THE ESSENTIAL ENTREPENEURIAL TASKS:

DEFINING THE BUSINESS, SETTING STRATEGIC OBJECTIVES, AND FORMULATING STRATEGY

The Three Entrepreneurial Components of Direction-Setting
The three elements which comprise the entrepreneurial task, are:

-
defining the organization’s business and strategic mission.

-
establishing strategic objectives and performance targets.

-
formulating a strategy to achieve targeted objectives.

The work product of these three elements is a strategic plan. 

Defining the Business: The first Element in Setting Direction
Organizational direction-setting should always begin with a clear concept and vision of what business the organization is in and what path its development should take. The following questions pose the issues squarely:

-
Should the enterprise concentrate on a single business or should it be diversified?

-
If managers opt for diversification, should the enterprise’s several lines of business be related or unrelated?

-
What products, technologies, and industries does the enterprise need to have a stake in and why?

-
What needs of which customer groups should the organization try to satisfy?

Normally, how an organization answers “Who are we and where are we headed?” is a function of past experiences, the specifics, the specifics of its present situation, the outlook if it continues to do just what it is doing now, opportunities and threats on the horizon, and what senior managers concluded about the organization’s best long-term course.

To the question, “What is our business and what will it be?” can be answered in eight ways:

1. In terms of the products or services being provided.

2. In terms of the principal ingredient in a line of products.

3. In terms of the technology that spawns the product.

4. in terms of the customer groups being served.

5. In terms of the customer needs and wants being met.

6. In terms of the scope of activities within an industry.

7. In terms of creating a diversified enterprise that engages in a group of related businesses.

8. In terms of creating a multi-industry portfolio of unrelated business.

Management’s concept of what the organization seeks to do and the customer groups and customer needs it intends to serve defines the business and establishes the organization as a whole intends to pursue now and in the future.

“What is our business?”
Peter Drucker, a widely respected authority on managing, argues that when the concept of an organization's business is not thought through and spelled out clearly, the enterprise lacks a solid foundation for establishing realistic objectives, strategies, plans and work assignments. He maintains that every business definition needs to be grounded in how enterprise intends to "create customer". 

The three dimensions of defining "What is our business?"
Derek Abell defining a business in terms of three dimensions:

1. customer groups, or who is being satisfied;

2. customer needs, or what is being satisfied;

3. technologies, or how customer needs are satisfied.

The products offered and the markets served are results of choices about whom to satisfy, what to satisfy, and how to produce the satisfaction; the specific combination of these three choices really comprises the answer to “what is our business?”.

"What will our business be?"
Today, managers need to keep looking beyond the present definition of the business. In the best-run organizations, the senior management task of consciously taking actions to shape the organization’s future seems to be grounded firmly in thinking deeply about where the organization is now and where it needs to be headed, what it should and should not be doing and for whom, and when it is time to shift to a new direction and to refine the business.

The Importance of a Clear Mission and Future Direction 
In practice, many statements of “who we are, what we do, and where we are headed” have both broad and narrow connotations. They can be broad in the sense of embracing several distinct types of products, industries, customer groups, technologies, and needs to be served, yet narrow in the sense of limiting the scope of the organization’s activities to an understandable, meaningful arena. Consider the following definitions of scope: 

· broad definition: home entertainment, furniture, travel and tourism, air transportation, publishing

· narrow definition: stereo equipment, upholstered chair manufacturing, luxury hotel, commuter airline, college textbooks.

Distinction between broad and narrow are relative.But, what is important about the broad or narrow definition is that it should be functionally useful: overly narrow business definitions carry the risk that management’s peripheral vision will be unduly restricted and important strategic threats or opportunities in nearby markets may be overlooked. On the other hand, broadly defining an organization’s strategic mission in language with high “fog intensity” can obscure the essential character and present or future operating scope of the enterprise.

The managerial value of a clear mission statement is in crystallizing the firm’s long-term direction and in steering entrepreneurial decision into a coherent pattern. An ambiguous answer to ‘What’s is our business and what will it be?” can help managers avoid the trap of trying to march in too many directions at once, and its counterpart, the trap of being unclear about when or where to march at all. When managers don’t have a clear vision of what the organization is trying to do and to become, their decisions and actions are likely to blockade the path ahead as to clear it.

Establishing Strategic Objectives: The Second Element in Setting Direction
Strategic objectives establish:

· the competitive market position that an enterprise seeks to have 

· the specific performance targets that management seeks to achieve in pursuing the strategic mission.

There are two types of strategic objectives:

· objectives that relate externally to the attractiveness and mix of industries the firm is in, the competitive position it aspires to in each industry, the reputation it wants to have with customers and public and its capabilities vis-a-vis competitors;

· objectives that relate internally with the desired organization performance and financial results.

The most common strategic objectives concern market share, growth in revenues and earnings, return on investment, competitive strength, technological capability, recognition as an industry leader, reputation with customers, overall size and degree of diversification, earnings stability over the cycle of ups and downs in the economy, financial strength, being well represented in industries with attractive prospects.

These objectives are very important for each level of a company, the survival and success of the organization depending on it and on the combination of both long-range and short-range objectives. Long-range objectives keep management alert to what has to be done now to attain the desired results later. Short-range objectives indicate the speed and momentum management seeks to maintain, regarding performance level in the near term.

Why Have Strategic Objectives?
A strategic mission without an action orientated by specific performance targets will remain a statement of good intentions and unrealized achievement. From paste experience, it is said that management that establish objectives for themselves and for their organization is likely to achieve them than managements that operate without performance targets. So, it is important to spell out targeted strategic positions and results in concrete and measurable terms, in order to help prevent organization drift, to establish organization priorities and provide benchmarks for judging how well the organization is doing. 

What Performance Targets Are Realistic?
Each performance target must meet the criterion of being challenging, but achievable. So, managers have to judge what performance is possible in light of external conditions as opposed to what performance the internal organization is really capable of achieving. 

In addition there can be two-way direction-setting interaction between objectives: (1) whereas strategy is the means for accomplishing strategic objectives and (2) the choice of a strategy implies that he organization’s financial performance objectives will be set high enough to fund successful strategy execution.

Direction-Setting and the Hierarchy of Strategic Objectives
Strategic objectives must be established not only at the corporate level for the organization as a whole but also for each of the specific lines of business and products in which the organizations has an interest and, further, for each functional area and department within the organization structure. When every involved manager, from chief executive officer on down to the first-line supervisor, formulates objectives at his or her level of job responsibility and is rewarded on the basis of whether the agreed objectives are achieved, then chances are that all managers will know precisely what they need to accomplish; they will also have a clear understanding of their unit’s expected contribution to overall organizational performance. İn the book is a good example about how are set up objectives from upper level management to the marketing manager, breaking each level objective into other specific and measurable objectives (e.g. from a 5 million profit objective to a selling 100,000 units at a 10 $ profit/unit objective, and so on). The key idea is that the process of establishing objectives for each manager and organizational subunit leads to a clearer definition of what results are expected and who is responsible for achieving them.

By specifying an measurable terms what contribution and results are expected from each manager and unit within the organization, everyone in the managerial hierarchy comes to understand the direction of the total enterprise and their role in it – a major leap forward, in getting the whole organization moving along the chosen course. In summary, managing with clearly defined strategic objectives in mind is likely to produce better organizational performance than managing without objectives. 
Formulating Strategy: The Third Element in Setting Direction

As the old adage goes “There’s more than one way to skin a cat”, managers need to decide on which path they will go to achieve their strategic objectives. An organization’s strategy thus represents the pattern of choices management has made among alternative means.

Strategy is the trajectory or flight path toward the bull’s-eye (targeted objective) and is made up of the entrepreneurial, competitive and functional area approaches management intends to employ in positioning the enterprise and in managing its overall portfolio of activities.

So, strategy tends to be custom tailored by management to fit all of relevant internal and external circumstances that make up its situation, because each organization situation is unique. And in the same time as organization’s circumstances change, its strategy is evolves, determining managers either to fine-tune or overhaul the ways they try to achieve strategic objectives.

The Levels of Strategy
Establishing strategic objectives for each level of the company organizations requires, in a rational matter, strategic game plans to each of that level, starting top to bottom.

Thus, corporate-level objectives underlie the formation of corporate-level strategy; line-of-business objectives underlie the formation of line-of-business strategy; functional area objectives (in manufacturing, management, finance and so on) underlie the formation of functional area support strategy; and the department and field objectives underlie the formation of operating-level strategy. 

Level 1. Corporate-Level Strategy

Corporate-level strategy is senior management’s game plan for directing and running the organization as a whole; it cuts across all of an organization’s activities – it’s different businesses, divisions, product lines and technologies.

The task of developing a corporate strategy has three elements:

1.
Developing plans for managing the scope and mix of the firm’s various activities in order to improve corporate performance (e.g.: decisions and actions regarding when and how the enterprise should get into new businesses, which existing businesses the company should get out of, whether quickly or gradually, which opportunities of which existing businesses to go forward with etc.).

2.
Providing for coordination among different businesses in the portfolio. Coordination of interrelated activities allows a diversified firm to enhance the competitive strength of its business units and makes overall corporate strategy more than just a collection of the action plans of independent subunits – competitive advantage can be created.

3.
Establishing investment priorities and allocating corporate resources across the company’s different activities (e.g.: decisions about how much of the corporate investment budget each organizational unit will get and actions to control the pattern of corporate resource allocation, to channel resources out or areas where earnings potentials are lower into area where they are higher). With limited resources, it makes sense to (1) channel investment capital to support those strategic moves with the highest expected profitability and (2) deploy the available internal resources in close alignment with the success requirements of each line of business the corporation is in.

These actions will determine the organization’s business positions, that is which customer needs a firm is meeting and is moving to meet, which customer groups it serves and is moving to serve, which technologies it employs and is becoming capable of employing, and which skills it has and is building are. They are a combination of:

1)
offensive moves to pursue selected opportunities and build new or stronger business positions

2)
defensive moves to protect existing positions against emerging threats.

The specific strategy-related responsibilities of corporate-level managers include: 

· Managing the scope and mix of businesses the corporation is in (and restructuring the make up of the business portfolio whenever circumstances warrant).

· Establishing corporate/level strategic objectives and financial performance targets.

· Deciding what, if any, general strategic theme or unifying concept will be used to give the enterprise a distinctive character and/or keynote its business mission.

· Deciding what role each business unit will play in the overall corporate portfolio and approving a general strategic direction for each line of business.

· Striving to produce a corporate-based competitive advantage through coordination of the strategies and related activities of divisional business units.

· Maintaining a capacity to intervene should a business unit’s strategic performance go awry.

· Reviewing and approving the major strategic recommendations/actions of subordinate managers.

· Controlling the pattern of corporate resource allocation.

The different parts of corporate strategy are shown in Figure 2-3.

Level 2. Line-of-Business Strategy (Business Strategy)

It is the managerial action plan for directing and running a particular business unit. 

Business strategy deals explicitly with: 

(1) how the enterprise intends to compete in that specific business; 

(2) what the role of thrust of each key functional area will be in building a competitive advantage; 

(3) developing responses to changing industry and competitive conditions;

(4) controlling the pattern of resources allocation within the business unit. See Figure 2-4 in the book which illustrates the various business strategy elements. 

The primary element of line-of-business strategy is always how to make the company entrepreneurially and competitively effective in the marketplace, so the company must respond to questions regarding where and how to “position” the business in the market, how to act and react toward rivals and how to react or pro-act to the trends and external changes that could affect the company (social, political and economical conditions). Internally, business strategy must deal with how the different functional pieces of the business (manufacturing, marketing, R&D, finance and so on) will be aligned and made responsive to those market factors on which the desired competitive advantage depends.

It is essential to select a business strategy that is closely matched to the firm’s skills and resource base. It is foolhardy to decide on a strategy that is not suited to what the firm is good at doing (its skills and competences) and to what is capable of doing with the available resources.

For a single-business enterprise, corporate strategy and business strategy become one and the same, except when a single-business firm begins to contemplate diversification. The distinction between corporate and business strategy is mainly relevant for firms that are sufficiently diversified to have divisional units competing in two or more different industries.

The strategy formulation role of the manager in charge of a business usually includes:

· Making sure that the proposed strategic plan for the business adequately supports achievement of corporate strategic objectives and is consistent with corporate strategy themes.

· Serving as chief strategist and leading the process of assessing the business strategic situation, evaluating alternative strategies and making strategy decisions.

· Seeing that the various functional area support strategies are coordinated in ways that promote achieving and maintaining an attractive competitive advantage.

· Controlling the pattern of resource allocation within the business in ways that support the chosen strategy.

· Keeping higher-level management informed of market changes, deviations from plan and potential business strategy revisions.

Level 3. Functional Area Support Strategy

Functional area support strategies are the actions plans for managing the principal subordinate activities within a business. There is a functional area support strategy for each part of the business: production, marketing, finance, human resources, R&D, and so on.

Their role is to flesh out he business game plan, giving it more substance, completeness and concrete meaning as applied to a specific part of the business. They are important because they explicitly indicate the contribution of each major subactivity in the business to the overall business strategy. When all of the principal activities within a single business, particularly the activities crucial to successful strategy execution, are integrated and exhibit a consistent fit, the whole strategy obtains added power.

Whereas developing line-of-business strategy is the responsibility of the general manager of the business unit, the task of working out the details of functional area support strategy is typically delegated by the business-level manager to the functional area heads. However, just as business-level strategies and objectives are subject to the approval of the corporate manager, functional area strategies and objectives are subject to the approval of the business manager.

Level 4. Operating-Level Strategy

It refers to how departmental and supervisory-level managers intend to carry out the fine details of functional area support strategies. Consider the following example: 

A distributor of heating and air-conditioning equipment emphasizes quick, reliable delivery of replacement parts as the feature component of its dealer service package. Accordingly, the inventory strategy of the warehouse manager is to maintain such an ample supply of each part that the chance of stockout on a given item is virtually nil. His warehouse staffing strategy is to maintain a large enough work to force ship each order within 24 hours.

This example shows that the logic of the operating-level strategy flowed directly from a higher-order strategic requirement and that the operating strategy was handled by managers in charge of carrying out day-to-day details of specific functional activities.

Ideally, corporate strategy, business strategy, functional area support strategy and operating-level strategy are developed in sufficient detail that each manager in the organization has a confident understanding of how to manage his or her area of responsibility in accordance with the total organizationwide game plan.

Coordination of Levels of Strategy
Coordination is essential. A strategy is well formulated when its separate pieces and layers are consistent and interlock smoothly like a jigsaw puzzle. The power of business-level strategy is enhanced when functional area and operating-level strategies are matched and fitted to each other to form an unified whole. It is obvious that manufacturing strategy, marketing strategy, financial strategy and so on, cannot go off on independent courses.

In a multibusiness enterprise, welding diverse business-level strategies together in some coherent fashion increases the power of corporate strategy.
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