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TOPIC 1

STUDY UNIT 1.1
Chapter 10: Strategy implementation and Change Management (TB pg 260)

Introduction

Importance of Strategy Implementation

What is strategy implementation?

Strategy Implementation is defined as the process that turns the selected strategy into action to ensure that the stated goals (aligned with the vision and mission) are accomplished. From the definition is it clear that strategic implementation deals with translating the strategic plan into action.

The strategic implementation stage is considered the most difficult part of the strategic management process. It is considered better to rather have a “B” Strategy with an “A” implementation than an “A” Strategy with and “B” implementation.

For successful strategy implementation, organisations make use of various strategy implementation drivers, namely leadership, organisational culture, reward systems, organisational structure and recourse allocation.
Strategy implementation is the communication, interpretation, adoption and enactment of strategic plans. Implementing the strategy also means that change in the organisation will be required.

The difference between strategic planning and strategy implementation:

· Strategy formulation is the intellectual or thinking phase, while implementation is the phase in which these thoughts are turned into operational action
· Strategy formulation is mostly a market-driven activity with an external focus, whereas strategy implementation is an internal, operations-driven activity
· Another difference is evident in the skills required; strategy formulation requires good intuitive and analytical skills, while implementation requires motivation and leadership skills
· Strategy implementation is also not as well structured, rational and controlled as strategy formulation
· Strategy formulation takes place mostly at top and senior manager levels
· Strategy implementation in contrast is the responsibility of all levels of management, from supervisor level to the board of directors

Strategy implementation as a component of the strategic management process

The Strategic management process is a dynamic, interrelated process. Formulation decisions impact directly on strategy implementation, which in turn impact directly on strategic control. Decisions about implementing the strategy must be anticipated and incorporated into decisions concerning formulation. Strategy formulation and implementation are interrelated and success in both phases is necessary for superior performance. Implementing strategy requires that management must manage the change, and it must also be recognised that a new strategy inevitably implies change.

Challenges of strategy implementation

Some of the problems organisations often experience when attempting to implement their chosen strategy or strategies can be attributed directly to the following problems:

· Organisations place too much emphasis on strategic planning
· It is important to remember that strategy implementation involves change
· The business environment in which organisations in the 21st century find themselves is volatile
· Changes from outside the organisation may require organisations to adapt the chosen strategy or strategies before their implementation is complete

Barriers to successful strategy implementation

Some of the problems organisations often experience when attempting to implement their chosen strategy or strategies can be attributed directly to the lack of managerial competencies, problems include:

· No alignment between the organisational structure and the strategy
· Information and communication systems are inadequate to report on the progress with strategy implementation
· Coordination of implementation efforts was not sufficiently effective
· Leadership and direction provided by top and middle managers was inadequate
· Goals were not sufficiently defined and not well understood by employees
· Formulators of the strategy were not involved in implementation or left before the implementation was complete
· Key changes in the responsibilities of employees were not clearly defined

9 out of 10 organisations fail to implement planned strategies, and as little as 10% of the strategies effectively formulated are effectively implemented. Four barriers to strategy implementation have been identified:

· Vision Barrier: Only 5% of the workforce understands the vision and strategy of the organisation. Often Executives are not clear themselves on exactly what the vision and strategy of the organisation means. They may have risen in the organisation from functional areas and do not have experience of strategy management and thus conveying the strategic plans to the divisions are not effective.
· Management Barrier: 85% of Management spend less than an hour on strategy. Too often executives are focused on solving short-term problems and not enough time is spent on strategy management.
· Recourse Barrier: 60% of organisations do not link budgets to strategy.
· People barrier: Only 25% of managers have rewards linked to strategy.

Strategy implementation and corporate governance

The King II Report also states that it is the board’s responsibility to ensure that management not only implements the formulated strategy, but also monitors the implementation thereof. In order to implement strategies successfully, an organisation much achieve consensus both within the organisation and outside the organisation. If an organisation fails to take external stakeholders such as regulatory agencies, environment groups and the community into consideration, strategy implementation efforts could be seriously jeopardised if these groups have the power to block or delay key elements of the strategy



Change: A fundamental implementation issue

The ability to manage change is fundamental to an effective organisation, with managers and all employees being supportive of, rather that resistant or hostile to the proposed change.
Four key features of change management are: dissatisfaction with the present strategy, the vision of a better alternative or desired future state, a strategy for implementing the change and resistance to some of the new proposals of the strategy at some stage.

Strategic change

Strategic change includes all the efforts and actions that are taking place to move an organisation from its present state towards the desired future state to increase its competitive position and its profitability. Strategic change is the proactive change that must happen in organisations to achieve the clearly identified strategic objectives. Strategic change is concerned primarily with people and the tasks that they must perform in the organisation.

Strategic change requires a perceived need for change, an organisation with either a strategic leader or other manager who is aware of the possibilities, and equipped with the necessary resources to implement the change and lastly commitment from management and employees to support the change.

Types of strategic change

Strategic change can be analysed in terms of the nature and scope of the change. The nature of the change can be incremental or it can be revolutionary (fast, sudden and disruptive). The scope of the change refers to whether change can happen in the current organisational setting or whether a fundamental change of strategic direction is necessary

Four types of strategic change can be indentified:

 (
Scope
)

	
	Current Organisational setting
	Fundamental Changes

	 (
Nature
)Incremental
	Adaptation
	Evolution

	Revolutionary
	Reconstruction
	Revolution





Adaptation: Current organisational setting can facilitate the incremental change that must happen in order to achieve the desired goals.

Reconstruction: reconstruction of processes and policies is required to implement the new strategy

Evolution: the organisation must become a learning organisation to manage change over time

Revolution: the result of sudden and fast-changing conditions


Strategic issues of change

Strategic change requires that important issues be taken into account. Different organisational settings will require different emphases o be put on these issues. Some of the strategic change issues that must be managed and taken into consideration are:

Time: how quickly is change needed, does the organisation have time to change?
Scope: is dramatic revolutionary change needed or only a moderate change?
Diversity: the level of homogeneity in the organisation supports change. A heterogeneous workforce can hamper change.
Capacity: does the organisation have the capacity in terms of resources to change?
Readiness: are employees ready for change? This also refers to the level of resistance to change.
Capability: do the organisation’s employees and managers have the capabilities to implement change?

The causes of strategic change

In order to manage any issue, it is important to understand the causes of the particular issue. The same can be said for strategic change, one must understand the causes of strategic change in order to help with the management thereof. A new strategy is the result of changes in the various environments (micro, market and macro), however the main forces driving strategic change can be summarised as follows:

Environment:  Changes in the macro and market environments of the organisation lead to a demand for major strategic change.

Technology: Technological obsolescence and improvements with may occur within the organisation or externally can have a substantial impact on the survival of companies. 

Regulatory events: Many of these change pressures will be outside the control of organisations and they have no option but to respond.

Business relationships: New alliances, mergers and other significant developments resulting from a new strategy may require substantial changes in the organisational structure.

The strategic awareness and skills of managers and employees: Promotion expectations require strategic development and growth in organisations. This strategic growth requires changes. Organisational capabilities and resources are important in this sense.

The strategic change process

Strategic change involves a process. One of the most important tasks in this process is to understand and manage resistance to change. The issues that must form part of this process include identifying the following:

· Identifying the areas of change:
· New technology and operational tasks may be needed in new production or service delivery processes.
· Administrative changes involve new structures, policies, budgets and reward systems
· In the people area of change, it is important to match individual and corporate values. It is important that the areas where change is necessary to implement the new strategy must be identified before the management of change can be successful.
Managing resistance to strategic change

Resistance to change can be regarded as the key obstacle to the successful implementation of a new strategy

	Reasons for resistance
	How to overcome resistance

	
	

	Opposing strategic proposals
	Involve employees who have the highest resistance

	Pessimism
	

	Anxiety
	Build support networks

	Lack of interest
	Use effective communication and discussions

	Different personal ambitions
	Give incentives

	Irritation with the (old) things
	Use managerial authority (if nothing else helps)



A large part of resistance can be expected as a result of people having worked out their own way of doing things which are to their benefit in terms of their personal objectives and preferences in the organisation. Organisational change is then seen as a threat to their familiar jobs and responsibilities, which may cause anxiety and even pessimism.

New situations, policies and procedures are likely to create fear and discomfort. Managers may also resist strategic change, especially when the new strategy involves a lot of investment in new equipment where there are considerable risks involved. Lower-level managers may also resist strategic change because they are involved mainly in the implementation process but were not part of the strategy development phase. Depending on the new strategy it may affect different divisions and departments in different ways, as the strategy may favour the interests of certain departments and not others. This will also result in managers in certain departments to support the strategic changes, whilst others would become more resistive.

Below are a few pointers on how to overcome resistance to change:

Education and communication: Assist people to understand why change is necessary, and why it is important.

Participation and involvement: By involving people in the strategy formation process, they will be more likely to be more supportive of the necessary changes, although this may lead to sub optimization i.e. it is not the optimal solution.

Facilitation and support: Building of support networks throughout the organisation is helpful in overcoming resistance to change, this is however a difficult process and does not guarantee overcoming resistance.

Negotiation and agreement: Normally linked to incentives and rewards, it makes sense if there is a perception of loss due to the change, but the draw-back is that employees will expect incentives and rewards every time change is required.

Manipulation and cooptation: Manipulation is an attempt to influence or force people into accepting the necessity of change. Cooptation can involve the “buying-off” of informal leaders by giving them personal rewards to accept and promote change. This is however ethically questionable.

Giving clear direction: Authority may be used to set the direction and impose the necessary means to implement change. This may however lead to coercion when the organisation is experiencing a crisis.

Explicit and implicit coercion: Coercion is not a positive way to manage resistance to change. It may work in the short term, but it is unlikely that it will result in long-term commitment on the part of employees.

Power and influence

The next step in managing strategic change is persuading organisational members to support the change. An important element in implementing the necessary change is that managers must have the necessary power to implement the decisions that will bring about this change. Some of the “political” tactics that managers can use to influence the organisational employees are:

· Develop liaisons with other people who have the power to influence organisational members.
· Present a positive conservative image and implement change gradually if time allows it
· “Divide and rule” can sometimes be a powerful strategy
· Sometimes it is necessary to follow an approach of compromise and being willing to give and take. This is important as a manager has to work with and through people to get things done.
· Successful managers should strike when the iron is hot, by building on success and reputation quickly.
· Radical changes sometimes have to be disguised as being minor changes, this can be achieved if changes happen gradually.
· Politically successful managers understand the organisational processes and they are sensitive to the needs of people.

Two ways in which managers can exercise control over the behaviour of employees are:

· Managers can structure the situation in such a way that employees will comply with their wishes.
· Managers can communicate with the employees in order to seek to change their perceptions so that they see things differently and decide to do what the manager suggests.

The learning organisation

The concept of a learning organisation entails continually thinking about strategy and to create synergy by sharing knowledge and ideas, and by generating actions that will contribute positively to the whole organisation. This means that employees in the organisation accept the importance of continuous learning.

Some of the important aspects of the learning approach are:

· Learning must be seen as a continuous process.
· The employees work and learn as a team.
· Management development and personal growth are important.
· Visions for the future must be shared.
· It must be realised that the employees’ skills are the most important asset of the organisation.
· It is necessary to reconsider the organisational habit, generalisations and corporate interpretations that may no longer be relevant.
· A systems approach must be applies when analysing and viewing the business environment.

The workforce must understand that they are responsible for shaping their own future over time. In the case of a sudden change, the learning approach will not be as applicable, but it may better equip employees to handle and adapt to change.
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Introduction

The Drivers of Strategy Implementation

What is strategy implementation?

Approaches to strategy implementation

The McKinsey 7-S Framework, which describes the seven factors needed to run an organisation in a holistic and effective way, links the organisation’s strategy to the various factors that need to be addressed to ensure successful strategy implementation and consequently strategic success.

The McKinsey 7-S Framework which consists of 7 “S’s” that make up the framework, these are:

Strategy: the chosen strategy and the way in which it intends to achieve its strategic goals and vision.
Structure: the way in which the organisation is structured.
Systems: includes systems such as reward systems, strategic control systems and operational control systems.
Style: the leadership and management style of the organisation.
Staff: the people in the organisation.
Skills: the organisation’s core competencies and source of competitive advantage.
Shared values: the values that the organisation believes in.

The “warm” issues, such as style, shared values, skills and staff which refers to the people in the organisation and to “soft” issues. “Cold” issues refer to structures, systems and strategy

“Cold” and “warm” issues are often in conflict in organisations, but all of these need to be aligned with one another to ensure successful strategy implementation. All necessary for successful strategy implementation

Drivers and instruments of strategy implementation

The first three drivers of strategy implementation namely, leadership, organisational culture, and reward systems, are critical as they are concerned with the people of the organisation.
Instruments of strategy implementation that aid the implementation process are short-term objectives, functional tactics and policies. These instruments support the strategy implementation process by focusing on exactly what needs to be done to ensure effective strategy implementation.

For successful strategy implementation these drivers and instruments must be aligned with the chosen strategy or strategies to ensure a tight fit between the strategies that are formulated and those that are implemented
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Leadership as a Driver of Strategy Implementation

Introduction

The main responsibility for strategic leadership in an organisation rests with top management and in particular with the CEO. Strategic leaders also include the board of directors, the top management team and divisional general managers. Strategic leaders play an important role in strategy implementation and have strategic responsibilities that cannot be delegated.

The role of Leadership in Strategy Implementation

The process of implementing a chosen strategy or strategies forces change within an organisation.
Strategic leadership drives strategic change and a strong leadership is perhaps the most important ‘tool’ that a strategist can have in the implementation toolkit to give direction and purpose to integrated strategy formulation, implementation and control.

Leadership is vital in strategy implementation as it is only through effective strategic leadership that organisations are able to use the strategic management process successfully.
The strategic leadership could be equated with the whole top management team, including the board of directors. 

· Leadership is the ability of one person to influence another to move in the direction they ought to.
· Strategic leadership is the ability to anticipate, envision, and maintain flexibility and to empower others to create strategic change as necessary.
· Strategic leadership involves managing through others and influencing human behaviour in order to achieve goals.
· The main responsibility for strategic leadership in an organisation rests with top management and in particular with the CEO
· Strategic leaders also include the board of directors, the top management team and divisional general managers.
· Strategic leaders play an important role in strategy implementation and have important responsibilities that cannot be delegated.
· The King 2 report for example emphasises that it is the responsibility of the board of directors to formulate a strategic direction for the organisation and to monitor management’s implementation of the chosen strategy or strategies.
What makes a Leader?

· Effective leaders are similar in one very important aspect – they all have a high degree of emotional intelligence.
· Emotional intelligence includes aspects such as:
· Self-awareness: the first component of emotional intelligence which refers to the extent to which an individual is aware of his emotions, strengths, weaknesses, needs and drives.
· Self-regulation: refers to the extent that people are in control of their own emotions, feelings and impulses.
· Motivation: Leaders have a deep desire to achieve for the sake of achievement and not for large salaries or status and are driven to exceed expectations.
· Empathy: refers to the extent that a leader can thoughtfully consider employees’ feelings in the process of making decisions, and the extent to which a leader is able to sense and understand the viewpoints of the team.
· Social skills: refers to friendliness with the purpose of leading people in the desired direction, being able to establish a rapport with anybody regardless of background.
· Emotional intelligence: focuses on an individual’s ability to manage relationships with other people.
Leaders versus Managers

Leadership differs from management in various ways, Kotter states: “Management is about coping with complexity. Leadership is about coping with change” Management is concerned with directing others in the pursuit of ends by the use of means, both of which they have either selected or approved.

Managers tend to be more analytical, structured and controlled and see their work as a quantitative science.
Leaders tend to be more experimental, visionary, flexible and creative and value the intuitive side of their work.

Managers focus on the details and instruct and apply authority.
Leaders focus on the bigger picture, inspire and apply influence.


	LEADERSHIP is concerned with guiding, encouraging and facilitating others in the pursuit of ends by the use of means, both of which they have either selected to approve.
	MANAGEMENT is concerned with directing others in the pursuit of ends and by the use of means, both of which had been selected by the manager.

	Focus on change
	Focus on complexity

	Experimental, visionary , flexible and creative
	Structured, analytical, controlled

	Value the intuitive side of their work
	Value the quantitative science part of their work

	Focus on the bigger picture
	Focus on the details

	Inspire and apply influence
	Instruct and apply authority




	Visionary leaders
	Managerial leaders

	Are proactive, shape ideas, change the way people think about what is desirable and necessary.
	Are reactive; adopt passive attitudes towards goals; goals arise out of necessities, not desires and dreams; goals are based on the past.

	Work to develop choice and fresh approaches to long standing problems; work from high risk positions.
	View work as an enabling process involving some combination of ideas and people interacting to establish strategies.

	Are concerned with ideas, relate to people in intuitive and empathetic ways.
	Relate to people according to their roles in the decision making process.

	Feel separate from their environment; work in, but do not belong to, organisations; their sense of who they are does not depend on work.
	See themselves as conservators and regulators of the existing order; their sense of who they are depends on their role in the organisation.

	Influence attitudes and opinions of others in organisations.
	Influence actions and decisions of those with whom they work.

	Are concerned with ensuring the future of the organisation, especially through development and management of people.
	Are involved in situations and contexts characteristic of day-to-day activities.

	Are more embedded in complexity, ambiguity and information overload; engage in multi-functional, integrative tasks. 
	Are concerned with and more comfortable in, functional areas of responsibilities.

	Know less than their functional experts about functional areas.
	Are experts in their functional area.

	Are more likely to make decisions based on value.
	Are less likely to make value-based decisions.

	Are more willing to invest in innovation, human capital and creating and maintaining an effective culture to ensure long-term viability.
	Engage in, and support, short-term least-cost behaviour to enhance financial performance figures.



Key responsibilities of a strategic leader

Strategic leaders are typically responsible for the following activities:

· Developing an appropriate vision or strategic direction for the organisation in which as many stakeholders as possible have participated.
· Communicating the vision and strategic direction to all the employees and other stakeholders of the organisation.
· Inspiring and motivating the employees to achieve the strategic goals of the organisation.
· with top management, designing appropriate reward systems and organisational structures.
· Developing and maintaining an effective organisational culture.
· with managers, ensuring that the organisation continually incorporates good corporate governance principles into its strategies and operations.

Matching leadership styles with the chosen strategy

It has often been said that strategy implementation is essentially about creating a series of fits between strategy and leadership, strategy and culture, strategy and reward systems, strategy and organisational structure and strategy and short-term objectives.

A change in strategy will therefore require a change in any of these drivers and instruments of strategy implementation to ensure that the strategy remains aligned with the tasks that need to be performed to ensure sound implementation.

Ehlers and Lazenby explain that growth strategies require a people-orientated leader who pays attention to managing relationships, inspiring people and communicating the objectives and strategies to them.
Corporate combination strategies for example require leaders who possess a combination of people and task skills and decline strategies require task-orientated leaders.
As the environment in which the organisation operates changes, so does the choice of strategies. In order to ensure a continuous tight fit between strategy and leadership, a change in strategy also necessitates a change in leadership. Different types of strategy require different types of leadership styles. 

When a growth strategy is followed, it is important that the leader pays attention to managing relationships, inspiring people and communicating the goals and strategies to them. Corporate combination strategies require a leader who can integrate different cultures and value systems, and identify synergies, and who possess a combination of people and task skills. Organisations that follow decline strategies need leaders who are task orientated and who focus on reducing assets and costs; such a leader will often be more autocratic when a growth strategy is followed. 

Rothschild proposes that an organisation in its start-up or embryonic phase needs a risk taker as a leader. Risk takers are highly intuitive, aggressive visionaries with an entrepreneurial leadership style. Once the organisation has reached a certain size and moves into its rapid growth phase, it needs a caretaker who builds on strengths and creates gradual change, with commitment to the longer term. Leadership in this phase is often directive. As an organisation matures, yet another style is required, namely that of a surgeon. Such a leader is selective, decisive and delegative, knows what is attractive and is able to make tough decisions. Organisations in the mature phase of the organisational life cycle often undergo restructuring and re-engineering, which starts another rapid growth phase. In this “refocused growth” phase the leadership style is participative, with strong emphasis on teams. Organisations that do not undergo this second phase of growth may have to be “put to rest” and an undertaker takes over. Such a task-orientated leader will be faced with tough decisions. 
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Leadership, Corporate governance and Ethics

Leaders have a very important role to play in the establishment of sound corporate governance and corporate citizenship practices in their organisation.
Organisations need to employ ethical strategic leaders; leaders who include ethical practices as part of their long-term vision for the organisation, who desire to do the right thing, and for whom honesty, trust and integrity are important.
Strategic leaders who consistently display these qualities inspire employees as they work with others to develop and support an organisation culture in which ethical practices are the expected behavioural norms.
The King 2 report states that corporate governance is essentially about good leadership and that leaders should be efficient, honest, decent, responsible, accountable and transparent.
The King 3 report includes five moral duties; conscience, care, competence, commitment and courage.

In order for organisations to compete effectively in the global economy, leadership must be efficient.
Leadership for probity is important as it assures investors that the management of an organisation will behave honestly and with integrity towards its shareholders and others.
Addressing legitimate social concerns related to the organisation’s activities provides proof of responsible leadership. Leadership must be transparent and accountable for its activities. Strategic leaders must be openly and unequivocally committed to corporate governance in order for it to become ingrained in an organisation’s activities. Top management must ensure that that the entire workforce understands the organisation’s corporate governance and ethical code. It is also the responsibility of top strategic leaders to encourage employees not only to observe the organisation’s ethical code, but to report ethical or corporate governance violations. The actions of top management must serve as an example of ethical behaviour and establish a tradition of integrity inside and outside the organisation.

The King 3 report includes the 5 moral duties for strategic leaders and company directors:

· Conscience: Strategic leaders and directors should act with intellectual honesty in the best interest of the organisation and all its stakeholders.
· Care: A director should devote serious attention to the affairs of the organisation.
· Competence: A director should have the knowledge and skills required for governing an organisation effectively.
· Commitment: A director should be diligent in performing director’s duties and responsibilities.
· Courage: A director should have the courage to take the risks associated with directing and controlling a successful and sustainable organisation, but also have the courage to act with integrity in all strategic decisions and activities. 
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Organisational Culture as a driver for Strategy Implementation

The role of Organisational culture in strategy implementation

An organisational culture has often been said to be its personality. It refers to “the way we do things around here”. Organisational culture affects the way people in an organisations make decisions, think, feel and act in response to opportunities and threats. Organisational culture also affects the selection of people for a particular job, which in turn affects the way in which tasks are carried out and decisions are made. Organisational culture is so fundamental that it affects behaviour unconsciously.

ORGANISATIONAL CULTURE IS THE SET OF ASSUMPTIONS, VALUES, BELIEFS AND BEHAVIOURAL NORMS THAT MEMBERS OF AN ORGANISATION SHARE.

An organisation’s culture is manifested in its stories, legends, traditions, structures, communication, leadership style and so forth. Thompson and Martin state that culture has a number of levels, which can be grouped into manifestations, people and power. The most visible level of culture is artefacts and symbols. Artefacts include the physical and social environment, written communication, advertisements and the reception that visitors to the organisation receive. Symbols include the organisation’s logo.

Values are the second level and represent and represent a sense of “what ought to be” based on the convictions of top management. For example, over time the values of an organisation become beliefs and ultimately assumptions about behaviour practised by the organisation and the employees. Underlying assumptions are the third level and they represent the taken-for-granted ways of doing things or solutions to problems. Examples of behaviours that become accepted on the basis of the values, and on which the underlying assumptions are based, include long working hours, informal communication, innovation and so forth. The people an organisation are also an important part of its culture. 

The way people do things and their values and underlying assumptions are based on and influenced by stories from the past, the leadership and management style of the organisation and by communications. Another dimension of culture is power. Power is reflected in the ownership of the organisation. For example, in a small family-owned organisation power will be concentrated and will have a strong influence on the culture. Structural issues include the extent to which the organisation is centralised or decentralised and will impact on control and reward system. Personal power for example the power of key managers, will also have an impact on the culture. Politics refers to the ways in which managers use power and influence to affect decisions and actions.

Organisational culture refers to ‘the way we do things around here’. An organisational culture is its personality.
It is a system of taken-for-granted practices that determines how activities for which there are no rules are performed. An organisational culture that is rare and not easily imitated can be a source of competitive advantage. Organisational culture guides the actions of the organisational members and acts as the tie that binds them together. The most important manifestation of culture is found in the assumptions, values and beliefs of top management. These values impact on decisions concerning strategic management and also influence the attitude of employees. Organisational size does not affect organisational culture.
It is much easier to create and maintain an organisational culture in a smaller organisation. Reshaping organisational is a complex and time consuming task, yet in order to execute strategies successfully, top management must establish a tight fit between the chosen strategy and culture. Organisational culture and leadership are closely related. An organisation’s founders are particularly important in determining culture, as they often imprint their values and leadership style on the organisation’s way of doing things. An organisation’s culture becomes more distinct as its workforce becomes more similar.


The aspects of Organisational Culture

	MANIFESTATION
	PEOPLE
	POWER

	Artefacts and symbols
	Stories from the past
	Ownership and structure

	Values
	Leadership and management styles
	Personal power

	Underlying assumptions
	Communication
	Politics

	Behaviours
	
	



How is Organisation culture formed?

The way an organisation designs its structure affects the cultural norms and values that develop within the organisation. Managers need to be aware of this fact when implementing strategies; a change in strategy may well require a change in culture and also reward systems and organisational structure support not only the new strategy but also the adapted culture. Leaders shape organisational culture through their passion for the organisation and the selection and development of talented managers to be future leaders.
 
Types of Organisational culture

Most organisations do not have a single homogeneous culture. Different hierarchical levels and different levels and different departments or functional areas will have different cultures, especially in large organisation such as Absa, Liberty and Telkom. There may also be differences within multinational companies: Mercedes Bens SA may have a different culture from its parent company in Germany. Even large global multinational companies will strive to instil the same set of values throughout the organisation.

	STRONG
	WEAK
	UNHEALTY
	ADAPTIVE

	In a strong organisational culture, Values, norms, cultures and beliefs are deeply ingrained and difficult to eliminate.
	A weak organisational culture is a fragmented one.
	An organisational culture is classified as being unhealthy if it has politicised internal environment where the influential managers operate in autonomous “kingdoms”
	In an adaptive organisational culture, members share a feeling of confidence that the organisation can neutralise the threats and exploit the opportunities that cross its path.

	If a tight fir exists between the chosen strategy and a strong culture, it is a valuable asset.
	There are few traditions, and few values and beliefs are shared.
	Characterised by a hostile resistance to change and to people who advocate new ways of doing things.
	Characterised by receptiveness to risk taking, innovation and experimentation.

	A strong culture that does not match the chosen strategy or strategies is a liability to the organisation and the strategy implementation process.
	Subcultures exist; there is little cohesion and the organisational members do not have a sense of corporate identity.
	Entrepreneurial skills are not rewarded. 
	A proactive approach to strategic change is evident and strategies are changed whenever necessary. 

	
	Weak cultures seldom serve as a driver for strategy implementation.
	Such an organisation would seldom benchmark its practices and all process against those of industry leaders, clinging to the belief that it has all the solutions and answers.
	



The Cultural dimensions of Hefstede

· Power distance: the extent to which people accept that power is distributed unequally.
· Uncertainty avoidance: the extent to which people feel uncomfortable with uncertainty and ambiguity.
· Individualism/ Collectivism: the extent to which there is a preference for belonging to a tightly knit collective rather than a more loosely knit society.
· Masculinity/ Femininity: the extent to which gender roles are clearly distinct.
· Confusion / Dynamism: the extent to which long-termism or short-termism tends to predominate.
Transforming culture to match the chosen Strategy (Managing the Strategy – Culture relationship)

[image: ]

Pearce and Robinson developed a framework for managing the fit between an organisation’s culture and its chosen strategy or strategies, also referred to as the strategy-culture relationship. If the changes required by the chosen strategy or strategies are highly compatible with the existing culture, and implementing the strategy requires a lot of changes, the strategic leaders should link the required cultural changes to the mission and the organisation’s norms.

Cell A: organisation needs to make numerous changes to key organisational factors in order to implement the new strategy. These changes are compatible with the organisational culture
Cell B: only a few changes required and these are compatible with the existing organisational culture. The organisation should reinforce culture and remove any barriers to the desired culture
Cell C: organisations are faced with the necessity of making a few changes that are mostly incompatible with the organisational culture. Organisations should create a way of achieving the desired change that avoids confronting the incompatible culture
Cell D: most difficult challenge in managing the strategy-culture relationship is found in cell D. Here an organisation needs to make major changes to key organisational factors. These changes are incompatible with the current, entrenched organisational culture and a complete transformation of it is necessary.

If however, a lot of changes to the organisation are required during strategy implementation, and these changes are not compatible with the organisation’s culture, it may sometimes be better to reformulate the strategy instead. It is important to bear in mind that it is more difficult to change an organisation’s culture than to develop or maintain it.

Research shows that organisational cultural changes succeed only when the organisation’s CEO, other key top management team members, and middle-level managers actively support them.
Middle management especially needs to be highly disciplined in energising the culture to ensure that it is aligned with the organisation’s chosen strategy or strategies and strategic direction.

It is the strategy formulator’s responsibility to take the existing corporate culture into consideration when selecting a strategy. It is the strategy implementer’s responsibility, once a strategy has been selected, to change those components of an organisational culture that may hinder successful strategy implementation. In order to implement a new chosen strategy, it is necessary to change “the way we do things around here”. 
A tight strategy-culture fir supports strategy implementation in the sense that it creates structures, standards, a value system and informal rules that align “the way we do things around here” with the strategy implementation process.

The match between strategy and culture promotes employee identification with the organisation’s vision and strategy, which motivates employees to support strategy implementation activities.
In order to establish a tight fit between the chosen strategy and the organisational culture, a change in organisational culture may be required.

Culture and Corporate Governance

To properly influence employees’ judgement and behaviour, good corporate governance and corporate citizenship practices and ethical values must shape the organisation’s decision- making process and be an integral part of the organisation’s culture. Research has found that a value-based culture is the most effective means of ensuring that employees comply with the organisation’s ethical requirements. 

The following are actions that leaders could take to develop an ethical culture:

· Establishing and communicating an ethical code of conduct.
· Continuously revising and updating the ethical code or code of conduct by including the ethical code or the code of conduct by including inputs from the internal and external stakeholders.
· Disseminating the ethical code or code of conduct to all stakeholders to inform them of the organisation’s ethical standards and practices.
· Developing and implementing methods and procedures to use in achieving the organisation’s ethical standards.
· Creating and using explicit reward system that recognise good ethical behaviour and encourage employees to use proper channels and procedures to report wrongdoing.
· Creating a framework environment in which all people are treated with dignity.
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Reward Systems as a driver for Strategy Implementation

Introduction

Reward systems play an important role in strategy implementation because they motivate the top management team, as well as the rest of the organisation, to perform the tasks and activities required for successful strategy implementation.
In recent years many organisations have started to use the term total reward when referring to their reward systems. In addition, many organisations have realised that recognition is also very important to employees and managers, and many organisations seek to retain both through customised reward and recognition initiatives and programmes.

The role of reward systems in strategy implementation

Reward systems can be defined as the umbrella term for the different components considered in performance evaluation and the assignment of monetary and non monetary rewards to them. So why are reward systems important in strategy implementation? Perhaps the most dependable way to keep people focused on the organisation’s strategic goals and short term objectives is to reward them. Thompson and Strickland (2003:409) emphasise that the use of incentives and rewards is the single most powerful tool management has to win strong employee commitment to diligent, competent strategy execution. Failure to use reward systems as a driver of strategy implementation, and failure to align the reward systems with the chosen strategy or strategies, can weaken the entire strategy implementation process It plays very important role in the strategy implementation and should be created in such a way that they are tightly linked to the strategy, encourage a change in behaviour to support strategy implementation, and reward managers for performance over the long term.

Types of rewards

Reward systems can be based on either monetary or non monetary compensation. Monetary compensation includes salary increases, profit sharing, share options, cash bonuses and retirement packages. Examples of non monetary rewards include status, recognition, awards, job security, promotion, perks, stimulating assignments and the proverbial corner office.

· SHARE OPTIONS: Use of this option gained increased popularity during the information technology boom of the 1990’s.Members of the top management through share options, will be motivated to pursue long term goals in line with shareholders expectations, rather than focusing on short term goals that might be detrimental to  the maximisation of shareholders’ wealth. It provides executives with the right to purchase company shares at a fixed price in the future. The amount of compensation is based on the spread of or difference between the share’s initial price and is selling price. Thus the executive receives a bonus only if the organisation’s share price appreciates. 
· RESTRICTED SHARE PLAN: A restricted share plan uses company shares as an incentive for executives. An executive is typically given a certain number of shares, but may not sell them for a specified period of time. Should the executive leave before the restricted period ends, the shares are forfeited. The rationale behind this plan is that it promotes longer executive tenure than other forms of compensation. One of the reasons for the failure is that strategy formulators often leave before implementation has been completed. Nedcor, Primedia, Anglo American, Standard Bank, Ster – Kinekor.
· GOLDEN HANDCUFFS: Under such a plan, cash bonuses are deferred in a series of annual instalments. Should the executive leave the company before a certain time, compensation is forfeited.
· GOLDEN PARACHUTES: Used to retain talented executives. Under a plan like this an executive retains a substantial cash bonus regardless of whether he or she quits, resigns or is fired. Disadvantage of using this plan is that the executive is compensated regardless of success or failure.
· CASH BONUSES: Use of this plan is more widespread in organisations but not only executives. It can be calculated using accounting measures. One of the disadvantages of using accounting measures is that accounting systems have flaws.

Recognition as a component of reward systems

Employees and managers not only want to be rewarded, but also want recognition. This is still a new concept. Recognition is not only a very important component of employee motivation, but also an important source of organisation mobilisation and engagement during strategic change. Brun and Dugas identify 4 approaches to recognition, namely:

· Ethical perspectives
· The humanistic and existential view
· The work psychodynamics school
· Behavioural outlook

Aligning reward systems with the chosen strategy

If there is a change in the strategy reward system should be altered to ensure continued tight fit with the chosen strategy. Different reward systems will accomplish different purposes.
Guidelines:
· Organisations pursuing growth strategies in the start up phase should incorporate large salaries and equity into their reward system.
· In the rapid growth phase: reward system should include a salary plus large bonuses for growth targets, plus equity for key people.
· In the maturity phase: reward systems should be linked to efficiency and profit margin performance.
· Decline phase: reward system should be linked to cost savings.

Thompson and Strickland (2003:412) provide the following guidelines for establishing reward systems:

·  The performance pay-off must be a major, not minor, piece of the total compensation package. They suggest that pay-offs must be at least 10–12% of base salary to have much impact. Furthermore, the pay-off for high-performing individuals and teams must be substantially greater than for below-average performers.
·  The incentive plan should extend to all managers and all workers and not just top management. At the end of the day, all levels of management and the entire work force are responsible for strategy implementation – not just top management.
· The reward system should be administered with fairness and transparency.
· The reward system must be tightly linked to achieving only those performance targets spelled out in the strategic plan.
· The performance targets each individual is expected to achieve should involve outcomes that the individual can personally influence in some way.
· Keep the time between the performance review and payment of the reward short.
· Make use of both monetary and non-monetary rewards.
· Avoid skirting the system to find ways to reward non-performers.

The key to creating a reward system that supports strategy implementation is to make strategically relevant measures of performance the dominating basis for designing incentives, evaluating individual and group efforts, and handing out rewards. Strategy-driven performance targets have to be established for every organisational unit, every manager, every team or work group, and perhaps every employee – targets which measure whether strategy implementation is progressing satisfactorily. If an organisation’s strategy is based
on innovation, incentives should be linked to factors such as new product innovation and revenues and profits arising from new innovations. The type of executive bonus compensation plan used by the organisation will depend on a lot of factors. It will for example depend on which phase of the organisational life cycle the organisation find itself in.





Reward Systems and Corporate Governance

During the past few years, with the increasing importance of corporate governance and corporate citizenship in the way organisations do business globally, there has been an increased awareness of executive pay. Unfortunately some organisations have paid their executives high salaries and have given them executive bonus compensation plans which are so lucrative that they end up bankrupting the organisation! The King II Report provides recommendations for organisations with regard to reward systems. The King III Report includes additional recommendations on reward systems.

According to King II report one of the responsibilities of the board of directors is to monitor remuneration. It suggests that organisations should appoint a remuneration committee to make recommendations and to determine specific remuneration packages for each of the executive directors. Another recommendation of the King II report is that the performance related element of remuneration should constitute a substantial portion of the total remuneration package of executives in order to align their interest with that of the shareholders. It should be designed in such a way that they provide incentives to perform at the highest operational standards.  Lastly organisations should establish a formal and transparent procedure for developing a policy on executive and director remuneration, which should be supported by a statement of remuneration philosophy in the annual report.

The King III report includes following additions and changes to the King II report:

· King III report will be applicable to all companies, and not only JSE listed companies.
· Companies should not pay balloon payments to directors who leave, or termination payments to directors who have been fired.
· Share prices should not be reprised to benefit directors when the company’s shares are not performing well.
· Companies should publish a remuneration report that details director remuneration and explains why directors receive this remuneration.
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Structural drivers of Strategy Implementation

Introduction

What does organizational structure encompass?

Organizational structure refers to an organization’s values, beliefs, behavioural norms and personality.
It is the framework within which the strategic process must operate to achieve the organizational objectives.
It is the way we do things around here. One can define the organizational structure as any group of people who live and work together for any length of time; they form and share certain beliefs about what is right and proper. It can either be a valuable or stumbling block to a successful strategy implementation and also related to leadership. 

Organisational design can be a source of competitive advantage if designed in such a way that it: 

· is aligned with the chosen strategy, 
· is functional, and 
· difficulty to copy and 
· makes it easy for customers to do business with the organization.

Organizational structure is divided into categories such as strong, weak, adaptive and unhealthy culture.
There are different types of organizational structure which include entrepreneurial, functional, divisional, strategic business unit, matrix and network structure.

Structure follows strategy

The role that structure plays in implementing the chosen strategy ….

Structure follows strategy: when a tight fit between strategy and structure is absent the performance of the organization will decline.
“Structure follows Strategy” confirms or emphasis that changes in the chosen strategy necessities a change in structure.
It is the strategy implementer‘s responsibility to change those components of an organizational culture that may hinder successful strategy implementation. It is the strategy formulation’s responsibility to take the existing corporate culture into account when selecting a strategy.

There is an interrelationship between the structure, the systems and the people issues. Strategy and Structure have a reciprocal relationship, in other words, as much as strategy influences structure, structure can also influence strategy to some extent.

The role of implementing structure includes:

· Putting strategies into action.
· Understanding that it has an interdependent operation.
· Structure must not be a determinant of strategy
· Strategies must be implementable – a fair level of compatibility must exist
· Structural changes are very expensive and time consuming.
· There must be a tight fit between strategy and structure.
· Structural changes can’t be the main components to resist changing processes

The evolution of organisational structures

Alfred Chadler found that an organization tends to grow in a somewhat predictable pattern. They grow first by volume, then the geographic aspect follows, after which integration and finally through product/ business diversification.
Structural development will follow the same trail from simplistic to more complex organizational structures.
Shift away from authorization, formal structure to flat, informal virtual organization will probably continue.
Future structures will be based on the networks of temporarily external and internal relationships, linked primarily by information technology, in order to share skills, costs and access to market.



The building blocks of organisational design

Organizational design serves as the framework for the setting of short term goals, tactics, policies and the resource allocation of the organization. It is basically the backbone on which the controls and reporting relationships are based.

Extensive research done by Henry Mintzberg explains the building blocks of organizational design, which is made up of 3 components:


· The 5 basic parts of the organization
· The 6 basic coordinating mechanisms
· The essentials parameters of design


The 5 basic parts of the organisation: The first component, is made up of the 5 basic parts of the organization, he explains that each organization is made up of:

· A Strategic Apex: which is the home for top management, in general top management is always involved in strategic leadership, for example, directors.
· The Middle Line: this includes all managers that operate in direct line relationships between the strategic apex and the operating core, for example, the marketing manager.
· The Operating Core: The actual operations core of the organizations, where the actual production takes place, in my opinion the heart of the organization, this is where the actual services/ products are produced.
· Techno Structure: In every organization there are systems and processes needed to keep the organization running in an appropriate manner. 	This structure consists of the staff analysts, who design the systems by which work processes and the outputs of others in the organisation are formally designed.
· Support Staff: Generally an organization cannot have staff to support every function, sometimes depending on the size of the organization some skills have to be outsourced if it doesn’t make sense to have an employee perform this function full time.

The five parts and their relation to one another are depicted in the figure below:
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The 6 basic coordinating mechanisms: The second component is the 6 basic coordinating mechanisms; these describe the ways in which the organization coordinates work, and include;

· Mutual Adjustment: This is the informal communication used to co-ordinate work, and achieves tasks. Simple/smaller organizations use a high level of mutual adjustment. In this form of communication, there isn’t a formal communication chain to command tasks, people know what is expected of them and they work without direct 24 hour supervision.( i.e. they use a high level of ‘mutual adjustment’)

· Direct Supervision: This is a more formal chain of command, where one person is responsible for   coordinating the work of others and for giving orders and instructions. Direct supervision typically flows from the top, down the organizational hierarchy.

· Standardization of work processes: Refers to the specific processes that define the way work should be done. These could include standard operating procedures and policies.

· Standardization of Outputs: This process focuses on the output / results to be achieved. For example: in a car manufacturing company, for example, the outputs are different types of cars. The extent of standardisation can be viewed in terms of the range of products produced by the company. For example BMW produces a wide range of different types and series of cars as well as motorcycles.

· Standardization of Skills & knowledge: This is also a coordination mechanism, but is less formal. In this instance the employee possess a certain set of skills and knowledge, and over time different employees know what to expect from one another, ensuring coordination. This is important in any organization, and thus important that your employees possess the necessary skills and knowledge of their job function, so after a while it is not necessary to constantly supervise them, they will know what is expected of them. For example, doctors in surgery hardly communicate as the know what the other is doing and responsible for.

· Standardization of Norms: This refers to the organisational culture and the shared beliefs and values of the employees. As important as the skills of your employees are to the organization, so is the culture of the organization, your staff need to share the beliefs and values of the organization, or they need to work towards the values and shared beliefs of the organization. 

The essential parameters of design

The third component is the essential parameters of design; these explain the division of labour & coordination.

· Job Specialization:  This focuses on what each person should do, how many distinct tasks the job should contain and how much control and responsibility each individual has over these specific tasks.
· Behaviour Formalization: Refers to the extent to which tasks have to be carried out in a specific manner, this formalization of tasks ensures that tasks are carried out in a certain manner. If for example someone else has to take over a task, there is a manner or formal specification against which the task needs to be carried out, in organizations such as the car industry, tasks need to be carried out in a certain way so that the units produced are completely identical.
· Training: This entails deciding what formal training is required for different positions and then selecting appropriately trained people to fill these positions. People have to have the appropriate skills and knowledge to perform certain jobs in the organization, for example appointing someone in a position such as an engineer where the person doesn’t have any knowledge in the engineering field could be detrimental, so the correct training is essential.
· Socialization:  Mintzberg included socialization as a design parameter. Socialisation refers to the process by which a new employee learns and becomes part of the value system, the norms and the required patterns of behaviour in the organisation. It is the process in the organization by which a new employee learns and becomes integrated into the organization.
· Unit Grouping: Refers to grouping different positions into units, each under its own manager, thus units are in turn clustered together to form another unit, again with its own manager, until the whole organisation has been grouped into one unit with the Chief Executive Officer (CEO) at the strategic apex. 
· Unit Size: Refers to the size of each unit and is determined by the extent to which standardisation is used and the need for mutual adjustment.
· Centralization:  Decision making and power is not widely distributed, instead it is concentrated on a single point within the organisation.
· Decentralization:  The decision making of the organization is widely distributed amongst various individuals of the organization.

Types of organisational structure

The five parts, the six coordinating mechanisms and the design parameters all come into play when organisations are designed. They typically determine the type of organisational structure an organisational will have to ensure that its strategy is successfully implemented.

There is no one optimal organisational structure for a given strategy or type of organisation. Organisations adapt structures to suit their needs and often make use of a combination of one or two structures to form a hybrid one. 

The different types of organizational structures (14)

· Entrepreneurial structure
· Functional structure
· Divisional structure
· SBU structure
· matrix
· network
· structures of the future


1) Entrepreneurial Structure: 

This is a simple structure that consists of the owner-manager and the employees. The owner-manager makes all the decisions and monitors the employees. The owner-manager is usually actively involved in day-to-day operations of the business, the relationships are informal and there are few rules;

In terms of Mintzberg’s organizational design perspective, the owner-manager plays the role of the strategic apex, as well as the middle line. The owner-manager together with employees, will form the techno-structure, the employees are the operating core with direct supervision from the owner-manager. Support staff functions will depend on the expertise of the owner-manager and the employees but, may be outsourced as entrepreneurial organizations typically keep permanent employee headcounts as low as possible.

In an entrepreneurial organisation there is a high level of mutual adjustment and informal communication, as well as direct supervision. Work processes and outputs are less standardised than in large, established organisations.
 (
Owner - Manager
)



 (
Employees
)



· Advantages of the entrepreneurial structure:

· Flexible and Inexpensive
· The owner-manager can communicate the strategy directly to employees
· A tight strategy-structure fit is much easier to achieve than in a larger organization.

· Disadvantages of the entrepreneurial structure:

· In a fast-growing organization, the owner-manager will no longer have time to explain the strategy to the employees informally and frequently
· Coordination and control become very difficult as there could be confusion about who is responsible for which tasks.

2) Functional Structure:

In a functional structure, units and the tasks within the units are grouped according to specialized functional areas, such as Marketing, HR, Research and Development, Operations and Finance. The functional structure typically consists of a CEO supported by a limited number of corporate staff, such as legal advisers, accountants and functional managers.
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· Advantages of the functional structure

· It enables employees to focus on one aspect of the work.
· Employees can exchange ideas, contacts and specialized knowledge with each other.
· It promotes specialisation and develops functional expertise.
· Control and decision making are centralized.
· It is inexpensive.

· Disadvantages of the functional structure

· Barriers between the functional areas could suppress cross-functional processes such as product development
· A strong focus on the various functional areas, instead of on the organization’s operations as a whole, could lead to the existence of various functional ‘silos’, which means that there may be little communication between and integration of the different functional areas
· Rivalry and power play between the different functional areas could cause the organization to give priority to a specific functional area, instead of focusing on the organization’s operations as a whole 
· Even though the functional structure allows for the development of specialized managers, the functional managers may have limited exposure to the other areas of the organization, therefore the development of general managers is limited.

3) Divisional Structure:

In a divisional structure, activities and responsibilities are organized into a series of divisions, each with its general manager and functional areas. In other words, the divisional structure represents clusters of similar businesses. The divisional structure can be organized by geographical area, product or service, customer or process.
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Geographical Divisional Structures:

Geographical divisional structures develop as organizations expand their operations across territories in order to be closer to the customers or the supply source. Such structures are appropriate for organizations whose strategies need to match the particular requirements and characteristics of customers in various geographical areas.

Product or Service:

Organizations with a few products or services may decide to use divisional structure by product in order to implement strategies in which specific products or services need special emphasis. This structure is often used when an organization’s products or services differ substantially from one another.  

Customer:

The use of the divisional structure by customer or market has increased rapidly since the 90’s as the focus has shifted to a more customer orientated approach. This structure allows the organization to meet the needs of clearly defined customer groups and is often used by organizations that have superior market segment information and knowledge as a source of competitive advantage.

Process:

The divisional structure by process is similar to that of a functional structure as it is also structured according to the way work is performed. It is based on a complete flow of tasks, such as an order-fulfilment process. In a process divisional structure, however, each division is a profit centre, while the units in a functional structure are not individually accountable for profits.

· Advantages of a Divisional Structure

· There is decentralization of power and decision making. Divisions are therefore able to respond to changes in their environments more quickly.

· Divisions are able to focus on particular products, markets or customers.

· It facilitates control as each division is responsible for its own performance measurement and profits.

· It can lead to better morale as employees and managers can immediately see the results of their good. or bad performance

· It creates career development opportunities for general managers.

· Disadvantages of a Divisional Structure

· There is a loss of economies of scale

· There is duplication of resources, staff, services and facilities

· It is costly as each division requires its own functional expertise general manager

· Divisional managers may want more autonomy than they have

· It may be difficult to maintain consistency throughout the organization.
4) Strategic Business Unit Structure( SBU)

The strategic business unit (SBU) structure is similar to the divisional structure.
An SBU structure, groups similar divisions into strategic business units, and delegates authority and responsibility for each unit to a senior executive who reports directly to the group CEO. These senior executives are often referred to as vice-presidents.

There is very little synergy between the various strategic business units and all operational and business-level strategies are delegated to the business units’ top management teams. Finance, accounting and legal activities are often centralised in a corporate centre.
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· Advantages of the SBU structure are

· It ensures decentralized decision making and enhances responsiveness
· It places strategy formulation and implementation closer to each business unit’s unique competitive environment
· It provides good training for strategic managers
· It increases performance accountability

· Disadvantages of the SBU structure are

· It requires an extra, cost-layer of management 
· The roles of the SBU heads and the central head office are often ambiguous
· It is not always clear, how much authority and power the business unit heads should enjoy
· Distributing the overhead costs of the corporate head office could be problematic
· The duplication of functions increases costs
· There could be inconsistency across the business units in terms of overall corporate image and policies.

5) Matrix Structure

The most significant characteristic of this structure is its dual lines of authority. All the organizational structures discussed previously have vertical and horizontal lines of authority. The matrix structure combines the advantages of functional expertise with product-project specialization, thereby enhancing product innovation and problem – solving capabilities. The members of the project team “A”, report to both a project manager and their functional manager. The matrix structure focuses on skills and resources on the projects and products that are of major strategic significance. However, this structure is a very complex one, and can be difficult to implement.
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· Advantages of the matrix structure

· It supports a wide variety of project-oriented business activities
· It makes good use of functional expertise
· Middle managers are exposed to strategic issues and it thus provides training for strategic managers
· It enhances creativity and diversity

· Disadvantages of the matrix structure

· It is complex, as it has dual lines of authority that require dual lines of resource allocation, reward systems and reporting channels
· It increases overhead costs as it creates more management  positions
· There can be confusion about who is ultimately responsible for strategy implementation.


6) Network Structure

Network structures arose during the information technology boom of the late 1990’s. Network structures are loosely grouped business teams that come together for a single project. The members of these teams are not necessarily from the same organization or business unit and the structure, can be disbanded if necessary once a project has been completed. Network structures are characterized by informal coordination, a learning approach, frequent cross-fertilization of ideas and a regular exchange of information. The product-team structure is an example of a network structure.
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· Advantages of the product-team structure

· Product teams formed at the beginning of the product development cycle often generate cross functional understanding due to the functional diversity of the teams.
· The reduced number of management levels allow for quick decision  making at team level which in turn, speeds up the organization’s ability to respond to customer needs through innovation

· Disadvantages of the product-team structure

· The disadvantage is that such a structure may be met with resistance from functional managers used to autocratic decision making in their specialized areas.

7) Structures of the Future

During the past decade, the overall trend (regarding organizational structures) has been to move away from multilayered hierarchical organizational structures in order to create decentralized and flatter structures with the emphasis on teams. In the 21st century, this shift away from authoritarian, formal structures to flat, informal, virtual organisations will probably continue. Future organizational structures will be based on networks of temporary external and internal relationships, linked primarily by information technology, in order to share skills, costs and access to markets.


Matching structures with strategies

Organizational structures change as the organization’s choice of strategy changes. There is no fixed recipe for matching strategies and structures. Every organisation’s strategy is grounded in its own key success factors and value chain activities. Consequently, the structure that best meets the implementation needs of the selected strategy should be chosen.

Guidelines for matching strategy with structure:

· Single-product or dominant-product organizations should employ functional structures to allow strong focus on tasks.
· Organisations with several business lines that are somewhat related should use a divisional structure.
· Large, diverse organization with unrelated business divisions should use an SBU structure.
· Product development and innovation are enhanced by the matrix and product-team structures.

Earlier on, strategy was identified as a factor that influences structure. Other internal factors that influence the choice of structure include :

· Specialization
· Distribution of power
· Departmentalization
· Size of the organization
· Organizational culture

Mintzberg (1979) also found the following interesting characteristics in terms of the size and age of an organistion and its impact on organizational design.

· The older and larger the organization, te more formalized its behaviour.
· The larger the organization, the more elaborate its structure and the larger the size of its average unit.
· Organizational structure reflects the age of the founding of the industry.
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Resource allocation as a Structural driver of Strategy Implementation

Introduction

Role of resource allocation in strategy implementation

· Organizations differ from one another in terms of set of experiences, assets, skills and organizational cultures.  These sets of resources and capabilities determine how effectively and efficiently an organization performs it activities. Therefore, an organisation will succeed if it has the best and the most appropriate resources for its strategy.
· To achieve successful strategy implementation, it is essential that resources can be allocated in such a way that they support the organization’s long-term goals, chosen strategy, structure and short-term goals.

· Research has indicated that one of the barriers to successful strategy implementation is the resource barrier. Strategy implementation efforts will seldom succeed if the resource allocation plan or budget is not linked to the strategy. A change in strategy requires a change in the resource allocation plan of an organization to ensure a continued strategy-resource fit.

Different resources of an organisation 

A resource is something that an organization owns, or has access to, even if that access is temporary
Resources can be categorized into tangible and intangible resources:

· Tangible resources :

· Are often described as the resources “that you can touch feel or see”

· Examples include property, land, buildings, manufacturing plants, equipment, patents, and shares, etc.

· Tangible resources are often referred to as “balance sheet“ items, because most of these typically appear on an organisation’s balance sheet in its financial statements.

· Intangible resources:

· Cannot be “seen or touched” yet often form the core of an organization’s competitive advantage

· Examples include skills, talent, experience and knowledge of employees and other stakeholders, relationship culture, leadership, teamwork, etc.

· Kaplan & Norton classify intangible resources as ‘human capital, information capital and organization capital


Importance of Human Resources in the 21st century

· Human resources are at the heart of strategy implementation and it is important that the correct people are allocated to the most important task in implementing strategy.
· Organizations can no longer generate profits without ideas, skills and talent of knowledge workers. Technologies, factories, natural resources and capital are no longer difficult to obtain and are increasingly less important in developing and sustaining a competitive advantage for the organization.
· Demand for talent and highly skilled knowledge workers are OUTSTRIPPING supply.

The role of budgets in the resource allocation process

· Budgets form the plan according to which the different resources available to an organization are allocated in order to achieve the organizations goals.
· Budgets quantify, specify and prioritise the resources needed, to ensure strategy implementation
· Budgets also indicate what additional resources will be required and give a sense of reality to the organizations goals and strategies.
· The resource allocation plan or budget, supports strategy implementation if senior management has a strong commitment to budgeting.
· Budgets are based the organisations short term goals and operating results are regularly compared with the budget.

Aligning resources with chosen strategy

· The value of a resource allocation plan lies in its alignment with the organizations strategic goals
· If too few resources are allocated, this slows down and hinders strategy implementation efforts
· The allocation of too many resources wastes costly resources and reduces financial performance
· A change in strategy requires resources to be reallocated in order to support the new goals and priorities,
· The new strategy must drive the resource-allocation process.
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The instruments of Strategy Implementation

Short-term goals as an instrument of Strategy Implementation

The role of short-term goals in strategy implementation


Short-term goals are defined as measurable outcomes that are achievable or intended to be achieved in one year or less. They are specific, usually quantitative results that operating managers set out to achieve in the immediate future.
These goals are translated from the mission statement. However, these long-term goals do not specify what has to be done in the short term. They deal more with the strategic goals that the organisation wants to achieve in the future over periods such as five or seven years. Because the long-term goals are not very detailed and are aimed at the long term, we need to translate them into more do-able tasks and activities. The focus should now be on the shorter term and the goals should be as detailed as possible to ensure that everyone knows exactly how he/she must contribute to the achievement of the organisation’s mission, vision and goals.
The use of short-term goals is a valuable strategy implementation instrument. It helps to establish departmental, divisional and organisational priorities. It also assists in monitoring the progress made towards the achievement of long-term goals.


Translating long term goals into short term goals
 
Short-term goals are derived from the long-term goals to ensure that the mission and strategic intent become a reality. The focus areas of the mission statement and long-term goals must be incorporated into the short-term goals. Strategy in action – depicts the relationship between long-term goals and short-term goals, functional tactics and policies
 

Criteria for well formulated goals:

· Short term goals should be acceptable, flexible, suitable, motivated, understandable and achievable
· Each short term goal should indicate clearly who is responsible, what the focus area is, what action is required, how it will be measured and what the time frame is
· Short-term goals should be consistent across the various functional areas, divisions or strategic business units, it should be supported by functional tactics and appropriate policies
· Owing to time considerations, it may be necessary to give some short term goals priority to avoid conflicting assumptions of the different short –term goals
Using the balanced scorecard to set short-term goals

· The balanced scorecard(BSC) can be introduced as a frame work according to which strategic or long term goals could be set, it also provides guidelines for setting short term goals for each of these long term goals
· The BSC also provides for translations of these long term goals into short term goals or targets
· The BSC ensures that the long term goals are tightly linked to the vision and that the short term goals are directly related to the long term goals and thus indirectly linked to the organisations vision.
· The BSC tightly links the functional tactics to the short term goals and the strategic goals in each perspective
· The BSC closes the gap between the long-term plans and short term actions, thereby aiding the strategy implementation process
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Functional tactics as an instrument for Strategy Implementation

What are functional tactics and why are they important?
Definition: Functional tactics – the key routine activities that must be undertaken in each functional area to achieve the organisations chosen strategy

Functional areas typically include marketing, finance, operations and human resources management. Functional  tactics clarify and translate grand strategies into action designed to achieve specific short-term goals.
Functional tactics are different from grand or business strategies in terms of the following;
· Time horizon
· Specificity
· Participation
Functional tactics identify the tasks and activities that must be performed now or in the near future – shorter time horizon aids strategy implementation as it clarifies exactly what needs to be done immediately
Grand strategies focus on the organisations position in the next few years. Provides general direction, functional tactics indentify specific activities that need to be performed in each functional area to achieve short-term goals.
Grand strategies are usually developed by top management.
Functional tactics are developed within the operational areas of the organisation. Involving operational managers ensures that the strategic intent and both the long-term and short-term goals are well understood, enabling more efficient strategic implementation.

· Key focus area of functional tactics in each functional area
1. Functional Tactics In Marketing:
The role of the marketing function is to ensure the profitable sale of an organisations production and services in its target markets so that the organisation can achieve its overall long-term goals. The 4 fundamental tasks of the marketing function revolve around products, price, place and promotion ( 4 P’s) and the marketing functional tactics should focus on these fundamental tasks

1. Functional Tactics In Finance:
The financial function focuses on four key tasks:
1. Financing- deals with the acquisition of funds 
1. Investment- deals with the application for the acquisition of assets
1. Administration- of financial matters and reporting on financial matters
Functional tactics in marketing, operations and human resources management deal with the implementation in the short term future, some financial tactics could focus on the long term future because of the importance of financial resources in achieving long-term goals and the business strategy functional tactics that focus on capital investment, debt financing and the allocation of dividends usually have longer-term perspectives.
Functional tactics with a short-term perspective usually focus on financial issues such as managing working capital and short term assets


1. Functional Tactics In Operations:
The operations function of an organisation is responsible for converting inputs(raw materials, technology, supplies and labour) into outputs (goods and services)
Operations functional tactics will focus on issues such as the sourcing of facilities and equipment, operations planning, operations control and outsourcing if relevant to organisations concerned

1. Functional Tactics In Human Resource Management:
Human resource management focuses on recruiting, developing and retaining the human resources of an organisation. It is also the responsibility of HR management to manage compensation. HR management tactics will therefore focus on issues such as recruitment, selection, orientation, career development, training, compensation, performance evaluations and labour relations.


Activity: 
Give examples of functional tactics in the organisation in which you work or in your business unit or an organisation that you are familiar with.

Feedback:
It is important that you identified the functional tactics applied, and the easiest way to check whether you were correct is to compare them with the business strategy. Functional tactics only focus on what needs to be done immediately. They are more specific and are developed at the operational level.
SABMiller’s Sterling Light Lager as an example: a few functional tactics for them:

· One of the short-term goals for Sterling Light Lager is to increase the brand awareness through an intensive marketing effort, by 10% within the next 12 months.
· The functional tactic must be practicable and must explain exactly what needs to be done. A possible functional tactic could be: to publish four double-page, full colour advertisements in the Sunday newspapers every week for the following four weeks. 
· Another possible functional tactic could be: to promote the brand through special promotional items like branded bottle openers, key rings and coasters at the various News Cafes on the last Friday of each month.

TOPIC 4


STUDY UNIT 4.3
Chapter 12: (TB pg 342)

Policies as an instrument for Strategy Implementation

Introduction

Policies guide the thinking, decisions and actions of managers and employees in the strategy implementation process. They also empower managers and employees at all levels of the organisation to make decisions that are consistent with the chosen strategy and strategic direction of the organisation

"Red tape" refers to the standard operating procedures that organisations have in place to direct the thinking, decisions and actions of managers and employees in implementing an organisation’s strategy. Organisations use policies to guide and direct the behaviour of their managers and employees. Policies guide the thinking, decision and actions of managers and employees in implementing an organisation’s strategy.

The role of policies in strategy implementation

Even though functional tactics provide broad guidance on the key routine activities that should be performed in the various functional areas, more detailed guidance is required. Policies provide this detail. Policies can be defined as specific guidelines, methods, procedures, rules, forms and administrative practices that direct the thinking, decisions and actions of managers and employees in strategy implementation. Policies inform employees about what is expected of them and clarify what can and cannot be done in pursuit of the short term goals in the strategy implementation process. Policies provide a basis for control, and promote coordination and consistency across organisational units.

In order to be valuable, strategy implementation instruments policies need to support the chosen strategy. A change in strategy requires a change in policies. If existing policies are not changed when a new strategy is implemented, they can become barriers to strategic change.


Creating strategy-supportive policies

Policies are usually developed under the guidance of functional managers. Organisational policies may be set out formally in writing or they may be unwritten and informal. Some policies may be required to conform to legislation. 

Policies are often developed in the following areas: accounting and finance, administration, environmental and social responsibility, corporate governance and ethics, human resources and labour relations, marketing, operations and production, research and development and corporate communication. It can also focus on matters such as health, safety, efficiency, speed and quality. Policies should be in line with or derived from the short term goals and functional tactics in order to ensure that the chosen strategy is implemented successfully. 

As an organisation starts to implement a new strategy it becomes necessary to review current policies and change these where appropriate to support. Strategy implementers can therefore use this process to alter the organisational culture to fit the new strategy.
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Strategic Control and Evaluation

Introduction

Strategic control is the last phase in the strategic management process. Strategic control provides feedback on the formulation and implementation phases of the strategic management process. It also evaluates the chosen strategy in order to verify whether the results produced by the strategy are those intended.
This is the phase where the strategic manager needs to check on the progress and success of the chosen strategy. The information obtained through strategic control serves as a valuable input into the strategic planning phase. Strategic management is a continuous process. There are four types of strategic control and the guidelines for designing a strategic control are discussed.

Strategic Control Systems

· There are four (4) types of strategic control, namely;
· Premise control: A chosen strategy is based on certain assumptions or premises made during the strategy formulation phase. Strategic formulation premises are based primarily on environmental and industry factors. 
Strategic planners need to make assumptions for two reasons; firstly, it is very seldom that detailed information on all the factors that may influence the choice of strategy is available to the strategic planners. Secondly, it is necessary to simplify the complexity of the organisations environment by making assumptions or using premises.

Premise control is used to check, systematically and continually, whether the premises and assumptions on which the strategy is based are still valid. If a key premise is no longer valid, a change in strategy may be required.

· Strategic surveillance: During strategy formulation and implementation, the organisation narrows its focus to a relatively small number of factors. Strategic surveillance is a type of strategic control whereby the organisation monitors and interprets a broad range of events, not previously identified, both external and internal to the organisation that may affect the course of its strategy. It is a broad or unfocused type of strategic control.

· Special alert control: Special alert control is the “thorough and often rapid reconsideration of the organisation’s strategy because of a sudden, unexpected event”.

· Implementation control: Implementation control is the type of control that must be exercised as the implementation process unfolds. The purpose of implementation control is twofold; firstly, it provides managers with information regarding the success of the implementation process in terms of anticipated performance levels, and secondly, it indicates whether the basic strategic direction needs to be altered. 
Implementation control is enabled through operational control. Strategic control evaluates the organisation over an extended period, whereas operational control provides feedback over shorter time periods, such as months, quarters and so forth.
Operational control systems usually take four steps common to all post-action control:

· Set standards and performance.
· Measure actual performance.
· Identify deviations from the standards set.
· Initiate corrective action.

Dynamic control systems
During the strategy implementation process, the organisation should not be exposed to excessive risk. Simons proposes that organisations need to exercise adequate control while ensuring flexibility, innovation and creativity. The initiative of employees and managers should be encouraged, but it should not expose the business to excessive risk or invite behaviours that can damage an organisation’s performance and integrity.

There are four levers of control namely:

· Diagnostic control systems: Most organisations use diagnostic control systems to track the performance of departments, managers and employees, to monitor goals and to measure progress towards profitability and revenue growth targets. These diagnostic systems are related to the operational control systems that form part of implementation control.

· Belief systems: These systems relate to the organisation’s values and organisational culture and provide guidelines for the implementation decisions. Belief systems provide information on how the organisation creates value, the level of performance expected from employees and managers, and how internal and external relationships should be managed. An organisations belief systems are reflected in the organisation’s mission statement and values.

· Boundary systems: Boundary systems supplement diagnostic control systems and belief systems, but use a different point of departure. Where diagnostic control systems and belief systems tell employees and managers what should be done and what behaviour is acceptable, boundary systems provide information on what should not be done and what falls outside the scope of the organisation’s activities and acceptable standards.
· Interactive control systems: While diagnostic control systems highlight performance gaps, they will not provide managers with a sense of what is happening in different areas of the organisation. There are four differences between interactive control systems and diagnostic control systems; firstly, interactive control systems focus on constantly changing information that top management has identified as strategic; secondly, this information is significant enough to demand frequent and regular attention from operating managers on all levels of the organisation; thirdly, the data generated by these systems is best discussed face-to-face in meetings; and lastly, the interactive control system forms the foundation for ongoing debate regarding assumptions and action plans. Interactive control systems essentially keep track of information related to organisational uncertainties, such as changes in governments, changes in consumer tastes, technological advances and so forth.
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An organisation needs a balance between these levers when designing a control system.

Strategic control and corporate governance
The King III Report contains several recommendations that impact on strategic control. Among others, the King III Report states that the board must retain full and effective control over the company and must monitor management’s implementation of board plans and strategies. The board must also ensure that adequate internal controls exist and that the organisation’s information systems can cope with the strategic direction in which the organisation is headed.

Evaluating Strategic success

During the strategy selection process, the management team has to choose between the various strategies. The criteria used to evaluate the strategies are:

· Appropriateness
· Feasibility
· Desirability
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The Balanced Score Card (BSC) as a Strategy implementation and Control system

Introduction

The balanced scorecard is a management tool that can be used throughout the strategic management process. It is used to translate long-term goals into four perspectives. These long-term goals have objectives, measures and targets that become drivers of performance. It is also used as an instrument to monitor and evaluate progress.

The balance score card in strategy implementation and control

A focus on the bottom line only (in other words, profits and not wealth) is not sustainable over the long term. A more balanced approach to business is necessary (the triple bottom line). In pursuit of a more balanced approach, the balanced scorecard was developed to overcome the limitation of focusing only on the financial aspects. It provides for the use of both financial and non-financial performance measures. It incorporates financial performance measures, customer knowledge, internal-business process measures and criteria for assessing learning and growth prospects. These measures are combined to measure the implementation of strategies in a holistic and balanced way. This ensures that the implementation process is linked to the long-term objectives of the organisation, through a series of short-term actions. It provides management with a complete and balanced picture of the control process. 


A review of the Balanced Scorecard

The balanced scorecard sets objectives, measures, targets and initiatives for four organisational areas based on the vision or strategy. It incorporates cause-and-effect relationships and thereby clarifies what actions should be taken in each perspective in order to coordinate the strategy among the various areas. The cause-and-effect relationship across the various perspectives of the balanced scorecard ensures that all strategy implementation activities, regardless of the focus or perspective, are closely aligned.

The balanced scorecard as a strategy implementation and control system

The use of a single control measure, such as financial ratios, is not necessarily the most effective means of controlling the implementation of a chosen strategy, because it may fail to take all perspectives into account. The reason for this is that control measures are often applied in isolation and do not take measures such as customer knowledge, internal business process evaluation and organisational learning and growth criteria into consideration.

The balanced scorecard provides for the use of both financial and non-financial performance measures. It incorporates financial performance measures, customer knowledge, internal business process measures and criteria for assessing learning and growth prospects. These measures are combined so as to monitor the implementation of strategies in a holistic way. This ensures that the implementation process is linked to the long-term objectives of the organisation, through a series of short-term actions. In so doing, it provides management with a complete picture of the control process, ultimately ensuring that actions are prioritized and aligned with the long-term goals and strategies of the organisation. 
There are four processes that make up the overall balanced scorecard framework. These processes are: translating the vision, communicating and linking, business planning and feedback and learning.
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Sustaining competitive advantage through continuous improvement

Management needs to focus on success in the long term and link the strategic management activities to continuous improvement. 

Organisations can achieve continuous improvement by adopting practices such as: 

· Benchmarking: Bench marking is the comparison of selected performance measures or operational processes against some challenging yard sticks. These yardsticks could be comparisons with the organisation’s own history, against key competitors in the industry or against “best-in-class” performers. Organisations should have a strong commitment to benchmarking their activities against best-in-industry or best-in-world performers.
· Total Quality management: Total Quality management focuses on designing and delivering quality products to customers and can dramatically improve organisations performance. Following WW II, TQM was developed and implemented in Japanese organisations. In view of the success of Japanese and German manufacturing companies, the TQM philosophy has become the cornerstone of quality programmes in both large and small organisations. TQM can be defined as “an inherent culture of total commitment to quality and attitude expressed by everyone’s involvement in the process of continuous improvement of products and services. This definition identifies 4 basic TQM principles:
· Commitment to quality: TQM success requires a fundamental belief in and commitment to quality at four different levels. (1) The entire workforce must make a commitment to producing quality products. (2) each individual in the organisation must make a commitment to customers (3) top management must be committed to TQM, and (4) the entire organisation, including its suppliers, needs to be committed to quality as a whole.
· Scientific tools, technology and methods: must be used to assist managers in making systematic changes in processes and products.
· Team work and empowerment: People from different functional areas in the organisation have different perspectives. By bringing people from the various functional areas together to form a team, the decision-making process is enriched. Empowerment givers employees with direct contact with the problems, the power and authority to identify the problems and to formulate and implement solutions.
· Continuous improvement: also referred to as kaizen, TQM requires the organisation and its members to improve on something every day. Improvement should be continuous and never-ending.

The Six Sigma approach to continuous improvement

There are various books and articles on Six Sigma, it is an important continuous improvement methodology which was first launched by Motorola in the late 1980’s. The Six Sigma approach has been hailed as the new TQM. At the core of the Six Sigma approach is a methodology and framework for linking improvement to profitability, irrespective of the functional area. It requires leadership and is becoming an increasingly popular continuous improvement tool for realising above-average financial returns. Companies that have used the Six Sigma approach have reported huge savings in production and service areas. The Six Sigma approach comprises 5 steps, namely (1) Define (2) Measure (3) Analyse (4) Improve, and (5) Control.

Six Sigma can be differentiated from TQM as follows:

· Six Sigma heightens the understanding of customers and the product or service provided,
· Emphasises the science of statistics and measurement
· Is meticulous and has a structured training development
· Strict and project focused methodologies
· Top management support and continuous education

Six Sigma has also developed scorecards which can be linked to the organisation’s overall strategic goals and vision by linking the Six Sigma scorecard to the balanced scorecard. Lean Six Sigma is also been developed and gaining popularity as a continuous improvement methodology.

Re-engineering

Within the context of strategic control, benchmarking, total quality management, the Six Sigma approach and re-engineering have become part of the strategic control toolkit. Organisations wishing to sustain competitive advantage through continuous improvement should incorporate these concepts into strategic control and evaluation systems.

The re-engineering process asks the questions (1) “How can we reorganise the way we do our work to provide the best quality and the lowest-cost goods and services to the customer?” Processes are therefore focused on customer needs rather than specific tasks or functional areas.

Re-engineering and TQM are interrelated and complementary. Once business processes have been re-engineered, TQM principles can be used to continuously improve the new processes and find better ways to managing tasks and roles.
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