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Attempt all questions. 
 

1. Read the following and answer the questions accordingly: 
 

Hamro Luga Company was one of the leading companies in Nepalese market for 

school uniforms. Hamro Luga’s success had been based on extremely high levels of 

employee productivity. The company attributes its productivity to a strong 

organizational culture of respect for the ability of the individual. Its focus was on 

recruitment of highly skilled manpower. It had satisfied workers by its incentive 

scheme based on piecework. 

Since the days of attraction to Nepalese people for foreign job, the company faced the 

problem of retaining its skilled workers. Newly hired workers were not perfect to the 

job. They had little knowledge about operation of the machine. The training and 

development part of the employees remained ignored. It could not correctly motivate 

employees for better performance. The managers focused all their time on today. 

They never paid attention towards success for tomorrow. They did not believe that 

business managers should be aware of the need for strategic management. The 

company replaced the old machines by same category, which need skilled manpower 

to handle. But skilled manpower were lacking in labour market. The company hired 

the people but they left the job within one year. The managers of Hamro Luga 

Company lack thorough grasp of the external environment and internal reality. The 

company lacks strategic planning and management. 
 

a) What is the problem of Hamro Luga Company?                                                      7 

b) Do you think the managers are interested in environmental analysis?  Justify your 

answer.                   8  

Answer: 

a) The main problem of Hamro Luga Company is that its managers have no 

knowledge of management science and philosophies developed recently. They 

never tried to follow the new principles of management. They did not believe that 

the business managers should be aware of strategic management. The concept of 

strategy has entered in the field of management recently and the business 

managers began to adopt the strategic management. The strategic management is 

a future-oriented proactive management system but the managers of Hamro Luga 

focus all their time on today. Managers should see the value of trying to anticipate 

the future and to prepare for it. The company should prepare systems, procedures, 
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budget and long term plan. Here the company lacks strategic plan and strategic 

management. This is the problem. 

Hamro Luga Company has not yet thought about the new strategies as per the 

change in environment. Today’s global relationship and flow of human resources 

from one country to another is a great challenge to this company. But the 

company did not accept any effect upon its operation style. The company is so 

rigid that it is purchasing same old-fashioned complicated machines though their 

workers do not have knowledge of its handling. The management lacks the 

component of training and development of human resources. The management 

did not pay any attention towards motivation and maintain. 

The threat to the company is the declining rate of profit and market share. The 

problem is the management team who did not care the changed situation. The 

whole scenario has been changed but the managers have not changed their 

management style. 

 

b) The managers of Hamro Luga Company are not interested in environmental 

analysis. Its market share and profit is declining. It does not seem to be aware of 

change in external environment and industry environment. They are using the 

same old technology and old-fashioned machines. The taste and choice of 

customer in product of school uniform is so fast changing that unless the strategic 

planning has done in proper way, one cannot be in position to survive.  

In its context the political, economical, social, technical and global elements of 

environment have been changed dramatically. Multiparty system has followed 

different industrial and economic policies. Buyers’ bargaining power has been 

strengthened. The number of suppliers and competitors has increased. Economic 

reality and global opportunity has made Nepalese people go abroad for job. The 

managers should diagnose the environment and identify opportunities and threats 

affecting their business. Environmental analysis and organizational appraisal lead 

to the generation of strategic alternatives. 

The strategy might not be always expansion; it can be stability or same time 

retrenchment. It has to develop its core competences. But it seems that the 

company has never gone through these processes. There is a direct cause- effect 

relationship between the environmental change and the strategy. The managers of 

Hamro Luga Company did not analyze the environment.  

2.  

a) Defining strategic management, explain why the study of strategic management 

is relevant for professional accountants of Nepal?   (3+4=7) 

b) What is internal analysis? Explain why research and development and 

engineering function can be a competitive advantage. (3+5=8)  

Answer: 

a) Strategic management can be defined as the art and science of formulating, 

implementing, and evaluating cross-functional decisions that enable an 

organization to achieve its objectives. As this definition implies, strategic 

management focuses on integrating management, marketing, finance/accounting, 

production/operations, research and development, and information systems to 

achieve organizational success. The term strategic management is used 
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synonymously with the term strategic planning. The latter term is more often used 

in the business world, whereas the former is often used in academia. Sometimes 

the term strategic management is used to refer to strategy formulation, 

implementation, and evaluation, with strategic planning referring only to strategy 

formulation. The purpose of strategic management is to exploit and create new 

and different opportunities for tomorrow; long-range planning, in contrast, tries to 

optimize for tomorrow the trends of today. A strategic plan is, in essence, a 

company’s game plan. Just as a football team needs a good game plan to have a 

chance for success, a company must have a good strategic plan to compete 

successfully. Profit margins among firms in most industries have been so reduced 

by the global economic recession that there is little room for error in the overall 

strategic plan. A strategic plan results from tough managerial choices among 

numerous good alternatives, and it signals commitment to specific markets, 

policies, procedures, and operations in lieu of other, “less desirable” courses of 

action. The strategic-management process consists of three stages: 

a.  strategy formulation,  

b. strategy implementation, and 

c.  Strategy evaluation.  

Strategic management− the formulation and implementation of long-term plans 

and carrying out the activities may be expected to yield several benefits. It is 

important for organizational adoption and success to its environment. Various 

authors and executive create a number of reasons as to why an organization 

engages in strategic management. Some of the points show the relevance of the 

study of Strategic Management in Nepal are as follows:  

Full Exploitation of Opportunities 

Strategic management allows an organization’s top executives to anticipate 

change and provides direction and control for the organization. It allows the 

organization to innovate in time to take advantages of new opportunities in the 

environment and reduce the risk because the future was anticipated. Therefore, it 

helps ensure full exploitation of opportunities. The strategic management process 

stimulates thinking about the future. It allows the organization to take action at an 

early stage of new trend and consider the lead-time of effective management. 

Clarity in Objective and Directions 

Strategic management provides clear objectives and direction for employees. It 

points the way for the employees to follow. Strategic management provides a 

strong incentive for employees and management to achieve company objectives. 

It serves as a basis for management evaluation and control because top executives 

have a unified opinion on strategic issues and actions. When the objectives are 

clearly spelled out, these provide clear direction to persons in the organization 

who are responsible for implementing the various course of actions. 

Strategic Alignment 
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The emphasis of strategic management lies on making a good fit alignment 

between business strategy and management practices to make an organization 

more competitive in the market. Effective implementation of strategies depend on 

how far they can be aligned with the organizational structure, managerial 

activities and policies. Strategic management has an inherent qualities to maintain 

horizontal as well as vertical alignment among the strategies, structures, 

programs, resources, managerial activities and policies. 

Efficiency, Effectiveness and Success 

Strategic management teaches to put the resources in a way, which ensures their 

maximum contribution to organizational objectives. It also teaches to CEOs to 

become better decision maker, which is helpful to achieve effectiveness. It also 

improves corporate communication, the coordination, allocation of resources and 

budgeting etc. Strategic management focuses on business problems, not only in 

the sector of functional areas, but also on business areas, such as marketing, 

finance etc. Because of all these reasons efficiency can be accelerated, the degree 

of effectiveness can be increased and corporate success can be gained by an 

organization. 

Others 

i. Strategic management focuses on the research which is essential for growth 

and diversification. It helps to carryout many researches which are definitely 

fruitful to the success of business. 

ii. Strategic management helps better understanding of the authorities and 

responsibilities of individual and groups which reduces the gap and overlap 

the activities. 

iii. Strategic management helps to cope up with changes. 

A survey of nearly fifty corporations in a variety of strategic management has 

found out to be 

� Clearer sense of strategic vision for the firm 

� Sharper focus on what is strategically important 

� Improved understanding of a rapidly changing environment. 
 

b) Internal analysis is the process by which the strategists examine the firm’s 

marketing and distribution, research and development and engineering, 

production and operations, corporate resources and personnel, and finance and 

accounting factors to determine where the firm has significant strengths and 

weaknesses. Internal analysis also helpful to the strategists to determine how to 

exploit the opportunities and meet the threats the environment is presenting by 

using strengths and repairing weaknesses in order to build sustainable competitive 

advantages. The largest firms have financial strengths, in comparison with small 

firms, but they tend to move slowly and be less able to serve small market 

segments effectively. No firm is equally strong in all its functions. So a firm must 

determine what its distinctive competencies are,- what makes it unique to the 
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competitive arena-so that it can make decisions about how to use how to use these 

abilities now and in the future. 

The research and development and engineering function can be a competitive 

advantage for two prime reasons: (1) it can lead to new or improved products for 

marketing, and (2) it can lead to the development of improved manufacturing or 

materials processes to gain cost advantages through efficiency. It is possible that 

major technological changes often occurred outside the immediate industry. 

Even so, research and development can provide significant strength for the 

ongoing business. 

The research and development process is commonly viewed as proceeding 

through the stages of basic research, applied research, developmental research, 

and commercialization. But for the individual firm assessing its own research 

and development and engineering capabilities, the key is to examine the ability 

to produce or process improvement and the timing and effectiveness of its future 

efforts. A firm can choose to pursue an offensive and defensive approach to 

research and development. The offensive approach would accelerate the applied 

and development research efforts. The defensive approach would emphasize 

accelerated developmental research and wait for commercial developments and 

follow up with minor changes or improvements. 

3.  

a) “Success of strategic management depends on how well the organization uses its 

internal resources.” Explain. 7 

b) What are merger and acquisition strategies? Explain how merger and acquisition 

help to achieve strategic objectives of the firm. (3+5=8) 

Answer: 

a) Strategic management must place realistic requirements on organizational 

resources. It should match opportunities of competitive advantage with 

availability of resources. Forces in the internal environment consist of 

organizational goals, organizational structure, organizational resources and 

organizational culture. These forces are controllable by organization. So the 

organization should know how to use these elements. Corporate resource 

availability should be carefully analyzed to identify strengths and weaknesses. 

Strength is something an organization does well in relation to competitors. It 

provides capability. It arises from resources and competencies. It can be expertise 

of human resources, distinctive product, strong brand, superior technology or 

better customer service. An organization is a bundle of resources and 

organizational activities are based on deployment of resources. 
 

It is necessary to go through the internal analysis to use internal resources in best 

way possible by the organization. Marketing resources, human resources, 

production resources, financial and accounting resources are key areas of internal 

analysis. Value chain analysis, cost efficiency analysis, effectiveness analysis and 

comparative analysis are the methods used for internal analysis. A value chain is a 

set of interlinked value creating activities, which begin with inputs, go through 

processing, and continue up to outputs marketed to customers. If this method is 

used, identification of separate activities to produce, market and deliver become 
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easy and use of resources can be made at its best. Cost efficiency is a measure of 

the level of resources needed to create a given level of value. Organizations must 

deliver value to customers to get success. Successful organization provides the 

product features valued by customers that require ability to operate effectively. 

Effectiveness analysis assesses how well an organization is matching its products 

and services to the requirements of target customers. The ability of the 

organization to meet and beat the performance of competitors can lead to success 

and comparative analysis is concerned with assessing the performance of an 

organization from a comparative perspective. 
 

Resources have strategic importance so it should be assessed as available 

resources, threshold resources and unique resources. The organization should 

always take in mind that the capability factors that reside in people and other 

internal functions. Core competencies are skills in coordinating resources for 

productive use and organizational success.  

b) A merger is a pooling of two or more companies as equals with the newly created 

company often taking on a new name. An acquisition is a combination in which 

one company purchases and absorbs the operation of another. Merger and 

acquisition are much used strategic options. They are specially suited for 

situations in which alliances and partnerships do not go far enough in providing a 

company with access to the needed resources and capabilities. The difference 

between a merger and an acquisition relates more to the details of ownership, 

management control, and financial arrangements than to strategy and competitive 

advantage. 

Many mergers and acquisitions are driven by strategists to achieve some strategic 

objectives: 

1. To pave the way for the acquiring company to gain more market share and, 

further, create a more efficient operation out of the combined companies by 

closing high cost plants and eliminate surplus capacity industry wise. 

2. To expand company’s geographic coverage. Many industries exist for a long 

time in a fragmented state, with local companies dominating local markets and 

no company having a significantly visible regional or national presence. 

Eventually, through, expanded minded companies will launch strategies to 

acquire local companies in adjacent territories. Over time, companies with 

successful growth via acquisition strategies emerge as regional market leaders 

and later perhaps as a company with wide coverage. 

3. To gain quick access to new technologies and avoid the need for a time 

consuming research and development effort. This type of acquisition strategy 

is a favorite of companies racing to establish attractive positions in emerging 

markets. Such companies need to fill in technological gaps, extend their 

technological capabilities along some promising new paths, and position 

themselves to launch next- wave products and services. Gaining access to 

desirable technologies via acquisition enables a company to build a market 
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position in attractive technologies quickly and serves as a substitute for 

extensive in- house research and development programs. 

4. To try to invent a new industry and lead the convergence of industries whose 

boundaries are being blurred by changing technologies and new market 

opportunities.In such acquisitions, the company’s management is betting that 

a new industry is on the verge of being born and wants to establish an early 

position in this industry by bringing together the resources and products of 

several different companies. 

4.  

a) “Appropriate organizational structure is essential for effective implementation of 

selected strategy” In line with this argument, explain the matrix structure with its 

advantages and disadvantages.  8 

b) Evaluate the strategic management practices in Nepal. 7 

Answer: 

a) After strategy has been formulated, strategy implementation is a key part of 

strategic management. The formulation and implementation of strategy are 

considered as two sides of the same coin. It is noted that strategy formulation 

requires primarily conceptual and analytical skills while implementation requires 

administrative skills. 

An organization is a group of people working together in a coordinated effort to 

attain a set of objectives. It is the grouping of activities and assignment of each 

grouping who have necessary authority to manage. Thus it is a structural 

framework where division of labour is made by delegation of authority with 

assignment of responsibility. The strategy and organizational structure for strategy 

implementation must have close relationship like two-way traffic. In one hand, 

the structure should be according to the need of the strategy so that it is 

implemented effectively; on the other hand, structure of the organization may play 

a critical role in influencing its choice of strategy. 

The matrix structure is very appropriate when organization concludes that neither 

functional nor divisional forms are right for their situation. It combines functional 

and product forms simultaneously at the same level of the organization. 

Employees of this type of organization have two superiors- a product or project 

superior and functional superior. The functional department is comparatively 

permanent, such as manufacturing, marketing, finance and personnel. 
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Advantage and Disadvantages of Matrix Structure  

Advantages Disadvantages 

• Very useful when the external environment is 

very complex and changeable 

• Improves the quality of decisions 

• Direct communication 

• Increase motivation and management 

development through increased involvement in 

decisions. 

• Maximum use of limited functional specialist 

• Time taken for decisions 

• Unclear responsibility 

• Dilution of priorities 

• Leads to possible conflict with 

existence of two separate operating 

systems 

• Power struggle increased. 

A structure that fits the organization’s environment and its internal resources is 

considered the best for the organization. The appropriateness of the structure depends 

on the strategy of the firm. The structural design of an organization binds together 

key activities and resources of the firm, and must be closed aligned with the needs of 

the firm’s strategy. 

In general, the functional structure is more suited for stable environments that places 

less demand on inter departmental coordination and innovation. The narrower the 

product line and markets, the better the functional structure works. Divisional 

organization work best in changing environments which required faster adaptation, 

more coordination and communication and innovation. The more complex, the 

product line and markets, the better divisional or every matrix forms works. If the 

strategy is rapid expansion through a merger-increased size may require new 

structures. If the strategy is to serve new markets or add unrelated products, the added 

complexity and diversity call for a changed structure. 

The reason why changes in strategy often require changes in structure is that structure 

dictates how resources will be allocated. If an organization’s structure is based on 

customer groups, then resources will be allocated in that manner. 
 

b) The Nepalese scenario presents an encouraging picture of the development of 

strategic management and business policy. We find that almost all management 

education programs have a component in the curriculum devoted to strategic 

management. But research in strategic management is still unknown in different 

organizations. The process of liberalization, globalization and privatization has 

provided a boost to the adaption of strategic management. Nepalese organizations 

generally lack long term strategic orientation. Most of them lack vision, mission, and 

strategy statements. Nepalese organizations state their objectives in terms of desired 

outputs but the growing presence of global enterprises has compelled them to think of   

capturing market share and survival as the main objectives too. 

Strategic planning is not important for Nepalese managers. But some selected 

organizations have formulated strategic plans in respective areas of activities. And 

multinational companies working in Nepal do prepare strategic plans. Effective 

SWOT analysis is lacking for strategic planning exercises in Nepal. Environmental 

canning is poorly done. In public sector, Chief Executive Officers tend to practice 

aphorism. They postpone decisions making for “tomorrow”. They survive in their 
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positions by creating and managing crisis. Strategic management is not in their 

priority. 

Resources provide internal strengths and weaknesses to Nepalese organizations .They 

can be human, physical, financial and intellectual. Unique resources provide strategic 

advantage. Nepalese organizations have not been able to gain strategic advantage 

over competitors. The cheap imports from China, India and overseas have already 

affected Nepal’s industrial growth and survival. Nepalese organizations suffer from 

inefficient and ineffective utilization of resources. Cost efficiency is neglected. 

Functions that can be outsourced are being performed by armies of employees. 

Strategic options are strategic alternatives. The lack of strategic orientation has 

resulted in very little attention to strategic options by Nepalese organizations. Most 

Nepalese organizations give little consideration to generic strategies, such as stability, 

expansion, retrenchment and combination. Market based generic strategies, such as 

low cost leadership, and product differentiation are somewhat considered as options. 

Strategy formulations are not effective in Nepalese organization. SWOT analysis, 

strategic options identification and evaluation, and strategic choice are not effectively 

done. Portfolio analysis for resource allocation to strategic business units are missing. 

Even big houses are not practicing portfolio analysis exercises. 

The management systems for strategy implementation are weak in Nepalese 

organization. Frequent changes in top management distort strategy implementation. 

Human resource management is not performance based. Motivation is lacking .So is 

decentralization. Leadership does not give proper   consideration to participative 

approach. Conflicts and personality clashes constrain effective implementation. The 

organizational structure for strategy implementation is not strategy friendly.  
 

5.   

a) Explain the concept of strategy evaluation. Describe various types of strategy 

evaluation. (3+5=8) 

b) What is Strategic control? Discuss the major areas of strategic control.   (3+4=7) 

Answer: 

a) Strategy evaluation continually assesses the changing environment to uncover 

events that significantly affect the course of the strategy. Top management 

exercises strategy evaluation. It is long term oriented. It focuses on external 

environment. It is proactive and provides early warning about the performance of 

the strategy. 

Strategy evaluation involves reexamination of assumptions, measuring 

performance and appropriate corrective measures. Assumptions made while 

formulating a strategy may no longer be valid and relevant as the environment is 

dynamic. So the strategy evaluation takes into account the changing assumptions. 

Strategy evaluation continually evaluates the implementation performance of a 

strategy and gaps are identified. Appropriate measures are taken to adjust the 

strategy with due consideration to changing assumptions and implementation 

gaps. Strategy evaluation can be strategic and operational.  

Strategic evaluation can be of four types: premise evaluation, implementation 

evaluation, strategic surveillance evaluation and special alert evaluation. Premise 

evaluation involves reexamination of the validity of premises to make necessary 

changes at the right time. It is concerned with keeping track of changes in 
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premises and assessing their impact on strategy implementation. Implementation 

evaluation evaluates whether the plans, programmes, projects and budget are 

guiding the organization towards objective achievement. It involves strategic 

rethinking. Strategic surveillance monitors a broad range of events inside and 

outside the organization, which threaten the course of action. It can be selective 

surveillance or organizational surveillance. Special alert control is triggered by 

detection of a crisis. It provides rapid response through immediate reassessment 

of strategy during crisis situation. 

Operating evaluation controls the allocation and use of resources through 

performance evaluation of strategic business units. It is a cyclical process of four 

steps: setting standards of performance, measure actual performance, evaluate 

performance and taking corrective actions. Standards in the form of planned or 

budgeted performance are set for implementation. Then actual performance is 

measured and compared against performance standards. Corrective actions are 

taken to bring performance in line with the standards. 

b) Strategic control systems are the formal target, measurement, and feedback 

systems that allow strategic managers to evaluate whether a company is 

achieving superior efficiency, quality, innovation, customer responsiveness or 

not while implementing it’s strategy. 

It takes into account the changing assumptions that determine a strategy, 

continually evaluate the strategy as it is being implemented, and take the 

necessary steps to adjust the strategy into the new requirements. Since there is a 

time gap between strategy formulation and its implementations, some 

assumptions (environmental predictions) may change out either fully or partially. 

But the strategic controls identify the key assumptions and keep track of any 

change in them so as to assess their impact on the strategy and its 

implementation. Further, strategic control monitors the progress of various 

activities undertaken while implementing the strategy and if deviation exist, 

starts the corrective actions. There are four areas in which strategic control 

involves. 

a. Premise control 

b. Implementation control 

c. Strategic surveillance and  

d. Special alert control 
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Premise Control 

Assumptions or predictions are planning premises around which a firm’s strategy 

is designed. A strategy may be only as long as the planning premises remain 

valid. The premise control is designed to check systematically and continuously 

whether or not the premises set during the planning and implementation process 

are still valid. 

A strategy may be based on certain premises related to environment and industry 

factors. The environmental factors are beyond the control of a company and they 

exercise considerable influence over the success of the strategy. These factors 

differ among industries. A company should be aware of the factors that influence 

success in its particular industry. Managers must choose those premises and 

variables that are likely to change and would have a major impact on the 

company and its strategy. 

Assumptions refer the prediction of external environments and internal resources 

of an organization, which are dynamic and explore the strengths and weaknesses, 

opportunities and threats. Because of the time gap between strategy formulation 

and its implementation, the assumption predicted earlier may not be relevant at 

present. This is a serious warn to the organization about the performance of the 

strategy, which takes into account by strategic control. Therefore, it serves the 

purpose of continually testing the assumptions to find out whether they are still 

valid or not. 

The premise control enables the strategist to take corrective action at the right 

time rather than continuing with a strategy based on invalid assumptions. The 

responsibility for premise control can be assigned to the corporate planning staff 

that can identify key assumption and keep a regular check on their validity. 

Implementation Control  

The implementation of a strategy results in a series of steps, plans programs, 

projects, investment, and moves undertaken over a period of time and the 

resources are allocated for implementing these. Managers convert broad strategic 

plans into concrete actions and results for specific units and individuals. 

Implementation control aims to ensure that action takes place as planned and is 

designed to assess whether the overall strategy should be changed in the light of 

unfolding events and results associated with incremental steps and actions or not. 

Strategic control continually evaluates the performance of implemented strategy 

and identifies the gap of actual performance comparing with objectives. It 

evaluates whether the plans, programs, and projects are actually guiding the 

organization towards its predetermined objectives or not. If it is felt to revise, 

they have to be revised. In this manner, strategic control leads to strategic 

rethinking. 

Strategic Surveillance 
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Strategic surveillance aims at a more generalized and overarching control. It is 

designed to monitor a broad range of events inside and outside the company that 

are likely to threaten the course of the company’s strategy. 

After the examination of assumptions and evaluation of implemented strategy, 

the strategic control adjust the strategies according to new requirements. This is 

done because of the dynamic environments and gap identified while 

implementing strategy, likely to threaten the course of the firm's strategy. It is 

done through some design of general monitoring of multiple information sources 

that are likely to affect the strategies of the organization. As Aaker suggested that 

strategic surveillance is a formal yet simple strategic information scanning 

system that can enhance the effectiveness of the scanning effort and preserve 

much of the information lost within the organization. In conclusion, we can say 

that strategic control also focus towards more generalize and over searching 

mechanism to capture much of the information that is otherwise lost in an 

organization through strategic surveillance. 

Special Alert Control 

Special alert control is a mechanism for a quick response and urgent 

reassessment of the strategy in the light of sudden and unexpected events. It can 

be exercised through the formulation of contingency plans and assigning the 

responsibility of handling unforeseen events to teams constituted for the purpose 

of unexpected product lunch. Industrial disaster, natural catastrophe are the 

examples of such unforeseen events. 

Special alert more or less like a crisis management where the organization was 

not prepared previously. Organizations have to prepare contingency strategies to 

over come any unfavourable situation affecting the organizations adversely. Such 

unfavourable situation may happen in the form of sudden change in political 

factor, unfavourable industrial disaster, sudden entry of a new and powerful 

competitor and so on. Generally, the unfavourable situation, like crises are 

critical situations that occur unexpectedly and threaten the course of a strategy. 

But, strategic control focus continually to assess such events and crises that may 

adversely affect the course of the organization's strategy and forwards to exercise 

through the formulation of contingency strategies. 

6.   

a) What is SWOT analysis? Choose any successful business house and outline the 

factors that lead towards either strengths or weaknesses of that house within the 

industry.  (3+5=8) 

b) What are the challenges faced in strategy formulation and how can they be 

mitigated? (3+4=7) 

Answer: 

a) The simplest way to analyze the environment is through SWOT analysis. SWOT 

is an acronym used to describe those particular strengths, weakness, 

opportunities and threats that are strategic factors for any corporation. The 

environmental analysis helps identify opportunities and threats i.e. the external 

environment of a corporation whereas the corporate appraisal identifies the 

strengths and weakness i.e. internal factors. The external environment consists of 
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variables− opportunities and threats (OT) that are outside the organization and 

beyond the control of the top management. It is essential to diagnose the 

environment by top management to determine what factors in the environment 

present threats to the company’s strategy and objectives and what factors in the 

environment present opportunities for the accomplishment of objectives. 

A firm’s external environment consists of all the conditions and forces that affect 

its strategic options but are typically beyond the firm’s control. Analysis of 

external environment aims at identifying strategic opportunities and threats in the 

organizations. 

Strength (S)  

Strength is the basic capabilities of the organization in which it can be used to 

gain competitive advantages. It is a distinct competence of an organization which 

gives the competitive advantages. Some of the examples of the strengths of an 

organization are: 

� Well developed strategy 

� Strong financial condition 

� Human resource competencies 

� Strong brand name/image/reputation 

� Strong advertising 

� Broad market coverage 

Weaknesses (W) 

It is the basic limitation or constraint of the organization which creates 

competitive disadvantages. It is the deficiency in resources, skills, capabilities 

and knowledge which negatively affect the performance of an organization. 

Following are some of the examples of weaknesses. 

� Weak marketing plan 

� No clear strategic direction 

� Weak financial position 

� Inadequate human resources 

� Obsolete technology 

� Loss of brand name 

� Raising manufacturing cost etc. 

Opportunities (O) 

It is the favorable conditions in the organization's external environment which 

enables its strength in its position. It provides competitive advantages to the firm 

exploiting organization's strength in relation to its competitors. Examples of the 

opportunities of an organization are: 

� Expanding new geographical areas/new market segment 

� Diversify the business 

� Acquisition of rivals 

� Alliance or joint venture 

� Expand core business 
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� Exploit new technologies 

� Serving additional customer groups 

Threats (T) 

It is an unfavorable condition of the organization's external environment which 

causes risk for or damage to the organization's positions. The examples of the 

threats of an organization are: 

� Growing power of customers & suppliers 

� Keen competition 

� Change in consumer taste, fashion, likes etc. 

� Rise of new or substitute product 

� Increase in industry rivalry 

� Raising labor costs 

� Attack on core business etc. 

b) Strategy formulation has to be scientific. We come across many instances 

wherein the strategy management process has failed to deliver the required 

results. This obviously reflects the multiplicity and complexity of challenges 

faced at this stage. 

Achieving shared vision      

This is one of the major issues in strategy formulation. There are instances where 

after choosing an appropriate strategy, the top management , among themselves  

and across organization , fails to achieve  synchronization of the vision, 

strategies intent and hence the strategy  for way forward. This leads to problems 

in implementation and in the obtainment of commitment from the stake holders. 

This is a serious issue in making decision. 

Inability of partners to mop a vision      

The inability of partners to map a vision and agree on strategy formulation could 

be another issue, especially in case of alliances and joint ventures, venture 

cabalists, and group companies. Though partners have well defined area of 

interest, when it comes to the nitty-gritty of strategy formulation, there could be 

divergent of views. 

Leadership and managerial bias      

Imposing leaders and self motivated managers are often causes dissonance at the 

strategy formulation stage. 

Managers over-emphasizing tools and techniques      

Another issue involves managers over-emphasizing tools and techniques and 

losing touch with the pulse of the market or going  in the wrong direction due to 

a herd mentality. Sometimes, they may be following the market without 

understanding the internal factors, leading to difficulty in strategy formulation.   

The challenges can be mitigated by practicing the following techniques: 

To overcome such problems, creating a shared vision is critical. Building 

confidence among stakeholders and communicating objectives are critical for 

creating a shared vision. It not only creates a shared vision but also a philosophy 

of oneness and growth through commitment of effort and energy for the benefit 

of all stakeholders. The problems among partners can be addressed by promoting 

healthy understanding and transparency. Key partners such as venture capitalist 

can be given board responsibilities and may be involved in a decision making. 

Leaders who have a tendency to follow the success of others must be engaged in 
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the details of operational situations and exposed to internal factors adequately so 

that someone, success is not imitated. The ability to manage the issue of bias 

towards tools and techniques, and find the right the balance of experience, 

intellect and deployment of tools and techniques for decision making is required. 

This can again be achieved by involving senior board members and making a 

committee responsible for major strategic decision. 

 

7. Write short notes on the following: (4×2.5=10) 

a) Core competencies 

b) Risk analysis  

c) Strategic alliance 

d) Corporate portfolio analysis 

Answer: 

a) Core competencies are activities or processes that critically underpin an 

organization’s competitive advantage. They create and sustain the ability to meet 

the critical success factors of particular customer groups better than other 

providers in ways that are difficult to imitate. The difference in performance 

between organizations in the same market is rarely explainable by difference in 

their resources base since resources can usually be limited or traded. Superior 

performance will also be determined by the way in which resources are deployed 

to create competencies in the organization’s activities. Performance is also 

affected by the processes of linking separate areas of knowledge and activities 

together both inside and outside the organization. Although an organization will 

need to achieve a threshold level of competence in all of the activities and 

processes that underpin the product and service, only some will be core 

competencies.   

b) Risk analysis is one of the criteria of acceptability of strategic option. The 

approaches for analyzing risk are financial ratios projection, sensitivity analysis, 

simulation modeling, heuristic models and decision matrices. 

Financial ratios project changes resulting from a strategic option. The ratios can 

be related to capital structure and liquidity. Sensitivity analysis tests sensitivity 

of performance outcomes to each of the assumptions. It questions and challenges 

the underlying assumptions of a particular strategic option. Simulation modeling 

is used to analyze a strategic option when several uncertain variables affect its 

outcomes. Simulation builds model to represent reality of a system. Heuristic 

models are rules of thumb. They are based on managerial memory and judgment. 

Risk assessment of strategic options is based on past experience, memory, 

intuition, hunch and abstract reasoning. Decision matrices are rectangular array 

of numbers arranged in rows and columns, which are used to assess the level of 

risk of different strategic options. 

c) The strategic alliance is defined as a partnership between two or more companies 

to achieve strategic objectives that are mutually beneficial. It may be of very 

short term as well as long-term partnership of two or more companies for mutual 

success. Strategic alliances may be formed by companies due to several reasons, 

some of which are as follows: 
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1. To increase technology/manufacturing capabilities 

2. To provide specific markets 

3. To reduce financial risk 

4. To reduce political risk 

5. To achieve competitive advantages 

 

d) Corporate portfolio analysis is a set of techniques that help strategist in taking 

strategic decisions with regard to individual products or businesses in a firm’s 

portfolio. It is primarily used for competitive analysis and strategic planning in 

multi-product and multi business firms. The main advantages in adopting 

portfolio approach  in a multi-product, multi business firms  is that resources 

could be targeted at the corporate level to those businesses that possess the 

greatest potential  for creating competitive advantage. For instance , a diversified 

company may decide to divert resources from its cash- rich businesses to more 

prospective one that hold promise  of a faster growth ,so that the company 

achieves its corporate level objectives in an optimal manner. 

There are a number of techniques that could be considered as corporate portfolio 

analysis techniques. Among them we have the Boston Consulting Group (BCG), 

General Electric’s Nine Cell, Hofer’s Product- Market Evolution, Directional 

Policy and the Strategic Position and Action Evaluation Matrices.  

 

 


