CHAPTER 1 – STATEGIC MANAGEMENT

A NEED FOR STRATEGIC HRM
Strategic management of people within organizations affects important organizational outcomes such as:
· Organizational survival
· Profitability
· Customer satisfaction
· Employee performance

Strategy
· Strategy – the formulation of organizational objectives, competitive scopes, and action plans for gaining advantage
· Strategic plan – a written statement that outlines the future goals of an organization, including long-term performance goals
· Intended strategy – the agreed-upon strategy arrived at through the formal planning process
· Emergent strategy – the plan that changes incrementally due to environmental changes
· Discarded strategy - deemed inappropriate due to changing circumstances
· Realized strategy – the implemented plan (what happened)
· Common examples of events that trigger a change in strategy:
· New CEO
· Threat of a change in ownership
· External intervention
· Performance gap
· Strategic inflection point

STRATEGIC TYPES
· Corporate strategies – organizational-level decisions that focus on long-term survival
· Business strategies – plans to build a competitive focus in one line of business

Corporate Strategies
· Restructuring strategies
· Turnaround strategy – an attempt to increase the viability of an organization
· Divestiture – the sale of a division or part of an organization
· Liquidation – the termination of a business and the sale of its assets
· Bankruptcy – a formal procedure in which an appointed trustee in bankruptcy takes possession of a business' assets and disposes of them in an orderly fashion
· Growth strategies
· Incremental – attained by expanding client base, increasing products and services, changing distribution networks, and using technology
· International – seeking new customers or markets by expending internationally
· Acquisition – the purchase of one company by another
· Mergers – two organizations combine resources and become one
· Stability strategies
· Maintenance strategies where companies do not wish to see their companies grow and so their strategic HRM practices remain constant
· Stability strategies are also called:
· Status quo
· Do-nothing strategies
· Pause and proceed with caution
· Harvest strategy

Business Strategies
· Business strategies ask:
· How should we compete?
· Should we compete by offering products at prices lower than those of competitors or by offering better quality of service?

THE STRATEGIC PLANNING PROCESS
1. Establish the mission, vision, and values.
2. Develop objectives.
3. Analyze the external environment.
4. Identify the competitive advantage.
5. Determine the competitive position.
6. Implement the strategy.
7. Evaluate the performance.

Establish the Mission, Vision, and Values
· Mission statement – an articulation of the purpose of the organization and the value it creates for customers
· Mission statement answers the questions:
· “Who are we?”
· “What do we do?”
· “Why are we here?”
· Vision statement – the basic beliefs that govern individual and group behavior in an organization
· Vision statement answers the question “where are we going?”
· A good vision statement sets a clear compelling goal that serves to unit an organization’s efforts
· Values - the basic beliefs that govern individual and group behavior in an organization
· Values answer the question “how must we behave?”

Develop Objectives
· Management team develops short-term objectives to realize its high-level mission, vision, and value
· Objectives are an expression of what an organization intends to achieve
· Goals can be classified as hard or soft
· Hard goals always include numbers, usually relative to performance last year, or to competition
· Soft goals usually define the targets for the social conduct of the business, and may not always be quantifiable
· The balanced scorecard model is one of the most widely applied frameworks for categorizing objectives
· Advantage of this framework is that it forces each organizational member to think about how his or her actions can contribute to organizational strategy implementation

Analyze the External Environment
· Managers must be aware of threats and opportunities in the external environment to achieve company objectives
· Managers can make reactive and proactive changes to the strategic plan by scanning and monitoring:
· Technology
· Laws and regulations
· The economy
· Sociocultural factors
· Changing demographics

Identify the Competitive Advantage
· Competitive advantage – the characteristics of a firm that enable it to earn higher rates of profit than its competitors
· Competitive advantage normally derives from those resources that allow the organization to perform more effectively or efficiently than competitors
· Tangible assets – organizational assets that have substance and can be consumed
· Intangible assets – organizational assets that are not concrete, such as reputation, goodwill
· Capabilities – collective skills, abilities, and expertise of an organization
· The resource-based view suggests that for these resources and capabilities to provide a sustained competitive advantage, they must meet four criteria:
· They are valuable to the firm’s strategy – they help generate value/reduce costs
· They are rare – competitors don’t have them
· They are inimitable – they cannot easily be copied by competitors
· They can be organized by the firm – the firm can exploit the resources
· Core competencies – resources and capabilities that serve as a firm’s competitive advantage
· Resources and capabilities become core competencies when they serve as a firm’s competitive advantage
· Core competencies distinguish a company competitively and reflect its personality
· Dynamic capabilities – the ability to adapt and renew competencies in accordance with changing business environment
· With the information from external environment and internal competence analysis, managers can summarize the conclusions using a SWOT analysis
· SWOT analysis analyzes a company’s resource capabilities and deficiencies, its market opportunities, and the external threats to its future

Determine the Competitive Position
· Senior managers must determine:
· Who the customers are
· Where they are located
· What product or service characteristics these customers value
· Value proposition – a statement of the fundamental benefits of the products or services being offered in the marketplace
· Five generic competitive strategies
· Low-cost provider strategy – provide a product or service at a price lower than that of competitors while appealing to a broad range of customers
· Broad differentiation strategy – differentiate products or services from competitors in ways that will appeal to a broad range of buyers
· Best-cost provider strategy – give customers more value for their money by emphasizing a low-cost product or service and an upscale differentiation
· Focused or niche strategy based on lower cost – offer a low-cost product or service to a select group of customers
· Focused or market niches strategy based on differentiation – offer a niche product or service customized to the tastes and requirements of a very narrow market segment

Implement the Strategy
· Strategic implementation – the process by which a strategy is put into action
· Sometimes called operational planning
· Consists of programs, budgets, and procedures
· Program – the steps or activities necessary to accomplish a goal
· Hurdle rate – the percentage of return on investment necessary before a program is implemented
· Procedures – the steps required to get a job done

Evaluate the Performance
· Successful implementation of a strategy is judged by the ability to meet financial targets, such as profits and the ability to meet benchmarked ratios of efficiency and effectiveness

Benefits of Strategy Formulation
· Clarity – there is focused and guided decision making about resource allocations
· Coordination – everyone is working toward the same goals
· Efficiency – daily decision making is guided toward the question “does it fit with our strategy?”
· Incentives – employees understand the behaviours and performance that will be rewarded
· Adjustment to change – if a major change is under consideration, understanding the current strategy is essential
· Career development – helps potential employees decide if they want to work for the company, if there is a skills fit, and what training and development they will need to undergo
· Organizations that do not see the benefits of strategic planning have succumbed to these errors:
· Relegating the process to official planners, and not involving executives and managers (and even employees), resulting in no buy-in
· Failing to use the plan as the guide to making decisions and evaluating performance
· [bookmark: _GoBack]Failing to align incentives and other HR policies to the achievement of the strategy
