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Planning and Strategic Management

 Planning involves defining the organization's goals, establishing an overall strategy for achieving these goals, and developing a comprehensive set of plans to integrate and coordinate organizational work. This unit introduces planning and the tools and techniques that managers have at their disposal to assist them in performing the management functions.
Planning is concerned with both the ends (what is to be done) and the means (how it is to be done). Planning gives direction by establishing coordinated efforts, reduces the impact of change, minimizes wasted time and resources and redundancy, and sets the standards used in controlling.
Strategic plans cover an extensive time period, cover broad issues, and include the formulation of objectives. Operational plans cover shorter time periods, focus on specifics, and assume that objectives are already known. Long-term plans are those with a time frame beyond 3 years. Short-term plans are those covering 1 year or less. Specific plans are clearly defined and leave no room for interpretation. Directional plans are flexible plans that set out general guidelines. A single-use plan is a one-time plan specifically designed to meet the needs of a unique situation. Finally, standing plans are ongoing plans that provide guidance for activities performed repeatedly.
Effective planning in a dynamic environment means:
· Developing plans that are specific but flexible
· Being willing to change directions if environmental conditions warrant
· Staying alert to environmental changes that could impact the effective implementation of plans and making changes as needed
· Continuing formal planning efforts even when the environment is highly uncertain
In a dynamic and uncertain environment, strategic management is important because it can provide managers with a systematic and comprehensive means for analyzing the environment, assessing their organization's strengths and weaknesses, and identifying opportunities for which they could develop and exploit a competitive advantage.
The strategic management process includes eight steps: (1) identifying the organization's current mission, goals, and strategies; (2) analyzing the environment; (3) identifying the opportunities and threats in the environment; (4) analyzing the organization's resources and capabilities; (5) identifying the organization's strengths and weaknesses; (6) formulating strategies; (7) implementing strategies; and (8) evaluating results.
Competitive advantage is what sets an organization apart; its competitive edge. It's important because an organization needs to be able to effectively exploit its resources and capabilities and to develop the core competencies to keep its edge despite competitors' actions or evolutionary changes in the industry.
Three techniques for assessing the environment include environmental scanning, forecasting, and benchmarking. Environmental scanning is the screening of large amounts of information to anticipate and interpret changes in the environment. Forecasting is predicting outcomes. Quantitative forecasting applies a set of mathematical rules to a series of past data to predict outcomes. Qualitative forecasting uses the judgment and opinions of knowledgeable individuals to predict outcomes. Finally, benchmarking is the search for the best practices among competitors or noncompetitors that lead to their superior performance.
There are four important techniques for allocating resources: budgeting, scheduling, breakeven analysis, and linear programming. Budgeting involves developing budgets, numerical plans for allocating resources to specific activities. Scheduling involves detailing what activities need to be done, the order in which they are to be completed, who is to do each, and when they are to be completed. Breakeven analysis is a resource allocation technique for identifying the point at which total revenue is just sufficient to cover total costs. Linear programming is a mathematical technique that solves resource allocation problems.
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PEST Analysis
PEST is an acronym that stands for certain factors included in an analysis of the macroenvironment: the political, economic, social, and technological variables of the environment external to the organization. These factors affect all firms and may include more or fewer factors depending upon the needs of the planners. These variables are almost always beyond the control of the firm and are often viewed as threats; however, changes in these variables may also create opportunities.
This analysis is often used in conjunction with a strengths, weaknesses, opportunities, and threats (SWOT) analysis and together serves to give a very comprehensive picture of the strategic environment. In addition, keep in mind that many of these macroenvironmental variables are nation-specific. This is extremely helpful when planning for international expansion.
The following examples are some of the criteria that might be considered when performing a PEST analysis:
· Political factors in a country should be considered, including the political stability of a country. The legal system and how contracts are enforced are also evaluated. Trade regulations and taxation regulations are also very important. Additional political considerations include wage and work regulations such as industrial safety rules.
· Economic factors of a nation are very important as well. For example, whether the economic system of a country is capitalistic or socialistic is very important. Currency exchange rates and the stability of the financial markets are critical factors as well. The general business cycle should also be considered. For example, is the country in a recession or experiencing prosperity?
· Social factors are also critical variables. What includes the demographics of a nation, and what social classes exist? Other social factors analyzed include education, how people use their leisure time, and the populations’ attitudes toward work and culture.
· The last factor is technology. Questions to be asked and answered would include information about technological breakthroughs and the impact that technology may have on a firm or product. How technology affects costs and business processes is also considered. In addition, planners must consider how technologically advance a nation is.






Introduction to Ratio Analysis

Accounting numbers are not meaningful in isolation and without comparison to a benchmark. This benchmark data can be a comparison to previous years' financial data, known as comparative financial statements, or to comparison with competitive data using ratio analysis. Ratio analysis allows for meaningful comparison between companies of varying sizes. Ratio analysis is based on norms and trends. Normal or average ratios can be computed for broad industrial categories. Ratios for individual firms can be compared with those of competitor firms. Changes in ratios over time (trend analysis) can provide for predictions about the future.
Financial statement analysis using ratios can help managers identify deficiencies in the business and take corrective action to improve performance. It also allows managers to anticipate future conditions that may affect the business. If interpreted properly, ratios can point to areas that need further investigation. 
Accountants and managers should be conversant with ratio analysis for the following three reasons (Spiceland et al., 2007, p. 121): 
· When preparing financial statements, accountants should be familiar with the ways users will use the information provided to make better decisions concerning what and how to report.
· When accountants participate in company decisions concerning operating and financing alternatives, they may find ratio analysis helpful in evaluating available choices. 
· During the planning stages of an audit, independent auditors often use ratio analysis to identify potential audit problems and determine the specific audit procedures that should be performed.
Ratio analysis is a means of evaluating the financing and investing decisions of a business. Ratios are classified in the following categories:
· Solvency ratios reflect the firm's ability to meet short-term obligations.
· Activity ratios measure the firm's effectiveness in using its resources (assets).
· Leverage ratios measure the extent to which the firm has been financed by debt (as opposed to equity).
· Profitability ratios measure the earning power of the firm.
· Per share data include measures of the firm's earnings, dividend yield, or book value on a per share basis.
Uses and Limitations of Ratio Analysis
Ratio analysis is used by three main groups: managers, credit analysts, and stock analysts. Ratios can be interpreted by comparing them to prior ratios, ratios of competitors, industry ratios, and predetermined standards. Important considerations are the trends of the ratios (for example, whether a firm's ratios have improved over time). The variability of the ratios should also be considered. A firm that has consistently good ratios is less of a risk than a firm that has several years of outstanding ratios, coupled with a few years of poor performance.
There are some potential limitations of ratio analysis; however, it should be noted that comparisons of income statement and balance sheet ratios could be challenging because of the timing of the financial statements. The balance sheet applies to a single point in time and at the end of the period. The income statement covers a period of time. Ideally, to compare an income statement account such as sales to a balance sheet account such as receivables, you would want to know the average receivables for the entire year that the sales figures cover. These data are not always available to analysts outside of the company because financial statement data are only required to be released on a quarterly basis. In such a case, an analyst may want to use an average of beginning and ending balance sheet numbers. This would improve the accuracy of the ratios but not entirely eliminate problems caused by seasonality.
Larger firms often have multiple divisions that make comparisons to other companies meaningless. Another limitation is that some industries have periods of historically poor performance (for example, recent performance of the airline industry). A firm that is comparing itself to its poorly performing competitors may provide a false sense of high performance. Inflation may make comparisons over time less meaningful as balance sheet data reflects historical costs that do not incorporate the effects of inflation. Seasonal factors can distort the ratio analysis if a firm has vastly different performance from one quarter to another (for instance, a retailer will have significantly different financial performance during the holiday season). 
In addition, many firms use window dressing techniques to make their financial statements look stronger (Brigham & Ehrhardt, 2016). An example would be a company that delays paying its suppliers at the end of the year to increase its cash balance. Differences in accounting or business practices can also distort comparisons between firms.
Another limitation is that it is difficult to determine if a ratio is good or bad. For instance, normally a high inventory turnover ratio would be considered good; however, a firm that turns over its inventory too fast may be at risk of not having enough inventory to meet customer needs.
Most importantly, the ratio analysis is only as good as the financial statements on which the ratios are based. 
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The Market Research Project

What is market research?
Market research is the process of gathering, recording, and analyzing data to ascertain the opportunities and threats to launch or relaunch a product or service, to measure consumer behavior and attitudes related to a product or service, and to benchmark the effectiveness of promotional programs.
The goal of market research is to help an organization achieve their business objectives by providing fact-based analyses as to what consumers want and how much money they are willing to spend. It eliminates intuition and emotion from the decision-making process and reduces business risks.
A market research project should always begin with defining the problem or opportunity to be studied. In addition, key objectives and goals for the study need to be outlined. The purpose and goals of the study guide the techniques used to gather data and influence the choice of information sources to consult for analyzing the data in relation to market trends.
Methods for Conducting Market Research
There are two methods for conducting market research: primary and secondary. Primary research is used when specific information is needed about the organization's products or services and client satisfaction. For example, what improvements would clients recommend for the organization’s Web site? Secondary research is used to collect information from existing sources.
Selecting which technique(s) to use depends upon two factors:
· The amount of time available to conduct the research
· The amount of money allocated for this purpose
Optimal results are obtained with a combination of primary and secondary data gathering, but market researchers often do not have the time or budget to do both.
Primary research techniques gather data through surveys such as telephone, fax, postal mail, e-mail, and Web sites; focus groups by conducting one-on-one interviews or group discussions; test marketing, industry special interest groups (SIGs), and client advisory panels. Often professional research firms are used to ensure clients and prospects feel free to openly express their ideas and concerns. Primary research can also be conducted using registration systems via the web, over the phone, on postage-paid printed cards or software monitoring tools. Today, marketers also rely on CRM technology tools to collect data from visitors and to know which sections of the Web site are most visited and why.
Secondary research sources are plentiful. The marketer is responsible for filtering through these resources to obtain data that fulfills the study’s purpose and objectives. These sources are available over the Internet, at libraries, government agencies, professional organizations, and colleges and universities. In addition, competitor and supplier Web sites also yield useful information. Today, suppliers publish well-researched and fact-filled white papers to demonstrate their expertise.
Market researchers need to apply the same creativity to their research as the market communicators apply to the promotions they produce.
Uses of Market Research
Market research results provide the critical data to determine the market strategy. These results help determine the target audience and the opportunities for a product or service. This information becomes the foundation for the market strategy SWOT analysis. From the SWOT analysis, marketing can identify the most profitable target audience for the product or service, determine if their needs will be met, and create promotion plans.
Benchmarking is another market research tool used to measure the effectiveness of marketing activities. Benchmarking includes monitoring and measuring client satisfaction or response to a marketing activity (sponsorships, gift promotions, price increases, Web site enhancement, and so on). By monitoring marketing activities, a marketer can determine whether changes will enhance client satisfaction or whether new product trends are emerging to pursue proactively.
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Entrepreneurs and Market Research

There are two fundamental types of research: primary and secondary. In primary research, the entrepreneur will typically hire a person to perform firsthand interviews, write questionnaires, set up focus groups, or query potential buyers in the beta testing or market testing stage. This is a form of direct observation with notes, surveys, and experiments. What is the disadvantage of this type of research? It is costly, time-consuming, and dependent on a valid hypothesis. Also, those collecting the data could skew the results by the way they pose their questions or by the groups of people whom they ask.
Secondary research consists of delving into company records to find viable information or finding it from a source such as the Buying Power Index (BPI) on the market potential in the United States, such as the number of barber shops, retail gift stores, or coffee shops that are available in market-potential indexes. Other research avenues include U.S. statistical abstracts, Internet research, or periodicals. An entrepreneur will use these sources to find quantitative data to validate the potential of launching a venture in a given arena. The disadvantage, when opting for this type of secondary research, is that such studies are not usually designed to meet the research criteria or the needs of the project. In research, the key words to be used are the following:
· Reliability: The degree to which a measure is free of random error, yielding consistent results over many samples or trials
· Validity: The degree to which the data correctly measures what they are intended to measure
· Correlation: A computational measure of the closeness of the relationship between the primary and secondary market opportunities
When looking at potential business opportunities, it is important to be less impulsive and to not lose sight of the overall picture and long-term potential. This is especially true when looking at the nuances of who is buying and the nature of their buying habits. One good example of this is locating entertainment-themed family restaurants in market locations where most of the potential customers have a very high disposable income. Why would a company do this? Is it because customers visiting the stores would spend more money than those in low disposable-income locations? Is the assumption correct? Yes, it is. But there is an error in this hypothesis because stores in places where there are far more middle-income earners have actually shown to do better, not because of what customers spent (because they did spend less), but because they showed up 3–5 times more often. In middle-income earning markets, parents could have a drink, a slice of pizza, and play games with the kids. In high disposable-income areas, families came less often because they could vacation in Hawaii or take the family to a ski resort or to the beach. This is an important truth: even if you are doing well, you may not have the best formula for success.
Market research is crucial for properly packaging existing products. But if ideas are radically new, market research can lead an entrepreneur to erroneous decisions. Planners know that market research is a systematic search for, and analysis of, information for marketing-related issues. It is using the past to predict the future. That can be very good or very bad. Arthur C. Clarke’s first of three laws of prediction says, "When a distinguished but elderly scientist states that something is possible, he is almost certainly right. When he states that something is impossible, he is very probably wrong" (Clarke, 1984). Business magnate Richard Branson has another perspective on market research and new business ventures. Branson once said, “In the same way that I tend to make up my mind about people within thirty seconds of meeting them, I also make up my mind about whether a business proposal excites me within about thirty seconds of looking at it. I rely far more on gut instinct than researching huge amounts of statistics” (Landrum, 2004). 




What Can Be Researched
Any type of marketing problem can be researched. Limits are time and money. Here are some of the fields covered by marketing research.
	Strategical Questions
	To know the consumers better
	· Segmentation
· Study of buying behavior and motivations
· Analysis of needs

	· 
	Markets
	· Identify the volume of markets
· Trends
· Market quantification
· Potential demand
· Buying intentions

	· 
	Competitors
	· Evaluate the competitive position
· Market share
· Competitors’ analysis

	· 
	Learning about the brand
	· Brand territory
· Awareness (top of mind, spontaneous, recall)
· Image and impact of advertising
· Campaign balance sheet

	Operational Questions
	Strengths and weaknesses of the product
	· New concepts
· Test of products
· Repositioning
· Range extensions and brand territory

	· 
	Defining a price level
	· Price audit
· Elasticity or acceptability of a price
· Test of prices

	· 
	Improving the product
	· Impact of merchandising
· Packaging






