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SECTION -B: STRATEGIC MANAGEMENT
Question No. 6 is compulsory
Answer any four questions from the rest.
Question 6

ABC Ltd. is a beverage manufacturing company. It chiefly manufactures soft drinks. The
products are priced on the lower side which has made the company a leader in the business.
Currently it is holding 35 percent market share. The R & D of company developed a formula for
manufacturing sugar free beverages. On successful trial and approval by the competent
authorities, company was granted to manufacture sugar free beverages. This company is the
pioneer to launch sugar free beverages which are sold at a relatively higher price. This new
product has been accepted widely by a class of customers. These products have proved
profitable for the company. Identify the strategy employed by the company ABC Ltd. and
mention what measures could be adopted by the company to achieve the employed strategy.

(5 Marks)
Answer

According to Porter, strategies allow organizations to gain competitive advantage from three
different bases: cost leadership, differentiation, and focus. Porter called these base generic
strategies.

ABC Ltd. has opted Differentiation Strategy. The company has invested huge amountin R &
D and developed a formula for manufacturing sugar free beverages to give the customer value
and quality. They are pioneer and serve specific customer needs that are not met by other
companies in the industry. The new product has been accepted by a class of customers.
Differentiated and unique sugar free beverages enable ABC Ltd. to charge relatively higher
for its products hence making higher profits and maintain its competitive position in the market.

Sugar free beverage of ABC Ltd. is being accepted widely by a class of customers.
Differentiation strategy is aimed at broad mass market and involves the creation of a product or
service that is perceived by the customers as unique. The uniqueness can be associated with
product design, brand image, features, technology, and dealer network or customer service.

Achieving Differentiation Strategy
To achieve differentiation, following strategies are generally adopted by an organization:

—_

Offer utility to the customers and match products with their tastes and preferences.
2. Elevate/Improve performance of the product.

3. Offer the high-quality product/service for buyer satisfaction.

4. Rapid product innovation to keep up with dynamic environment.
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5. Taking steps for enhancing brand image and brand value.
6. Fixing product prices based on the unique features of product and buying capacity of the

customer.
Question 7
(a) Draw 'Divisional Structure' with the help of a diagram. Also, give advantages and
disadvantages of this structure in brief. (5 Marks)
(b) What is strategic control? Kindly explain the statement that "premise control is a tool for
systematic and continuous monitoring of the environment”. (5 Marks)
Answer

(a) Divisional structure is that organizational structure which is based on extensive delegation
of authority and built on division basis. The divisional structure can be organized in one of
the four ways: by geographic area, by product or service, by customer, or by process. With
a divisional structure, functional activities are performed both centrally and in each division

separately.
Chief Executive
Corporate Finance Corporate Legal/PR
General Mana_c[;er Division A General Malmager Division B
Marketing Marketing
Production Production
Personnel Personnel

Figure: Divisional Structure
Advantages of divisional structure

e Accountability is clear: Divisional managers can be held responsible for sales and
profit levels. Because a divisional structure is based on extensive delegation of
authority, managers and employees can easily see the results of their good or bad
performances and thus their morale is high.

e Other advantages: It creates career development opportunities for managers, allows
local control of local situations, leads to a competitive climate within an organization,
and allows new businesses and products to be added easily.
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Disadvantages of divisional structure

e Higher cost: Owing to following reasons: (i). requires qualified functional specialist
at different divisions and needed centrally (at headquarters); (ii). It requires an
elaborate, headquarters —driven control system.

o Conflicts between divisional managers: Certain regions, products, or customers
may sometimes receive special treatment, and it may be difficult to maintain
consistent, company-wide practices.

(b) Strategic Control

Strategic control is the process of evaluating formulated and implemented strategy. It
is directed towards identifying changes in the internal and external environments of the
organization and making necessary adjustments accordingly.

Strategic Control focuses on the dual questions of whether: (1) the strategy is being
implemented as planned; and (2) the results produced by the strategy are those intended.

Yes, Premise control is a tool for systematic and continuous monitoring of the
environment to verify the validity and accuracy of the premises on which the strategy has
been built. It primarily involves monitoring two types of factors:

(i) Environmental factors such as economic (inflation, liquidity, interest rates),
technology, social and legal-regulatory.

(i)  Industry factors such as competitors, suppliers, substitutes.

It is neither feasible nor desirable to control all types of premises in the same manner.
Different premises may require different amount of control. Thus, managers are required
to select those premises that are likely to change and would severely impact the functioning
of the organization and its strategy.

Question 8

(a) Discuss the guidelines for selection of Research & Development expertise by an
organization. (5 Marks)

(b)  Why companies should go global? Mention any five reasons. (5 Marks)

Answer

(a) A critical question is whether a firm should develop research and development expertise
internally or outside to external agencies. The answer to this critical question mainly
depends on rate of technology progress and rate of market growth. The following
guidelines can be used to help make this decision:

¢ If the rate of technical progress is slow, the rate of market growth is moderate,
and there are significant barriers to possible new entrants, then in-house R&D is the
preferred solution. The reason is that R&D, if successful, will result in a temporary
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product or process monopoly that the company can exploit.

If technology is changing rapidly and the market is growing slowly, then a major
effort in R&D may be very risky, because it may lead to the development of an
ultimately obsolete technology or one for which there is no market.

If technology is changing slowly but the market is growing quickly, there
generally is not enough time for in-house development. The prescribed approach is
to obtain R&D expertise on an exclusive or non-exclusive basis from an outside
firm.

If both technical progress and market growth are fast, R&D expertise should be
obtained through acquisition of a well-established firm in the industry.

(b) There are several reasons why companies go global. These are discussed as
follows:

One reason could be the rapid shrinking of time and distance across the globe -
thanks to faster communication, speedier transportation, growing financial flows and
rapid technological changes.

It is being realized that the domestic markets are no longer adequate and rich.
Companies globalize to take advantage of opportunities available elsewhere.

A new product may gradually get acceptance and grow locally and then globally.
This may initially be in form of exports and then later production facilities may begin
in other countries.

Organizations may go global to take advantage of cheaper raw material and
labour costs.

Companies often set up overseas plants to reduce high transportation costs.

The motivation to go global in high-tech industries is slightly different. Companies
in electronics and telecommunications must spend large sums on research and
development for new products and thus may be compelled to seek ways to improve
sales volume to support high overhead expenses.

The companies may also go global to take advantage of local taxation laws.

To form strategic alliances to ward off economic and technological threats and
leverage their respective comparative and competitive advantages.

Question 9

(a) State the factors of human resource that have a strong influence on employee competence.

(5 Marks)

(b) What is strategic vision? Describe the essentials of strategic vision. (5 Marks)
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Answer

(a) Human resource management has been accepted as a strategic partner in the
formulation of organization’s strategies and in the implementation of such strategies
through human resource planning, employment, training, appraisal and reward systems.
The following points should be kept in mind as they can have a strong influence on
employee competence:

1. Recruitment and selection: The workforce will be more competent if a firm can
successfully identify, attract, and select highly competent applicants.

2. Training: The workforce will be more competent if employees are well trained to
perform their jobs properly.

3. Appraisal of performance: The performance appraisal is to identify any performance
deficiencies experienced by employees due to lack of competence. Such deficiencies,
once identified, can often be solved through counseling, coaching or training.

4. Compensation: A firm can usually increase the competency of its workforce by
offering pay, benefits and rewards that are not only attractive than those of their
competitors but also recognizes merit.

(b) Strategic Vision

A strategic vision is a roadmap of a company’s future — providing specifics about
technology and customer focus, the geographic and product markets to be pursued, the
capabilities it plans to develop, and the kind of company that management is trying to
create. It helps the company to answer the question “where we are to go” and provides
a convincing rationale for why this makes good business sense for the company.

A strategic vision delineates organization’s aspirations for the business, providing a
panoramic view of the position where the organization is going. A strategic vision points
an organization in a particular direction, charts a strategic path for it to follow in preparing
for the future, and molds organizational identity.

Essentials of a strategic vision

¢ The entrepreneurial challenge in developing a strategic vision is to think creatively
about how to prepare a company for the future.

¢ Forming a strategic vision is an exercise in intelligent entrepreneurship.

¢ A well-articulated strategic vision creates enthusiasm among the members of the
organization.

¢ The best-worded vision statement clearly illuminates the direction in which
organization is headed.
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Question 10

(a) "There is a need for Strategic Management for government and medical organization too."
Comments. (5 Marks)

(b) Briefly describe the meaning of divestment and liquidation strategy and establish difference
between the two.

OR

Write a short note on requirement of strategy audit. What are the basic activities of
strategic audit? (5 Marks)

Answer

(a) Need for strategic management for government and medical organization

Yes, there is a need of strategic management for government and medical organizations
like the commercial organizations because optimum utilization of resources in view of their
scarcity, good strategy formulation and its effective implementation & proper monitoring is
needed equally in both types of organizations.

Organizations can be classified as commercial and non-commercial on the basis of the
interest they have. Typically, a government or medical organization may function without
any commercial objectives. A commercial organization has profit as its main aim. We can
find many organizations around us, which do not have any commercial objective of making
profits. Their genesis may be for social, charitable, or educational purposes.

The strategic-management process is being used effectively by countless non-profit
governmental organizations. Many non-profit and governmental organizations
outperform private firms and corporations on innovativeness, motivation, productivity, and
human resource.

Compared to for-profit firms, non-profit and governmental organizations often function as
a monopoly, produce a product or service that offers little or no measurability of
performance, and are totally dependent on outside financing. Especially for these
organizations, strategic management provides an excellent vehicle for developing
and justifying requests for needed financial support.

Government Organizations: Central, state, municipal agencies, public sector units,
department are responsible for formulating, implementing and evaluating strategies that
use taxpayers’ money in the most cost-effective way to provide services and programs.
Therefore, strategic management concepts are required for them.

Medical Organizations: Modern hospitals quite often are using strategic management for
creating new strategy and implementing properly for diagnosis and treatment of different
diseases at lower price. Forward and Backward integration strategies are also required in
hospitals for providing better services at lower cost.
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(b) Divestment strategy involves the sale or liquidation of a portion of business, or a
major division, profit centre or SBU. Divestment is usually a part of rehabilitation or
restructuring plan and is adopted when a turnaround has been attempted but has proved

to be unsuccessful.

Liquidation strategy is a retrenchment strategy considered the most extreme and
unattractive strategy, which involves closing down a firm and selling its assets.

Difference between Divestment strategy and Liquidation strategy:

Basis of Difference

Divestment Strategy

Liquidation Strategy

Meaning

Divestment strategy involves
sale or liquidation of a
portion of business.

Liquidation strategy
involves closing down a
firm and selling its
business.

Policy option

Divestment is usually a part of
rehabilitation or
restructuring plan and is
adopted when a turnaround
has been attempted but has
proved to be unsuccessful.
Option of a turnaround may
even be ignored if it is obvious
that divestment is the only
answer.

Liquidation becomes only
option in case of severe
and critical conditions
where either turnaround or
divestment are not seen as
solution or have been
attempted but failed.

Purpose

Efforts are made for survival
of the organization.

Liquidation as a form of
retrenchment strategy is
unattractive and considered
as the last resort.

Consequences

Survival of organization helps
in retaining personnel, at
least to some extent.

There is loss  of
employment and
opportunities with stigma
of failure.

Need of Strategy Audit

Or

A strategy audit is an examination and evaluation of areas affected by the operation of a
strategic management process within an organization.

A strategy audit is required under the following conditions:

¢ When the performance indicators reflect that a strategy is not working properly or
is not producing desired outcomes.
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+ When the goals and objectives of the strategy are not being accomplished.
+ When a major change takes place in the external environment of the organization.
¢ When the top management plans:

(@) To fine-tune the existing strategies and introduce new strategies; and

(b) To ensure that a strategy that has worked in the past continues to be in-tune
with subtle internal and external changes that may have occurred since the
formulation of strategies.

Adequate and timely feedback is the cornerstone of effective strategy audit. Strategy audit
can be no better than the information on which it is based.

Strategy Audit includes three basic activities:

1. Examining the underlying bases of a firm’s strategy,

2. Comparing expected results with actual results, and

3. Taking corrective actions to ensure that performance conforms to plans.
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