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Strategy versus Planning

Recent debates around strategy and plannmg have highhighted a miscon-
ception and confusion that exists in many organizations regarding the
two terms.” Miﬂlﬂ?t[‘gﬁ asserts that “strategie planmng’ 15 not “stratege
thinking”. He writes, “when companies understand the difference between
planning and strategic thinkimg, they can get back to what the strategy-
making process should be: capturning what the manager learns from all
sources (both the soft insights from his or her personal experiences and
the experiences of others throughout the organisation and the hard data
from market research and the hike) and then synthesising that learning
into a vision of the direction that the business should pursue.”

Similarly, Hamel' asserts that planning is about programming not
dscovenng, that strategy makmg must be democratic and 15 not the
sole preserve of senior managers. He wryly poses the question of how
often has the monarch led the uprising? Given the creative nature of the
strategy process, he notes that vou ‘cannot see the end from the begn-
nng’, a situation that 15 similar when embarking on developing an IS/1T
strategy.

Porter suggests many organizations have confused operational effec-
tiveness with strategy. While not rejecting the need for operational effec-
tiveness, he argues that it is a4 necessary but not a suflicient condition.
Operational effectiveness means performing similar activities better than
rivals perform them. In contrast, strategic positioning means performing
different activities from rivals’ or performing similar activities in different




e sfrategic thimking—creative, entrepreneunial insight into the ways the
enterprise could develop;

e strategic plannimg—systematc, comprehensive analysis to develop a
plan of action;

o opportunistic  decision maxing—ellective reaction to unexpected
threats and opportumties.
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THE STRATEGIC FRAMEWORK

Many of the analysis technmques of strategy formulation are used to focus
on a particular strategic 1ssue such as the analysis of competitors, the
strength of the existing portfolio of products or the relative merits of
different courses of action. However, there exists a far broader context
within which the techmques and tools are apphed. descnbed here as the
“strategic framework”. Any organization in Stages 3 and 4 of the above
model will need to consider most aspects of this framework to succeed.

The framework considers the factors involved in business strategc
management 1 three layers (see Figure 2.2):

¢ the external environment:

e pressure groups and stakeholders;
e nternal business strategiang and planning.
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Figure 2.2 A strategic framework
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A key issue of any strategy process is to determine the scope. Should it
cover the organrzaton as a whole, or should the organaton be con-
sidered 1n smaller, discrete parts where it may be more appropnate and
ecaswer o develop coherent strategies and plans? These organizational
components are often called “strateme business unmits” (SBUs). A
business umt can be defined as: a wair thar sells a distinct set of
products or services, serves a specific set of customers and competes with
a well-defined set of competitors.
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A key element 1n any business planning process 18 to set busmness or
organization objectives. These are usually described by reference to
profitability, growth, market share, customer satisfaction, new product
development, employment, soaal responsibility, ete.

Objectives are not simply plucked out of the air, but reflect the values
held by the organwzaton, by management and by major stakeholders.
These values are often expressed in terms of the ‘mission’ of the organ-
1zation, which 15 usually a statement of its long-term aims and purpose.

Objectives
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Sttuation Analysis

“Where we are now’ consists of two essential elements, one looking inside
the orgamization and one looking outside. The first concerns the current
strategy and an understanding of the enterprise’s strengths and weak-
nesses, This involves a thorough analysis of:

This type of analysis 15 often called SWOT (Strengths, Weak nesses,
Opportunities and Threats). Then, using more creative thinking (e.g.
brainstorming sessions) the enterprise searches for ways in which it can
use 1ts strengths to exploit opportumties, while addressmg 1ts weaknesses
and defending against threats.
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Figure 2.3 The realities of strategy development (ource: (. Jjohnson and
K. Scholes, Exploring Corporate Strategy, Frentice-Hall, Englewood Clifs, New
Jersey, 2002
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Table 2.1 Factors affecting the impact of competitive forces

New entranis will be inhilrired by

L]

- 88 88 8

capital reguirements;

patents and specialist skills required;

distribution channels availahls;

achieved required economies of scale and resultant cost advantapes;
number and size of existing rivals and intensity of competition;
differentiation and brand establishment/lovalty;

A00235 10 raw materials/critical resources, etc.

Substitute producis/services {implies achieving a higher priority for cusiomer
spend )

-
-
-

customer awarenass of needs and means of satisfaction;
customer sensitivity to value for money and ability to compare;
existing lovalty of customers—impact of ‘industry” promotion;
ability to differentiate products, etc.

Competitive rivaley will be inrensified by

-

LI B B

market growth slow {or in decline);

small number of similar sized competitors dominate;
high fixed costs and/or high exit barriers for all rivals;
overcapacity, and/or capacity increments are large units;
commaodity-like, undifferentiated products, etc.

Buyers” power wild be increased by

-

- 8 "8

concentrated few buvers making high volume and/or high valee of pur-
chases;

low switching costs across suppliers;

price sensitive and many alternative sources of supply;

weak brand identities, products not differentiated,

buyvers capable of backward integration due to low ‘entry” costs, etc.

Suppliers” power will be increased by

few suppliers—high switching costs for rivals and suppliers deal with many
small customers;

potential substitute supplier/resources not easily available;

supplied goods make wp large part of firms® costs;

suppliers capable of forward integration or bypass to customers, etc.
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Table 2.2 Chamactenstics of genenic strategies

Creneric strafegy

Cownrnondy reguired
seifls and resources

Cowrnon organizalional
reguirene s

Owerall cost leadership

Differentiation

Sustained capital
investment and access
to capital

Process engineering skills

Intense supervision of
labour

Strong marketing abilities
and creative flair

Product-engineering skills

Strong capability in basic
research

Corporate reputation for
guality or technological
leadership

Strong cooperation from
distribution channels

Tight cost control,
frequent, detailed control
reports

Structured organization
and responsibilities

Incentives hased on
mesting strict
quantitative tarpets

Strong coordination
among functions in
R&D, product
development, and
marketing

Subjective measurement
and incentives instead of
quantitative measures
(market-based

incentives)

Amenities to atiract
highly-skilled labour or
creative people

Looser, more trusting
organizational
relationships
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1. How can/cowld IS/IT affect the natwre and value of the product or
service and ity fife cvele!?

2. How can/cowld IS/IT affect the demand for products and services,
segment markets more effectively, extend them geographically, or
provide new distribution channels to reach the market!

3. How can IS/IT affect the cost base of the key processes in the mdustry
or change the balance w the trade-off between flexibility and standar-
dization!
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Table 2.3 The airline industry:

how I54T has affected competitive forces

34

sk

Lh

How can I5/IT huild barriers
o eniry?

How can ISIIT build in
switching costs for customers?

How can IS/IT change the
bagis of competition”

How can [50T change the
balarice of power in supplier|
cuis foer relaiionship?

How can I50T penerate new
prroducis services?

By increasing [T entry cost for reservation
avatems (£20m+)

By tying in distribution channels (travel
apencies)

By sharing capacity and ticketing costs via
alliances and integrated systems

By linking purchasing and remittance
syatems to reduce overheads of customer

Discount/volume packapes to discourape
piecemeal purchase

Lower costs: optimize vield per aircraft

Differentiate service: reconfiguring aircraft
due to demand

Miche/focus service into high vield sectors
{e.g. business travel)

Low-cost/low-price ‘no frills” service with
online direct booking, bypassing agents

Apent is constantly aware of seat
availability of competing airlines

Adrline can readily promote unsold capacity
via chosen agents or direct to customers via
online booking with variable pricing based
on sales patierns

Integrated travel package to high mileage
business customers, bypassing apencies

Mew routes/schedules to cater for demand

Dr. Jamshid Nazemi , SIS
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Table 2.4 Impact of competitive forces and potential IS4T opportunities Gouroe:
adapted from | Cash, ‘Tnterorganizational systems: An information society oppor-
tunity or theeat®, The Information Society, Vol 3 No. 3, 1988, 98-1 100

Key force impacting
the indusiry

Business implications

Porential IS/IT effects

Threat of new entrants

Buver power high

Supplier power high

Substitute products
threatenad

Intense competition
from rivals

Additional capacity
Reduced prices
Mew basis for competition

Forces prices down
Demand higher quality
Regquire service flexibility
Encourage competition

Raises prices/costs
Reduced quality of supply
Reduced availability

Limits potential market
and profit
Price ceilings

Price competition

Product development
Distribution and service
critical

Customer lovalty required

Provide entry barriers/

reduce access by
exploiting existing
economies of scale
differentiate
products/services
control distribution
channels
sepment markets

Differentiate products/
services and improve
price/performance
Increase switching costs,
of buyers

Facilitate buyer product
selection

Supplier sourcing
systems

Extended guality control
into suppliers

Forward planning with
supplier

lmprove price/
performance

Redefine products and
services to increase value
Redefine market
segments

Improve price,
performance
Differentiate products
and servicas in
distribution channel
and to consumer

(et closer to the
end-consumer
understand the
requirements
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The role of IS/IT in enabling and supporting each of the fundamental
genenc strategies—low cost and differentiation—will be considered first.
The essential business characteristics of these two strategies were de-
scribed in Table 2.2,

BUSIMESS STRATEGY

Economic EXTERNALLY DRIVEN Stakehaldar
environment demands
1. Dperational
excellance?
Markst 2. Customer
requirsmants ’ intimacy? *— Resources
3. Product
lzadership?
Competiton - - ;
INTERNALLY DRIVEN Competencies

Figure 2.9 Forces that shape strategy
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