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FOREWORD

The Alfred P. Sloan School of Management at the Massachusetts Institute

of Technology uniquely combines management programs for undergraduate ,

graduate , and executive development education and research. The work of

the School is supported , in part , by government contracts and industrial

grants—in—aid. The work reported herein was supported (in part) by the

Office of Naval Research under Contract N00014—76—C—l033.

William F. Pounds
Dean

ABSTRACT

This paper a t t e m p t s  to prese nt a general frame work for the stra teg ic
planning process in complex organizations, wi th special emphas is in
diversified business corporations. It has to be recognized that a specific

strategic plan has to be designed to fit the particular conditions of the

corresponding situational setting. Consequently, it is not intended in

this paper to push the general validity of this framework , bu t to make
available a set of concepts , steps , and variables that may suggest creative

strategic options , and could provide an orderly stra teg ic plann ing process
in a business firm .
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Abstract. This paper attempts to present a general framework for the
strategic planning process in conplex organizations , with special
emphasis in diversified business corporations. It has to be recog-
nized that a specific strategic plan has to be designed to fit the
particular conditions of the corresponding situational setting.
Consequently, it is not intended in this paper to push the general
validity of this framework , but to make available a set of concepts ,
steps, and variables that may suggest creative strategic options ,
and could provide an orderly strategic planning process in a business
f i rm .

1. Introduction

Large organizations play a central role in the structure of modern

society. They are purposive associations of people that , by satisfying

their own needs , develop an activity that also allow the satisfaction of

other people ’s needs (Lawrence and Lorsh [24J).

In the activities of an organization , the internal and external

world are interwoven :

— The internal world , which properly constitutes the organization , is

a “formal association of people that has been established to achieve

certain goals and that has a hierarchy and a set of rules that allow

them to act in a coordinated way” (Silverman [37]).

— The external world or environment , which has grown in complexity

and importance in the present society, has gained increased awareness

of its ability to influence and constrain the organization ’s activities

and to narrow its margin for independent c’ecisions.

The strategic planning process is imbedded in the interaction between

the organization and its environment. It is aimed at maintaining a

viable match between them , by elucidating the important components in

the organization—environment interrelationsh ip. The final purpose of

the strategic planning effort is to generate a feasible set of options

L ~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
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In order LO t ake  advan tage  of po t en t  isi  lv f a v o r a b l e  s i t u a t i o n s  (o r  dI ll —

t I v at e  po t en t  t a l l y  ex p l o s i v e  ~)flI’~~ ) , and to i~e1ect f rom t ha t  set t f ~ i i i t I r’~I

of a c t ion  t ha t  seems to be t h e  most  convenien t  for  the  o r g a n i za t i o n .

The complexity of the interaction between  the organ i zation and Et s

environment , and the impact it has in p re se rv ing  the  o r g a n i z a t i o n ’s v i a b i l i t y ,

emphasize the convenience of undertaking the  r e a l i z a t i o n  of strategic

planning activities.

Strategic planning is a capab ility developed by an organization to cope

with the ever changing forms adopted by Its specific environment. The

organization tries to understand the sig na l -i coming from t h e  e n v i r o n m e n t

and to project their impact on Its normal activities. m u  plannin g process

has to he lived by the overal l organization , In order to adap t its internal

structure and set of programs to the new state prevailing in the environ-

ment , and to maintain a degree’ of alertness to deal with future changes.

It is a continuous search on Ihe actual background of competence and

resources internal to the organization , to better fit the environmental

conditions in that moment.

The strateg ic planning process may affect in an important way the

internal balance of human interactions in the organization . Therefore ,

th is process has to be l i ved  by  ~1l people , they have to commit themse~ ves

to it , to reconcile their per -irnal bi iiefs , to integra te them under a

comon purpose . As Vancil 1-I)) points out: “Dozens, li terally hundreds

of two person agreements must. be negotiated , many of them almost sitnul—

taneouslv ”.

This rather broad d es cr llt i n ‘f ~trategic planning is not an impe-

d im ent  t o  i d e n t i fy  m o s t  of t i~ LI :ri~~~~.~ t n t S  tha t a concep tua l  model shou ld

c o n t a i n .  Those bas i c  cor~p(~nt nts t t i~~ t h e i r  in t e r r e l a t i o n s  are dep ic ted

in Figure 1.

_____ 
4
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INTERNAL ENVIRONMENTAL
SCRUTINY SCANNING

INTELLIGENCE 

I

STRENGTHS OPPORTUNITIES
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-

AND FORMULATION OF N
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FIGURE 1. A CONCEPTUAL MODEL FOR STRATEGIC PLANNING
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There are four major stages of the s t ra tegic p lann ing  process tha t

emerge from this figure . The first stage is internal scrutiny, whose

primary outputs are the identification of the strengths and weaknesses of

the organization. The second stage consists of environmental scanning

that attempts to uncover the primary threats and opportunities presented

to the organization by the env i ronment .  The t h i r d  stage corresponds to

selection of a strategic option and encompasses the gap analysis, the

formulation of a general strategy, and the generation , evaluation, and

selection of a specific strategic option. This stage is at the core of

the strategic process and leads to the iden tification of new strategic

alternatives or the r e in fo rcemen t  of ex is t ing  ones. The fourth stage

is the definition of progr ams ari d b u d g e t s  which  registers  agreement

on the courses of action at the various Levels of the organization for

the next budgeting period.

In Figure 1 references are made to the now classical stages

of decision making (intelligence , design , and choice) proposed by Simon [3~3].

Now we will proceed to analyze each of the basic stages tha t  have

to be accomplished for the realization of the strategic planning process.

2. Stage 1: The rn t-e r~al Scrutiny

The essential components of an organization , as abstracted from

Silverman ’s definition [37) already given in the introduction , are:

— Groups of people

— The objec t ives  of the organizat ion

— The internal structure and mode of operat ion of the organizat ion.

- 
~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~ - 1’
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2.1 Groups of peop le in the organizat ion

It is essental to recognize f r o m  the outse t  the profoun d social ,

psychological, and political ramifications derived from the implementation

of a s t ra tegic change in an o rgan iza tion .  The mere dec ision of initiating

a formal planning process in an organization is liable to generate a chain

of convulsionary react ions , as re f lec ted  by A n s o f f  l4] when expressing:

Typically , the introduction of a f i r m — w i d e  p l ann ing  e f f o r t  is
a traumatic and turbulent experience. It does require focus of
top management attention; it does take three to five years to arr ive
at a satisfactory planning process. The process is accompanied
with latent , if not overt , organizational resistance . If top
management support lapses too soon, then planning is either
rejected or becomes an annual exercise in managerial frustration.

It can be specially valuable for the success of a strategic change to

acknowledge that the organizat ion is a meeting place for groups with

different needs , objec tives , and strengths, that interact in many different

ways.

Allison [3 ] recognizes the role of individuals within an organization

when he describes the Bureaucratic (or Governmental Politics) model of

decision making. This model sees no unitary actor (as in the Rational

Ac tor model) but rathe r many actors and players. Moreover , these actors

are not a monolithic group focusing on a single strategic issue (as in

the Organiza t ional  Process model)  bu t  on many diverse issues. Thus ,

members of the organiza t ion  can be p erceived as Individuals  who act in

terms of no consistent  set of s t r a t e gic objectives but rather according

to var ious concepts or organizational and personal goals. They make corporate

decisions not by a single , r a t i o n a l  choice , but by the  pu l l i ng  and haul ing

tha t is politics.

The correct  assessment of p e o p l e ’s cap abilities, needs , attit ules ,

values , mot iva t ion , behaviour , pattern of interaction , working drive ,

posture wi th  regard to the o rgan i zat i on ’s object ives , e tc . ,  imp inge

_ _ _ _  
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in a dec isive way on the quali ty and level of participation , and on the

eu~~tional ties and compromises w i t h  the agreed strategic plan. Esta-

blishing conditions that assure a high degree of congruence among indi-

vidual and corporate objectives is one of the most challening and demand-

ing tasks of any planning  and control  system.

The proper identification of the managerial sty le tha t  be t te r  f i t s

wi th  the implementat ion of a strateg ic decision , and the selection of a

person whose leadership charac ter istics correspond wi th tha t style , is

ano ther impor tan t var iabl e which , if no t ad qua tely considered , may threaten

the success of a stra tegic plan.

The appropria te  managerial sty le , as well as the na ture and conten t

of the planning system , change as the organization grows. An excellent

summary of the essential characteristics of a managerial process by stage

of ind ust r ial  m a t u r i t y  (embryonic , growth , mature , and ag ing) has been

prepared by Ar thu r  D. Li t t l e , Inc. and is given in Appendix I.

These brief statements on the people, and their association and

interactions , are intended only to highlight the importance the hum an

side of the planning process may have on the successful realization and

implementation of a planning experience.

2.2 The objectives of the organization

The objectives of an organizat ion should re f lec t  the expectations

of a var ie ty  of external  and internal groups .  The society,  local commu-

n i t y ,  stockholders, customers , suppliers, and creditors represent the

major groups of ou ts ide  in teres ts ;  while  top and middle managers , hourly

workers , and s t a f f  cons t i tu te  the dominant inside interests  (Steiner

and Miner [ 3 9]) .  

- - - —— - - - - --- - - -———— - -- - — ——— — - —  _.d
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In p ro f i t mak ing corpora tions, the top management group usually has

the con trol of the f irm , and is respons ible for  formula ting a balanced

set of objectives. For public services, the objective setting process

is much more comp lex because the meas ures of performance of the organiza-

tion are harder  to def ine , ar e multiple in number , and often conflictive

in nature . Moreover , there is no single controlling group, and those groups

represented in the organization (managers , professional staff , other

employees , government , and general public) may have contradictory

i n t e re s t s  wi th  regard to the way it should be managed.

In general , the aspirations of all groups associated with an

organization should be represented in its objectives. But there is an

essential difference in the character and emphasis of this representation

depending on the group that is actually leading the organization. This

leading group could impose its objectives to the organization , but it

should qualify them according to the purposes of other groups (and to

the perceived strengths of those groups).

— A final consideration about the identification of the objectives in

an organizat ion is to look at what the organization does, and not to

wha t it is intending to do. The written statements of objectives in the

enactment of a public service or in the president ’s annual report in a

private corporation are often too general or too far away from reality.

In order to identif y the charac ter of an or ganiza tion , the implicit

objectives which are guiding i ts  operation should be recognized. Unfor-

tunately, these objectives may he many , change with time , and sometimes

non—explicit even at senior levels. Nonetheless , they are molded in the

activities of the organization , and all effort spent in gaining a hett.~r

und erstanding and clearer statement of objectives is surely worthwhile.

A t this stage we are concerned primarily with the broad definition

4
_ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _
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of the overall organizational objectives as they are normally encountered

in the policy statement of the firm. These broad objectives represent

general guidel ines  for  the planning process.

In a subsequent  stage , when spec i f ic  s t ra tegic options have to be

selected and def ined in terms of programs , there  is a need to es tabl ish

much more precise object ives a f f e c t i n g  all the hierarchical levels

invo lved in the execution of that  program. Moreover , quantif iable

measures of performance have to be developed to allow for the  proper

tracking and control of the p lan being formula ted .  This issue is go ing

to be addressed in the f o u r t h  stage of our conceptual model.

2.3 The interna l structure and mode of operation

An organization may be seen as a well ordered aggregation of units

in a hierarchical network. The definition of a unit is arbitary . It

may be as small as an individual or as large as the whole organization.

The criterion to be used in the selection of these units is purely opera-

tional depending on the degree of detail  chosen to represent the in ternal

environment of the organization and the application that  is going to be

made with that  representa t ion .  Each one of these uni ts, in turn , can

be viewed as a smaller o rganiza t ion .

The fo l lowing  issues wil l  be addressed in discussing the organizational

s t r u c t u r e  and its  mode of operation:

— The h i e r a r c h i c a l  st r u c t u r e

— The ru l e s  of operat ion

— The d i men s i o n s  u n d e rl y i n g  the  a c t i v i t i e s  of a uni t

— The communicat ion network .

The h i e r a r ch i ca l  st r u c t u r e  tha t  support s  the units  of the  organization 

. - -~~~~~~- —... . .  
~d
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is pictu red no rmally by means of the organizat ion char t, which shows the

dif fe rent hierarchical levels and the accountabi l i ty  lines. The most

common ways to set up these charts  is by func t io ns or b y produc ts or

p rograms . This leads to the  two basic forms of organizat ional  desi gn:

funct iona l organiza t ion  and p r odu c t  d ivis ion organiza tion. Sometimes

both criteria are used In what is known as matrix organizations, but this

extension leaves accountability more ambiguous , and it needs to be spe-

cially indicated (Galbraith [16], Goggin [171).

An empirical study conducted by Rumelt [34], covering the years 1949

to 1969 , for more than two hundred companies drawn from the Fortune 500,

shows that the proportion of prod uct division organization forms are

increasing significantly and they seem to perform better than functional organi-

zations. The author argues that product division organizations are a

natural trend for a firm when it increases in size and diversif icat ion.

This step from functional to produc t division organizations generates

a new level of genera l managemen t , and the whole process of change may be

a t raumatic experience at the moment of implementation.

The or gan iza~ ion s t ructure  goes fa r  beyond the representation pro-

vided by the organization chart. It is the framework for the organization

to opera te , and for the full range of transac tions among people to be

made. Formal and informal information channels are the network of this

s t r uct u re. They def ine the communication pat terns  in the organizat ion ,

that resul t  in a hidden organiza t ion  hierarchy,  represent ing the real

levels of i n f luence wh ich might  be ma rkedly d i f fe ren t  from the ones shown

in the organization char t .  S t a f f o r d  Beer [ 9  ] has propo sed a five leve l

recursive model t ha t  could be use fu l  in uncovering tha t hidden organi—

zational hierarchy.

With regard to the rules of the operat ion ,  the ones governing account—

_____ ____ 
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abi l i ty  have been mentioned as imbedded in the o rgan iza t ion  char t .  But

there are many other rules represented by the pro cedures , habits , and

regulations the organization uses to handle specific situations (Allison

3 ] ,  Simon [38)). Sometimes these rules are enunciated explicitly,

but often they are just the experience accrued in the organization and are

implic it in the ac tivi ties tha t are set in motion in a more or less rout ine

way . The rules will change wi th  t ime as long as old and new s i t ua t ions

being faced b y the organization allow it to keep on learning and improving

the exist ing procedures .

From the point of view of the fu l l  organiza tion , the main dimensions

underly ing the activities of a unit are the following:

— The degree of in te rac t ion, tha t  measures the  i n t e n s i t y  by which the

act ivi ty  of a g iven un i t  a f f e c t s  o the r  u n i t s  in the organization.

An activity is considered to be autonomous if it gene ra t e s  no appre-

ciable interaction. Some activities that are aut--anomous under normal

operation may become interactive if some anomaly is presented.

— The degree of central izat ion fo r  ac t iv i t ies  in the same h i e r a r c h i ca l

line.

— The degree of coordination fo r  a c t i v i t i e s  in diffe rent hierarchi~~ii

lines.

Coordina t ion and cen tral iza tion are grea tly i n f l uenced by the size

of the organization, geograph ic location of units , and the existence of

some en tities in the struc ture of the organiza tion whose si~ccific role is

t ha t  of coordination of ac t iv i t i e s, as is the  case w it h  some managerial

committees.

All these interactions among units reverberate along the communication

network of the organization in the f o r m  of informat ion  flows that may go

r

.4
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I.

through forma l or i n fo rma l channe ls :

— Fo rmal channels  are wel l  d e f i ne d  in the organization structure and go

basically along and across h i er a rch ica l  l imes (v e r t i c a l  and hor izon ta l

communication patterns).

— Informal channels are not defined and they appear and disappear as a

dire ct f unc ti on of peopl e’s interactions (external personal contacts ,

hwna~ sources  of i n fo rma t ion , informal relations between people ) .  I t

is impor tant  to keep in mind the i r  presence , because they have pr oven

to be more significant and faster than formal channels (Aguilar [2 ] ) .

Not all information generated inside a unit is valuab le from the

organizational perspective (Ackoff [1 1, Argyris  [ 7  ]). This observation

impacts d i r ec t ly  in the specif ica tion of some charac ter ist ics tha t the

information system has to have :

1. It has to f i l t e r  informat ion which is considered not valuable for

the management of the overall organization . Operationa l in~ ormation

does not need to be reported unless an exceptiona l situation arises.

• 2. If ~:he limited human capability to process , absorb , and rela te

numer ical informa tion is taken into considerat ion, it may be added

that the filter function is not only one of refinement of the

information , but also one of condensation. Some key in terna l varia-

bles need to be defined to summarize the state and t rend  of the

organization activities.

3. One step beyond the mere summarization of all data in a set of num—

bers is to present all the information in a way which has Intuitive

meaning for the manager; t h a t  is to say , in a way in which informa-

tion may be easily internalized by just looking at it. This point

is nicely made in Beer’s book 19 J :

_ _ _ _ _ _  

___  _ _ _ _ _ _ _ _ _ _ _ffi — — - . -
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The fact is tha t the human brain is singularly incompetent
in the ma tt er of handl ing figures.

Consider the following situation. You are try ing to judge
whether a piece of furniture will fit into a particular alcove.
Try to estimate the length of this sideboard in feet and inches;
try to estimate the width of the alcove in fee t and inches. The
likelihood is that you will be any thing up to 20 per cent out in
each estimate , and therefore your ‘calculation ’ as to the possibility
of fitting the furniture in will be nonsense. No; the best thing
you can do is to ‘guess ’ whe ther the p iece will fit or not. Except
in the most critical cases you are likely to be right. More
drama tically still, as a second example , think of yourself
successfully dodging across a major traffic flow in the heart of
London. Then contemplate your chances of survival if you are
attempting to calculate the maneuver in terms of distances
and relative speeds...

In short , everything we know is psychology about perception ,
pattern recognition , and (in general) awareness of the state of
of affairs , says that we should try to reach our judgements in
terms of relative size and shape , relative color , relative movement.
When we draw graphs and histograms we pay attention to the first of
these disiderata — but even then , having reached the judgement as
a matter of fact , we hasten to make it look ‘respectable’ by
quoting rows of digits.

4. A desirable component coupled to (or included as part of) the formal

inf ormation sys tem , is a testing device for managers to assess before-

hand the way in which certain decisions may impact the functioning

of the organization. Simulation models are partly playing this role,

but they are also providing a mechanism to learn about the organi-

zation (both during the design stage and under normal running mode),

by uncovering the manner in which  uni ts interact and the effect

that this interaction may have in the output of the organization.

5. Given the convenience of having an intuitive grasp of a situation

coupled with the capability to foresee the Impact of a decision,

some authors have forecasted a symbiosis of man—machine as a way

to complement human potentialities. This would enhance the possi—

bilities of including In the analysis of a problem subjective infor-

ma tion and complex value trade—o ffs that are not easily handled by

present techniques.

_______________________________ - - ,•-—.. - , — - - -  -- -— — -— - — - -
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In this way , the internal world of an organization has been explored

and described in general terms. The main components of this description

are summarized in Figure 2.

In order to continue the analysis of the Interaction between the

organization and its environment , the next section will comment on the

environmental scanning, which , when joined with internal scrutiny, will

open the possibility to undertake the study of the organization—environ-

ment gap.

3. Stage 2: The Environmental Scanning

This section develops a characterization of the external environment

and of the kind of strategies that the organization may follow in dealing

with it.

The importance of the environmental scanning stage cannot be under—

emphasized. A negligence or miscalculation in this stage of the stra teg ic

planning process may lead to severe damages affecting the long term

survivability of the organization , as has been lucidly described in

Leavitt ’s famous “marketing myop ia” article [25].

Additional pressures for a careful environmental scanning has been

added in the last decade , due to the unprecedented economic and social

changes acting upon the organization. Heller [20] has suniniarized these

changes as follows:

a menacing double—digit inflation curbed but not cured
either by our first “peacetime ” price—wage controls or by
the highest unemployment rates in 33 years;
the longest and d~- cp ~~~L r ec e s s i o n  since the Grea t
Depression of the l930’~~;

• an energy crisis that caught us unaware and hence unpre—
pared and remains unresolved;
startling jumps In the relative prices of farm prices and
energy , the end of an era of cheap food and oil;

_____ _____ 
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The most  d i s t i n c t i v e  e lements  in the description of an organization arc:

— The group s of peop le

— They constitute the human side of the organization
— Their capabilities , needs , objectives, strengths , and resistance

to change , if not proper ly  incorporated in the planning process ,
will threaten the successful realization and implementation of
th~ stra tegic plan

— The objectives

— The objectives of the organization are indeed the objectives of
certain groups associated with it.

— The aspirations of all groups are represented in diffe rent degrees
in the objectives of the organization.

— These objectives drive the functioning of the organization.
— These importan t objectives are the ones implicit in the actions of

the o rgan iza t ion .  They may not  be the  ones i n i t i a l ly spec i f i ed  in
the definition of the organization , may change with time , may not
be expl ic i t ly  enuncia ted , may not he well  known.

— The internal structure and mode of operation

— Uni ts are def ined
— In a hierarchical structure
— With rules of operation (explicit or implicit)
— And different modes of operation , wh ich may be analyzed in term s of:

— The degree of interaction
(autonomous vs. interactive activities)

— The degree of cen tral iza tion
(in the same hierarchical line)

— The degree of coordination
(in different hierarchical lines).

— These interactions among units reverberate along the communication
ne twork as:

— Information flows
— Al ong formal (vertical and horizontal) and informal  channels
— That , when are part of the formal information process of

the o r g a n i z a ti on , they  are :
— Filtered (Selected)
— Cond en~ cd ( summar ized b y mean s of key internal

var iabl es, in a state and a trend)
— Repor ted  (Pre f e r a b ly  to allow an intuitive grasp)
— Projected (Under different circumstances).

— lnformal channels:
— Are not well d c i in c d
— Appear and h snp p e ar  as a direc t func tion of people ’s

interact to n
— They can he faster , more accurate , and more signifi—

can t th an  for ~~,i channe l s .

FIGURE 2.  ThE INTERNAL SCRUT1:~ OF Tll i-~ ORGANIZATION

__________________________________ _____ ________ - 
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the highest in te res t  rates and the bi ggest budge t defi-
cit in U.S. history;
the near b a n k r u p t c y  of one of the world ’s great  c i t ies;
in the international economy the acceptance of the un-
accep table , name ly ,  dollar devaluation , the de thron ing
of gold , and floating (though managed) exchange rates.

The basic par ameters  t h a t  have to be described are the ones governing

the change in the environmen t and i ts i n t e r ac t i on  w i t h  the o rgan iza t ion .

These parameters  are summarized in terms o f :

— The form and speed of change in the environment;

— The underlying structure in the organization—environment interaction;

— Some addi t ional  comments on the kind of s t ra tegic  pptions open to

the organization.

3.1 The form and speed of change in the environment

The form in which the environment changes may be viewed some~ here

between fu l ly  predic table  to f u l l y  unpredictable. That is to say , there

is an expected evolutionary component of change , and an unexpec ted and

unsys temat ic  one.

For the  orgaaiza tion  to deal wi th  these two very unequal forms of

change , it has to develop sensible d i f f e r e n t  s tra tegies .  There are

two basic modes the organization night use to deal with environmental

changes. One is to ma in ta in  a degree of f l e x i b i l i t y  or a d a p t a b i l i t y  to

adjust  i tself  to the new condi t ions  imposed by a change , including the

development of cont i gency ac t ions  depending upon the real izat ion of various

predic tab le  scenarios. The second mode is the a b i l i t y  of the organizat ion

to negot ia te  wi th  or exercise some contral to the environment , in order

to avoid the damage r e s u l t i n g  f rom a sudden , unpredic table  change . This

second case req uires the readiness of the organization to recognize

oppor tun i t i e s  and t h r e a t s  In the  env ironment  and to influence on going

- - ~ - . 
- - 
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patterns in a way to preserve future viability (Cyert and March [14)).

The speed of change adds another component which may challenge the

adaptation capability of the organization to cope with the pattern of

change.

3.2 The underl y ing structw’e in the organization—environment interaction

An e f f o r t  has been made to elucida te some typical  structures in the

interaction organization—environment. The correct identification of these

s t ruc tu res  will allow the understanding of the main forces driving the

change in the organization and , consequen tly,  wi l l  give an insigh t on the

appropria te stra tegic cour ses of ac tion under d i f f e r e n t  scenarios.

We can suggest three basic forms of environment structures to be

designated as competitive , reg ula ted , and social environments.

In the competit ive environment the survival game is one of finding

new opportuni t ies  which have not  already been explo i ted .  Organiza t ions

are looking for  a comfortable niche which may preserve their future via-

bili ty from ac tions taken by competitcirs. This is the typ ical si tua tion

of a p rof i t orien ted f i rm in a compe tit ive marke t, a situation which is

nei ther  p e r f e c t  compet i t ion  nor monopo ly ,  bu t  r a the r  an o l igopol i s t ic

middle ground.  Economic theory does no t  provide  a clear answer to exp la in

the behav ior of a f i rm in th is env i ronment .  However i ndus t r i a l  economics

is help fu l  in sugges t ing descriptive measurements fo r  the  degree of com-

petitiveness in the environment (Caves [121, and Scherer [35~j,. The main

elements of market structure as indicated by Caves are :

— Seller concentrat ion

— Produc t  d i f f e r e n t i a t i o n

— Barr iers  to e n t r y  of new f i r m s

— Buyer concentration 

— - -— .--- . . -
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— Height of fixed costs

— Growth rate of market demand.

An organiza t ion in a mainly compe titive environment has to develop

the capability to create and control its own environment ( f o r  example ,

through marketing activities). That is to say, to look fo r  tha t  secure

niche mentioned above and try to hold it. The Boston Consulting Group ’s

approach to stra tegic planning [10) tends to emphasize the importance of

market leadership as a primary criteria for long term success. This

approach is examined in detail in Hax and Majiuf [19].

The second type of structure is the regulated environment. In this

case , organizations are subject to one or many forms of regulatory actions;

for example, regulation of prices , of quality, of the fairness of oppor-

tunities open to minorities , of foreign trades , etc. The most typical

regulatory authority is the government , bu t there is an increas ing number

of differen t groups (professionals, workers , cus tomers , foreign businesses

and governments , etc.), which are having an impact in the organization ’s

behavior. Survival in this setting is concentra ted in the political rela-

tionship established with all these different regulatory bodies. That is

to say , the organiza tion has to develop negot iation capab ili ties to secure

cer tain stability of regulatory rules and to avoid having these rules

actually threatening future operations. For example , public utilities

have obtained a fairly stable regulated environment (Myers [301), wh ile

Universities may be suffering from excessive control (Lyman [29]).

Finally , the third structural form is the social environment, which

is charac terized by the difficulty of the organization to keep adjusting

its operation to the changes In demands coning from it. Contrary to the

case of compet itive environment , in which organizations are strongly in—

fluencing their own environment , in this case organizations are being

~~ shaken by the forces in the environment , they are persistently falling

.4
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behind of what is expected from them. Under these circumstances , the

e f f e c tivene ss of the organ iza tion wil l  de ter iora te con tinuo usly and ,

usual ly ,  only a major external action can reestablish an adequate degree

of fitness. A good example showing the difficulties to actually manage

the situation in the health field is given in Curran [13].

Some of the reasons tha t  may explain this state of affairs are: the

speed of change in the environment , the sluggishness in the administra-

t ive process require d to produce the change in the organization , the

size of the organization , and the difficulty of achieving consistency among

the different political positions. The most characteristic organization

fal l ing in this category is the governmental publ ic  service.

Given the unmanageable s i t u a t i o n  which an organization has to face

under this form of environment , there is not much room for action. The

main strategy is focused on removing the constraints that are paralyzing

the organization ’s capabilities to adapt. But this Is not always easy

and may be even impractical. What may be done in t~~ is case is jus t to

develop a capability to understand the environment , to learn abou t it,

to dec ipher it. That is to say, to become aware of the expectations that

people hold and the organization is not fulfilling , in the hope that this

knowledge may t r igger  some c o r r e c t i v e  a c t i o n s  at a proper level.

These three environmental structures are not mutually exclusive .

In a given o rgan iza t i on  they may coexis t , thus  adding to the complexity

of the strategic planning process.

3.3 Some additiona l cor,r,lents r e:  ~i:c ~~~~~~ of strategic op tions open to the

organia.1tion

The strateg ic planning pr ocess has to uncover , deci pher , and transmi t

the signals being captured from the environment. The organization will

-__——-~.-—,..---—-— ~~.*-—— _
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focus its attention in a selected set of key external variables as proxies

for the description of the environment , including those variables wh ich

are likely to have the largest influence in the organization.

The uns t ruc tured  cha rac te ri s t i c  of the s t r a teg ic  plann ing process

makes the kind of information required to be heavily dependent -on specific

circumstances. When the environment has a large evolutionary component

which may well be predicted within certain marg ins of error , more formal

sources of information and methods may produce a great benefit. Under

these conditions , stra teg ic planning becomes a long range plann ing process ,

where events are projected for many years in the future and decisions made

considering the impacts of those events.

If , on the contrary, the envir onmen t behaves in a very unsys temat ic

way, overcons t ra in ing  the organ iza tion ’s ac tivities and making difficult

the forecasting of even the near future , the organiza tion will be “muddl ing

through” its daily activities (a situation which is likely to happen under

the social structure mentioned above). This method should be understood

not as a panacea to manage organizations in this difficult environmental

circum stances , but as a description of what organizations are doing to

survive in this case. What many authors are actually predic ting is that

survivability in itself is a fantastic achievement given the circumstances

(Lindblom [28]).

But considering a more intermediate situation in which the organiza-

tion has a certain margin for action and a rather limited forecasting

capabili ty, the stra teg ic planning process becomes the resultant of small

successive dec isions reinforcing each other. It is a process of continuous

trade—offs between short term objectives , which  are more modes t h ut more

tangible , versus long term objectives , which are hot~ more amb itious and

less likely to be achieved. Strategic planning becomes a road map for

_____ 4 ,
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the achievement of long term goals. The organization is tracing a path

and building specialized resources trying to maintain many options open

until a major commitment is done . But , probabl y,  tt convergence to this

major decision is the resultant of many smaller decisions along time , all

of them reinforcing a certain direction of change by progressively creating

the appropriate intermediate conditions in the organization (Hofer [221).

Fi gure 3 prov ides a summar ized view of the ideas discussed around

environmental scanning .

4. Stage 3: Selection of a Strategic Option

By presenting sequentially the internal scrutiny and the environmental.

scanning stages , some of the comp l e x i t y  and richness of the s t r a t eg i c

planning process may have been disguised. This section attempts to give

an addi t ional  insight by focusing on the in terac t ion  between the organiza-

tion i-nd the environment.

The selection of a strateg ic option is the process of molding the

course of act ion suggested by the environmental scanning to the existing

pool of resources and cons t ra in ts  faced  by the organization. It is an

ex te rna l iza t ion  of the real capability shown by the organization to adapt

i ts internal s t ruc tu re  to its spec i f ic  environment .

We wil l  d i s t ingu i sh  two m a j o r  s teps  in th is  stage : the gap analysis

and fo rmu la t i on  of a general  s t r a t e g y ;  and the generation , evaluat ion,

and selection of a spec i f i c  s t r a teg ic  opt ion.

4.1. The c a ,~ Analys i s  and Fo rmuZat ~~ n of a Genera l Strategy

The organization ’s ac t iv it ies  are influencing in many d i f fe ren t  forms

_ _d ~~~~~~~~~~~~~~~~~~~~~~~~~~~
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The e n v i r o n m e n ta l  scann ing  is i n ten d e d  to produce  two m a i n  r e s u l t s :

— The identification of t h e bas ic , env i ronmenta l  va r i ab l e s  to be addressed
by a strateg ic plan.

— A fi r st insight on th~ kind of strategic option that the organiza tion
should fo l low .

Ihe di i t e r ~ a t  ch a r a ct er i s t i c s  used to represen t  the env i ronment  ar e :

— The torn of change :
— Expected , E v o l u t i o n a r y , Sy s t emat ic , P r e d i c t a b l e
— Unexpected , t’ n-;vstemat ic , Unpredictable.

— The speed of change .
— The underlying structure in the organization—environment interaction:

— Ccmpeti tive
— Regulated
— Social.

This in f o r m a t i o n  about  the e n v i r o n m e n t , coming f rom fo rmal  and i n f o r m a l
sources , is summarized by a set  of key ex t e r n a l  v a r i a b l e s .  For the
o r g a n i z a t i o n  to deal wi th  d i f f e r e n t  forms of e n v i r o n m e nt a l  change , i t  has
to ievt-lop sensible different strategies:

— Adaptation to evolutionary change , wh ich may he strained by the speed
of cha~~~e.

— Cont ro l  of  some d imens ion  of  change , and n e g o t i a t i o n  w i t h  the env i ron—
ment  if  u n s y s t e m a t i c  and u n p red i c t a b l e  fo rms  of change are m a n i f e s t e d .

— C re a t i o n  and c o n t r o l  of n iche in  a m a i n ly  c o m p e t i t i v e  e n v i r o n m e n t .
— S(-~ Otiatio n ot  st a r - l i e  r e g u la t o ry  r u l e s  and smooth p o l i t i c a l  r e l a t i o nsh i p

— 

with the r e g u l a t o r y  body in a main ly  r egu la ted  env i ronmen t .

— Work nfl the constraints t h a t  p r e v en t  a d a p t a t i o n  in a social
environment , if that is possible;

— Muddle through ;
— Decipher the environment and learn of e x p e c t a t i o n s  about  the

~~~~~~~~~~~~~~ activi ti~~s t o  incenti vitc some corrective action
a t  a proper level;

— Smooth the impact t h a t  I ;.: L - r n  rl , lv snerated adjustments may
have on t h e  or~ an i z at l ( )n  ( v r n r ~ nt intervention i i i  p u b l i c
organizations , take over in p r i v a te  f i r m s ) .

the - t r a t e g y  of the organization is i irde ed:

— A succession ot decisions r~ I uforc ing each I) ther.
— A ‘ eat m uons trade—off between 1nrh ’— r ;r rr ~~ - objectives and short—range

goals.

UI Ch RE 3: THE ENV IRO NMENTA L S(ANN 1 N(
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the in te rna l  and external  groups associated with it. Both groups are

building expecta t ions  about each o the r  and se t t ing  rules to f i x  the pa t t ern

of their  relat ioaship. The in t e rac t ion  and mutual  constraining between the

organiza t ion  and the environment are dependent upon their transactional

s t rengths.

The activities of the organization and the environment are manifested

throug h two basic forms of intervent ions:

— The intervention of the organization over the environment , which

corresponds to the already cited mechanisms of controlling, creating ,

and negotiating with the environment. That is to say, mechanisms

for  bui ld ing  expec ta t ions  according to the organization objectives and

capabil i t ies, and for  assur ing f u t u r e  survivabi l i ty  in case of excessive

strain .

— The interven tion of the environment over the organiza tion, which may

be or iginated in the go vernment , polit ical groups , consumers , profes-

sional associations, etc. All of these forms of control are beyond

*
the decision capabi l i t ies  of the organization.

Figure 4 presents a schematic view of the process of mutual interven—

tion between the organization and the environment , and the way in which

the organization translates the environmental inputs into specific pro-

grams in accordance with its relevant experiences and resources. The main

points shown in that diagram are :

*
A highly publicized case of negotiated interrelationship between an
organization and its env i ronment is actually happening in the Shipbuild—
ing i n d u s t r y  be tween cong lomerat es  and the Navy . The Navy is charged
w i t h  o ver r egu l a t in g  the shipbuilding contractors , thus producing high
damage to the i n d u st r y .  Some o n p i o m er a t e s , which  have taken—over the
most impor tan t .  b h i p b u i l d in g  1 u ri s , are charged wi th  lack of care in the
opera t ion  and q u a l i t y  of sh ip  u n s t r u ct i o n .  The in te ract ion  is b e i n g
continued in the courts with cla [ms providing for over $3 billion, and
negot ia t ions  are l ike ly  to c o n t i n u e  unti l  an acceptable agreement is
reached for both pa r t i e s .

- :. ... .-— - - --- ---—
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— The environment  presents  a norma l demand , a special oppor tun i ty ,  or a

threat.

— The organizat ion tr ies to understand the environmental input and cope

with i t .

— The organizat ion reviews i ts capabil i ty to react according to previous

experiences in similar situations.

— The loop represents  the  adaptat ion process through which the organiza-

tion assesses the attractiveness of a proposed program . This process

considers the more specific objec tives of the units immediately affected

by the program and the resources available to those units (time,

experience , managerial  ta lent , f inancial  and physical resources , e t c . ) .

A satisfycing criterion may be implicitly assumed in performing this

*evaluat ion.

The diagram f u r t h e r  illustrates the three levels of planning suggested

by Anthony [ S  J ,  which can be interpreted as follows in this context :

— Strateg ic planning is the continuous process of deciphering the

environment and suggesting broad actions blending the external

requirem nts and the internal constraints.

— Management Cont ro l is the process of implementat ion of guidelines

produced by the s t r a t egic p lann ing  process.

— Opera t iona l  contro l is the set  of act ions needed to monitor the final

ac t iv i ty  of the  o rgan iza t ion  once it has been made clear what to do.

It Is convenient to make exp l i c i t  t ha t  no neat dis t inct ion may be

* The idea of s a t i s f y c i ng  Is o r i p i n ai l y  due to Herbert Simon , and it is
recognized as one I m p o r t a n t  pl anning ph ilosophy , It consists primaril y
on establishing programs whi h are both feasible and desi rable  although
not necessarily op tira l , in o r der  to .ivoid ab r u p t  and s izeable changes
in the o r g a n i z a t io n  struc tur - , is w e l l  is on the resources needed to
implement  those programs.

- ~~~~ -~~- - —~~~ 
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drawn between the completion of the. s t ra teg ic  plann ing process and the

beginning of management con t ro l,  They overlap to a cer tain extent  in the

f inal  f o r m u l a t i o n  of program s and budgets , because of the need of including

the e x i s t i n g  p o t e n t i a l i t i e s  and constraints faced by the organization.

Vancil and Lorange [42] capture this interactive process in the three

cycles model they propose to descr ibe  the par t ic ipation of the different

hierarchical  levels of the organiza t ion  in the process of f o rmu la t i ng

a s t ra tegic plan .

When the s t ra tegic planning process is viewed from this  perspective ,

it appears alread y tied to the cur ren t  resources and potent ia l i t ies  of

the organizat ion. It is the relation wi th  the environment , but  framed

in the ex i s t ing  s t rengths  and weaknesses; i t  is the process of thinking—

through the f u t u r e , but  ingrained w i t h  the present a c t iv i t i e s ;  i t  is the

statement of long—range objectives compatible with short—range goals.

It is important  to es tabl ish  some measures to evaluate the per form ance

a t t a i n e d  in each step of the planning process. This e f f o r t  cons t i tu tes

an at temp t to make a q u a n t i t a t i v e  assessment of the gap between the  organi-

zation and th- .~ environmen t.

Four differen t targe ts are suggested f rom the representa t ion  of the

planning  process dep ic ted  in Figure 4.

— Expected t a r g e t :  what  the envi ronment  is expecting from the organiza-

tion , or what  the o rgan i za t i on  should do in tha t  environment (A) .

— Perceived t a r g e t :  wha t the o rgan iza t ion  wants to accomplish (A ’ ) .

— Assume d t a r g e t :  what the  organ i z a t i o n  can accomplish (A ” ) .

— Output : What the o rgan iza tion  is accomplishing (A”).

By comparing any two of these  f o u r  targe t levels i t  is possible to

el ucidate different dimensions of  the organization—environment gap. 

—~~ —~~ —- ‘ —~~ — -~~~~~~~~ - - 
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Figure 5 illustrates the most significan t of these four comparisons .

The overall effec tiveness of the organization performance is defined by

compar ing the  f i n a l  ou tpu t  against  the expected t a rge t .  This represents

the a b i l i t y  of  the  o r g a n i z a t i o n  to sa t i s f y demands from the environment,

to make optimum use of o p p o r t u n i t i e s , and to survive threa ts .

The second usual measure of the ac t iv i ty  of an organizat ion Is de ter-

mined b y Its program achievement tha t  re la tes  the assumed targe t wi th  the

f ina l  o u t p u t .  At this  level , I t  is cus tomary to compare the input allo-

cated to the performance of a given task w i t h  the final output; this is

re fe r red  to as the e f f i c i e n c y  of the ope ra t ion . It  is important  to s tress

that  while  e f f i c i e n c y  describes how well  a given task is per formed ,

e f f e c t i v e n e s s  assesses whether  tha t  is the r igh t task to p e r f o r m

(Anthony  [ 5 ]) .

There Is a third measure which results from comparing the target

assumed by the organiza t ion  w i t h  the perceived target .  This is a measure

of the known strengths and limitations to deal with the environment.

Another  i n t e r e s t i n g  ins ight  may be obtained by comparing the per-

ceived with the expected target. This is a measure of the  awareness

in the o r g a n i z a t i o n , of the a b i l i t y  to i d e nt i fy  demands , oppo r tun i ti e s ,

and t h r e a t s .  It is a measure of the  s t r a t e g i c  p lanning capabi l i ty .

The importance of strategic planning may he appreciated clearly in

this simple represen tation by noticing that a poor identification of the

environment w i l l  impose a d e f i n i t e  c e i l i n g  in the ef fect iveness  of the

organ iza t ion ;  in other  words , i t  m , v  well be achieving 100% of the s ta ted

goals , but these goals happen to he irrelevant .

_______ _____________ 
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4.2  Generation, E : ’; luat ion , and •7c lection of a Sp ecific Strateg ic Opt~c’~

The process of genera t ing meaningfu l  s t ra tegic alternatives emerg ing

from the gap analysis is an extremely creative and demanding task. Toward

its completion the previous strategic planning stages can only contr ibute

in establishing the appropriate conditions in which those creative inputs

can emerge more n a t u r a l l y .  U lt i m a t e l y ,  the quality of the strategic

process  wi l l  always depend on the ab i l i ty  of the top executives to generate

imag i n a t i v e  courses  of action. Nonetheless , the formalization of a systema-

tic planning approach , tha t ~eriodically calls for  a t t en t ion  to be pro-

vided from all the relevant managerial levels, may result in great improve-

ments i.n the quality of this process , wh ich otherwise could be neglec ted

by more press ing but less significan t operational issues.

To be able to evaluate different strateg ic options and to select the

most attractiv e among them , requires the definition of a ranking procedure .

This subject  is not f u r t h e r  discussed at this conceptual leve l , but

has been developed in a subsequent  paper for  the specif ic s i t ua t i- ’n  of

d ivers i f ied  corporations (Hax and Majl u f [19]) .

The last step in th i s  conceptual  framework for  st ra tegic  pl anning

assumes t ha t  an opt ion  has been selected and t ransmit ted to the d i f f e r e n t

units and hierarchica l  levels in the o rgan iza t ion .  Programs and budgets

are formulated from this i n fo rmat ion , whose prepara tion and sub sequent

contro l  is presented in the next  section .

Figure 6 presents a summary of the m a j o r  steps involved in the

select ion of a s t r a t eg i c  op t ion .

_____ 
-a

— 
. _

-, ‘~~~“ __________________________ - - .~~~~~~~~~



- - -

—2 8—

p
s t - i c e  i s  c e n ter e d  in t h e  i n te  r o t  i n  t I - t w i n  the o r g a n i z a t i o n  and

the e n v i r o n m e n t .  Two m a j o r  s t eps  li~tvt been distinguished:

— The Gap Analys i s  and Formula t ion  of a General  S t ra tegy .

— Focused on the  mutua l  i n t e rven t ion  and r e s t r a i n t  between the
organization and the env i ronment

— Based on the existing poo l of resources and capabilities
existing in the organization

— Molded by the form the environment  is presen t ing  to the organi-
zat ion.

— The generation , evaluat ion , and selection of a Specific S t ra teg ic  Op t ion .

— Generating viable s t r a t eg i c  opt ions  is essent ial ly a c rea t ive
process toward whose r e a l i z a t i o n  a formal  p lanning procedure
can crea te  the a p p r o p r i a t e  atmosphere , and press to take the
managerial  team ’s a t t e n t i o n  away from the more pressing
daily operating activities.

A concep tual approach to the gap analysis has been suggested in terms of
four  d i f f e r e n t  t a rge t s :

— Expec ted  t a rge t
— Perceived target
— Assumed target
— Output

Figure 5 r e l a t e s  some of these t a rge t s  to elucidate d i f f e r e n t  dimensions
of the o r g a n i z a t i o n — e n v i r o nm e n t  gap .

FIGURE 6. Thd SELECTION OF A STRATEGIC OPTION

5. ~~~~~~~~~~~ 4.~ ; - - i s~~ -“?C-~~ t - • v 1”:. .- -
~~ ~ t s :  The Iri~-Z cr i cn t i t ~ oo i r ~~y

The s t rategic  p l a n n i n g  exe rc i se  has produced courses of action of vary—

ing degree of s p ec i f i c i t y  t h a t  the  organ i z a t  ion  w i l l  t r y  to fol low in t he i r

f u t u r e  a c t i v i t i e s.  The imp ltirtntati ii process is oriented toward the

t rans la t ion  of those g ui d e l i n es  i n  terms ol  annual  operat ional  programs ,

and the monitoring of their ex e cu t i o n  to assure an adequate performance .

To fac i l i t a te  the expos it i on  Of t h e  implementat ion process, we will
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dis t inguish  f ive  p r imary  phases which are schematized in Figure 7:

— The programm ing cycle

— Goals definit ion

— The bud ge t ing  process

— The contro l cycle

— Forma l and informal in fo rmat ion  systems .

5 • 1 The pro grarrnii n~i ~ cia

The programming phase consists of the identification of all the neces-

sary ac tivities needed to be carried out in the first year of implementa-

tion of the selected strategic option, and In the consolidation of related

tasks in terms of homogeneous units which are designated as “programs”.

Inherent in their description there is a recognition of the delegation

of responsbili t ies associated with the execution of each program through-

out the organizational hierarchy .

In the program definition it is important to recognize

all the relevant charac ter i s t ics  of the  internal environmen t , par t icu la r ly

the degree of central izat ion of the various organizat ional  units and the

degree of coordina t ion  among them. However , when new programs tha t  greatly

devia te from the existing ones arc adop ted , some structural transformation

may take place in the organization.

Invariably,  programs are t ranslated into the standard budget ing system

of the organizat ion, because they have to be reflected in the apport ionment

of ava i lab le  money among the d i f f e r en t  un i t s  and the d i f fe r e n t  act ivit ies .  
- -

5.2 Goals defini t ion

Goals definition is needed to monitor the realization of a program.

These goals have to be in consonance with the organizational objectives

- —•
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of each individual unit , which decrease in scope and increase in specificity

as we go from higher to lower hierarchical levels (Granger [18]).

It is not practical , and not even possible, to keep track of all the

myriad of activities involved in the realization of a program. Therefore,

the first step toward goals definition is the abstraction of the essential

characteristics of the program by means of the identification of its

critical success factors.

The measures of performance associated with these factors are called

key variables (Anthony, Dearden , Vancil [6 1). Often the values the

key variables assume during the  execution of a program are not captured

by the formal information and reporting system of the organization.

Even worse, there might be instances where critical success factors are

not (or cannot be) measured. Careful consideration should be given to the

process of identif ying the critical sucess factors of a project and serious

efforts should be allocated to attempt to describe their performance by

ineasureable key variables.

Quantitative goals are defined in terms of what is considered a desire—

able outcome for each key variable. This determines standard levels of

performance which can be modified as the program execution evolves.

Two problems are apparen t in the definition of goals. First ,

goals are mul t ip le  In number and c o n f l i ct i n g  in nature ; second , the

process of t r a n s l a t i o n  of ob jec t ives  into goals may fail to recognize the

true objectives of the organization , thus goals becoming poor proxies

whose attainment does not mean any true achievement. A good example to

Illustrate the process of identif ying objectives, goals, and their corre—

spond ing measures of performance in the public sector environment is g ive n

by Ellis and Keeney [15).

There is no easy way to overcome these two problems. When goals are

conflicting, trade—offs among them must be explicitly stated by fixing

____________  
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priorities , assigning weights , or simply by relying on more subjective

choices.  A numbe r o f formal  procedures have been developed recen tly to

address the issue of trade—offs among multiple objectives. The most pro-

mising methodologies are multiattribute decision theory (Keeney & Raiffa

[ 2 3 ] )  and goal programming (Lee [ 2 7 ] ) .

To make the a t t a i n m e n t  of goals a more f a i t h f u l  measure of the

realization of the true underlying objectives , many different performance

ind ices may be used. A good examp le is given by all “quick—ratios” and

financial indices which evaluate the performance of a firm from t t e  point

of view of return , cap ital structure , liquidity, growth potential , etc.

(Seitz [36], Wetson and Brigham [44]). None of these indeces along is

good , but the set of all of them (present and historical) coupled with a

criterion for their analysis allow some understanding of the inderiving

financial situation .

5.3 Th€ ~ budge ting process

After goals have been specified , a budget for each program has to be

developed. Traditionally, the budget simply represents the projections

of incomes and expenditures for a given program (as is the case of an

operational budget), or the major allocation of resources , especially

financial resources (as is the case of an investment budget). More

broadly defined , a budget is equivalent to a detailed one year plan.

Regardless of the degree of comprehensiveness and sophist ica t ion

adopted in defining a budget, invariably it represents the basic instru-

ment used by the organization to coordinate, implement, and communicate

the programmatic decisions being made at the strategic planning and

management control levels.

In discussing budgetary allocations , the basic planning issues fall

_______________________________ ~~~~~~~~~~~~~~~~~~ 
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s h a r p l y  into focus , and f ina l  agreements are reached in the negotiation

stages t h a t  unde r l ine  the conclusion of the planning process.

Besides the more conventional ways to prepare a budget (Welsch [43]),

several methods have been proposed to make the budget a more responsive

participatory process , and to recognize formally the programs and goals

of all units in the organization. Among these methods these which have

been most wfdely implemented are : Management by Objectives (MBO) (Olsson

[31]), Planning and Programming Budgeting System (PPBS) (Hinrichs and

Taylor [ 21]) , and Zero—base budgeting (ZEB) (Phyrr [33]).

The central concepts behind these methods are:

— To define a program, preferable by the people who are in charge of

its realization

— To define certain measureable goals that should be achieved with the

completion of this program

— To d e f i n e  some benchmarks to moni tor the progress along the way

— To translate all these programs into the normal annual budge t of

the organization .

The e xp€ . Ience with these comprehensive budgeting methods has been

rather mixed . Failures invariably take place whenever these methods are

forced ex t e r na l ly  to organizations which are not prepared to change dras-

tically th .Ar modus ope randi . The set, of programs , rules, and decision

making pro (esses cannot be improvised anew. If a change is wanted ,

time has to be given for the organization to internalize that change.

This is reported in one of the rare successful implementations of PPBS

at the time it was imposed by the l i-deral Government (Lee, Chap. 6

[26)), and in Casselman ’s analysis [11) for the failure of a formal system

in the state of Massachusetts . Also , Peterson [32] stresses this point:

the impact of a new system like PPBS in the normal activities of a 
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university is not j u s t  the in t roduc t ion  of a new measurement system ,

but the complete transformation ~ f the working style .

5.4 The contro l cycle

After specifying programs , goals , and budge ts , the next step is to

supervise the actual realization of programs to seek the attainment of

the s ta ted  goals (by checking benchmark along the way) and the e f f e c t i v e

and e f f i c ien t  u t i l i z a t i o n  of resour ces. If some distort ion is observe d ,

either the program has proved to be inappropriate and it should be a d j u s t e d ,

or some correc tive action may be suggested to bring the program back to

the right track.

Often  the control  system a t t emp t s  to map the way in which the

organizational units are structured within the hierarchy. -Five standard

types of contro l centers are recognized (Vancil [41] ) ,  depending on the

decision options left as responsibility of the unit manager.

— Standard Cost Centers , whose objective is to minimize the variance

between actual and standard cost

— Revenue Centers , whose objective is to maximize revenues subject

to a budget constraint

— Discretionary Expense Centers , whose objective is tr~ pr oduce the

best quality of service SL}’jcct to a bud ge tary constraint

— Profit Centers , whose objective is to maximize its profit. Notice

that , contrary to what happens in cost and revenue centers , in this

case the manager is allowed to set prices

— Investment Centers , whose objective is the maximization of the return

on investment. The manac’.~ r Is now accountable both for profit and

assets utilization .

Financial statements and normal accounting reports are the most

_______  

7 . —



—35—

common ways to accomplish these aims. Input of resources are usually mea-

sured in terms of costs. The goodness of this measure depends on many subjec-

tive criteria used to distribute indirect costs and overhead among the

units employing these inputs. If these criteria are fair , a reliable

measure of the resources imputed to each unit is obtained.

Outputs may well be measured in terms of revenue in profit oriented

organizations. But , for non—profit organizations, the true measure of

output is a problem for which there is not yet a completely valid solu-

tion . They measure their output in terms of hardly quantifiable charac-

teristics which are not revenue. These organizations are just happy to

operate in a zero—deficit situation.

Non—profit organizations have to use surrogate measures of output ,

which may well fail to capture the underlying process; therefore, by using

many different comp lementary indeces , a more comprehensive determination

of output is likely to be obtained. In addition to the physical amount

of output genera ted , non—profi t organizations add many other dimensions

like quality, prestige , employee and consumer attitudes , etc.

Particularly taxing is the problem of short versus long term per-

formance. Most of the existing control systems are myopic in character ,

centering all the managerial attention to the achievement of short term

financial goals. In practice , such systems could jeopardize the healthy

development of the organization in the long run.

Finally, one of the most important roles of management control

is to seek congruence of goals among ill the individuals in the organiza—

tion hierarchy , so as to facilitate a coordinated pursuit of the overall

objectives. A good contro l system first and foremost should provide

adequa te motivation for everyone , It should constitute the basis for a

fair reward and penal ty system which generates a driving stimulus for

employees at all levels. 
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5.5 Fo rma l ond informa l info rmation systems

Information systems were already presented in the description of

the internal structure of an organization , and their basic proper ties to

filter , condense , and project information were commented upon. The

last section stressed the importance of having a reliable measurement

system for the information being transmitted to be pertinent.

The representation of the formal and informal information system in

Figure 6 tries to show that they are indeed an integral part of the

organization ’s internal struc ture , and that finally, the output is

distributed via the reporting system.

The advent of computers has produced a qualitative change in the

traditional information system , with the introduction of management

information systems. They are becoming increasingly powerful , fas t ,

and comprehens ive.

Efforts to close the gap between man and machine languages , in

conjunction with more interactive information systems , will be influencing

in a decisive way the overall management of the organization , especially

the ability to program and control the on—going activtties of an organi-

zation. This is precisely the area covered by management control.

All these ideas wtth regard to management control are summarized in

Figure 8.

6. 5urr~ary

The strategic planning process has been shown as focused in the inter-

face between the organization and the environment. It has been presented
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In general , it may be said that:

— Management control is oriented toward the effective and efficient use
of resources within the hierarchical set of objectives generated by
the strategic planning process.

— It has two basic cycles:
— Program definition , which is a detailed translation of the
objectives formulated during the strategic planning process
into well specified activities

— The control cycle for supervising the realization of programs.

For the control to be possible, explicit goals have to be defined:

— Consideration has to be given to:
— Critical success fac tors

— measureable: key variables
— non—ineasureable

— Definition of standards
— The detailed definition of programs required by the budgeting

process (as in MBO , PPBS, and ZBB).
— There are some problems in the process of goals definition, because :

— Goals are multiple
— Goals are conflicting
— Trade—offs ought to be specified.

— Some ways to attack the problems are by using
— Multiattribute decision theory
— Goals programming
— or having many different performance indices for each objective.

The control cycle :

— Usually maps the organization hierarchy in five alternative ways;
by considering:

— SLandard cost centers
— Revenue centers
— Discretionary Expense Centers
— Profit centers
— Investment centers.

— Is made possible by the information system, which provides:
— Financial statements and normal accounting reports
— Input measures (usually in terms of costs)
— Output measures (revenue in profit organizations, hard to measure

in non—profit institutions)
— Formal reporting.

— The Control System constitutes the basis for a reward and penalty system.

Management information systems are greatly facilitating the process of
managemen t control.

t. FIGURE 8. THE DEFINITION OF PROGRAMS AND BUDGETS: THE IMPLEMENTATION

— - - - __________ — ______



—38—

as an essential activity needed to understand the environment, and esta-

blish an interactive relationship with it in a direction which might

reinforce the purposes of the organization.

A conceptual model to develop strategic planning has been discussed ,

in which the primary steps are the analysis of the organization strenghts

and weaknesses with regard to the environment opportunities and threats.

This analysis is followed by the formulation of a general strategy

first and more specific strategic options afterward. A process of evalua—

• tion and final selection of one of these options will lead to the defini-

tion of the programs and budgets which capture the agreement on the

strategy chosen.

In very broad terms, it may be said that:

— The main components of the internal structure in the organization are

its objectives , hierarchy , programs (rules), and information systems.

— The environment is characterized by two forms of change: cvolutthnary

(which is predictable), and unsystematic (which is unpredictable);

and by the speed of change. Also , the underlying structure of this

envirc ’-unent is presented as competitive , regulated , or social.

— To preserve its future viability, the organization has to adjus t to

the different forms being adopted by its environment and to react

trying to contro l it. -

— Strategic planning is a necessary activity to continually track the

environment and to try to maintain a viable match between internal

structure and external environment. It generates the guidelines

which must be adopted by the organization at very different hierarchi-

cal levels.

— Programming and contro l interprets these guidelines in terms of specific

programs, and provides a contro l system to monitor their realization. 

—
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With this purpose , the identification and definition of critical

success factors, key variables , and quantitative and non—quantitaitve

goals should be provided.

As all models , this is also a poor copy of the full complexity of

reality. Nonetheless , the objective of a model is not to give an exact

picture of reality, but to provide some basic framework to atLack the

formidable task of understanding that reality.

Re fore n~

1. Ackoff , R. L., “Management I n fo rma t ion  Systems” , Management Science,
Vol. 14 , No. 24 , December 19b7.

2. Aguilar , F. J., Scanning the Business Environment, Macmillan, New
York, 1967.

3. Allison , C. T., Essence of Decision, Little , Brown & Co., Boston,
1971.

4. Ansoff , I. H., “The State of Practice in Planning Systems”, Sloan
Management Review, Vol. 18, No. 2, Winter 1977.

5. Anthony, R. N., Plannieg and Control Systems: A Framework for Analysis,
Harvard Business School, Bos ton, MA, 1965.

6. An thony, R. N., J. Dearden , and R. F. Vancil, Management Control Systems:
Text, Cases, and Readings, Richard D. Irwin, Inc., Homewood , IL, 1972.

7. Argyris , C., “Management Information Systems”, Managemen t Science,
Vol. 17, No. 6, February 1971.

8. Arthur D. Little , A System for Managing Diversity, Cambridge , MA,
December 1974.

9. Beer, S., Brain of the Firm, Allen Lane, The Penguin Press, 1972.

10. Boston Consulting Group , Growth and Financial Strategies, Boston, MA,
1971.

11. Casselman , R. C., “The State of State Management”, Technology Rev iew,
Vol. 75, No. 3, January 1973.

12. CaveB, R., American Industry: Structure , Conduc t1 Performance, Prentice
Hall , Englewood Cliffs , NJ, 1977.

- —$ — ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~
- -

~~~
— - - - n —  ~~



—40-

13. Curran , W. J., “Present at the Creation : Health Planning and the
Inevitable Reorganization ”, Health Care Management Review, Vol. 1,
No. 1, Winter 1976.

14. Cyert, R. M. and J. G. March , A Behavioral Theory of the Firm,
Prentice Hall, Englewood Cliffs, NJ , 1963.

15. Ellis, H. M. and R. L. Keeney, “A Rational Approach for Government
Decisions Concerning Air Pollution”, Chapter 18, Analysis of Public
Systems, A. W. Drake, R. L. Keeney, and P. M. Morse (editors),
MIT Press, Cambridge , MA , 1972.

16. Gaibraith , J., Designing Complex Organizations, Addison Wesley series
on Organization Development , Reading, MA , 1973.

17. Goggin, W. C., “How the Multidimensional Structure Works at Dow
Corning”, Harvard Business Review, Vol. 52, No. 1, January—February
1974.

18. Granger, C. H., “The Hierarchy of Objectives”, Harvard Business
Review, Vol. 42, No. 3, May—June 1964.

19. Max , A. C. and N. S. Majluf, “A M9thodological Apprcu~ch for the
Developing of Strategic Planning in Diversified Corporations”,
M.I.T., Sloan School of Management , Technical Report #3, August
1977.

20. Heller , W. W., The Economy, Old Myths and New Realities, W. W. Norton
& Co., Inc., New York, 1976.

21. Hinrichs, H. H. and C. M. Taylor , Program Budgeting and Benefit—Cost
Analysis, Goodyear Publishing Co., Inc., Pacif ic Palisades , CA , 1969.

22. Hofer , C. W., “Research on Strategic Planning: A Survey of Past
Stuciies and Suggestions for Future Efforts , Journal of Economic and
Business, Vol. 28, No. 3, Spring 1975—1976.

23. Keeney, R. L., and H. Raiffa , Decisions with Multiple Objectives:
References and Value Tradeoffs, John Wiley & Sons, New York , 1976.

24. Lawrence , P. R. and J. W. Lorsch , Develop ing Organizations: Diagnosis
and Action, Addison Wesley series on Organization Development ,
Reading, MA, 1969.

25. Leavitt, T., “Marketing Myop ia”, Harvard Business Review, Vol . 38,
No. 4, July—August 1960; and the updated version of the same article ,
Vol. 53, No. 5, September—October 1975.

26. Lee, R. D., Public Budgeting Systems, University Park Press,
Baltimore, MD, 1973.

27. Lee, S. M., Goal Programming for Decision Analysis, Auerbach Pub.,
Inc., Philadelphia , PA , 1972.

28. Lindb lom, C. E., “The Science of Muddling Through”, Public
Administration Review, Vol. 19, 1959.

-g
_

-
~~~~ 

- -~ ~~~~~~~~~~~~~~~~ ~ — — . -  -
~ 

- - — - - •- - _ 4 _ - -__•



—41—

29. Lyman , C., “The Anonimous Leader on Higher Education” , Journal of
Higher Education, Vol. 43, No. 1, January 1972.

30. Myers, S. C., “What Was A.T.&T. Cost of Capital in Early 1971”,
Unpublished paper , Sloan School of Management, M.I.T.

31. Olsson , D. E., Management of Objectives, Pacific Book Publishers,
Palo Alto , CA, 1968.

32. Peterson , M. W., “The Potential Impact of PPBS on College and
Universities”, Journa l of Higher EL ication, Vol. 42, No. 1, January
1971.

33. Pyhrr , P. A., “Zero—base Budge ting ”, Harvard Business Review, Vol. 48,
No. 6, November—December 1970.

34~ Rumelt , R. P., Strategy, Structure, and Economic Performance,
Harvard Unive rsity, Graduate School of Business Administration ,
Division of Research , Boston , MA, 1974.

35~ 
Scherer , F. M., Industrial Market Structure and Economic Influence,
Rand McNal ly  College Pub l i sh ing  Co . ,  Chicago , IL , 1970.

36. Seitz, N., Financial Analysis: A Programmed Approach, Reston
Publishing Co., Reston , VA , 1976.

37. SIlve rman, D., The Theory of Organizations, Helnemann Publishers,
London, 1970.

38. Simon, H. A., The Shape of Automation for Men and Management,
Harper & Row, New York, 1965.

39. Steiner , C. A. and J. B. Miner, Management Policy and Strategy,
Macmillan Pub. Co., Inc., New York, 1977.

40. Van~il, R. F., “Strategy 
Formulation in Complex Organizations”,

Sloan Management Review, Vol. 17, No. 2, Winter 1976.

41. ______________
, “What Kind of Management Control Do You Need?”,

Harvard Business Review, Vol. 52 , No. 2, March—April 1973.

42. Vancil , H. F. and P. Lorange , “Strategic Planning in Diversified
Companies”, Harvard Business Review, Vol. 53, No. 1, January—
February 1975.

43. Welsch, C. A., Budgeting: Profit Planning and Control, Prentice
Hall , Inc., Englewood Cliffs , NJ , 1976.

44. Wetson, J. F. and E. F. Brigham , Managerial Finance, The Dryden
Press, Hinsdale , IL, 1972.

_______________________________________________________



—42—

APPENDIX : t~~~k1ment Charact:’i’~~t ~~~~ by :t~~ e of Indus tr~ Matur i ty

Management A ct ,vi ty
or Function Embryonic Industry 6rowth Industry Mature Indust ry Aging Industry

Managerial Role F:ntreprencur Sop hist icat c d market ( ntical ad,ninistratc~t ‘ O ppnrtsin kt ic nij i ker
man~gcr -

Planning Time ! tame I ong enough to draw 1 ong- rangc investment Intermediate (3) Short-rang e (I
tentative tile cycle (10) payout (7)

Planning Content fly product/customer fly product and program fly rroduct/ inarket/ fl y plant
function

Planning Style 1- lexiblc L ess flcsib le I iscd I i~.cd

Organization Structure I ree- form or task Scin i-penna nent ta sk fl ucincs c division P.ircd - doss n division
force force prndlR- t or plus tack force

un.irkct tli~icton for renewal

Managerial Compensation lhgts variahlcI1o’~ Itatanced s j r i u S ’ t c  I ow va nabte-h igh 1 Re d onh
fixed, fluctuating fised. individual and fi’ccd group resc ardc
with performance group rcwaids

Policies Few More Many Many

Procedures None Few Many ~ta nv

Communication System Informal/tailor-made i-orma l/tailor- rnade I ormal/uniform Lit t le  or none
diration

Managerial Style Participation Lcadc rsh ip ( l ~in los slt v c t h y

Content of Reporting Qualitative , market-  Qiizilitativc and (loan- Quant itat iv e. ssi l t l t n \ i ’ nen ~i onentcd ~
System ing. unwnttcn t i tat i ve . ear ly warning production oncntt d rlt ’ cn balance sheet

system , all functions
Measures Used 1-ew fixed Multiple/ad justable Mult ip lefadjustah le I ccc ‘lised

Frequency of Measuring Often Relatively often 1 radit ionally Less often
periodic

Detail of Measurement Less More Great Less

Cor porate Departmental Market research , Operations research, Value ana h tic Psirv hacs ng
Emp hasIs new product develop- organirat ion develop- ISata process ing

ment ment Tax es and Insuranc e

EMBRYONIC GROWTH M A T U R E  A G I N G

U CYCLE~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~

_

Reference : Arthur D. Little, Inc. [8
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