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Defining the Business: The First Element in Setting Direction
The components of strategic management are:
1) - defining the organization’s business and strategic mission;
2) - establishing strategic objectives and performance targets;
3) - formulating a strategy to achieve targeted objectives;
4) - strategy implementation and execution;
5) - evaluating strategic performance and making corrective adjustments.
Defining the business is the most important component in strategic management. Organizational direction-setting should always begin with a clear concept and vision of what business the organization is. In order to establish the business, the following issues must be defined:

-
Should the enterprise concentrate on a single business or should it be diversified?

-
If managers opt for diversification, should the enterprise’s several lines of business be related or unrelated?

-
What products, technologies, and industries does the enterprise need to have a stake in and why?

-
What needs of which customer groups should the organization try to satisfy?

Normally, how an organization answers “Who are we and where are we headed?” is a function of past experiences, the specifics of its present situation, the outlook if it continues to do just what it is doing now, opportunities and threats on the horizon.

To the question, “What is our business and what will it be?” can be answered in eight ways:

1. In terms of the products or services being provided (a local fire department may view its business as the fire-fighting and fire-prevention business);
2. In terms of the principal ingredient in a line of products (for example, paper companies can use the same machines to produce a variety of paper products – newsprint, stationary, notebook paper, and silk printing papers; however they see themselves as being in the paper business because they  can  vary production);
3. In terms of the technology that spawns the product (General Electric’s thousands of products have sprung from the technology of electricity);
4. In terms of the customer groups being served (General Motors has long seen itself as being a full-line car manufacturer, with models to fit every purse and lifestyle);
5. In terms of the customer needs and wants being met (The educational program offerings of a two-year community college are intended to meet a different set of students needs than are the programs of a major state university);
6. In terms of the scope of activities within an industry. Organizations may be:
a) Highly specialized – their mission is to perform a limited service   or function to fill a particular industry niche;

b) Fully integrated – participating in every aspect of the industry’s production chain;

c) Partially integrated - participating only in selected stages of the industry.

7. In terms of creating a diversified enterprise that engages in a group of related businesses (Procter & Gamble lineup of products includes: cakes, coffee, laundry detergent, toothpaste, shampoo, vegetable oil, soap, tissues – all different businesses with different competitors and different manufacturing techniques).

8. In terms of creating a multi-industry portfolio of unrelated business (In this case, the considerations taken into account are opportunism and a belief in growth via diversification; the different business are linked in terms of customer needs, customer groups and technology).

Defining the business and establishing the strategic mission depicts an organization’s character, identity and scope of activity.
“What is our business?”
Peter Drucker, a widely respected authority on managing, argues that when the concept of an organization's business is not thought through and spelled out clearly, the enterprise lacks a solid foundation for establishing realistic objectives, strategies, plans and work assignments. He sustains that every business definition needs to be grounded in how enterprise intends to "create a customer". 

The three dimensions of defining "What is our business?"
Derek Abell, the founding president of ESMT European School of Management and Technology and Professor emeritus, defines a business in terms of three dimensions:

1. customer groups, or who is being satisfied;

2. customer needs, or what is being satisfied;

3. technologies, or how customer needs are satisfied.

The products offered and the markets served are results of choices about whom to satisfy, what to satisfy, and how to produce the satisfaction; the specific combination of these three choices really comprises the answer to “what is our business?”.

"What will our business be?"
Nowadays, managers need to take into account not only the answers of the question “What is our business?” but also to the question: “What will it be?”. In the best-run organizations, the senior management major task is to shape the organization’s future,  thinking deeply about where the organization is at the present moment and where it needs to be headed, what it should and should not be doing and for whom, and when it is time to shift to a new direction and to refine the business.

The Importance of a Clear Mission and Future Direction 
In practice, many statements of “who we are, what we do, and where we are headed” have both broad and narrow connotations. They can be broad in the sense of embracing several distinct types of products, industries, customer groups, technologies, and needs to be served, yet narrow in the sense of limiting the scope of the organization’s activities to an understandable, meaningful arena. Consider the following definitions of scope: 

· broad definition: home entertainment, furniture, travel and tourism, air transportation;
· narrow definition: stereo equipment, upholstered chair manufacturing, luxury hotel, commuter airline.
Distinction between broad and narrow is relative. Overly narrow business definitions carry the risk that management’s peripheral vision will be unduly restricted and important strategic threats or opportunities in nearby markets may be overlooked. On the other hand, broadly defining an organization’s strategic mission in language with high “fog intensity” can obscure the essential character and present or future operating scope of the enterprise.

The managerial value of a clear mission statement is in crystallizing the firm’s long-term direction and in steering entrepreneurial decision into a coherent pattern. Managers don’t have a clear vision of what the organization is trying to do and to become; their decisions and actions are likely to blockade the path ahead as to clear it.
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