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CHAPTER 7

PLANNING AND STRATEGY
LEARNING OBJECTIVES


1.
Explain the importance of the planning function.

2.
Describe the core components of strategic and tactical planning.

3.
Discuss the effects of degree of diversification on planning.
4.
Describe the three basic levels of strategy and planning.

5.
State the eight primary tasks of the planning process.
6.
Explain the generic competitive strategies model.






Learning Objective 1:  Explain the Importance of the Planning Function.
A. Planning

1.
What is Planning?

a. identifying organizational goals and developing ways to reach them
· basic general managerial function
· sets the framework and direction for the organizing, leading, and controlling functions
· ability to plan is integral to each of the six managerial competencies








Learning Objective 2:  Describe the Core Components of Strategic and Tactical Planning.

A.
Strategic Planning


1.
A Five-Stage Process



a.
diagnosing the organization’s external and internal environments



b.
deciding on a vision and mission



c.
developing overall goals



d.
creating and selecting general strategies to be pursued


e.
allocating resources to achieve the organization’s goals




2.
Includes Contingency Planning



a.
preparation for 
unexpected, major, and quick environmental changes
· negative changes
· e.g., natural disaster, terrorist attack
· positive changes

· rapid increase in customer demand for products or services


b.
should plan for 3 to 5 critical and unanticipated events





3.
Four Aspects of Planning: Vision and Mission 


a.
Vision–the organization’s fundamental aspirations and purpose



(
appeals to heart and mind


b.
Mission–the organization’s purpose or reason for existing
· what business are we in?

· who are we?

· what are we about?



 


4.
Four Aspects of Planning: Goals

a. the results that the managers and others have selected and are committed to achieving for the long-term survival and growth of firm

· can be both quantitative and qualitative




5.
Four Aspects of Planning: Strategies

a. major courses of action selected and implemented to achieve one or more goals
b. strategies have greatest impact when unique from those of competitors
c. includes the alliance, exporting, licensing, multidomestic, and global strategies










6.
Four Aspects of Planning: Resource Allocation

a. assigning money, people, facilities and equipment, land, etc. among current and new business opportunities, functions, projects, and tasks
b. mainly accomplished through budgeting








B.
Tactical Planning


1.
What, Who, and How?

a. choosing specific goals and means of implementation

b. deciding how to improve current operations or new initiatives
c. developing budgets for each division, department, and project
time horizon normally one year or less

· 
· 















Learning Objective 3:
Discuss the Effects of Degree of Diversification on Planning.

A. Diversification 
1. What is Diversification?

a. variety of goods/services produced and the number of markets served
2. Identifying the Risks and Opportunities of Diversification

a. What can we do better than other firms if we enter a new market?

b. What strategic resources do we need to succeed in the new market? 

c. Will we simply be a player in the new market or will we emerge a winner?

d. What can we learn by diversifying and are we sufficiently organized to learn it?



3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. Types of Business Firms
a. the greater the level of diversification the greater the need for organizational planning

· single-business firm

· provides limited number of goods/services to one market segment (
· e.g., Google)
· requires least elaborate planning process
 

· dominant-business firm

· serves various segments of a particular market (e.g., CEMEX)


· related-business firm

· provides a variety of similar goods/services in similar markets (e.g., Johnson & Johnson)


· unrelated-business firm

· provides diverse goods/services to many different markets (e.g., General Electric)
· needs the most elaborate planning process









Learning Objective 4:
Describe the Three Basic Levels of Strategy and Planning.



B. 
A. Corporate-Level Strategy 
· focuses on the types of businesses desired, ways to acquire or divest businesses, allocation of resources among the businesses, and ways to develop learning and synergy among those businesses


1. Core Focus

a. guides the overall direction of firms having more than one business

b. provides direction for strategic business units (SBUs) – divisions or subsidiaries of a firm that provide distinct products or services and may have their own missions and goals
2. Common Growth Strategies

a. forward integration strategy (downstream strategy)
· occurs when a company enters the businesses between it and the final                                                                                                                                                                                      consumer

· e.g., when a manufacturer buys wholesale warehouses and then retail stores to sell its products

b. backward integration strategy (upstream strategy)
· occurs when a company enters the businesses of its suppliers

· e.g., when a manufacturer starts a business to supply its own component parts

c. horizontal integration

· occurs when a company acquires one or more competitors to consolidate and extend its market share

d. alliance strategy (joint ventures)

· occurs when a company seeks out partnerships with other companies that offer complementary competitive strengths

e. concentric (related) diversification

· occurs when a company starts or acquires a business related to its existing business

f. conglomerate diversification

· occurs when a company adds unrelated goods/services to its line of businesse







B. Business Level Strategy

· focus is on using firm’s present and continuously developing core organizational capabilities in specific markets

1. Purpose of Business-Level Strategies


a.
maintain or gain competitive edge in serving customers


b.
determine contribution of functional area to overall effectiveness



c.
allocate resources among functions
2. Issues Addressed by Business-Level Strategies


a.
Who will be served?



b.
What customer needs will be satisfied?



c.
How will customers' needs be satisfied?

C.






Functional-Level Strategy

· commitments and interrelated actions established for functional areas
· established for operations, manufacturing, marketing, human resources, finance, legal services, accounting, and other functional areas

· e.g., reward system for human resources, distribution chain for marketing, process improvement for manufacturing
· strategies in the areas of operations, marketing, and finance.






Learning Objective 5:
State the Eight Primary Tasks of the Planning Process.





· 



A. Task 1: Develop Vision, Mission, and Goals

1. Vision

a. the organization’s fundamental aspirations and purpose

2. Mission

a. is the organization's purpose or reason for existence
b. developed by answering questions




(
What business are we in?


(
What are we committed to?


(
What results do we want to achieve?


· 
· 
· 
· 
· 



B. Task 2: Diagnose Opportunities and Threats
1. Environmental Forces Represent
a. threats the organization must guard against

b. opportunities available to the organization

2. Porter's Competitive Forces Model (discussed in Chapter 3) 

a. competitors, customers, suppliers, new entrants, and substitute goods and services

b. helps companies to accurately assess environmental threats and opportunities

3. Competitors 

a. rivalry between existing competitors

b. results in price changes, advertising, introduction of new or improved goods, and c
c. hanges in customer service
4. New Entrants
a. difficulties faced by new competitors depend mainly on barriers to entry and reactions of established competitors

b. two important barriers to entry are

· economies of scale

· capital requirements

5. Customer Bargaining Power:

6.  

7. 
a. depends on customers’ ability to play one firm against another to force down prices, obtain higher quality, or buy more good/services for the same price

b. likely to be great when
· a small number of customers purchase large volumes from a seller

· customers purchase standard (undifferentiated) goods/services

· customers can easily switch sellers (little cost involved)

8. Suppliers Bargaining Power

a. depends on suppliers’ ability to increase market share, raise prices, or eliminate product/service features without losing customers

b. likely to be great when
· a small number of suppliers sell to a large number of customers

· suppliers don’t have to worry about substitute goods/services

· suppliers’ goods/services are highly differentiated 
9. Substitute Goods or Services

a. depends on the ability and willingness of customers to change their buying habits
· 






C. Task 3: Diagnose Strengths and Weaknesses




1. Involves Identifying Core Competencies and Determining Which Need to be Improved  
a. market share
b. ability to adapt and innovate
c. human resource skills 
d. technological capabilities 
e. 
f. financial resources

g. managerial depth

h. values and background of key employees

2. Three Broad Groups of Core Competencies
a. superior technological know how

b. reliable processes

c. close relationships with external stakeholders
3. Three Ways Core Competencies Strengthen Competitiveness

a. they provide access to more markets

b. they influence customers’ perceived benefits

c. they make imitation more difficult for rivals








D. Task 4: Develop Strategies

1. Potential Strategies Evaluated Based On

a. external opportunities and threats
b. internal strengths and weaknesses

c. the likelihood that the strategies will help the organization achieve its mission and goals

2. Three Basic Growth Strategies

a. market penetration 

· growth in current markets with current products
· encouraging greater use of the product
· attracting competitors’ customers

· buying a competitor

b. market development 

· new markets for current products
· by entering new geographic markets
· entering target markets

· expanding uses for current products and facilities
c. product development 

· new or improved products for current markets
· improving features
· increasing quality in terms of reliability, speed, efficiency, or durability

· enhancing aesthetic appeal
· introducing new models



E. Task 5: Prepare Strategic Plan

1. Written Strategic Plan Should Contain
a. organizational vision, mission, and goals
b. goods and services offered and what makes them unique

c. market analysis and strategies
· opportunities and threats

· contingency plans
d. strategies for obtaining and utilizing resources to achieve goals
· capitalizing on strengths and overcoming weaknesses

· contingency plans
e. 
f. strategies for developing and utilizing organizational and employee competencies
g. financial statements, including profit-and-loss, cash flow, and break-even projections
F. Task 6: Prepare Tactical Plans

1. Tactical Plans

a. intended to help implement strategic plans

b. three factors for successful implementation

· achieving it at or under budget

· executing it by or under scheduled time frame

· meeting or exceeding stated goals 
















G. Task 7: Control and Diagnose Results

1. Controls are Critical to Strategic and Tactical Planning 
a. they ensure implementation of plans as intended and evaluation of results

H. Task 8: Continue Planning
1. External and Internal Environments Constantly Changing
a. continually monitor progress and environments and repeat the planning process as necessary


Learning Objective 6:
Explain the Generic Competitive Strategies Model.

























A. Generic Competitive Strategies Model

1. Framework of Four Business-level Strategies

a. can be applied to a variety of organizations in diverse industries

b. called generic because all types of organizations can use it
c. includes differentiation, focused differentiation, cost leadership, and focused cost leadership strategies


· 
2. Differentiation Strategy

a. competing by offering a product perceived by customers as unique in important ways
· a dominant strategy in the automobile industry

b. differentiation may be achieved through product innovation, quality, brand image, new technology, customer service, etc.

· long-term effectiveness depends on how easily competitors can imitate unique attributes

· 
· 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 
24. Focused Differentiation Strategy

a. competing in a specific niche by serving the unique needs of
· certain customers
· a specific geographic market

b. catering to demands of selected niche and ignoring other potential customers
25. Cost Leadership Strategy

a. competing by providing a product at a price as low as or lower than competitors’ prices
b. focus is on efficiency and reduction in per unit cost

· economies of scale

· reducing overhead and other costs

· minimizing labor-intensive services

· avoiding customers whose demands would create high costs


· 
26. Focused Cost Leadership Strategy

a. competing in a specific customer or geographic niche by providing goods and services at a price as low as or lower than competitors’ prices
· similar to cost leadership strategy, but limited to a narrowly defined market segment

· 
· 







1. 


2. 

3. 

4. 



5. 

6. 

7. 
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