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About Expand Your Business (EYB)

EYB stands for Expand Your Business. It is an integrated business training and support programme for small to medium
scale enterprises that have growth potential and capacity to create more and better jobs.

The vision of the EYB Programme is to assist growth oriented enterprises that have growth potential to develop effective
strategies to exploit the growth potential of their enterprises. They are also assisted to strengthen their business functional
areas in marketing, human resources and finance.

The EYB Programme is targeted towards Growth Oriented Enterprises (GOEs) that have a growth potential, employ between
6 to 100 employees, have basic management systems and have been in operation for at least one year. The EYB
Programme is designed to enhance the knowledge and skills of Owners, Executive Directors, General Managers and
functional managers in marketing, human resources and finance. The programme is designed to assist the GOEs to
anticipate, plan and successfully manage the growth of their enterprises.

The EYB is an integrated programme, which involves classroom training, facilitation of business and financial linkages,
individual counselling sessions and facilitation of Business Support Groups. The individual counseling sessions assist GOEs
to complete their Business Growth Plans. The Business Support Groups provide an opportunity for GOEs to meet and
discuss common problems, challenges and solutions, network and receive expert advice from invited resource specialists in
identified areas.
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STRATEGIC MANAGEMENT

In this module you will find:
|

Relevant business knowledge and information

Read the simple theory and information relevant to the topic of this module. The
examples on the case study that follow the theory and information show how that
knowledge is applied to manage a business well.

Practical exercises
Do the exercises in the module and then compare your answers with the suggested
answers given at the end of the module to find out how much you have learnt.

Action and Growth Plans

Fill in and use the action and growth plans. This will help you to put your new
knowledge into practice.

Useful business terms

Useful business terms are printed in bold italics when they appear for the first time in
the module. Look up the meaning of these terms in the text box next to them.
Memorize their meanings. They are also listed in the annexes section of this module.

The symbols
You will sce the following symbols in the teft hand margin. The symbols indicate the
nature of the text contained in the boxes next to them as explained below.

Next to this symbol you will find the objectives of the module and its chapters.

Next to this symbol you will find exercises for you to do or questions for you to
answer.

The box next to this symbol tells you where to find more information in the other
modules or elsewhere, for example: EYB Modules: Strategic Financial
Management tells you more about how to interpret financial ratios.

The box next to this symbol contains questions for you to answer about your own
business.

The box next to this symbol tells you something, which is extra important for you
to memorize. For example, the customer is the most important person for
your business.

The box next to this symbol provides you with examples on the case study used in
this module. 1t shows how theory and information is applied in the case study.
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PREFACE

1. The Expand Your Business (EYB)
Programme

Welcome and congratulations on acquiring this EYB Programme, which focuses on
business expansion!

1.1 What is business expansion?

1.2

Expanding a business may appeal to any entrepreneur. One may think of
increasing sales and profits. But expanding does not automatically mean
increasing profits. A business may acquire more staft, and expand the business
tacilities through investment. One could call this business expansion. The
question then is whether business expansion is a goal in itself. Many businesses
that expanded have gone bankrupt, simply because the business ran out of cash
and the investment cost could not be repaid. Alternatively investments may
indeed have resulted in increased sales and availability of cash surplus. Is this
kind of expansion then something to aspire for? One could argue that increased
sales are not a business objective. Instead, only profit is. After all, increased sales
do not necessarily lead to increased profits. If costs increase more than sales,
profits will be reduced.

This EYB programme, therefore, when referring to business expansion, is
actually dealing with increasing profits which in most cases, is a result of a
combination of increased sales and smart business operations with relatively low
cost. Therefore, in this EYB programme business expansion means sustained
growth and increased profits.

Why expand the business?

Some entrepreneurs may wonder, “Why should 1 expand my business? I am
doing fine now, and I can manage and oversee the business well, so trying to
grow further just means more work on top of what I aiready have to do!” This
reasoning may be perfectly fine and is entirely true.

Allowing the business to grow means more work. If an entrepreneur does not see
the real value in growing and does not have an intrinsic motivation to do so, it is
probably better not to engage in the growth process in the first place. On the other
hand, one needs to consider that competitors will consider growing. Therefore,
trying to stay stable may mean actually losing business to competitors. So, in
most cases there may actually not be a real choice. Nevertheless, the motivation
and drive to expand need to be there. Without this feeling and energy of wanting
to expand, it will not work.
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1.3

1.4

Expanding business operations is also about increasing return on investment.
The growth oriented entrepreneur and others may have invested in the business.
The aim is then to ensure that the investment results in maximum return to
satisty these investor(s). Investors will make an assessment of the risk involved
and the chances of high return. If your business is able to offer a good return
with moderate risk then, it will be easier to attract capital.

Who is EYB Programme for?

The EYB programme intends to help you, as an owner of a business that intends
to grow or that is already growing, to expand your business activities further. The
EYB programme is, therefore, meant for those entrepreneurs who have an
explicit intention to grow, and expand their businesses and have fairly concrete
ideas about which way and how much they want their business to grow. The EYB
programme does not attempt to give all the growth ideas. It gives basic ideas for
growth to assist in organising the business, and making the business ready for
growth. The EYB programme also helps to assess the growth ideas and develop
other new ideas. It is meant for businesses in production, retail and services. The
business size could be somewhere above 6 and less than 100 persons. Businesses
smaller than 6 persons are unlikely to benefit from this EYB Programme.

The EYB Programme is for you if you are holding one of the following posts in
the business:

B The General Manager, CEO or Managing Director.

B Financial, human resources, marketing or operations manger, or whoever
is in a similar post of responsibilities.

The EYB Programme assumes that your business has well-established

management systems in marketing, record keeping, costing, buying, stock control
and business planning.

How to expand the business?

The EYB programme is based on the principle of creating investor value by
creating customer value. If you, the growth oriented entrepreneur, are able to
create value for your customers, you will also obtain a high return on your
investment. Creating customer value means that you are able to find customers
who are willing to pay a price for your products or services above the cost you
incur to produce them. The margin between your costs and the price paid by the
customer is your return on investment. You will only be able to make a profit
and to grow if you are continuously assessing opportunities for customer value
creation. This obviously requires an excellent understanding of your clients, their
needs and their wants. You also need to understand the ways and means to
actually satisfy their needs and wants.

iv
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The EYB programme assumes that three things are required to be able to create
customer value and expand. These requirements and where they are discussed in
the EYB programme modules are shown in the following diagram:

" The requirements

. bé\/éloﬁ- awstrat'e_a_éy and
planning approach

Organize the entire business

according to the strategy

Develop and execute growth

plans

1.5

What does EYB Programme aim for?

In line with the above, the EYB programme has two main aims:

a)

b)

It assists in developing a business growth plan. This growth plan consists of
a business strategic growth plan, as well as, more detailed growth plans for
the main functions in the business, i.e., marketing, human resources, and
finance. These growth plans are interlinked. The overall strategic plan lays
the foundation for the business growth strategy. This is then supported by
the functions in the business so that, the entire business is geared to
implement the growth plan successfully.

It also aims to assist growth oriented entrepreneurs to organise their
business in such a way that the business is enabled to grow. It will help the
growth-oriented entrepreneur to organise effective and efficient functions
within the business such as management, marketing, human resources, and
finance. It will also assist the entrepreneur to organise him or herself better
so that he or she can concentrate on the most important tasks required to
grOow.

Research has shown that businesses, in their growth path, have different needs
and problems that need to be dealt with. Without solving these problems, the
business cannot grow further. One typical example that a growth oriented
entrepreneur may experience is that of being unable to keep on doing the most
important tasks in the business, while at the same time, these tasks cannot be left
for others in the business to do. Time becomes a constraint for further growth.
While the entrepreneur would like to take on new opportunities or challenges, the
business is unable to perform successfuilly if these are taken on.
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1.6

1.7

An often-encountered problem for growth-oriented enterprises is that the
business i1s not organised to facilitate fast growth. Instead, the business itself may
be an impediment to growth. The EYB programme will assist the owner to
organise the business such that it is geared for the chosen growth path.

Why is a focus on strategy so
important?

To create customer value and thereby, high financial returns, the business needs
to have set goals. These goals, when achieved, ensure that the financial returns
expected are indeed realised. Investors would like to maximise the prospects for
high return through a strategic plan with clear goals, as well, as the plans to
achieve them.

The growth-oriented business can pursue a number of different strategies to
achieve high returns:

a) A strategy of low costs, thereby increasing the margin between product
price and product cost,

b) A strategy of various product lines (differentiation), thereby adding value to
the product and increasing the margin between price and costs,

¢) A combination of the above two strategies (differentiation and low cost)
leading to brand loyalty and high margins,

d) A focus strategy on one product line and/or customer segments, thereby
adding higher value to the product for customers, and increasing the margin
between price and costs. '

Clearly, each strategy is focused on increasing the return on investment, hence,
the need for a strategic choice.

Are there no other and easier ways to
grow?

There are other ways to grow and expand. You could consider a merger with
another company, either a take-over or acquisition of a company, or consider
other ways of collaboration with other companies such as a joint venture. These
are faster ways of growing. Whether these strategies are easier for achieving
business growth is difficult to say. Take-overs do cost money, and mergers are
not easy to establish successfully. Whether these are good strategies will
ultimately depend on whether they increase the return on investment. Mostly this
will not be the case, as the existing and future margins that can be realised in the
company you are involved in will already be included in the merger or take-over
price. Only if there are clear synergies between the two companies, resulting in
increased profits for both through collaboration, it may be useful to consider such
strategy.

vi
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1.8

1.9

As a growth enterprise, you may, of course, consider these options for growth. In
that case, this EYB programme will not help you in those endeavours. You may
require other specialised assistance. This EYB programme is specifically
designed for internal business growth only.

How to use the EYB programme

Your business will benefit from the EYB Programme if you participate in it
according to the following schedule:

B You, the owner/manager of the business, complete the training on all four
modules.

M The functional managers of your business complete the training on, at least,
the modules of their functional areas and the Strategic Management Module.

What you will get from the EYB
Programme?

EYB Programme is a premium product that is developed by the International
Labour Organisation (ILO) specifically to help the Jordanian growth-oriented
enterprises in realizing their growth.

EYB Programme is considered by many SME development agencies in Jordan
for their funding, support and subsidy schemes.

By enrolling in the EYB Programme, you will get the following:

a) Assessment sessions

These are one-on-one meetings between the certified EYB training
consultant, you and your managers.

b) The EYB modules

You will get a complete set of modules ahead of time before the training.
This will give you the opportunity to read and prepare yourself.
¢) Training:

The EYB Training is modular. It will take three fulltime days for each
module except for the Strategic Financial Management module that will
take four fulltime days. Training will be organised in such a way to suit
your business requirements. The sequence of training will be as follows:

®  First: Strategic Management training

B Second: Strategic Marketing training

®  Third: Strategic Human Resources Management training
|

Fourth: Strategic Financial Management training.

vii
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d) Individual Counselling (IC) sessions

Individual counselling session will be conducted by certified training
consultants to check on the completion of your Growth Plan and to provide
assistance in its implementation.

e) Business Support Groups (BSG)

The Certified EYB training consultant can facilitate Business Support
Groups, where you meet with other participating businesspersons to discuss
common problems, needs, challenges and solutions.

f) Linkages to finance and business:

The EYB Programme will facilitate linkages to finance and business
institutions, such as marketing and export, mentorship programmes,
specialist agencies like tax consultants, legal services etc or other business
areas as identified during the needs assessment and training.

This will provide you with excellent opportunities to network with other
participants, trainers and guest presenters to exchange ideas and build useful
business relationships formally during training and informally after training
sessions

g) Certification by the 1LO at the corporate and individual tevels

2. About the Strategic Management
Module '

This module consists of six chapters and discusses strategic management as follows:
e Chapter one gives an overview of strategic management.

e Chapter two provides you with techniques and methods for strategic analysis.
These techniques are divided into techniques that focus on the external business
environment and those that focus on the internal business environment. You will be
assisted with practical tools to do this analysis for your own company. Important
results of this chapter will be the identification of critical success factors for the
industry you are working in, your main competencies and the identification of your
competitive strategic advantage in the industry you are operating in.

e  Chapter three helps you to develop parts of your strategic plan. You will develop
a vision and mission for your business, and develop goals and objectives.

e Chapter four guides you to develop and choose a generic competitive strategy for
your business that matches with your competitive strengths.

B viii |
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Chapter five explains how the work done in this module relates to the other
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3.

What you will learn in this Module

If you aim to grow your business, this module will be of great help to you. The basic idea of
this module is to help you think strategically of your business growth. First, you should get
ready for growth then you need to plan your growth and then, you should organize your
enterprise to grow. This Module seeks to enhance your understanding of strategic
management and the ideas and concepts that are critical tn mapping the way your business is
performing. It lays out the processes for effective management and planning, and how to
utilize information for deciding on the way forward.

The case study used in the EYB
modules ...

Throughout the four EYB modules, you will find a case study of a Growth Oriented
Enterprise. This enterprise, like yours, has been growing in the past and intends to grow
further. The enterprise doesn’t fully know how to achieve further growth and experiences
certain problems that need to be overcome to realize its full growth potential. The
enterprise is called Hana Juice Company Limited (HAJCO). Throughout the four
modules, we will follow HAJCO in their efforts to prepare their growth plans. By using
HAIJCO as our example, it is expected that you will find it easier to understand how to
apply the techniques to prepare your own growth plan
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Hana Juice Company Limited (HAJCO).

Introduction

Hana Juice Company Ltd is a small frujt processing company:in Jordan Valley, Mr.- .
Jameel and his wife own the company. Mr. Jameel started the company in 1996 after
retiring from a job in an internationaj company, Mr, Jameel was a key production
manager for that company and in the course of hlS twenty year career he" travelled;f.
extensively worldwide, ‘ . : D ania

History

When Mr. Jameel retired, he decided that he would start up his own busrness He and
his wife began making fruit juice at their farm in Jordan Valley. The business started

very small and originally, they produced the product in the kitchen of their house and .

sold it in the local market. However, people learned about the product and orders
began to come in from all aver the district. When the local hotels began to order fruit
juice, Mr. Jameel realized that he was really .on to somethmg and decided to expand
production facilities by renting the burldrng close to hrs farm and purchasing new '
equipment. e T e

Fortunately, Mr.-Jameel's experrence in the corporate world mcluded productlon and~:-j.
he was able to plan the factory layout, and develop the: produchon lines. The factory. =
included a simple assembly line for processing fruit into j juice;-and basic. machmes for::
bottling and packaging. The factory: started out small but as’ demand for the product';'-
has grown, ihe factory has also grown. . o

Today

HAJCOQ specializes in processlng cntrus llke orange lemon and rapefrun Their maln‘_;
products are fruit juice and concentrated fruit juice. Thelr key clients are tourist hotels
throughout the region. They have a very high qualrty product, ‘which appeals to.the
high-end clients of the local tourist hotels. Their fruit juice looks and tastes like freshly
squeezed juice. HAJCO's owners are now contemplating to sell their products to the
local supermarkets. Recently, they were asked to export their products to the Gulf
countries. HAJCO's owners also wonder if their product could compete in Europe,
However, they are also concerned that Lebanese competltlon will enter into their
prime markets: the hotel industry. They have already seen some of the Lebanese‘ :
products in same supermarkets : :

HAJCO’s production’ facility -housed - in- two bunldrngs located on their farm;t;--’l'hef‘j

production process is relatively simple and requires:very little specrallzed equipment.
The facility is very clean and modern. It is operated at about 85 percent capacity, but

on occasion when customers’ orders increase, the plant runs at full capacity. They run -
onty one 10-hour shift. Mr. Jameel is the managing director and chief productlon- -

manager. Hrs wife' is the buyer and busmess manager: They have 25 employees of:"

Xi
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Hana Juice Company (HAJGO) Ltd.

Continued from the previous page...

A profitable company - ' L Tl

HAJCO's owners knew their company was proftable based on fmancnal statements_:;z
they received from their CPA. HAJCO’s owners were able to draw a salary, and at the .
end of each year, they had money left which they usually invested in the business.
They wonder if their company is really as profitable as it should be. They also wonder"j"
if there are ways to make the company more proﬂtable ) -

HAJCO has a bookkeeper who comes each week a, v I8
the books. The system is an old module system' Once per year, M Hmd meets wrth
a local registered accountant who helps them prepare statements for'the Income Tax
Department. The accountant provides financial statements including a profit and loss -
statement and balance sheet. However, Mr. Jameel and his wife do not make much’
use of these statements preferring to run the business on a day- to-day basrs s

In thousands of Jordanian Dinars)’

“Net Sales (Turnover)

Less: CostofSales . =~ . & .. . | :
Gross ProfitMargin . | 462,
Operating Expenses ' Pt
EBITDA

Depreciation

Amortization

EBIT

Interest Charges

?BT A e BUs

- Corporate Tax @15% .

"Net Income .

Xii
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Hana Jmce Company (HAJCO) Ltd E
Continued from the previous page o

Customer Credit Problems

HAJCO’s management noticed that, as their busrness grew more and more of thelr_:
customers demanded credit. Some of these customers were very loyal and ordered:
large quantities of the product Mr. Jameel felt that he could trust these customers and:.:.‘-f
they would pay him on time.

Mr. Jameel met with the sales staff and dlscussed the lssue of customer credlt wrth*

them. They aIl felt it was very important to extend credlt to all of thelr customers. They
said “it seemed unfair to give credit to only a few customers and then have the others:’
go without”. The customers_that did not get credlt would complaln when they found;‘é'
-out that they were being treated dlfferenlly

“After meetrng with the sales staff and heanng thelr oplmons Mr Jameel demded that '

they would extend the same amount of credit to all of their customers. They set the
credit policy that customers could pay for their orders 30 days after they received the
order. They decided that all customers would be allowed credlt because that seemed{_
fair. . v &

After a few months, Mr. Jameel noticed that thelr company was. runn_lr_t__g out of mon_, .
Cash was always a problem, but now, it was constant. This fact was even more
surprising considering that sales were |mprovmg smce they had started extendlng o

credit to customers.

Things go missing

HAJCO has a problem with employee theft that is common to many companles Mr
Jameel had over time dismissed several employees for steallng Fortunately noone
‘has stolen enough money or inventory to do serious damage 10" the busmess

get away wnth stealing a lot of money

Employee Turnover

r, Jamee| knows that HAJCO is probably one. of the only emplo ent opportunities -
_in the area. Their farm is located outside of a‘medium town in Jordan Valley. There
are not very many employers in the area and most people survive from farming.
However, Mr. Jameel cannot understand why he has such high turnover with the .
employees. Many of the employees last less than a yea A few have be __aro_un_d :
several years. i

Th|s isa problem because new employees requtre a fair amo g e
they can work in'the factory. Addltronally, employees are not very: effrcrent at the wor

- until they have been on the job for several months, This is because there are man
skills to learn, and il takes time to become proflcrent at these skllls : e

Pistributor problems

Mrs. Hind is in charge of sales. She works closely wnth severat Iarge hotel accoun_ ;
however,  for ‘sales to other areas: of the count '-‘-must rely. on Theqa
Distributors. Thega Dlstrlbutors is a typlcal ‘wholesale mpany. that dlstnbutes a
Iarge variety of products to hotels and supermarkets throughoUt:”J rd:

ib
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| Hana Juice Company (HAJCO) L Ltd

Contmued from the p :_VIOUS page

Recently though, Mrs, Hind has leared that ‘Theqga Dsstrlbutors has started -
representing a Lebanese Company who produces similar products to that of HAJCO,
She has also noticed an obvious decline in orders from Thega Distributors. Earlier, .
sales to Theqa Distributors made up 40% of total sales Today, they are down to 30%7;‘;
and dropping. : , : :

Expansion

HAJCO is considering devélopm»g new markets in E'u?r’obe. Mr. Jaméél IS.h‘C‘f FVSVO sure
about the overall potential of the Guif markets but they think they can seil enqugh of
their product to ailow for the expans;on of the busmess and posmbly make a better
profit. :

Mr. Jameel is also contemplatmg the mtroduchon of new products such,‘ as,jams,,:_
jellies and chutneys for the local market, dried fruit for expart, and posslbly ice-cream -
to further the growth of their business, but, they are not sure if this is a good idea:or -
how best to do it. He also knows he needs more equipment forthe expansion, as well
as, more employees. He knows that even for HAJCO's exlstmg products, he should =
expand his factory 10 meet demand for their products. Mr Jameel had plenty of room

on his farm and it would be no real problem to expand

xiv
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INTRODUCTION TO STRATEGIC
MANAGEMENT

What you will learn in this chapter ...
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Strategic
Management Module
Framework
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1. What is strategic management?

1.1

Introduction

This module, as well as the other three in the training package (i.e. Marketing,
Human Resources Management and Finance), deals with organizational change.
Every organization and every business changes over time. The changes inside the
company are a reflection of what happens in the surroundings of the business and
how the business reacts to it, but also changes that happens inside the business
without outside interference. New opportunities arise, personnel leave, and new
jobs are required, new relations are established, new customers acquired, etc.
Change within the business is, therefore, as logical as change in life itself.

There is an important difference now between changes that happen as a result of
uncontrollable factors, and changes that are the result of explicit and intended
actions of the business entrepreneur and the employees within it. The former are
reactive actions, while the latter constitute pro-active steps to influence the future
state of the business.
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1.2

Strategic management now is about being proactive. It is about developing goals
for the business, as well as the strategy to get there. Strategic management is
concerned with planning and predicting the future of the business, accounting for
the present and future of the surroundings of the business. Once the entrepreneur
has an idea of how the future could look like and what the position of the business
should be within that future, then one could establish concrete objectives, as well
as the road to fotlow to reach these objectives. These objectives and the strategy to
achieve them are set such that, they will lead to maximum return on investment.

Nevertheless, the future changes and unexpected events happen these influence our
plans. Some people feel that it is useless to plan for the future or to practice
strategic management. The result of that attitude is that, one will be dependent on
what happens and meanwhile remains static or reactive, waiting for fate to occur.
In this case, return on investment will be low and opportunities may be missed.
The fact that the future is unpredictable only means that there is a need to readjust
strategies as we go in order that we may reach and achieve the final objectives for
the business Strategic management is therefore a reiterative process.

Overview of strategic management

In the context of our business education, management focus is on a number of
functions that can be learnt separately. Some of the functions covered in
management include; finance, production, human resources, marketing, operations,
logistics etc. These functions, although studied separately, form part of a whole.
When running a business, reference is made to all these aspects and their
contribution to the overall success of the business.

The main consideration in strategic management is ‘what’ the entrepreneur must
do to make the business prosper. The process presupposes that action follows
careful thinking and mapping out of what has to be done before further
development takes place.

1.3 Definition of strategic management

There are a variety of definitions for ‘management’. The one we adopt here is: the
activity of maximizing the input-output relation regarding resources, and
performing activilics to obtain best results, and achieve the business mission and
objectives.
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1.4

1.5

In brief, it is the process of formulating and implementing strategies. In general
terms strategic management helps in managing the business’s resources to
achieve long-term objectives.

. ) ) Strategy is the comprehenswe plan that
The definition emphaSlzes the series of sets: dlrecuon towards: achlevement of:
steps the manager should take. These | setgoals and obJectlves Lo

steps include: Strateglc management is a contmuous ‘
B Performing an environmental interactive, - cross-functional  process
analysis, aimed al keeping an organizatio, a» a

o o whole, . appropnately matched o its
B [Establishing strategic direction, enwronment L

M Formwulating strategy, and
implementing the strategy, and

W Exercising strategic control.

The definition, also, suggests that the strategic management is continuous; the
entrepreneur never finishes the strategic work.

Benefits of Strategic Management

Benefits of Strategic Management to growth-oriented businesses include:

W Better guidance to the entire business on the crucial questions, “what is it we are
trying to do and to achieve?”

W Direction to improve your financial and management performance.

M Readiness to face the winds of change, new opportunities and threatening
developments.

W Rationalization to evaluate competing budgets for investment and new capital.

M [ntegration of the numerous strategies-related decisions in the areas of finance,
human resources, marketing and production.

B Building a more proactive management posture.

B Stronger business members’ commitment to attaining long-term goals.

Strategic management versus strategic
planning

There is a difference between strategic management and strategic planning.
Strategic management is about managing the business in a strategically oriented
manner, keeping the overview and steering the business in the right direction to
achleve goals and objectives. Strategic planning, on the other hand, is about the
planming process of developing strategies and how to implement them. Strategic
planning is therefore process oriented. If the planning process is conducted well,
it will be much easier for the entrepreneur to maintain the overview, and manage
the business well towards set goals and : ! .1::ctives.

4
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1.6 Why expand your business?

Having been used to operating at a smaller scale and running your business on
“family” lines, you may be wondering why you now have to grow it to an extent
where you may end up losing direct control over most of your operations. There
are obviously sound reasons for growing your business, which should inspire you
to expanding it. Some key reasons for expanding your business are shown in the
following figure:

Key Questions in Strategy Development:

Below are key questions and issues that you need to ponder as you expand your
business. Attempt to answer the questions in the space provided in the next
column.

1) What goods or services do you really sell?

Continued on the next page...
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Key Questions in Strategy Development:

Continued from the previous page...

2) How well do you produce your goods or deliver your services?

3) Who buys your goods or services?

4) Do you have a strategy? If yes, describe it and indicate how you will
implement your strategy?

Continued on the next page...
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Key Questions in Strategy Development:

Continued from the previous page...

5) s your strategy communicated to your employees? Do they know about it?

6) What do you want from your business?

7) Are you prepared for how your business growth is likely to affect your
relationship with your family and friends? Are you willing to deal with it?

8) What are your interests? (Both at the personal and business levels?)

Continued on the next page...
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Key Questions in Strategy Development:

Continued from the previous page...

9) What are your strengths and weaknesses? (Both as a person and an
enterprise)?

1.7 The strategic planning process

The next figure illustrates the strategic planning process. Basically, this process
represents an overview of the complete strategic planning process for small and
medium businesses. It involves distinct steps, namely developing the vision:
mission, goals and objectives, strategic analysis, strategy formulation (with
generic and functional strategies), actions plans/budgets, strategy implementation
and finally the monitoring and evaluation of the strategies. Although these various
tasks are interrelated, they will be dealt with separately over the coming chapters
to guide you in the process of strategic planning.

The end result of this process is a strategic plan that will effectively guide the
operations of the business over a set period of time. It is important to understand
the need to regularly assess the validity of its objectives in relation to the business
environment.

As we go through this module, this process and its steps will become clearer. We
will introduce simple and practical ‘tools’ that will facilitate the analysis,
formulation and implementation of your strategic growth plan in a smooth
manner
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Environmental Analysi:

During this process, you will:

a)  Analyse (he business environment
You will analyse the external business environment, as well as the internal
business environment to be able to assess the key industry success factors,
core competencies and competitive advantage of the business. It is important
to have a number of competitive advantages in order to be able to position
the business successfully in the market, and thereby achieve growth.

b) Develop a vision/mission
At this stage, you will clarify and understand what your business is, and

specify what the organization aims to achieve.

9
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¢)

d)

Develop goals and from there, develop measurable objectives

This allows you to then decide on the goals and objectives of the
organization. Translate the vision and mission into goals first and
subsequently; translate these goals into measurable objectives.

Develop a generic growth strategy

Strategies are the means of achieving the objectives that you have set for the
business. By developing a generic strategy for the business, it positions itself
strategically within the market, and builds on its strategic strengths.

Develop functional growth strategies, action plans and supporting
budgets for marketing and HRM, and finance as a support function

Based on the overall growth strategy and the set objectives specify the
functional growth strategies, and developing action plans for each function.
Together, the growth plans and action plans form the complete strategic
growth plan. Action plans for each function are required to ensure what will
be done, when and by whom. Many businesses develop excellent plans, but
fail to put them into action. That is why action plans are crucial. In order to
be able to implement the plans, it is, also, necessary to prepare a budget. The
Strategic Financial Management module will assist in designing the budget.
The budgets will be based on the action plans to ensure that the business
enables the money to flow where the required action is.

1.8 Implement the growth strategy

Once action plans are designed, the business then implements the growth plans
accordingly  Various follow-up services are part of the training to assist you in
the implementation of the growth strategies.

1.9 Monitor and evaluate performance

Businesses need to monitor and evaluate their performance to observe whether
they are still on track with implementing their activities and reaching their
objectives. If necessary, goals and objectives and/or growth plans and/or actions
may need adjustment over time. From time to time the business will therefore,
need to review how the strategy is being implemented.

Do the above steps sound complicated to you? No need to worry. The principle
applied throughout the modules 1s KIS: Keep It Simple. Tools and examples will
be provided on how to prepare and implement the growth strategies. All this
should then assist you in achieving your business growth.

10
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2. Why is strategic management |mportant for

the business to expand?

When your business was still small, you would perhaps deal with problems as they
presented themselves, and decide on courses of action based on gut feeling. Growth calls
for a professional management approach based on proper strategic planning,
environmental forecasting and competitor analysis. Unlike in the past where your business
returns would grow by chance, expansion means planned growth, and a clear development
path.

Growing your business requires good planning. These are some of the issues that result

from well-planned and managed growth in comparison with unplanned and unmanaged
growth:

2.1 Planned versus unplanned growth

Growing your business requires good planning. There are a lot of benefits, which
accrue from planned business growth, some of which are listed below.

Planned Growth Unplanned Growth

sl | I~ R |

New markets are selected Grab new customers as they come .

strategically - along -

e e S PR —— R

. TN v , T ey

, New employees are planned in Last minute hlnng decnsnons staffis ||

- anticipation of new markets added in response to crisis . ||
: New lines of business are not started unless " New lines of business are taken on without

- they meet with stated plans and goals ascertaining whether they can be absorbed . | |::

| Em— — | T—— —— —|

Planning to growth is proactive - Planning to growth is’ reactlve to ||

o changes in the environment. ||

2.2 Managed versus unmanaged growth

Planning the growth of your business is not enough. You need to manage the
growth effectively in order to achieve targeted growth results. Some of the
problems of failing to manage your business growth properly are shown below.

11
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Managed Growth Unmanaged Growth She
.__-—-"'/ . . L ¥
L profits elusive profits . :
Business has enough cash at the Business perpetually runs out of
end of each month . cash, pays late :
< _
..__——’_—/ .
Customer orders always delivered Customer orders frequently late and
L on time incomplete
— | -
Inventory levels are appropriate for Excess levels or shortage of
sales levels inventory

Generally, strategic management is important for any company. However, it may
be even more important for small and medium enterprises (SMEs) than for larger
corporations. Generally, in small and medium sized enterprises one person largely
makes ideas and decisions. This is why the business came into existence in the
first place. Now, if managers in larger corporations make wrong decisions, there
are many areas of work where adequate decisions may have been made to
compensate for wrong decisions. In addition, subordinate staff may compensate
for wrong decisions at the top, and some decisions may or may not be fully
implemented. In SMEs, a wrong decision can be fatal. The margin for error is
much smaller, because the SME’s resources are too limited to absorb the
consequences of a wrong decision. There may also be nobody to prevent a wrong
decision from being implemented. Research indicates that small businesses often
fail because of wrong judgments and understanding at the top and reliance on the
hearts and not on the heads of the owners.”

There 1s also some evidence stating that small businesses that implement strategic
management and planning approaches have higher survival rates and better
financial performance than those that don’t 2

"N Siropolis, Small Business Management: A guide to entrepreneurship, Fifth Edition (Boston: Houghton Mifflin,

1994).

R.N. Lussier, “Startup Business Advice from Business Owners to Would-Be Entrepreneurs,” SAM Advanced
~ Management Journal 60 (1995), pp. 10-13.

C R. Schwenk and C B. Schrader, "Effects of Formal Strategic Planning on Financial Performance in Small
Firms: A Meta-Analysis,” Entrepreneurship: Theory and Practice 17 (1993), pp 53-64.

2

12
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Nevertheless, experience shows that most small and medium enterprises (SMEs)
do not adopt a strategic management and planning approach. SMEs tend to be
busy with daily problem solving, and reacting to problems rather than being
proactive. The result 1s that opportunities are missed and threats aren’t noticed in
time to take action.

In conclusion, strategic planning is important as a way to set and achieve goals
and objectives, and to maximize your return on investment.

How strategic management will help to
expand the business

There are a number of ways in which strategic management will help to expand the
business:

Setting  strategic goals enhances the chances for growth and improves financial
performance.

Strategic management increases knowledge of the market and therefore improves the
ability to meet customer needs and demands.

A strategic management approach allows more control and influence on the success of
the company. -

Enables a less ‘chaotic’ and more structured organization.

A strategic management approach will provide guidance to the entire organization on
the crucial point “what is it we are trying to do and achieve”?

Entreprencurs will be more alert to the winds of change, new opportunities and
threatening developments.

Entrepreneurs will steer resources for competing purposes in those business
opportunities that give highest yields.

A strategic management approach leads to coordination of all strategy-related decisions
in the areas of marketing, human resources and finance, thereby increasing efficiency
and effectiveness of business performance.

A strategic management approach results in a more pro-active management attitude,
and a higher willingness to adapt to (and be ahead of) changing circumstances.

Adopting a strategic management approach will save time in the longer run, because,
plans are laid out based on what needs to be done and by whom.

Characteristics of Successful Entrepreneurs

Studies that have been carried out in several countries indicate the following as qualities
for successful entreprencurs: -

B Thirst for achievement and success

B Desire for responsibility and independence

B Preference for reasonably calculated risk

B Confidence in their ability to fulfill their commitments.

13
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Desire for immediate feedback

Future orientation with high level of energy to pursue goals

Excellent leadership and organizing skills

Value achievement more than money

Flexibility

Technical competencies

Bounce back from failure

Internal focus on control (conviction that they control their own destiny)

Ability to follow through endeavours undertaken

Bear the above mentr'oned rssues
‘rest of this module - :

Evaluate your attributes as a successful entrepreneur based on the previous
characteristics by circling the value that represents your scoring (1 is the weakest
and 5 is the strongest)

b T T ST

1.  Thirst for achievement and success

Desire for responsibility and independence

2.
3 Preference forreasonably calculated risk

4. Confidence in ability to succeed in fulfilling
their commitments

5. Desire for immediate feedback

6. Future orientation with high level of energy to
pursue goals

7. Excellent Ieadershrp and organizing skills

8. Value achlevement more than money

9. Flexibility

10. Technical competencies/appreciation

11. Bouncing back from failure

9000 Q e 00 00 Qe
000|000 ©0 0 0000
0000600 006 06 o6 o0

OO0 00 0000
00000 OO6 00060

12. Internal locus of control

14
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Result: Following is the key for evaluating yourself as a successful entrepreneur:

Total Score > Interpretation

You don't have entrepreneurship skills, and you need to
work extensively on improving these personal attributes

> to contribute to your business growth.: You should focus
on the points with a score below 5.

You have entrepreneurship skills, but there-is still a room
for improving these personal attributes to maximize your

> contribution to your business growth. You should focus
on the points with a score below 5. -

Your entrepreneurship skills are ‘an asset that you have
to lead your business for growth."You should maximize

> on these skills to get the best results. You should focus
on the points with a score below 5.

Following is a list of competencies that growth-oriented entrepreneurs should have.
These competencies are the key to differentiate between growth-oriented and
average entrepreneurs.

15
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Chapter Summary

Strategic management is about being proactive. It is concerned with setting goals to steer
the business and maximize investor value. Strategic management focuses on the total
enterprise, the direction to go and the managerial tasks of executing the chosen strategy.

The Strategic planning process is concerned with the process of planning, developing and
implementing a growth strategy. Through the process of strategic planning, the business
engages in important activities such as, predicting the future, setting goals for the business
and designing and implementing a strategy to achieve these goals. Since the future can
change, there is a need to review strategies from time to time, and make adjustments where
necessary.

Strategic planning process comprises a number of steps as follows:

e Vision and mission development

e Setting goals and objectives

e Analysing the business environment

¢ Choosing a generic growth strategy

e Developing functional growth strategies and action plans
e Implementing the growth strategy

e Monitoring and evaluating the growth strategy

The development of functional growth strategies and action plans are discussed in other
modules. This module discusses the other aspects of strategic planning.

Strategic management 1s important for the business as it reduces the chances for business
(allure, and increases the chances for higher profit margins and good financial
performance.

16
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A strategic management approach helps the business to be better organized, more focused,
efficient and effective, be more alert to opportunities and threats, more proactive, and
better coordinated in its elforts

Make an action plan for developing your
awareness for growth

Complete the Action Plan form shown on the next page. The Action Plan is useful when
you prepare your strategic growth plan where you can have a master action plan for all
aspects of your strategic management.

““You can: ﬂnd the forms for prep
Strateglc Growth Plan -

17
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ACTION PLAN

Who shou

{When it should be done?

ART
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ANALYSE THE ENVIRONMENT

The first step in the strategic planning process is to analyse the market. Analysing the market
should assist you to identify opportunities, and to assess whether the objectives you have set
earlier are achievable. We will analyse both the external and internal environment that shapes
your growth-oriented business. “Tools” and methods that will make it possible for you to analyse
the environment will be discussed.

The business environment is made up of all elements T T
that surround an enterprise. The environment in which | Business  Environment. is the set of
you operate is so powerful, that failure to take into | forces outside the enterprise that can
account environmental factors would be dangerous to affect its perfarmance

your business.

You, as an entrepreneur, need to appreciate that the process of strategic management takes place
in a complex environment of business, political, economic, soctal and technological and
ecological influences. The environment has become so dynamic and complex that at times, if not
most times, it is difficult to determine how the environment will influence events and, in this
case, your business operations.

What you will learn in this chapter ...

After studymg this c‘haptej Y and completing
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1.

What is strategic environmental analysis?

Your business operations are not carried out in’a vacuum. You operate in a wider
environment that influences whether your business succeeds or not. It is important for you
to have an appreciation and understanding of the environment that your business operates
in.

Strategic analysis is all about finding the optimal match between the competitive strengths
of your business with the opportunities the business environment offers, thereby
maximizing business growth and profits.

Strategic environmental analysis is conducted by collecting and analysing information on
the business, environment, by assessing how the environmental changes impact your
business and by identifying how you can take advantage of opportunities that arise within
this environment. In other words, this analysis assists you to position your business to
become more competitive and achieve sustainable growth. With a good grasp of the
environment, you will be in a position to anticipate events and strategize accordingly, in
order to gain competitive advantage.

Leading a successful business and steering it in the right direction, takes place in a
complex environment of business, economic, technological, social and political influences.
Strategic environmental analysis is, therefore, only successful if it is carried out with
relevant, accurate and updated information. You need information to understand the state
your industry is in, who the main players are, and the overall growth trend in the industry,
etc. Access to reliable and relevant information for your business makes it possible for you
to start developing a picture on the industry to consider alternative strategic options for
business growth.

How strategic environmental analysis helps
expand the business

Strategic environmental analysis will help you to understand the environment, to ‘predict’
the direction things will go and then, to position your business accordingly. It will help in
the expansion of your business in the following ways:

B [t will provide you with an opportunity to counteract negative signals in the political
and legal environment. This could take the form of lobbying through your association
for the repeal of legislation and or regulations that impinge negatively on your
business operations.

M |t will result in the identification of the key drivers (or success factors) in the industry
that will make a difference in the expansion of your business.

B [t will give you useful information on the growth of the market, thus indicating
possible avenues of expanding your business.

B It will give you an opportunity to assess suppliers that can provide raw materials for
your business at competitive prices, thus resulting in the reduction of costs in the
production process.

B [t will provide you with a chance to identify opportunities to take advantage of and
threats to avoid in developing your business further.

21
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W It will provide information on the strengths and weaknesses of yourself and your key
competitors. It will allow you to position your business in a way that will increase
your market share.

W Most importantly, it will assist you in finding your ‘strategic competitive advantage’
or optimum match between your business strength and the opportunities in the
market.

3. How to apply strategic environmental
analysis to the GO business

Strategic environmental analysis consists of the following steps illustrated in the chart
below:

3.1 Assessing the macro-environment: STEEP
Analysis

STEEP Analys:s "lsi:a summary for the
macro enwronmental forces that cover '

s l; Saclo- cultural -
_:'ggTechnolog|caI/Natura|
:;éEconomIG R

| Ecological .

: _Polntncal/ Legal

STEEP Analysis is a tool for
analysing  the external  macro-
environment to highlight those factors
that will influence the way vyour
business will develop. The tool
isolates each individual component to
establish the way each factor affects
your business.

The main components of the external and internal business environment are
shown in the figure shown in the next page
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Your business is influenced by events that are outside your control. This
particularly applies to the macro-environment your business operates in. Yet,
understanding the macro-environment will assist you in making sound business
decisions to adapt in the right way to prevailing circumstances or, even better,
predict future circumstances and making smart business decisions in line with
those future events.

The macro-circumstances also impact on the industry in which you operate.
Understanding the implications of the macro-environment within your industry
will assist you to strategise better.

23
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Hana Julce Company (HAJCO) _Ltd

HAJCO S owners realrzed that they needed to understan he env r nment in whlch thei .
‘business -operates in. They  decided 1o conduct: a- STEEP analysrs to -gain ‘more
structyred information on the: envrronment with a view to lncorporate the outcomes in
their overall analysls and busrness strategy develo ment S S

Mr. Jameel and Mrs. Hrnd agreed to adopt the followlng ‘steps to make theJob‘easrer and
Ioglcal : . , : e

. They would review all llterature that they obtamed newspapers agazmes’wrth‘.
information on political developments in Jordan, artlcles that Mr, Jameel had cut out
of a publication by Jordan Business Assocratrons and artlcles from the Food
Industry Association magazine. . ‘

o List from the various papers those factors that they consrdered important and were*
likely to affect business operations if ignored. . ="

o . Draw conclusions out from their own experrences

« Rank the various factors for each of the STEEP components in term

‘to the success of the busmess . :
. Draw out from the above exercrses opportumtles and threats to thelr busrness

,__'b"__ng:c'ﬁnc_jgl;-

HAJCO Results of STEEP AnaIyS|s

SoctaLEnvrronment

The. following factors were |dentlf|ed that were llkely to have an effect on therr busmess
s  Cultural values towards employment impact on the business, i.e., frequent funerals:
and other reasons for absence resultmg in hlgh employee turnover and absence of__
7 workers , o .
e Good male workers are hard ta motlvate for thls type of work_(whlc s consrdered“
2 female work), whereas women in Jordan Valley tend to’ qurt work after | lage
o Poor attitudes towards work. Workers from the dlstnct appear to be less productrve
» Level of education of the adult population is poor, as there IS a poor llteracy rate
-~ Most of the workers have only basic literacy skills . - .
e The government has a policy to |mprove the quantity and qualrty of publrc schools as-‘_
well as vocational schools:in Jordan. Therefore,: Jordan Valley would_benet"t from :
“this due to the increase of the educatlonal standards S : '
o A proportton of warkers in-the Jordan Valley are non Jordanlan Arab-workers thelr..
location in the Valley is often short term or tran5|ent : ; i -

HAJCO's owners expect Jordan to improve educatron standards and to develop a
stronger busmess culture to facrlrtate economlc growth,.

The followmg factors weve rdentmed as lrkely to have an effect on the business:...
» New equipment is avallable on the international’ market for the productlon of

qualrty juices, related products and packaging system
. ngh |mpon dutres on equrpment in Jordan

_ Continued on the next page...
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Hana Juice Company (HAJCO) Ltd.
Continued from the prevrous page...

» . Some incentive schemes are available for the 'purchase of new capital equipment, .

Most of these schemes focus on capital extenswe mvestments and Iocally produced :
- -machinery. . »

«  -Frequent power cuts in‘Jordan Valley '

¢ - “Availability of new methods that.can preserve processed fruns for a much Ionger
period than before '

» Developments in road infrastructure improves access and dehvery t|mes

e Potential markets such-as new hotels and resorts are opening in the Valley.

HAJCQ's owners recognize the importance of technological improvements to’
their production process, and in particular in relation to larger scale artisan food

processing production techniques. They should gear themselves to technologlcal '
challenges of their business. v

Economic Environment

The following factors were identified as likely to have an effect On"t‘h’e business: -
« High interest rates, which were expected to increase again before the end of the
year. This would make it extremely difficult to borrow warking capital from'the 'banks:

¢ The local currency is subject to currency fluctuations from international markets '
making it expensive to purchase new machinery to mcrease production, -

¢ Production capacities in the food processmg industry were under-utilized. This could'
make other producers consider using their plants for the productron of fruit jUICBS
and related fruit products; :

s Levels of disposable income were shrinking as more people were Iosmg jObS

HAJCO's owners would contmuously review the economlc enwronment to‘
strategize on any.new purchases to be made at the nght time. Their current target-
market (tourists) is not adversely affected by the economlc enwronment factors. :

Ecological Environmenf

The following factors were identified as likely to have aﬁ---é‘f“féc{o'ﬁf e bu mess' o

s  Frequent dry weather conditions/sudden cold spells could affect the avarlablllty ofj
raw materials for HAJCQ production. g '

e Government is contemplating restrlctrng the use of pan of Jordan VaIIey for the'
establishment of a national park. . .

« Government has introduced:measures forblddlng the use of pestrcldes in farms as
they are said to be destroylng the soil,

o A suppon scheme exists for envrronmentally—fnendly productron techmques

environment for long-term sustalnablllty of the mdustry They believe that these
approaches towards Jordan Valley will enhance the |mage of HAJCO s products
in the market:. : o o

t , . - Cohtinued o_rj the hext page.'.:.'
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: Hana Junce Company (HA_ CO) Ltd
' Contlnued from the prevtous page o

Egllilgal[LeggLEnmnmem

The foIlowmg factors were |dent|f|ed as Ilkely to have an effect‘o th business E
* - Relative political stability but political uncertainty is becoming a serious: problem: Mr
Jameel is known to be an opposntlon leader in the region. There are members of the"_
ruling party who have been moving around spreadmg rumours agamst opposmon

'« _‘Respect and protection of mdnwduals ‘property nghts under the constitution. -
o _Changes in “tax: Iaws whlch make submnsslon of tax returns a cumbersome
- . exercise.

. Rival producers keen to msttgate Iegal act|on over content label lng' detalls

Mr. Jameel has decnded to jom the: natlonal Iobby group on the promotlon of :
liberal private sector policies. He decided to reduce his polmcav_lv involvement so
as to maintain good relations with the Iocal government He will maintain ' a .
leadership role in the promation of local economlc development_ which |s hlgh on

the agenda of all polmcal partles

Conduct your own STEEP Analysis, and bring out those factors that are likely to
affect the operations of your business. Draw conclusions on the overall impact of the
environmental factors on your business, and how to react with your business.
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3.2 Assessing the industry environment: Porter’s
five forces model

We have examined the macro-environment and the factors that comprise it. The
next step is to take a closer look at the industry you are operating to identify those
factors that are relevant to your business operations. Industry analysis assists you in
assessing the attractiveness of the industry you operate in. It also assists in
identifying the challenges you, as an entrepreneur in your industry, face. This
analysis enables you to identify approaches to strengthen your position within the
industry. '

Industry analysis focuses on the major players in the industry that make the
industry tick. For instance, if you are operating in an industry with many
companies producing similar products, this will impact on the attractiveness of the
industry and the way you position your business within this industry.

The decision to grow your business in a particular industry is also dependent on
whether the industry itself has the potential to grow and remain profitable. You
must be aware that once an industry is attractive, it will attract more players. One
of the measurements used to gauge attractiveness of an industry is the level of
competition. If the level of competition is too high, then, the industry is
unattractive.

Michael Porter, a professor at Harvard Business School, developed a model that
attempts to describe and link those forces that determine the attractiveness of an
industry. This model assists in determining the growth potential and investment
opportunities. The Strategic Marketing module will also make reference to the
‘Porter Model’. '

The Porter Model identifies five (5) critical forces determining industry
attractiveness. These forces have critical impact on the way your business operates
within the industry framework. When you understand the impact of the forces, it is
easier for you to develop a picture of how you can position your business to gain
competitive advantage. It assists you in determining whether the margins in the
industry are still competitive for you to remain in that industry. The model assists
in monitoring the five forces and anticipating whether there will be any negative
changes that will make the industry unattractive.

The following are the five critical forces:

) New entrants: New entrants to an industry bring new capacity and increase
competition for market share. The seriousness of this threat depends on the
barriers present and possible reactions from existing competitors to
Nnewcomers.

2) Powerful suppliers: Suppliers can exert power by raising prices or lowering
quality of supply, thereby enhancing their profitability at the cost of the buyer.

3) Powerful customers: Customers can also force down prices or demand
higher quality and play competitors of/against each other.
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4) Substitute products: The existence or threat of substitute products could
limit the price that can be charged by the industry. Charging higher prices than
the ceiling will lead to consumers buying substitute products.

5) Competitor rivalry: competitors will fight each other for market share, using
tactics like price competition, product introduction, advertising, etc. Intensity
of rivalry depends, among others, on the maturity of the industry growth
stage. A young industry has more growth potential and fewer competitors and
is likely to be more attractive than a mature industry.

" Rivalry
amongst
Competing
o Sellers
“ Competlitive
L prossures
i created by
© Jockeying far
- better mnarket
o positlon .
“compelitive
i advantage

The following example should assist you in understanding the process of

conducting an industry analysis using the Five Forces Model. The main steps in the
analysis include:
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M Source information from publications on your industry and any studies in the
papers. If you are a member of an association, ask them to assist you in
obtaining information on your industry. = 7

M Make an assessment of each of the competitive forces to gauge its influence on
your operations. Also, draw from your personal experience in the industry.

B Look at your company operations, your production methods, employee
experience, how you conduct your sales, your leadership of the business, etc.

B Draw conclusions on how you perform within the competitive environment.

a) Detailed application of the Five Forces
Model/complex format

The following is a detailed application of the Five Forces Model for
IHAJCO. This application includes a general industry profile. The
application may look complicated, but is powerful if you understand it, and
are able to apply it to your business. If you find this too complicated and
too elaborate, please continue with the simpler example presented later.

Lebanese products on the market worried HAJCO's owners. They_have ‘decided ‘to
analyse the industry competition in the Jordanian market. They applied Porter 5 Forces .
Mode! They beheved Porter's Model m:ght provude them wnth a_broader view of the

. Industry defnmon HAJCO is active in the food processmg industry. It produces *
A premium quahty frunt dnnks and p055|ble relaled frult products to the Jordan-'fzi
tourism market. o E - '

. Market size. The current market size IS estlmated at one'
_annum in Jordan It is estimated that- frun Junce consumptnon of thls market :
- segment is 1.5 mllllon litres per.annum. : o R :

e Growth rate: the tourlsm market in Jordan is currently growmg at 3 % yearly .
" The market for high quality fruit juices is expanding in Europe and the U.S. It is
expected that the founsts also: consume Iarger quantmes of hlgh qualny frult
drinks. : =

s Profitability: Local mediocre fruit drinks are produced at’reas_o’nab_lve:margins.";i:.
Higher quality drlnks are nmported Fresh quallty is not-availab » locally and has
--.higher margins, # = . v : i

e Market structure On the supply side, the market is concentrated thh 4 known ;
~ producers of fruit juuce and imports’ and distribution of 2 Lebanese brands. The
tourism market is supplied with imported fruit drinks: On. the buylng side, there

- are 165 hotels catering to tourists. HAJCO supplles 10% of 1hese hotels. There"_f
are two main suppllers of food ltems to hotels e

Contlnued on the next page
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"Hana Juice Company (HAJCO) Ltd..

COntmued from the prevrous page...

s Technological change Frun juice processrng operates in a falrly constant_
technological environment. Computer operated fully automated frunjurce plants»l
including packaging lines exist, but in- Jordan, productlon lines -are partly
module due to favourable Labour costs in comparison with ‘overseas.
Additionally, Mr. Jameel decided to take the: social responsibility to assist in
improving the lifestyle of the populatlon of the Jordan Valley regron by
employing local workers, S S s

Conclusion on the general industry features - :
The market for fruit juices is relatively stable and offers potential for growlh There is.
room for small providers in niche markets such as the one HAJCO operates in,

Entry barriers:

-Economies of scale: Large fruit juice producers applylng modern technology canﬁ
operate at lower cost. However, technology for fresh juice qualrty is still. artisan .in
nature and economies of scale are Irmrted beyond productlon capacnty of 300 000 Irtres
—Product differentiation; The fruit jurce mdustry produces varrous types of frurt Jurce :
These types are fruit Iemonade (5% fruit juice), cordral ‘squash, fruit drink (20-50% frmt :
types is relatively low with the general publlc m Jordan compared to: overseas :
Awareness of different qualities is high with tourlsts :

-Capital requirements; Current low cost technology applred by HAJCO lndustrres ls ;
Iabour intensive and could be copied by small busnnesses at affordable costs B

-Swrtchmg costs; existing regular fruit Jurce producers could swrtch to j esh frurt JUIce
but the technology applled is drfferent S . » =

-Access to raw materials: various fruits are avallable to large scale frutt producers’
However, HAJCO is well positioned in Jordan Valley because its operations are located -
close to the fruit sources. Small scale fresh fruit producers would most Ilkely need to
start in Jordan Valley as well, to access high quality fruits at low prices. HAJCO
dominates the current access to local larger scale frun suppllers thereby, llmrtmg the‘
opportunities for new entrants IocaIIy O . '

-Access to distribution channels: HAJCO dlstnbutes dlrectly to hotels as well as via ia
Theqa distributors in other regions. Other producers could also use- Theqa and other .
distributors to distribute their products to hotel and/or supermarkets 8 S :

-Government policy. government allows import of fruit Jurces but dutles apply Forelgn"
investment is allowed. There are no specrflc government regulatnons in place that
reduce entry to the market. : : o

Conclusions on’ entry barners

large fruit producers could shift to fresh frurt JUIC “prodt “but;

will induce switching cost. The relative small ‘market. for fresh frurt juice may not
immediately attract their attention. Small businesses could enter the same market, but“-
HAJCO is well posmoned in Jordan Valley wrth good access to raw materrals :

COntinued on _he nex’t"page:;f :
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Hana Juice Company (HAJCO)Ltd.
Continued from the previous page... L e

Power of suppliers:

-No. of suppliers: There are many fruit producers rn the country and m Jordan Valley, -
which reduces their power to increase fruit prices = . RO .

-Differentiated raw material inputs Fruit supplies are standardrsed input’s Supplters are,
therefore, not able to charge premium prices. Suppliers, therefore, compete among -
themsetves forthe sale of fruits. This reduces their power to increase prices. Availability .
does depend on weather. In seasons with poor rainfall, the supply is limited and ihe fruit
prices raises considerably. .

-Competition with other —substitute- raw material inputs: Fruits cannot be replaced with
- other inputs, which increase the capacity of fruit providers to charge prtces to HAJCO :
with a reasanable profit margin to the producers S i

-Forward integration: Local frurt producers could also Start fresh frun leCe productron
This is a risk HAJCO faces, but this risk seems limited at this stage glven the’low level
of organization and entrepreneurshlp of fruit producers .

-Importance of the buyer, to the supplrers HAJCO |s an lmportant buyer for vanous_
producers in Jordan Valley, which increases their dependency and reduces their power
to increase prices. However, fruit producers could. swrtch to supply other key frurt
producers in the country. :

Conclusions on power of supplrerS'

HAJCO is well positioned to maintain adequate raw materral supply at affordabte prices
in Jordan Valley. it is' important to maintain good relations wrth main supplrers and pay-_
reasonable prices to malntaln long-term supply of lnputs s :

Power of buyers:

-No. of buyers: The number of hotels is large; there are 980 hotels in Jordan catering to’
tourists. HAJCO supplies 10% of these hotels.: There are two main supphers of food:
items to hotels. Some hotels are part of larger chains, which increases their bargaining -
power due to large purchasing volumes. This could reduce the sales price. There are
only limited distributors. Distributors:.can sell competing products and-therefore, : have:
power over the sales price that HAJCO can charge. Sales to individual hotels are small :
These hotels have limited bargammg power and fresh fruit julce can be sold at premlum'
price. : :

-Standard vs. differentiated products: HAJCO sells a dlfferentlated and unique product to'
hotels and, for this reason; hotets cannot easily. swrtch to a competrng suppller

-Percentage of total costs for buyers: Hotels purchase many lnputs Fruit jUICeS compnse.
only: a:small percentage oftheir total costs of mputs Hotels are, therefore unllkely to“
shop around for cheaper alternatives. T e i

-Profit earning potential to buyers: Fresh frult jUIceS can be sold at premtum pnces to
hotel guests. Adequate margrns reduce the rncentrve fo hotels to push the purchase-'
price down, G P B

" Continued on the next page...
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Hana Jurce Company (HAJCO) Ltd

: cOntrnued from the prevrous page

- Importance of qualrty Qualrty of frurt Jurces tradrtronatly drd not have much attentron tof .
hotels, reducing the capacity to charge premium prices for a premrum product Recently,
this is changing due to rncreasrng demand by hotel guests for hrgh qualrty and natural :
products.

~Money-saving potential for buyers Buyrng HAJCO fresh frurt Jurce does not srgnmcantly'-
reduce costs to buyers in comparison with preparing fresh fruit juice at.hotels.:However,
it does reduce preparation time. Also, HAJCOJurces can be stored whereas fresh frurt rs_,
perishahle and dependent on seasonal supply .

~-Backward rn(egrat/on There is no threat of hotets ventunng rnto fruit julce product\on
Supermarkets also do not venture into fruit juice production; but-there is a‘tendency to
use supermarket home labels for products. This could, also happen to fruit julces

Conclusion on power of buyers

Individual hotels can be targeted for fresh jUICGS Thefr quantrty and the advantages the:,
product offers to them allow HAJCO to charge premrum prices. The position of HAJCO -
towards hotel chains has not been: explored, hutis: somewhat weaker.' This offers :
opportunities for rapid expansion of sales, but at the risk of lower margins. The position:
of HAJCO towards distributors is weak. There are only timited distributors supplying the -
market; they can demand a low prrce for HAJCO products or swrtch to other (competrng)’__'
brands. :

Substrtute products _ o ' oas s .
-Substitutes are traditional soft- drrnk and alcoholrc beverages The pnce settmg for fresh ’
fruit juice needs to take into account the prices of alternative drinks. .

-Tourists are prepared to pay a premium price for fresh fruit jUICB and wrll not easrly"
substrtute fresh juice for soft drrnk because of its hrgher prrces o

- Smaller traditional hotels are not fully attuned with the concept of freshjurce numbers
contrnue to serve rmported Jurces from powder and thrs area is open for development

Conclusron on substrtute products

As'long as HAJCO supplies the tourism market substrtutlon is not a maror force In case .
of future sales in other markets such as supermarkets substrtutrons would constrtute a
more senous risk. . N :

Rrvalry among competrtors

-Number and size of compe(/tors On the supply srde the market is concentrated wrth 4 -
known producers of fruit juice and imports and distribution of 2 Lebanese brands. The:

tourism market is supplied  with rmported frurt drmks The lower the number of-
competitors reduces competrhon . : i . '

-Industry growth rate; The tounsm market in Jordan is currently growrng at 3% yearly
The market for:high quamy fruit j juices js expandrng in the Gulf. It is expected that the

tourists also consume larger quantrtres of hrgh quahty frurt dnnks The |ocal market for )
fruit drinks is stable. e _ . P

«Differentiation propenszty Frult 1u|ces can be drfferentrated in qualrty whrch reduces ;
competition: HAJCO products are’ consrdered a premrum brand. S o

i Contfnued on the next page...
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Hana che Company (HAJCO) Ltd

-Incremental lndustry capacity: mvestment in frult juice productron IS mcremental and -
does not suddenly lead to overcapacity. There is no risk for overcapacrty in the market i
' (whrch would lower pnces and profts) o : . L

-Capacity utilization: Demand is regular resultrng in ‘relative hrgh use of lndustry':f;'
capacity.. Industry capacity is, therefare, highly utrhzed Existing frurt producers could -
use limited spare capacity for the high quallty fruit juice niche market; or gain additional "
capacity. However, fresh fruit quality technology is different from’ concentrate JUlce-;
technology, limiting switching opportunities for exrsttng provrders . e

-Diversity in strategies: The strategies adopted by fruit JUICB produeers are farrly srmrlar'_‘
and traditional. No exceptional and very competitive strategies. are. pursued by any of it
the provrders to gain market share ThlS reduces the level of competmon o :

Conclusnon on rrvalry among competltors,

Rivalry exists among the large scale suppliers of frurt jurces, but rs not very inte The
number of competitors is limited. As a quality variance exists. imports of forelgn fruit -
juices pose a risk, particularly if HAJCO wanted to expand sales to supermarkets. So..
far, HAJCO is unique in the market_ fora market 'niche with'Iimited'competition_only'. L

‘Qverall conclusrons on mdustry envrronment .

HAJCQ has benefited from the production of high quahty drfferentlated.products in an:ﬁ..'
industry facing growth. HAJCO's future prospects are good, HAJCO is'still the best .
quality fruit juice producer locally and, desplte the good opportunltles in 'the market for -

are concerned However, the major competmve threats that HAJCO does face wouldi;
come from supermarket. chain in case these' start producing fruits juices or ‘if
mternahonat exporters of quality fruit juice. (especrally the Lebanese) decide to heavily
promote” their products locally. - Therefore, it is important- that HAJCO starts’ to
strategically plan further expansion, as well as marketing of its products and develop.f:_
their brand name before other competitors start to invest in the local market. In this way,
HAJCO would face fewer challenges in attemptmg to enter new markets (such as
supermarkets, hotel chains and: perhaps even export) and would atso |mprove nts:-f
position towards local fruit juice dlstnbutors ' S e o

b) Detailed application of Five Forces Model/
simpler format

The following is a simpler example illustrating the application of the Five
Forces Model for HAJCO. The example is less powerful than the one
presented before but easier to follow and apply to your business.
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HAJCO: Results of the application of the Five Forces Model = = . .

o Nuv Entr‘lnts
\\o nm)or thn.ats :,upm '

Attl.ullu mar[,lns Thora isroon fol
'pun ulcrs inthe lcg,mn Tlus is due m Imth lhe

'gam marku sha
HAJCO Industr
quallly pmdun,ls

i nrmimt

' dvalldblv~ in thc. région, |
CLontintiols aceess 1o ]Hl,]l quiality,

- low price fruits for praduction.,
o [HAICO dominates. the current:
access 10 l()Lnl] Lubu \L(I[g, lnlll
puppln.r HES

law: pnces h
_power of supplurs

the market.

HAJCO’s owners are leasonnbly Imppy with the mdustry they .are m,v
prospects for gr owth. They wull contmue to focus their attcntnou ‘on the upper end of

and see good
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Using the example given before, analyse your industry using the Five Forces Model,
and draw conclusions on the impact of the forces on your business.
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1) During the last two years of operation, has your enterprise faced any stiff
challenge from competitors? Were these new or old competitors? List the
competitors indicating new/old competitor, and areas in which they posed
challenges to your business.

2) What steps did you take to protect your market position, and were you
successful?

3.3 Key Industry Success Factors

After carrying out the external and internal business environmental analysis, it
becomes possible to identify the so called ‘Key Industry Success Factors’.

Success factors are those factors that drive the industry. These are essential features
within an industry for success. Key Industry Success Factors are basically the
activities or competencies that any viable competitor should be good at. If a
company knows the key success factors of the industry, it can, then evaluate to
what extent its activities match some of these features to compete with within this
industry. Nurturing and/or developing capabilities in some of the key success
factors will make it possible for the business to compete and expand.
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Hana Juice Company (HAJCO) Ltd.

HAJCO's owners conducted the STEEP Analysis and Porter's Industry Analysis: They
summarized the main outcomes of both these analyses. They-summarized what they:

see as the most important aspects that affect business operatlons and left the others
out. The outcomes of those summaries are listed: below s .

HAJCO's owners, then crmcally looked at lhe summanes of the STEEP and Poner;
analyses, and used those to try to identify what they see as the critical factors in the
food processing industry for success, HAJCO's Key buccess Factors (KSFs) were

identified as shown below.

iR Porters Industry Analysis i

' prowders c_)f hlgh quahty
‘products’ in the region'
e Aftractive:margins e s
'+ - -Reliable, stable and cheap'” S\
S raw'material supply L
"o Access to d|str|butron i
“channels e et
“e . 'Product quahty BRI
: Stable Iocal market supply o

HAJCO: .
STEEP Analy5|s :

lelted business
culture; and fow .
" educational standards’ -
¢ High investment costs
"ol ‘Economic G
. slowdown :
¢ High interest rates
e High inflation rate -
‘o New technology for
manufacturing
¢ Government
regulations on food
.processing and frult
production...: T
Nationalistic pollmes o
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Identify the Key Success Factors in your industry.

3.4 Matching external and internal environment:

SWOT analysis

The SWOT Analysis is an important tool -
that links the external analysis (STEEP CS;Ar:]?):nCI;aIySIS::ié gn acronym fora
and Porter’s five forces Model) with the S
internal capabilities of your business. | -_- Strengths

SWOT analysis assists in identifying | ™ Weaknesses

what the company is doing right or wrong | . ® »Opportunmes i

what it can do well , what it can’t while | @ .“Threats LT

laying that against the external Lo— SR

environment. It forces management to make a candid list of internal strengths and
weaknesses as well as a compilation of external opportunities and threats. These
pave the way for strategy creation. This analysis will assist the business to take
advantage of opportunities identified in the external environmental analysis, to
position the business strategically in the market, and to avoid threats. It will also
allow the business to capitalize on it strong areas and identify those areas that
require further development.
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Strength  is  something  that an
enterprise/company is good at doing or, a
characteristic that gives it an important
capability that others may not have.
Strength can be a skill, important
expertise, a valuable organizational resource, patents, connections. Strengths
should be those internal factors that matter in the competitive business
environment! Strengths that do not ultimately help the business to compete in the
market are not very relevant strengths. For example, being able to attract and
recruit qualified employees is not an important strength if the labour market

Strength is somethlng a company is
good at doing or a characteristic lhat
gives it an important capablllty

supply is such that there is ample supply of qualified Labour.

A Weakness is something a company
lacks or does poorly (in comparison to
others), or a condition that puts it at a
disadvantage. A weakness is an internal

Weakness is somethlng a company .
lacks,: or does poorIy in_comparison
to others; or a condition that puts it at
a disadvantage.

deficiency that creates a competitive vulnerability in the business environment. A
weakness that does not create vulnerability is not so important. For example,

Difficulties in

Opportunities  include any favourable
current or prospective situation in the
organization’s external environment, such
as a trend, a change or overlooked need
that supports the demand for a product or
service and permits the organization to

attracting job applicants
unemployment of skilled labour is very high.

does not cause wvulnerability

Opportunity is -something * in - the:
external environment of the company:
and beyond its control and can have:
a positive effect on.the company if:
invested by using" the strengths of
the company : ‘

enhance its competitive position. They
could be available to others as well. To be an opportunity to be considered as part
of a SWOT analysis it should be an opportunity that is available to the company.
For example, access to a new cost-reducing production technology could be an
opportunity only if it is affordable to the company. Opportunities usuvally involve
a level of risk-taking. The new technology for example, is not proven in the
market yet. Other examples of opportunities could be new product development
with high sales and profit potential (but at a risk of succeeding), national
distribution expansion (but at a cost).

Threats  include  any  unfavourable
situation, trend or impending changes in
an organization’s external environment
that is currently / potentially damaging or
even threatening its ability to compete. It
may be a barrier, constraint, anything that
might inflict problems, damages, harm, o S
financial losses, or injury to the organization. Threats could, for example, be entry
of new competitors, obsolete technology, upcoming strict government regulations
on safe production, changing consumer habits away from the business products,
etc.

‘Threat is ‘something in the external
“environment: of  the': company. and
beyond its control,- and ‘can have a:
‘negative  effect on the company, if
“not avoided:or dealt wnh properly by
'the company
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Strengths
A distinctive competence

Adequate financial
resources

Good competitive skills
Cost advantage
Competitive advantage

Weaknesses
No clear strategic direction

A deteriorating compemwe
position

Poor track recmd in .

~implementing strategy

Too narrow product line

Proven management Weak market image ..
Others ‘ Others

Thledts _
Entry of new. competltors
Siower. market growth :
New market potentials Adverse government

Complacency among rival policies

firms Growing competnor
opressures :

Changing buyer needs

and tastes o

QOthers

- Opportunities
Faster market growth
Economic boom

New product uses
Favourable government
policies

Others

The SWOT Analysis will contribute to the growth of your business in the
following way:

B |t brings out the big picture from the external and internal analysis, thus
making it possible to develop appropriate strategies for sustainable growth,

B It reduces, to a reasonable degree, risks in the strategies that will be
identified and implemented in the achievement of objectives.

® [t allows you to revisit your long-term objectives, and add those aspects not
originally captured in the initial objective-setting process.

W |t creates greater confidence in your ability, as head of the busmess to map
out the overall direction that your business should take.

Steps in the SWOT analysis are as follows:

i) Identify an exhaustive list of internal strengths and weaknesses, and list them
mn two page-long columns.
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1) Rank the strengths and weaknesses, focus on the top four of each that you
consider to have a significant impact on your business. Remember, they are
only significant if they impact on your ability to compete in the market.

iii) ldentify a list of all opportunities and threats, and list them in two columns.

iv) Rank the opportunities and threats, focus on the top four of each that you
consider to have a significant impact on your business. Remember,
opportunities and threats are only significant in their ability to affect your
competitive strength.

Hana Juice Company (HAJCO)'Lt.d.' :

Results of SWOT Analysus :

Strengths . N T Weaknesses
e  Only local provider of fresh Cie Relsance on one produot lme
quality fruit juices : ; _(frun juices)
e Traditional artisan : oo i Lowskills in: marketlng and :
& ‘production concept ~ sales, mediocre management
e Easy access to high o - and HRM systems
quality raw material o _ . 'Absence of quallty control
e . High product quality, and 11 mechanisms ... o
good brand image with . ~ e . Curréent amsan technology RS
existing users ' labour intensive and outdated for.
Iargerscale productlon ' '
Opportunities i Threats - s
< Receptive and'growing. " " |'e Over-relnance onone i nn
market for fresh fruit juice, A dlstnbutor / poor dlstr|but|on
. both existing segment .. - | system i
- (tourists) and other segments Sl "Imports from Lebanese and :
e Potential for new fruit- .. - | possible fresh fruit productlon by Hien
products in focal market -~ - existing large frunjunce A
. Potential for new export - . corporations o i
product (dried fruits) for « - Potential small local fresh frult e
~exports to Europe S © producers. - :
e - New technology for fresh frmt . Quallty control regulatlons
production available Co xmposed by government
overseas
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Use the diagram below to fill in your identified strengths, weaknesses, opportunities
and threats. Start with a long(er) list for each, and then bring it down to four aspects
for each column. Select the main four SWQOTSs on the basis of impact in terms of
competitive strength of your business in the market in relation to competitors

Internal Strengths Internal Weaknesses

-—
-t

AW N
> 0 N

External Opportunities External Threats

AW N
> w0 N

Comments(areas which need definition etc)
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follows:

strengths.

Hana Juice Company (HAJCO) Ltd.
Example of Possrble Strategles from SWOT Analysrs =

Foliowing the identification’ of strengths, weakn_esses,- opponu_nities,and threats; Mr:
Jameel and ‘Mrs.- Hind; then- proceeded to match:their. strengths ‘and:weaknesses to
opportunities and threats to come up with indications of strategles The process was as

1.+ Establish relationships between strengths and each oppodunity Where there was a
strong relationship, a strategy was formulated 1o take advantage of the opportunity.- :

2. Establish relationships between weaknesses. and each opportunity. Where there was
a strong negative relationship, strategies would be formujated to overcome
weaknesses to take advantage of the opportunity. - : o

3. Estabtish. relationships, between strengths ‘and threats. ‘Where there ‘was strong
relationship, - strategies- would be developed ‘1o minimise threats by bundlng on

4. Establish relatlonshrps between weaknesses and threals Where lhere is a strong’
relationship, develop strategles to avoid threats and overcome weaknesses :

The resulis from this process are given inthe next table,

Strengths

Only local
provider of fresh
quality fruit juices

Traditional artisan

production .

~concept

Easyaccessto
high quality raw S
~ material .

High product

. quality, and good
brand image with -

exrstmg users

- . Current anisan technology -

Weaknesses

-labour intensive, ‘and ,

outdated for larger scale i

production : SIS
« Reliance on one product I|ne
_(fruit juices) :
o "Low skills in marketmg and
. . sales mediocre management ?
-+ and HRM systems " i
. Absence of quality. control
- echanrsms

Opportunities

e« Receptive and
growing
market for
fresh fruit juice,
both existing
segment
(tourists) and

_other N

segments

Possrble strategles
Market expansron s

©"juices before

B competmon
arrives

iNew. produc :

burldlng on:
‘artisan: productro‘
jtechnology and i
brand rmag

of fresh fruit.:.

developme

'Possuble strategle

*  Increase number o

“concepts wrthm current i
nd new technologies .

_Continued on the next page...
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Hana Juice Company (HAJCO) Ltd.

Continued from the previous

page...

market

« Potential for new
fruit products in local

s Polential for new
export product (dried
fruits) for exports to
Europe and the Gulf

» New technology for
fresh fruit production
available overseas

i "Capacnty expansmn '
8 (newtechnology) to
‘caler for fulure - :

' growth of the ~
it business .
. :Expand connections
_through. contracts -
e wnh frun suppluers, ‘

Threats

o |mports from

production by

Lebanese and
possible fresh fruit

existing large fruit
juice corporations

+ Potential small local
fresh fruit producers

* - Quality control
regulations imposed
by government

o Over-reliance on one
distributor / poor
distribution system

Possnble strategle

. Develop strategic links
i with distributors (o detel

o Develop artisan

. through techmcal o
- operation with local
Jlarge'scale produce »
egular;unces :

. ,BUIld on capacny to
. “achieve Iarger volu
" resulting in @
L _competlllve pncmg
"strategy

.~ quality and buiid on
brand image

' - competilive dlstrlbun_on

_production technology*1

« Maintain _hlgh'br duct

r backward |mkages wn
- fruit producers and
+ . distributors to prevan(

"”"entry by fruit producers
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Using the steps outlined in the given example, please match your own strengths
and weaknesses to opportunities and threats, and formulate possible strategy
indicators. Do this exercise using the diagram provided below.

Strengths

Weaknesses

* @ 8 @

Opportunities

Lelelile

Threats
*®

L]
L]
L J

Possible strategies
o HEEE

.
s
.

Possible strategies

3.5 Core Competencies and Strategic Competitive

Advantage

The exercises and the examples given in analysing the external and internal
environment are meant to assist you in identifying and taking advantage of your
core competencies to expand your business operations.

A core competence is an activity that a
especially  well in
comparison to other internal activities. It

company does

Core competency is an activity that a
company does especially well in -
comparison to-otherinternal activities

becomes a distinctive competence if the company does it well in comparison to

competitors.
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You should exploit the distinctive competencies to achieve maximum advantage
in the market.

What types of competencies can a business develop to gain market share and
grow?

Below is a list of competencies.

B Production based competencies

e Cost-effective procurement of raw materials. This is when you can
effectively negotiate with suppliers to achieve competitive prices.

e Production expertise
e Quality production

e State of the art of equipment

B Marketing based competencies
e Experienced marketing personnel
e Competitive pricing

e Competitive marketing channels

B Financial management
e Personalized relationships with bankers

e [ixcellent cash flow management

B Human Resources Management Competencies
e Good performance management system in place
e Competitive compensation packages
e Excellent motivation and communication schemes
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Organizations can build on their strengths, and come up with competencies that
can anchor the organization in terms of its performance.

The importance of distinctive competencies to strategy making rests with:

B The added capability it gives a company in going after a particular market
opportunity;

B The competitive edge it can yield in the market place;

B |t’s potential for being a cornerstone of strategy.

There is a link between SWOT Analysis and the identification of core
competencies of your business. Let us go back to the HAJCO’s SWOT Analysis,
and focus on their strengths. HAJCO’s owners after the SWOT Analysis seriously
considered those elements of their strengths that could be the basis for core
competencies. With added knowledge of the industry in their region, they were
able to conclude what are the distinctive competencies in their business. Their
distinctive competencies will then be aligned with the Key Industry Success
Factors in order to form the basis for HAJCO’s strategic competitive advantage.
(Please refer to the diagrammatic presentation below to see how HAJCO’s owners
worked through).

From the process illustrated, HAJCO’s owners identified their competencies as
follows:
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e Quality product .
« “Artisan praduiction
technology Ll

0 ;Good brand 1mage

: ﬁDnstlncttve competenmes
e Quallty product. -
* Arlsan productlon
technology s :
. wAccess to high quahty mput

If competitors find it difticult to replicate your distinctive competencies, it then
provides you with a sustainable competitive advantage that is critical for the
growth of your business. It is important to note that the key to develop core
competencies is your people and not your assets. What this means is that, you
should invest in your employees in order to develop distinctive competencies.
Also, note that to have only core competencies that do not match with key success
factors is quite disastrous to your business, as your business, then does not have
any competitive edge to expand business operations. Those with distinctive
competencies will call the shots in the industry.

Using the process mentioned, work through from your strengths identified in the
SWOT Analysis, and assess whether your business has a strategic competitive

advantage.
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4. Chapter Summary

This chapter explains and applies the main techniques and concepts of strategic
environmental analysis. Environmental analysis is the process of assessing the business
environment, both externally and internally. This analysis allows the business to match
its strengths with the opportunities in the market. The ultimate aim of environmental
analysis is to identify competitive advantage for the business. Strategic environmental
analysis provides the core input for the business strategy, and is, therefore, essential for
business expansion.

Strategic environmental analysis consists of the following steps:

1) Assessing the macro-environment (STEEP analysis),

2) Assessing the industry (or industries) in which your business operates in. (Five

Forces Model),
3) Identifying Industry Key Success Factors,

4) Matching external and internal environment (SWOT analysis),
5) Identifying core competencies, and

6) Identifying strategic competitive advantage.

5. Make an action plan for analysing your
business environment

Complete the Action Plan shown on the next page. The Action Plan is useful when you
prepare your strategic growth plan where you can have a master action plan for all aspects
of your strategic management.
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ACTION PLAN
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ESTABLISH YOUR STRATEGIC
DIRECTION

Chapter 2 looked at the macro and micro environments that influence the operations of your
business. It emphasized the need for you to understand the environment that you operate within,
in order to develop appropriate and effective strategic business objectives. The macro and micro
environment analysis gives you an important background to think ahead about your operations in
the future.

In this chapter, four important steps of the strategic planning process are discussed: vision,
mission, goals and objectives. We will introduce practical tools to guide you to describe what
business you are in, and how you see the business developing over time. Describing the current
position of the business is important as a starting point for developing strategies.

What you will learn in this chapter ...
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1. What are vision, mission, goals and
objectives?

A vision and mission try to describe what the

organization does, and how it sees its role and V'S'O"- . ps

position within society. These form the basis for | * - organization’s values and asplratlons
. 1. - in"the -maost: general terms wnhout

estgbhshmg .the. longer term gqa]s of the specific - statements :

business. Objectives are a translation of these strategles used to attain them

general goals into more specific and measurable

objectives.

A vision provides a longer term and more general idea of the business. The vision can be
described as your ultimate goal, your ideal status for the business. 1t is a state of being, and
provides the basis for setting your mission.

A vision:

M Provides a picture of the enterprise in 5, 10 or 15 years with an idea of the
position of the enterprise in the industry as perceived by its environment
(customers, suppliers, share holders, society)

Provides a focus for longer term organizational goals

M Cannot be realized in the short term, but is sufficiently provocative to be
achievable and measurable challenge

B Assists to create commitment of individuals in the business

B Assists to the business to create a better image in the society

A mission broadly outlines what business you
are in, specifies the organization’s future
direction, and how you will satisfy the needs of
your customer. [t specifies activities to pursue
and the course management will engage in for
the future. The mission provides the basis for the business goals in the mid-term future.

you will - satlsfy “the needs. of th
.jcustomer

A mission:
M [sresult oriented and gives direction
B [s both concrete and visionary

B Decfines the main activity of the business (the needs, wants of the customer,
customer segments, denotes which technology is applied)

W States the future position of the company in the industry
W States the business’ values and philosophy

53



STRATEGIC MANAGEMENT

Goals are defined as open-ended statements of planned accomplishments. Goals are
directly derived from the mission of the company.

Objectives are specific performance targets or results to be achieved within a certain time
frame. Objectives convert the goals into targeted results. Objectives can be both longer
term (approx. 3-4 years) and shorter term (1-2 years) in nature.

Objectives:

Are measurable statements either giving general guidance or direction to the
business or business function for the outcome to be realized

Are result oriented expressions describing a longer term situation

Need to be linked to the mission, being consistent with other objectives (internal
consistency requirement)

2. How vision, mission, goals and objectives will
help expand your business

Nobody outside the business requires you to prepare a vision and mission. Preparing them
can be tedious. So why would one engage in doing this?

Vision and mission provide the indications of the attitude, outlook and orientation of the
business. They are important for a variety of reasons:

They crystallize top management’s own views about the firm’s long-term
direction and make up

They help to keep the direction, and to maintain related actions of lower level
managers on the right path

They convey an organizational purpose, and identity what motivates employees to
do their best

They help an organization to prepare for the future
Filters into the customer base' a business with a visionary purpose’

Most importantly, the vision and mission provide the basis for general goals, which can
then be translated into measurable objectives.
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Longer term goals and objectives are important to ensure achieving sustained growth and
profitability. Without longer term goals and objectives, the business may adopt a short
term, day-to-day approach to business, thus only reaping the benefits as they come
without investing in the most appropriate longer term opportunities.

An often repeated adage says that, “if impoverished people are given food, they will eat it
and remain impoverished; however, if they are given seeds and tools and shown how to
grow crops, they will be able to improve their conditions permanently”.

The same choice applies to the business:

1. Should it eat the profits gained and cut costs where possible by paying lowest wages,
lay off people in times of lower product demand, and exclude investments in
Research &Development?

2. Or should the business sow the seeds in an effort to reap long-term rewards by
reinvesting profits in growth opportunities, committing resources to employee
training, and build the value of the business?

While in reality, businesses often practice ‘strategy’ above (option one), a growth
orientation demands to pursue the second option. Measurable objectives will, and then
help as a starting point to devise the strategy accordingly. Without objectives, the business
will not be able to strategize and follow option two. It will by default only be able to
follow option one.

How to assess your current business and
ideas for the future

This section will assist you in developing your vision, mission and longer term goals and
objectives.

3.1 Develop a vision

A vision is like a dream. It is a rather soft and seemingly a non-managerial tool.
This may discomfort both the visionary and those vision impacts on. Yet, it is an
important starting point in strategic development. You, the entrepreneur, may
have a dream of what you see this business to be, and to achieve in the longer
term, and the reason of its existence. This dream guides you in your business
operations. It is this dream that will give the entrepreneur the drive and energy to
bring the business towards what he or she probably had intended it to be from the
outset. The vision provides the organization with a forward looking, idealized
image of itself and its uniqueness. The vision becomes, then the view of how
things can be. As an entrepreneur, instead of keeping this dream for you, it is
important that this dream is expressed in writing. By explicitly formulating the
vision, it gives the members of the business a sense of pride and purpose that
instils a spirit of uniqueness, and a higher level of motivation that allows the
business to function at a higher level than was previously thought possible. Staff
will have the feeling that they are part of something important, that they are part
of a place where things are happening.
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Hana Juice Compahy (HAJCO)Ltd e

Example 1

Mr. Jameel needed to start his own business as he had retired from his earlier job, and

job opportunities were scarce where he lived. HIS pension was not sufficient to maintain .
the family without further work. He had always appreciated the home-made fruit juice -
made by his wife. Since he was in need for a job, he thought that others might also
appreciate these juices, so that, he could perhaps make some extra money by selling his
wife's fruit juice. Fruits were abundant where he lived, Mr, Jameel and his wife formed a
winning partnership. With his career background, he was able to get this business off the -
ground. Since the product was good, the:-message spread around and the business

grew. HAJCO’s owners were increasingly experiencing operational problems with their
staff (low motivation stealing, high staff turnover) They were lucky to have a good -
steps 1o take next and took the opportunities as they came along They desrgned new:.
products, and went into new markets. Some of these failed, pamculany smoe the:
business was not capable of meeting customer expectatrons ' :

Example

Mr. Jameel had always wanted to run his own business. His study and career gave him
the required background to do so successfully. He preferred to do sa from the'rural‘area
where he had always been living. He also felt that by slamng a business in his home -
town the problem of absence of-employment opportunities could be reduced. He had'a’
warm, heart for the people in his town and regretted there were so limited: economic -
opponunmes He always looked around for opportunities in the market, and knew that -
his town had an abundance of fresh fruits without any commercial exploitation beyond :
the local market. He loved food: processing and had always been involved in preparlng
home made pracessed fruit products such as fruit juice and other pr ucts. He had
some savings from the earlier jOb and now finally saw his: oppor’(unlty to reahze hlsf}-.
dream. With his limited resources, he knew he had ta start from home. Given the quality-
and entrepreneurship of Mr. Jameel, the business started to ‘expand fast, He was really -
excited about becoming the main employer in town: thereby helping people to'make
living, and using the natural resources in-town ta prepare and sell his beloved products
throughout the country. He had the staff participating in the growth pracess.: and paid
them adequate salaries, which contributed to the high motlvation and chievements :

Mr. Jameel in example, 1 does not have a real vrsnon for hlS busines: ’He started’;
the business out of need for income, and without an idea of what he wants the
husiness to be. This is not a good start for business expansron n example 2 Mr
Jameel has a clear dream of what he wants to achleve That is why he started his

business in the first place. He has always wanted to do this! The startlng pornt for
a growth strategy is much stronger .
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A vision has a clear link to leadership. By having the vision clearly outlined, the
entrepreneur has the chance to instil leadership on the business. The leader of the
business can share his dream with the business, and if it is a convincing dream,
which the staff believe in, they will become followers and expediters for this
dream to become reality.

Having dreams and a sense of purpose is important to all individuals. Having a
dream and believing that it can be realized provides the basis for self-confidence.
This self-confidence will then provide the ability and willingness to mobilize the
energy required to realize the vision.

Many companies only prepare a mission. Not preparing a vision is a missed
opportunity to share the dream, create leadership and the commitment to achieve
more. Most companies that assumed global leadership during the last 30 years
were those with longer term ambitions that were out of all proportion to their

resources and capabilities. 1

Realiz ‘ream E le from Apple C I

Apple computers started the business basically in the back of a house. The
inceptors were of the opinion that the user-friendliness of computers at that time
was low. All applications at that time were still DOS-based. They had a vision of
easy-to-use computers through a ‘what you see is what you get’ application with an
on-screen mouse whereby users could easily stat and modify files and
applications. Today that is what we all use on our computers. Apple computers
realized this superior technology and, as a result, a fast market growth world-wide.
The mainstream computer software companies such as Microsoft, losing market
share, then had to copy the design and to apply it onto the DOS-operated systems.

The vision could include:

What business the organization is in (products, markets or technologies)
How things can be done better

How it will go about the business as an organization

What the organization’s ‘reason d’étre’ is

A state of being for the business in the longer run

" Hame! and Prahalad, 1989
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Hana Junce Company (HAJCO)-

Ltd.
Example 3: the vuston :

HAJCQ's owners realised that in order to achleve thetr ambltlous dreams, they neededlii
the full support and commitment from their staff, They, therefore, sat down ane eventng :
and embarked on formulatmg the vision for the busmess : - i

*HAJCO's vision is ta take the {ead in the development of the fruit processmg mdustry ln'}
Jordan Valley. This should lead to the establishment of a thriving business in this area, '
initially for HAJCO but later also, for others in the same and related industries. The aim .
is to create interesting and galnful employment and |ivelihoods for HAJCO's owners and
many others in town, by making use of the abundance in natural resources in the.
region. . it S

The-distinctive competency for HAJCO is the combination: of the use of supenor quahty -
fruits, and the distinctive ‘home made production concept, as known in-the region,
applied in an industrial setting, thereby promotmg the reglon 's'products throughout and

beyond the country's borders , . 5 G ?

The fruit-products prepared by HAJCO will* contatn 100% pure frunts wnthout any:
chemical agents, and will resemble the taste of the onglnal fruit. HAJCO will supply to -
consumers in and outside of the country witha preference for. hlgh quahty naturat frunt_f,,
products. : ; ; v G

Workers and the local community will be pr0ud of the Iocal deltcacy 'and'w'ill be the main -
promoters of the product within and outside the region, especlally through- word “of :
mouth. Staff will identify themselves with the products, and be given the opportunity to-
develop their skills to facilitate taking responsibility for the continued improvement of the -
products. -Creativity by staff in product development,. technology and marketing and ;
other ways of promoting:the growth of the business will be rewarded. Staff being the -
main asset of the business, for this vision to become realtty. :

HAJCO will be a leading company in. Jordan’ VaIIey in" 0y years froj
processing, and will be a main provider of quallty employment in town

Since the creation of a vision is a creative act, there is no standardized framework
on liow to prepare a vision. Generally, the leader would design a vision through
solitary introspection, as the business is his creation and his dream. It can, also
occur through interaction between a group of leaders, or through interaction
between a leader and the followers. The vision can emerge suddenly and
holistically, or slowly and incrementally through interaction with others. It can be
fixed or shift over time, but is always future oriented, involves a high degree of
success and ambition, is relatively stable and is inspirational. The vision involves
the audience through dynamic interaction during or after it has been prepared to
create ownership and excitement.
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Finally, the design of the vision is based on a proactive strategic planning
approach that is based on the assumption that you are not just reacting to your
environment, but believe that you can influence and determine your own future.

Taking into account your own ideas and preferred approach to the design of your
vision, it is now time to formulate the vision for your growth oriented business.

Prepare your vision:

3.2 Develop a mission

The mission has a time-span of a few (3-5) years. It is result oriented, and gives
direction. The mission tries to answer four primary questions:
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What function(s) does the business perform?
For whom does the business perform this function?
How does the business go about filling this function?

Why does the business exist? The' why' is drawn with a heart to indicate that
it is important that the business owner has a strong motivation for doing his
business. The entrepreneurs should be able to answer the question ‘why’ with
passion

These main questions can also be listed in a somewhat longer, but more complete
list of what the mission should preferably contain:

The business you are in

What needs you try to satisfy

Which customer group you are targeting

Which technology you will use

Which functions you will perform to serve the target market

The company’s policy / philosophy

What the future position of the business is expected to be

Hana Juice Company (HAJCO)'Lt_d. Lo
HAJCO's Mission e

"HAJCO produces high quallty frwt products in p 4 ‘
known to contain. a guaranteed 100 percent extract :
additions. :

.Tradrtlona! well- known Jordan VaIIey home made teoh y-is-app p
producls tasting as if just picked from the ftree; Atftraclive packagmg and natural
preservation without any additions complete the quallty dhe product

The products are affordable and sold 1o mrddle and ipper ga
high quality and natural fruit experience. Products are sold through hlgher end hotels, butfi
may be sold through supermarkets and other dlstrlbutuon channels |n the commg perlods o

HAJCO will be known as the manufacturer of frnest frunt products in the country wnthm the:f
product fine, and expanding |ts markets locally and beyond the borders, HAJCO will -
achneve this posmon through hlghly motrvated employees and capable employees from
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Does the above HAJCO'S mission cover the various questions posed above?

Now prepare your own mission. In preparing your mission, remember that the
mission should not be too long, and should have clear contents and direction.

Develop your mission

Once the mission has been developed, it also needs to be effectively used in the
business. Here are some often made mistakes with missions:

B The mission exists, but is not available or known by the employees

B There is inconsistence between mission and behaviour:
e mission is known, but management acts in a contradictory way the
mission

e The mission is known, but staff behavior that contradicts with the mission
is allowed by management.

These behaviours indicated will jeopardize the impact and use of the mission in
strategizing achieving your growth goals.
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3.3

In order to ensure that everyone is aware of and regularly reminded of the mission
of the company, some companies also prepare a ‘mission statement’. A mission
statement is a short version of the mission which is communicated to all
stakeholders of the company, such as employees, customers and others. Usually, .
the mission statement is printed on the wall, in the production area, in 'meeting
rooms etc. This is to remind everyone of what the business is and tries to do.

Hana ‘JUICE Company (HAJCO) Ltd
Example 4: the Mission Statement '

HAJCO'’s owners developed HAJCOs mission statement on the basrs of the mission; as‘
follows: . ; e :

*HAJCO produces flrst cIass frult products as fresh a , :
with a taste for quality and a commitment ta'a healthy hfe Amsanal productlon teohnology_'
by highly qualified employees from the Jordan Valley region ensures fruit products to taste
as if freshly made. By listening carefully to customers; and always satlsf "mg their needs to
the mammum shall HAJCO be known natuonally and mtematnonally"’ -‘

You may wish to develop a mission statement for your own company and depict
it in places where stakeholders, in particular employees and clients, can easily see
it. Do ensure that you practice what you preach, otherwise your business will
develop a bad image, and your employees and customers will not take the
business seriously any longer.

Develop goals and objectives (long term
short term, quantitative, qualitative)

This section will assist you in preparing your longer term goals and. your
objectives. You may recall that objectives are specific performance targets, or
results to be achieved within a certain time frame.

In order achieve measurable objectives; you first need to define more broadly
your goals. These goals are derived from the mission.

Once you have defined your goals, you can then continue with defining your
longer and functional/shorter term objectives. The long term objectives are
targets or expected results, to be achieved over a long period of time.
Subsequently, the anticipated long term result identification will allow you to
determine the more specific functional/short terms results or objectives.
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a) Value of setting objectives

= Substitutes purposeful strategic decision-making for aimless actions
and confusion as what to accomplish.

=  Provides a set of benchmarks for judging the business’s performance.

» Spells out business objectives in measurable terms, allowing holding
managers accountable for reaching assigned targets within a specified
time frame.

Long term goals and objectives, therefore, serve two purposes:

Setting targets pushes the entrepreneur to take actions now, and achieve the
ultimate long term objectives later. Goals and objectives, therefore, promote
an action orientation.

Long term goals and objectives assist in the subsequent definition of shorter

term objectives and actions, therefore, promoting a logic framework for
coordinated action in the business to achieve long-term goals.

b) Types of goals and objectives

Objectives can be distinguished in quantitative and qualitative terms.
Usually, the business will have both shorter and longer term goals and
objectives.

The most important objective, at least for commercial businesses, is likely
to be creating profit for its owners or maximizing shareholder wealth. A
principal measure (objective) for success in this area would then be the
firm’s return on investment (ROI).

The danger in relying too strongly on ROI is that it may create pressure to
focus too much on the short term benefits, often at the expense of long-term
benefits. To help the business guard against this possible problem, it is
recommended that the firm develops secondary objectives in a number of
areas. Areas where the firm may develop goals and objectives are:
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Profitability: The company is likely to have a profitability objective.
Particularly for a growth oriented company, focused on maximizing
investor value, this is important. Usually, this objective is set in terms of
earnings per share or return on equity.

Customer orientation: This is a less common but an important objective
specifically geared toward customers. If satisfying customers is high on the
priority list then, it might make sense to include this objective here.
Objectives could be related to client satisfaction with products and after
sales services, time lead before communication to clients, percentage of re-
buy by clients and the like.

Productivity: Normally companies set a profitability objective, as an
improvement of productivity (the input/output relationship) will lead to
increased profitability. Normally this would be the number of items
produced, or the number of services rendered per unit of input. Productivity
objectives could also be formulated in terms of desired cost decreases, for
example, through reducing the number of defective items, a reduction in
number of customer complaints or a reduction of overtime work.

Internal structuring: Objectives could be set on strengthening the internal
structure of the organization, eg. on logistics, client information,
delegation, etc. resulting in higher personnel and client satisfaction, and
more time for dealing with management tasks.

Competitive position: Business success can be measured in terms of the
position in the marketplace. Total sales or market share are measures of
compelitive position. A qualitative objective here would be an increase in
ranking within the industry, for example moving from the third to second
position as a provider in a particular industry. Here, one can also include
longer term goals on intended market segmentation.

Physical and financial resources: The business may require a basis of
equity, liquidity and solvency, requiring sufficient property and long term
assets, sufficient working capital etc. The business may formulate goals and
objectives in this area to be achieved for long and short term financial
health and stability.

Employee development: Employees value growth and career opportunities.
Providing such opportunities increases productivity and decreases turnover.
It may be sensible to include a staff development objective in the long term
plans (e.g., developing highly skilled and flexible employees for high
quality products and higher productivity).

Employee relations: Strategically oriented entrepreneurs seek good
employee relations as part of the longer term strategy and continuity.
Productivity is linked to employee loyalty and to perceived management
interest in workers” welfare. This calls for objectives to improve employee
relations through safety programs and other job quality programs.
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Technology and innovation: The firm will need to decide what technology
it will employ in the market and whether it is leading or following in
technology. Both leading and following in technology can be a successful
strategy, depending on the specific situation.

Public responsibility: As part of a longer term continuity strategy, it is
important to recognize the responsibility of the company towards customers
in particular, but also towards society at large. These objectives relate to
customer expectations, meeting government laws and regulations, good
citizenship, e.g. contributing to community development, etc.

Steps in formulating goals and objectives

Step 1)

Based on the above listing, identify areas where you would want to
develop longer term goals. Link the identification of goal areas to your
vision and mission so as to make the right selection.

Step 2)

Consider what it is you want to achieve in the next 3-5 years within each
area selected. Identify specific outcomes or results. Ensure they are in line
with your vision and mission.

Step 3)
Prepare the written objectives. Check the objectives with the below
SMART criteria.

Setting SMART objectives
This is a test (o ensure that an | SMART Objective: is an acronym for the
followmg characlerlsucs of an objectlve b

objective is clear and removes
confusion of what is to be

: ;_Speomc

achieved, when you are setting : Meaiihie
objectives subject them to a | lAChlevable
SMART test. An acceptable | g Realistic.
objective should be specific, | - g

_ ‘ ?j-'Tlmeframe for accomphshment
measurable, achievable, S . _ Sl

realistic and has time frame for
accomplishment

65



STRATEGIC MANAGEMENT

The following is an, example to demonstrate the linkage between mission,
goals and objectives and how one could go about the formulation of the
goals and objectives:

The linkage between Mi = -

Mrssron

The company is dedicated to provide: its - customers 'wnh a wide
selection of quality merchandise, competitively priced with - a: high
level of after sales service. For our share holders, we strive: for
optimum long term return on capital through steady proflt growth and
prudent asset management SH

needed resources to achleve other corporate abjactives

mission statements:-

. Contlnued on the next pag
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Hana Juice Company (HAJCO) Ltd.

Continued from the prewous page..
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deys of reqqest

5. Delrve:ry"te s

Prod uctrvrty

6. Qualrty contro_f
system reducee G
defective'end i

100

7. Workplace
lmprovementv
increase productron

6 Reduce de_ec,rve

produvcvtsvt,o i per:;E;: _:7 Machrne operatio

increased 10 150 -
| products per work,
: the end of

ready by end year :

rtems to 2'per 100 thrs

8 Safety_ andbook:

Continued on the next page...

67



STRATEGIC MANAGEMENT

Hana Juice Company (HAJCO) Ltd.

Continued from the prewous page..
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Hana Juice Company (HAJCO) Ltd.

Continued from the prevnous page..
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Hana Juice Company (HAJCO) Ltd.
Continued from the previous page...
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The development of the different types of goals and objectives for Mr.
Jameel is quite elaborate, as you may have noticed. This has been done so
that, you can see how objectives can be developed for each possible type It
is possible that you do not have objectives for some of the functions. That
depends on your vision and mission, and where the priorities are in your
business to achieve your growth objectives.

With the information from this section and the example of HAJCO
Industries, now try to set your own longer as well as functional and shorter
term objectives. When you have completed the exercise, you can select the
functional and shorter term objectives that are relevant to marketing, HRM
and finance and transpose them to those modules. Chapter 1 of each module
provides you space to do so. The objectives for those functional areas will
then help you to design your personalized functional growth plan.
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By using the following table, prepare your goals, longer term objectives, and your
functional and shorter term objectives in light of your mission statement.

| Long ter
Objectives
Profitability Profitability Profitability
Customer Customer Customer
orientation orientation orientation

Continued on the next page...
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Continued from the previous page...

Productivity

Productivity

Productivity

Internal structuring

Internal structuring

Internal structuring

Competitive Competitive Competitive
position position position
Physical and Physical and Physical and

financial resources

financial resources

financial resources

Continued on the next page...
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Continued from the previous page...

Mission

‘objectives

Employee
development

Employee
development

Employee
development

Employee relation

Employee relation

Employee relation

Technology and
innovation

Technology and
innovation

Technology and
innovation

Public
responsibility

Public
responsibility

Public
responsibility

Continued on the next page...
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4. Chapter Summary

This chapter explains how to develop a vision, mission, goals and objectives.

The vision is the dream or long-term view of the entrepreneur on what the business aims to
achieve. It provides a picture of the company in 5, 10 or 15 years with an idea of the
position of the company in the industry as perceived by its environment.

The mission is mid-term in nature, is more concrete, is result-oriented and gives direction.
The mission also, defines the main activity of the business, the customer group and
customer needs it satisfies, the technology used and the business’ future position in the
market.

The process of developing a vision and mission can be tedious. There is no standard recipe
on its preparation. The business owner usually prepares a vision. The mission is usually
prepared as an effort undertaken by the owner with inputs by selected employees or
friends.

Preparing a vision and mission is important as it sets the stage for the development of the
strategy. Without vision and mission, it is almost impossible to develop goals and
objectives. Without these, the business will aim for short term gains, and not achieve long
term, sustainable growth.

Some companies prepare a mission statement. This is a short version of the mission, meant
for communication purposes to its main stakeholders, such as its employees and
customers. Communicating the business’ mission is important as it allows stakeholders to
understand the main values and ambitions of the business. Employees need to understand
the business mission to understand what is expected from them. Customers will be
interested in knowing the mission statement, as it will allow them to understand what they
can expect from the business. It is crucial that a mission statement is adhered to. Nothing is
more detrimental to the business than customer promises that remain unfulfilled.

Goals are open-ended statements of planned accomplishments. They are directly derived
from the company’s mission. Objectives are measurable performance targets or results to
be achieved within a certain time frame. Objectives should meet the SMART criteria, that
is, Specific, Measurable, Achievable, Realistic, and Timeframe for accomplishment.

Objectives can be longer term and shorter term and be general (e.g., specifying profit
objectives) or related to specific business functions (e.g., HRM, marketing, etc.). An
emphasis on profit only could lead to a short term shareholder / owner wealth increase
orientation which may affect the longer term growth of the business. Therefore, it is
important to formulate various types of goals and objectives that put the business
responsibilities and growth performance in a broader context.

Areas for goals and objectives setting could include: profitability, customer orientation,
productivity, internal structuring, competitive position, physical and financial resources,
employee development, employee relations, technology and innovation, and public
responsibility.
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5. Make an action plan for establishing
your strategic direction

Complete the Action Plan shown on the next page. The Action Plan is useful when you
prepare your strategic growth plan where you can have a master action plan for all aspects
of your strategic management.
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ACTION PLAN
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FORMULATE YOUR GROWTH
STRATEGY

Chapter 3 looked at establishing the strategic direction of your business by setting your vision,
mission, goals and objectives. It emphasized the need for you to understand your strategic
objectives in order to develop appropriate and effective strategies that comply with your mission.
The strategies you adopt give you an important background to think ahead about your business in
the future. This chapter builds on the previous chapters by assisting the growth-oriented
entrepreneurs (GOE) in finalizing the overall strategic thrust of the growth-oriented business.

What you will learn in this chapter
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1. What is a competitive strategy?

In chapter 2, Mr. Jameel identified his core competencies and distinctive competencies.
Distinctive competencies are those competencies that your business possesses that make
you achieve better results compared to your competition. If these competencies are
maintained and sustained over a long period of time, then they become a source of
competitive advantage for your business.

Before defining what a competitive strategy e R e '
is, it is important to recall what strategy is all St’a'egy is lhe comprehenswe plan that
. . sets direction towards achlevement of set

about. Strategy is the comprehensive plan that ‘

. . . goals and objectlves !
sets direction towards achievement of set _
goals and  objectives.  Growth-oriented
enterprises need strategies to achieve growth objectives, and to pursue the organization’s
mission. Objectives have been developed in chapter 2. Specific strategies to achieve those
objectives already emerged in the previous chapter as an outcome of the SWOT analysis.

However, what is still missing now is the overall strategic direction of the business to
achieve those growth goals. The overall strategic direction is the broad overarching
approach the business adopts in order to build on its distinctive competencies /strategic
advantages, so as to make those into sustainable competitive advantages. Hence, there is a
need for an overall strategy that gives the strategic thrust for successful competition,
increase in market share and business growth.

Essentially, a company has two basic choices. The first relates to the product. In relation to
the product, a company can decide to offer a standard product or a product that is different
to what competitors ofler, that is, a differentiated product. The second choice relates to the
market. A company can decide to offer a product to the entire market or to a segment of
the market, i.e., a particular customer group. If one combines these two options that gives
the following four generic strategies:
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A low cost strategy an entrepreneur adopts to achieve the low(est) cost in production by
striving to be an overall low-cost provider of a product/service that appeals to a broad
range of customers.

A differentiation strategy: an entrepreneur offers a product (or service) that is different or
perceived to be different by the customer from a standard product available on the market.
It implies adding value to the product. It seeks to differentiate the company’s product
offering from rivals in ways that will appeal to a broad range of buyers. These become
attractive when buyers’ needs and preferences are too diverse to be fully satisfied by a
standard product.

Focused or market niche strategy based on lower cost: an entrepreneur adopts to offer
products to a narrow buyer segment and out-competing rivals on the basis of lower cost.

Focused or market niche strategy based on differentiation: an entrepreneur adapts to
offering niche members a product/service customized to their tastes and requirements.

Stuck in the middle!

The above four strategies indicate that one would have to choose one of them. Many
companies have tried to combine some of the above strategies. Porter called this being
‘stuck in the middle’. The logic behind following one generic strategy is that a strategy
aimed at achieving cost leadership precludes the capital investment required for a
differentiation strategy. Porter argues that the middle of the road is not possible and leads
to below-average performance. There is, however, evidence to suggest that firms
combining a low cost and differentiation strategy can be successful. Honda, for example,
operated on a low cost (and low price) strategy for substantial time, but gradually
differentiated its products successfully. Volvo operated for a long time on the basis of a
differentiation strategy (high quality specific features at a premium price), but gradually
introduced a low cost strategy with more straightforward cars produced at low cost.

Nevertheless, being clear about one’s generic strategy is important as it provides the basis
for the way a business positions itself in the market.
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2.

How a competitive strategy will help your
business to expand

The overall thrust of strategic management is the growth and expansion of your business.
One of the critical considerations is the development of a competitive strategy that sets
you apart from the players in your industry. The competitive strategy will assist in the
following ways:

B Choosing one of the generic strategies will ensure your entire business has a
strategic focus

B Choosing one generic strategy allows the business to be different from other
businesses in the industry and, therefore, allow the business to compete
successfully and achieve growth

B Choosing one generic strategy ensures that the business has a continuous focus on
satisfying customer needs, as all our strategies are based on the principle of
‘putting the customer first’

B Choosing one generic strategy enables business to align its more specific
strategies as emerging from its SWOT analysis in line with the overarching
strategy, therefore, ensuring that no specific strategies will be contradicting each
other

B Choosing one generic strategy ensures that the business focuses on gaining a
sustainable competitive advantage in the market, and focuses on its distinctive
competencies

¢

B Choosing one generic strategy encourages the business to review its strategy, and
ensure it is still meeting the needs of the market by keeping the customers
satisfied.

How to apply the competitive strategy
approach

Successful growth of your business is dependent on having a competitive strategy that
provides a clear direction on the specific types of strategies (resulting from the SWOT)
that are crafted in line with the overall long and short-term objectives (as identified in
chapter 3). The clarity of the competitive strategy is an important landmark in the
successful development of a sustainable strategy that will result in the growth of your
business and an increase in the market share. This section will focus on how to develop a
competitive strategy for your business.
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Hana Juice Company (HAJCO) Ltd

HAJCOQO's -owners were proud of the progress made S0 far pamcularly in dehhfymg
strategic compelitive advantages fortheir business. They were convinced t_hat competitive
advaniage factors. would give the necessary lmpetus for thelr busmess to grow-» :They:

also happy wnth the process of matchlng thelr competenmes wnth th. “,Ind ry key: S\
factors. They felt that they had reached the watershed and what they could now see; as

their business achlevmg new heights for growth

{n order to scale the new helghts HAJCO's owriers and thelr 1eam ‘decided
competitive strategy for the business, f was now necessary to have an’ overarchmg
strategy that would increase compeutNeness and guide the process ‘of crafting specific
strategres fora growmg busmess =

Businesses might find it difficult to choose a generic strategy. Sometimes, a low cost
strategy, differentiation strategy or one of the focus strategies all sound attractive. It is
clear from the above that one has to make a choice. What should be the way to choose?
The choice of a generic strategy depends on the industry success factors identified in the
last chapter, and more importantly, on the distinctive competencies of the business. In one
industry all four strategies could be applicable. For example, one could imagine that the
soft drinks market in a particular country could have the following types of businesses:

B A cost leader producing a fairly cheap standard drinks that is consumed by a wide
range of the lower-end customers in the country

B A few soft drink companies producing branded juices supported by branding
campaigns to a wide range of customers

M A soft drinks company with a cost focus producing a low cost Juice for a specific
market niche

W A few more up-market special fresh juices, marketed at specific target groups of
consumers who appreciate healthy fresh juices with no additives.

Based on the industry success factors for the soft drinks industry, one could have different
companies choosing one of the mentioned generic strategies to compete with in the
market. The choice of the generic strategy for each company would be based on the
distinctive competencies, which provide for the competitive advantages. Afier all, these
are the competencies the individual business possesses vis-a-vis its competitors. We
already identified our distinctive competencies strategic advantages in chapter 2. These
can now be used to identify the most appropriate generic strategy for our business. Let us
first look at the example of HAJCO, and how Mr. Jameel decides on the generic strategy
to be pursued for his business.

Follow the steps pursued by Mr. Jameel to identify your generic strategy. The results of the
assessment are in the box that follows.
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Hana Juice Company (HAJ ,‘___0) Ltd

Initial assessment of Generlc Strategy Optlons

HAJCO's owners decided to” have a bramstormlng session wnh sentor supervrsors to

make a first assessment of the generic strategy -options. with. a view to formulating . a
competitive strategy for their business. They agreed on the followmg steps for the
assessment: , ST :

1) - Define the genernc strategy

2) Specify conditions for the strategy
3) | ldentify the pitfalis for the strategy el
4)°  Repeat the process for all the generic strategles
5) Make an lmtral assessment for a p055|ble strategy o e

Results of the assessment for the genenc strategy optlons are presented

Understood to.
mean control of
costs to achieve
competitiveness

table.
Cost Condntlons
leadership » . Low cost production.
strategy - : technotogles

Wi ow wastage of materlats and
labourtlme : :

. 'Low labour costs.

* - Cheap raw materials for the
_production process.

Prtfalls

1= Technotogrcal breakthrough can:

open up cost reducttons

«Rivals may find it easy to |m|tate

low-gost, methods; .

“aHigh turnover of statf resultmg .

In loss of experienced workers:

Differentiation
strategy :
Understood - - ta
mean production
of 'goods  or
services that add

value . to ' the
needs . of _ the
customer .

Condmons v

. Gain buyer onalty to your
brands; -

= Create a buffer agalnst EE
strategies of rivals when it
‘results in enhanced buyer s
loyalty to a company' s
brand;

= Erect entry barriers and-
product uniqueness; ‘.
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~Hana Juice Company (_ A O)i Ltd
:Contmued from the pre io

, | ,. Charging too high a price pramiur

* - _Incorporate features that raise the
-performance of the product;. ...
| Incorporate features that enhance
buyer satisfaction in rntangrble ways
;e.g. safety,‘health. L
Pltfalls

s . Trying'to drfferenhate on: the basrs
- “of 'something that does not:lower a
i :buyer's cost or enhance a buyer's
well-being, as percelved by the
buyer,

'-: Selting price too high relahve to
- competitors in the same market,:

. {the bigger the premium, the harder
it is'to defend:switching costs)

w . Not |dentlfylng/understandlng what

FocusINrche
strategy
Understood to -
mean targetlng a
specific market
segment with the
intention of
meeting its needs
ona sustamable
basrs v

ThlS can be both
on’ the  basis of
low costs-and on
the . :basis  of
differentiation.

- : The segment has a good growt

* * The focusing firm has the skills and

e effectrvely
Prtfalls

e Rlvals WIII flhd ways of _matching the

. focuser; .

» An erqsion of drfferences across

* - The segment is found attractlve by

buyers consider as value

Conditions
« - The segment is big enough to be
i profitable;

: potentlal :
+ ' The segment is not cruCIal to e,

irgsourcasto servrce the sagment

“special qualmes offered by the

». - There may be a Shlﬂ in nlche
i buyers' preferences

buyer segments lowers entry:.
barriers and offers a window of g
opportumty forrivals; . . © T

s nvals causing segment to attract
©* " 'moreplayers Ieadmg to prof|t :

Imtral assessment

Based on the assessment of the condrtlons' of the‘three ‘generic strategies HA_J”O‘

however is whether a small scale operatlon can achreve a low cost leadarshrp strategy
on a sustainable basis. This argument will be developed later as HAJCO s owners 'attempt
to farmulate a competitive strategy for HAJCO o

o eroslon
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Make an initial assessment of the generic strategies for your own enterprise

a) Formulating a competitive strategy

Having carried out an initial assessment of the generic strategies it is now possible to
match each of the strategies with HAJCO’s owners’ strategic advantages and
industry’s key success factors. As you recall from the previous chapter, we attempted
to match HAJCO’s owners’ distinctive competencies with the key industry success
factors as a condition for achieving competitive advantage.

This is illustrated in the next page:
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.2)

The followmg steps will be used m matchmg generlc.strat :
competmve advantages of HAJCO: - :
1

3) ! .
: : percelved relevance in relatlon to the genenc strategy here are 'wo maln'

" 'HAJCO and not on the |mportance of genenc strategies itself.

4)"  Based on the scormg, _decnde whuch of the generic strategie

Hana Jmce Company (HAJCO) Ltd.

considerations: about the scoring system, these are: a) we only. ‘score: the
competitive advantage and not the other key lndustry SUCCesS. factom, as the -
others are not competitive advantages that HAJCO can build on to gain and .
maintain competitive advantage. (On the other hand, the other Key. industry -
Success Factors do provide important information to HAJCO and require his™
altentnon These may - be areas where he is not strong ‘but where he can

HAJCO.

86



STRATEGIC MANAGEMENT

.......

Generic . | Key Suc
strategy [ /compe

g':' Ero_duf:i qUélify

e Technological
changes / artisanal
technology

¢ " 'Raw material supply

«  Efficient distribution
channels

«  Cost controls

+ Government policies
. of food production

Continued on the next page...

87



STRATEGIC MANAGEMENT

.......

strategy

Differentia e 'Product quality "

() aleg

. Teg_hnologi.cal' o
changes / artisanal .
technology

» Access to high
. quality inputs

« Efficient distribution
channels
+ Costcontrols

«  Government policies
- of food production

Continued on the next page...
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“Product quality

Technological
changes / Adisanal
production

Raw materials
supply

- Efficient distribution
“channels -

Cost controls

Government policies
of faod production

Continued on the next page...
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« Productquality

Technological -
changes / Artisanal
production

A¢ce$s to'-':h'igvh '
quality inputs

Efficient distribution
channels :

Cost conbtnrols

Government policies
-of food production
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,]Strategy:adopno‘ :

HAICO would leave thi
;;Iwould have to ook fo

B ‘ p
“they mtght be able to beat the upcoming competition: fram Lebanon timely before the
:5:would have captured the wide supermarket distribution channels
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Using the steps outlined in the development of a competitive strategy for HAJCO,
develop a competitive strategy based on Porter’s generic strategies for growing your
business. Draw your own conclusion on the various strategies, and choose one
based on thorough assessment and evaluation.

b) Checking the SWOT strategies against the chosen
generic strategy

Having chosen a long-term generic strategy, it is important to review the more
specific possible strategies that come out of the SWOT analysis earlier. Some of
these strategies may be important because they match well with the chosen generic
strategy, but some of these strategies may also, not match with the chosen generic
strategy. Ensure that those that do match well are emphasized and those that don’t are
crossed off.
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c) Checking the goals and objectives against the
chosen generic strategy

In the same way as above, after having chosen the generic strategy, it is necessary to
check also the longer and shorter term objectives, and review whether the objectives
are in line with the chosen generic strategy. If certain objectives are not in line with
the generic strategy, you have to eliminate them, or if you feel important objectives
are missing, add them now.

Hana Juice Company (HAJCO) Ltd

Checking SWOT and objectwes with generlc strategy
HAJCOQO's owners are happy.with the dnfferentlatmn strategy -

They checked the features of the dffferentlatlon strategy wnt_ WO ly r
had conducted earlier. They realize that the strategles proposed will all flt well wnth the*;g,-'
differentiation strategy. They feel that may be the case because all along thoy were .
probably thinking of a differentiation strategy, They also- reahzed though that in case
they would have chosen the differentiation facus strategy. that many of the propose i
SWOT related strategies would no longer apply. In that case; they would have had to
senously ‘cut down on those strategies: Those SWOT related strategies would in that%’
case have been too ambitious for thelr busmess and would need fo b scaled down

Next, the HAJCO team reviewed their objectlves as set out earher. Agam they were
quite happy with those more ambitious objectives and feel they fit well with the chosen:
dlfferentuat:on strategy. Here again, they realized that these objectlves would have been
too ambmous for a dlfferentlatlon focus strategy :

4. Chapter Summary

A generic strategy is that overarching strategy that combines the distinctive competencies
and strategic advantages of the business, and positions the business in the market,
distinguishing it from its competitors.

A business that wants to achieve growth needs to make a choice of one generic strategy.
Two basic choices influence the choice for a generic strategy:

B A standard versus differentiated product.
B A wide market approach or an approach, to sell to a specific niche in the market.

Combining these two features gives four generic strategies to choose from:
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A low cost strategy: an entrepreneur decides to achieve the low (est) cost in production by
striving to be an overall low-cost provider of a product/service that appeals to a broad
range of customers (relative to competition)

Differentiation strategy: an entrepreneur decides to offer a product (or service) that is
different or perceived to be different from a standard product available on the market. It
implies adding value to the product. It seeks to differentiate the company’s product
offering from rivals in ways that will appeal to a broad range of buyers.

Focused or market niche strategy based on lower cost: an entrepreneur decides to offer
products to a narrow buyer segment and out-competing rivals on the basis of lower cost.

Focused or market niche strategy based on differentiation: an entrepreneur decides to
ofter niche members a product/service customized to their tastes and requirements.

Whilst the above classification is not rigid and a business can make choices for various
quality/price product offerings in the market, the fact remains that it is important to
identify a generic strategy in order to distinguish the business from others in the market,
and in order ‘not to get stuck in the middle’. Uniqueness is crucial if a business aims to
grow.

The success of the business is, therefore, dependent on having a generic competitive
strategy in place that provides a clear direction for the subsequent specific types of
strategies formulated (based on the SWOT analysis) and in line with the overall long and
short-term objectives.

Make an action plan for formulating your
growth strategy

Complete the Action Plan show on the next page. The Action Plan is useful when you
prepare your strategic growth plan where you can have a master action plan for all aspects
of your strategic management.
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ACTION PLAN
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ACTION PLAN
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IMPLEMENT YOUR STRATEGY

So far, your analysis has developed the main components of your strategy.

You started with assessing your environment. Macro-environment (STEEP-analysis), industry
analysis (Five Forces Model) and the link with the internal business environment (SWOT
analysis) were analysed The SWOT analysis led to the identification of specific strategies.
Based on the analysis, Key Industry Success Factors, core competencies, distinctive
competencies and strategic competitive advantages were subsequently identified.

You were then, taken through an exercise of setting your vision, mission, goals and objectives.
The latter were divided between longer term and shorter term / functional objectives.

In the last chapter, you were then, taken to the process of identifying the best fitting generic
strategy for your business in order to generate a sustainable competitive advantage.

What do we do now with all these components for your strategy? This chapter will build a bridge

between the strategic work done so far and the subsequent modules on Strategic Marketing,
Strategic Human Resource Management and Strategic Finance Management.

{

What you will learn in this chapter ...

Define strategy implementatio

Make an action pl
strateg
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~ Strategic
Management Module
- Framework

1. What is strategy implementation? t

In this chapter, you will focus on how to
translate strategies into action so that; you will
be able to achieve the growth objectives set in
chapter 3.

Implementing a strategy is done through a
concerted planning process. This is necessary, as it would not be possible to achieve
objectives without structured actions. With ad-hoc actions, a strategy would not be
implemented well, and growth objectives would not be achieved.

Your business in its entirety is the vehicle to implement actions and achieve growth. That
is, why we need to look at all important components of your business to ensure that they
are well tuned to implement the actions required for achieving growth. Your business is
like the human body; if it doesn’t function well actions cannot be implemented well and
objectives are not achieved. We need to look at its components and ensure they are all
working to achieve the same objectives. These main components or functional areas are:
marketing management, human resources management, and finance management. The
approach of this program is, therefore, to ensure that the functional areas are able to
implement their part of the strategy.
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This programme is elaborated for your business to design a strategic growth plan. This
growth plan then becomes the plan to achieve business growth. The growth plan consists
of four interrelated growth plans: one for strategic management and one for marketing,
HRM and finance management respectively. Together, these growth plans form the
strategy for your business. They are the roads to success. They need to be accompanied by
action plans to spell out who is going to do what and when. The action plans are the
timetables to ensure that the growth plans are implemented so that objectives will be
achieved.

We can illustrate this in the following diagram:
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If you have completed the exercises in this module so far, you have completed the main
parts of your Strategic Growth Plan included in chapter 6. This plan forms your overall
strategy. You will use it as the basis for developing the functional strategies of growth
plans in the other modules. Every other module has an action plan included that you
complete after you have completed the functional growth plan. Once you have completed
all growth plans and action plans, you are ready for the implementation of your strategies
through your action plans.

The functional growth plan and accompanying action plan together form the functional
strategy. If you have a functional manager, you may want to make him responsible for the
successful implementation of the plan.

If all goes well, you should ultimately achieve your growth objectives as identified in this
module. Based on your actual achievement, you can then, if necessary, adjust or renew the
strategics, subsequently adjust or renew objectives, and revise or prepare new growth and
action plans. In this way, strategic management becomes a cycle leading to business
growth.

How strategy implementation will help your
business to expand

The implementation of your strategy is a precondition for achieving your growth
objectives. Without action plans, there is little chance that your growth plans will be
implemented. The world is full of nice plans, many of which have only been prepared to
gather dust. Action planning and implementation are crucial elements for business success.
Action planning and implementation will help you to identify, which actions are to be
taken, who is responsible for their implementation, and when they should be completed.
Consequently, action planning will make the life of the entrepreneur substantially easier.
Tasks will have been delegated to achieve the growth objectives. Action plan
implementation becomes a joint responsibility and the chances are that achieving the
growth objectives is seen as a shared challenge by all staff. This in itself will enhance the
chances of achieving the objectives and being successful.

How to implement the strategies

You have developed your strategies. Your strategic growth plan in chapter 6 is ccmpleted.
You are then almost ready to proceed with the functional modules.

The last thing to do before proceeding is to complete your objectives where you haven’t
done that yet: What to do next with the strategies developed in this module?
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B Do ensure that you have set objectives for all relevant functional areas.

B Also, do ensure that you have reviewed the objectives carefully after doing your
environmental analysis (STEEP analysis, Five forces model analysis, SWOT analysis).
If you feel that adjustments were required, but they have not been made yet, do ensure
you make them now before you proceed.

B Make sure you have cross-checked the strategies emerging from the SWOT analysis
with the chosen generic growth strategy. Identify those SWOT related strategies that
you want to implement to ensure that they are in line with the generic growth strategy.
Also, ensure you have reviewed your goals and longer and shorter term objectives.
Where required, include goals and objectives for the relevant SWOT related strategies
that match with the generic growth strategy. Conversely, eliminate those SWOT
strategies which are not in line with the generic strategy.

B Check whether the design of the growth strategy in the previous chapter resulted in the
identification of additional areas that require attention. If so, formulate objectives for
these areas as well.

B Finally, check whether all objectives are in line with the generic growth strategy
chosen.

By including all areas of work in a complete set of objectives, you are ensuring yourself
that you have a ‘checklist’ of objectives in place, that will help you to develop growth
plans and action plans. By having a complete set of objectives, you do in fact have the
starting point for the implementation of action following the strategies you identified. It is,
therefore, no longer required to pursue those individual strategies separately. They should
come back in your functional growth plans and action plans.

Once you have done all of the above, you review the shorter term / functional objectives.
All objectives that could be relevant to one of the functional areas, you rewrite in relevant
sections of those respective modules. These now are the objectives to be achieved as the
outcome of the work in that area. For example, if you have included as a functional
objective in the area of marketing ‘the introduction of two new products this year’, then
you rewrite this objective in the chapter 1 of the Strategic Marketing Module. Objectives
related to sales or profit expansion should be included in the Strategic marketing modules.
When you have done this for all relevant objectives, you then have your functional
objectives ready. The purpose of going through the functional module now, is to achieve
these objectives.

If you have done the work in this module well, that is most of what there is to do right
now. The strategic module in itself has no action plan, and is merely meant for you to
prepare your strategy and objectives. Therefore, no further actions in the area of strategy
are required in order to achieve your growth objectives, other than monitoring your
business performance and monitoring whether you are on track with the implementation of
your plans.
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4,

What is the exact aim of the functional
modules?

The functional modules will assist you in designing the functional growth strategies and
action plans required to achieve the objectives you have written down. In the end, it is,
therefore, through the main business functions that you will achieve your business growth
objectives. The strategic management function is merely the initiator and monitor of the
process.

The functional modules will also at times force you to make choices. What should your
organization structure look like? Should some of the staff receive performance based
remuneration or not? These and many other questions depend on the generic growth
strategy chosen in this module. If you have chosen a low cost strategy, in many cases you
will need to make a choice for a low cost option. If you have chosen a differentiation
strategy, you will make these choices such that they enhance the quality and value added
of your products. If you have chosen a focus or niche strategy, in many cases, your choices
will be related to effectively reaching and serving your market niche. The generic strategy
therefore is a crucial underlying approach to your business operations that will guide you
in the further design and execution of your business functions.

Therefore, the objectives and the generic growth strategy together will influence the design
of the functional growth plan and action plan.

Chapter Summary

This chapter creates the link between the strategic management module and the other
modules on Strategic Marketing, Strategic Human Resource Management and Strategic
Financial Management.

This module has assisted you to craft strategies for your business. They include a vision,
mission, goals and objectives, competencies and competitive advantage, and a generic
strategy for the business.

Based on these efforts, it is then possible to commence the preparation for the
implementation of the growth strategies. The strategies are implemented in functional
areas only. The strategic management module is only the initiator and facilitator of the
process, but is in itself not operational in nature.

Based on this module, you will then be able to develop growth plans for each of the
functional areas in your business. You will also, need to develop an action plan for each
functional area. The growth plan and action plan for each function forms the growth
strategy for that function. After having prepared these strategies for all functions, you have
prepared your entire growth plan. You are then ready for implementation.

Preparing a full set of longer term and shorter term objectives need to be complemented on
the basis of the environmental analysis, the SWOT analysis (and resulting possible
strategies), and generic strategy. It is also, important to check whether all objectives are in
line with the chosen generic strategy.
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Then, the objectives can be transposed to the respective module. By having a complete set
of objectives, one can be assured that one is not missing out on essential strategies to be
pursued. The objectives are the end results to be achieved in the respective functional
areas. The growth plans and actions plans to be prepared in the functional modules, then
are the ‘tools’ and implementation plans in order to achieve the growth objectives. The
chosen generic strategy forms an overarching approach that constantly needs to be kept in
mind. Many growth plan applications will depend on the generic growth strategy chosen.

The reader will be reminded in the functional modules of the implications of the generic
strategy chosen as and when relevant.

Make an action plan for implementing
adopted growth strategies

Complete the Action Plan show on the next page. The Action Plan is useful when you
prepare your strategic growth plan where you can have a master action plan for all aspects
of your strategic management.
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STRATEGIC GROWTH PLAN

What you will learn in this chapter ...

After studymg this’chapter,‘ and completin
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1.

What is a strategic growth plan?

A strategic growth plan is a longer term business plan that sets out the business growth
objectives, as well as the main strategies to achieve those objectives.

This module has aimed at developing the ingredients of this growth plan. In this chapter,
the Growth Oriented Entrepreneur (GOE) will be enabled to complete the strategic growth
plan based on the previous chapters.

How the strategic growth plan will help the
business to expand

The strategic growth plan, once completed, will set the growth objectives for the business
for the coming years. The growth plan also sets the main strategic approach to achieve the
set objectives through a generic strategy. Having the strategic growth plan completed
means, that the business will have the main course identified to achieve its mission. The
strategic growth plan enables the entrepreneur to organise the business accordingly, to
commence with the preparation and implementation of functional growth plans and action
plans. Without the strategic growth plan, the business will not be able to set achievable
growth objectives, and to have a strategic approach to get there. In the same way, without
a strategic growth plan, there will be no structured effort to achieve growth. The strategic
growth plan, therefore, provides the required umbrella to structure the business functions,
and implement actions to achieve growth.
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Company Name:

STRATEGIC BUSINESS GROWTH PLAN

FOR THE PERIOD

/ / to / /
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3. How to design the strategic growth plan

The strategic growth plan is the most strategic part of the growth plan. The other functional parts will be developed on the basis of this
growth plan in the various functional modules.

The strategic growth plan consists of the following components:

STEEP Analysis

Five Forces Model analysis
SWOT analysis

Industry Key Success Factors L
Core competencies
Distinctive competencies
Competitive advantage
Vision

ental Analysis
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3.1 Environmental analysis, competenciesand Ty
Strategic advantage '

In chapter two of this module, you have conducted strategic environmental analysis. The objective of doing this analysis was to
identify your unique business strengths enabling you to position your business in the market in such a way that you should be able to
achieve your growth objectives. The analysis tools applied included:
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B Macro-environmental analysis: STEEP analysis
B Industry analysis: Five Forces Model analysis
B Matching external and internal analysis: SWOT analysis

Reprint in the following space provided the outcomes of your analysis work conducted.

PRODUCTS AND MARKETS

\%
Y4

\%
\%
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“STEEP” ANALYSIS FORM

Eactors

Y/

Conclusion
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Factors
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Factors
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Factors
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Factors
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“Five Forces” ANALYSIS FORM
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Key Points

Conclusion
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Key Points Conclusion
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Key Points Conclusion
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Key Points Conclusion
>
>
>
>
-
>
Ve
>
>
>

120



STRATEGIC MANAGEMENT

Drawing on the outcomes of the STEEP analysis and particularly the Five Forces Model analysis, you should now be able to
conclude on the Industry Key Success Factors for your industry:
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YOUR “SWOT” ANALYSIS FORM

The next step in your strategy development process is to conduct a SWOT analysis. Based on the steps outlined in the module, now
prepare or reprint your SWOT analysis below. Remember to prepare a long list, and then below mention the 4 most important
strengths, weaknesses, opportunities and threats. Recall also that only those aspects are important that affect your ability to
effectively compete in the market.

Strength eaknesses
»
»
»
»
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Opportunities oW -
>
>
>
>

Based on the above SWOT analysis, follow the steps outlines in section 3.3.4. to match your strengths and weaknesses with the
opportunities and threats. Formulate strategies where you observe a strong (positive or negative) relationship between the factors.
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Strengths Weaknesses
Internal 5
> Fe
> Ve
> Ve
External 5 5
Opportunities Possible strategies Possible strategies
; [ ] [ ]
[ ] [ ]
re * ¢
[ ] [ ]
5
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Threats Possible strategies Possible strategies
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L ] [ ]
-
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STRENGTHS AND WEAKNESSES OF YOUR MAIN COMPETITORS
COMPETITOR (1) NAME:

Strengths Weaknesses

A%
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STRENGTHS AND WEAKNESSES OF YOUR MAIN COMPETITORS
COMPETITOR (2) NAME:

Strengths Weknesses
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STRENGTHS AND WEAKNESSES OF YOUR MAIN COMPETITORS
- COMPETITOR (3) NAME:
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STRENGTHS AND WEAKNESSES OF YOUR MAIN COMPETITORS
' COMPETITOR (4) NAME:

Strengths Weaknesses
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STRENGTHS AND WEAKNESSES OF YOUR MAIN COMPETITORS
COMPETITOR (S) NAMES:

Strengths Weaknesses
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Having done the above analysis, you are now in a position to conclude on your core competencies. Your core competencies are your
main competitive strengths in the market. They can be derived from the strengths as you identified in the SWOT analysis. Section
3.3.5 lists types of core competencies to assist you in identifying yours.
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Having listed your core competencies, now assess which ones of these competencies you are significantly better at than your
competitors. - Be critical towards yourself. The areas in which you are particularly better than others are your distinctive
competencies.

> >
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» >
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Finally, now, compare the distinctive competencies of your business with the Key Industry Success Factors identified earlier. Those
distinctive competencies that are also Industry Key Success Factors are now your competitive advantages in the industry in which
you operate. These are treasures to be nurtured as they form the basis for successful growth.

Distinctive competencies: - @
@ My competitive advantages:

Key Industry Success Factors:
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3.2 Vision, mission, goals and objectives

The vision is your long term view of what your company is, and what you want to achieve with it. It is like a dream you have of your
company, which helps you to create leadership and the commitment to achieve life ambitions.

The vision could include:

What business the organization is in, (products, markets or technologies).
How things can be done better,

How it will go about the business as an organization,

What the organization’s ‘reason d’étre’ is ,

A state of being for the business in the longer run.

Draw your vision here based on the work undertaken in the Strategic Management Module.

THE STRATEGIC DIRECTION OF THE COMPANY
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The mission has a time span of 3-5 years, is more result-oriented and gives direction. It answers the basic questions:

What funttion(s) the organization performs?

For whom does the organization perform this function?
How does the organization go about filling this function?
Why does the organization exist?

It also has a future outlook of what it wants to achieve.

Draw here your mission on the basis of what you learned in this module.

THE STRATEGIC DIRECTION OF THE COMPANY
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Goals are defined open-ended statements of planned accomplishments. Goals are directly derived from the mission of the company.
Objectives are specific performance targets or results to be achieved within a certain time frame. Objectives convert the goals into
targeted results. Objectives can be longer term (approx. 3-4 years) and shorter term / functional (1-2 years) in nature. They can be
both quantitative and qualitative, but should always be measurable. The SMART principle applies.

Print below your goals, longer-term objectives and shorter-term objectives from section 2.3.3.

STRATEGIC OBJECTIVES FOR THE PLAN (REMEMBER: THEY SHOULD BE SMART OBJECTIVES)

Profitability Profitability Profitability
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Customer orientation

Productivity

Productivity

Productivity
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Internal structuring

Internal structuring

Internal structuring

Competitive position

Competitive position

Competitive position
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Physical and financial resources

Physical and financial resources

Physical and financial resources

Employee development

Employee development

Employee development
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Employee relations

Employee relations

Employee relations

Technology and innovation

Technology and innovation

Technology and innovation
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unctionak:

[ Public responsibility Public responsibility ]

3.3 Formulating a competitive strategy

Having identified your competitive advantage in the market, the next and last step is the identification of a generic strategy. The
generic strategy will help you to turn your strategy advantages into sustainable competitive advantages in the industry. The generic
strategy will ensure that your growth plans and action plans are designed such that you follow a specific strategy that ensures that
you build on your competitive advantages, and exploit your competitive edge to the maximum so as to achieve your growth
objectives.

The formulation consists of two steps. First, you may want to do an initial assessment of the generic strategies for your company.
This exercise is optional, but will allow you to understand the implications of each strategy for your business. Complete the last
column in the next box.
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FORMULATING A COMPETITIVE STRATEGY: OPTIONAL EXERCISE

,Underst00d to-mean: control of
; costs to achreve competmveness

fP|tfalls L
- -Technological:

1o fworkers .

'-Co‘::dmons

Low cost productron technologres
_ __Low wastage of matenals and labourtlme
“Low labour costs. i
: 'Cheap raw matenals forthe productlon process

breakthrough can open up ‘cost. '
-reductions; . i il
:;}gRrvals may find tt easy to |mltate Iow-cost methods

Differentiation strategy
Understood to mean productron of
goods or services that add value to
the needs:of the customer ‘

Condrtlons :
.= Gain:buyer loyalty to your brands

~ i brand;
.. |= Erectentry barriers and product umqueness -
-~} wiIncorporate features that raise the. performance of the.
- “Incorporate features that enhance buyer satrsfactron:
: 'Prtfalls
1. Trymg to. dlfferentrate on the basns of- somethrng that

- :-';l Setting price too hrgh relatrve to competrtors in: the,

i._ “Charging too: hrgh.a pnce premrum (the blgger the:.

' ;--:_ “Not' tdentrfymg/understandrng what buyers consrder as

= Create: a:buffer against strategies. of nvals when it
- resyltsin enhanced buyer loyalty to ar companys

. product; -

: ”,rn mtanglble ways.e. g. safety health

‘does not lower a buyer’s cost:or enhance a buyer’s: ‘
well-being; as'perceived by the buyer;” ' '

© same market;

. “premium; the harder it:is'to defend switching' costs)
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Focus/Nrche strategy
- Understood 'to mean targetrng
= specific ‘market  segment. wit
“the intention: of .‘meeting

i needs onasustainable bas

~..This can be both on the basis of
“low: costs: and ‘on- the: basrs of:
i Prtfalls : BN

Trai Rrvals will frnd ways of matchrng the specral quahtres,» '
- .offered by the focuser;
=i There may be a shiftin nrche buyers preferences o
- “An: erosion of drfferences across ‘buyer:segments
“Holowers. entry. bamers and: offers a wrndow of.
" opportunity for nvals i

_ ::drfferemratron FE

its

COndrtrons i ‘
““The segment rs brg enough to be proﬂtable
: The segment hasa good growth potential;

- competitors;
“The focusmg f rm  has: the skrlls and resources
 service the segment effectrvely

segment to attract- more. players leadmg to profrt‘-“
erosion.

Conclusion
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The second step is to formulate a generic strategy for your business following the steps outlined in section 4.3. List the four generic
strategies. Then, list all Key Industry Success Factors (KISF) for each generic strategy. Give points on a scale of 1-5 for those KISF’s
that are also your competitive advantages. Add up the points, discuss carefully and decide your generic strategy.

Low cost Strategy

Total score
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1 Differentiation strategy

Total score
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Cost Focus/ Niche
strategy

Total score
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Differentiation Focus/
Niche strategy

Total score
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Based on the above analysis, now make your final conclusions on the most appropriate growth strategy for your business. You may
refer to the example given in the Strategic Management Module.
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/ Congratulatlons' .

i :You have Completed your strateglc growth plan Thrs IS a mrlestone for the Iong term
i growth and expansron of your busmess - - o

You are now ready to proceed with the functional modules on: Strategic Marketing,
Strategic Human Resources Management and Strategrc Financial Management to
- prepare growth plans and actlon plans for your main busmess functions.
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MY ACTION PLAN
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MY ACTION PLAN
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GLOSSARY OF MANAGEMENT
TERMS USED IN THIS MANUAL

Its Meaning

is the set of forces out5|de the enterpnse that can affect tts
performance

is an activity that a company does, espectally well in companson to
other internal activities : : :

is a statement broadly outllnes what business you are.in, specrf‘es the 1
organization’s future direction, and how you will sattsfy the needs ofthe
customer

is something in the external environment of the:company and peyond
its control, and can have a positive effect on-the company tf rnvested
by usmg the strengths of the company L

is:an acronym for the followmg characterlstrcs of an objectlve

m  Specific
Measurable
- Achievable
Realistic
Ttmeframe for accomplrshment

isa summary for the macro- envlronmental foroes tha'

'm Socio-cultural

- Technological/Natural
Economic
Ecological

* Political/ Legal

is a continuous, interactive, cross-functional process aimed at keeping
an organization as a'whole appropriately matched to itS'envtr"onment; :

Is the comprehensuve plan that sets dlrectlon towards achlevement of
set goais and abjectives B i

is the process of bringing strategy into action. Strategy implementation
deals with the actions requnred to achleve set goals and objectrves i

it'an important capability.

IS somethmg a-company is good at donng or a characterrsttc that glves:
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lsanaoronym f'ori a cothoart)./:'sf:" '''''''''
m Strengths ’

m  Weaknesses

n Opportunmes

m Threats

is somethmg in the external enwronment of the company and’ beyond"
its‘control,:and: can ‘have a negative effect on ‘the company if not'
av0|ded or dealt W|th properly by the company :

is a term that encapsulates the organization s valuesand aspiratioh‘s‘ in:
the most general terms without specmc statemants about the strategles'
usad to attaln them P

is somethmg a company Iacks or does poorly |n companson to others'
ora condltlon that puts it at a dlsadvantage g 4
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