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Formulating strategy: The third element in setting direction

             In almost every instance, managers have choices about which path to take in achieving strategic objectives, as the old adage goes “There’s more than one way to skin a cat”. Strategy is the trajectory toward the bull’s eye (the target objective) and is made up of the entrepreneurial, competitive and functional area approaches management intends to employ in positioning the enterprise and in managing its overall portfolio of activities. Because each organization’s situation is unique, strategy tends to be custom tailored by management to fit all of the relevant internal and external circumstances that make up this situation. And because an organization’s circumstances change, its strategy is always evolving as managers either fine-tune or overhaul the ways they try to achieve strategic objectives.

The Levels of Strategy

            There is an accompanying rationale for developing a strategic game plan at each level of management to achieve the objectives set at that level. So, corporate-level objectives underline the formation of corporate-level strategy, functional area objectives underline the formation of functional area support strategy, line-of-business objectives underline the formation of line-of-business strategy or business strategy, and, departmental and field unit objectives underline the formation of operating –level strategy. 

Corporate-Level Strategy

            Is senior management’s game plan for directing and running the organization as a whole. The task of developing a corporate strategy has three elements:
1. Developing plans for managing the scope and mix of the firms’ various activities in order to improve corporate performance.

2. Providing for coordination among different businesses in the portfolio.

3. Establishing investment priorities and allocating corporate resources across the company’s different activities.

The portfolio management actions are strategically important because they determine the organization’s business positions. These are a combination of offensive moves (to pursue opportunities and build new or stronger business positions) and defensive moves (to protect existing positions against emerging threats).
The second element of corporate strategy is an important headquarters task because it is through coordination of the interrelated activities of the corporation’s different business units that a corporate-level competitive advantage can be created. Horizontal coordination enhances cross-fertilization of skills, proprietary know-how and technology.

The third element of corporate-level strategy –controlling the pattern of corporate resource allocation – is crucial because the number of “worthy projects” and “can’t miss” opportunities may entail capital requirements that exceed the available dollars.

In diversified firms, developing a corporate strategy is chiefly an exercise in deciding how to build and manage the corporate portfolio of business. The strategic challenge is to get high sustained performances out of a multi-industry mix of business activities, some or many of which have nothing in common. So, corporate managers have to think strategically about what new business to enter, how much and what kind of diversification to pursue whether to sell off or close down any existing activities.
The specific responsibilities of corporate-level managers include:

· Managing the scope and mix of businesses the corporation is in;

· Establishing corporate-level strategic objectives and financial performance targets;

· Deciding what general strategic theme will be used;

· Deciding what role each business unit will play in the portfolio;

· Striving to produce a corporate-based competitive advantage;

· Maintaining a capacity to intervene should a business unit’s strategic performance go awry;

· Reviewing the major strategic actions of subordinate managers;

· Controlling the pattern of corporate resource allocation.

Line-of-Business Strategy

Is the managerial action plan for directing and running  a particular business unit. Business strategy deals with:
· What the role or thrust of each key functional area will be in building a competitive advantage;
· How the enterprise intends to compete in that specific business;

· Developing responses to changing industry and competitive conditions;

· Controlling the pattern of resource allocation within the business unit.

· The primary element of line-of-business strategy is how to make the company entrepreneurially and competitively effective in the marketplace. Questions to consider include: what sort of competitive edge to strive for; which customer groups to go after; how to “position” the business in the marketplace vis-à-vis rivals; what product services attributes to emphasize in appealing to customers for their patronage.

Often the internal key to good business strategy concerns the development and use of a strategy-supportive distinctive competence. The term distinctive competence refers to a skill or activity that a firm does especially well in comparison to the rival firms (which can be an aspect relating creation, production or marketing the firm’s product or services). For a single-business enterprise, corporate strategy and business strategy became one and the same, except when a single-business firm begins to contemplate diversification. The distinction between corporate and business strategy is mainly relevant for firms that are sufficiently diversified to have divisional units competing in two or more different industries.
The strategy formulation role of the manager in charge of a business usually includes:

· Making sure that the proposed strategic plan for the business adequately supports achievement of corporate strategic objectives and is consistent with corporate strategy themes;

· Serving as chief strategist, evaluating alternative strategies and making strategy decisions;

· Seeing that the various functional area support strategies are coordinated in ways that promote achieving an attractive competitive advantage;

· Controlling the pattern of resource allocation within the business;

· Keeping higher-level management informed of market changes, deviations from plan, and potential business strategy revisions.

Functional Area Support Strategy
Is the action plan for managing the principal subordinate activities within a business.  There is a functional area support strategy for each part of the business: production, marketing, finance, human resources, and so on. Its role is to flesh out the business plan, giving it more substance, completeness and concrete meaning as applied to a specific part of the business, they explicitly indicate the contribution of each major sub-activity in the business to the overall business strategy. When all of the principal activities within a single business, particularly the activities crucial to successful strategy execution, are integrated and exhibit a consistent fit, the whole strategy obtains added power.

If developing line-of-business strategy is the responsibility of the general manager of the business unit, the task of working out the details of functional area support strategy is typically delegated by the business-level manager to the functional area heads. And just as the business-level manager is obliged to establish a set of business-unit objectives and a business strategy that is deemed by corporate management to contribute adequately toward corporate-level performance objectives, functional area managers are typically delegated a lead role in establishing functional area performance objectives and strategies that will help accomplish business level objectives and strategy, so, functional area strategies and objectives are subject to the approval of the business manager.
Operating Level Strategy

Operating-level strategies refer to how departmental and supervisory-level managers intend to carry out the fine details of functional area support strategies.

The logic of the operating-level strategy flows directly from a higher-order strategic requirement, and that the operating strategy was handled by the managers in charge of carrying out the day-to-day details of specific functional activities. Ideally, corporate strategy, business strategy, functional area support strategy, and operating-level strategy are developed in sufficient detail that each manager in the organization has a confident understanding of how to manage his or her area of responsibility in accordance with the total organizationwide game plan. This is why, many layers of strategy are typically needed (especially in large, diversified organizations), with each layer being progressively narrower in focus and more explicit about the actions to be taken and the programs to be initiated.
Coordination of the Levels of Strategy

Coordination is essential. A strategy is well formulated when its separate pieces and layers are consistent and interlock smoothly like a jigsaw puzzle. The power of business-level strategy is enhanced when functional area and operating level strategies are matched and fitted to each other, to form a unified-clearly, manufacturing strategy, marketing strategy, financial strategy, and so on cannot go off on independent courses. In a multi-business enterprise, welding diverse business-level strategies together in some coherent fashion increases the power of corporate strategy. 

In conclusion, we may say that the organization’s strategic plan is the sum total of the directional actions and decisions it must make in trying to accomplish its objectives- in effect, a collection of strategies.

These strategies from a hierarchical network encompassing the broad ranging to the very specific, and they are linked together by analysis and soul-searching as well as by an interactive, iterative process of negotiation and agreement on objectives, approaches, and constraints.

Table 1.

The Strategy-Making Hierarchy: Who Has Primary             Responsibility for What Kind of Strategic Actions

	Corporate strategy
	CEO, other key executives

(decisions are typically reviewed, approved by board of directors)

	Line-of-business strategy
	General manager/head of business unit

(decisions are typically reviewed/ approved by senior corporate executive, usually CEO)

	Functional area support strategy
	Functional area heads

(decisions are typically reviewed/approved by business unit head)

	Operating-level strategy
	Department heads/field unit heads/lower-level managers within functional area

(decisions are often made after consultations with lateral peers in closely related areas and are reviewed/approved by functional area head)



                               QUESTIONS and Answers (REF 6):
   1.    Name the elements of the task of developing a corporate strategy: 
a)Developing plans for managing the scope and mix of the firms’ various activities in order to improve corporate performance.

b)Providing for coordination among different businesses in the portfolio.

c)Establishing investment priorities and allocating corporate resources across the company’s different activities.
2.   Which is the primary element of line-of-business strategy?

The primary element of line-of-business strategy is how to make the company entrepreneurially and competitively effective in the marketplace. Questions to consider include: what sort of competitive edge to strive for; which customer groups to go after; how to “position” the business in the marketplace vis-à-vis rivals; what product services attributes to emphasize in appealing to customers for their patronage.
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