across the organization are psychologically closer together and work well 

together at all levels. 

is a classic 1960s view in that it is still very largely top-down in nature, with the cautious addition collaborative 

elements towards the Utopian final state. 

 

Managerial grid model 

 

A graphical representation of the Managerial Grid 
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The managerial grid model (1964) is a behavioralleadership model developed by Robert R. Blake and Jane Mouton. This 

model originally identified five different leadership styles based on the concern for people and the concern for 

production. The optimal leadership style in this model is based on Theory Y. 

The model 

The model is represented as a grid with concern for production as the x-axis and concern for people as the y-axis; each 

axis ranges from 1 (Low) to 9 (High). The resulting leadership styles are as follows: 

The indifferent (previously called impoverished) style (1,1): evade and elude. In this style, managers have low concern 

for both people and production. Managers use this style to preserve job and job seniority, protecting themselves by 

avoiding getting into trouble. The main concern for the manager is not to be held responsible for any mistakes, which 

results in less innovative decisions. 

The accommodating (previously, country club) style (1,9): yield and comply. This style has a high concern for people and 

a low concern for production. Managers using this style pay much attention to the security and comfort of the 

employees, in hopes that this will increase performance. The resulting atmosphere is usually friendly, but not necessarily 

very productive. 

The dictatorial (previously, produce or perish) style (9,1): control and dominate. 

With a high concern for production, and a low concern for people, managers usingthis style find employee needs 

unimportant; they provide their employees with money and expect performance in return. Managers using this style also 

pressure their employees through rules and punishments to achieve the company goals. This dictatorial style is based on 

Theory X of Douglas McGregor, and is commonly applied by companies on the edge of real or perceived failure. This style 

is often used in cases of crisis management. 

The status quo (previously, middle-of-the-road) style (5,5): balance and compromise. Managers using this style try to 

balance between company goals and workers' needs. By giving some concern to both people and production, managers 

who use this style hope to achieve suitable performance but doing so gives away a bit of each concern so that neither 

production nor people needs are met. 

The sound (previously, team style) (9,9): contribute and commit. In this style, high concern is paid both to people and 

production. As suggested by the propositions of Theory Y, managers choosing to use this style encourage teamwork and 

commitment among employees. This method relies heavily on making employees feel themselves to be constructive 

parts of the company. 

McKinsey 7S Framework 

 

Visual representation of the model 

The McKinsey 7S Framework is a management model developed by well-

known business consultants 
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Robert H. Waterman, Jr. and Tom Peters (who also developed the MBWA-- "Management By Walking Around" motif, 

and authored In Search of Excellence) in the 1980s. This was a strategic vision for groups, to include businesses, 

business units, and teams. The 7S are structure, strategy, systems, skills, style, staff and shared values. 

The model is most often used as a tool to assess and monitor changes in the internal situation of an organization. 

The model is based on the theory that, for an organization to perform well, these seven elements need to be aligned 

and mutually reinforcing. So, the model can be used to help identify what needs to be realigned to improve 

performance, or to maintain alignment (and performance) during other types of change. 

Whatever the type of change – restructuring, new processes, organizational merger, new systems, change of 

leadership, and so on – the model can be used to understand how the organizational elements are interrelated, and so 

ensure that the wider impact of changes made in one area is taken into consideration 

OBJECTIVE OF THE MODEL (To analyze how well an organization is positioned to achieve its intended objective 

Usage 

Improve the performance of a company 

Examine the likely effects of future changes within a company 

Align departments and processes during a merger or acquisition 

Determine how best to implement a proposed strategy 

The Seven Interdependent Elements 

The basic premise of the model is that there are seven internal aspects of an organization that need to be 

aligned if it is to be successful 

Hard Elements     Soft Elements 

Strategy     Shared Values 

Structure     Skills 

Systems     Style 

        Staff 

NEED FOR ENVIRINMENTAL ANALYSIS 
Environment literally means the surroundings external objects, influences or circumstances under which someone or 
something exists. The environment of any organization is “the aggregate of all conditions, events and influences that 
surround and affect it.” Since the environment influences an organization in multitudinous ways, its understanding is 
of crucial importance. The concept of environment can be understood by looking at some of its characteristics which 
needs to be analyzed for formulation of business strategy. Environment can be classified into two –internal and 
external environment. 
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The internal environment refers to all factors within an organization that impact strengths or cause weaknesses of a 

strategic nature. The external environment includes all the factors outside the organization which provide 

opportunities or pose threats to the organization. 

Hence, environmental analysis is a must for formulation of a right strategy for achievement of the corporate 

objectives. 

 

Types of Diversification 

Diversification is a strategic approach adopting different forms. Depending on the applied criteria, there are 
different classifications. 

Depending on the direction of company diversification, the different types are: 

Horizontal Diversification 
acquiring or developing new products or offering new services that could appeal to the company´s 
current customer groups. In this case the company relies on sales and technological relations to the 
existing product lines. For example a dairy, producing cheese adds a new type of cheese to its 
products. 

Vertical Diversification  
occurs when the company goes back to previous stages of its production cycle or moves forward to 
subsequent stages of the same cycle - production of raw materials or distribution of the final 
product. For example, if you have a company that does reconstruction of houses and offices and you 
start selling paints and other construction materials for use in this business. This kind of 
diversification may also guarantee a regular supply of materials with better quality and lower prices. 

Concentric Diversification  
enlarging the production portfolio by adding new products with the aim of fully utilising the potential of the 

existing technologies and marketing system. The concentric diversification can be a lot more financially 

efficient as a strategy, since the business may benefit from some synergies in this diversification model. It may 

enforce some investments related to modernizing or upgrading the existing processes or systems. This type of 

diversification is often used by small producers of consumer goods, e.g. a bakery starts producing pastries or 

dough products. 

Heterogeneous (conglomerate) diversification 
is moving to new products or services that have no technological or commercial relation with current 

products, equipment, distribution channels, but which may appeal to new groups of customers. The major 

motive behind this kind of diversification is the high return on investments in the new industry. Furthermore, 

the decision to go for this kind of diversification can lead to additional opportunities indirectly related to 

further developing the main company business - access to new technologies, opportunities for strategic 

partnerships, etc. 

POLICIES 
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Usually, a documented set of broad guidelines, formulated after an analysis of all internal and external 
factors that can affect a firm's objectives, operations, and plans. Formulated by the firm's board of 
directors, corporate policy lays down the firm's response to known and knowable situations and 
circumstances. It also determines the formulation and implementation of strategy, and directs and restricts 
the plans, decisions, and actions of the firm's officers in achievement of its objectives. Also called company 
policy. 

Porter five forces analysis 

 
Porter's five forces analysis is a framework for industry analysis and business strategy development formed by Michael E. 

Porter of Harvard Business School in 1979. It draws upon industrial organization (IO) economics to derive five forces that 

determine the competitive intensity and therefore attractiveness of a market. Attractiveness in this context refers to the 

overall industry profitability. An "unattractive" industry is one in which the combination of these five forces acts to drive 

down overall profitability. A very unattractive industry would be one approaching "pure competition", in which available 

profits for all firms are driven to normal profit. 

Three of Porter's five forces refer to competition from external sources. The remainder are internal threats. 

Porter referred to these forces as the micro environment, to contrast it with the more general term macro environment. 

They consist of those forces close to a company that affect its ability to serve its customers and make a profit. A change 

in any of the forces normally requires a business unit to re-assess the marketplace given the overall change in industry 

information. The overall industry attractiveness does not imply that every firm in the industry will return the same 

profitability. Firms are able to apply their core competencies, business model or network to achieve a profit above the 

industry average. A clear example of this is the airline industry. As an industry, profitability is low and yet individual 

companies, by applying unique business models, have been able to make a return in excess of the industry average. 

Porter's five forces include - three forces from 'horizontal' competition: threat of substitute products, the threat of 

established rivals, and the threat of new entrants; and two forces from 'vertical' competition: the bargaining power of 

suppliers and the bargaining power of customers. 

This five forces analysis, is just one part of the complete Porter strategic models. The other elements are the value chain 

and the generic strategies.
[
 Porter developed his Five Forces analysis in reaction to the then-popular SWOT analysis, 

which he found unrigorous and ad hoc. Porter's five forces is based on the Structure-Conduct-Performance paradigm in 

A  g r a p h i c a l  r e p r e s e n t a t i o n  o f  P o r t e r ' s  F i v e  F o r c e s 
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industrial organizational economics. It has been applied to a diverse range of problems, from helping businesses become 

more profitable to helping governments stabilize industries. 

Five forces 

Threat of new competition 
Profitable markets that yield high returns will attract new firms. This results in many new entrants, which eventually will 

decrease profitability for all firms in the industry. Unless the entry of new firms can be blocked by incumbents, the 

abnormal profit rate will tend towards zero (perfect competition). 

The existence of barriers to entry (patents, rights, etc.) The most attractive segment is one in which entry barriers 

are high and exit barriers are low. Few new firms can enter and non-performing firms can exit easily. 

Economies of product differences 

Brand equity 
Switching costs or sunk costs 

Capital requirements 

Access to distribution 

Customer loyalty to established brands 

Absolute cost 

Industry profitability; the more profitable the industry the more attractive it will be to new competitors. 

Threat of substitute products or services 
The existence of products outside of the realm of the common product boundaries increases the propensity of customers 

to switch to alternatives. Note that this should not be confused with competitors' similar products but entirely different 

ones instead. For example, tap water might be considered a substitute for Coke, whereas Pepsi is a competitor's similar 

product. Increased marketing for drinking tap water might "shrink the pie" for both Coke and Pepsi, whereas increased 

Pepsi advertising would likely "grow the pie" (increase consumption of all soft drinks), albeit while giving Pepsi a larger 

slice at Coke's expense. 

Buyer propensity to substitute 

Relative price performance of substitute 

Buyer switching costs 

Perceived level of product differentiation 
Number of substitute products available in the market 

Ease of substitution. Information-based products are more prone to substitution, as online product can easily 

replace material product. 
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Substandard product 

Quality depreciation 

Bargaining power of customers (buyers) 
The bargaining power of customers is also described as the market of outputs: the ability of customers to put the firm 

under pressure, which also affects the customer's sensitivity to price changes. 

Buyer concentration to firmconcentration ratio 
Degree of dependency upon existing channels of distribution 

Bargaining leverage, particularly in industries with high fixed costs 

Buyer switching costs relative to firm switching costs 

Availability of existing substitute products 

Buyer price sensitivity 
Differential advantage (uniqueness) of industry products 

Bargaining power of suppliers 
The bargaining power of suppliers is also described as the market of inputs. Suppliers of raw materials, components, 

labor, and services (such as expertise) to the firm can be a source of power over the firm, when there are few substitutes. 

Suppliers may refuse to work with the firm, or, e.g., charge excessively high prices for unique resources. 

Supplier switching costs relative to firm switching costs 

Degree of differentiation of inputs 

Impact of inputs on cost or differentiation 

Presence of substitute inputs 

Strength of distribution channel 

Supplier concentration to firm concentration ratio 

Employee solidarity (e.g. labor unions) 

Supplier competition - ability to forward vertically integrate and cut out the BUYER 

Ex.: If you are making biscuits and there is only one person who sells flour, you have no alternative but to buy it from 

him. 

Intensity of competitive rivalry 
For most industries, the intensity of competitive rivalry is the major determinant of the competitiveness of the industry. 

Sustainable competitive advantage through innovation 
Competition between online and offline companies Level of advertising 

expense 
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Powerful competitive strategy 

 

 

SWOT ANALYSIS 

The name says it: Strength, Weakness, Opportunity, and Threat. A SWOT analysis guides you to identify the positives and negatives 

inside your organization (S-W) and outside of it, in the external environment (O-T). Developing a full awareness of your situation can 

help with both strategic planning and decision-making. 

The SWOT method (which is sometimes called TOWS) was originally developed for business and industry, but it is equally useful in 

the work of community health and development, education, and even personal growth. 

SWOT is not the only assessment technique you can use, but is one with a long track record of effectiveness. Compare it with other 

tools found in the Community Tool Box (especially Chapter 3) to determine if this is the right approach for your situation. The 

strengths of this method are its simplicity and application to a variety of levels of operation. 

 

When do we use SWOT? 

A SWOT analysis can offer helpful perspectives at any stage of an effort. You might use it to: 

Explore possibilities for new efforts or solutions to problems. 

Make decisions about the best path for your initiative. Identifying your opportunities for success in context of threats to success can 

clarify directions and choices. 

Determine where change is possible. If you are at a juncture or turning point, an inventory of your strengths and weaknesses can reveal 

priorities as well as possibilities. 

Adjust and refine plans mid-course. A new opportunity might open wider avenues, while a new threat could close a path that once 

existed. 

SWOT also offers a simple way of communicating about your initiative or program and an excellent way to organize information 

you've gathered from studies or surveys. 

 

What are the elements of a SWOT analysis? 

A SWOT analysis focuses on the four elements of the acronym, but the graphic format you use varies depending on the depth and 

complexity of your effort. 

Remember that the purpose of performing a SWOT is to reveal positive forces that work together and potential problems that need 

to be addressed or at least recognized. Before you conduct a SWOT session, decide what format or layout you will use to 

communicate these issues most clearly for you. 

We will discuss the process of creating the analysis below, but first here are a few sample layouts-ideas of what your SWOT analysis 

can look like. 
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Here a working table guides you to identify strategies by matching items in each quadrant. 

 

INTERNAL 

FACTORS-----à 

 

STRENGTHS IN (S) 

3. Management 

4. Operation, Finance 

WEAKNESSES IN (W) 

1.Areas as shown in the box of 

“STRENGTH” 

   

 EXTERNAL 

FACTORS 

           I 

           V 

3. Marketing, R & D 4. 

Engineering 

  

OPPORTUNITIES 

(CONSIDER RISK 

ALSO)  (O)    

1.Economic  

2.Political 

3.Social Changes 

4.New products 

&Technology 

Opportunity-Strength (OS) 

Strategies 

Use strengths to take 

advantage of opportunities 

1. 

2. 

Opportunity-Weakness (OW) 

Strategies 

Overcome weaknesses by 

taking advantage of 

opportunities 

1. 

2. 

THREATS (T) 

1.Lack of energy 

2.Competition 3.Areas 

similar to those shown in 

the “OPPORTUNITIES” box 

above. 

Threat-Strength (TS) 

Strategies 

Use strengths to avoid threats 

1. 

2. 

Threat-Weakness (TW) 

Strategies 

Minimize weaknesses and 

avoid threats 

1.Retrenchment 

2.Liquidation 

3.Joint Venture 

 

David gives an example for Campbell Soup Company that stresses financial goals, but it also illustrates how you can pair the items 

within a SWOT grid to develop strategies. (This version of the chart is abbreviated.) 

 

  STRENGTHS 

3. Current profit ratio 

increased 

4. Employee morale 

high3. Market share has 

increased 

WEAKNESSES 

3. Legal suits not resolved 

4. Plant capacity has 

fallen3. Lack of strategic 

management system 
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OPPORTUNITIES 

4. Western European 

unification 

5. Rising 

healthconsciousness in selecting 

foods 

6. Demand for 

soupsincreasing annually 

Opportunity-Strength (OS) 

Strategies 

 

Acquire food company in 

Europe (S1, S3, O1) 

Develop new healthy soups 

(S2, O2) 

Opportunity-Weakness (OW) 

Strategies 

 

Develop new Pepperidge Farm 

products (W1, O2, O3) 

THREATS 

1. Low value of dollar 2. 

Tin cans are not 

biodegradable 

Threat-Strength (TS) 

Strategies 

Develop new biodegradable 

soup containers (S1, T2) 

Threat-Weakness (TW) Strategies 

Close unprofitable European 

operations (W3, T1) 

  

This example also illustrates how threats can become opportunities (and vice versa). The limitation of tin cans (which aren't 

biodegradable) creates an opportunity for leadership in developing biodegradable containers. 

 

The Strategic Planning Process   

In the 1970's, many large firms adopted a formalized top-down strategic planning model. Under this model, strategic 

planning became a deliberate process in which top executives periodically would formulate the firm's strategy, then 

communicate it down the organization for implementation. The following is a flowchart model of this process: 

The Strategic Planning Process 

 

Mission 

↓ 

Objectives 

↓ 
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Situation Analysis 

↓ 

Strategy Formulation 

↓ 

Implementation 

↓ 

Control 
This process is most applicable to strategic management at the business unit level of the organization. For large 

corporations, strategy at the corporate level is more concerned with managing a portfolio of businesses. For example, 

corporate level strategy involves decisions about which business units to grow, resource allocation among the business 

units, taking advantage of synergies among the business units, and mergers and acquisitions. In the process outlined 

here, "company" or "firm" will be used to denote a single-business firm or a single business unit of a diversified firm. 

 

Mission 

A company's mission is its reason for being. The mission often is expressed in the form of a mission statement, which 

conveys a sense of purpose to employees and projects a company image to customers. In the strategy formulation 

process, the mission statement sets the mood of where the company should go. 

Objectives 

Objectives are concrete goals that the organization seeks to reach, for example, an earnings growth target. The 

objectives should be challenging but achievable. They also should be measurable so that the company can monitor its 

progress and make corrections as needed. 

Situation Analysis 

Once the firm has specified its objectives, it begins with its current situation to devise a strategic plan to reach those 

objectives. Changes in the external environment often present new opportunities and new ways to reach the objectives. 
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An environmental scan is performed to identify the available opportunities. The firm also must know its own capabilities 

and limitations in order to select the opportunities that it can pursue with a higher probability of success. The situation 

analysis therefore involves an analysis of both the external and internal environment. 

The external environment has two aspects: the macro-environment that affects all firms and a micro-environment that 

affects only the firms in a particular industry. The macro-environmental analysis includes political, economic, social, and 

technological factors and sometimes is referred to as a PEST analysis. 

An important aspect of the micro-environmental analysis is the industry in which the firm operates or is considering 

operating. Michael Porter devised a five forces framework that is useful for industry analysis. Porter's 5 forces include 

barriers to entry, customers, suppliers, substitute products, and rivalry among competing firms. 

The internal analysis considers the situation within the firm itself, such as: 

Company culture 

Company image 

Organizational structure Key 

staff 

Access to natural resources 

Position on the experience curve 

Operational efficiency 

Operational capacity 

Brand awareness 

Market share 

Financial resources 

Exclusive contracts 

Patents and trade secrets 

A situation analysis can generate a large amount of information, much of which is not particularly relevant to strategy 

formulation. To make the information more manageable, it sometimes is useful to categorize the internal factors of the 

firm as strengths and weaknesses, and the external environmental factors as opportunities and threats. Such an 

analysis often is referred to as a SWOT analysis. 

Strategy Formulation 

Once a clear picture of the firm and its environment is in hand, specific strategic alternatives can be developed. While 

different firms have different alternatives depending on their situation, there also exist generic strategies that can be 
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applied across a wide range of firms. Michael Porter identified cost leadership, differentiation, and focus as three generic 

strategies that may be considered when defining strategic alternatives. Porter advised against implementing a 

combination of these strategies for a given product; rather, he argued that only one of the generic strategy alternatives 

should be pursued. 

Implementation 

The strategy likely will be expressed in high-level conceptual terms and priorities. For effective implementation, it needs 

to be translated into more detailed policies that can be understood at the functional level of the organization. The 

expression of the strategy in terms of functional policies also serves to highlight any practical issues that might not have 

been visible at a higher level. The strategy should be translated into specific policies for functional areas such as: 

Marketing 

Research and development 

Procurement Production 

Human resources 

Information systems 

In addition to developing functional policies, the implementation phase involves identifying the required resources and 

putting into place the necessary organizational changes. 

Control 

Once implemented, the results of the strategy need to be measured and evaluated, with changes made as required to 

keep the plan on track. Control systems should be developed and implemented to facilitate this monitoring. Standards of 

performance are set, the actual performance measured, and appropriate action taken to ensure success. 

Dynamic and Continuous Process 

The strategic management process is dynamic and continuous. A change in one component can necessitate a change in 

the entire strategy. As such, the process must be repeated frequently in order to adapt the strategy to environmental 

changes. Throughout the process the firm may need to cycle back to a previous stage and make adjustments. 

Drawbacks of this Process 

The strategic planning process outlined above is only one approach to strategic management. It is best suited for stable 

environments. A drawback of this top-down approach is that it may not be responsive enough for rapidly changing 

competitive environments. In times of change, some of the more successful strategies emerge informally from lower 

levels of the organization, where managers are closer to customers on a day-to-day basis. 
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Another drawback is that this strategic planning model assumes fairly accurate forecasting and does not take into 

account unexpected events. In an uncertain world, long-term forecasts cannot be relied upon with a high level of 

confidence. In this respect, many firms have turned to scenario planning as a tool for dealing with multiple 

contingencies. 

 

 

TOWSMATRIX 

Key Points: 
The TOWS Matrix is a relatively simple tool for generating strategic options. By using it, you can look intelligently at how you can best take 

advantage of the opportunities open to you, at the same time that you minimize the impact of weaknesses and protect yourself against 

threats. 

Used after detailed analysis of your threats, opportunities, strength and weaknesses, it helps you consider how to use the external 

environment to your strategic advantage, and so identify some of the strategic options available to you. 

( HERE DRAW THE SWOT MATRIX BUT GIVE THE HEADING AS TOWS instead of SWOT ) 

SPACEMATRIX 

(Strategic position and action evaluation ) 

What is the SPACE matrix strategic management method? 

To explain how the SPACE matrix works, it is best to reverse-engineer it. First, let's take a look at what the outcome of a 

SPACE matrix analysis can be, take a look at the picture below. The SPACE matrix is broken down to four quadrants 

where each quadrant suggests a different type or a nature of a strategy: 

·Aggressive 

·Conservative 

·Defensive 

·Competitive 
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This is what a completed SPACE matrix looks like: 

 

This 

particul

ar 

SPACE 

matrix 

tells us 

that 

our 

compa

ny 

should 

pursue 

an 

aggress

ive 

strateg

y. Our 

company has a strong competitive position it the market with rapid growth. It needs to use its internal strengths to 

develop a market penetration and market development strategy. This can include product development, integration with 

other companies, acquisition of competitors, and so on. 

GRANDSTRATEGYMATRIX 

Grand strategy matrix is a last matrix of matching strategy formulation framework. It is same as important as BCG, IE and other matrix 

QuantitativeStrategicPlanningMatrix(QSPM) is a high-level strategic management approach for evaluating 
possible strategies. Quantitative Strategic Planning Matrix or a QSPM provides an 
analytical method for comparing feasible alternative actions. The QSPM method falls within so-called stage 3 of the 
strategy formulation analytical framework. 

When company executives think about what to do, and which way to go, they usually have a prioritized list of 
strategies. If they like one strategy over another one, they move it up on the list. This process is very much intuitive 
and subjective. The QSPM method introduces some numbers into this approach making it a little more "expert" 
technique. 

What is a Quantitative Strategic Planning Matrix or a QSPM? 

The Quantitative Strategic Planning Matrix or a QSPM approach attempts to objectively select the best strategy using 

input from other management techniques and some easy computations. In other words, the QSPM method uses inputs 

from stage 1 analyses, matches them with results from stage 2 analyses, and then decides objectively among alternative 

strategies. 
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Stage 1 strategic management tools... 

The first step in the overall strategic management analysis is used to identify key strategic factors. This can be done using, 

for example, the EFE matrix and IFE matrix. 

Stage 2 strategic management tools... 

After we identify and analyze key strategic factors as inputs for QSPM, we can formulate the type of the strategy we 

would like to pursue. This can be done using the stage 2 strategic management tools, for example the SWOT analysis (or 

TOWS), SPACE matrix analysis, BCG matrix model, or the IE matrix model. 

Stage 3 strategic management tools... 

The stage 1 strategic management methods provided us with key strategic factors. Based on their analysis, we 

formulated possible strategies in stage 2. Now, the task is to compare in QSPM alternative strategies and decide which 

one is the most suitable for our goals. 

The stage 2 strategic tools provide the needed information for setting up the Quantitative Strategic Planning Matrix - 

QSPM. The QSPM method allows us to evaluate alternative strategies objectively. 

Conceptually, the QSPM in stage 3 determines the relative attractiveness of various strategies based on the extent 
to which key external and internal critical success factors are capitalized upon or improved. The relative 
attractiveness of each strategy is computed by determining the cumulative impact of each external and internal 
critical success factor 

BCG MATRIX 

Boston Consulting Group (BCG) Matrix is a four celled matrix (a 2 * 2 matrix) developed by BCG, USA. It is the most 

renowned corporate portfolio analysis tool. It provides a graphic representation for an organization to examine different 

businesses in it’s portfolio on the basis of their related market share and industry growth rates. It is a two dimensional 

analysis on management of SBU’s (Strategic Business Units). In other words, it is a comparative analysis of business 

potential and the evaluation of environment. 

According to this matrix, business could be classified as high or low according to their industry growth rate and relative 

market share. 

Relative Market Share = SBU Sales this year leading competitors sales this year. 

Market Growth Rate = Industry sales this year - Industry Sales last year. 

The analysis requires that both measures be calculated for each SBU. The dimension of business strength, relative market 

share, will measure comparative advantage indicated by market dominance. The key theory underlying this is existence 

of an experience curve and that market share is achieved due to overall cost leadership. 
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BCG matrix has four cells, with the horizontal axis representing relative market share and the vertical axis denoting 

market growth rate. The mid-point of relative market share is set at 1.0. if all the SBU’s are in same industry, the average 

growth rate of the industry is used. While, if all the SBU’s are located in different industries, then the mid-point is set at 

the growth rate for the economy. 

Resources are allocated to the business units according to their situation on the grid. The four cells of this matrix have 

been called as stars, cash cows, question marks and dogs. Each of these cells represents a particular type of business. 

 

1. Stars- Stars represent business units having large market share in a fast growing industry. They may generate cash 
but because of fast growing market, stars require huge investments to maintain their lead. Net cash flow is usually 
modest. SBU’s located in this cell are attractive as they are located in a robust industry and these business units 
are highly competitive in the industry. If successful, a star will become a cash cow when the industry matures. 

2. Cash Cows- Cash Cows represents business units having a large market share in a mature, slow growing industry. 
Cash cows require little investment and generate cash that can be utilized for investment in other business units. 
These SBU’s are the corporation’s key source of cash, and are specifically the core business. They are the base of 
an organization. These businesses usually follow stability strategies. When cash cows loose their appeal and move 
towards deterioration, then a retrenchment policy may be pursued. 

3. Question Marks- Question marks represent business units having low relative market share and located in a high 
growth industry. They require huge amount of cash to maintain or gain market share. They require attention to 
determine if the venture can be viable. Question marks are generally new goods and services which have a good 
commercial prospective. There is no specific strategy which can be adopted. If the firm thinks it has dominant 
market share, then it can adopt expansion strategy, else retrenchment strategy can be adopted. Most businesses 
start as question marks as the company tries to enter a high growth market in which there is already a market-
share. If ignored, then question marks may become dogs, while if huge investment is made, then they have 
potential of becoming stars. 

4. Dogs- Dogs represent businesses having weak market shares in low-growth markets. They neither generate cash 
nor require huge amount of cash. Due to low market share, these business units face cost disadvantages. 
Generally retrenchment strategies are adopted because these firms can gain market share only at the expense of 
competitor’s/rival firms. These business firms have weak market share because of high costs, poor quality, 
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ineffective marketing, etc. Unless a dog has some other strategic aim, it should be liquidated if there is fewer 
prospects for it to gain market share. Number of dogs should be avoided and minimized in an organization. 

 

VALUE CHAIN ANALYSIS 

This is a method for assessing the strengths and weaknesses of an organization based on an understanding of the series 

of activities it performs. Porter (1985) is credited with the introduction of the framework called value chain. A value chain 

is a set of interlinked value – creating activities performed by an organization. These activities may begin with the 

procurement of basic raw materials and go through processing in various stages right up to the end products marketed to 

the ultimate consumers. The value chain of a company may be linked to the value chain of its upstream suppliers and 

downstream buyers, forming a series of chains that porter terms as the value system. 

 

Retrenchment strategies 

A retrenchment grand strategy is followed when an organization aims at a contraction of its activities through 

substantial reduction or the elimination of the scope of one or more of its businesses in terms of their respective 

customer groups, customer functions, or alternative technologies either singly or jointly in order to improve its overall 

performance. E.g.: A corporate hospital decides to focus only on special treatment and realize higher revenues by 

reducing its commitment to general case which is less profitable. 

The growth of industries and markets are threatened by various external and internal developments (External 

developments – government policies, demand saturation, emergence of substitute products, or changing customer 

needs. Internal Developments – poor management, wrong strategies, poor quality of functional management and so 

on.) In these situations the industries and markets and consequently the companies face the danger of decline and will 

go for adopting retrenchment strategies. E.g.: fountain pens, manual type writers, tele printers, steam engines, jute and 

jute products, slide rules, calculators and wooden toys are some products that have either disappeared or face decline. 

There are three types of retrenchment strategies – Turnaround Strategies, Divestment Strategies and Liquidation 

strategies. 

1. Turnaround Strategies 

Turn around strategies derives their name from the action involved that is reversing a negative trend. There are certain 

conditions or indicators which point out that a turnaround is needed for an organization to survive. They are: 

Persistent Negative cash flows 

Negative Profits 

Declining market share 
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Deterioration in Physical facilities 

Over manning, high turnover of employees, and low morale 

Uncompetitive products or services 

Mis management 

2. Divestment Strategies 

A divestment strategy involves the sale or liquidation of a portion of business, or a major division. Profit centre or SBU. 

Divestment is usually a part of rehabilitation or restructuring plan and is adopted when a turnaround has been 

attempted but has proved to be unsuccessful. Harvesting strategies a variant of the divestment strategies, involve a 

process of gradually letting a company business wither away in a carefully controlled manner 

Reasons for Divestment 

The business that has been acquired proves to be a mismatch and cannot be integrated within the 

http://ihmkolkata.org/Study%20Materials%202014-2015/5th%20SEM/Strategic%20Management/14.Retrenchment_strategies.html 1/2 9/23/2014

 Retrenchment strategies 

company. Similarly a project that proves to be in viable in the long term is divested 

Persistent negative cash flows from a particular business create financial problems for the whole company, 

creating a need for the divestment of that business. 

Severity of competition and the inability of a firm to cope with it may cause it to divest. 

Technological up gradation 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 

Divestment may be done because by selling off a part of a business the company may be in a position to survive 

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

Divestment by one firm may be a part of merger plan executed with another firm, where mutual exchange of 

unprofitable divisions may take place. 

Lastly a firm may divest in order to attract the provisions of the MRTP Act or owing to oversize and the resultant 

inability to manage a large business. 

E.g.: TATA group is a highly diversified entity with a range of businesses under its fold. They identified their non – core 

businesses for divestment. TOMCO was divested and sold to Hindustan Levers as soaps and a detergent was not 

considered a core business for the Tata’s. 

3. Liquidation Strategies 

A retrenchment strategy which is considered the most extreme and unattractive is the liquidation 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, termination of opportunities where a firm 
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could pursue any future activities and the stigma of failure. So it involves selling off or closing down a firm to avoid 

bankruptcy and securing a better deal for shareholders than running at a loss. 

 

 

What is Leadership 

Leadership is a process by which an executive can direct, guide and influence the behavior and work of others 

towards accomplishment of specific goals in a given situation. Leadership is the ability of a manager to induce 

the subordinates to work with confidence and zeal. 

Leadership is the potential to influence behavior of others. It is also defined as the capacity to influence a 

group towards the realization of a goal. Leaders are required to develop future visions, and to motivate the 

organizational members to want to achieve the visions. 

According to Keith Davis, “Leadership is the ability to persuade others to seek defined objectives 

enthusiastically. It is the human factor which binds a group together and motivates it towards goals.” 

Leadership may be defined as the influence, the art or the process of influencing people so that they will strive 

willingly towards the achievement of group goals. 

Characteristics of Leadership 

8. It is a inter-personal process in which a manager is into influencing and guiding workers towards 
attainment of goals. 

9. It denotes a few qualities to be present in a person which includes intelligence, maturity and personality. 

10. It is a group process. It involves two or more people interacting with each other. 

11. A leader is involved in shaping and moulding the behaviour of the group towards accomplishment of 
organizational goals. 

12. Leadership is situation bound. There is no best style of leadership. It all depends upon tackling with the 
situations. 

13. The relation between the leader and the workers should be active. 

14. There must be followers otherwise the concept of leadership does not exist. 

IMPORTANCE/FUNCTIONS OF LEADERSHIP 
 

4. Motivating employees by providing commensurate environment for achieving the group goals. 

5. Creating confidence by recognizing their performance so that they exert best of their potential abilities. 
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6. Building morale of the workers in a positive direction for developing a sense of belonging to the organization 

and a positive attitude towards the management and the organization. 

LEADERSHIP QUALITIES 
A leader has got multidimensional traits in him which makes him appealing and effective in behavior. The 

following are the requisites to be present in a good leader: 

11. Physical appearance-A leader must have a pleasing appearance. Physique and health are very 
important for a good leader. 

12. Vision and foresight-A leader cannot maintain influence unless he exhibits that he is forward looking. 
He has to visualize situations and thereby has to frame logical programmes. 

13. Intelligence-A leader should be intelligent enough to examine problems and difficult situations. He 
should be analytical who weighs pros and cons and then summarizes the situation. Therefore, a 
positive bent of mind and mature outlook is very important. 

14. Communicative skills-A leader must be able to communicate the policies and procedures clearly, 
precisely and effectively. This can be helpful in persuasion and stimulation. 

15. Objective-A leader has to be having a fair outlook which is free from bias and which does not reflects 
his willingness towards a particular individual. He should develop his own opinion and should base his 
judgement on facts and logic. 

16. Knowledge of work-A leader should be very precisely knowing the nature of work of his subordinates 
because it is then he can win the trust and confidence of his subordinates. 

17. Sense of responsibility-Responsibility and accountability towards an individual’s work is very important 
to bring a sense of influence. A leader must have a sense of responsibility towards organizational goals 
because only then he can get maximum of capabilities exploited in a real sense. For this, he has to 
motivate himself and arouse and urge to give best of his abilities. Only then he can motivate the 
subordinates to the best. 

18. Self-confidence and will-power-Confidence in himself is important to earn the confidence of the 
subordinates. He should be trustworthy and should handle the situations with full will power. 

19. Humanist-This trait to be present in a leader is essential because he deals with human beings and is in 
personal contact with them. He has to handle the personal problems of his subordinates with great 
care and attention. Therefore, treating the human beings on humanitarian grounds is essential for 
building a congenial environment. 

20. Empathy-It is an old adage “Stepping into the shoes of others”. This is very important because fair 
judgement and objectivity comes only then. A leader should understand the problems and complaints 
of employees and should also have a complete view of the needs and aspirations of the employees. 
This helps in improving human relations and personal contacts with the employees. 

From the above qualities present in a leader, one can understand the scope of leadership and it’s 

importance for scope of business. A leader cannot have all traits at one time. But a few of them helps 

in achieving effective results. 
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All leaders do not possess same attitude or same perspective. As discussed earlier, few leaders adopt the 

carrot approach and a few adopt the stick approach. Thus, all of the leaders do not get the things done in the 

same manner. Their style varies. The leadership style varies with the kind of people the leader interacts and 

deals with. A perfect/standard leadership style is one which assists a leader in getting the best out of the 

people who follow him. 

LEADERSHIP STYLES 
Some of the important leadership styles are as follows: 

 Autocratic leadership style: In this style of leadership, a leader has complete command and hold over 

their employees/team. The team cannot put forward their views even if they are best for the team’s 

or organizational interests. They cannot criticize or question the leader’s way of getting things done. 

The leader himself gets the things done. The advantage of this style is that it leads to speedy decision-

making and greater productivity under leader’s supervision. Drawbacks of this leadership style are 

that it leads to greater employee absenteeism and turnover. This leadership style works only when the 

leader is the best in performing or when the job is monotonous, unskilled and routine in nature or 

where the project is short-term and risky. 

 The Laissez Faire Leadership Style: Here, the leader totally trusts their employees/team to perform the 

job themselves. He just concentrates on the intellectual/rational aspect of his work and does not focus 

on the management aspect of his work. The team/employees are welcomed to share their views and 

provide suggestions which are best for organizational interests. This leadership style works only when 

the employees are skilled, loyal, experienced and intellectual. 

 Democrative/Participative leadership style: The leaders invite and encourage the team members to play 

an important role in decision-making process, though the ultimate decision-making power rests with the 

leader. The leader guides the employees on what to perform and how to perform, while the employees 

communicate to the leader their experience and the suggestions if any. The advantages of this leadership 

style are that it leads to satisfied, motivated and more skilled employees. It leads to an optimistic work 

environment and also encourages creativity. This leadership style has the only drawback that it is time-

consuming. 

 Bureaucratic leadership: Here the leaders strictly adhere to the organizational rules and policies. 

Also, they make sure that the employees/team also strictly follows the rules and procedures. Promotions 

take place on the basis of employees’ ability to adhere to organizational rules. This leadership style 

gradually develops over time. This leadership style is more suitable when safe work conditions and 

quality are required. But this leadership style discourages creativity and does not make employees self-

contented. 

 


