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Preface


Formal strategic planning with its modern design characteristics was first introduced in business firms in the mid-1950s. At the time, it was essentially the largest companies that developed formal strategic planning systems—they were called long-range planning systems. Since then formal strategic planning has matured until virtually all large companies around the world have some sort of system and an increasing number of smaller companies are following the example of the larger companies.

This experience has produced a vast and important body of knowledge about strategic planning. The purpose of this book is to capture the essence of that experience. More precisely, this book seeks to describe in simple and succinct language the fundamental concepts, facts, ideas, processes, and procedures about strategic planning that every manager—at all levels—should know.

The idea that every manager should have a basic understanding of both the concept and the practice of formal strategic planning rests on a number of observations about management and success in business. One is that strategic planning is inextricably interwoven with the entire process of management. Thus, all managers must understand the nature of strategic planning and how to do it. Also, except in comparatively few companies that will be discussed in the book, every company that does not have some sort of formality in its strategic planning system is courting eventual disaster. Some managers have such distorted conceptions of strategic planning that they are repelled by the thought of trying to do it. Others have such fuzzy concepts of what it is that they see it as being of no help to them. Some are ignorant of the potentialities of the process for them and their companies. Some have a little understanding of strategic planning but not really enough to convince them they should be doing it. This book is designed to provide such managers with a reasonably complete, pragmatic, concrete, and clear understanding of what strategic planning is, how to organize to do it, how to do it, and how to implement it.

The main focus of this book is on experience with formal strategic planning in the business world. It is my belief that most of the lessons of this experience have applicability to strategic planning in the not-for-profit sector. Chapter 21 deals directly with this subject. Some lessons of experience with business planning are also applicable to personal planning, whether it be lifetime planning or career planning. This subject is treated in Chapter 20.

Since this book is a succinct state of the art of strategic planning it cannot cover in detail many aspects of the field. To aid those who read this book and want more information than it contains many references have been noted.

I have tried to make it easy for both the busy executive, as well as the general reader, to get a quick overview of the contents and essence of the book by presenting at the beginning of each chapter a short introductory statement of contents and at the end of each chapter a concluding summary and guidelines for action.

It is my firm conviction that a manager need not be an expert in every discipline touching upon the strategic planning process. I do think, however, that every manager should be able to identify those major elements, methods, and practices of disciplines that affect his or her area of planning and should have at least a conceptual understanding, as compared with a specialist’s knowledge, of them. This book is designed to help managers meet this need.

The book does not include a technical discussion of the many advanced methods that may be employed in strategic planning; for example, computer based forecasting models. Ample references are given for those interested in learning more about such subjects. Yet, the book does set forth in Chapter 15 what managers should know about these analytical tools and comments are scattered throughout the book about them.

Rarely have I found a planning system, no matter how successful it has been in helping managers, that is completely satisfactory to all managers in an organization. It is my belief that even managers in companies with mature and developed planning systems may find valuable guidelines in this book to improve their systems.

This book is based heavily on the experience of many companies with formal strategic planning. Throughout the book, however, I have generally avoided identifying a particular company with a particular planning practice. The reason is that companies are constantly changing their planning procedures and what is true of their practice today may not be so tomorrow. Hence, to avoid any misunderstandings I have not made a practice of relating companies to specific planning activities. Various charts in this book were prepared by Ms. Rebel Bubenas.

GEORGE A. STEINER





I Nature and Importance of Strategic Planning








1 Strategic Management and Strategie Planning


Strategic planning is inextricably interwoven into the entire fabric of management; it is not something separate and distinct from the process of management. This point is underscored in this chapter. Also discussed is the shifting focus of management from operations to strategy. Finally, attention is given to the different fundamental approaches to strategic planning that can support management decisionmaking.

The Managerial Task and Planning

Years ago when my colleagues and I were “selling” what at that time was called long-range planning and what I now call strategic planning, we spoke of it as a valuable new tool for man agement, a major new technique to help managers. I no longer speak of it this way. Strategic planning is inextricably interwoven into the entire fabric of management.

Several years ago, The Conference Board interviewed inten sively fifty chief executives about their roles in planning. The first overarching frame of reference most executives articulated was that “planning cannot be usefully distinguished from the rest of the management process….

The researchers summarized the view of the executives in this way: planning cannot be disentangled from such management functions as organizing, directing, motivating, and controlling.

Although it is acknowledged that each of these functions or ele ments can be formally defined and contrasted with one another, in terms of the chief executive’s daily, weekly, even annual routine it is not realistic from his point of view to break up his job into parts and examine each as a discrete phenomenon. For his role as planner is meshed with his role as organizer, director, and so on, in a seamless web of management; for instance, the thought he de votes to what might be termed planning questions, and decisions he makes about them, have implications for his exercise of con trol; and vice versa. It is the whole of his job that must be looked at, the interaction of the elements of the management process rather than the individual elements.1

The Conference Board survey was concerned with chief execu tive officers, but the conclusion is applicable to all managers. I believe that no manager is fully discharging his or her2 responsibil ity when strategic planning is neglected. Strategic planning is a function and responsibility of all managers at all levels in an organi zation. It is obvious, however, that the planning responsibilities of managers will vary significantly among types of organizations and different organizational levels.

Strategic Management, Operational Management, and Strategic Planning

To oversimplify, there are two types of management. That which is done at the top of an organizational structure is strategic management. Everything else is operational management.

Strategic planning is a backbone support to strategic manage ment. It is not, of course, the entirety of strategic management but it is a major process in the conduct of strategic management. Everyone recognizes that strategic and operational management are tightly linked. Strategic management provides guidance, direc tion, and boundaries for operational management. Just as strategic management is vitally concerned with operational management so is strategic planning concerned with operations. But the focus and emphasis of strategic planning as with strategic management is on strategy more than operations.

Years ago the managerial emphasis in the typical corporation was on operations. A major question for management was how to use efficiently those scarce resources at its disposal in producing goods and services at prices consumers were willing to pay. If this task were done efficiently, it was believed, profits would be maximized. Today, efficient use of scarce resources is still a com manding concern of managements of all organizations, but today, because of a turbulent and rapidly changing environment, the abil ity of an organization to adapt properly to environment, internal and external, is becoming more critical in survival.

General Robert E. Wood, when chief executive of Sears, Roebuck and Company, succinctly captured this thought when he said: “Business is like a war in one respect, if its grand strategy is correct, any number of tactical errors can be made and yet the enterprise proves successful.”3 A company may overcome inefficient internal resource use if its basic strategy is brilliant, but it is not likely to overcome the wrong strategies even with excellent production and distribution performance. The ideal situation, of course, is for an organization to design brilliant strategies and to implement them efficiently and effectively.4

In a growing number of companies, particularly the larger or ganizations, the framework for formulating and implementing strategies is the formal strategic planning system. Strategy can be formulated without a formal system, however, as will be discussed later. But either way, the processes of strategic planning are in tertwined with management.

Tasks of Top Management

This is a book about strategic planning and not about the tasks of top management. It is useful, however, to comment a bit more on a point already made, namely, that strategic planning is a central concern of strategic management but not the entirety of the top management job.

In a recapitulation of his monumental book on management Peter Drucker summarized the tasks of top management as follows: First is the formulation and implementation of strategy. Drucker explained this prime task as

the task of thinking through the mission of the business, that is, of asking the question “what is our business and what should it be?” This leads to the setting of objectives, the development of strategies and plans, and the making of today’s decisions for tomorrow’s results. This clearly can be done only by an organ of the business that can see the entire business; that can make decisions that affect the entire business; that can balance objectives and the needs of today against the needs of tomorrow; and that can allocate re sources of men and money to key results.5

That, of course, is the strategic planning process.

The other tasks of top management according to this eminent observer of management and managers are as follows: standard setting, for example, for the conscience functions; building and maintaining the human organization; fulfilling responsibilities con cerning relationships that only the people at the top of an organiza tion can establish and maintain, such as with major customers, very important suppliers, or bankers; performing ceremonial duties, such as at civic events; and being the “standby” organ for major crises.6

There is, of course, no idealized or single way for top managers to discharge their responsibilities. For some managers the strategic planning process is a much larger part of the total job than for others. But for all it is of central importance in performing properly the top management function.

Planning Responsibilities of All Managers

It was said previously that strategic planning is a function of all managers at all levels of an organization. This point has been amplified by Marvin Bower, who for several decades was managing director of McKinsey and Company, a well-known, worldwide management consulting firm. In a superb book that summarized the lessons of experience of effective managers over a long period of time Bower concluded that there are

fourteen basic and well-known management processes [that] make up the components from which a management system for any business can be fashioned…. Fashioning these fourteen components into a tailor-made management system is the building job of every chief executive and every general executive. To support, follow, and enforce the system is a vital part of every top manager’s operating job—and of managers and supervisors at every level.7

What are these fourteen processes? They are, Bower says, the following:

1. Setting objectives: Deciding on the business or businesses in which the company or division should engage and on other fundamentals that shall guide and characterize the business, such as continuous growth. An objective is typically enduring and time less.

2. Planning strategy: Developing concepts, ideas, and plans for achieving objectives successfully, and for meeting and beating competition. Strategic planning is part of the total planning process that includes management and operational planning.

3. Establishing goals: Deciding on achievement targets shorter in time range or narrower in scope than the objectives, but designed as specific sub-objectives in making operational plans for carrying out strategy.

4. Developing a company philosophy; Establishing the beliefs, values, attitudes, and unwritten guidelines that add up to “the way we do things around here.”

5. Establishing policies: Deciding on plans of action to guide the performance of all major activities in carrying out strategy in accordance with company philosophy.

6. Planning the organization structure: Developing the plan of organization—the “harness” that helps people pull together in performing activities in accordance with strategy, philosophy, and policies.

7. Providing personnel: Recruiting, selecting, and developing people—including an adequate proportion of high-caliber talent—to fill the positions provided for in the organization plan.

8. Establishing procedures: Determining and prescribing how all important and recurrent activities shall be carried out.

9. Providing facilities: Providing the plant, equipment, and other physical facilities required to carry on the business.

10. Providing capital: Making sure the business has the money and credit needed for physical facilities and working capital.

11. Setting standards: Establishing measures of performance that will best enable the business to achieve its long-term objectives successfully.

12. Establishing management programs and operational plans: Developing programs and plans governing activities and the use of resources which—when carried out in accordance with established strategy, policies, procedures, and standards—will enable people to achieve particular goals. These are phases of the total planning process that includes strategic planning.

13. Providing control information: Supplying facts and figures to help people follow the strategy, policies, procedures, and programs; to keep alert to forces at work inside and outside the business; and to measure their own performance against established plans and standards.

14. Activating people: Commanding and motivating people up and down the line to act in accordance with philosophy, policies, procedures, and standards in carrying out the plans of the com pany.8

All these processes, without exception, are in one way or another embodied in a comprehensive formal strategic planning process. But again, managerial responsibilities and actions for some of the processes extend beyond the planning process. For instance, activating people (item 14) is a requirement that is more pervasive than planning. The point of this discussion is that domi nant management processes, according to a management observer whose word commands respect, are elements of or rely heavily upon strategic planning.

Intuitive-Anticipatory versus Formal Strategic Planning

There are two fundamentally different ways for a manager to formulate strategic plans for the future. The first is to meet each day as it arrives and make strategic decisions only on that basis. I assume that managers who prefer this “Mickey Finn” approach will not be reading this book. Those managers who think much about the future and devise strategies to help them meet the future in ways they want may take one of two alternative approaches.

The first, the intuitive-anticipatory approach, has several major characteristics. Generally it is done in the brain of one person. It may or may not, but often does not, result in a written set of plans. It generally has a comparatively short time horizon and reaction time. It is based upon the past experience, the “gut” feel, the judgment, and the reflective thinking of a manager. It is very important and must not be underestimated. Some managers have extraordinary capabilities in intuitively devising brilliant strategies and methods to carry them out.9 For instance, in speaking of Will Durant (the man who put together the companies upon which General Motors Corporation was built), Alfred Sloan (whose leadership built General Motors Corporation) said: “He was a man who would proceed on a course of action guided solely, as far as I could tell, by some intuitive flash of brilliance. He never felt obliged to make an engineering hunt for the facts. Yet at times he was as toundingly correct in his judgment.”10

Albert Einstein acknowledged the significance of intuition from a different angle in these words:

I believe in intuition and inspiration … at times I feel certain that I am right while not knowing the reason…. Imagination is more important than knowledge. For knowledge is limited, whereas imagination embraces the entire world, stimulating progress, giv ing birth to evolution. It is, strictly speaking, a real factor in scientific research.11

If an organization is managed by intuitive geniuses there is no need for formal strategic planning. But how many organizations are so blessed? And, if they are, how many times are intuitives correct in their judgments?

In contrast, the formal planning system is organized and developed on the basis of a set of procedures. It is explicit in the sense that people know what is going on. Frequently, manuals of instruction are prepared to explain who is going to do what and when and what will happen with the information. It is research based. It involves the participation of many people. Support for the decisionmaking in the process is frequently documented and the result of the entire endeavor is a written set of plans.

It is not at all unusual to find in organizations a clash between these two approaches to strategic decisionmaking. A manager who has been successful with his intuitive judgments is not likely to accept completely or readily the constraints of a formal planning system. Such a manager may be uneasy with some of the new language and methods used by sophisticated staff in a formal planning system. Or, the manager may feel a challenge to his authority as those participating in the system engage in the decisionmaking process. The thought processes of these managers may conflict with the requirements of formal planning.

For such reasons, and because of cognitive differences between intuitive and systematic thinkers, there are some who argue that with the intuitive thinker there can be no formal planning.12 This either-or conclusion is not correct. Limited empirical observation will show that the two approaches are indeed meshed in many organizations. There is often conflict, to be sure, but each can be and often is adapted to the requirements of the other. They can and should complement one another. A formal system can and should help managers sharpen their intuitive-anticipatory inputs into the planning process. At the very least, a formal system can and should give managers more time for reflective thinking.

In a fundamental sense, formal strategic planning is an effort to duplicate what goes on in the mind of a brilliant intuitive planner. But formal planning cannot be really effective unless managers at all levels inject their judgments and intuition into the planning process. Nor, on the other hand, will formal planning be effective if top managers reject it in favor of their own intuition.

Managers do indeed follow different thought processes in decisionmaking. The design of a formal planning system must understand and reflect these differences if the system is to function successfully. I shall return to this point in several subsequent chapters.

Summary

There are two different types of management. One, which is done at the top of the corporate organization, is called strategic management. Everything else is operational management. Stra tegic planning is central to helping managers discharge their strategic management responsibilities. The central focus of both is on strategy. But, just as strategic management is concerned with operational management, so strategic planning is interrelated with operational planning. For managers at all levels strategic planning is interrelated with the management process. Strategic planning is not something separate and distinct from management.

Strategic management and strategic planning are vital to the success of corporations today. This is so because the wrong strategy can lead to serious difficulties, no matter how internally efficient a company may be. Conversely, a company may be inefficient internally but successful if it has the right strategies. Good marks in both, of course, is the preferred position.

Although strategic planning is of commanding significance in strategic management it is not the whole of strategic management. Top managers have responsibilities other than planning.

There are two ways to help top managers discharge their strategic planning responsibilities: intuitive-anticipatory planning and formal systematic planning. Both are important and must not be underestimated. In many corporations there are conflicts be tween the two approaches because different thought processes are involved in them. However, formal planning cannot be done with out management intuition. If the formal planning system is cor rectly tailored to managerial characteristics it can help managers improve their intuition.



2 What Is Strategic Planning?


In this chapter I present my definition of strategic planning and a number of conceptual and operational models of the strategic planning system. At the outset it is important to understand that there is no such thing as the strategic planning system, which every organization should adopt. Strategic planning systems must be designed to fit the unique characteristics of each organization. Since each organization differs in some respects from all other organizations, it follows that the planning systems of organizations differ one from another. Nevertheless, there are common characteristics among planning systems of organizations with different characteristics, which will be presented in this and subsequent chapters. Although we have a long way to go before we can prescribe precisely what planning system an organization should have, given its particular characteristics, we do indeed know on the basis of much experience many fundamental planning features that must be employed, or rejected, as the case may be, to assure effective planning. These, too, will be presented.

A Note on Definitions

Confucius is reputed to have said that if he were made ruler of the world the first thing he would do would be to fix the meaning of words because action follows definition. It would be helpful to everyone interested in strategic planning if the nomenclature were accepted by everyone, but that is not the case.

Throughout the book an effort is made to define key terms not as a pedantic exercise but because definitions are critical in understanding and understanding is indispensable to proper action.

Formal Strategic Planning Defined

In the 1960s the words long-range planning were used to describe the system that is the subject of this chapter. Other names have subsequently been coined. Long ago, for reasons that I shall develop later, I abandoned the exclusive use of the term long-range planning to describe the system. So have most other writers in the field. Not all would agree with me, however, when I use synonymously comprehensive corporate planning, comprehensive managerial planning, total overall planning, long-range planning, formal planning, comprehensive integrated planning, corporate planning, strategic planning, and other combinations of these words. More and more, however, formal strategic planning is used to describe what is usually meant when the above phrases are employed.

Most writers in the field have their own pet definitions of the terms listed in the preceding paragraph. They vary greatly in terms of level of abstraction, substance, and general acceptance. Most writers would, I believe, agree that strategic planning should be described from several points of view for deep understanding.1 I define formal strategic planning from four points of view, each of which is needed in understanding it.

FUTURITY OF CURRENT DECISIONS

First, planning deals with the futurity of current decisions. This means that strategic planning looks at the chain of cause and effect consequences over time of an actual or intended decision that a manager is going to make. If the manager does not like what is seen ahead the decision can readily be changed. Strategic planning looks also at the alternative courses of action that are open in the future, and when choices are made among the alternatives they become the basis for making current decisions. The essence of formal strategic planning is the systematic identification of opportunities and threats that lie in the future, which in combination with other relevant data provide a basis for a company’s making better current decisions to exploit the opportunities and to avoid the threats. Planning means designing a desired future and identifying ways to bring it about.

PROCESS

Second, strategic planning is a process. It is a process that begins with the setting of organizational aims, defines strategies and policies to achieve them, and develops detailed plans to make sure that the strategies are implemented so as to achieve the ends sought. It is a process of deciding in advance what kind of planning effort is to be undertaken, when it is to be done, how it is to be done, who is going to do it, and what will be done with the results. Strategic planning is systematic in the sense that it is organized and conducted on the basis of an understood regularity.

Strategic planning for most organizations results in a set of plans produced after a specified period of time set aside for the development of the plans. However, it should also be conceived as a continuous process, especially with respect to strategy formulation, because changes in the business environment are continuous. The idea here is not that plans should be changed every day but that thought about planning must be continuous and supported by appropriate action when necessary.

PHILOSOPHY

Third, strategic planning is an attitude, a way of life. Planning necessitates dedication to acting on the basis of contemplation of the future, a determination to plan constantly and systematically as an integral part of management. Strategic planning is more of a thought process, an intellectual exercise, than a prescribed set of processes, procedures, structures, or techniques. For best results managers and staff in an organization must believe strategic planning is worth doing and must want to do it as well as they can. “Not to do it well is not a sin,” says Ackoff, “but to settle for doing it less than well is.”2

STRUCTURE

Fourth, a formal strategic planning system links three major types of plans: strategic plans, medium-range programs, and short-range budgets and operating plans. In a company with decentralized divisions there may be this type of linkage in each division’s plans and a different linkage between strategic plans made at headquarters and divisional plans. It is through the linkages that top management strategies are translated into current decisions. The concept of a structure of plans is expressed also in this definition: Strategic planning is the systematic and more or less formalized effort of a company to establish basic company purposes, objectives, policies, and strategies and to develop detailed plans to implement policies and strategies to achieve objectives and basic company purposes.

There are, of course, a great many other characteristics of formal strategic planning, as will be amply demonstrated in the remainder of this book. These four fundamental characteristics, however, will serve as a basis for the development of the conceptual and operational definitions to be described throughout the book. Before proceeding with these matters, however, it is important to comment briefly about what formal strategic planning is not.

What Strategic Planning Is Not

Strategic planning does not attempt to make future decisions. Decisions can be made only in the present. Forward planning requires that choices be made among possible events in the future, but decisions made in their light can be made only in the present. Once made, of course, these decisions may have long-term, irrevocable consequences.

Strategic planning is not forecasting product sales and then determining what should be done to assure the fulfillment of the forecasts with respect to such things as material purchases, facilities, manpower, and so on. Strategic planning goes beyond present forecasts of current products and markets and asks much more fundamental questions: Are we in the right business? What are our basic objectives? When will our present products become obsolete? Are our markets accelerating or eroding? For most companies there is a wide gap between an objective forecast of present sales and profits and what top management would like sales and profits to be. If so, there is a gap to be filled by strategic planning.

Strategic planning is not an attempt to blueprint the future. It is not the development of a set of plans that are cast in bronze to be used day after day without change into the far distant future. Most companies revise their strategic plans periodically, usually once a year. Strategic planning should be flexible in order to take advantage of knowledge about the changing environment.

Strategic planning is not necessarily the preparation of massive, detailed, and interrelated sets of plans. In some big decentralized companies the system does produce a large volume of detailed plans. But, as will be noted later, the basic conceptual nature of strategic planning discussed in this book will accommodate a wide variety of planning systems from the very simple to the highly complex.

Strategic planning is not an effort to replace managerial intuitionand judgment. This point was made before but deserves to be underscored.

Strategic planning is not a simple aggregation of functional plans or an extrapolation of current budgets. It is truly a systems approach to maneuvering an enterprise over time through the uncertain waters of its changing environment to achieve prescribed aims.

Conceptual Strategic Planning Models

A conceptual model is one that presents an idea of what a thing in general should be, or an image of a thing formed by generalizing from particulars. An operational model, in contrast, is one actually being used by an enterprise. An insightful conceptual model is a powerful tool because it provides proper guidance for quality performance in practice.

Exhibit 2-1 shows my conceptual model of the structure and process of systematic corporate planning. It further elaborates the meaning of strategic planning and explains how the process can be carried out. Over a number of years I have examined planning systems of many companies and I conclude that those that do effective comprehensive planning follow this model explicitly or implicitly. Yet, paradoxically, I have never found an operational system diagrammed by a company in precisely the same way as Exhibit 2-1. Operational flow charts vary with the differences among companies but, underneath, the basic elements of Exhibit 2-1 are found in the better systems. If one element of the model is missing, either explicitly or implicitly, the system may not operate effectively. Conceptual models of leading authors in the field are quite comparable to this model.3

[image: Image]

EXHIBIT 2-1: Structure and Process of Business Companywide Planning.



So long as a manager is interested in undertaking coordinated formal strategic planning, this conceptual model can be made operational and adapted to most business environments. However, although the model is conceptually deceptively simple, it is also deceptively difficult to translate into a first-rate operational strategic planning system. I shall not in this chapter be concerned with the problems of putting the model into operation. That will be the subject of later chapters. My intent here is to present as succinctly as possible the major features of the model and to compare it with other conceptual and some operational models. Since I shall touch upon the main features of the model in later chapters in some detail I can be brief in this chapter with definitions and descriptions.

Exhibit 2-1 is divided ito three major sections: premises, formulating plans, and implementation and review. Each will be discussed in turn.

PLANNING PREMISES

Premises mean literally that which goes before, is previously set forth, or is stated as introductory; postulated, or implied. The premises, as shown in Exhibit 2-1, are divided into two types: the plan to plan and substantive information needed in the development and implementation of plans.

Before undertaking a strategic planning program it is important that those involved have a thorough understanding of what top management has in mind and how the system is going to operate. This guidance is incorporated in a plan to plan, which may be oral but is usually written for general distribution.

The substantive planning premises are shown in the four stacked boxes. The information accumulated in these areas is sometimes called the situation audit but other words are also used to classify this part of planning (e.g., corporate appraisal, position audit, assessment of current position, and planning premises).

No organization, no matter how large or profitable, can examine thoroughly all of the elements that conceivably could be included in the situation audit. Each organization therefore must identify those elements—past, present, and future—that are most significant to its growth, prosperity, and well-being and concentrate thought and effort on understanding them. Other elements maybe considered in this part of the planning process but they may be estimated without research or taken from published documents.

At the top of the stacked boxes are expectations of major outside interests. For larger corporations it is important, in strategic planning, to have an understanding of what interests major constituents of the enterprise have and how they are expected to change. For a very small corporation the focus can be almost wholly on stockholder interests but for a large corporation other interests must be recognized.

Managers and employees of organizations have interests that also must be appraised and addressed in the planning process. Especially important are those of top executives that derive from their value systems. They are fundamental premises in any strategic planning system.

Included in the data base is information about past performance, the current situation, and the future. This information is essential in helping those doing the planning to identify alternative courses of action and to evaluate them properly. Illustrative of types of past information collected are the following: sales, profits, return on investment, market share, employee productivity, public relations, and product development capability. Information about the current situation, in addition, would include such matters as management capabilities, employee skills, competition, corporate image, social demands on the company, interests of major customers, and product acceptance. Data about the future would, of course, include forecasts of markets, sales, selected economic trends, competition, technology, and other trends of particular concern to the organization (e.g., population, international turbulence, and government regulation).

The last box is sometimes called the WOTS UP analysis, an acronym for weaknesses, opportunities, threats, and strengths underlying planning. Since a cardinal purpose of strategic planning is to discover future opportunities and threats so as to make plans to exploit or avoid them, as the case may be, this is a critical step in the planning process. There is an enormous payoff to the skilled probing of opportunities and threats in a company’s future and relating them in an unbiased study of the company’s strengths and weaknesses.

FORMULATING PLANS

Conceptually, on the basis of the foregoing premises, the strategic planning process then proceeds to formulate master and program strategies. As shown in Exhibit 2-1 the master strategies are denned as basic missions, purposes, objectives, and policies. Program strategies concern the acquisition, use, and disposition of resources for specific projects, such as building a new plant in a foreign country.4

In this part of planning we are concerned with the most fundamental and important ends sought by a company and the major approaches to achieving them. The subject matter includes every type of significant activity of concern to an enterprise—profits, capital expenditures, market share, organization, pricing, production, marketing, finance, public relations, personnel, technological capabilities, product improvement, research and development, legal matters, management selection and training, political activities, and so on.

In contrast to medium-range programming there is no standard approach to planning in this area. What is done depends upon management desires at any particular time. These in turn are stimulated by conditions facing the company at any particular point in time.

Medium-range programming is the process whereby specific functional plans are prepared and interrelated to display the details of how strategies are to be carried out to achieve long-range objectives, company missions, and purposes. The typical planning period is five years. There is a tendency for the more technologically advanced companies to plan ahead for seven to ten years. Companies facing a particularly turbulent environment sometimes reduce the planning horizon to four or three years. In most planningsystems medium-range programming follows a standard format that will be discussed later.

The next step, of course, is to develop short-range plans on the basis of the medium-range plans. In some companies the numbers for the first year of the medium-range plans are the same as those in the short-range yearly operational plans, but in others the linkage is loose. Current operating plans will, of course, be in much greater detail than are the medium-range program plans.

IMPLEMENTATION AND REVIEW

Once operating plans are developed they should, of course, be implemented. The implementation process covers the entire range of managerial activities including such matters as motivation, compensation, management appraisal, and control processes.

Plans should be reviewed and evaluated. There is nothing that produces better plans on the part of subordinates than for the top managers to show a keen interest in the plans and the results that they bring.

When comprehensive formal planning was first developed in the 1950s there was a tendency for companies to make written plans and not redo them until they became obviously obsolete. Now, the great majority of companies go through an annual cycle of planning in which plans are reviewed and revised. This process should contribute importantly to the improvement of planning in the next cycle.

INFORMATION FLOWS AND DECISION AND EVALUATION RULES

The box on information flow in Exhibit 2-1 is shown simply to convey the point that information flows throughout the planning process. This flow will, of course, differ significantly depending on the part of the planning process that it serves and the subject of the information.

Throughout the planning process it is necessary to apply decision and evaluation rules. For example, in the development of master and program strategies the values of a chief executive officer stand as important qualitative decision rules. In the development of current operating plans, at the other extreme, decision rules often become more quantitative (e.g., inventory replacement formulas or return on investment standards).

SOME OBSERVATIONS ABOUT THE MODEL

Several observations about the model should be made here. First, the model does not embody one time dimension but many. People often speak of a three-year plan or a five-year plan but generally strategic planning systems do not have fixed time dimensions. In most companies the basic mission and purpose of the company have an unlimited time dimension and are frequently held without change for a long time. At the other end of this spectrum a decision may be made in the process of hammering out program strategies to divest an unprofitable division tomorrow or to hire a chief scientist as quickly as possible.

Second, there is no such thing as the objective of an enterprise. Every organization has multiple aims that are addressed differently and have different significance in planning and company operations.

Third, the model moves from left to right as a conceptual process. In practice, however, the process is iterative. For example, there is, typically, considerable iteration between the formulation of long-range concrete planning objectives and strategies to achieve them. If a manager establishes an objective and cannot develop creditable strategies to achieve it the objective ought to be lowered. On the other hand, in seeking alternatives to achieve a particular objective a planner may discover a creditable strategy to do much better. In this event, of course, the objective should be raised.

Fourth, this model is complex. To try to complete it in its entirety the first time an organization introduces a strategic planning process would, for most companies, probably result in failure. As will be shown later, however, the model can be tailored to fit most situations with high probability of success.

Fifth, tactical planning is not identified in Exhibit 2-1. Planning decisions range along a spectrum from strategies at one end to tactics at the other. Tactical planning refers to courses of action used to implement strategic plans. At the extremes there are clear distinctions between the two but as they move closer to one another they may become indistinguishable. Also, it should be noted that what may be a tactic to a chief executive officer may be a strategy to a subordinate.5

Finally, the semantic problem in this field may again be noted. Strategic planning, according to Exhibit 2-1, includes elements in the stacked boxes to the left, plus the box of master and program strategies. To make matters more confusing, I call all that is in Exhibit 2-1 the strategic planning process because it is designed to translate strategies into current actions. Clearly we are in need of new words to define different parts of comprehensive, long-range planning but until we have them we are faced with nomenclature ambiguities.

Conceptual and Operational Steps in Strategic Planning

Exhibit 2-2 presents four steps for creating a strategic plan. These are conceptual models in the sense that they present logical steps in doing planning. They are also, however, operational in the sense that companies can and do follow the steps in practice. Each set of steps emphasizes a little differently some elements in the planning process but fundamentally they all are quite comparable. Like Exhibit 2-1 these steps can be tailored to fit the unique situation of every company. They can result in a comparatively simple planning process or in a very elaborate one, depending upon the detail of the plan to plan.

Strategic Planning Model with Gap and Market Focus

As noted previously it is not necessary for a company to follow the so-called classical planning steps presented previously. In the past most companies focused on the planning gap, shown in Exhibit 2-3. In recent years more companies are focusing on strategy. As shown in Exhibit 2-4 the focal point, in the black bordered box, is a matrix that on its horizontal scale shows market attractiveness and on its vertical scale market strength. (The detailed matrix is shown in Exhibit 11-3.) This approach stands in contrast to setting objectives (filling the planning gap) and then finding strategies to achieve them. Typically the process in setting objectives and formulating strategies is iterative, as noted earlier. It does make a difference, however, which is dealt with first. One emphasizes management by strategy and the other management by objectives. One focuses on what is feasible and the other focuses on what is desired.

A


	Formulate the task
1. Define scope plan

2. Define results sought

3. Determine how plan is to be developed:

4. Who does what

5. Timing

6. Informational requests



	Develop inputs
1. Past history

2. Major environmental trends

3. Opportunities and threats

4. Internal strengths and weaknesses

5. Present product sales forecasts

6. Values and judgments of managers



	Evaluate alternative courses of action

	Define major objectives
1. Sales

2. Profits

3. Product development

4. Manpower

5. Etc.



	Define major strategies and policies
1. Markets Employees

2. Products Prices

3. Finance Technology Etc.



	Develop medium-range detailed plans

	Determine needed current decisions

	Monitor performance

	Recycle annually



B


	Define the kind of company we want

	Analyze our customers
1. Who are they?

2. How should they be classified?

3. Why do they buy our product/ service? Will this change? How?

4. What market segments do we serve? Should this situation be changed?

5. Etc.



	Analyze our industry
1. Trends

2. Pacesetters

3. Competition

4. Profit potential

5. Etc.



	Ask: What are the opportunities and threats for us?

	Ask: What are our strengths and weaknesses?

	Ask: What strategies are identifiable?

	Evaluate alternative strategies

	Develop objectives

	Prepare detailed plans to implement strategies

	Develop contingency plans

	Translate plans into budgets

	Monitor performance

	Recycle annually



EXHIBIT 2-2: Four Conceptual Models for Creating a Strategic Plan for Large, Medium, and Small Companies.

C


	Develop pragmatic understanding of strategic planning in general and for a small company in particular
1. Literature

2. Management consultant

3. Professional seminars

4. Visit other companies doing planning



	Identification of WOTS UP
1. Weaknesses

2. Opportunities   Underlying

3. Threats   Planning

4. Strengths



	Identification of strategies to exploit opportunities and avoid threats

	Evaluation and selection of strategies

	Implementation plans for priority strategies

	Formulating major company aims
1. Mission

2. Purposes and philosophy

3. Specific long-range objectives:

4. sales

5. profits

6. market share

7. other



	Prepare other associated plans
1. Manpower

2. Financing

3. Facilities

4. Etc., as needed



	Monitor performance

	Recycle annually



D


	Where are we?
1. Corporate philosophy, thrust, mission

2. Financial situation

3. Competitive situation

4. Product reliability, acceptability, etc.

5. Market served

6. Etc.



	Where do we want to go?
1. Preliminary redefinition of aims

2. Strategic alternatives to achieve aims

3. Evaluation of alternatives in light of strengths, weaknesses, constraints, and current momentum



	Can we get there?
1. Current momentum

2. Organizational requirements

3. People requirements

4. Facility requirements

5. Financial requirements

6. Etc.



	Which strategies will achieve which aims?
1. Iteration among aims and strategies in light of managerial values and the situation audit

2. Conclusions concerning aims

3. Conclusions concerning strategies to achieve aims



	What decisions must be made now to get there?
1. Short-term budgets

2. Short-term organizations, personnel, managerial, etc., decisions and actions



	Monitor performance

	Recycle annually
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EXHIBIT 2-3: A Strategic Planning Model Centered on Gap Analysis.

In the past many companies followed the model shown in Exhibit 2-3. Objectives were set and the difference between them and prospective growth of present and follow-on products set the size of the planning gap to be filled. In the turbulent environment of recent years managers became less comfortable with forecasts upon which such plans were based. The idea took hold that if a company could achieve strength in attractive markets it would register superior performance. Subsequent statistical analysis, as will be shown later, supported this belief.
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EXHIBIT 2-4: A Strategic Planning Model with Market Strength and Attractiveness as the Central Focus.



It is not necessary, of course, to begin with the market matrix. Some companies are using the basic approach in Exhibit 2-4 by asking: What are our present strategies? Are they appropriate for the future? What actions are feasible? What can be done to exploit our strengths and to avoid our weaknesses?

There is another modification of Exhibit 2-4 being made by some companies today. For some companies, such as public utilities that recently have begun comprehensive, integrated strategic planning, the problems they face in trying to deal with all the major issues confronting them in the strategic planning process are too many and too complex to be dealt with at one time. One way out is to use the strategic planning process to flush up to top management the strategic issues facing the company. From that list the major items with top priority are chosen for detailed strategic planning.

Two Operational Plans

For illustrative purposes there are presented two operational models. Exhibit 2-5 is the planning system of Rolls-Royce. Exhibit 2-6 presents the planning system of a very small company. Space does not permit a detailed explanation of these systems. They obviously vary considerably in sequence and procedural details.

Types of Business Plans

Exhibit 2-7 identifies a number of different types of strategic planning systems. Posture plans concern the specification of basic company missions, purposes, philosophies, or underlying aims. They are usually formulated by the chief executive officer of a company. A second type of planning done by top management is portfolio planning, which is concerned with resource allocation among major divisions, affiliated companies, or projects. A third type is ad hoc policy/strategy analysis, which is concerned with top management formulation of a major policy or strategy not included in other types of planning. Decentralized planning is done in this company in the sense that the divisions are asked to prepare comprehensive strategic plans covering themselves. The result is a fifth type of plan, the strategic business unit plan. Such plans, of course, can be patterned after the conceptual models presented above. The divisional plans will have, as noted in the conceptual models, functional plans, such as marketing, facilities, manpower, production, research and development, and finance.
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EXHIBIT 2-5: Rolls-Royce Motors Limited Planning Process. (Source: R. Young, “Corporate Planning at Rolls-Royce Motors Limited,” Long Range Planning, April 1977, p. 7.)
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EXHIBIT 2-5: Rolls-Royce Motors Limited Planning Process. (Source: R. Young, “Corporate Planning at Rolls-Royce Motors Limited,” Long Range Planning, April 1977, p. 7.)
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EXHIBIT 2-6: Strategic Planning in a Small Company.

When the divisions present plans to top management there may be developed a corporate strategic plan. This plan may set forth the basic policies and strategies of the company, including acquisition of other companies or divestment of present divisions or companies, and a resume, usually financial, of the division plans. Planningdone within each of the divisions may be centralized so far as the division is concerned. If the division is a single product producer, for instance, it may act like an individual enterprise and have its planning done by line managers working together as a team with staff. This is called centralized planning. An eighth type of planning is done by headquarters staff offices. Not all staff offices do strategic planning for their own activity but some do, particularly marketing, research and development, and personnel, which here is included in general administration. The degree to which these plans are meshed in an overall company strategic planning system varies from company to company.
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EXHIBIT 2-7: Types of Business Strategic Planning Systems.

In addition to these plans there are others that should be noted. Here again we face a semantic problem since there is no consensus about the definitions of the plans about to be noted. Profit plans generally are considered to be those that are developed for the next and possibly a second year beyond the current budget and operating plans. These plans are based upon and often are extrapolations of current plans. Such plans commonly are found in companies having no formal strategic plans like those discussed in this book. If a company has a strategic plan like that envisioned here I see no reason why it cannot be called a profit plan if managers wish to so use this phrase.

Project plans are usually included in strategic plans. They are detailed plans for specific undertakings such as new facilities, acquisitions, manpower development, product research, and specific distribution programs. The dimensions, time frame, and details of such plans will, of course, differ considerably one from another.

Contingency plans are associated with strategic plans but are not usually an integral part of them. Strategic plans are based upon the most probable events. Contingency plans are based upon hypothetical situations which have low probabilities of happening but that, if they occur, may have a serious adverse impact on the company. Contingency plans are developed as a precaution to help management meet such crises if and when they occur.

Scenario/exploratory planning (item 12 in Exhibit 2-7) is concerned with possible future combinations of events. Some scenarios and futures explorations overlap with the typical planning period but there is a tendency to develop them for distant future periods of time, such as the year 2000 and beyond. They are prepared sometimes simply to stimulate top management to think about the future. Some of them are prepared as basic premises for strategic planning. As such, of course, they are more elements of the planning process than a planning system. They are included here, however, because the name planning has been attached to them.6 Scenarios will be discussed at length in Chapter 14.

A final type of planning system in organizations is management by objective. A generic definition is as follows: “Management by objective (MBO) is a process in which members of complex organizations, working in conjunction with one another, identify common goals and coordinate their efforts toward achieving them.”7 The spectrum of MBO systems is wide. At one extreme is the simple setting of a few objectives to be sought by a person, which is essentially associated with the individual and not linked directly to overall corporate goals. At the other end of the spectrum is the type of strategic planning systems discussed in this chapter and called management by objective. This is not, however, common usage of these words.

In a number of companies today MBO as it relates to the objectives of individuals is tightly interlinked with the overall strategic planning process.8

Strategic Planning Design Configurations

It should not be thought, of course, that every large company has all the types of plans indicated in Exhibit 2-7. Some companies may have only extended budgeting with major strategies being made intuitively. Some may have both these planning systems plus ad hoc policy analysis of selected issues. Some may have systematic coordinated plans only for key areas such as facilities, manpower, or acquisitions. The variations of strategies for planning are indeed numerous.9

Smaller companies tend to have much simpler and less formalized planning systems than larger companies. When a company first starts formal strategic planning the system design should be comparatively simple. For instance, a company can begin formal planning by identifying opportunities and threats in the evolving environment and formulating strategies to exploit and/or avoid them, as the case may be, in light of company strengths and weaknesses. This type of planning may be considered at one end of a spectrum. At the other end would be complex, mature, and complete planning systems of very large companies such as IT&T and GE. In between are many different varieties with characteristics that will be discussed in detail in Chapter 7.

Exhibit 2-8 is designed to picture relative degrees of formality and informality in a planning system. It can be seen that in the formulation of basic missions and purposes of an enterprise, at the extreme left, there is no formality and complete informality. At the other extreme, in motivating people to implement plans, managerial processes may be employed that involve no formality. In the process of developing medium-range and short-range plans, however, more formality than informality is involved, yet the process is not completely formal. Configurations of actual planning systems will be different from that of Exhibit 2-8.

[image: Image]

EXHIBIT 2-8: Comparative Formality and Informality in Systematic Strategic Planning.

Finally, it should be noted that the actual planning process can begin at many different points. It need not follow the conceptual steps noted previously. This point will be discussed more fully in Chapter 7.

Summary

Each writer on planning has his own definitions, and a number were given in a footnote to the chapter. My definition includes the concepts that planning deals with the futurity of current decisions, it is a process, it is a philosophy, and it is a set of interrelated plans. A number of conceptual and operational models of strategic planning were presented.

The point was emphasized that there is no single planning model for all organizations. The formal strategic planning system mustbe designed to fit the unique characteristics of each company. Formal planning systems can be placed on a spectrum that at one end finds very simple systems and at the other end includes extremely complex and comprehensive systems. These conclusions will be discussed in more detail in later chapters.



3 Why Systematic Strategic Planning Pays Off


It is rare to find a large corporation anywhere in the world that does not have some type of systematic strategic planning system. This approach is also being adopted increasingly by smaller companies. A few of the more important reasons why this is so are discussed in this chapter.

Essential to Discharging Top Management Responsibility

For those top managers who do not feel that the exercise of their own intuition is the only way to make decisions, formal strategic planning must become an integral part of their managerial activities, as noted in Chapter 1. This is especially so for the larger, multiproduct company. Robert C. Gunness, when president of Standard Oil Company (Indiana), validated this point for himself in these words: “There is no doubt whatever in my mind that we simply cannot do without it—particularly in an undertaking as complex and far-flung as ours.”1 Many other top managers have given similar testimony.

Enough has been said on this point, especially in Chapter 1, but it might be added that some companies that have job descriptions for their chief executive officer explicitly identify that official as the leading architect of the firm’s future and therefore the principal planner. Whether or not there are job descriptions of the chief executive officer, most chief executives recognize this responsibility. A recent survey of chief executives of the 500 largest industrial and the 50 largest banking, diversified financial, life insurance, retailing, transportation, and utility companies, as ranked by For tune, accumulated 342 replies to different questions. One question asked respondents was what their most important responsibilities were as chief executives. Planning/strategy ranked first in all companies over management selection/development, capital allocation/ profits, policy decisions, and maintaining morale, in that order. Among all companies 62 percent ranked planning/strategy first with a range up to 70 percent for companies with sales over $2 billion.2

Asks and Answers Questions of Importance to a Company

For top managers as well as for all other managers in a company, formal strategic planning asks and answers some key questions in an orderly way, with a scale of priority and urgency. Such questions as the following come to mind: What is our basic line of business? What are our underlying philosophies and purposes? What are the company’s long- and short-range objectives? Are they in balance? What products are going to be obsolete? How and when shall we replace the obsolete products? What will be our cash flow over the next few years? What and where are our markets? What share of the markets do we wish to get? How will we get the shares we desire? Who are our major competitors and what are they likely to do of disadvantage to us? What major changes are taking place in our environment that will affect us? What opportunities or threats exist in the years ahead that we should exploit or avoid?

These questions, especially for a larger company, are becoming increasingly difficult to answer but answers are becoming more urgent as bases for correct decisions. Changing environment is a major factor influencing the introduction of formal strategic planning in many companies. Everyone knows that for most companies the environment is changing rapidly. It offers great threats as well as great opportunities. This point hardly needs elaboration but a few illustrations may serve to reinforce it.
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