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It all starts here

° Ranked in the top 5% of universities globally by the QS-rankings
. Contribute the second largest number of graduates annually to the labour market

Dit begin alles hier

. As een van die top 5% universiteite wéreldwyd deur die QS-ranglys aangewys
o Lewer jaarliks die tweede meeste graduandi aan die arbeidsmark

Gotlhe go simolola fano
. Re beilwe mo gare ga diyunibesiti tse 5% tse di kwa godimo go ya ka peo ya
maemo ya QS

o Ngwaga le ngwaga go abelwa palo ya bobedi ka bogolo ya badiri mo maketeng
ya badiri
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Module information

Module code MBAC 811

Module credits 12

Module name 9

Name of lecturer(s) Strategic management
Office telephone Professor RA Lotriet
Email address 018 299 1415/9

Building and Office nr | Ronnie.Lotriet@nwu.ac.za

Consulting hours K14 (New building): GO7

Weekdays: Thursday (09:00-12:00) as per appointment
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“.the means by which a business plans for its future through a process which
establishes what success will look like in a few year's time and puts in place a road
map to move from where it is now to where it needs to be!”
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Introduction

“While in an unreal and fanciful world all relevant information might be obtained and
evaluated on every possible alternative, this...is in reality impracticable. It would
swamp the working hours and mental capacities of those involved. So, in practice,
most decisions are tackled in a piecemeal way a bit at a time. Just a few possible
alternatives are compared and if a marginal improvement can be made then that does
for the time being, more remote imponderable ideal solutions being left aside. Aims
are reduced to what seems feasible rather than what might be desirable. Whilst now
and again problems do crop up that are so large and all-of-a-piece that they cannot be
dealt with in this way, the constant tendency is to “muddle through” as safely as
possible.” (University of Bradford Management Centre’s study on strategic decision
making)

This Strategic Management module is designed to provide learners with some of the
best means available for the development of decision-making skills by taking a closer
look at a wide range of organisations currently undergoing strategic change. All
scenarios feature actual organisations — with real people and real problems. They
range in size from small businesses to the industry giants.

There are a lot of smart people in the industry. If you ask them about a certain finance
theory, they will happily discuss it with you. If you ask them where the stock market is
heading, they'll happily give you their estimates. Along with the many reasons why.

But we are all amateurs in a probabilistic field such as investing.

So if the market’s full of really smart people, why do so many fail to figure out that
something bad (and occasionally something good) is about to happen?

One of the answers lies in the bias called overconfidence. It is overconfidence that
makes a person 101% certain that they are right when in fact they are not. And it's
overconfidence that stops us from looking at all the possible scenarios.

We’'re all prone to it; none of us are immune from it. Which is why you're likely to get
better results if you follow three simple rules:

* Always question your assumptions and views — go take a serious look for the reasons
**Know your limitations — don’t buy things you don’t fully understand

***| isten to others. Find out what you are missing. The market may not always be
right, but it is right most of the time. (Micheal Pireau, Streetdogs: Business Day)

The South African marketplace has painted itself into a dangerous corner. The GDP is
slowing down or relatively lower than that of our trading partners, with variables such
as the inflation rate, productivity, population dynamics, skilled labour and labour unrest
all in a poor state, with the end result that all of the afore going are actually destroying
the competitive edge an ever-decreasing exchange rate ought to be giving us.
Consequently, as business leaders, we need to constantly reinvent our companies to
find the winning process in these ever changing markets. Such a winning process can
be defined as thinking strategically, and then doing it. This is the way to surpass the
art of muddling and waffling through!
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. The study guide's purpose is to furnish you with an overview of the module
content. As such, it provides information pertaining to the work programme, the
lecture schedule and dates, et cetera. Please note that this study guide does not
replace the NWU BS’s official brochure that is available at
http://commerce.nwu.ac.za/business/mba-potchefstroom.
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Correspondence

All correspondence must firstly be directed to the relevant module lecturer, and only
then to the Programme Manager at the following address:

The Programme Manager

Prof Ronnie Lotriet

North-West University Business School
North-West University

Private Bag X6001

Noordbrug

2522

Should you require further information with regards to a specific course or module,
please contact the relevant lecturer in this regard.

W NWU*



Programme Exit Level Outcomes Matrix

MBA MODULES
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(*each module study guide will supply the specific skills)

After completion of the Program, the student will be able to

demonstrate the ability to-
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Module outcomes
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However beautiful the strategy, you should occasionally look at the results -Winston
Churchill
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Strategy formulation and implementation concerns itself with the study of the processes
of strategy formulation as well as the implementation thereof.

The overall objective is to master the relevant knowledge, practical skills and
competencies required to formulate “winning” strategies against the backdrop of an
ever-changing and very demanding competitive environment. The philosophical
foundations, processes, structures and systems that underpin the successful
implementation of such “winning” strategies are introduced and incorporated in a
dynamic, integrated perspective of successful strategic management within the context
of a modern business organisation.

VWhich wavy is the bus going?
Right or left?
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The role and objectives of the strategic management module in terms of prescribed learning material

Module Exit Level Outcomes Matrix - Strategic Management

MBA MODULES
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The cornerstones of courses in strategic management involve looking at the job of
managing through strategic eyes and drilling in the why’s and how’s of utilising the
tools and techniques of strategic analysis to craft, implement and execute company
strategies. The central theme of the strategic management course is that a company’s
chances for sustained success are greatly improved when leaders/managers:

. develop an astute, timely strategic “game plan” for running the company; and
then

. implement and execute the strategic plan with great proficiency.

The content portion of the course should explain what it means to think strategically
about a company’s situation, and it ought to instruct the MBAs in some of the formal
tools and techniques of strategic analysis, of crafting a strategy and, finally, of
executing such a strategy successfully. The skills-building portion of the course, built
around case analyses (strategy simulations), drills MBAs in the application of key
concepts and analytical weaponry, helps develop their ability to do strategic thinking,
forces them to exercise business judgment and gives them a modest but valuable dose
of experience in making strategy-related decisions.

The ground that has to be covered content-wise is expansive and moderately rigorous
in terms of core concepts and analytical tools, yet the subject matter has loads of
energy and practical relevance.During the course, we are obliged to drive home what
the roles and tasks of the strategist are, to introduce students to what strategy means,
to lead them through the ins and outs of crafting and executing a strategic plan, and to
instil the habit of automatically reviewing a firm’s situation and re-appraising the need
for strategy revision.

The overriding pedagogical objectives are:

o To sharpen students’ abilities to “think strategically”;

. to evaluate a company’s situation from the perspective of its competitiveness and
performance prospects; and

o to draw sound conclusions about what actions a company’s management needs
to take in light of all the relevant circumstances.

Accomplishing these objectives entails introducing students to how an enterprise must,
in fact, deal with all of the complexities and constraints contained within the business
environment in which it operates, why none of these can be assumed or simply
ignored, and how situational factors impact strategic decisions. This implies that MBAs
are compelled to grapple with many determining factors at once and forced to weigh
how they shape what actions need to be taken from the perspective of the total
enterprise. This boils down to drilling MBAs thoroughly in the tools of strategy analysis
and exercising them in the managerial tasks of sizing up a company’s competitive
position in the marketplace. It also implies systematically exposing MBASs to the rigors
of industry and competitive analysis, to the process of evaluating a company’s
resources and competitive capabilities, to the ins and outs of crafting an attractive
strategic plan, and to the varied managerial and leadership tasks associated with
implementing and executing the chosen strategy as well as circumstances permit. And
it means deliberately putting MBAs in managerial shoes and forcing them to make
decisions (in an ethical and socially responsible manner!) and to concoct concrete
action plans capable of producing good results.

In the midst of all this, another major purpose of the course is to be of service, in other
words to help students synthesise and integrate much of the knowledge gained in the
core business curriculum.
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Unlike most other required business courses, Strategic Management is a big-picture
course. Virtually all other MBA courses are narrower in scope and somewhat
specialised: principles of accounting, financial management, marketing management,
economics for leaders/managers, et cetera. Some deal with the “hard side” and others
the “soft side” of managing. Some relate to important concepts and information, while
others involve skills-building. But no other course in strategic management can match
this one when it comes to covering the spectrum of managing.

Weighing the ins and outs of crafting, implementing and executing company strategies
forces a total enterprise perspective, demands that many internal and external
situational considerations be dealt with at once and calls for judgments as to how all
the relevant factors add up. This trait is what makes strategic management an
integrative, capstone course.

Complete the following:

Winning organisations of the future will be- .................... ?2??

Other general outcomes

Upon completion of the Strategic Management Module, the student will
demonstrate the following:

o demonstrate a comprehensive and systematic knowledge with regard to Strategic
Management to specifically enable engagement in a business context;

. be able to identify, analyse and solve complex and real-world problems within a
business and workplace context, specifically with regard to appropriate and
effective strategic managerial behaviour, actions and decisions during the core
processes of strategy formulation and implementation;

° apply research skills when solving problems relevant to the South African as well
as international competitive strategic environments through insight, advanced
information retrieval and processing skills, as well as the ability to present and
communicate research results effectively, using the resources of academic
discourse;

° demonstrate the ability to manage learning tasks professionally, autonomously
and ethically at both an individual, group and business level;

° an ability to make interventions at an appropriate level within a business
enviroement, based on an understanding of hierarchical relations (levels) within
the system, and the ability to address the consequences of any such
interventions; and

o be able to demonstrate the ability to analyse business cases, apply scientific
case analysis methodology and to make an active contribution towards class
discussions, oral reports and written assignments. This also involves the ability to
perform a strategic audit when conducting detailed case analyses.

What are the three main criteria of a winning strategy?




Assessment Approach

Question: There is a prison with 100 prisoners, each in separate cells with no form of
contact. There is an area in the prison with a single light bulb in it. Each day, the
warden picks one of the prisoners at random, even if they have been picked before,
and takes them out to the lobby. The prisoner will have the choice to flip the switch if
they want. The light bulb starts off.

When a prisoner is taken into the area with the light bulb, he can also say "Every
prisoner has been brought to the light bulb." If this is true all prisoners will go free.
However, if a prisoner chooses to say this and it's wrong, all the prisoners will be
executed. So a prisoner should only say this if he knows it is true for sure.

Before the first day of this process begins, all the prisoners are allowed to get together
to discuss a strategy to eventually save themselves.

What strategy could they use to ensure they will go free?

Assessment criteria

The module outcomes will be mastered if the participants are able to:

. derive and practically apply the concepts and principles of strategy formulation
and implementation;

. motivate the importance of a critical approach to creative and innovative strategic
behaviour in all business organisations;

. connect concepts and techniques in strategy formulation and implementation to
the real world and use real cases dealing with strategic issues to solve problems
in ill-defined contexts;

° demonstrate specialist strategy formulation and implementation knowledge
through arguments and debates in written and/or oral format;

° complete written assignments successfully in an academically acceptable
manner and use information technology to communicate research results
individually or in groups.

Methods of assessment

Assessment will be in both formative and summative format: Formal assessments will
take the form of individual and group assignments. There is critical cross-field
outcomes between most of the modules, especially MBAC 811 - Strategy management
(Strategic formulation), and the MBAC 812 - Company Project, (Application of
strategy). As a consequence these 2 modules are aligned in a final assessment.

» AS SUCH, THESE 2 MODULES (MBAC 811 & MBAC 812) MUST BE TAKEN IN
THE SAME SEMESTER OF THE SAME ACADEMIC YEAR!

The final summative assessment will be the assessment of the examination hard copy
of the Company Project (MBAC 811) and the final oral examination/panel presentation
of the MBAC812 module.



Assessment plan

Formative (participation mark):

Assessment method Number | Maximum marks Suggested
Weight(s):
Individual assignment 1 As indicated Max. 50
Any other class activities can | Various | (ratio adapted to contribute | 10 (flexible)
also be incorporated to formative participation
mark)
Group assignment(s) 1 As indicated Max. 40

Summative (examination mark):

(MBACS811) of the Company
Project will be assessed.

Assessment method Number | Maximum marks Weight
Assessment of the hard copy | 1 100 100

of the Company Project. The

Strategy Formulation

Module mark = Participation: Examination = 50:50 (with exam sub-minimum of 45%)

Prescribed text(s)

. STRICKLAND et al. 2016 Crafting and Executing Strategy: the Quest for Competitive
Advantage. 20™ edition. Boston: McGraw-Hill.

. Students have options of buying just the online eBook Connect Code or both the online
code for access and the hard copy textbook. Consult the local authorised retailer(s) in
this regard

o Any prescribed article or relevant article as indicated on either the efundi-module
platform or during contact sessions

Additional literature

HOUGH, J et al. Crafting and executing strategy in South Africa: the quest for
sustainability — concepts & cases. 2" edition. McGraw-Hill

THOMPSON, J; SCOTT, J.M & MARTIN, F. Strategic management: Awareness
and change.7th edition. Cengage Learning: Australia.

AGUILAR, FJ. General Leaders/managers in Action. New York: Oxford University
Press.

BATES, DL & ELDREDGE, DL. Strategic Management: An integrative
perspective. New Jersey: Prentice-Hall.

CAMPBELL, A & LUCHS, KS. Core Competency Based Strategy. London:
Thompson.

GAMBLE, GE & THOMPSON, AA. 2012. Essentials of Strategic Management.
New-York: McGraw-Hill.




GOOLD, M, CAMBELL, A & ALEXANDER, M. Corporate Level Strategy. New
York: Wiley.

GRUNDY, T & BROWN, L. 2002. Your Own Strategy Consultant. London:
Thomson.

HILL, CWL & JONES, GR. Strategic Management: An integrated approach. 7%
ed. Houghton Mifflin.

HITT, MA, IRELAND, RD & HOSKISSON, RE. Strategic Management:
Competitiveness and globalization. 4" ed. South Western.

LOUW, L & VENTER, P. 2012. Strategic Management — Developing
sustainability in southern Africa. 4™ edition. Cape Town: ABS Press.

LYNCH, R. Corporate Strategy. London: Pitman.

MATHUR, SS & KENYON, A. Creating Value: Successful business strategies. 2™
edition. Boston: Butterworth Heinemann.

PORTER, ME. The Competitive Advantage of Nations. New York: The Free
Press.

PORTER, ME. Competitive Advantage. Creating and sustaining superior
performance. New York: The Free Press.

PORTER, ME. Competitive Strategy. Techniques for analysing industries and
competitors. New York: The Free Press.

ROBINSON, G. Strategic Management Techniques. Durban: Butterworth’s.
RUDANSKY-KLOPPERS et al. 2012. Business Cases. Oxford University Press.

SHRIVASTAVA, P. Strategic Management: Concepts and practice. Cincinnati:
South Western.

THOMPSON, AA, PETERAF, MA, GAMBLE, JE & STRICKLAND, AJ. 2012.
Crafting and Executing Strategy. The quest for competitive advantage: Concepts
and cases. 18th ed. Boston: McGraw-Hill.

THOMPSON, AA, FULMER, WE & STRICKLAND, AJ. Readings in Strategic
Management. Boston: Irwin.

THOMPSON, JL. Strategic Management: Awareness and change. 4" ed.
London: Thompson.

WARREN, K. Competitive Strategy Dynamics. New York: Wiley.
WHITE, C. Strategic Management. Palgrave MacMillan.

Themes covered in this module

Xii

“..perhaps we have not perceived quickly enough that we are in a society which is
changing radically. ~We've laid our plans on the basis that the future will be
substantially the same as the past, and however good the plans have been, however
fine the goals which we have set ourselves — and many people have done
extraordinarily well — they have lacked the crucial element of a more realistic view of
the future.” — Gavin Relly,(previous) chairman of Anglo American Corporation

Leaders/managers at all companies face three central questions in thinking
strategically about their company’s present circumstances and prospects: What's
the company’s present situation? Where does the company need to go from
here? How should it get there? Asking the question, “What's the company’s
present situation?”, prompts leaders/managers to evaluate industry conditions
and competitive pressures, the company’s current performance and market
standing, its resource strength and capabilities and its competitive weaknesses.
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“Where does the company need to go from here?” pushes leaders/managers to
make choices about the direction the company should be headed in — for
example, what new or different customer groups and customer needs it should
endeavour to satisfy, what market positions it needs to be staking out, what
changes in its business makeup are needed. “How should it get there?”
challenges leaders/managers to craft and execute a strategy - a full-blown action
plan - capable of moving the company in the intended direction, growing its
business and improving its financial and market performance.

. The scope and dynamics of strategic management:
% Integration and strategic alignment
% The strategic management process
. Analysis of the macro-environment: Critical variables and assumptions
. Analysis of the operating environment: Industry, competitor and market analysis
o Internal organisational assessment and formulation of strategic issues
° Concept and analytical tools:
% Analysing a company’s external environment
% Analysing a company’s internal environment (resources and competitive
abilities)
° Crafting a strategy to create sustainable high performance:
3 The five generic competitive strategies
3 Tailoring strategy to fit specific industry and company situations
* Enterprise performance management
. Verification of strategic action plans

. The hierarchy of strategic planning: Corporate strategy, business strategy and
functional strategy

o Executing and aligning the strategy:

° Building an organisation capable of good strategic execution and alignment
% Leadership, culture and teamwork
x Corporate governance and sustainability

Outcomes per theme

In a world that changing really quickly, the only strategy that is guaranteed to fail is not
taking risks - Mark Zuckerberg

There are five themes in the Strategic Management module. The first theme is to
teach future general and top leaders/managers to use the formulation and
implementation of strategy perspective in order to make better decisions and thereby
influence the organisation’s chances for a successful outcome positively and to
minimise the chances, and expenses, of strategic mistakes. The module will enhance
your capacity to envision, anticipate and orchestrate what needs to happen and to be
done in order to succeed.

Furthermore, the effective strategy formulation and implementation practices from the
perspective of the board of directors and the top management team will be identified
and illustrated through the scope and dynamics of strategic management.

The second theme is to investigate in greater detail the process of successful strategy
formulation through conceptual and analytical tools. The focus is on the
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responsibility of the true “change agents” / organisational strategists to enhance
strategy formulation through creativity amongst the top and senior-middle level
leaders/managers in the organisation. This should enable the organisation to keep
pace with the rapidly changing environments of the business, namely the macro- as
well as the operating environment.

It focuses on the definition of the core business of the organisation, its internal
strengths and weaknesses, its core and distinctive competencies and its future external
threats and opportunities arising from its environment. You will need to demonstrate a
meaningful grasp of all of the key internal elements of the business enterprise and the
interaction between these elements as well as their significance for successful strategy
formulation.

The third theme focuses on the personal development of the participant with the end
goal in mind, namely his/her meaningful contribution to the effective crafting of a
strategy to create sustainable high performance. This includes the development of
formulation skills and competencies and full exploitation of the innate creativity and
innovative capabilities of the participant. It relates to five generic competitive
strategies, tailoring strategic fit with regards to a specific industry and company
situation and enterprise performance management.

The fourth theme is also concerned with the efficient implementation of “winning”
strategies that have been formulated and, as such, focuses on the strategic thinking
ability of the participant with a view to unlocking and fully utilising such ability. It relates
directly to executing and aligning the strategy formulated and also on the building of
organisations capable of good strategy execution and good strategic alignment.
Essential aspects of these challenges are effective management and leadership of
organisational culture and teamwork. As such, the issues of corporate governance and
sustainability of the environment are essential ingredients of the winning business.

The last theme covers the course material in its entirety through readings about / case
studies on crafting and executing strategy.

Brain teaser:

The Situation - The Survival of the People

There is an island with 10 inhabitants. One day a monster comes and says that he
intends to eat every one of them but will give them a chance to survive in the following
way:

In the morning, the monster will line up all the people - single file so that the last
person sees the remaining 9, the next person sees the remaining 8, and so on until
the first person that obviously sees no one in front of himself. The monster will then
place black or white hats on their heads randomly (they can be all white, all black or
any combination thereof).

The monster will offer each person starting with the last one (who sees everyone
else's hats) to guess the color of his/her own hat. The answer can only be one word:
"white" or "black". The monster will eat him on the spot if he guessed wrong, and will
leave him alive if he guessed right. All the remaining people will hear both the guess
and the outcome of the guess. The monster will then go on to the next to last person
(who only sees 8 people), and so on until the end.

The monster gives them the whole night to think.
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The

1)

2)

3)
4)

Hint

Task:

Assumptions:

Devise the optimal strategy that these poor natives could use to maximize their
survival rate.

All the 10 people can easily understand your strategy, and will execute it with

perfect precision.

If the monster suspects that any of the people are giving away information to
any of the remaining team members by intonation of words when answering, or

any other signs, or by touch, he will eat everyone.

The only allowed response is a short, unemotional "white" or "black".

Having said that, | will add that you can put any value you like into each of these
words. For example, "white" can mean "my mother did my laundry" and "black"

can mean the guy in front of me is wearing a black hat.

The hint is an example. Here is a simple strategy that will guarantee safety to 50%.
Guy #10 (when he guesses) says the color of the hat on guy #9. Thus #10 may die or
may luck out, but #9 will save himself since he will know his hat color. Thus #8 helps
#7, #6 helps number #5, and so on. You thus save numbers 9, 7, 5, 3, and 1, or half
the people. But you can do a lot better than that.

Regular Topics in strategic management

1.

Analysis of the operating environment

Industry characteristics
Industry value/supply chains
Industry driving forces

*¥ ¥ ¥ ¥

The competitive environment

x Competitor analysis
x Competitive advantage
x Competitive intelligence

Keys to future success

3 Key success factors

3 The organisation’s performance profile
x The competitors’ performance profiles
The resource-based view

3 Internal organisational assessment
3 SWOT analysis
3 Strategic benchmarking
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10.

The organisation’s intellectual capital

L T

Intangible assets
Competencies

Core competencies
Distinctive competencies

* The organisation’s strategic architecture **Practical workshop

Identification of strategic issues:

*¥ X ¥ ¥ ¥

Strategy and sustainable competitive advantage

Strategic themes
Potential action plans
Validation

Action plans

21 century competitive paradigm

Hierarchy of strategy formulation and implementation

*¥ ¥ ¥ ¥

Formulation of corporate strategy

Portfolio management
Related diversification
Unrelated diversification

Corporate strategy

*¥ X ¥ ¥ ¥

Multi-national diversification

Combination strategy
Strategic matrices

Corporate/parenting advantage
Sustainability of corporate advantage

Implementation of strategy

Work schedule for 8 Contact Sessions & Study School

XVi

Lecturer/ : :
student Date Theme REGIIEE reqdlng &
: : preparation
interaction
Study [A] Introduction & Overview Lecturing notes
school 28 JAN- * Orientation: Overview of | Thompson et al.,
01 FEB module contents & work | Chapter 1

requirements — study
guide

Introduction to Strategic
Management & What is
strategy? Why is it
important? Integration
and strategic alignment

Case study / Class
topic assignment (to
be announced)

¢ Start with group
assignment 1 from
the first day of the
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Introduction to writing a
case analysis

Various related aspects
Guest lecture(s)
Doing case analysis

study school/ First
block release

1st 09/11 [B]. Ihe Scope & Dynamics of Lecturing notes
semester: FEB Strategic Management: Cpre
Contact 1 Concepts & some Analytical
tools Study material: Notes
* What is strategy? Why is
it important? Integration Thompson et al
and sirrateglc alignment Chapters 1 & 2
* Charting an
organization’s direction; | Case study / Class
vision & mission, topic assignment (to
objectives & strategy be announced)
* Strategy formulation /
Strategy implementation /
Strategic thinking /
Strategy formulation
process: Strategic profile
and objectives
18t [B] Core Concepts & some Lecturing notes
semester: | 23/05 Analytical tools
Contact 2 FEB * The managerial process _
of crafting and executing | Study material: Notes
Strategy Thompson et al.,
«  Developing a strategic Chapter 3
visio_n; setting objectives; Case study / Class
crafting a strategy, topic assignment (to
|mplementlng and be announced)
executing the strategy; .
evaluating performance | ¢ Submit group
and initiating corrective assignment 1
adjustments; corporate
governance.
* Analysing a company’s

external environment
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Submit individual assignment @ Contact 3!

1t 09/11 [C] Cor(Ie Conlcepts; & some Lecturing notes
Analytical Tools
semester: | MAR .
Contact 3 * Analysing a company’s Study material: Notes
external environment Thompson et al.,

% Analysing an Chapter 4
organization’s internal Case study / Class
resources and topic assignment (to
competitive abilities be announced)

18t 23/25 [D] Crafting a Strategy to Create | ecturing notes
) MAR Sustainable High
semester: Performance Study material: Notes
Contact 4 * Strategies for CA: Thompson et al.,
generic strategies & Chapters 5 & 6
beyond
y _ . Case study / Class
* Strategies for changing topic assignment (to
the game be announced)
18t 06/08 [D] Crafting a Strategy to Create | _ecturing notes
. | APR Sustainable High
semester: Performance Thompson et al.,
Chapter 7 (p. 145-
Contact 5 * Strategies for 175)
International Growth
Case study / Class
topic assignment (to
be announced)
1st 13/15 o Corporate Strategy Lecturing notes
semester: | APR Thompson et al.,
Chapter 8
Contact 6

Case study / Class
topic assignment (to
be announced)

Submit grou

p assignment @ during Contact 6!

1st 04/06 [E] Executing and Aligning the | study material: Notes
. Strate
semester: | MAY =raledy Case study / Class
* Corporate Strategy topic assignment (to

Contact 7 «  Ethics, corporate social | be announced)
responsibility, Thompson et al.,
environmental Chapters 8 & 9 (self-
sustainability & strategy study)

18t 18/20 Executing and Aligning the Study guide &

semester: | MAY Strategy Appendix

Contact 8 « Building an organisation capable | Thompson etal.,

Chapter 10 & 12 (self-
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of good strategy execution and study)
strategic alignment

o Organisational culture &
Leadership

. Risk management pertaining to
strategy

Feedback group assignment during last Contact!

Block Release Format:

. Block Release 1: Work schedule of Study School + 15t FOUR contact sessions;

. Block Release 2: Work schedule of last FOUR contact sessions

° All additional material/ articles as uploaded/announced on e-fundi platform
o Scheduled of assignments for Block Release TBA according to schedule

Some applied strategic management issues

You will always see that the market/economic conditions have an impact on your

strategic thrust-

Cd[y\N «d Ho

5 THAT'S RIGHT

S B
A GLASS ?  WANT SOME 7
\ \

N SURE! AS TWG SOLE
| STOCKMOLDER W TWIS

AND AS PRESIDENT AND CEO OF
COMPARY, © PEMAND AN
ESORBITANT ANNUAL SALARY *

"CANEAT EMPTOR " 1S
THE MOTTD NE STAND
BEWIND! T'D WRE

TO CHARSE WORE W

WE FOUDWED WEALTH
»0 ENVRONMENTAL
REGULATION

Practical examples/applications of the context in the following media releases

regarding companies’ strategic issues are:

. Cell Cis in the process of raising $600 million (R8.5 billion) to prop up its balance
sheet, given its crippling debt load of R23.6 billion (Oc t.2016). Says Moody's vice
president and senior analyst Dion Bate in a statement: “Our review for upgrade

reflects the expected reduction in Cell C’s gross debt obligations
billion and improved leverage and interest coverage metrics

to around R8.5
as a result of

approximately R16 billion of equity injections but also recognises that there are
still a number of conditions that need to be satisfied.” Cell C has struggled to
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keep up with its rivals Vodacom and MTN over the past five years, given their
increasing dominance in a competitive telecommunications market with more
revenue potential in data than voice. To claw back market share, Cell C has
embarked on aggressive cost-cutting initiatives and focused on improving its
network quality and customer service offering.

Clover Industries continues to ride out the cyclical nature of milk — with the
company lifting the prices of its dairy products in response to the severe drought
conditions and the oversupply of milk (2016). Add a weak rand to the cocktail of
market challenges, which forced the consumer goods and beverages company to
push up selling prices by 10% in April 2016 across all its dairy product categories
to maintain its margin and earnings. Clover echoed the sentiments of other food
producers on the impact of the sustained drought, which has hit large parts of the
county with the Western Cape and Eastern Cape slightly spared. The drought
resulted in increased feed costs and lower raw milk production, which prompted
Clover to pass price increases to producers. “The moment when we have good
crops and rain, costs will not increase as much as they did this year,”. Product
category - Clover launched a swathe of new products including its Clover Classic
yoghurt and custard range in addition to DairyBelle’s Fruits of the Forest brand,
after the end of its service agreement with France-based Danone — which barred
it from producing yoghurt products. Expansion plans- After shelving expansion
plans in Nigeria and Angola last year due to foreign exchange controls and strict
import regulations, Clover is focusing on growing its export markets such as
Mozambique, Botswana, Namibia and more. It's also on the prowl for
acquisitions. “Going forward, we expect a similar trend of disciplined deal-making
to continue. With net debt/Ebitda below 1.0x, Clover believe there is ample
headroom to do more deals - should the opportunities present themselves.

Fashion and household goods retailer Mr Price moved to allay market jitters
emphasising that the low-price retail model is still its differentiator despite
international retailers Cotton On and H&M encroaching on its space. After
releasing a disappointing trading update (Sept. 2016), in which Mr Price’s retail
sales grew by 1% while comparable sales declined by 2.4% for the 18 weeks to
August 2016, CEO Stuart Bird said the retailer’s value offering for consumers is
still intact.Mr Price blamed the sales update on unseasonably warm weather and
the aggressive promotional activity by its competitors, profiting at its expense.Mr
Price was often described as “defensive” because of its cash-based value model.
The theory was that during tough economic times, consumers would trade down
to Mr Price, putting the retailer in good stead compared to its competitors.Its
preference for cash sales over credit has also been a boon.“As a cash retailer,
we are the first to feel the economic impact but tend to recover earlier than
competitors as consumers fear overextending themselves by taking more credit.”
Mr Price’s resilience has been tested, as the ongoing arrival of international
fashion retailers such as Cotton On and more recently H&M have impacted the
competitive retail environment. To claw back sales growth, its focus will be on the
competitive pricing of merchandise and improving the customer shopping
experience (2016)

When Metropolitan and Momentum (MMI) merged the buzz was all about
cultural differences between Cape Town and Johannesburg, the competition
authority’s no-retrenchment requirement and the dangers of big mergers. Yet it
was pulled off with few noticeable hitches. Cash savings now seem to come in at
double the estimated amount and natural attrition took care of the retrenchment
ban, and margins are holding up. In retrospect, what helped the merger was the
way it was built on the general economic recovery. Where to from here?
Insurance companies are now slipping into areas once exclusively the preserve
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of banks, and vice versa. The winner in the next battle might not be the most
focused, but the most diverse. Geographical expansion is part of that picture too,
and for MM, like many others, Africa is the first step.

Old Mutual’s strategic turnaround is rather dramatic on almost all fronts. It's
been a hard and long road back to the beginning. There is a business school
study to be conducted on the devastating effect of failed international
expansion. With the Nordic business now gone, 74% of OM’s adjusted operating
profit comes from SA. Europe and the US are now not much more than outposts,
delivering 14% and 6% respectively. African earnings are now almost the same
as those from the US. And it’s the rest of the African continent that is now the
expansion focus. It is definitely a better strategy — it has to be much easier to sell
insurance to people who don’t yet have it than to sell insurance to First Worlders
who probably already have some kind of insurance. The bugbear that OM needs
to pack away in a dark box is the residual sense that its execution is poor. The
market now clearly understands and like the new strategy. It just has to get it
done this time.

It is extremely worrying that one of the country’s most celebrated entrepreneurs,
Brian Joffe, says he is concerned about companies’ ability to do business in SA.
Bidvest, the highly diversified services and product group he heads as CEO,
released interim results that were pretty good. We have employers not listening
to their employees properly, and then employees demanding above-inflation
wage increases. The worry is that the three pillars of the economy (business,
labour and the government) are not communicating effectively with each other.

Egstra turns in respectable results despite the weak South African economy,
poor global commodity prices and volatile labour relations in SA. The opencast
miner, and leaser and renter of heavy equipment, is keen to establish market
confidence in its geared business model. Banks are willing to lend because many
of its customers are blue-chip companies, and because it has annuity income.
Ideally the group would like a 50:50 revenue and profit split between SA, and
also the UK, across its industrial equipment, fleet management and logistics, and
contract mining and plant rental divisions. It has an appetite for “selective and
complementary” acquisitions and further diversification, in addition to organic
growth.

Investec takes punishment in the market (specialist bank’s disappointing results
reflect global condition)

PPC (Pretoria Portland Cement) sees sales slip but overall revenue rises 8%
(however cement sales were trending upwards and order books were growing,
albeit at lower margins and in the face of stiffer competition)

Merger with Gold Reefs Resorts boosts Tsogo Sun revenue: Tsogo's CEO
said many hotels in SA were “still financially distressed”, which was creating
opportunities for the country’s largest gaming company to make acquisitions
while it was generating about R2 bn a year in free cash flow and had very low
levels of debt.

AVI (owner of food and beverage brands such as Five Roses, Bakers and
Willard’s) added to its profitable shoe and fashion business by agreeing to pay
about R400m for Green Cross, a specialist shoe manufacturer and retailer. The
transaction represents a rare opportunity to acquire an established, category
leading brand of relevant scale with a solid record of profitable operations.

@J NWU ’ XXi



XXii

Gold Fields blames holidays for drop in output. The year-end holiday that
perennially afflicts mining companies in SA was one of the key reasons for the
steep fall in output at Gold Fields, but grade declines in Peru and Australia fed
into the retreat, dragging down its profits.

Daytona Group, which imports Rolls-Royce cars into SA, has downplayed an
Australian report that the maker of the luxury marquee has recalled vehicles over
faulty brakes and engines “that might burst into flames”. Although there was no
recall for the brake problem in SA, Daytona confirmed a Rolls-Royce recall in SA
relating to an auxiliary water pump on Ghost models from April to June last year.

Click’s R95m plan to spruce up its brand: Clicks Group, the health- and beauty-
focused retailer, will expand to Lesotho and spend R95m in the second half on
opening new stores and refurbishing existing ones.

SA’s largest food company, Tiger Brands, confirmed that it had promoted Thabi
Segoale to head its Nigerian interests, fuelling speculation it is seeking an
acquisition in that country.

Vodacom is having sleepless nights about its operation in the Democratic
Republic of Congo. The cell operator has found itself technically no longer in
possession of its majority interests in Vodacom DRC. The courts there intend to
sell a big enough portion of its 51% interest to settle an amount they have
decided is owed to Moto Mabanga, a South African consultant who claimed a
$41m “success fee” for his efforts to reconcile Vodacom and its Congo partners,
a relationship that had decayed to the point that Vodacom executives were facing
arrest back in 2007.

Debtors, acquisitions and expansion top CEO’s wish list for R1,8bn cash hoard:
Truworths International CEO says he would rather use the clothing retailer's
cash hoard to boost store credit sales and acquisitions than pay a special
dividend. “l wish | could use it internally first and that's mainly on the debtor’s
book.” The second preference is on expanding the business. The third is a great
acquisition. The fourth preference is neutral between increasing dividend flow
and a steady share buy-back or a combination. The least appealing option is a
special dividend.

Why should an organisation do strategic planning?

Following from above, it is clear that strategic management as such have many
approaches:

A focus on individuals who are strategic decision makers and the processes
they use in formulating and implementing strategy: Conversations with a
company’s top management will provide insights into the thinking of key
strategists, the problems and opportunities involved in a business expansion
decision, the complexity of making strategic decisions when multiple constituen-
cies must be considered and analysing the lessons from the most-publicised
business failures in recent years.

A focus on corporate-level strategic decisions: Following press announce-
ments of mergers, take-overs, and acquisitions; controversial diversification
strategies; the process of corporate adaptation to a changing environment and
the implementation of a major strategic decision.

A focus on business-level strategic decisions: Emphasising strategic decision
making in the fastest-growing segment of a specific industry, developing insights
into any remarkable strategies that led a firm to industry dominance, investigating

W NWU*



the effects of deregulation on both an industry and its leading firms, looking at
contrasting perspectives on dealing with the problems associated with rapid
growth in high-technology businesses for example, the turn-around of a company
(and its successful enhancement of a specific business issue like quality) and the
strategic response in a deregulated business environment.

. A focus on social responsibility requires that participants make business
decisions while taking into account the impact of the organisation’s values — the
so-called “triple bottom line” approach which is a prerequisite for contemporary
market success.

o A focus on international strategic decisions features many related business
problems in developing and operating joint ventures abroad: Dealing with
company’s successful response to a structural change affecting a global industry,
competition in the markets, strategic responses to worldwide consolidation in a
certain industry (like home appliances) and the strategic decisions in companies’
duel with another one for market dominance.

What is the difference between strategic planning and annual planning?

The slow and uneven emergence from the global economic downturn has left many
executives in a bind. They need to grow their businesses at a time when forces inside
and outside their organisations make that task much more difficult. Having pinned their
hopes on a relatively swift recovery, many global business leaders are coming to
recognise they may have been overly optimistic. With more realistic expectations,
executives are taking a more focused approach to the management tools they use to
guide their businesses - using fewer tools to pursue revenue and profit growth, but
using them more strategically.

Overall, a majority of the 1,208 global executives interviewed for Bain & Company’s
latest Management Tools & Trends survey see economic conditions improving in their
industries (http://www.bain.com/management.asp). But their confidence level has
slipped dramatically since the last survey in 2010, amid a slower recovery than many
anticipated — and with some additional new challenges. As a result, 55% of executives
surveyed are concerned about meeting their earnings targets in 2013 (see table).

Use this as an objective self-evaluation in connection with your own
organisation or company-

The view on management trends Agree | Disagree
We bgllev_e_ substanﬂa} op_p_ortunltles exists to improve both 81% 506
sustainability and profitability
Our ability to adapt to change is a significant competitive 7506 10%
advantage
Innovation is more important than cost reduction for long-term 24% 10%
success
Preferences of younger generations are forcing us to change our 69% 12%
culture and processes
We are very good at innovation 68% 14%
Customers are less loyal to brands than they used to be 67% 17%
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Over the next three years, our spending on IT must increase as a

0 0,
percentage of sales 65% 13%
Our management actions favour long-term results over short- 64% 19%
term earnings
gré:\lt\aftshswe complexity is raising our costs and hindering our 63% 17%
Ing:r_eased price transparency has had a major impact on our 61% 12%
pricing strategy
\é\éit\éw" pursue sustainability initiatives even if they increase our 60% 17%
Healthcare costs will S|gn|1_‘|cantly impact our number of full-time 57% 19%
employees over the next five years
Over the next 3 years, we will focus more on revenue growth 5706 21
than cost reduction
It feels like economic conditions are improving in our industry 57% 21%
Social media has improved our relationships with customers 56% 17%
I28r1n8very concerned about how we will meet earnings targets in 5506 24%
O_ur top management if comfortable taking greater risks for 5306 24%
higher returns
| am very c_oncerned about the impact a cyber attack could have 50% 26%
on our business
Insufficient consumer insight is hurting our performance 50% 24%
Our current information systems are constraining proftable 49% 270

growth

From the McKinsey Quarterly archives, 1980

“The notion of making corporate choices and allocating resources

suggests a picture of a chief executive officer who has been provided

with a broad menu of business opportunities from which he can

simply choose the most mouthwatering and then supply the money

and people required to pursue them.”
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—Fred Gluck, “Strategic choice and resource allocation”™




Twenty years ago, Bain & Co launched their first global survey of Management Tools &
Trends to track executives’ behaviours and attitudes through a full range of economic
cycles. The latest results, as in the past, provide instructive insights into what is
working and what is not, as well as what is on the minds of executives around the
globe. Not surprising, growth is the top priority. The following were identified as Top
Ten Management Tools (2012):

Strategic Planning
CRM

Employee Engagement Surveys

Benchmarking

Balanced Scorecard

Core Competencies

Outsourcing

Change Management

Ol o INjo gk w|N =

Supply Chain Management

[EEN
©

Mission & Vision Statements

° What is strategic management?

Strategic management can be used to determine mission, vision, values, goals,
objectives, roles and responsibilities, timelines, etc.

Here are 25 famous quotations that deal with strategy, from the battlefield
to the boardroom, that will help to position strategy in your mind so that
you may make it work in your company.

1.  “Victorious warriors win first and then go to war, while defeated warriors go to war
first and then seek to win.”
— Sun Tzu

2.  “The essence of strategy is choosing what not to do.”

— Michael E. Porter

3. "However beautiful the strategy, you should occasionally look at the results."
— Winston Churchill

4, "The best CEOs | know are teachers, and at the core of what they teach is
strategy."”

— Michael Porter
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10.

11.

12.

13.

14.

15.

20.

21.

22.
23.

24.

"The aim of marketing is to know and understand the customer so well the
product or service fits him and sells itself."
— Peter Drucker

"The purpose of a business is to create a customer."
— Peter Drucker

"Sound strategy starts with having the right goal."
— Michael Porter

"Strategy without tactics is the slowest route to victory. Tactics without strategy is
the noise before defeat.”
— Sun Tzu

"In marketing I've seen only one strategy that can't miss - and that is to market to
your best customers first, your best prospects second and the rest of the world
last.”

— John Romero

“What do you want to achieve or avoid? The answers to this question are
objectives. How will you go about achieving your desire results? The answer to
this you can call strategy.” — William E. Rothschild

"There is nothing so useless as doing efficiently that which should not be done at
all." — Peter Drucker

"What business strategy is all about-what distinguishes it from all other kinds of
business planning-is, in a word, competitive advantage. Without competitors
there would be no need for strategy, for the sole purpose of strategic planning is
to enable the company to gain, as efficiently as possible, a sustainable edge over
its competitors.”

— Kenichi Ohmae

"The real challenge in crafting strategy lies in detecting subtle discontinuities that
may undermine a business in the future. And for that there is no technique, no
program, just a sharp mind in touch with the situation." — Henry Mintzberg

"In McKinsey's world, all of life is one of two things: strategy or organization."
— Tom Peters

"Strategy is not the consequence of planning, but the opposite: its starting point."
— Henry Mintzberg

“If you can’t describe your strategy in twenty minutes, simply and in plain
language, you haven’t got a plan. ‘But,” people may say, ‘I've got a complex
strategy. It can’t be reduced to a page.’ That's nonsense. That’s not a complex
strategy. It's a complex thought about the strategy.” — Larry Bossidy,

"The expert in battle seeks his victory from strategic advantage and does not
demand it from his men."— Sun Tzu

"The company without a strategy is willing to try anything."— Michael Porter

"In real life, strategy is actually very straightforward. You pick a general direction
and implement like hell."— Jack Welch

"Strategy formulation, then, is an ongoing requirement of good management. It is,
to quote Michael Porter, 'a process of perceiving new positions that woo
customers from established positions or draw new customers into the market.'
This is a process you must permanently embed in your organization."

— Harvard Business Review Blog Network
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25.

"What's the use of running if you are not on the right road."— German proverb
The purpose of strategy is to acquire customers. Are you getting all you
can?

What is strategic planning?

Strategic planning is a management tool, period. As with any management tool, it
is used for one purpose only: to help an organisation do a better job — to focus its
energy, to ensure that members of the organisation are working toward the same
goals, to assess and adjust the organisation's direction in response to a changing
environment. In short, strategic planning is a disciplined effort to produce
fundamental decisions and actions that shape and guide what an organisation is,
what it does and why it does it, with a focus on the future.

The meaning and success of a strategic planning process: The process is
strategic because it involves preparing the best way to respond to the
circumstances of the organisation's environment, whether or not its
circumstances are known in advance; nonprofits often must respond to dynamic
and even hostile environments. Thus being strategic means being clear about
the organisation's objectives, being aware of the organisation's resources and
incorporating both into being consciously responsive to a dynamic environment.

The process is about planning because it involves intentionally setting goals (i.e.
choosing a desired future) and developing an approach to achieving those goals.
The process is disciplined in that it calls for a certain order and pattern to keep it
focused and productive. The process raises a sequence of questions that helps
planners examine experience, test assumptions, gather and incorporate informa-
tion about the present and anticipate the environment in which the organisation
will be working in the future.

Finally, the process is about fundamental decisions and actions because choices
must be made in order to answer the sequence of questions mentioned above.
The plan is ultimately no more, and no less, than a set of decisions about what to
do, why to do it and how to do it. Because it is impossible to do everything that
needs to be done in this world, strategic planning implies that some
organisational decisions and actions are more important than others — and that
much of the strategy lies in making the tough decisions about what is most
important to achieving organisational success.

What is the difference between strategic planning and long-range
planning?

Although many use these terms interchangeably, strategic planning and long-
range planning differ in their emphasis on the "assumed" environment. Long-
range planning is generally considered to mean the development of a plan for
accomplishing a goal or set of goals over a period of several years, with the
assumption that current knowledge about future conditions is sufficiently reliable
to ensure the plan's reliability over the duration of its implementation. In the late
fifties and early sixties, for example, the US economy was relatively stable and
somewhat predictable, and, therefore, long-range planning was both fashionable
and useful. On the other hand, strategic planning assumes that an organisation
must be responsive to a dynamic, changing environment (not the more stable
environment assumed for long-range planning).

Certainly a common assumption has emerged in the non-profit sector that the
environment is indeed changeable, often in unpredictable ways. Strategic
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planning, then, stresses the importance of making decisions that will ensure the
organisation's ability to successfully respond to changes in the environment.

What is strategic thinking and strategic management?

Strategic planning is only useful if it supports strategic thinking and leads to
strategic management — the basis for an effective organisation. Strategic thinking
means asking, "are we doing the right thing?" Perhaps, more precisely, it means
making that assessment using three key requirements about strategic thinking:
having a definite purpose in mind; an understanding of the environment,
particularly of the forces that affect or impede the fulfilment of that purpose; and
being creative in developing effective responses to those forces. It follows, then,
that strategic management is the application of strategic thinking to the job of
leading an organisation.

Dr Jagdish Sheth, a respected authority on strategic planning, provides the
following framework for understanding strategic management: Continually asking
the question, "Are we doing the right thing?" It entails attention to the "big picture”
and the willingness to adapt to changing circumstances and consists of the
following three elements: Formulation of the organisation's future mission in light
of changing external factors such as regulation, competition, technology and
customers and development of a competitive strategy to achieve the mission and
the creation of an organisational structure which will deploy resources to
successfully carry out its competitive strategy. Strategic management is adaptive
and keeps an organisation relevant. In these dynamic times, it is more likely to
succeed than the traditional approach of "if it ain't broke, don't fix it."

What strategic planning is not!

Everything said above to describe what strategic planning is can also provide an
understanding of what it is not. For example, it is about fundamental decisions
and actions, but it does not attempt to make future decisions (Steiner). Strategic
planning involves anticipating the future environment, but the decisions are made
in the present. This means that over time, the organisation must stay abreast of
changes in order to make the best decisions it can at any given point — it must
manage, as well as plan, strategically. Strategic planning has also been
described as a tool — but it is not a substitute for the exercise of judgment by
leadership.

Ultimately, the leaders of any enterprise need to sit back and ask, and answer,
"What are the most important issues to respond to?" and "How shall we
respond?" Just as the hammer does not create the bookshelf, so the data
analysis and decision-making tools of strategic planning do not make the
organisation work — they can only support the intuition, reasoning skills and
judgment that people bring to their organisation.

Finally, strategic planning, though described as disciplined, does not typically flow
smoothly from one step to the next. It is a creative process, and the fresh insight
arrived at today might very well alter the decision made yesterday. Inevitably the
process moves forward and back several times before arriving at the final set of
decisions. Therefore, no one should be surprised if the process feels less like a
comfortable trip on a commuter train but rather like a ride on a roller coaster. But
even roller coaster cars arrive at their destination, as long as they stay on track!

What is a strategic plan?

In strategic planning, it is critical to formally consider how your organisation will
accomplish its goals. The answer to this question is a strategy. There are a
variety of formal definitions for strategies, but everyone fundamentally agrees that
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a strategy is the answer to the question "How?" "Strategies are simply a set of
actions that enable an organisation to achieve results"(MAP for Nonprofits, St.
Paul, MN). "Strategy is a way of comparing your organisation's strengths
with the changing environment in order to get an idea of how best to
complete or serve client needs" (Jim Fisk & Robert Barron, The Official MBA
Handbook).

Essentially, there are three different categories of strategies: organisational,
programmatic and functional. The difference among the categories is the focus of
the strategy: Organisational strategy outlines the planned avenue for
organisational development (e.g. collaborations, earned income, selection of
businesses, mergers, etc.). Programmatic strategy addresses how to develop,
manage and deliver programmes (e.g., market a prenatal care service to
disadvantaged expectant mothers by providing information and intake services in
welfare offices). Functional strategies articulate how to manage administration
and support needs that impact the organisation's efficiency and effectiveness
(e.g. develop a financial system that provides accurate information using a cash
accrual method).

When should a strategic plan be developed?

Strategy development follows the creation and affirmation of the organisation's
purpose statement, environmental and programme data collection and analysis,
and identification of critical issues. It is critical that strategy development follows
these steps because the information gathered and decisions made in these
phases are the foundation for strategy creation and selection. Each of these
steps provides the following: The purpose statement, the statement of the
organisation's ultimate goal and the direction to which the strategies should
ultimately lead.

External market data and programme evaluation results provide critical data to
support strategy development. Without this information and insight, the
organisation's strategies will not be in alignment with or effective in the market-
place. The critical issues list serves as the specific focus and framework for the
activities of the organisation and the pattern of these activities (developing and
selecting the strategies).

How are strategies developed?

Strategy formulation is a combination of rational, scientific examinations and
educated, intuitive best guesses. Many individuals are overwhelmed by the idea
of developing strategies, but it can be a fun and invigorating process.

The process entails examining the organisation's critical issues, determining how
the organisation's strengths and skills can be employed to address the critical
issues, analysing opportunities and strengths and looking for ways to synthesise
the two and exploring and choosing the best approaches for the organisation.
During this evaluation, ask these key questions: Does the strategy meet/address
critical issues? Is this aligned with our mission? Is this approach financially
viable? One effective method of strategy generation is to list critical issues and
organisational strengths onto flipcharts and then have staff or board members
brainstorm possible uses of those strengths or other skills to address the critical
issues.

Once the brainstorm session is completed, use a roundtable discussion to
investigate and evaluate the possible strategies. Remember to develop a list of
alternative strategies to investigate and keep in the contingency planning file. It
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is important not to discount the ideas that come to people during non-working
hours.

The Polaroid camera is the result of a three-year-old’s question to her father:
"Dad, why can't | see the picture now?"

What are some tools for analysis and planning?

A number of analytical tools have been developed to assist organisations with the
planning process. Many organisations have adapted these tools, modifying the
guestions and criteria to align with their own specific services and markets. Listed
below are just two examples of analytical tools used by organisations.

SWOT Analysis: SWOT analysis is a methodology of examining potential
strategies derived from the synthesis of organisational strengths, weaknesses,
opportunities and threats (SWOT). The partnering of the different elements and
the extensive data collected as a result of the analysis can serve as a spark for
roundtable discussions and refinement of current strategies or generation of new
strategies.

The MacMillan Matrix: This strategy grid is specifically designed to assist non-
profit organisations to formulate organisational strategies. There are three
assumptions underlying this approach: The need for resources is essentially
competitive, and all agencies wanting to survive must acknowledge this dynamic
given that resources are scarce; there is no room for direct duplication of services
to a single constituency — this is wasteful and inefficient. Mediocre or low-quality
service to a large client population is less preferable to delivering higher quality
services to a more focused population. These assumptions have implications that
are difficult and painful for many organisations and individuals. It might mean
terminating some programmes to improve core services and competencies;
giving programmes and clients to more efficient, effective agencies or competing
aggressively with those programmes that are less effective or efficient.
MacMillan's matrix examines four programme dimensions that guide placement
on the strategy grid and indicate implied strategies:

3 Alignment with Mission Statement: Services or programmes that are not in
alignment with the organisational mission, unable to draw on existing
organisational skills or knowledge, unable to share resources and/or unable
to coordinate activities across programmes should be divested.

x Competitive Position: Competitive position addresses the degree to which
the organisation has a stronger capability and potential to fund the
programme and serve the client base than the competitive agencies.

x Programme Attractiveness: Programme attractiveness is the complexity
associated with managing a programme. Programmes that have low client
resistance, a growing client base, easy exit barriers and stable financial
resources are considered simple or "easy to administer". The level of
programme attractiveness also includes an economic perspective or a
review of current and future resource investments.

3 Alternative Coverage: Alternative coverage is the number of other
organisations attempting to deliver or succeeding in delivering a similar
programme in the same region to similar constituents.

3 The MacMillan Matrix provides ten cells in which to place programmes that
have been reviewed in terms of these four dimensions. Each cell is
assigned a strategy that directs the future of the programme(s) listed in the
cell (e.g., aggressive competition, joint venture, orderly divestment, etc.).
One cell of the matrix, "Soul of the Agency,” requires additional
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explanation. These are the difficult programmes for which the organisation
is often the client’s "last, best hope". Management must find ways to use
the programmes in other cells to develop, piggyback, subsidise, leverage,
promote or otherwise support the programmes in this category. (Adapted
from: http://www.pim.com.pk/faq.htm#Str Mat)

Key challenges for the strategist

Anthony Manning said that “sooner or later, every business becomes obsolete”.
As such, he identified in the New Age Strategist seven key factors that are at work to
ensure that no matter how well any firm is doing, its success will be short lived:

. Challenge — Rapidly increasing competition from new and unsuspected
sources: A new breed of individuals and companies, and a new group of
countries, are battling for the high ground in the world’s markets.

o Challenge — Changing consumer demographics and psychographics:
Society is being restructured and mentally reordered with people living through a
whole new set of experiences with transformed values. Buying behaviour is
undergoing a radical transformation.

° Challenge — New technology is changing the bases of competition: There
are many current revolutions which add up to a new set of possibilities in the
design and delivery of goods and services, and in every aspect of the way we do
business. They introduce quantum changes in what we can do...and therefore in
how we compete.

o Challenge — The new global economic structure: Money flows faster than the
speed of light and electronic impulses make it instantly available, everywhere and
anywhere. Time zones are irrelevant, so 24-hour decisions are the new reality.
Exchange rates are factored into literally everyone’s bottom line.

o Challenge — The swing from manufacturing to services: Information is the
new strategic resource. ldeas are the new corporate energy resource that
requires thinking people. Service forms a growing part of every sale.

o Challenge — The new proliferation of corporate stakeholders: Every
stakeholder demands a “share of voice” in business. They each have a different
view of what’s right or wrong, acceptable or unacceptable. Their different goals
are seldom the same as management’s.

° Challenge — Managing the new workforce and coping with a shortage of
skills: The South African workforce has undergone major changes in the last
decade alone — it mirrors the polarisation in our society. Trade unions have
gained enormous power in the negotiating process.

But just remember: Although these challenges all signal problems ahead, they offer
untold opportunities as well!

By way of conclusion, | want to take you to one of the final points of interest made by
Thomas Peter and Robert Waterman in their nationwide number 1 bestseller In Search
of Excellence:

Many of today’s leaders/managers — MBA-trained and the like — may be a little bit too
smart for their own good. It is a strange contradiction that may really hold — called the
smart-dumb rule. The smart ones are the ones who shift direction all the time, based
upon the latest output from the expected value equation: The ones who juggled
hundred-variable models with facility; the ones who designed complicated incentive
systems; the ones who wire up matrix structures. The ones who have 200-page
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strategic plans and 500-page market requirement documents that are but step one in
product development exercises.

Our “dumber” friends are different. They just don’t understand why every product can’t
be of the highest quality. They just don’t understand why every customer can’t get
personalised service, even in the potato chip business. They are personally affronted
when a bottle of beer goes sour (Heineken). They can’t understand why a regular flow
of new products isn’t possible, or why a worker can’'t contribute a suggestion every
couple of weeks. Simple-minded fellows, really: simplistic even. Yes, simplistic has a
negative connotation. But the people who lead the excellent companies are a bit
simplistic. They are seemingly unjustified in what they believe the worker is capable of
doing. They are seemingly unjustified in believing that every product can be of the
highest quality. They are seemingly unjustified in believing that service can be
maintained at a high standard for virtually every customer, whether in Missoula,
Montana or Manhattan. They are seemingly unjustified in believing that virtually every
worker can contribute suggestions regularly. It is simplistic. But it may be the true key
to inducing astonishing contributions from tens of thousands of people.

Of course, what one is simplistic about is vitally important. It's a focus on the external,
on service, on quality, on people, on informality, those value content words we noted.
And those may very well be things — the only things — worth being simplistic about.
One executive said that it was important for his people to want to be “the best” at
something. He does not really care very much what.

But so many can't see it.They always have practical, justifiable, inevitable, sensible,
and sane reasons to compromise on any of these variables. And your companies will
remain remarkably successful.

» SEE THE FOLLOWING APPLICATION REGARDING THE 4TH INDUSTRIAL
REVOLUTION-

XXX

We spent a large part on analysing the performance of the business models of the
world’s leading companies — World Economic Forum (2019). By “business model” we
mean the overall, interdependent system by which an organization creates value for
customers and captures value for itself. This includes its propositions, products,
resources, processes, revenue streams and cost structures. The bad news first: there
is an urgent need to transform traditional business models. The good news: there are
ways of slicing up this seemingly elephantine task into bite-sized chunks.
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What impact will the 4" Industrial Revolution have on business in general and on
your specific organisation?

Cyber-physical

Mass production, 8 : e systems, Internet of
assembly lines, : = Things
electricity

Mechanization,
water and steam

power

Assignments: [=1XIndividual; 1XGroup; Some activities]

INDIVIDUAL ASSIGNMENT: Total:[55]
Due date: Consult work schedule

Length limitation: 8 typed 1%-spaced pages. You have to adhere to this length
limitation. The eight pages include (any) addendums.

o Structure your answers according to the question numbering sequence and sub-
number to illustrate the various facts!. No essays will be allowed!

o Study the prescribed case study provided (or on the eFundi platform or in this
study guide) and answer all of the following questions: (or: To Be Announced!)

Questions / Vrae:

QUESTION / VRAAG 1: [10]

Choose the one best answer from each of the various options presented to you. Only
write down the option that you have chosen / Kies die een beste antwoord van elk van
die verskeie opsies aangebied. Skryf slegs die opsie neer wat jy gekies het.

(1) A company whose strategy has shady or unethical elements

A) Stands a good chance that its unethical behavior will go undetected and
unnoticed.

@ NWU 5 XXXiii



XXXIV

).

3).

(4).

B)

C)

D)

E)

Is automatically barred by gatekeepers for example the US Securities and
Exchange Commission from filing annual reports and having its stock
publicly traded.

Risks being temporarily embarrassed if its actions are discovered and
publicized by the media—but as long as this risk is tolerable, company
managers are well advised to pursue whatever unethical or unsavoury
actions they believe the company can get away with (especially if such
actions enhance company profitability and financial performance).

Puts the reputation of the company and its top executives at risk and may
even jeopardize the company’s long-term well-being and survival,
especially if it is required to pay out considerable sums of money to settle
punitive lawsuits and compensate customers, employees, shareholders,
suppliers, rival companies and any others for the injuries they have
suffered.

Risks only being required to “cease and desist” if governmental authorities
determine that its strategic actions constitute “unfair competition.”

Which of the following questions ought to be used to test the merits of one
strategy over another and distinguish a winning strategy from a mediocre or
losing strategy?

A)

B)

C)

D)

E)

Is the company’s strategy ethical and socially responsible and does it put
enough emphasis on good product quality and good customer service?

Is the company putting too little emphasis on growth and profitability and
too much emphasis on behaving in an ethical and socially responsible
manner?

Is the strategy resulting in the development of additional competitive
capabilities?

Is the strategy helping the company achieve a sustainable competitive
advantage and is it resulting in better company performance?

Does the strategy strike a good balance between maximizing shareholder
wealth and maximizing customer satisfaction?

Company managers connect values to the chosen strategic vision by

A)

B)

C)

D)

E)

combining the company’s values and mission/business purpose into a
single statement.

using a values-based balanced scorecard to measure the company’s
progress in achieving the vision.

making achievement of the values a prominent part of the company’s
strategic objectives.

making it clear that company personnel are expected to live up to the
values in conducting the company’s business and pursuing its strategic
vision.

making adherence to the company’s values the centrepiece of the
company’s strategy.

A company that pursues and achieves strategic objectives

A)

is likely to weaken the achievement of its short-term and long-term financial
objectives.
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(5).

(6).

(7).

(8).

B) Dbelieves that the company’s financial performance is not as important as it
really is.

C) is generally not strongly focused on its true mission of making a profit.

D) s frequently in a better position to improve its future financial performance
because of the increased competitiveness that flows from the achievement
of strategic objectives.

E) s likely to be a weak financial performer because diverting resources to the
pursuit of strategic objectives takes away from the achievement of financial
performance targets.

Which of the following is not among the factors that affect whether competitive
rivalry among participating firms is strong, moderate, or weak?

A)  Whether the products of rival sellers are strongly or weakly differentiated
B) Whether demand for the industry's product is growing rapidly or slowly
C) The degree to which rivals are satisfied with their current market position
D) Whether industry driving forces are strong or weak

E) Whether industry conditions tempt competitors to use price cuts or other
competitive weapons to boost unit sales and whether one or two rivals have
particularly powerful strategies

To test whether a particular diversification move has good prospects for creating
added shareholder value, corporate strategists should use

A) the profit test, the competitive strength test, the industry attractiveness test,
and the capital gains test.

B) the better-off test, the competitive advantage test, the profit expectations
test, and the shareholder value test.

C) the barrier to entry test, the competitive advantage test, the growth test,
and the stock price effect test.

D) the strategic fit test, the industry attractiveness test, the growth test, the
dividend effect test, and the capital gains test.

E) the attractiveness test, the cost of entry test, and the better-off test.
Moral managers

A) Are skeptical about ethics and ethical standards but feel obligated to
observe the company code of ethics.

B) See themselves as stewards of ethical behaviour and believe it is important
to exercise ethical leadership; they are ethically principled and pursue
success within the letter and spirit of what is considered ethical and legal.

C) try to stay within ethical bounds for fear of being caught doing something
unethical and having their careers ruined.

D) view what is legal as also ethical.

E) are ethically-principled as long as they see such behaviour being in their
own self-interest.

Which of the following is not one of the traits of core competencies and/or
competitive capabilities?
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(9).

(10).

A)

B)

C)

D)

E)

The key to leveraging core competencies into competitive advantage is
concentrating sufficient effort and talent on deepening and strengthening
them that the firm achieves dominating depth and gains the capability to
outperform rivals by a meaningful margin.

Core competencies have to be tweaked and adjusted to keep them fresh
and responsive to changing customer needs and market conditions.

Core competencies typically are lodged in the combined efforts of different
work groups and departments.

Core competencies generally grow out of company efforts to master a
strategy-critical technology or to invent and patent a valuable technology.

Core competencies tend to emerge gradually rather than blossoming
quickly.

Visible actions to reallocate operating funds and move people into different
organizational units

A)

B)

C)

D)

E)

A)

B)

C)

D)

E)

can be dysfunctional in trying to implement a new strategy because of the
anxiety and insecurity that big changes in budgets cause among company
personnel.

Signal a determined commitment to strategic change and can help catalyse
and give credibility to the implementation process.

run the risk of inadvertently creating barriers to building the needed
competencies and capabilities.

tend to impede the task of empowering employees and shifting to new,
more strategy-supportive culture.

are rarely necessary in implementing a new strategy unless the new
strategy entails a radically different set of value chain activities.

The hallmarks of a high performance corporate culture include

frequently revised and updated values and ethics statements, a deep
commitment to employee training, and unusually attractive fringe benefit
packages for company personnel.

a “can-do” spirit, pride in doing things right, no-excuses accountability, and
a pervasive results-oriented work climate where people go the extra mile to
meet or beat stretch objectives.

a balanced scorecard approach to measuring performance, strong
emphasis on teamwork, strict enforcement of company policies and
procedures, and incentive compensation for all employees.

a deep commitment to pioneering new best practices, a preference for
being a fast-follower as opposed to a first-mover or late-mover, and across-
the-board bonuses for all personnel when the company meets or beats
stretch objectives.

a deep commitment to top-notch quality and superior customer service,
dedicated use of TQM and/or Six Sigma quality control programs, and the
payment of big performance bonuses and stock options.
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QUESTION / VRAAG 2: [45]

Answer strictly according to the numbering sequence / Beantwoord die vrae streng
volgens die numeringsvolgorde-

Develop a consultancy report to Carnival’s top management detailing your
analysis and actionable recommendations regarding the following issues:

2.1

2.2

2.3

24

25

How strong are the competitive forces confronting Carnival in their market
environment? Do a five-forces analysis only by means of the conventional
diagram (5), and (b) identify the key driving forces (5) to support your answer.

Using the case study and one or more of the frameworks covered in your course
(i.e. Ansoff’'s Matrix/Innovation Ambition Matrix), analyse the pattern of Carnival’s
corporate strategy to date. (8) (= copy the following format in your script to
structure your answers)

Date Key Event Analysis

Which of the generic strategies most closely fit the competitive approach that
Carnival is taking? Justify (5)

(a)What strategic options (choices) are open to Carnival for changing the scope
of its business? and (b) evaluate each of Carnival’s options using a Red (destroy
value); or Amber (a temporary competitive advantage); or Green (strengthening)
as part of your grading system for each option (8)

(copy the following format in your script to structure your answers)

(a) Corporate strategy choices/options relating to | (b)Grading colour
Carnival (red/amber/green)

How well is the strategy of Carnival performing financially? (Do the applicable
(appropriate) financial ratio analysis based on the information in the exhibit).
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Justify by illustrating the formulas and calculations clearly / Gebruik die relevante
finansiele verhoudingsyfers om te evalueer hoe presteer Carnival se strategie?

(8)

2.6 Based on your case analysis (findings), what recommendations would you make
to Carnival’'s CEO going forward about the strategy? Justify! / Op grond van jou
gevallestudie-analise, watter aanbevelings sal jy maak aan die HUB aangaande
Carnival se strategie vir die volgende aantal jare? Motiveer! (6)

In this case study, you may not update the case study (for example, the effect of a
recent merger). You need to analyze the case study purely based on ONLY the facts
and content given! (You must analyse the case with the case given in context with the
given facts and trends.) / In hierdie gevallestudie mag u nie die gevallestudie opdateer
nie (byvoorbeeld, die uitwerking van 'n onlangse samesmelting). U moet die
gevallestudie suiwer op grond van SLEGS die gegewe feite en inhoud kontekstueel
ontleed!

Case: Carnival Corporation & plc -Alex Janes (University of Exeter)

XXXViii

On 13 May 2015, Arnold Donald, the CEO and president of Carnival, was waiting for a
meeting with the company’s board of directors. Since he had been asked to lead the
world’s largest global cruise line, in June 2013, business had improved but he knew
some of this was due to better economic conditions and underlying trends in the sector.
To make his mark on the company and the cruise industry he would have to go further,
so he planned to review the current strategy with his board and decide the next steps in
maintaining and consolidating the firm’s market-leading position.

Carnival was the vision of entrepreneur Ted Arison, who founded the company in 1972
as a subsidiary of Boston-based American International Travel Service (AITS). He
started running trips from Miami to San Juan on Puerto Rico with a secondhand ship,
the TSS Mardi Gras. The first voyage was less than auspicious when the ship ran
aground on a sandbar. After two years, the firm was still struggling to make an impact.
So, when Ted offered his business partners the chance to sell their share of the
company and said that he would take on the $5 million in debt the firm had accrued,
they agreed to sell for $1. Over the next 15 years Carnival grew organically, adding a
range of destinations to its portfolio and adding to its fleet of cruise ships through the
purchase of more secondhand vessels. Then, in 1980, the firm commissioned its first
bespoke cruise ship, the Tropicale, which entered service in 1982. Arison’s business
acumen and understanding of what cruise customers wanted helped the firm to grow
and compete successfully with many of the older and more established players in the
field. By 1987, Carnival was known as ‘the world’s most popular cruise line’ and on the
back of this reputation Ted decided to make an IPO (Initial Public Offering) of 20 per
cent of the company’s common stock. This raised $400 million and led to the next
phase of the company’s development and a radical change in strategy.

With the funds raised from the IPO, Carnival now began to grow by acquiring
other cruise lines. Its first major coup was buying one of the oldest firms in the USA,
Seattle-based Holland America Line (see Exhibit 1 for Carnival Corporation & plc
brands/subsidiaries). This company had been in business for more than a century
when Carnival acquired it. Holland America was a premium cruise operator, but also
had two subsidiaries: Windstar, another cruise line, and a tour company specializing in
Canadian and Alaskan holidays. Three years later, Carnival bought another Seattle-
based cruise line, Seabourn. The acquisition took Carnival into the luxury sector of the
industry and consolidated its leading position in the North American market.
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Exhibit 1: Carnival Corporation & plc, brands and subsidiaries

This company had been in business for more than a century when Carnival acquired it.
Holland America was a premium cruise operator, but also had two subsidiaries:
Windstar, another cruise line, and a tour company specializing in Canadian and
Alaskan holidays. Three years later, Carnival bought another Seattle-based cruise line,
Seabourn. The acquisition took Carnival into the luxury sector of the industry and
consolidated its leading position in the North American market.

Brand/subsidiary

Description

AIDA Cruises

AIDA cruises catered for the German-speaking market
and operated 10 ships in 2015. Its cruises focused on the
Mediterranean, Northern Europe, the Caribbean, the
Arabian Gulf, and Atlantic Islands such as the Canaries.
The cruises were aimed at a broad market including active
younger holidaymakers as well as more mature
passengers. The atmosphere on the ships was generally
youthful and casual.

Carnival Cruise Lines

Carnival was the largest of the firms in the group, with 24
ships in 2015. Its cruises were aimed at a wide
demographic, including families, couples and seniors. It
covered destinations in the Americas and the Caribbean
all year round, and in Europe on a seasonal basis. The
brand had a similar casual and ‘fun’ feel to the AIDA line.
Carnival also focused on a ‘value’ offering for more price-
sensitive customers.

Costa Cruises

Costa was Europe’s largest cruise line and had 15 ships in
its fleet. The firm was based in Genoa and made much of
its Italian heritage. As with the AIDA and Carnival brands,
Costa cruises attempted to blend fun and relaxation,
appealing to a wide demographic. The cruise line operated
in the Mediterranean, Northern Europe, the Baltic, the
Americas and the Caribbean, as well as the Middle East
and Asia.

Cunard Line

The Cunard Line was one of Carnival Corporation’s luxury
brands. Operating only three ships, the firm majored on its
British heritage, history dating back to the 1840s, and links
to royalty and celebrities. Cunard’s ships, the Queen Mary
2, Queen Victoria and Queen Elizabeth still provided a
scheduled transatlantic service from Southampton to New
York, but also offered seasonal cruises in Northern
Europe, the Mediterranean and the Caribbean.

Holland America Line

Holland America Line was started as a shipping line
between the Netherlands and North America in 1873. The
firm was one of Carnival’'s premium brands and had a fleet
of 15 mid-sized ships. The brand offered five-star dining,
and a more sophisticated entertainment and activity
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programme. Cruises covered destinations as varied as
Antarctica, Australia and New Zealand, Alaska, Mexico,
the Americas and Europe, as well as offering an annual
Grand World Voyage lasting 100 days.

P&O Cruises

P&O Cruises was aimed at the UK market and had seven
ships (with Britannia due to enter service in 2015 to make
this eight). P&O split its fleet with five vessels aimed at
families and three smaller adult-only ships. The brand
covered destinations around the world including the
Americas, Northern Europe, the Mediterranean, Asia, the
Middle East and Africa.

P&O Cruises Australia

P&O Cruises Australia operated three ships and was
aimed at the New Zealand and Australian markets. Mainly
focused on South Pacific, New Zealand and Australian
destinations, it was the leading Australian cruise line. It
was due to take delivery of a further two ships, which were
currently part of the Holland America Line. The firm was
another of Carnival’'s contemporary brands, aimed at a
wide demographic with ‘fun’ as a central theme for its
cruises. Karaoke and game shows were two of the most
popular entertainments on its cruises.

Princess Cruises

Princess Cruises was the original inspiration for the TV
series The Love Boat. The line had 18 ships in 2015 and
was the third-largest cruise firm in the world. Princess
Cruises aimed its product more at the adult and couples
market as opposed to family segments. Destinations
included Europe, Australia, Asia, Panama, Hawaii and
South America.

Seabourn Cruise Lines

Seabourn was Carnival’s ultra-luxury brand, and offered a
more tailored and bespoke service to its passengers with
unique destinations and a ratio of one staff member per
guest. The line operated five smaller ships to destinations
around the world in 2015.

Arison’s next move took the firm into the European market with the acquisition of Italian
cruise line Costa in 1997 and, a year later, the purchase of Cunard. Costa was the
leading cruise line in Europe and was similar to Carnival’s own line, offering what the
industry termed ‘contemporary’ cruises aimed at a wide demographic, with a good
range of on-board sports and entertainment facilities and dining options. Cunard was a
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very different purchase; the UK-based firm had a history going back to 1837 when it
had started operating the first mail ships used to cross between Europe and America.
The firm was one of the best-known and most well-regarded brands in the sector, and
had strong links with royalty and leading celebrities past and present.

There was a hiatus in the firm’s M&A activity following the death of Ted Arison in 1999.
The firm stayed in the family with Ted’s son, Micky, taking over as chairman and CEO.
Micky soon proved to be as a good a deal-maker as his father with the finalising of a
substantial merger between Carnival and P&O Princess Cruises in April 2003. The
combined companies created a truly global cruise line thanks to P&O’s reach in
Northern Europe, through its German cruise line, AIDA, and UK-based brands Ocean
Village and Swan Hellenic (later sold to All Leisure Group plc), as well as the Princess
Cruises brand and P&O Cruises Australia. There was also a brand offering river
cruises, A'rosa, but this was divested from the group soon after the merger took place.
Carnival was now the largest cruise operator in the world and jointly listed on both the
London and New York stock exchanges as Carnival plc and Carnival Corporation,
respectively.

The most recent acquisition, in 2007, was more complicated and involved an
agreement between Carnival and Spain’s largest travel company, Orizonia
Corporation, to operate the Spanish firm’s cruise line, Ibero, as a joint subsidiary of the
two companies. In 2014 Ibero was absorbed by Carnival’'s Costa brand.

Carnival continued to expand its range of destinations separately from those that
came with its acquisitions. In 2006 they were the first cruise line to enter the Chinese
market after the launch of the Costa Allegra, a ship purpose built for round-trip voyages
from Shanghai. From 2006, like many of its competitors, Carnival also started investing
in the next generation of cruise ships — larger, more efficient, and with many more
features and dining and leisure spaces on board — while 2008 saw the launch of six
new leading-edge cruise ships: Carnival Cruise Lines’ Carnival Splendor, Cunard
Lines’ Queen Victoria, AIDA Cruises’ AlDAbella, P&O Cruises’ Ventura, Princess
Cruises’ Ruby Princess and Holland America Lines’ Eurodam.

Carnival now started working closely with Italian shipbuilder, Fincantieri, and signed
agreements for the construction of a further three large ships for its Princess and P&O
Cruises brands in 2010 and 2011. Other shipbuilders had been contracted to work on
two cruise ships for the AIDA fleet and one more for the Costa brand in 2011.
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Exhibit 2: Carnival Corporation & plc consolidated profit & loss accounts

(USD mn)

2014 2013 2012 2011 2010
Revenues
Cruise passenger 11,889 11,648 11,658 12,158 11,084
tickets
Onboard and other 3,780 3,598 3,513 3,357 3,104
Tour and other 215 210 211 278 281
Total 15,884 15,456 15,382 15,793 14,469
Operating costs and
expenses
Cruise commissions, 2,299 2,303 2,292 2,461 2,272
transportation and other
Onboard and other 519 539 558 506 474
Fuel 2,033 2,208 2,381 2,193 1,622
Payroll and related 1,942 1,859 1,742 1,723 1,611
Food 1,005 983 960 965 869
Other ship operating 2,445 2,589 2,233 2,247 2,032
Tour and other 160 143 154 204 212
Subtotal 10,403 10,624 10,320 10,299 9.092
Selling and 2,054 1,879 1,720 1,717 1,614
administrative
Depreciation and 1,635 1,588 1,527 1,522 1,416
amortization
Ibero goodwill and - 13 173 - -
trademark impairment
charges
Total 14,092 14,104 13,740 13,538 12,122
Operating income 1,792 1,352 1,642 2,255 2,347
Non-operating
(expense) income
Interest income 8 11 10 11 12
Interest expense, net of | (288) (319) (336) (365) (378)
capitalized interest
(Losses) gains on fuel (271) 36 (7 1 -
derivatives, net
Other income 4 (8) (7 10 2)
(expense), net
Total (547) (280) (340) (343) (368)
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: 1,245 1,072 1,302 1,912 1,979
Income before taxation
Tax (expense) benefit (9) 6 4) - Q)
Net income 1,236 1,078 1,298 1,912 1,978

Note:For the years ended 30/11/2014, 30/11/2013, 30/11/2012, 30/11/2011, 30/11/2010.

EXHIBIT 3:
accounts,

2010-2014 (USD mn)

Carnival Corporation & plc consolidated profit & loss

Exhibit 4: Selected content from first-quarter (1Q) report for 2015

o Key metrics for the first quarter 2015 compared to first quarter 2014 were as
follows.

o On a constant dollar basis, net revenue yields (net revenue per available lower
berth day, or ALBD) increased 2.0% for 1Q 2015, which was better than the
company’s December guidance of flat to up 1%. Gross revenue Yyields
decreased 3.1% in current dollars due to changes in currency exchange rates.

o Net cruise costs excluding fuel per ALBD increased 2.4% in constant dollars
primarily due to higher dry-dock costs and advertising expenses. Costs were
lower than December guidance, up 5.5 to 6.5%, substantially all due to the
timing of expenses between quarters. Gross cruise costs including fuel per
ALBD in current dollars declined 9.6% due to changes in fuel prices and
currency exchange rates.

. Fuel prices declined 38% to $406 per metric ton for 1Q 2015 from $654 per
metric ton in 1Q 2014.

o Fuel consumption per ALBD decreased 3.7% in 1Q 2015 compared to the
previous yeatr.

o Changes in currency exchange rates reduced earnings by $0.06 per share
(constant currency).

2015 outlook

At this time, cumulative advance bookings for the remainder of 2015 were ahead of
the previous year at higher prices. From January, booking volumes for the remainder
of the year were running in line with the previous year’s historically high levels at
higher prices.

Donald noted, ‘We are experiencing an ongoing improvement in underlying
fundamentals based on our successful initiatives to drive demand. Our efforts to
further elevate our guest experience are clearly resonating with consumers and,
notably, improving the frequency and retention of our loyal guests.” Donald added,
‘We are also seeing results from our ongoing public relations efforts and creative
marketing campaign designed to attract new-to-cruise customers. Our multifaceted
campaign built around the Super Bowl garnered 5 billion media impressions before
the commercial aired and has exceeded 10 billion impressions to date.” Donald also
noted that the recent delivery of Britannia, the largest cruise ship built for Britain and
christened by Her Majesty Queen Elizabeth Il, drew international acclaim and
showcased cruising on a global scale.

Based on current booking strength, the company expected full year 2015 net
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revenue Yyields to increase 3 to 4% on a constant currency basis, which excluded
translation and transactional currency impacts, compared to the previous year. This
was one full point better than December guidance on a constant currency basis. On
a constant dollar basis, which does not exclude the unfavourable transactional
impact of currency, the company still expected yields to be approximately 2% higher
than the prior year. The company expected net cruise costs excluding fuel per ALBD
for full year 2015 to be up 2 to 3% compared to the prior year on a constant dollar
basis, which was better than December guidance of up 3%, due primarily to the
favourable transactional currency impact.

Since December, unfavourable changes in currency exchange rates (constant
currency) had reduced full year 2015 earnings expectations by $219 million, or $0.28
per share. However, this impact was significantly offset by the improvement in the
company’s operating performance, resulting in just a $0.05 reduction to the midpoint
of December guidance.

Taking the above factors into consideration, the company forecasted full year 2015
non-GAAP diluted earnings per share to be in the range of $2.30 to $2.50, compared
to 2014 non-GAAP diluted earnings of $1.93 per share.

Looking forward, Donald stated, ‘Consistent with many global companies, the
strengthening of the US dollar has hampered our full year earnings expectations,
masking the 3 to 4% (constant currency) vyield increase our collective brands are
expecting to achieve.

‘Our successful initiatives to drive both ticket and onboard revenue yields have
improved our financial performance and we remain on track toward our goal of
achieving double-digit return on invested capital in the next three to four years.’

However, despite its many successes, by 2013 Carnival was seeing a worrying
trend in its net and operating profits — both of which had declined substantially since
2010. The company’s operating profit margin fell from 16.2 per cent in 2010 to just 8.7
per cent in 2013. The net profit margin had also fallen over the same period, from 13.7
per cent to 7 per cent (see Exhibits 2, 3 and 4 for more financial details: profit and Loss
Account, Balance Sheet — 2010 to 2014,1 and first-quarter performance for 2015).

Carnival’s worsening financial situation was exacerbated at the beginning of 2012,
when the Costa Concordia, carrying more than 4,000 passengers and crew, struck a
rock off the coast of Italy and sank. The disaster claimed the lives of 32 people even
though the ship was grounded a few hundred metres from the Isle of Giglio 2. The
events of 13 January resulted in a loss of confidence among the cruise lines’
customers and travel agents, and damaged Carnival’s reputation as the details of the
event became clearer. The captain of the ship was alleged to have left his post before
all the passengers were rescued and had been sailing too close to the coast without
authorization. The company was hit by a series of lawsuits in the wake of the disaster
and, as the investigations and salvage continued into 2013 and then 2014, the affair
attracted further negative publicity. Then, in February 2013, the company suffered a
further setback as a result of a major fire on-board the Carnival Triumph, which left
more than 4,000 passengers and crew stranded in the Gulf of Mexico. By the middle of
2013 it was clear that a radical change was needed to bring Carnival back on course.
Micky Arison stepped down as CEO in June of that year and the board appointed one
of its non-executive directors, Arnold Donald, as the new president and CEO.

W NWU*



Although cruising in its current format has been in existence since the 1960s, the idea
of combining transport and hotel facilities is not a new idea. In the 19th century, many
of the cross-Atlantic steamship lines and North American Railroad firms, such as
Canadian Pacific, offered vertically integrated services to their customers, including sea
passage, hotel accommodation at departure and destination ports, and onward rail
travel. One of the first businessmen to pioneer cruises was Henry Flagler, a director of
Standard Oil and the ‘father’ of Miami and Palm Beach. He built railways to serve his
resort hotels in Florida in the late 1800s, and established sea links to further
destinations on the Bahamas as part of a vacation package for his customers.

The biggest change and the genesis of modern cruising came about in the 1950s and
1960s as air travel began to impact on the North Atlantic passenger services.
Passenger numbers sailing across the Atlantic fell by 90 per cent between 1960 and
1975, and this led many of the operators to change their business model from transport
to tourism. While the passenger liners of the early to mid-20th century had been the
equivalent of floating hotels, the cruise ships became floating resorts, offering a much
wider range of activities and facilities for their guests.

As the industry developed in the 1970s and 1980s, niche offerings and substantial
investments in marketing (on top of the capital invested in the ships) led to a rapid
expansion and development of a wide range of destinations. In the late 1980s and
1990s the industry was beginning to mature and a wave of mergers and acquisitions
took place that established an oligopoly of three firms, who continued to dominate the
industry in 2014: Carnival, Royal Caribbean and Norwegian Cruise Lines. In 2015
these three firms controlled more than 80 per cent of the share of passengers and a
similar proportion of the revenues generated. Carnival Corporation’s 48.1 per cent
share was twice that of Royal Caribbean’s (23.1 per cent), which was more than twice
that of Norwegian’s market share (10.4 per cent). Although the industry had largely
consolidated by 2015, there were still changes in ownership4 and deals going on —
Genting Hong Kong, the owner of the largest cruise firm in Asia, Star, had bought
luxury cruise firm Crystal in March 2015 for $550 million, having previously sold its 28
per cent share of Norwegian Cruise Lines (see Exhibit 5 for details of the main
competitors to Carnival).

Exhibit 5: Significant competitors

Competitor Description

Royal Caribbean Cruises | The second-largest cruise line in the world behind Carnival.
Royal Caribbean had a 23.1 per cent market share by
volume (passengers) and 22.1 per cent market share by
value in 2015. The firm had five brands: Azamara — a small-
ship luxury style cruise line with two vessels; Celebrity
Cruises, with 11 mid-sized liners and a more contemporary
ambience; Croisieres de France — aimed at the French-
speaking market with two mid-sized vessels; Pullmantur —
the leading Spanish cruise firm, which had 45 per cent of
the market and operated three ships; and the flagship
brand, Royal Caribbean International, which operated some
of the largest cruise ships in the world and had a fleet of 21
liners, with the first smartship — the Quantum of the Seas —
recently added to its portfolio. Royal Caribbean’s revenues
were $7.96 billion in 2013, with an operating income of
$855.1 million — up from $7.69 billion with net income of
$432.2 million in 2012.
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Norwegian Cruise Lines Until March 2015, Norwegian was part owned by Genting
Hong Kong, the firm behind Star Cruises. The firm was the
third-largest cruise line, with market share of 10.4 per cent
by volume and 12.4 per cent by value in 2015. Norwegian
had a fleet of 13 vessels but also recently purchased two
smaller operators, Oceania and Regent Seven Seas, from
Prestige in November 2014 for just over $3 billion. Both
operated in the higher-premium sector of the cruise market.

Like much of the shipping and tourism industry, cruising was affected by
changes in economic conditions. The year after the 2007/08 financial crisis the
global travel and tourism industry declined by between 4.0 per cent and 4.8 per cent,
with an estimated loss of 5 million jobs. However, as the world economy recovered, the
sector bounced back relatively quickly with growth of 6.2 per cent and 8.2 per cent in
2010 and 2011, respectively. The value of the sector at the end of 2012 was $631.1
billion (€490.9 billion), which meant that it had grown 2.8 per cent overall between 2008
and 2012. Cruise lines accounted for about 5 per cent of the sector with the rest taken
up by hotels and resorts. Forecasts by Key Note to 2017/18 were predicting overall
growth of hotel, resorts and cruise lines sector by 5 per cent a year, with the ocean
cruise element of this growing at just under 2.8 per cent per year (see Exhibits 6
onwards for further details).

Exhibit 6: Forecast for the Number of Ocean Cruise-Holiday Passengers
Worldwide

by Region, 2014-2018 (in millions)

%change
Region/year | 2014 2015 2016 2017 2018 2014-
2018
North 12.05 12.23 12.41 12.59 12.78 6.1
America
Europe 6.97 7.26 7.56 7.87 8.19 17.5
Rest of the | 3.29 3.43 3.58 3.74 3.91 18.8
world
Total 22.31 22.92 23.55 24.20 24.88 115

Exhibit 7.1: Ocean Cruise-Holiday Passengers Worldwide by region, 2009—-
2013 (in millions)

Year North America | Europe Rest of the | Total
world

2009 10.40 5.04 2.15 17.59
2010 11.00 5.67 2.40 19.07
2011 11.44 6.15 2.91 20.50
2012 11.64 6.23 3.03 20.90
2013 11.82 6.40 3.09 21.31
% change | 13.7 27 43.7 21.1
2009-13
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Exhibit 7.2: Number of Cruise Passengers Globally 2013 —
Top 10 Countries (in millions)

Country Number
USA 10.92
UK 1.73
Germany 1.69
Italy 0.87
Australia 0.83
Canada 0.77
Brazil 0.73
People’s Republic of China 0.73
France 0.52
Spain 0.48

According to the Cruise Line International Association (CLIA), European market growth
rates fell from a high of 10.2 per cent in 2010, to 1.2 per cent in 2012, rallied in 2013 to
3.5 per cent, but saw a further stall in 2014 with growth rates of just 0.4 per cent.4
Spain, Italy and the UK had fewer people taking cruises in 2014 than the previous year,
and the UK was overtaken by Germany as the largest market for cruises. In 2014,
1,771,000 Germans went on a cruise as opposed to 1,644,000 UK citizens. The most
popular destinations for European passengers in 2014 were the Mediterranean and
Atlantic Islands, such as the Canaries, which attracted 54 per cent of the market,
Northern Europe, which accounted for 21 per cent, and the Caribbean and the rest of
the World, which made up the remaining 24 per cent of the market.®> One of the other
factors that had a major impact on cruise lines was fluctuations in the price of fuel,
which accounted for up to 12.8 per cent of the operating costs of a ship. When fuel
prices were high, operators often had no choice other than passing the increased costs
on to passengers in the form of higher ticket prices. However, when oil prices fell, the
largest operators could make substantial savings — for example, Carnival made savings
of $128 million as a result of lower fuel prices in 2014. The larger cruise lines had
typically managed this risk using a range of financial instruments, including derivatives
and hedging activities.

Global cruise lines also had to manage exposure to a range of other financial risks.
These included both operational and investment currency risks, especially if they
operated in a number of locations and had a wide range of destinations. However, one
of the substantial areas of risk for cruise lines was as a result of the construction of new
ships. Depending on where the ships were built and whether the company had taken
out loans to fund the capital investment, it would need to manage changes in currency
exchange rates and interest rates.

The cruise industry also had to deal with a range of other changes in its environment.
Cruise lines and their ships had to take account of regulations and standards laid down
by the International Maritime Organization (IMO), which represented 170 member
states. The IMO regulations covered areas such as safety and security. However, the
country whose flag the cruise ship was registered under would also have regulations
that the ship must comply with and, finally, in territorial waters and in port, the ship
would be subject to the laws and regulations of the host country — which in the case of
the United States could be substantial and comprehensive in nature. Many shipping
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firms registered their vessels with countries such as Liberia and Panama, whose laws
and regulations were not a stringent as those of other, developed world countries such
as the UK and the United States. Cruise companies, such as Carnival, also based their
operations in some of these countries in order to avoid paying higher US taxes.
Carnival plc was registered in the UK, but Carnival Corporation was incorporated in
Panama. The financial crisis and subsequent government austerity programmes in
many developed countries had highlighted loopholes used by companies to avoid tax in
the countries from which most of their income was derived. In 2013, Jay Rockefeller, a
United States senator, began pushing for an exemption that allowed cruise lines to
avoid paying tax on revenue derived from US citizens to be eliminated. The exemptions
Carnival had received under Section 883 of the Internal Revenue Code would be under
threat if Rockefeller’s legislation were enacted and this would mean far higher tax bills
for the company’s US operations.

Rockefeller was also behind moves to develop a Cruise Passenger Protection Act to
give the US government and federal agencies more powers to oversee the cruise
industry in terms of protecting consumers’ rights, on-board security and passenger
safety.

Technology was starting to play an increasingly prominent role in the value proposition
of cruise ships in a similar way to other forms of tourism and travel. Customer
expectations had risen, with the growth in the use of smartphones and the Internet.
Cruise lines had to find ways of offering services like high-speed broadband on a
moving vessel in the middle of the ocean. The new ships that the major players were
commissioning contained many new technology-enabled and enhanced features.
Royal Caribbean’s Quantum of the Seas was billed as the ‘world’s first smartship’ at its
launch in late 2014 and cost $1 billion to build. With a maximum capacity of 4,900, the
newest ship in Royal Caribbean’s fleet, the Quantum of the Seas, provided passengers
with an app for reserving meals in its 18 restaurants and navigating the 16 decks, plus
high-speed Internet via satellite, robot bar tenders, a 1,300-seat theatre, and a range of
other facilities, from a skydiving simulator to the North Star observation tower, a crane-
like structure that could suspend guests over the sea or above the deck. The Quantum
of the Seas laid down a new standard for large-scale cruise ships, but other firms were
also developing new and larger vessels for their fleets with an upswing in planned
launches for 2015, 2016 and 2017 (see Exhibit 8 for further details). Royal Caribbean
based the Quantum of the Seas in Bayonne, New Jersey, but planned to operate the
ship and the second Quantum-class vessel, Anthem of the Seas, from Chinese ports
such as Shanghai in the long term.

Exhibit 8: Major Planned Ship Launches, 2015-2017
2015 new ships

Cruise line Ship Launch Passengers
P&O Britannia Mar-15 3,611
Compagnie du . 5

Ponant Le Lyrial Apr-15 264

Viking Ocean Viking Star Apr-15 930
Cruises

TUI Cruises Mein Schiff 4 Apr-15 2,500
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Royal Caribbean
International Anthem of the Seas | Apr-15 4,180
Norwegian Cruise | Norwegian Escape | Oct-15 4,248
Line
Total 15,733
2016 new ships
Cruise line Ship Launch Passengers
Holland America Line | Koningsdam Apr-16
AIDA AIDAprima Apr-16
Royal Caribbean Harmony of the Seas | Apr-16
International
Royal Caribbean Ovation of the Seas | Apr-16
International
Carnival Cruise Lines | Carnival Vista Apr-16
Viking Ocean Cruises | Viking Sea May-16
TUI Cruises Mein Schiff 5 Jul-16
Regent Seven Seas Regent Seven Seas Dec-16

Explorer
Seabourn Encore Dec-16
Total 24,240
2017 new ships
Cruise line Ship Launch Passengers
Viking Ocean Viking Sky Feb-17 930
Cruises
Norwegian Norwegian Joy Apr-17 4,200
Princess Majestic Princess Apr-17 3,600
MSC Seaside Nov-17 4,140
Viking Ocean Viking Sun Dec-17 930
Cruises
Total 13,800

The cruise industry has had a controversial past when it comes to sustainability
and the environment. Each cruise ship was the equivalent of a small town or very
large hotel and produced large amounts of sewage as well as other pollutants from the
fuel the ships burn, and the waste from food and other consumables. Environmental
monitoring and regulations had increased steadily in the industry but the growth in
sustainable tourism and changes in customer opinions had also driven many of the
large operators to look at this aspect of their operations. In 2009 the industry started
working with environmental charity Friends of the Earth in producing ratings for each
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cruise line and the ships it controlled: sewage, air pollution and, for those ships that
operated in Alaskan waters, a water quality measure.6 Each element was rated from A
to F, with A being the best environmental performance and F the worst (see Exhibit 9
for a comparison of cruise lines’ performance over time).

Exhibit 9 : Cruise lines’ performance on CSR

Final grade / Year
Cruise line 2009 2010 2012 2013 2014*
Holland America Line B B- B- B C
Norwegian Cruise Lines B- B- B- B C
Princess Cruises B- C+ B+ B C
Cunard Cruises C- C- C- C- D
Regent Seven Seas C- C- C D+ D
Cruises
Celebrity Causes D+ D+ C- C+ D+
Carnival Cruise Lines D- D- D+ C- D
Silversea Cruises D- D- D C D
Royal Caribbean F D+ D+ C D
International
Disney Cruise Line F C- A- A C+
Crystal Cruises - F F F F
Costa Cruises - -
Seabourn Cruise Line - - C- C-
Oceania Cruises - - D D- D-
P&O Cruises - - F F
MSC Cruises - - - - F

* Final grades for 2014 affected by the lack of data supplied .

Cruise lines were also given an overall rating. In 2014, the industry decided that it
would no longer work with Friends of the Earth after concerns were raised over the
measurements the charity used to come up with its ratings. The cruise lines disputed
that installation of the most advanced treatment systems for waste water was a fair
proxy for sewage treatment, or that plugging in to dockside electricity facilities was an
accurate measure of air pollution reduction (ships typically had to keep their engines
running to provide electricity if they did not do this). Friends of the Earth added a
Transparency rating to its scorecard.

Relations deteriorated further when Friends of the Earth began a lawsuit in 2014
designed to force US federal body the Environmental Protection Agency (EPA) to take
action against cruise ships discharging sewage in US waters. Cruise lines already had
to comply with the International Convention for the Prevention of Pollution from Ships
(MARPOL), which placed limits on the amount of sulphur in the fuel used in the Baltic,
the North Sea and the English Channel, and North American waters. In 2014 this was
extended to Puerto Rico and the US Virgin Islands. From 2015 the amount of sulphur
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in fuels used by ships in these Emission Control Areas (ECASs) would have to be further
reduced by 0.1 per cent from the current allowance of 1.0 per cent. This was likely to
increase cruise lines’ fuel costs, despite the fall in oil prices in 2014.

Apart from the fuel to power their ships, most cruise lines managed a substantial
network of suppliers covering several different areas of operation. The four main
streams covered fuel, which would include lubricants and other oil-based products
needed for the ship; technical equipment, such as parts for engines and permanent
fixtures and fittings on-board, such as carpeting; corporate purchasing, which covered
most onshore and headquarters requirements; and, finally, hotel supplies, which
covered all the consumables, such as food and drink, as well as all those other items
that would be found in a hotel — such as bed linen, towels, and so on. Cruise lines also
spent heavily on advertising and, perhaps most critically, the purchaseffitting out of new
or secondhand ships to build and develop their fleets. Global sourcing was a reality for
most large cruise lines, although quality and standards were usually not negotiable —
especially when it came to food preparation and processing, so local producers were
not always chosen.

The largest cruise firms had to manage operations at a wide range of destinations,
which involved the rapid loading and unloading of large amounts of luggage,
passengers, crew, liquids, sewage and other waste, fuel oil and solids, including food.
Fleet and ship-based purchasing managers had to anticipate passenger and crew
needs for up to seven days if the ship was at sea for a substantial period of time. The
logistical challenges also meant that the development of destinations was a key task
too. Ports not only had to have the infrastructure to cope with the increasingly large
vessels and their thousands of passengers, they had also to be capable of supplying
the wide range of consumables needed to keep a large cruise liner running. Cruise
lines treated destination development very seriously and worked closely with local
governments and officials as well as a range of businesses, from fresh produce
suppliers to excursion organizers, to ensure that their ships could resupply, and the
passengers and crew had a good range of activities to choose from onshore. For
example, Carnival’s operations in China began in 2006 with its Costa brand the first to
enter the market. In 2014, the firm relocated its Chief Operations Officer, Alan
Buckelew, to the region to work on forming a range of strategic alliances.

At the other end of the chain were the travel agents and websites that acted as
intermediaries for the cruise lines. While some firms had tried to go direct in the past,
the lack of knowledge and perceptions potential customers had about cruising meant
that it was very expensive and difficult to educate and acquire new customers. Travel
agents were a more concentrated group, which made this task easier, and they also
added good value in terms of marketing the idea of a cruise to their clients. Cruise lines
spent a large amount on advertising — Carnival took ads in the Winter Olympics and the
Superbowl as part of a $600 million spend in 2014/15.

Penetrating further into Asian markets was one of Donald’s key aims for Carnival. In
2014, four of the firm’s ships had their home ports in mainland China and these were
supported by 12 marketing offices. Carnival had developed strategic alliances with the
China State Shipbuilding Corporation for it to work alongside Fincantieri in building the
next generation of Cruise liners, and also with the China Merchants Group to look at
joint ventures aimed at developing ports and destinations in the region.

The different brands and subsidiaries at Carnival had always been given a large
degree of independence from the parent company. Some of this was due to the long
history that many of the firm’s acquisitions had, and the need to ensure their brand
identity wasn'’t diluted. However, Donald realized that there needed to be more co-
ordination between the different parts of the business. He began a series of global
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leadership team meetings with the 65 most senior managers in 2014, with the aim of
improving the firm’s use of its scale and also to develop a series of supporting
initiatives to help align the different brands (for further details of the relative size of the
brands see Exhibit 12

Passenger capacity

P&O Cruises
(Australia)

Cunard
Carnival
P&O Cruises (UK) Cruise Line
AIDA Cruises —__
Costa Cruises
Seabourn

Princess

Holland America Line Cruises

Total EAA Total N. America

Number of cruise ships

Cunard P&O Cruises
na .
beoC y {Australia) Carnival

ruises (UK) Cruise Line

AIDA Cruises —_

Costa Cruises

Princess
Cruises

Seaboumn

Holland America Line

@ NWU*



The need to bring the firm’s Return on Invested Capital back into double figures meant
that new initiatives were needed on both cost savings and revenue generation. The
accounts for 2014 and first quarter’s results for 2015 had shown a move in the right
direction, but much more was needed to return the firm to its 2010 level of
performance. (8)

New ships were also part of the equation. The latest vessels were more efficient and
larger than their predecessors, with more high-value cabins (normally those with
balconies). 2014 had seen the launch of the Costa Diadema and the Regal Princess,
and early in 2015 the P&O Britannia.

Arnold Donald went through his notes one more time before the meeting with the
board. He knew that the overall direction of the firm was yielding better results — at
least in the short term. However, the detail and the delivery of many of the options the
firm had still needed some work. This was what he wanted to discuss with the other
directors and his very experienced Chairman, Micky Arison. There were many
questions to debate: Were the new ships sufficiently ‘smart’ for the new generation of
cruise passengers — especially in the light of the Quantum of the Seas and planned
sister ships? Was China the right focus for developing new markets? The average
Chinese cruise customer was much younger and had a very different profile to the US
and European passengers the firm had built its reputation serving. Given the popularity
of the Mediterranean with European customers should penetrating this market be more
of a priority? Was there still scope to grow through acquisition? Norwegian and Genting
had recently shown that there were still deals to be made. Or was the answer to control
more of the supply chain or channels to market. As had been the model of operating in
the past? Donald’s PA knocked on his door: ‘

The other directors are here now — can | tell them you're on your way?’ ...
TOTAL/TOTAAL: 60

STRATEGY
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14.2 GROUP ASSIGNMENT :

liv

. TWO sections
. Due date: See the Work Schedule

. Length limitation: 20 typed 1%-spaced pages with Arial font size “12”. You have
to adhere carefully to this length limitation. The 20 pages include any
addendums.

. Structured and no essays allowed
Total: 100

ASSIGNMENT 2.1: Record an interview of between 5-10 minutes pertaining to strategy
and any burning issues (opinion) with any member of the C-suite (top management),
preferably the MD, CEO, a DG or Chair of the Board (etc). Preferably a listed Company
(floated on a stock exchange). This part of the assignment must be recorded &
uploaded on a memort stick virus free! Before or On the due date in a format like MP4
on the e-fundi site with your group name and members AND stick submitted with
your hard copy (15).

ASSIGNMENT 2.2 (85): You are expected to provide the board of directors and senior
executives in your capacity as manager with a report on the status of effective
managerial habits regarding the perceived strategic management process at company/
organisational levels.

In your survey as group members, you need to build diversity in connection with
different organisational layers into the empirical research process performed
(questionnaire is the measuring instrument) and make copies of the template for your
team members.

° Each of the syndicate group members must complete three questionnaires of a
chosen company /organisation. Thus, if you are 5 members(i.e 5 different
organisations) = 5 companies X 3 = 15 questionnaires per syndicate group will be
completed. As such it would be a summative and structured report that reflects a
grasp of a strategic environmental analysis.

° The original completed questionnaires must be included as part of a portfolio of
evidence (“POE”) under the heading “Appendix”

x Appendix 1 = POE (original questionnairres).
3 Appendix 2 = Group completed consent form

. CHOOSE companies/ businesses / organisations that are FIT for PURPOSE
regarding the requirements of the measuring instrument

Thus, 2 hard copies of the group assignment must be submitted (the original lecture
copy with appendix of questionnaires and a copy kept for the group (without appendix
of questionnaires) + the memory stick
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Strategic management questionnaire

Section 1:

1 Your gender? | a) male b) female

2. Your age

category? a) 16-21

b) 22-37

c) 38-53

d) 54 72

e) 73-90

3. Areyou in

a) yes
management? )Y

b) no

3.11f a) “yes”,
indicate the
level

a) b) middle
supervisor | management

C) senior
management

d)
director

e) other

3.2 If you
choose “other”,
specify briefly

4. In which economic sector is your selected company/organisation? (Choose one)

a. Agriculture, forestry, fishing

b.Mining & quarrying

c. Electric, gas, steam & air conditioning
supply

d. Water supply, sewerage, waste
management & remediation activities

e. Construction

f. Wholesale & retail trade

g. Transportation & storage

h. Accommodation & food service activities

i. Information & communication

j- Financial & insurance activities

k. Real estate activities

I. Professional, scientific & technical
activities (legal/ consultancies /
engineering / R&D/ veterinary)

m. Public administration & Defence, Social | n. Education
sciences
0. Human health & social work activities p. A, entertainment&  recreational
activities
g. Other services
. . d)16- | e)20
? - - -
5 Years working for this company~ a) 0-3 b) 4-10 | c) 11-15 20 years+
d)
6 Your experience in different a) Onl b) 2 c)3 More
business units (BU’s) of the same 1BU Y| different | different | than
company? BU’s BU’s 3
BU’s
7 My current job title is
8 My current business unit (dept) is
9 Total employees working for the a)lto b) 10to | ¢)50to d) 250 em-
o ployees or
company/organisation? 9 49 249 more
10 Is the parent of the Co.? a) yes b) no
Organisation in South Africa? y
@’ N Al U ' v
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Section 2:

(Rank in order of importance as indicated)

2.1

2.2

2.3

2.4

2.5

2.6

2.7

2.8

2.9

2.10

211

2.12

2.13

Has your organisation articulated a vision for the organisation? (10 if YES; 1 if
NO)

12345678910
When was it last updated? (10 if in the last year; 9 if in the last 2 years, etc.)
12345678910

Is the vision statement relevant to the organisation’s activities and mandate? (10
for very relevant; 1 for not relevant at all)

12345678910
Has your organisation developed a mission statement? (10 if YES; 1 if NO)
12345678910
When was it last updated? (10 if in the last year; 9 if in the last 2 years, etc.)
12345678910

Do you feel that your current mission statement is compatible with the activities
being carried out by the organisation? (10 if YES; 1 if NO)

12345678910

How would you rate participation in developing the mission statement by the
following people? (10 very involved; 1 not involved at all)

(a) Employees 12345678910

(b) Board of Directors/senior management 1 2 3456 7 8 9 10
Has your organisation defined a set of value statements? (10 if YES; 1 if NO)
12345678910

When were they last updated or discussed formally? (10 if in the last year; 9 if in
the last 2 years, etc.)

12345678910

How would you rate the understanding of the organisation’s value statements (or
values if formal statements have not been developed) by the following people?

(a) Employees 12345678910
(b) Board of Directors/senior management 1 2 3456 7 8 9 10
Has your organisation conducted a SWOT analysis? (10 if YES; 1 if NO)
12345678910

How would you rate the competencies of your organisation to conduct a SWOT
analysis?

12345678910

How would you rate the priority that your organisation places on the SWOT
analysis process?

12345678910
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2.14

2.15

2.16

2.17

2.18

2.19

2.20

2.21

2.22

2.23

How would you rate the importance of the SWOT analysis process in the
effective operation of your organisation?

12345678910

Is a SWOT analysis employed when dealing with significant issues outside of
strategic planning? (Score 10 for regularly; 1 for never)

12345678910
Any other tool other than the SWOT used by your organisation? (name:)

How would you rate the understanding of issues (10 very good; 1 very bad) that
influence the organisation by the following people?

(a) Employees 12345678910
(b) Board of Directors/senior management 1 2 3456 7 8 9 10
(c) Executive Director/CEO/MD 12345678910

(d) Relative to the decision-making process, how would you rate your
organisation’s attention to issues that influence the organisation?

12345678910
Has your organisation established long-term objectives? (10 if YES; 1 if NO)
12345678910

How important is it to establish long-term objectives for your organisation? (10
very important; 1 not important at all)

12345678910

Rate your organisation’s success with/practice of generating strategies to deal
with issues. (10 very good; 1 very bad)

12345678910

How important is it to generate strategies to deal with issues for your
organisation? (10 very important; 1 not important at all)

12345678910

Does your organisation select strategies to address issues that confront the
organisation? (10 if YES; 1 if NO)

12345678910

Rate the importance of selecting strategic solutions to address issues that
confront your organisation. (10 very important; 1 not important at all)

12345678910

Section 3

3.1

3.2

Does your organisation maintain a policy manual?

(10if YES; 1 if NO) 12345678910
Are organisation policies updated on a regular basis?

(10 ifinthe last year; 9ifinthe last 2 years,etc) 123456 7 8 9 10
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3.3

3.4

3.5

3.6

3.7

3.8

3.9

3.10

3.11

Rate the relevance of your organisation’s policies to current organisation
activities.

(10 very relevant; 1 not relevant at all) 12345678910

Rate the understanding and support of formal policy development and
implementation (10 very good; 1 very bad) by the:

(a) Employees 12345678910
(b) Board of Directors 12345678910
(c) Executive Director/CEO/MD 1 2 3456 7 8 9 10
(d) Senior management 12345678910

Rate your organisation’s financial capacity to implement strategies. (10 very
good; 1 very bad)

12345678910

Rate the commitment to providing financial resources to support the
implementation of strategic initiatives (10 very committed; 1 not committed at all)
by the:

(a) Employees 12345678910
(b) Board of Directors 12345678910
(c) Seniormanagement 12 3456789 10

Rate the motivation to maintain and support the implementation of strategic
initiatives (10 very good; 1 very bad) by the:

(a) Board of Directors 12345678910
(b) Staff (subordinates) 12 34567 89 10
(c) Seniormanagement 12 3456789 10

Rate the “ownership” of the following people to implement strategic initiatives (10
very good; 1 very bad):

(a) Employees 12345678910
(b) Board of Directors 12345678910
(c) Executive Director/CEO/MD 1 2 3456 7 8 9 10
(d) Senior management 12345678910

Rate your board’s (senior management) commitment to and support of the
implementation of strategic initiatives(10 very good; 1 very bad)

12345678910

Rate the performance of your board or senior management as it relates to the
delivery of support to strategic initiatives (as opposed to “talking the talk”). (10
very good; 1 very bad)

12345678910

Rate how appropriate the current structure of your organisation is to support the
implementation of strategic initiatives. (10 very appropriate; 1 not appropriate at
all)

12345678910
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3.12

3.13

3.14

3.15

3.16

Rate the effectiveness of your current governance model as it relates to the
implementation of strategic initiatives. (10 very effective model; 1 not effective at
all)

12345678910

Rate your organisation’s readiness for organisational change. (10 very prepared;
1 not prepared at all)

12345678910

Rate the willingness to accept and implement change (10 very open; 1 not open
at all) by the:
(a) Employees 12345678910

(b) Board of Directors 12345678910
(c) Executive Director 12345678910
(d) Seniormanagement 12 3456789 10

Rate the human resource capability to manage and implement a change process
or new strategic direction (10 very good; 1 very bad) by the:

(a) Employees 12345678910
(b) Board of Directors 12345678910
(c) Seniormanagement 12 3456789 10

Rate the competencies of your organisation’s staff to plan, manage and
implement strategic initiatives. (10 very good; 1 very bad)

12345678910

Section4:

4.1

4.2

4.3

4.4

4.5

Rate your organisation’s current practices as they relate to the ongoing
assessment of strategic initiatives. (10 very good; 1 very bad)

12345678910

Rate your organisation’s performance in communicating assessment results (10
very good; 1 very bad) to the:

(a) Employees 12345678910
(b) Board of Directors 12345678910
(c) Auditors/Public/Others 1 2 3 456 78 9 10
(d) Seniormanagement 1 2 3456 7 89 10

Has your organisation developed a set of key performance indicators or some
other form of accountability to track the success of strategic initiatives? (10 for
defined key performance indicators; 1 no indicators defined)

12345678910

Rate your organisation’s ongoing evaluation practices as it relates to strategic
initiatives. (10 for doing a great job on a regular basis; 1 if no evaluation occurs)

12345678910

Rate your organisation’s success at identifying corrective action when strategic
initiatives are failing or could be improved. (10 if very good; 1 if very bad)
12345678910
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4.6

4.7

4.8

4.9

4.10

411

412

Rate your organisation’s response time, after they have acknowledged that a
strategic initiative is failing. (10 if very fast; 1 if not responsive at all)

12345678910

Rate your organisation’s effectiveness at evaluating the impact of changes
subsequent to initial strategy formulation. (10 if very effective; 1 if not effective at
all)

12345678910

Rate the level of participation in strategy evaluation

(10 if very involved; 1 if not involved at all) by the:

(a) Board of Directors 12345678910
(b) Executive Committee 12345678910
(c) Executive Director/CEO/MD 1 2 3456 78 9 10
(d) Management Staff 12345678910

Rate the attention paid to abandoning, adjusting or developing new strategies
subsequent to evaluation of the initial strategies (10 if very attentive; 1 if not
attentive at all) by the:

(a) Board of Directors 12345678910
(b) Executive Committee 12345678910
(c) Executive Director/CEO/MD 1 2 3456 78 9 10
(d) Management Staff 12345678910

Rate the relevance and suitability of the strategic management model to your
organisation. (10 if very good; 1ifverybad) 12 3 456 7 8 9 10

Rate the commitment to strategic management as the model of choice for your
organisation (10 if very good; 1 if very bad) by the:

(a) Board of Directors 12345678910
(b) Executive Committee 12345678910
(c) Executive Director/CEO/MD 1 2 3456 7 8 9 10
(d) Management Staff 12345678910

Briefly state the impact of the 4" Industrial Revolution on your business/
organisation?

4.13

How does the Digital Revolution reflect in your organisation’s strategy? (briefly)

4.14

Any other issues you would like to address within the context this survey?
(formulate and answer!)

W NWU*



MBA Consent Form

The academic data collected are going to be used for academic puposes only and
hopefully transformed into meaningful insight going forward. Anonymity and
confidentilty will be guaranteed. Any of this data mining results’ could be made
available on request only.

l, (name and surname) on this date

hereby give my consent for the data collected to be used for academic purposes.

SYNDICATE GROUP NAME:
SYNDICATE GROUP LEADER:

Name & Surname of members Signature
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Why are manhole covers round?
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L_-1| Time allocation Learning outcomes

Assessment /

Study material (1 | Assignments

@ | Individual exercise

Group Activity

Example Reflection

Warning against plagiarism

Ixii

ASSIGNMENTS ARE INDIVIDUAL TASKS AND NOT GROUP ACTIVITIES.
(UNLESS EXPLICITLY INDICATED AS GROUP ACTIVITIES)

Copying of text from other learners or from other sources (for instance the study guide,
prescribed material or directly from the internet) is not allowed — only brief quotations
are allowed and then only if indicated as such.

You should reformulate existing text and use your own words to explain what you
have read. It is not acceptable to retype existing text and just acknowledge the source
in a footnote — you should be able to relate the idea or concept, without repeating the
original author to the letter.

The aim of the assignments is not the reproduction of existing material, but to ascertain
whether you have the ability to integrate existing texts, add your own interpretation
and/or critique of the texts and offer a creative solution to existing problems.

Be warned: students who submit copied text will obtain a mark of zero for the
assighment and disciplinary steps may be taken by the Faculty and/or
University. It is also unacceptable to do somebody else’s work, to lend your work
to them or to make your work available to them to copy — be careful and do not
make your work available to anyone!

Plagiarism is a serious offence and you should familiarise yourself with the plagiarism
policy of the NWU. http://library.nwu.ac.za/copyright-and-plagiarism

Please refer to the Policy on Academic Integrity which is found on the following
website: http://www.nwu.ac.za/content/policy rules
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Abstract

1.1

Seminar

STRATEGIC SUPREMACY IN THE
HYPERCOMPETITIVE 215T CENTURY (JG KOTZE)

The dawn of the 21 century has given rise to a new competitive paradigm. This has
been brought about by the competitive efforts of globalisation, information technology
and biotechnology developments and the workforce revolution. These events have
combined to produce change that is so continuous that it has come to be viewed as a
normal part of economic life. This article identifies the shortcomings of traditional
approaches to strategy formulation as measured against the demands of this evolving
paradigm.

The processes, strategic action plans and philosophies required for strategic and
financial success in the new century are identified, discussed and certain key
guidelines are derived. These guidelines should contribute significantly to the
establishment of resources and competencies as the cornerstone of strategy, the
development and dynamic redevelopment of high potential strategic positions, the
building and refining of distinctive competencies, the strengthening of strategic fit
relationships, the maintenance of balance between the requirements of old and new
business and the establishment and maintenance of a strategic thinking and learning
culture. These desirable outcomes are the critical building blocks of strategic
supremacy in the hypercompetitive 215 century.

Introduction

Numerous authorities in the field of strategy formulation have noted the rapid
escalation of competition, not just in fast-moving, high-tech industries, such as
information technology, but in almost all sectors of the global economy (D’Aveni,
Hamel, Beinhocker, Abell). This has resulted in the term “hypercompetition” appearing
more frequently in the strategy literature (Porter: D’Aveni; Abell). This competitive
situation is characterised by intense, vigorous, even savage competition, the near-
impossibility of sustaining competitive advantage and a virtual state of business war
(D’Aveni); a competitive environment becoming increasingly demanding and
unforgiving on a global scale (Zahra & O’Neill); disappearing barriers to competition as
regulation eases (Porter); the dynamic reinvention of entire industries (Hamel) and a
business environment in which the past is not a reliable guide to the future
(Beinhocker).

How should strategy be formulated in such a competitive environment? Is sustainable
competitive advantage achievable at all in these circumstances? This paper attempts
to address these questions and to develop some key guidelines to guide strategy
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1.2

formulation processes at the start of the 21 century. Before these issues receive
attention, however, the new competitive paradigm which has evolved out of late 20™
century trends in globalisation, information technology and biotechnology
developments, as well as the workforce revolution, require closer scrutiny.

The new competitive paradigm

Organisations entering the 21 century obviously face great uncertainty. Courtney and
Kirkland identify four uncertainty levels, with the highest turbulence and unpredictability
being found in levels three and four. The trend in most industries in the new century
appears to be a shift towards level 3 and 4 environments (D’Aveni; Zahra & O’Neill;
Hamel).

Another key characteristic of the new business environment is globalisation. According
to Bolt, technological developments continuously drive convergence which, in turn, is
pushing markets toward global commonality. This trend reinforces a global mindset in
the 21%t century management team. The new paradigm emerging from these
developments seems to place great emphasis on the following competitive attributes:

) Value

Though organisations are often viewed and described in terms of the products
and services they sell, these products and services are actually only purchased
for the value they provide. Customers worldwide are demanding better quality at
lower prices.

According to D’Aveni, organisations adept in the new paradigm’s evolving
requirements prioritise customers as the most important stakeholder. They
continuously attempt to create and maintain the ability, even if only temporarily, to
provide a better service than that of their competitors. Success in these
competitive efforts may lead to a powerful new definition and enhancement of the
dominant value proposition in the industry (D’Aveni).

. Innovation

Reinvention is the goal: Continuous improvement of products and services,
business operations and organisational processes has become the basis for
creating greater value for the customer, while also increasing organisational
productivity. Only those organisations with the ability to adapt timeously and pro-
actively to new market challenges will be able to sustain their competitiveness.
D’Aveni identifies, as critical, the ability of the organisation to predict future
trends, to exercise some control over the development of key technologies and
knowledge that will shape the future and to create self-fulfilling prophecies.
Hamel identifies “true strategic innovation” as the cornerstone of a successful
strategic quest to redefine the industry, to invent the new by challenging the old.

. Time and mobility

The ability to make decisions quickly is critical. Using customer value as a focal
point for action, organisations now increasingly stress swift response to customer
demands. This requires shorter design and product/service life cycles. The
emphasis is not just on shorter time cycles but also on correct timing. This
requires mobility, speed, surprise and agility from organisations (D’Aveni; Zahra
& O’Neill). For players in highly competitive environments, the ability to move
swiftly from one temporary competitive advantage to the next may be the only
sustainable basis of competitive advantage.

. Flexibility

In a hypercompetitive world, an organisation has to seize the initiative: In order to
be successful, it gains business by being light and fast on its feet. The new

W NWU*



1.3

Seminar 1

competitive paradigm downplays the importance of size and scale advantages; it
is much more important to be fast and innovative. This enables the organisation
to switch competitive positions and stances quickly and effectively as
environmental and competitive conditions change.

o Knowledge and intellectual capital

Ideas and information are the driving forces of the new economy. In successful
organisations, core and distinctive competencies cut across divisional
boundaries, allowing management to understand the appropriate strategic
paradigms and to compete in vastly different competitive industries. This has
become a critical strategic skill in the new century as more industries become
knowledge-intensive and globalised (D’Aveni).

The intellectual capital of the organisation must be enhanced, protected and
dynamically redeveloped as industry trends dictate. Efforts by industry players or
new entrants to change the dominant value proposition may downgrade or
destroy existing competencies. Downgrading occurs when the existing key
success factors are changed; when the definition of value and quality is
redefined; when industry boundaries are blurred by competitive actions
destroying entry barriers and forcing industry convergence.

A logical concern surfacing at this point is whether established strategy
formulation processes can successfully address the issues raised by the new
competitive paradigm.

Traditional strategy formulation processes

At the business-unit level, the trends outlined in the preceding sections have led to the
situation where the majority of leaders/managers frequently express dissatisfaction with
their organisation’s planning processes. Strategy formulation has also become
problematic at the corporate level (Campbell; Collis & Montgomery). A common
complaint is that strategic planning is too static and too slow. On the corporate level,
strategy frequently destroys rather than enhances the value created by the business
divisions.

Pfeffer and Sutton also point out that the key to strategic success is action — translating
knowledge, experience and insight into meaningful action, which creates value. Many
strategic planning processes yield a vast amount of talk, ideas and insights. A
disappointingly low percentage of these ideas are finally transformed into effective
action. To pinpoint the reasons for this unfortunate state of affairs, a closer look at the
established strategy-formulation process at the business unit level is necessary.

An effectively formulated and implemented business strategy for the single business
(industry) organisation, or for the individual business unit within a multi-business
organisation, should ultimately lead to sustainable competitive advantage. In this
guest, the typical business strategy formulation process links relevant internal factors in
the form of strengths, weaknesses, executive ambitions, values and objectives with
relevant external factors in the form of macro-environmental trends, industry driving
forces, anticipated competitive actions, opportunities and threats, as well as
benchmarked best practices of competitors. Out of these linkages, a number of
strategic action plans are developed and implemented. The objective of this exercise
is to position the organisation as optimally as possible for the anticipated future, and to
work towards sustainable competitive advantage.

Against the evolving requirements and challenges of the 215 century competitive
paradigm identified in the previous section, four major shortcomings of this process can
be identified.
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. Not nearly enough emphasis on the intellectual capital, in the form of core and
distinctive competencies, of the organisation. In addition, the strategic potential
of the learning organisation is overlooked.

. A passive approach to strategy formulation. The focus is on the maintenance
and future development of existing internal resource capabilities, strengths and
skills while waiting for the appearance and realisation of anticipated opportunities,
favourable driving forces and opportunistic competitive developments. This
approach obviously has severe limitations against a backdrop of continuous and
turbulent change.

. Typically, a mixture of the three generic competitive strategies of cost leadership,
differentiation and a focus on niche markets is utilised in the attempt to secure
sustainable competitive advantage. Unfortunately, these strategic initiatives, if
successful, may allow the organisation to stay in the industry but will rarely lead
to a leadership position within the dictates of the new competitive paradigm. Low
prices, high quality, good service and other traditional competitive initiatives are
market-entry and market-maintenance requirements today; they do not confer
sustainable competitive advantage.

° The process of benchmarking does provide interesting insights during the
planning process. It also frequently misleads and distracts, locks the
organisation into low ambitions and focuses the management team on
operational effectiveness instead of real strategic issues (Porter, Campbell).

The conclusion that traditional strategic planning philosophies and processes generally
fail to create sustainable competitive advantage leads to a re-examination of this
desirable outcome.

Sustainable competitive advantage in the 21°'
century

The essence of a good strategy has always been, and still is, to develop and exploit
insights to create value. Sustainable competitive advantage requires management to
discover, understand, document and exploit insights into ways of creating more value
than that of their competitors (Campbell & Alexander; Porter). This also contributes
significantly to the financial market test of investment decisions that lead to greater
shareholder wealth (Amram & Kulatilaka). Market discipline also implies that
organisations can sustain a competitive advantage for only that length of time that the
products or services they sell have attributes that correspond to the key buying criteria
of a large number of customers. “Sustained competitive advantage is the result of an
enduring value differential between the products or services of one organisation and
those of its competitors in the minds of customers” (Duncan & Ginter).

For some authorities, the essence of sustainable competitive advantage lies in
strategic positioning. An organisation identifies one or more attractive industries and
positions itself as advantageously as possible within these industries. It then attempts
to achieve sustainable advantage by delivering greater value to customers or to create
comparable value at lower cost, or to do both (Porter). According to this view, an
organisation outperforms competitors if it can establish a difference which it can
sustain. It develops a unique strategic position by performing different activities than
those of competitors, or by performing similar activities in different ways.

Other authorities regard strategic positioning as too static for the dynamic markets and
changing technologies of the 21% century. For them, sustaining a competitive
advantage has become more a matter of movement, mobility, ability to change and
speed than that of location or position (Duncan & Ginter). The key enabler of
sustainable competitive advantage, according to this view, is provided by a solid
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intellectual capital foundation. This foundation is constructed by acquiring and building
resources, abilities and competencies that link closely to the changing requirements of
the external environment; are difficult to replicate; are deeply embedded in the
organisation’s culture, thought processes and ways of doing; and that are integrated in
innovative ways. These resources and competencies are dynamically redeveloped
and redeployed as circumstances change and new opportunities arise in other markets
and industries.

The essence of sustainable competitive advantage in the 215 century is probably found
in the creative combination of both of these viewpoints. A unique strategic position,
innovatively maintained, will confer short-term advantage. Sustaining it over the long
term will probably require movement — a dynamic repositioning strategy to create
tomorrow’s competitive advantage faster than competitors can copy the one the
organisation possesses today.

With all of the foregoing trends, issues and challenges as background, the next section
will attempt to develop seven guidelines to assist in the formulation of winning
strategies in the 21 century.

Formulating winning strategies: Guidelines

° Winning organisations of the future will assume leadership positions within the
structure of the new competitive paradigm by being:

3 fast

3 friendly

% focused, and

3 flexible (D’Aveni).

° In pursuing these desirable characteristics, they will formulate winning business
strategies, which-

x are well-suited/appropriate to the future demands and characteristics of the
macro- as well as the operating environment of the organisation

x contribute to sustainable competitive advantage, and
x lead to superior financial results (Thompson et al.)

° To achieve this, the business strategies of winning organisations will incorporate
the following processes, strategic action steps and philosophies-

o Strategic positioning and repositioning
Porter identifies activities as the basic units of competitive advantage. He points
out that strategic positioning implies the performing of activities which differ from
those of rivals or performing similar activities in different ways. According to this
viewpoint, competitive strategy entails the deliberate choice of a different set of

activities to deliver a unique mix of value. The choice of activities leads to the
creation of a unique and valuable strategic position in the industry.

Markides reinforces this view by describing the essence of strategy as the
selection of a certain position which a company can claim as its own: ‘A
distinctive strategic position that differs from those of competitors”. Day claims
that numerous organisations have enjoyed “protected prosperity” over the years
in their unique strategic positions. This has been brought about by isolating
mechanisms, which he identifies as competition-deterring market factors, such as
protected niches within the industry.

Afuah identifies three strategies available to organisations for protecting their
strategic positions over time:
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3 Blocking: The erection and creative maintenance of entry barriers and
continual efforts to prevent competitors from imitating innovations and other
unique activities;

% Running: Frequent introduction of new products/services and
cannibalisation of existing products/services. This strategy corresponds
with D'Aveni's creation of industry conditions of constant disequilibrium and
change, with Hamel's view of strategy as continuing revolution, with
D’Aveni’s continuous redefinition of industry rules establishing a pattern of
stability punctuated by disruptions and with Beinhocher’'s array of robust
adaptive strategies, which are constantly in a state of flux and allow the
organisation to maintain a portfolio of strategic options over time.

% Collaborative teaming: Leveraging of own resources and competencies by
teaming up with other organisations to create more stability in its strategic
position by, for instance, establishing an industry standard or dominant
design.

The aligning, re-aligning and fortifying of competitive assets with changing
industry characteristics can also be employed to protect existing strategic
positions (Dewar & Frost).

In the hypercompetitive conditions of the 21t century, however, most strategic
positions are vulnerable. Unigueness is transitory and new strategic positions
are emerging continually (Markides). This author provides a good prescription for
a dynamic positioning strategy, under extremely uncertain conditions, which may
serve as the first guideline for strategic supremacy:

Guideline 1
In highly-competitive, 21 century conditions:

° Identify, exploit and protect a distinctive strategic position in an attractive industry;

. Continuously search for new strategic positions in established, as well as other
industries, on a national as well as an international level;

. Manage and balance the shifting requirements of both positions simultaneously;
. Make a well-managed transition to the new strategic position, and then
o Start the cycle again.

Exploiting strategic-fit relationships

A contribution to sustainable competitive advantage in the new competitive paradigm
may be found by means of the improved management of linkages, either internally in
the organisation or externally in the industry value chain. The combined strategic focus
on network and linkage management views industry structure and functioning not as a
given but as a variable that can be exploited in the quest for advantage.

Porter stresses the importance of fit because discrete activities often affect and
complement one another in ways that can create value. Competitive advantage results
from the unigue ways in which activities fit and reinforce one another. Sustainability of
this advantage comes from locking out imitators by creating an activity chain that is as
strong as its strongest link. This author describes strategy specific fits as adding the
most value, due to its ability to enhance a strategic position’s uniqueness. They also
substantially reduce cost and increase differentiation.

Value is also added in the value chain. According to Fisher, the critical decisions to be
made regarding inventory and capacity concern the position in which they should be
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placed in the value chain in order to hedge against uncertain 21 century demand. He
also stresses that suppliers should not be chosen based on low-cost considerations.
The new century requires speed and flexibility from suppliers in the value chain.

Guideline 2:
In highly-competitive, 21 century conditions:

Search on a continuous basis for linkages and fits between all activities of the
organisation. Identify better ways of managing these linkages, especially when
industry conditions and market requirements change. Fit can be exploited to
create contributions to competitive advantage difficult to imitate.

Analyse and evaluate the industry value chain and changes in chain structure,
arrangements and functioning. An effective, responsive and flexible value chain
is a major contributor to sustainable competitive advantage.

Establishment of a strategic thinking culture

Zahra and O’Neill make the point that emerging problems and issues of the new
century require a different mindset. The past does not always reveal the
solutions to new problems. This poses challenges to the established strategic
ways of thinking in the organisation. The ability to think beyond the established
paradigm in the industry, and the skill to think in a new and a non-linear way, is
required by the challenges of the new competitive paradigm. The cited authors
develop a convincing case that “strategic thinking requires an understanding of
the subtle blinders imposed by culture and strategy, and the links between
thought, action and reaction”.

It should become a habit within the organisation to think and talk about different
aspects related to strategy on an ongoing day-by-day basis. Strategic thinking is
not about establishing correct or optimal solutions but about understanding
complex relationships, ongoing change and uncertain futures. Notions of
strategic stability have been replaced by an emphasis on strategic change and,
correspondingly, the notion of the search for the optimal strategy has been
overtaken by the concern for a strategy which will work and can be implemented.
Mintzberg poses the following challenge for the corporate strategist: “knowing
the organisation’s capabilities well enough to think deeply enough about its
strategic direction”. Strategic thinking is the link between what he describes as a
past of corporate capabilities and a future of market opportunities, between
thought and action. He also points out that the notion that strategy formulation is
something which is done at the highest organisational level, far removed from the
day-by-day details and challenges of running the organisation, is misguided.
Strategy development needs to involve a wide and deep cross-section of
leaders/managers. What is required throughout the organisation is to develop a
capacity to work together to question, debate and innovate. This requires that
leaders/managers at all levels be indoctrinated in the art of the strategic
conversation. The strategic audit is one of the more effective ways to start the
strategic conversation. In conducting a strategic audit of the present strategic
situation, the groups of leaders/managers think strategically by asking the right
guestions about their department, division or the entire organisation. Gadiesh
and Gilbert expand the focus of the strategic conversation with an interesting
perspective on the current and future profit pool in the industry. They argue
compellingly that an intimate understanding of profit-pool dynamics can help
guide important decisions about every facet of an organisation’s operation and
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strategy. It contributes to good strategic thinking by placing that thinking on a
solid foundation.

o Christensen’s research has found that strategic thinking is not a core managerial
competence in most organisations. This finding is reinforced by Hamel and
further amplified by his contention that the strategy-formulation process in most
organisations is too elitist, harnessing only a small proportion of creative talent
and potential. He argues that the top management level sits atop the pyramid of
experience. However, experience is valuable only to the extent that the future is
the same as the past — an unlikely situation in the new century. Only a broad and
deep engagement of human talent in the organisation will ensure a democracy in
strategy formulation, buy-in to the agreed upon strategic direction and unleash
true revolutionary and innovative ideas and strategic options. In this way, senior
management will “supplement the hierarchy of experience with a hierarchy of
imagination”.

Guideline 3:
In highly-competitive, 215t century conditions:

Create, maintain and reinforce a strategic thinking culture on as many organisational
levels as is practically feasible. The end result should be a manager/supervisor/other
employee who thinks about strategic issues and contributes to strategic value creation
on an almost continuous basis. This orientation should become a normal part of
everyday business and operations — part of “the way we do things around here”.

Development of a learning mindset

Strategic thinking is closely linked to notions of organisational learning. The concept of
the “learning organisation” refers to the creation of circumstances, climates or
conditions in organisations which encourage, support and reward the development and
learning of its people. Organisational learning is strengthened by a culture which
tolerates and encourages “new mistakes” and by competition. As organisational
members learn to overcome specific competitive challenges, they develop potentially
valuable resources and capabilities. Zahra and O’Neill raise an interesting point in
suggesting that homogeneity and stability in organisational teams usually foster less
learning. The corollary is that heterogeneity and instability (up to a critical threshold)
lead to more learning.

They also stress the importance of developing strategic flexibility by preserving,
developing and deploying intellectual capital in areas of the organisation’s core
competencies. When industry and competitive conditions change, however, a new
challenge for the organisation is to develop the ability to abandon traditional core
competencies and to replace them, timeously, with new ones. The critical linkage
between industry prescience and dynamic, pro-active flexibility is underscored by this
point.

Starkey identifies knowledge as a key concern of management in this century. He
qguotes Thurow, who writes that ‘the dominant competitive weapon of the twenty-first
century will be the education and skills of the workforce”, and Bennis, who argues that
“the major challenge for leaders in the twenty-first century will be how to release the
brainpower of their organizations”. Hamel and Prahalad identify learning and
competence as the fundamental strategic building blocks in the creation of a strategic
architecture that link the present with the future. They conclude that competitive
advantage will accrue to those organisations that succeed in pro-actively and speedily
building new competencies in new opportunity areas.
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Zack stresses the link between organisational strategy and the management of
knowledge. The organisation’s strategic context assists in the identification of
knowledge-management initiatives which can contribute to competitive advantage. He
also identifies knowledge as the most important strategic resource in the 215 century,
as it enhances the organisation’s fundamental ability to compete. Cummings and
Worley discuss the processes of organisational learning, which enhances its ability to
acquire and develop new knowledge, and knowledge management, which focuses on
how that knowledge can be organised and utilised to improve performance and be a
source of strategic renewal.

Inkpen leverages the strategy-enhancing potential of the learning organisation by the
unique learning opportunities created by national and international strategic alliances.
He expands on this by describing the requirements for the creation of a successful
alliance learning environment. Teece stresses the potential of learning and knowledge
as a contributor to the sustainability of competitive advantage, as knowledge assets are
usually inherently difficult to imitate. He points out that there are increasing returns
associated with effective learning and knowledge management.

Guideline 4:
In highly-competitive, 21 century conditions:

° Acquire, integrate, store, share and apply critical knowledge, especially context-
specific, tacit knowledge embedded in the organisation’s operations, processes,
routines and activities.

° Circulate and utilise this knowledge as widely and broadly as possible to capture
the increasing returns associated with its utilisation.

° Recognise and exploit effective organisational learning and knowledge
management as the most important source of sustaining competitive advantage
in the new century.

Balanced management of new as well as old business

In line with a preceding guideline which advocated that organisations have to manage
a present as well as a desirable future strategic position, leaders/managers have to
creatively balance the shifting requirements of new as well as old business. Abell
argues that excellence in the new economy requires dual strategies from organisations,
one for the present and one for the future. Furthermore, these are not sequential but
parallel responsibilities. Excellence in old business requires a clear, precise definition
of the business and a focus on shaping up the business to meet the needs of today’s
customers while it seeks to achieve a close fit in an organisation’s functional activities
with the chosen old business definition and requires an organisation structure that
mirrors current business opportunities.

In contrast, excellence in new business is concerned with the way in which the
business should be redefined for the future. Reshaping the business to compete
effectively in the future may entail major changes from the existing business paradigm
and may require significant structural changes to the organisation structure.

The above conflicting requirements placed upon the shoulders of each senior manager
frequently cause ambiguity, stress and sub-standard performance (usually in terms of
new business). The dual focus has to be institutionalised and managed effectively to
decrease these negative outcomes.
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Guideline 5:
In highly-competitive, 21t century conditions:

Instil, maintain and reinforce (reward) a dual strategic focus on the appropriate
organisational levels to elicit the highest possible performance over time, in both
established (old) business (a valuable and profitable today) as well as new business (a
prosperous tomorrow).

Establishing resources and competencies as the cornerstones of strategy

Resources, capabilities and competencies have been mentioned throughout this
article. Stalk and Evans identify capabilities-based competition as critical to success in
the new economy. They claim that successful competitors focus their managerial
attention on the infrastructure that supports hard-to-imitate capabilities that consistently
provide superior value to the customer. These authors define a capability as a “set of
collective and cross-functional business processes strategically understood, and
connected to real customer needs”.

Collis and Montgomery expand on this view by claiming that an organisation will be
positioned to succeed if it has the best and most appropriate stocks of resources for its
business and strategy. They define resources to include both tangible as well as
intangible assets, including capabilities, competencies, know-how and brand names.
They conclude that superior performance will be based on “developing a competitively
distinct set of resources and deploying them in a well-conceived strategy”.

Collis and Montgomery’s suggested approach to competing on resources in the new
economy may serve as the sixth guideline for strategic supremacy:

Guideline 6:
In highly-competitive, 21 century conditions:

. Resources which pass the following five tests must be developed, upgraded and
utilised as the basis for an effective, value-adding strategy:

* inimitability: Is the resource difficult to copy?

* durability: How quickly does the resource depreciate?

* appropriability: Who captures the value that the resource creates?

* substitutability: Can a unique resource be trumped by a different resource?
* competitive superiority: Whose resource is really better?

° These valuable resources should form the basis of strategies which should be
leveraged in attractive industries in which they can contribute to competitive
advantage.

Building and refining distinctive competencies

During the resource and competence creation process, a significant portion of the
strategic team’s time should be devoted to the development of the strategic
architecture of the organisation. Such architecture consists of the

o present core competencies,

. potential core competencies, and

. required core competencies of the organisation.
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Core competencies are the specific collective competencies (skills) of the organisation
in the form of intellectual capacities, collective experience and skills, specialised
knowledge that integrates diverse production and service-rendering skills and multiple
technology streams. This results in products/services that supply demonstrable client
value in a unique fashion and achieves sustainable competitive advantage in a
particular segment of one or more industries. To achieve the full potential of core
competencies, an organisation requires effective management systems to integrate
seamlessly across organisational boundaries.

Closely tied to the strategic architecture of the organisation is the management and
nurturing of its network. It does not have to incur the prohibitive expenses associated
with the maintenance and upgrading of a complete inventory of resource capabilities
and core competencies. It can focus on the “core business” and source the remaining
required competencies, capabilities and support services from its national and
international network partners. In this manner, collaboration agreements can be used
to leverage internal resources, skills, capabilities and competencies.

Meyer and Semark claim that core competence is recognised as the competitive
advantage gained from a capability which lies behind the products that serve the
market. They compellingly argue that “in the boundaryless world of the emerging
global economy, and the universal availability of information, competency at individual,
organisational and national levels will become the currency of the 21 century”.

Prahalad and Hamel provide a link between competence and learning by stating that
core competencies are the outcome of collective learning in the organisation. They
suggest that organisations which successfully identify and cultivate their core
competencies can utilise them to obtain a sustainable competitive advantage.
According to Thomas, Pollock and Gorman, competence-based competition begins at
the organisational level and focuses on its distinctive capabilities relative to
competitors. Collis and Montgomery advocate subjecting the organisation’s core
competencies to a harsh external market assessment of what it does better than
competitors. Any competence passing this test is known as the distinctive competence
of the organisation. A distinctive competence is, accordingly, something an
organisation does extremely well, relative to competitors. Its contribution to sustainable
competitive advantage is obvious.

Guideline 7:
In highly-competitive, 21 century conditions:

The intellectual capital, in the form of core competencies arranged in a strategic
architectural framework of the organisation, can be deployed and redeployed to
contribute to sustainable competitive advantage, as market opportunities dynamically
open, close, grow and shrink.

Constant efforts should be directed at refining one or more of these core competencies
to the point where it leads to the organisation performing the activities flowing from that
competence, significantly better than competitors do. This becomes a distinctive
competence of the organisation and enables it to build and sustain competitive
advantage.
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Conclusion

In this article, the highly desirable outcome of strategic supremacy (sustainable
competitive advantage) was discussed and analysed. The problems and challenges
confronting organisations pursuing this outcome in the very competitive 215t century
were identified and discussed. A list of seven guidelines was developed. These
guidelines, derived from the newest thinking in the strategic management literature on
the topic of competitive advantage in the new economy, should contribute to a better
understanding of the requirements of the new century. They should also assist in an
understanding of the actions required by organisations which are not content to merely
survive in their industries but wish to work towards a highly profitable, competitively
advantageous position, and to sustain this position over time.
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2 ARE YOU A STRATEGIST?

"What are the first three words that come to mind when you hear the word 'strategy'?"
That's the free-association exercise Cynthia A. Montgomery gives to mid-career
business leaders in her Executive Education classes at Harvard Business School.
Seasoned executives respond with "plan,"” "vision," "direction," "focus," "advantage."

Click to enlarge (Carmen Nobel, 16 July 2012)

To Montgomery, the Timken Professor of Business Administration, this is indicative of a
disturbing trend.

"We've lost sight of where strategies come from and the distinctive role leaders play in
the process," she says. In her new book, The Strategist: Be the leader your business
needs, Montgomery discusses when that disconnect happened, why it's a problem
today, and how leaders can turn themselves back into strategists.

According to Montgomery, the divorce of strategy and leadership was an inadvertent
result of academic research that started to take hold in the 1980s and '90s. The work
brought much-needed economic thinking to strategy's underpinnings. It armed legions
of MBAs and strategy consultants with frameworks and techniques to help
leaders/managers analyse their industries and position their firms for competitive
advantage. It also made it very easy for leaders to think of strategy solely as an
analytical exercise. "If we're being honest, | was part of the problem,” Montgomery
says.

Montgomery and fellow HBS professor Michael Porter — who is considered to be the
father of the modern strategy field — were among the first researchers who began to
study strategy through a rigorous, scientific process, using large empirical samples to
look at regularities across industries and firms. "We were proud of it!" Montgomery
says. "And rightly so: The work yielded a number of well-grounded insights that have
had a powerful impact on practice. But the benefits have not come without costs."
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Montgomery maintains that strategy has been narrowed to a competitive game plan,
separate from a firm's larger sense of purpose. This has led to the eclipse of the
leader's unique role as arbiter and steward of strategy. The exaggerated emphasis on
sustainable competitive advantage has drawn attention away from the fact that strategy
must be a dynamic tool for guiding the development of a company over time.

"Strategy has become more about formulation than implementation, and more about
getting the analysis right at the outset than living with a strategy over time,"
Montgomery says. "As a consequence, it has less to do with leadership than ever
before."

Leading strategy

Montgomery explains that leading strategy requires confronting four questions: What
does my organisation bring to the world? Does that difference matter? Is something
about it scarce and difficult to imitate? Are we doing today what we need to do in order
to matter tomorrow? Being a strategist means living these questions, she says.

“For a leader, becoming a strategist starts with getting clear on why, whether and to
whom your company matters. While that may sound obvious at face value, it's
something that regularly stymies the veteran leaders in Montgomery's executive
classes.

"We'll be talking about Nike or Apple, and the participants will be praising the
authenticity of the company and the clarity of its strategy," she says. "And then I'll ask a
participant at random, ‘Do you have that clarity in your company?' And there's always a
pause. That pause gives them away."

To illustrate the importance of clear purpose, The Strategist touts Swedish home-goods
retailer IKEA, founded in 1943 by Ingvar Kamprad when he was 17 years old. From its
early days, the book explains, IKEA set out to create "a better everyday life for the
many."

(http://www.ikea.com/ms/en_US/about_ikea/the ikea_way/our_business_idea/a_better
_everyday_life.html ) The retailer did this by addressing an unmet market need:
Offering customers an extensive range of practical, well-designed furnishings at low
prices. This driving purpose steered IKEA to succeed not just on low prices but also
with a singular customer experience that no other retailer has yet managed to
duplicate.

"IKEA has made very clear choices about who they will be and to whom they will
matter, and why," Montgomery says.

Clarity of purpose behoves corporations and nonprofits alike, Montgomery adds. "Look
at Doctors Without Borders. If you go to the website, you'll see incredible clarity about
what they do and why they do it. They won the Nobel Peace Prize in 1999, and they
didn't get it for being murky about who they are and why they matter."

That said, a compelling purpose is just the beginning of a strategy. "It gives you the
right to play, and puts you in the game,” the book states. But at the root, it's only an
idea.

Strategists also must lead the charge in creating organisations that can deliver on their
intentions. That means building business models with mutually reinforcing parts. Rich
in organisational detail, and anchored on purpose, such systems of value creation
"make strategy the animating force in a company," says Montgomery. "They're the
crucial link between lofty ideas and action.”
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Fashion Forward,

High Quality,
Good Valve

Click to enlarge

To visualise such a system, Montgomery recommends the time-honoured "strategy
wheel," in which purpose is the hub and the supporting factors are the spokes. Drawing
from an HBS case study, she shows how Gucci essentially used such an approach to
support a purpose — "fashion-forward, high quality, good value" — that saved it from
failure in the 1990s.

Who is a strategist?

Montgomery equally stresses the importance of recognising how a strategist lives and
leads. To that end, in the book, she cites not only economic gurus, such as Joseph
Schumpeter, but also philosopher Jean-Paul Sartre, military theorist Carl von
Clausewitz, and poet Mary Oliver who wrote, "Tell me, what is it you plan to do/with
your one wild and precious life?"

Incorporating the role of the strategist into one's identity is important because leading
strategy is not so much a task as it is a never-ending quest. "For most companies, a
long-run sustainable competitive advantage — the holy grail of strategy — is a
dangerous mirage," Montgomery warns. "The longer you can keep an advantage
vibrant, the better. But any advantage is better thought of as part of a bigger story, one
frame in a motion picture."

Although a company may change what it makes, the services it provides, the markets it
serves, and even its core competencies, its continued existence depends on finding
and continuing to find a compelling reason for it to exist. Shepherding this never-ending
process, being the steward of a living strategy, is the defining responsibility of a leader.

And while her goal is to embolden top leaders to embrace the role of strategist,
Montgomery believes it's important for employees at all levels of an organisation to
start thinking like strategists, too.

"What [people] do, and why they do it, should be driven by strategy," she says. "If the
clarity isn't there, they should push for it and think more actively about how they can be
communicating upward. Learning to be a strategist doesn't happen overnight. It's like a
muscle that you have to flex. Don't wait to see if you might someday get the chance to
drive strategy. It's a skill and a disposition that take time to hone."
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3 MANAGING STRATEGIC RISK

One need to incorporate the context of strategic risk whicg management need to
manage and also in collaboration with internal and external audits. It needs to be a
systematic and disciplined approach. This falls within the scope of the notion of
Enterprise Risk Management (ERM). At the end of the day one of the aims should be
to provide more assurance regarding the achievement of organisational objectives
(strategic, operations, reporting, compliance and financial).

Notable quotes on risks-

“Progress always involves risks. You can’t steal second base and keep your foot on
first.” — F.B Wilcox

“You'll always miss 100% of the shots you don’t take” -Wayne Gretzky

“He who is not courageous enough to take risks will accomplish nothing in life” —
Muhammad Ali

Strategic objectives are-

. The core of the entity’s strategy and as such, high-level goals
° Aligned with the other objectives
o Guidance on how the entity can fulfill the high-level goals

. “SMART” and define a time-frame. One needs indicators that measure progress
against achieving the objective; must be clear objectives and aligned with the
strategic foundations. Also within the grasp of the entity given its capabilities and
opportunities in its environment. Ultimately, it must “stretch” the organisation!

Strategic risk is exposure to loss resulting from a strategy that turns out to be defective
or inappropriate. There is allways risk associated with the future (plans/strategies)! It
can be entering new markets, expanding existing services through M&A'’s; enhancing
infrastructure, etc. The risk is also embedded in the current and prospective impact of
strategic decisions made by management arising from adverse business decisions,
improper implementation of decisions, or lack of responsiveness to industry changes.
The risk lies in both the internal and external environments with events and scenarios.
Therefore strategic risk is a function of the compatibility of an organisations’s strategic
goals, the business strategies developed by management to achieve those goals, the
resources deployed against these goals and the quality of implementation. The
resources needed to carry out business strategies are both tangible and intangible.
They include communication channels, operating systems, delivery networks, and
managerial capacities and capabilities. The organisation’s internal characteristics must
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be evaluated against the impact of economic, technological, competitive, regulatory
and other environmental changes and challenges.

Common strategic risks are:

External risks Human resource risks
Competition Knowledge
Market changes Staffing
Employee theft
Financial risks Structural resource risks
Cash flow IT systems
Capital Proprietary information
Price or cost pressures Regulatory actions
Physical resource risks Relationship risks
Disasters Reputation
Bottlenecks Vendor performance

Managing strategic risk should be a process for identifying, assessing and managing
risks and uncertainties, affected by internal and external events, scenarios and risks
that could impede the organisational ability to achieve its strategy. The goal is
successful implementation of the strategic plan while creating, enhancing and
protecting the organisation and stakeholder value. It should form a primary component
of the overall ERM-process and as such is affected by the decisions made by the
Board, management and others. It requires realistic strategic views of risk and
consideration of how external and internal events, scenarios and risks will affect the
organisation in achieving its objectives. This should be a continual process that should
be embedded in and part of strategy setting, execution and strategy management.

Assessment

Which methods of strategic risk management do your Organisation perform?

Some of the more general methods of managing strategic risks are:
. Avoid — but, you will probably not achieve your strategi objectives by not taking
some degree of risk

o Transfer — which is the purpose of insurance. There is probably no insurance
company willing to issue a policy that would indemnify an organization for not
managing strategic risk.

. Accepting at existing level — the ‘taking chances” mindset could be detrimental to
the organization and cause the strategic plan to fail.

. Reduce to an acceptable level.
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The Strategic Risk Management (SRM)- process entails the following
basic steps (by management)

1. Communicate and share information across business and risk functions (intranet,
website, newsletters, global email announcements, etc)

Break down risk management silos (risk in one are could affect other areas)

Identify and assess possible risks (consider the severity, probability, timing,
impact, and likelihood. Prioritise the organisation’s strategic risks and consider
the organisation’s risk appetite)

4. Identify potential positive consequences of risks: a risk can be turned into an
opportunity. Risk is inherent to an organization embracing areas of opportunity
and change.

5. Monitor and manage the risk! As new strategic objectives are developed, new
atrategic risks will emerge. Develop risk mitigation sttategy.

6. It is a continual process that never ends — not a one-time event. Management
must do regular analysis and updates. Perfromed in conjunction with regular
strategy reviews.

Some of the perceived benefits of SRM are:

1. Preparation for a major risk enables mitigation of that risk and promotes stability
of the organization.

2. If you prepare better for risks than your competitors, you will have a competitive
advantage.

3. Tool for thinking systematically “outside of the box” about the future and
identifying risks and opportunities

4.  Turn strategic threats into growth opportunities allowing the organization to move
from the defense into the offense.

5. Better utilize resources and reduce costs.

Limitations of SRM are-

1. Certain risks may occur and cause irreparable damage despite anticipation and
preparation (“Acts of God”)

No organization can anticipate all risk events.

This is not a box-checking exercise. There are substantial costs & efforts involved
with SRM.

To conclude, a strategic risk is the possibility of an event or scenario that could
be both internal and external that inhibits or prevents an organization from
achieving their strategic objectives. It is measured in terms of impact and
likelihood. SRM as described, is a process performed by management for
identifying, assessing and managing risks and uncertainties, affected by internal
and external events, scenarios and risks that could impede the organization’s
ability to achieve its strategy and strategic objectives. This process is
continuous by management that requires regular analysis and
updates.(Source:JC Taylor, Chief Audit Executive)

W NWU*



4

Seminar

THE STRATEGIC BRAINS @ WORK!

Individual activity

Some Exercises to assure Learning Outcomes -

Prepare the following exercises for the class discussions (in writing) —

1.

After reading the literature in this regard, and following a collaborative discussion
among you as members of your company’s management team about how you
intend to manage the Company (pick a company in your group!) you have been
assigned to run. Discuss the following three questions-

()  Whatis our present situation?
(i)  Where do we want to go from here?
(i)  How are we going to get there?

Research lkea as Company and identify the key elements of Ikea’s strategy.
What approach toward winning a competitive advantage does lkea seem to be
pursuing?

Go to the websites of the following companies-

% Intel
% Lufthansa
% Tata Motors;

To find some examples of strategic and financial objectives. Make a list of four
objectives for each company, and indicate which of these are strategic and which
are financial.

Do an analysis of the bottled water industry using the information provided on the
industry trade association Web sites to describe the KSF’s (no more than six) for
the bottled water industry.

On the basis of your Company’s latest financial statements and the available data
regarding your company’s performance that appear in an Industry report, list the
three measures of financial performance on which your company did “best” and
the three measures on which your company’s financial performance was “worst”.

Stihl is the world’s leading manufacturer and marketer of chain saws, with annual
sales exceeding $2 billion. How does Stihl’s choice of distribution channels and
advertisements contribute to its strategy? What is StihI’'s competitive stratgey?
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10.

Has Nintendo’s timing of strategic moves made it an early-mover or a fast-
follower? Could Nintendo’s introduction of the Wii be characterized as a Blue
Ocean strategy?. Provide justification for your answers

The Hero group is among the largest corporations in India, with approximately 20
business segments. Many of the corporation’s business units have utilized
strategic alliances with foreign partners to compete in new product and
geographic markets. Review the company’s statements concerning its alliances
and international business operations and prepare a 2 page report that outlines
the group’s successful use of international strategic alliances.

See if you can identify the vlaue chain relationships that make the businesses of
the following company related in competitively ways. In particular, you should
consider whether there are cross-businesses opportunities-

¥ L’'Oréal
% Maybelline, Lancédme, Helena Rubinstein, Kiehl’s, Garner, and Shu Uemura
cosmetics

x L’Oréal and Soft Sheen/Carson hair care products

* Redken, Matrix, L’ L’Oréal Professional, and Kerastase Paris professional
hair care and skin care products

* Ralph Lauren and Giorgio Armani fragrances
3 Biotherm skincare products
3 La Roche-Posay and Vichy Laboratories dermocosmetics

What specific actions have your company taken to develop core competencies or
competitive capabilities that can contribute to good strategy execution and
potential competitive advantage? Explain the rationale!
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THE LITMUS-TEST @ WORK! THE ASSET &
LIABILITY SCORECARD

“. .. The third little pig wanted to build a wolf-proof brick house. But the other two pigs
thought that would take away resources from their budgets, so they talked him out of it
right before the wolf killed all three of them.”

Think and then list the resources and capabilities that your organisation possesses.

What are the competitive assets and the competitive liabilities that your organisation
have at this point in time (snapshot!)
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THE MANAGERIAL coNSCIENCE AT WORK -
ANTI-POACHING STANCE!

GROUP ASSIGNMENT

. Due date: TBA

o Length limitation: 12 typed 1%2-spaced pages & Arial font size “12” . You have to
adhere carefully to this length limitation. The 12 pages do not include any
addendums (a maximum of 3 pages are allowed, if necessary).

o Structured and no essays allowed

22

Submit;

Total: 100 (ABC grading system)

The Kruger National Park and SANPark’s senior executives have noted
your team’s consultancy skills in strategic management and has retained
your services to help assess the Kruger National Park’s situation and to
make recommendations for a winning strategy pertaining to the Park’s
approach towards the fight against rhino poaching and sustaining the park’s
public image. Specifically, you have been asked to provide the Park’s
management with a structured report, along with whatever supporting
exhibits you deem appropriate, that covers the issues concerned. Each
recommendation should be accompanied by persuasive supporting
arguments.

Take note — every syndicate group need to complete a report on their own
(envisaged to be included as consecutive chapters in a final aggregate
drafted copy that is the responsibility of the group leaders and the class
representative(s)).

. One hard copy of the group assignment;
. Electronic copy on eFundi — dropbox;
. Proof of language editing.

The following article was published in Business Day on the front page
(Monday, August 31, 2015)-

Hope not lost in poaching fight — Molewa (Penelope Mashego)

Despite a concerted effort by the government and other role players, rhino poaching
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has increased throughout the country — from 716 incidents by this time last year to
749 as of last week.

Environmental affairs Minister Edna Molewa yesterday urged the public not to be
disheartened by the figures. “The poaching figures are not cause for
despondency...they could unfortunately be far worse,” she said. Ms Molewa
emphasised the need for collaboration between communities, the private sector and
the government.

She said that though the Kruger National park had seen the highest number of rhinos
lost to poachers — 459 and 544 this year and last year respectively — there had also
been an increase in the number of arrests. This year, 138 poachers had been
arrested in the park, compared with 81 last year.

“We are particularly proud of the work done by our law enforcement agencies”, which
had been using new strategies and technology to hunt down the poachers, Ms
Molewa said.

At the Kruger National Park, enforcement agencies had been using night airborne
reaction and anti-poaching rapid response forces, “a unique world-class capability for
a park”.

The Peace Parks Foundation, an international conservation group, donated
monocular night vision equipment worth R3,4m to the park, which Ms Molewa said
had been useful because poachers had also become more sophisticated.

The fight against poaching has not been limited to nature reserves, and the
Environmental Affairs Department, the Green Scorpions, Customs and border police
have been working together at SA’s airports and borders. As part of its translocation
programme, the department will this year deliver 150 white rhinos from the Kruger
National Park to private landowners.

Ms Molewa said that international collaboration against poaching was key in the
poaching battle, and that SA had signed an agreement with Cambodia earlier this
year.

Ms Molewa said her department had been engaging with Mozambique and China to
curb rhino poaching.

The department also hosted a group of young people from Vietnam on a five-day
wilderness trail in Kwazulu-Natal.
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Addendum

Addendum:

MBA program-administration 2019
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The very important MBA program-administrative processes and procedures for the
programme and its modules are available in the MBA rules and regulations available
on eFundi under <eFundi: MBA Admin Info site>. It is imperative that every MBA
student consult this Info site to ascertain what is expected for each module of the
programme. The respective due dates are also scheduled on this site, as well as on the
website: http://commerce.nwu.ac.za/business/mba-potchefstroom
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