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Abstract

Performance measurement quantifies the efficiency and effectiveness ot action that
helps organisations translate their strategies into results and fixes accountability to improve
performance. This research identifies two problem statements: First, can integrating strategy
formulation with measurement initiatives safeguard the performance goals in manufacturing
enterprises? And second, how can manufacturing enterprises derive an integrated approach
that meet their requirements and needs for strategy formulation (SF) and performance

measurement (PM) system implementation?

This work proposes an integrated paradigm that aligns the strategy-related
performance measures to attain performance improvement in manufacturing enterprises. A
two-stage empirical study was conducted, with 232 Hong Kong firms and 85 Shanghai
firms participating in the study. The first stage surveys identified the common success
factors, problem areas and strategy choices, and examined the relationship amongst

corporate, marketing, technology and operational strengths and the ‘reactive/proactive’

strategy choices. The subsequent personal interviews in Hong Kong complemented the
survey findings by examining the impact of SF/PM efforts in manufacturing enterprises.
There were two series of interviews. The first series acquired the managerial views on the
decision criteria on the integration of strategy formulation and performance measures, with the
aid of Analytical Hierarchy Process (AHP) methodology. The second interview series derived
several design elements and process considerations for aligning strategy formulation with
performance measures. The empirical study used in this research provided important inputs

and served as a foundation for development of a SF/PM Integration (SPI) model

In an attempt to integrate strategy formulation and performance measurement, the
SPI model adopts the guiding principles embodied with the Business Excellence Models
and stresses the results-oriented assessments on five categories of SF/PM criteria, namely
leadership and constancy of purpose, management by process, people development,

continuous improvement, and results orientation. Unlike that of the MBNQA and EQA,

the point values for criteria and sub-elements of SPI model were generated collectively
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from the perspectives of industry practitioners in the manufacturing sectors. These were
determined using the normalised weights obtained from the AHP analysis of empirical
interview findings. They are taken together to calculate the overall performance index for
an organisation. The process framework comprises five stages starting from strategy
formulation to implementation and evaluation of an integrated performance measurement
system. It encapsulates the requirements, critical processes and activities of strategy
formulation and performance measures into the way they are being managed In

organisations.

The SPI model helps manufacturing enterprises to build a selt-assessment platform
for amalgamating strategies, plans and actions which can enable performance improvement.
It can supplement any Business Excellence Models, and serves three important purposes.
Firstly, it i1s a working tool for integrating SF and PM inttiatives and guiding the
implementation of performance measurement system In manufacturing enterprises.
Secondly, using the model can help improve the eflectiveness of management practices in
relation to performance measures and self-assessment; and thirdly, using the model can
facilitate information sharing of best practices within an organisation and benchmark
performance against competitors and other organisations. Results of a post-evaluation
survey afhirmed that the model and processes could encourage organisational learning and

provide a practical means for manufacturing enterprises to devise effective self-assessment and

performance improvement.

The novel contributions of the research are to identify the key SF/PM attributes,

develop the self-assessment scoring method and the process framework accompanying the

SPI model. Manufacturing enterprises must evolve a holistic performance measurement
system matching their corporate mission, objectives and strategies. The SPI model provides
them with a systems approach for building and integrating the capabilities of SF and PM to

attain performance improvement goals, irrespective of their business nature and sizes.

73]



Acknowledgements

There were many persons who helped and supported me m one way or another with this
thesis at different stages, many of them without knowing it. It would be impossible to name all

of them; however, there are some persons who were instrumental and must be recognised here.

First and foremost, my gratitude goes to my supervisor, Professor Anthony Sydney
Whtte, the Professor of Engmeering Systems of the School of Computing Science, fbr his
constructive comments and guidance. I also thank Professor Raj Gill of Middlesex University
and Dr Kwai-Sang Chin of City University of Hong Kong for therr valuable advice on mproving
the contents and organisation of the materials presented in this thesis.

Apart from the School of Computing Science and the former Engineering Systems
Group at Middlesex University, I am thanktul for the collaborative supports from two other
universities including City University of Hong Kong and the Shanghai University that enabled
the empirical studies to be conducted in Hong Kong and Shanghai, respectively. I would also

like to acknowledge all the organisations and individuals who have contributed their times and

shared ther views in participating the surveys and mterviews. Moreover, some of my fellow

students are gratefully thanked for ther help with data compilation. Though so much assistance
was given, I accept full responsibility for any errors of submission or omission that may have

been made 1n this thesis.

Lastly, but in no way the least, I need to sincerely thank to my family members for their
love, tolerance, encouragement and contmued support. Without which, I should never complete

this thesis.

Kit Fai PUN
March 2003



Table of Contents

Declaration

Abstract
Acknowledgements
List of Figures

List of Tables

List of Abbreviations

Chapter 1 Introduction

1.1 Background to the Research
1.2  Problem Statements
1.3  Aim and Objectives of the Research
1.4  Scope and Limitationsof the Research
1.5  Methodologies Used i the Research
1.5.1 Literature review
1.5.2 Conduct of empirical study
1.5.3 Development of an integration model

1.6  Outline of the Thesis
Chapter 2 Strategic Planning and Strategy Formulation
Practices — A Literature Review
2.1 Introduction
2.2 Conceptualisation ot Strategy
2.3  From Strategic Planning to Strategy Formulation
2.3.1 About strategic planning
2.3.2 About strategy formulation
Operationalising Strategy Formulation
24.1 Strategy Determinants
2.4.2 Reactive/proactive dimension of strategies
2.4.3 Obstacles to the implementation of strategic decisions
Models and Methodologies for Strategy Formulation
2.5.1 Competitive forces framework
2.5.2 Competitive strategy framework
2.5.3 Strategic opportunities framework
2.5.4 Competitive advantage framework
2.5.5 Strategic option generator
2.5.6 Strategic mpact model
2.5.7 TIT-induced reconfiguration model
2.5.8 Strategic alignment model
2.5.9 Contingency framework for manufacturmg strategy processes
2.5.10 Configuration model for strategy formulation
Synergy of Strategy Formulation and Configuration
2.6.1 Rationale of a synergy approach

2.4

2.5

2.6

Pages

i1
IV

b¥11]

OO0 Wh ™t r—

12
14
14
16
16

19
19
20
27
27
29
31
31
34
36
38
4]
42
43

43
45
47
47
43
49
49



2.7

Chapter 3

3.1
3.2

3.3

3.4

3.5

3.6

Chapter 4

4.1
4.2

2.6.2 Features and characteristics of a synergy model
2.6.3 Implications for manufacturing enterprises
Concluding Remarks

Managing Performance Measurement:
Theory and Practices
Introduction
Performance Measurement and Measures
3.2.1 Ascertamning the needs for performance measures
3.2.2 Crtteria, dmmensions and characteristics of performance
Mmeasures
Performance Measurement Systems
3.3.1 Evolution of performance measurement systems
3.3.2 Design of performance measurement systems
3.3.3 Emerging performance measurement systems
3.3.3.1 Strategic measurement analysis and reporting
technique (SMART)
Pertormance measurement questionnaire (PMQ)
Results and determinants matrix (R&DM)
The Balanced scorecard (BSC)
Comparative business scorecard (CBS)
Cambridge performance measurement process
(CPMP)
Consistent performance measurement systems
(CPMYS)
Integrated performance measurement systems
(IPMS)
Dynamic performance measurement systems
(DPMS)
3.3.3.10 Integrated PM framework (IPMF)
3.3.4 Analysis of performance measurement systems
3.3.5 Problems associated with PM systems
Total Quality Management, Business Excellence and PM
3.4.1 Concepts of total quality management and business
excellence
3.4.2 Evaluation criteria ot TQM-business excellence
3.4.3 The TQM-BE-PM integration and self-assessments
Linking Strategy Development and Deployment and PM
3.5.1 Strategy development and deployment
3.5.2 Quality function deployment, hoshin kanri and PM
3.5.3 Applicability of QFD and hoshin kanri in strategic PM
Concluding Remarks

3.3.3.2
3.3.3.3
3.3.3.4
3.3.3.5
3.3.3.6

3.3.3.7
3.3.3.8

3.3.3.9

Challenges in Manufacturing Industries:
Hong Kong and Shanghai

Introduction

Industrial developments in Hong Kong

51

36
59

62
62
63
63

635
71
71
74
77

78
80

81
83
84

86

88

90

92
93
935

100
102

102
104
110
113
113
114
118
120

123
123
124



4.3

4.4
4.5
4.6

Chapter S
>.1

>.2

.3
5.4

5.5

.6

Chapter 6

0.1
6.2
6.3

6.4

0.5

Manufacturing Sectors in Hong Kong

4.3.1 Major industry sectors

4.3.2 Weaknesses and threats in manufacturing

4.3.3 The Hong Kong’s advantages: strengths and opportunities
Industrial Developments in Shanghai

The Shanghai’s Advantages and Challenges

Concluding Remarks

Research Methodology:

Design and Conduct of Empirical Study
Introduction

Purposes of Empirical Study

A Two-Stage Plan of Empirical Study

Design and Conduct of Stage One Survey

5.4.1 Research propositions and hypothesis

5.4.2 Design of survey instruments

5.4.3 Pilot survey and questionnaire refinement
5.4.4 Determination of population and sample size
5.4.5 Survey execution and analysis of findings
Design and Conduct of Stage Two Interview

5.5.1 Development of analytical framework
5.5.2 Questionnaire design and piot interviews
5.5.3 Sample size and results analysis

5.5.4 Design and execution of second interviews
Concluding Remarks

Analysis of Empinical Findings: Stage I -

Strategy Formulation in Manufacturing Enterprises

Introduction

Highlights of Empirical Surveys

Findings from the Hong Kong Survey

6.3.1 Response rates and industry representation

6.3.2 Profiles of surveyed companies

6.3.3 Industry rankings ot success factors

6.3.4 Industry rankings of problem areas

6.3.5 Industry rankings of strategy choices

Comparative Analysis of Hong Kong-Shanghai Studies

6.4.1 Response rates and respondents’ profiles

6.4.2 Proposttion 1: Common success factors

6.4.3 Proposition 2: Business and operational problems

6.4.4 Proposition 3: Impact of success factors and problems
on strategy choices

Assessment of Strategy Determinants and Components

6.5.1 Ranking of strategy determinants and components

6.5.2 Hypothesis 1: Corporate strengths and strategy choices

6.5.3 Hypothesis 2: Marketing strengths and strategy choices

6.5.4. Hypothesis 3: Technology strengths and strategy choices

126
126
131
135
139

141
145

147
147
148
149
151
151
157

159
158
162
165

163
172
173
174
177

179
179
180
182
182
184
136
191
195
201
201
204
208

212
217
217
220
222
224

vii



6.6

Chapter 7
7.1

7.2
7.3

7.4

7.5
Chapter 8
8.1

8.2
8.3

8.4

8.5

8.6
8.7

6.5.5 Hypothesis 4: Operational strengths and strategy choices
Discussions and Concluding Remarks

Analysis of Empirical Findings: Stage 11 - Linking

Strategy Formulation with Performance Measures

Introduction

Highlights of Empirical Interviews

Findings of the First Series Interviews

7.3.1 Response rate and company profile

7.3.2 Priorities among the criteria of SF and PM

7.3.3 Level 1 of decision criteria

7.3.4 Level 2 of decision sub-criteria

7.3.5 Level 3 of benefits of SF/PM mtegration

7.3.6 Commentary on the first series interview findings

Findings of the Second Series Interviews

7.4.1 Profile of interviewed organisations

7.4.2 Vertfication of strategy choices

7.4.3 Comments on industry and strategy trends

7.4.4 Comments on strategy determinants and performance
criteria

7.4.5 Comments on measurement system designs

Concluding Remarks

Development of an Integrated Model for Manufacturing
Strategy Formulation and Performance Measurement
[ntroduction

Needs for Integrating SF/PM Inttiatives

Development ot a SF/PM Integration Model

8.3.1 Constructs and components of the model

8.3.2 Characteristics and features of the model

8.3.3 Self-assessment instruments and guidelines
8.3.4 Scoring method for self-assessments

8.3.5 Conduct of a self-assessment exercise

8.3.6 Interpretation of self-assessment scoring results
Evaluation of the SPI Model and Criteria

8.4.1 Use of self-assessment instruments

8.4.2 Conduct of post-evaluation survey

8.4.3 Results on performance scoring

8.4.4 Relevance of SF/PM practices

A Process Framework tor SF/PM Integration

8.5.1 Stage 1: Formulation of corporate and business strategies

8.5.2 Stage 2: Identification of improvement opportunities
8.5.3 Stage 3: Design of performance measures

8.5.4 Stage 4: Building of an integrated system

8.5.5 Stage 5: Assessment of competitive impacts
Adaptation of SF/PM Integration Model

Concluding Remarks

225
227

232
232
233
234
234
236
241
242
244
245
246
246

249
251

252
255
2538

260
260
261

205
265
268
271
277
282
283

286
286
286
288
292
293
296
297
299
300
302
303
305

vill



Chapter 9 Conclusions and Recommendations
9.1  Introduction
9.2  Contributions in This Research Work
9.2.1 Conceptual issues: literature review
9.2.2 Methodological issue: empirical study
9.2.3 Modelling issues: development of SPI model

93 Discussions and Conclusion
04 Recommendations for Future Work
94.1 Extended scope of empirical studies

94.2 Culture values and influences
9.4.3 IT applications of SPI self-assessment

9.5  Epiogue

References and Bibliography

List of Appendices
Appendix 1: Research Instruments of Two-stage Empirical Study
Appendix 2: Theoretical and Axiomatic Foundations of Analytic
' Hierarchy Process

Appendix 3: A Sample Score-Matrix Questionnaire and Scoring Record
Sheet for Self-Assessment Exercises

Appendix 4: Some Implications on Self-assessment Results in
Accordance with SF/PM Criteria

Appendix 5: Evaluation Instrument of Performance Self-assessment
Survey

Appendix 6: Evaluation Records of Questionnarre Survey on Performance
Self-Assessment

307
307
307
309

311
313
314
316
316
317
318
319

321

340

341

360

366

381

392

394



List of Figures

Figure 1. The research framework and methodologies

Figure 2. Basic forms of strategy

Figure 3. Competitive forces framework

Figure 4. The strategic grid

Figure 5. Strategic opportunities framework

Figure 6. IT-induced reconfiguration model

Figure 7. Strategic alignment model

Figure 8. Contingency framework of manufacturing strategy process
Figure 9. Strategy configuration process model

Figure 10.

A synergy model for manufacturing strategy formulation

Figure 11. The manufacturing strategy formulation and configuration process

Figure 12
Figure 13

Figure 14.
Figure 15.
Figure 16.
Figure 17.
Figure 18.
Figure 19.
Figure 20.
Figure 21.
Figure 22.
Figure 23.
Figure 24.
Figure 25.
Figure 26.

Operational definition of performance criteria

The SMART performance pyramid

An excerpted section of PMQ

Core elements of a results and determinants matrix

Kaplan and Norton’s four-box balanced scorecard

Kanji’s Comparative Busmess Scorecard

Phases in developing a performance measurement system

Three intrinsic dimensions for classifying performance indicators

A reference model for integrated performance measurement systems
The integrated performance measurement framework structure

A comparison of MBNQA and EQA criteria

The building of performance attributes, process and strategy matrices
An integrated QFD/Hoshin/PM process

Conduct of a two-stage empirical study

A research framework for comparative analysis

Figure 27. The hypothesised links among variables
Figure 28. An analytical framework for evaluating SF and PM initiatives

Figure 29.

Fundamental scale for comparative judgements

Figure 30. Manufacturing strategies with regards to changing business environment
Figure 31. A systems framework of the SPI model

Figure 32. The construct of SPI model

Figure 33. The RADAR logic of self-assessment

Figure 34. A sample pathfinder card for self-assessment

Figure 335. The structure for developing a self-assessment item

Figure 36. Illustration of questionnaire development

Figure 37.
Figure 38. Scoring guide of SPI self-assessment on enabler dimensions of criteria

Scoring method of SPI self-assessment

Figure 39. Scoring guide of SPI self-assessment on results dimensions of criteria
Figure 40. An illustrated case for scoring SPI self-assessment

Figure 41. A five-stage process framework for SF/PM integration

Figure 42. A HoQ matrix for strategy deployment

Figure 43. A summary of the research works

Pages

13

21
41
42
43
46
47
48
49
51
52
66
79

80
82

33
85
87
89

91
93

106
115
117
150
151
156
167
168
263

267
268

272
273
275
277
278
279
230
284
295
298
308



List of Tables

Table 1. Main types of strategy process
Table 2. Pettigrew and Whipp’s Trinity of forces
Table 3. Selected connotations of strategic planning since the 1970s

Table 4. Common success factors and problem areas for manufacturing busmesses

Table 5. Common proactive- and reactive-oriented strategies

Table 6. Fifteen potential strategy implementation problems

Table 7. Contrasting main features of selected strategy models and frameworks

Table 8. The manufacturing strategy audit, formulation and execution

Table 9. Critical dimensions of performance

Table 10. Critical characteristics of performance measures

Table 11. Evolution of performance measurement systems

Table 12. Specifications and requirements for PM systems development

Table 13. A list of emerging systems for pertormance measures

Table 14. An evaluation typology of PM systems

Table 15. A comparison amongst ten selected performance measurement systems

Table 16. The underpinning principles of two business excellence models

Table 17. The TQM-business excellence concepts and performance measures

Table 18. Four strategy determinants and their key components

Table 19. A list of proactive-reactive strategies

Table 20. A list of decision criteria, benefits and sub-elements for SF/PM

Table 21. Pairwise comparison judgement matrix for Level-1 critera

Table 22a. Pairwise comparison judgement matrix for LC sub-criteria

Table 22b. Pairwise comparison judgement matrix for RO sub-criteria

Table 22c. Pairwise comparison judgement matrix for MP sub-criteria

Table 22d. Pairwise comparison judgement matrix for PD sub-criteria

Table 22¢. Pairwise comparison judgement matrix for CM sub-criteria

Table 23. Pairwise comparison judgement matrix for anticipated benetits

Table 24. An excerpt of focal questions in the second interview

Table 25. A comparison of basic statistics ot empirical studies, 1994-2001

Table 26. Industry rankings of success factors imn Hong Kong, 1994-2001

Table 27. Common success factors among industry sectors in Hong Kong

Table 28. Industry ranking of problem areas in Hong Kong, 1994-2001

Table 29. Common problems among industry sectors in Hong Kong

Table 30. Industry ranking of strategy choices in Hong Kong, 1994-2001

Table 31. Common strategy choices among industry sectors in Hong Kong

Table 32. Sample demographics of Hong Kong’s versus Shanghat’s respondents

Table 33. Rankings of success factors: Hong Kong’s versus Shanghar’s
organisations

Table 34. Significant associations between size of organisation and success factors 207
209

Table 35. Ranking of problems: Hong Kong’s versus Shanghai’s organisations

Pages

24
25
28
33
35
37
40
54
68
70
73
77
78
95
96
105
109
154
155
166
169
169
170
170
170
170
171
176
183
187
188
192
195
197
200
202

205

Table 36. Significant associations between size of organisation and problem areas 211

Table 37. Ranking of strategy choices: Hong Kong’s versus Shanghai’s
organisations

213

X!



List of Tables (continued)

Table 38. Significant associations between size of organisation and strategy choices 215
Table 39.

Comparative analysis of strategy determinants and components

Table 40. Hypothesis testing results for corporate strengths and strategy choices
Table 41. Hypothesis testing results for marketing strengths and strategy choices
Table 42. Hypothesis testing results for technology strengths and strategy choices
Table 43. Hypothesis testing results for operational strengths and strategy choices

Table 44.

The profile of participating organisations in the first interviews

Table 45. The parwise companson judgements and the absolute weights of criteria
Table 46. The pairwise comparison judgements and the absolute weights of

sub-criteria

Table 47. The pairwise comparison judgements and the absolute weights of benefits

Table 48.
Table 49.

Table 50.
Table 51.
Table 52.
Table 53.

Table 54.
Table 55.
Table 56.
Table 57.
Table 38.
Table 59.
Table 60.
Table 61.

Table 62.

Normalised weights of judgements from evaluator groups

Global priority of sub-criteria relative to the goal of evaluating SE/PM
ntegration

The profile of the first group of interviewed companies

Basic information of the second group of industry experts

The preferred strategy choices among interviewed companies

Highlights of views and comments from industry experts and
representatives

A set of performance indicators suggested by industry experts

A score listing of the SF/PM criteria and sub-criteria

Criteria requirements of the first four categories

The requirements ot the results orientation criterion

Anticipated outcomes and focal areas of self-assessment

Conversion factors of SF/PM criteria and sub-criteria

Scoring records of respondents of a post-evaluation study

Summary of performance scores and indices of participating
organisations

Relevance of SF/PM criteria to strategy formulation and pertormance
measures

Table A2.1 Random inconsistency index

218

221
223
225
226
235
237

2338
239
240

243
247
249
250

253
257
269
270
271
274
281
289

291

293
364

xil



ATC
BE
BEM
BSC
BSN
CBS
CEO
CI
CM
COI
COM
CPMP
CPMS
CR

- CSF
CUR
DHKI
DPMS
ECI
EFQM
EQA
ETD
FIR
HK
HoQ
IEE
IPMF
[IPMS
ISP

[T

LC

LE
LEC
MBNQA
MAC

NEFR
OEF
OEM
OVO
PD

List of Abbreviations

Anticipated Benefits

Analytic Hierarchy Process

Agreement on Textile and Clothing

Business Excellence

Business Excellence Model

The Balanced Scorecard

Balancing and Satisfying Stakeholders’ Needs
Comparative Business Scorecard

Chiet Executive Officer

Consistency Index

Continuous Improvement

Contmuous Innovation

Corporate Mission, Vision and Values
Cambridge Performance Measurement Process
Consistent Performance Measurement Systems
Consistency Ratio

Critical Success Factor

Customer Focus

The Directory of Hong Kong Industries
Dynamic Performance Measurement Systems
Enhancement of Corporate Image and Reputation
European Foundation for Quality Management
European Quality Award

People Education, Traming and Development
Financial Results

Hong Kong

House of Quality
[Improvement of Efficiency and Effectiveness

Integrated Performance Measurement Framework
Integrated Performance Measurement Systems
Implementation of Strategy and Policy
[nformation Technology

Leadership and Constancy of Purposes

Large Enterprises

Learning Culture

Malicolm Baldrige National Quality Award
Management Commitment

Management Involvement

Management by Processes

Non-Financial Results

Organisational Effectiveness

Origmal Equipment Manufacturing

Optmusation of Value-added Operations

" People Development

Xili



List of Abbreviations (Continued)

PDCA Plan, Do, Check and Act
PEM People Empowerment
Pl Pertformance Indicator
PIN People Involvement
PM Performance Measurement
PMG Performance Measurement Grid
PMQ Performance Measurement Questionnaire
PRC The People’s Republic of China
PSP Product and Service Processes
PWS People Well-being and Satisfaction
QFD Quality Function Deployment
R&D Research and Development
R&DM Results and Determinants Matrix
RADAR Results, Approach, Deployment, and Assessment and Review
Rl Random Index
RO Results Orientation
'RUS Review and Update of Strategy/Policy
SAR Special Administrative Region
SF Strategy Formulation
SH Shanghai
SIN Sharing of Information
SKN Sharmg ot Knowledge
SLM Strengthening of Loyalty and Morale
SMART Strategic Measurement Analysis and Reporting Technique
SME Small and Medium-sized Enterprises
SOR Social Responsibilities
SPD Strategy and Policy Development
SPI SF/PM Integration
SPSS Statistical Package for Social Sciences
TOM Total Quality Management

WTO The World Trade Organisation

XV






Chapter 1
Introduction

1.1 Background to the Research

Recent developments of the World Trade Organisation and other international trade
agreements have forced industries worldwide to face a new era of intense global
competition (Dangayach and Deshmukh, 2001). Associated with rapid technological
changes and product variety proliferation, this has led to an emerging scenario in which
industries must continuously implement best practice management principles, strategies and
technologies (Carpinetti et al., 2000). Competition in industry has become more difficult
with a greater number of buyers and sellers, increased product differentiation, entry
barriers, vertical integration, diversification and cost structures (Porter, 1998).
Manufacturing enterprises have to compete effectively not only in the local context, but in a
wider regional and global marketplace. Platts and Gregory (1991) argue that the
achievement of organisational objectives is realised through 1) the deployment of strategic
decisions, 2) alignment of resources with strategy, and 3) enhancement ot the ability to
compete on competitive criteria (e.g. quality, cost, delivery, and flexibility). Many recent
studies found that the formulation and execution of viable organisational strategies (Barnes,
2002; Porter, 1998; Segal-Horn, 1998) and the performance measurement initiatives in

organisations (Bourne et al., 2002; Kennerley and Neely, 2002, 2003) would determine

how a company competes in the marketplace.



Many people use the words ‘strategies’, ‘plans’, ‘policies’ and ‘objectives’
interchangeably (Bennett, 1996, p.4). The term strategy seems to have a muititude of
meanings. This is not surprising, as there i1s no commonly accepted and universal definition
of strategy (O'Regan and Ghobadian, 2002a, b). The strategy literature reflects the
complexity and diversity of strategic thought (Hutchinson, 2001). For instance, according
to early scholars such as Chandler (1962), strategy is the determination of the basic goals
and the objectives ot an enterprise and the adoption ot courses of action including the
allocation of resources necessary for carrying out these goals. Andrews (1971) argues that
strategy 1S a rational decision-making process by which the organisation’s resources are
matched with opportunities arising from the competitive environment. Others, such as
Aldrich (1979), state that the environment has a strong deterministic influence on the
strategy-making processes In organisations. On the other hand, proponents of the
resource-based view also argue that it 1s not the environment but the resources of the

organisation that form the foundation of a firm’s strategy (Grant, 1991).

An examination of the definitions to-date suggests that strategy encompasses the

following elements: 1) a focus on long-term direction of the organisation, 2) defining what
business the organization should engage in, 3) matching the activities of the business to the
environment in order to minimise the threats and maximise opportunitties, and 4) matching
the organisation’s activities to the resources available (McDonald, 1996). Many scholars
(e.g. Hill, 1997; Johnson and Scholes, 1997) classified organisational strategy into three
levels, namely corporate, business, and functional strategies. For instance, according to
Miller and Hayslip (1989), manufacturing is a core function of an organisation and a

manufacturing strategy is a projected pattern of manufacturing capabilities, and to support



business and corporate strategy. For the purpose of this research, ‘strategy’ refers
primarily to ‘organisational strategy’ in manufacturing enterprises that specifies how an

entire organisation or its business units achieve and maintain competitive advantage within

its industry.

Recent Iiterature (e.g. Barnes, 2002; Hayes and Upton, 1998; Pearce and Robinson,
1998; Pilkington, 1998) indicates that strategy formulation (SF) helps organisations assert
thewr vital continuity and facilitates their adaptation to changing environments. There are
many different perspectives on strategy in the literature. Scholars (e.g. McNamee, 1990;
Mintzberg, 1994a, b) wrote about the influence of structure on strategy, others have
focused on leadership (Leavy and Wilson, 1994), culture (Stacey, 1993), or industrial
analysis (Porter, 1980, 1985). Mintzberg (1994a) has argued that there 1s no predetermined
strategy but strategy has to emerge, not necessarily in an incremental way, rather that it
should be left to those that do to be crafted, and only when it has emerged will it actually
be recognised. There 1s a growing cognizance that traditional approaches to strategy
development often do not lead to the intended results in highly dynamic environments
(Feurer and Chaharbaghi, 1995a). Organisations have to move towards a more dynamic
concept as the underlying conditions change betore formulated strategies can be fully
implemented (e.g. Feurer and Chaharbaghi, 1995a; Porter, 1998). They must determme what
makes the most sense in light of therr positions in the industry and perform an integrated analysis
of external environment and assessment of mternal competencies. However, the way in which

an integrated approach to strategy formulation can be achieved is worthy of investigating.



Mintzberg (1994a, b) argues that strategies are realised through consistency of
decision-making and action. Performance measurement (PM) provides a means of inducing
this (Kaplan, 1990; Hall et al., 1991). PM is the process of quantifying the efficiency and
effectiveness of action (Neely et al., 1995) that helps organisations translate their strategies
nto results (Kermally, 1997; Parker, 2000), and fixes accountability for behaviour and
results to improve pertormance (Schneier et al., 1995). Buxton and Ward (1998) argue that
PM links to performance management though the setting of goals, standards and targets for
improving an enterprise’s performance. It also serves a wide range of purposes including
monitoring mternal systems, monitoring external performance, tracking the implementation
of change, stimulating continuous improvement at system and personnel levels, and

tracking the overall financial performance of an organisation (e.g. see Austin, 1996; Feurer

and Chaharbaghi, 1995b; Neely et al., 199)5).

Performance measurement is currently attracting a great deal of interest among both
industrialists and academics alike (Bourne et al., 2002). The Foundation ot Manufacturing
Committee of the National Academy of Engineering has advocated that PM is one of the
ten foundations of world-class practice (Heim and Compton, 1992). However, although
there are numerous performance measurement frameworks (Keegan et al, 1989; Lynch and
Cross, 1991; Fitzgerald er al., 1991; Kaplan and Norton, 1992; Neely et al, 2002) and
management processes for the design of performance measurement systems (Dixon et al.,
1991; Kaplan and Norton, 1993, 1996; Neely et al., 1996; Bititci et al., 1998b), there has
been less research into the success and failure of performance measurement initiatives. Like
other business and public sector organisations, the success of manufacturing enterprises

would rely significantly on the formulation and execution of viable strategies (Barnes,



2002; Porter, 1998) and the performance measurement initiatives in organisations (Bourne
et al., 2002; Kennerley and Neely, 2002). Integrating SF and PM to attain sustainable
competitive performance is a challenge that manufacturing enterprises face today, irrespective

of business nature, sizes and locations.

1.2 Problem Statements

This research identifies two problem statements:

1) Can mtegrating strategy formulation with measurement initiatives safeguard the
performance goals in manufacturing enterprises?

2) How can manufacturing enterprises derive an mtegrated approach that meet their

requirements and needs for SF and PM system implementation?

In an increasingly dynamic competitive environment, an organisation’s success
cannot be easily explained through the formulation of any intended strategies and
application of specific strategic processes or techniques (Feurer and Chaharbaghi, 19935a;
Pun et al., 2001a). Although 1t has long been recognised that PM has an important role to
play in the efficient and eflective management ot organisations, it still remains a critical and
much debated issue (Kennerley and Neely, 2002). DeFeo and Janssen (2001a) argue that
both SF and PM should link every element in an organisation with a common performance
goal. Therefore, the first problem statement identified for this research is to determine
whether integrating strategy formulation with measurement initiatives can safeguard the

performance goals in manufacturing enterprises. There are certainly many success stories



(e.g. Bourne and Wilcox, 1998; Kaplan and Norton, 2000), but there is also a growing
literature addressing the difficulties of implementing SF and PM initiatives (e.g. McCunn,
1998; Schneiderman 1999; Neely and Bourne, 2000). According to a recent study
conducted by Bourne et al. (2002), the common practitioners’ reflections and reasons for
success and failure of the inttiatives can be categorised using Pettigrew and Whipp’s (1993)

organisational context, development process and measurement content. These are:

1) Contextual issues:

e The need for a highly developed information system (Bierbusse and Siesfeld, 1997).
e Time and expense required (Bierbusse and Siesfeld 1997; McCunn, 1998).

e Lack of leadership and resistance to change (Hacker and Brotherton, 1998;

Meekings, 1995).

2) Process issues:

e Vision and strategy are not actionable (Kaplan and Norton, 1996) as there are
ditficulties in evaluating the relative importance of measures and the problems of
identitying true ‘drivers’ (Bierbusse and Siesfeld, 1997; Schneiderman, 1999).

e Strategy is not linked to resource allocation (Kaplan and Norton, 1996; Meekings,

1995).

e (Goals are negotiated rather than based on stakeholder requirements (Schneiderman,

1999).

o State of the art improvement methods are not used (Schneiderman, 1999).

e Striving for perfection undermined success (McCunn, 1998; Schneiderman, 1999).



3) Content issues:

o Strategy is not linked to department, team and individual goals (Kaplan and Norton

1996; Bierbusse and Siesfeld, 1997; Schneiderman, 1999).
e [arge number of measures dilutes the overall impact (Bierbusse and Siesfeld, 1997).

e Metrics are too poorly defined (Schneiderman, 1999).

e The need to quantity results in areas that are more qualitative in nature (Bierbusse

and Siesfeld, 1997).

The majority of these tems are process and measurement content issues. This leaves the
classic change management issues of leadership and resistance to change with the other
contextual factors of time, expense and mformation systems (Bourne et al., 2002). Given that

much of literature is based on practitioners’ reflections, further research is required.

The second problem statement then addresses how manufacturing enterprises to derive
an integrated approach for SF and PM system implementation. Research mto strategy
development has come a long way since the early work in the 1960s (Bean, 1993; Feurer and
Chaharbaghi, 1995a; Mintzberg, 1994). The focus of research work has shifted from identifying
reasons for superior performance towards the study of strategic processes and the search for
sources of competitive advantage (e.g. operational flexibility, price/cost leadership, customer
services, and market penetration). There are a variety of many conceptual frameworks and tools
advocated for the formulation and mplementation of strategies (Feurer and Chaharbaghi,
1995a; Mintzberg, 1994; Mmtzberg et al., 1998). Feurer and Chaharbaghi (1995a) argue that

these frameworks and tools cannot be regarded as mutually exclusive but must be seen as

mutually supportive. On the other hand, organisations employ a wide range of qualitative and



quantitative measures that have accumulated over time to meet particular operational
requirements (Heim and Compton, 1992). Many PM systems and tools have been developed to
provide ways for organisations to measure and improve performance (€.g. Bititci et al., 1998a;
EFQM, 2002; Kanji, 1998; Kaplan and Norton, 1996; Neely et al., 1996; NIST, 2002).
However, it has still not been unusual to find many PM systems that would send confusing and
occasionally contradictory signals to the organisation (Zairy, 1994; Kasul and Motwani, 1995;

Richard et al., 1996). This leads to a research agenda for mvestigating the development of an

mtegrated approach for SF and PM system implementation.

1.3

Aim and Objectives of the Research

As the level of uncertainty in business environments increases, the strategy
formulation and implementation of PM initiatives will differentiate the organisation from its
competitors (Feurer and Chabharbaghi, 1996; Porter, 1998). This research aims at
investigating the attributes of strategy formulation and performance measurement, and
proposing an integrated paradigm that aligns the strategy-related measures to attam
performance goals in manufacturing enterprises. To accomplish the aim, the research has

five objectives, including:

1) To investigate the conceptual foundation and links between strategy formulation

and performance measurement in the manufacturing context;

2) To identify the key attributes ot SF and PM by complementing the literature base

with empirical evidence;
3) To devise an approach to integrate SF and PM with a self-assessment orientation

paradigm;:



4) To evaluate the potential applicability of the approach and validate it with empirical
evidence from industry; and
J) To provide a basis for future work in developing strategy-related performance

measures for manufacturing enterprises.

The mtegration issue and the development of its accompanying self-assessment criteria
have been a relatively under-researched area. The novel contributions of the research are to
identify the list ot SF/PM attributes, design the self-assessment scoring method, and
develop the process framework accompanying an integrated SF/PM model for
manufacturing enterprises. Drawing upon the empirical base and evidence acquired in Hong
Kong and Shanghasi, it is anticipated that the findings can provide insight for future research
on performance mprovement in manufacturmg enterprises in such context. Besides, more
nformation regarding the integration of manufacturing strategy formulation and the
measurement mitiatives on organisational performance is of substantial value to practitioners,

researchers and scholars in the areas.

1.4 Scope and Limitations of the Research

A prime concern of the research is the type of industry and the place or region
under investigation. With reference to Chinese organisations, the scope of research focuses
on identifying key attributes (including strategy determinants and performance criteria), and
exploring the impacts of mtegrating strategy fcrmulation and PM on performance

improvement. Chinese organisations widely spread over in every corner of the globe,
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particularly in Mainland China, Hong Kong, Taiwan, and other Asia Pacific countries and

regions (e.g. Singapore, Malaysia and Korea).

For the purposes of the research, empirical data was collected based in two Chinese
cities — Hong Kong and Shanghai. These two cities were selected because of the
multifaceted nature ot their industrialisation and modemisation. Hong Kong has had a long-
standing British colonial hentage, and became a Special Administrative Region of the
People’s Republic of China (PRC) under the principle of ‘one country, two systems’ in
1997. Over the past tour decades, Hong Kong had transformed its industry from labour-
Intensive practices to capital- and technology-based developments, and moved from a low-
cost manufacturing base to a high value-added, design- and service-oriented manufacturing
centre (HKID, 1996a; Berger and Lester, 1997; Enright et al., 1997; Martinsons, 1998).
Hong Kong has been renowned as one of the ‘Four Little Asian Dragons’ and remained the
capitalist and part of the free trade system after the return of its sovereignty to China
(Daniel, 2001). On the other hand, Shanghai 1s one of China’s main ports and trade has
been a vital component of its economy. The interactions between Shanghai and its
hinterland, the production linkages and trading ties have been numerous and strong (Yeung
and Sung, 1996). Shanghai has been the crucible in which the cultural activities associated
with a modern industrial society made their appearance in China (Yusut and Wu, 1997).
Since the late 1980s, Shanghai has reganed its fame as an important international centre of
economy, finance and trade as a result of the priority development strategy of the Chinese
Government. To a considerable extent, Shanghai has also been a representative of other
large industrial cities of China such as Guangzhou, Tianjin, Chongqing, Fuzhou, Hangzhou,

Qingdao and Wuhan (Yeung and Sung, 1996; Yusuf and Wu, 1997).
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As far as this research is concerned, a wider definition of the Hong Kong economy
1S chosen. The definition incorporates the economic activities of Hong Kong’s business
community beyond the border, including the extensive network of overseas manufacturing
facilities and business operations owned, managed or directed by offices located within
Hong Kong. Empirical data was acquired and analysed through the conduct of surveys and
mterviews of Chinese organisations operating in Hong Kong and its hinterland of Mainland
China. The study focused primarily on two largest manufacturing industry sectors, in terms
of their gross domestic products including the electronics industry and the textile and
clothing industries in Hong Kong. However, other manufacturing sectors (e.g. plastic, toy,
clock and watches, etc) and some companies from engineering services (e.g. engineering
support, product design, logistics, trading, and consulting) were also included to broaden
the empirical base of the study. Furthermore, with the collaboration of the Shanghai
University, a group of Chinese firms was invited to participate in the study. These firms
were registered members of a university-industry collaboration network based in the
university. The sample of China firms served as a comparison with the surveyed companies
In Hong Kong. Taken together, the empirical findings provided generalisations of critical
elements and processes that influenced strategy formulation and measurement initiatives in

manufacturing enterprises in both cities.

Regarding the limitations of the research, most organisations used to treat the
formulation process of their strategies as highly confidential and sensitive activity. According to
Nemetz’s (1990) study, objective measures of performance are often difficult for academic
researchers to obtain, hence causing severe difficulties in acquiring performance data and

mformation. Moreover, another inherent lmmitation is the determination of the research
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population and sample while addressing the strategy formulation and measurement initiatives
n manufacturing enterprises of the Chinese management context. Based on the analysis of
emprrical findings from industries of two selected Chinese cities, this research attempts to
identify the conceptual dimensions and the constructive variables for the development of an
integrated approach for manufacturing strategy formulation and performance measurement,
In an attempt to take part in the lively theoretical and managerial debate on the theme. It is

beyond the scope of the study to suggest any tailored solutions for tackling problems in

individual enterprises.

15

Methodologies Used in the Research

The conduct of this research combined the results of an extensive literature review,
survey and mterviews i the development and evaluation of a proposed integration approach for
strategy formulation and performance measurement. Reviews of recent literature help gather
insights on the concepts and practices associated with manufacturing strategy formulation
and performance measurement. Collection of empirical data is needed. Survey and interview-
type of studies are conventional means used to collect empirical data and consolidate
practitioners’ opinions on numerous studies in manufacturing sectors and other businesses
elsewhere. For mstance, Platts and Gregory (1990) use interviews with managers to extract
firm’s existing manufacturing strategies. Meanwhile, the Chartered Institute of
Management Accountants has conducted two surveys into performance measurement in the
UK, one in the service sector (Fitzgerald et al., 1991) and the other in manufacturing

(CIMA, 1993). Sinclair and Zair1 (1995) also used a postal survey to study determine the
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performance measures and benchmark best-practice performance measurement within
companies. According to Scudder and Hill (1998), survey research remains popular with
operations management researchers. It seems best suited to large-scale data gathering,
especially where factually based data is required, as would be the case when investigating
the content of manufacturing strategy and performance measurement (e.g. Barnes, 2001;
Flynn et al., 1997). This research employed surveys and interviews as a means to collect

empirical data and consolidate practitioners’ opinions on strategy formulation and

performance measurement efforts i  manufacturing enterprises. A diagrammatic

representation of the research framework and methodologies is given in figure 1.

Review of Literature
Chapters 2, 3 and 4
Concepts and practices of strategy
formulation and performance measures
Determinants and evaluation criteria of SF
and PM, and the impacts of their integration
on organisational pertormance

Challenges in manufacturing enterprises and
Chinese organisations

Development and Evaluation of a
SF/PM Integration (SPI) Model

Conduct of Empincal
Study and Analysis of Findings

Chapters 5, 6 and 7
Design of research instruments and
conduct of surveys and interviews
Identification of success factors,
problems, strategy choices and
performance determinants
Prioritisation of evaluation criteria
for the integration of SF and PM

Chapters 8 and 9
Development of a self-assessment
approach for SF and PM n
manufacturing enterprises
Development of a generic SPI model
and guidelines.

Evaluation of the applicability of the
approach and model

. Figure 1. The research framework and methodologies
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The three components of the framework are literature review, conduct of an empirical

study and development of an integration model. These are elaborated separately below:

1.5.1 Literature review

An extensive review of relevant literature constituted the integral part of the research.
This contributed to the identification of key parameters and variables that were used for 1) the
design and conduct of the subsequent empirical survey and personal interviews; and 2) the

development of the proposed integration approach for strategy formulation and performance

measurement implementation in manufacturing enterprises. The review of literature addressed

four main areas, mcluding:

1) the concepts, scope and principles underlining strategy formulation and performance

measurement in the manufacturing context;

2) the key strategy determinants and performance criteria for manufacturing businesses;

3) the design, planming, and implementation of a PM system;

4) the mtegration of strategy formulation and the measurement inttiatives and its impact on

performance improvement in manufacturing enterprises.

1.5.2 Conduct of empirical study

An empirical study was conducted to ascertain the emphasis on strategy planning
attributes, the barriers and problems encountered, and the initiatives of strategy formulation

and performance measurement in manufacturing enterprises. Two questionnaire surveys
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were conducted m Hong Kong and Shanghai with a further series of interviews performed
in Hong Kong. The survey part obtained the management views on the determinants and
factors affecting the strategy choices and performance measures in manufacturing
enterprises. The questionnatre was designed in both English and Chinese languages. To
facilitate the statistical analysis process, most questions required the respondents to rate
answer with a five-point Likert scale of measurement. The decoding and categorising
procedures were performed with the aid of the Statistical Package for Social Science
(SPSS). The survey was initially conducted in Hong Kong, and then was repeated in
Shanghai. Findings from respondents in both cities were contrasted, and the empirical

analyses were compared.

The subsequent stage comprised two series of interviews. The first series identified
the strategy determinants and performance criteria. The technique of analytic hierarchy
process (Saaty, 1994a, 1996) was adopted, and computer software (1.e. Expert Choice)
was used to help diagnose the findings. Senior executives and/or their representatives of the
responding companies, who have participated in the former survey in Hong Kong, were
interviewed. The second series investigated strategy choices and performance criteria
drawing upon the success experiences of selected leading organisations in Hong Kong.
These included interviews with senior executives from four past winners and certificate of
merit holders of the Hong Kong Award for Industry. Four industry experts and
representatives from government departments were also invited. The interviews used a

semi-structured instrument of open-ended and closed-end questions to acquire their views

and empirical data.
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1.5.3 Development of an integration model

The research developed a generic model of SF/PM Integration (SPI) using the
findings from literature review and the empirical study. The model was composed of five
enablers and results categories of SF/PM criteria. These were primarily designed for
assisting organisations with self-assessments of their performance on an ongoing basis. The
research also devised a self-assessment scoring method to help manufacturing enterprises to
quantify their performance improvement, and developed a 5-stage process framework for
guiding the implementation of the proposed model in manufacturing enterprises. In order to
evaluate the applicability ot the model, a post-evaluation survey was conducted to gather

views from respondents who had participated in the survey and personal interviews.

1.6  Outline of the Thesis

This thesis has nine chapters. Chapter One provides a brief mtroduction and
background to the research. The aims and objectives of the research are presented together with
a discussion of its scope and limitations. The chapter then describes the research focus and
elaborates the methodologies for the research. Chapter Two addresses the issues of the
conceptualisation of ‘strategy’ and the relationship between of strategic planning and
strategy formulation. The chapter goes on to discuss the determinants of strategy
formulation and deployment in the manufacturing context. It then describes the key features

of selected conceptual frameworks and tools, and comcs up with a synergy model for

manufacturing strategy formulation and configuration.
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Chapter Three reviews the concepts and principles of performance measurement. It
then discusses the application of various approaches and tools to measure performance and
explores the needs of establishing a viable performance measurement system. The integration
between PM and quality management philosophy is addressed with respect to the guiding
principles advocated by business excellence models (e.g. the Malcolm Baldrice National
Quality Award (NIST, 2002) and the European Quality Award (EFQM, 2002)). A holistic
link between PM and strategy development and deployment is explained, along with the
identification of performance attributes and deployment of processes and strategies using quality
function deployment and Hoshin Kanri techniques. Chapter Four discusses the challenges of
manufacturing enterprises by cross-reference to the industrial developments in Hong Kong and
Shanghai. It reviews the strengths and opportunities vis-a-vis the weaknesses and threats facing
manufacturing enterprises in both cities. This chapter discusses the pressing need to investigate

the impact of mtegrating SF and PM on performance improvement in manufacturing enterprises.

The following three chapters address the design and conduct of an empirical study on
strategy formulation and performance measurement in manufacturing enterprises. Chapter Five
explams the rationale, scope and methodologies of the empirical study. The designs of research
mstruments used in the surveys and interviews are elaborated. In addition, the methods of
sample selection, data collection and analysis are discussed. Chapter Six incorporates the
empirical findings from two surveys conducted in Hong Kong and Shanghai. The investigation
of success factors, problem areas, strategy choices, and performance determinants in
manufacturing industries is presented. Chapter Seven reports the interview findings about the
identification cf a list of strategy determinants and performance criteria in manufacturing

enterprises. The chapter also discusses the experiences of four leading companies and four
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industry experts in Hong Kong on aligning strategy choices and performance measures for

safeguarding performance in manufacturing enterprises.

Chapter Eight addresses the integration issues of strategy formulation and
performance measurement in manufacturing enterprises. It describes the development of the
proposed integration model, and explains a self-assessment scoring method and a five-stage
process framework. The chapter discusses the results of a post-evaluation survey with
acquired comments from industry practitioners on the applicability of the model. In
Chapter Nine, this thesis draws conclusions about the research and makes a contribution
by affirming the importance of SF and PM initiatives in organisational learning and
performance improvement processes. The model helps manufacturing enterprises to build a
self-assessment platform for amalgamating strategies, plans and actions. The chapter also

gathers insights and makes recommendations for future research on manufacturing strategy

formulation and performance measurement.
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Chapter 2
Strategic Planning and Strategy

Formulation Practices in Manufacturing

2.1 Introduction

Research mto strategic planning and dynamic strategy formulation and implementation
has become a mgjor focus of academia and industry to improve manufacturing. This is because,
with the accelerating dynamics of competition, the key to competitiveness no longer lies in
employng strategies that have been successtul in the past or emulating the strategies of

successful competitors (Feurer and Chaharbaghi, 1995¢; Mintzberg et al., 1998). Practitioners,

researchers and scholars have proposed different planning frameworks and methodologies
pertinent to the design and management of the strategy tormulation practices in organisations. In
order to identify the properties of an effective manufacturing strategy process, this chapter
reviews the issues surrounding the conceptualisations of strategy, strategic planning and strategy
formulation in the manufacturing context. It then discusses the determmants and the
‘reactive/proactive’ dimension of strategy, and explores the obstacles to the implementation ot

strategic decisions. The chapter goes on to describe the characteristics of ten selected planning

frameworks and methodologies, and come up with a synergy approach ot manufacturing

strategy formulation. The objective of this chapter is to identify general principles and
determinants of manufacturing strategy, which can be applied to strategy formulation and

deployment for performance improvement in manufacturing enterprises.
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2.2 Conceptualisation of Strategy

There are a number of complexities, misunderstandings and issues surrounding the
conceptualisation of strategy (Hutchinson, 2001). The Greek origin of the term strategy,
strategia means the art of war (Feurer and Chaharbaghi, 1995a). In military terms, straregy
refers to ‘the important plan’. Where the objective is to defeat the enemy, the strategy will be to
deploy the resources available m a manner that 1s likely to achieve the am. In a business
environment, the concept of strategy has evolved over time. For mstance, Chandler (1962)
defines strategy as “the determmation of the basic long-term goals and objectives of an
enterprise, the adoption of course of action and the allocation of resources necessary for
carrying out these goals.” Ansoff (1976) defines strategy as “the selection of product mix and
markets” oriented toward the achievement of “an impedance match between the firm and the
environment”. Hofer and Schendel (1979) regard strategy as the mediating force or match
between the organisation and the environment. Given a variety ot legal constramts and the
existence of competitors, Evered (1983) suggests that strategy is “a process for generating
viable directions that lead to satisfactory performance in market place.” Mintzberg (1994a)
defines a strategy as “a plan, or something equivalent - a direction, a guide or course of

action into the future, a path to get from here to there”, and as “a pattern, that is,

consistency i behavior over time.”

The ‘process school’ view strategy as the outcome of three different processes (Bower
and Doz, 1979; Mintzberg, 1994a). They are 1) the cognitive processes of individuals where the
rational understanding of the external environment and mternal capabilities of the firm reside; 2)

the social and organisational processes contribute to internal communication and the
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development of a consensus of opmion; and 3) the political processes that address the creation,

retention and transfer of power within the organisation. Meanwhile, Hax and Majluf (1996)

identify nine critical dimensions that contribute to a unified defmition of strategy. These

dimensions that underline a strategy are:

I)

2)

3)

4)

6)

7)

3)

9)

a means of establishing the organisational purpose in terms of its long-term objectives,
action programs and resource allocation priorities.

a definition of the competitive domam of the firm.

a response to external opportunities and threats, internal strengths and weakness, in
order to achieve a sustainable competitive advantage.

a way to define managerial tasks with corporate, business and functional perspectives.

a coherent, unifying and integrative pattern of decisions.

a definition of the economic and non-economic contribution the firm intends to make to

its stakeholders.

an expression of strategic intent (i.e. to stretch the organisation).

a means to develop the core competence ot the organisation.

a means of investing in tangible and intangible resources to develop the capabilities that

assure a suitable advantage.

Mintzberg (1994) argues that strategies are intentional and ther implementation

deliberate before they become realised. Intentional strategies that are not realised are thus

discarded. According to Griinig and Kiihn (2001, p.7), it is rarely possible to realise intended

strategies completely, and so the realised strategies normally diverge to a greater or lesser extent

from the intended strategies. Additionally, in some cases companies do not have any specified

intended strategy. The realised strategy is thus the product of many different decisions taken
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ndividually. Therefore, strategies may be unintentional or emergent, i.e. they simply emerge
from the things that an organisation does (Mintzberg and Waters, 1984; Segal-Horn, 1998).

The conceptual forms of strategy are illustrated in figure 2.

Intended
Strategy
Deliberate
Strategy
Realised
Unrealised 7, " . Strategy
Strategy

N o D

A
Pt

Emergent
Strategy

Figure 2. Basic forms of strategy
Source: Based on Maloney (1997, p.51)

Strategy exists at multiple levels (Hills, 1997; Johnson and Scholes, 1997; Segal-Horn,
1998). The level of strategy can be classitied as corporate, business and functional. Firstly,
corporate level strategy concerns the market sectors in which a company decides to
compete, the degree of importance it attaches to each sector and the priority given to each

sector in terms of investment and other resource allocations (Hills, 1997). Secondly,

business level strategy is related to how an organisation approaches a particular market or
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activity. This concerns identifying the markets in which each of the several businesses

competes and the dimensions of competition involved (Hills, 1997). Thirdly, functional level

strategies are those made at operational levels, such as personal policy, pricing and advertising
strategies. This concern investing in and developing the necessary capabilities of different

functions to support those factors in a company’s markets on which it competes (Hax and

Majluf, 1996; Hills, 1997, Johnson and Scholes, 1997).

Recent strategy Iiterature acknowledged the distinction between content (i.e. what the
decisions and actions are) and process (i.e. how those decisions and actions come about) (e.g.
see Barnes, 2001; Bozarth and McDermott, 1998; Dangayach and Deshmukh, 2001; Minor et
al., 1994). The content relates to the distinct elements of the strategic plan which differ
from tirm to firm (O’Regan and Ghobadian, 2002a). Content-related literature stresses issues
ot competitive priorities, which includes cost, quality, delivery speed and dependability,
flexibility and innovation aspects. On the other hand, a process is a pattern or procedure in
which strategy is developed and implemented (Dangayach and Deshmukh, 2001; Pettigrew,
1992). It relates to the mechanisms for the development and subsequent deployment of the
strategic plan (O’Regan and Ghobadian, 2002a). Mintzberg (1994a) identified three main
types of strategy processes: planning, entrepreneurial and learning-by-experience. Table 1
presents the three main types of strategy processes together with a summary of their key
characteristics. While both content and process are separate elements of strategy
formulation, they are highly mterdependent. The interrelationship is seen as so significant
that a consideration of the content of strategy in the absence of the strategic process means

that only a limited view is obtained (Mintzberg, 1973, 1990). Moreover, others contend

that it is impossible to consider one without the other (Hinterhuber and Popp, 1992). Hax
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and Majluf (1996) argue that a strategy becomes a fundamental framework through which
an organisation can simultaneously assert its vital continuity and facilitate its adaptation to a
changing environment. Individual organisations have to determine the content and the process
of their strategies in the light ot their position in the industry and their objectives, opportunities

and resources (Barnes, 2001 ; Kotler, 2000).

Table 1. Main types of strategy process

Planning Entrepreneurial Learning-by-experience
Fully conscious and Semi-conscious process Strategy is evolutionary process
controlled thought process of repetitive nature
Results relatively [Long experienced and deep Pattern of impulses from insider
standardised insight enables formulation of  and outside during

visions and strateg implementation of strateg
Fully developed strategic Vision informal and personal  Arise from dynamics of
plans are followed by timed  to preserve flexibility organisation and directly
implementation influence behaviour

Sources: Based on Feurer and Chaharbaghi (1995a, p.17)

For instance, Pettigrew and Whipp (1991) advocate a framework of analysis to
examine the importance of the strategy development process, its content and the context
within which strategy is developed. This framework comprehends many aspects of strategy
and the inter-relatedness of factors/determinants that affect strategy formulation and

execution (see table 2). The framework proposes that these factors be overlain by a multi-

level approach, and this would be at the firm, sector and national context (Hutchinson,

2001).
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Table 2. Pettigrew and Whipp’s Trinity of forces

Forces Components of forces
Process e (Change managers
e Models of change
e Formulation and implementation
e Pattern through time
Content e Assessment and choice of products and markets
e Objectives and assumptions
Context: Internal/Inner e Resources
¢ (apability
o (ulture
e Politics
External/Outer ¢ Economic/business
e Political
e Social

Sources: Abstracted from Hutchinson (2001, p.270)

Moreover, Barnes (2002) stresses the content of business and manufacturing
strategies, and incorporates external factors and ownership factors in his study of the
complexities of the manufacturing strategy formation process. These are elaborated as
follows:

e [Internal context. This includes the hard internal contextual factors, such as the
firm’s resources and capabilities and the soft factors lke culture, politics and
leadership, equating to Pettigrew and Whipp’s (1991) "inner context".

o [External context. This broadly equates to Pettigrew and Whipp’s (1991) "outer

context" and includes political, economic, sociological and technological factors in
the wider business environment.
e C(Content - Business Strategy. This is concerned with the direction and scope of the

organisation’s activities over the long term (Johnson and Scholes, 1999), including



26

the company's objectives, its marketing, product and financial strategies, the
interrelationships between these and its manufacturing strategy, and how these have
changed over time. This is evidenced by strategy as realised rather than as intended,

and will thus comprise the emergent as well as the deliberate.

Content - Manufacturing strategy. This is concerned with realised strategic
manufacturing decisions and actions, classifying them as either structural (e.g.
capacity, facilities, production equipment vertical integration) or infrastructural (e.g.
production planning and control, quality, organisation, human resources, new
product development and performance measurement systems) elements.

Ownership fuctors. The attitudes of its owners are likely to impact on a company’s
busmess strategy. They may have particular financial goals that may be manifested
In their attitude to the timing of returns, and to the level of risk they are prepared to
tolerate. They may also have non-financial goals for the company. Besides, their
attitudes towards manufacturing may directly impact on manufacturing decisions
and actions.

External factors. The key factors i the firm's operating environment that
individually, or collectively, impact its business strategy, or manufacturing strategy,
or both. These stem from the requirements of the customers and potential
customers in its market the activities of the competitors in its industry and factors in

its supply market, particularly for labour, materials and equipment including the

impact of available technology (Barnes, 2002).
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2.3 From Strategic Planning to Strateqy Formulation

2.3.1 About strategic planning

The terms ‘strategic planning’, ‘corporate planning’ and ‘long-range planning’ are
often used interchangeably. To avoid confusion, this research uses strategic planning as a
generic term that has all common features of corporate planning and long-range planning.
Johnson and Scholes (1997) encapsulate the meaning of strategic planning as the direction
and scope of an organisation over the long term that achieves advantage for the
organisation through its configuration of resources within a changing environment, to meet
the needs of markets and to fulfill stakeholder expectations. Strategic planning is concerned
with the setting of corporate goals, the making of strategic decisions and the development
of plans necessary to achieve them (Sethi and King, 1998; Hewlett, 1999). As the
environment is continually changing, it is necessary for strategic planning to continually
change in order to maintain a ‘balance’ or ‘fit’ with the external environment (Wright et al.,

1996; Proctor, 1997). Some selected connotations of strategic planning in the literature are

given In table 3.

In the 1960s and 1970s, Ansoff (1965) and Andrews (1971) laid the toundations for
strategic planning by demonstrating the need to match business opportunties with
organisational resources and illustrating the usefulness of strategic plans. Using a uni-directional
approach, the strategic planning processes entail a number of well-defined steps carried out m
secuence including data collection and analysis, strategy development, evaluation, selecticn and

implementation. The process explores a variety of critical variables and suggests possible cause-
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and-effect relationships that impact on the operational and business performance of a firm
(Mintzberg and Lampel, 1999). This helps an organisation assess its current and future position,

identify critical factors and find methods of assuring success (Bailey and Avery, 1998).

Table 3. Selected connotations of strategic planning since the 1970s

Authors Connotations of Strategic Planning

Andrew (1971) A process of funding a match between organisation capabilities and
opportunities within the competitive environment

Drucker (1977) A continuous process of making entrepreneurial decisions systematically and
with the best possible knowledge of their futurity; organising systematically the
effort added to carry out the decisions and measuring the results against
expectations through organised systematic feedback

Argenti (1980) A systematic and disciplined study designed to help identify the objective of any
organisation or corporate body, determine an appropriate target, decide upon
surtable constraints, and devise a practical plan by which the objective may be

achieved

Evered (1983) A process for generating viable directions that lead to satisfactory performance
in the market place, given a variety of legal constraints and the existence of
competitors

Bean (1993) A process of determining the long-term vision and goals of an enterprise and
fulfilling them

Hax and Majluf A disciplined and well-defined organisational effort aimed at the complete

(1996) spectfication of a firm's strategy and the assignment of responsibilities for its
execution

Hewlett (1999) A process by which firms derive a strategy to enable them to anticipate and
respond to the changing dynamic environment in which they operate

Kotler (2000) The managerial process of developing and maintaining a viable fit between the
organisation's objectives and resources and its environmental opportunities

Griimg and Kithn It is a systematic process which defines the way to guarantee the permanent

(2001 accomplishment of the company’s overriding goals and objectives

Until the 1980s, strategic planning was perceived as the critical management function in
business organisations (Mintzberg, 1994a; Maloney, 1997). Then, for a period, it fell in

perceived importance as management shifted its attention to mproving quality, restructuring,
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downszing and reengineering. In the 1990s, the pendulum had swung again and strategic
planning was returning to its former prominent position (Maloney, 1997). Many recent studies
have shown that organisations engaged in strategic planning always outperformed those that
have no formalised planning systems (Hayes and Upton, 1998; Lyles atr al 1993; Pilkington,
1998). The deployment of strategic planning is altered where there is a changed perception of
the problems faced by management. Nevertheless, its central theme continues to concern the

future and formulate strategies to attain the multiplicity of organisational objectives and goals

(Ansoft and McDonnell, 1990).

2.3.2 About strategy formulation

According to Hax and Majlut (1996), there are basically two schools of management
pertaining to strategy formulation. One School relies heavily on formal-analytical process while
the other espouses a power-behavioral approach to strategy formulation. Those favouring the

former approach tend to advocate the use of formal planning systems, management control and

consistent reward mechanisms to increase the quality of strategic decision-making (Ansoff and
McDonell, 1990). They regard strategy formulation as a formal and disciplined process leading
to a well-defined organisation-wide effort amed at the complete specification of corporate,
business and functional strategies. The latter rests on the behavioural theory of the firm, and
emphasise multiple goal structures of organisations, the politics of strategic decisions, executive
bargaining and negotiation (Hax and Majluf, 1996). Strickland and Thompson (1998) argue

that strategy formulation has a strongly entrepreneurial character in the sense that managers
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have to choose among alternative strategies and to pursue approaches, and this entails at

least a small amount of adventureness and risk-taking.

Hax and Majluf (1996) argue that strategy formulation is one of two major cycles in
strategic planning that intended to frame all of the key strategic issues of a firm through a
sequential involvement of the corporate, business and functional perspectives. Pearce and
Robinson (1998) add that strategy formulation involves the generation of a set of potential
strategies from which the firm selects the ones that have the greatest likelihood of leading to the
attanment of its objectives. The SF process would affect the second cycle of strategic and
operational budgeting that deals with the fnal definition and subsequent consolidation at
corporate level ot the budgets for all the businesses and functions of the firm (Hax and Majluf,
1996). The budget constitutes the legtmate output of this process, since it represents the
commitments for strategy implementation. In delineating SF responsive to a firm’s needs, Hax
and Majlutf (1996) suggest eight relevant dimensions. These nclude:

1) The openness and breadth to communicate strategy, both internally in the organisations
and to all relevant external constituencies;

2) The degree to which different organisational levels participate;

3) The amount of consensus built around intended courses of action, especially the depth
of senior management involvement i this etfort;

4) The extent to which formal processes are used to specify corporate, busmess and

functional strategies;

5) The incentives provided for key players to negotiate a strategy for the frm;

6) The linkage of strategy to the pattern of actions m the past;

7) The use of strategy as a force for change and as a vehicle for new courses ot action; and
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8) The degree of a strategy that s either purely deliberate or purely emergent.

2.4 Operationalising Strategy Formulation

2.4.1 Strateqgy determinants

There is evidence that ineffective deployment of strategic planning is often one of
the main reasons for the failure to achieve expected or projected performance in many
companies (e.g. Ansoff and McDonnell, 1990; Asch and Bowman, 1989 Mintzberg,
1994a,b; Noble, 1999). Dean and Sharfman (1996) argue that deployment can have a
significant influence on the final outcome and effectiveness of strategy. However,
Alexander (1985) claimed that the overwhelming majority of the literature has been on the
formulation side of the strategy and only lip service has been given to strategy
implementation or deployment. Pettigrew and Whipp (1991) add that strategic planning is
not just a matter of formulation, but it also includes how people interpret and deploy the
strategic plan. A report by Deloitte and Touche (1992) suggests that eight out of ten

companies fail to deploy their strategies effectively. What are then the determinants of and

obstacles to strategy formulation and deployment?

Strategy formulation would be a routine task, if a company can know in advance
the strategies of competitors, forthcoming legislations and price changes by suppliers (Chin
and Pun, 2001). However, it is difficult to predict any of these environmental changes and

their impact on corporate objectives. Enormous literature investigates business strategy and
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its relationship to factors like environment, technology and firm structure (McNamee,
1990; Mintzberg et al., 1998; Porter, 1998). Many researchers have adopted a number of
independent characteristics, factors, obstacles and problems to delinecate the strategy
formulation and development processes (e.g. Lingle and Schierniann, 1994; O'Regan and
Ghobadian, 2002b; Pun et al., 2000a; Tregoe et al., 1989). For instance, Tregoe et al.
(1989) use eight key variables as driving forces to generate a strategic vision, determine the
critical success factors and identify the problematic areas. These variables include: product
and services offered, markets served, return, profit, technology, low-cost production,
operations capability, method of distribution, sale and national resource. Lingle and
Schierniann (1994) found that there are six areas of vital importance to long-term
successful strategy implementation. These areas are: market, personal, finance, operation,
adaptability, and environment. O’Regan and Ghobadian (2002b) also incorporate internal
environment functional integration, the use of analytical techniques, resources for the
strategic planning process, systems capability and creativity, and a focus on control into the
external environment. Some other researchers and practitioners advocate the employment
of core skills (Irvin and Michaels, 1989), core competences (Prahalad and Hamel, 1990)

and capabilities (Stalk er al., 1992) that help a company point to what it must do to

formulate and deploy strategy.

The author had conducted a longitudinal study of planning practices m manufacturing
enterprises in Hong Kong, and identified a list of twenty common success factors and twelve
problem areas for manufacturing businesses as shown m table 4 (Pun, 1998; Pun ez al.,

2000a). Furthermore, many studies shed lights on corporate culture as an influential factor

of strategy formulation and deployment in organisations (Martinsons, 1996; Sinclair and
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Collins, 1994; Watt, 1999). According to Mintzberg et al. (1995), culture is made up of

mtangible things that are shared by the people in the organisation. These are concerned
with values, beliefs that guide action, understandings, and even ways of thinking. Strickland
and Thompson (1989) argue that the stronger a company’s culture, the more that culture is
likely to shape the strategic actions it decides to employ, sometimes even dominating the
choice of strategic moves. This is because culture-related values and beliefs are so
embedded in management’s strategic thinking and actions that they condition how the

enterprise responds to external events.

Table 4. Common success factors and problem areas for manufacturing businesses

Success Factors Problem Areas
1. Accessibility to markets 1. Cash flow problems
2. Availability of funds and capitals 2. Effects of protectionism
3. Availability of workforce 3. Few current and potential markets
4. Company’s location 4. Few suppliers and/or vendors
5. Company’s mission 5. High employee turnover
6. Company’s policies 6. Increasing production cost
7. Company’s reputation 7. Insufficient research and
8. Company’s strategies development
9. Costs of production and operations 8. Keen local competition
10. Customer services 9. Lack of government support
11. Employee involvement 10. Low productivity (including poor
12. Information technology/system people morale)
13. Management commitment and 11. Political influence
communication 12. Strong overseas competitors

14. Market share

15. Market positioning

16. Materials supply

17. Product mix and range

18. Product/service quality

19. R&D/Innovation capabilities

20. Workforce skills/abilities and training

Sources: Based on Pun {1998) and Pun et al. (2000a)
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2.4.2 Reactive/proactive dimension of strategies

Many studies and research have recently been undertaken to investigate the
proactive and reactive approaches of strategy formulation in organisations (Cardozo et al.,
1992; Cravens et al., 2000; Chin and Pun, 2000, 2001; Lindman, 2002: Segal-Horn, 1998).
For mstance, Cardozo et al. (1992) states that firms in many industries are seeking proactive
strategic partnerships with suppliers, distributors and customers. Lindman (2002) argues that
many small- to medium-sized enterprises (SMEs) are apt to rely on reactive and closed new
product strategies based on a study in the Finnish metal industry. Even if successful in the past,
such strategies risk being unable to identify and take advantage of any business opportunities
outside the present product scope. Chin and Pun (2000) contend that the proactive strategy
stresses the initiatives of new product development with outstanding technical features that
satisfy strong marketing needs. For the adoption of proactive approach, a firm attempts to
explicitly allocate resources to identify and seize opportunities. It would concentrate on
technology, research and development (R&D), and consumer marketing. The approach
preempts competition by being the first to the markets with mnovative products that
competitors have difficulty of matching (e.g. Sony). On the other hand, the reactive approach
relies largely on imitating the success of leading companies and their products in markets (Chin
and Pun, 2000). A firm waits until its competitors successfully mtroduce therr products, and

attempts to imitate them or develops similar products with modifications accordingly (Kotler,

2000; Segal-Horn, 1998).

Pun et al. (2000a) argues that ‘proactive/reactive’ is one of legitimate dimension cf

strategy for formulation and suggests a list of common proactive- and reactive-oriented
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strategies as depicted in table 5. Arguably, many of these strategies are neutral and can be
proactive or reactive in application. For nstance, ‘joint ventures’ and ‘product-line extension’
can be reactive-oriented, while ‘vertical integration’ can be proactive-oriented, and vice versa. It
is rather difficult to classify these strategies strictly on ‘proactive/reactive’ dimension, but would

rely largely on the specific business and operations circumstances with which individual firms are

facing.

Table 5. Common proactive- and reactive- oriented strategies

Proactive-oriented Strategies: Reactive-oriented Strategies:

* Horizontal integration * Business withdrawal or divestment
* Market development » Importing technologies

* Market diversification * Importing workforce

* New business development  Joint ventures

* New product development * Product-line extension

* Product diversification * Product modification

* Production automation * Product/service quality improvement
» Staff education and training » Related business development

» Strengthening R&D * Selective investments

* Vertical integration * Sub-contracting

Sources: Based on Pun (1998) and Pun er a/. (2000a)

Successful companies encounter unique competitive challenges. The determination and

adoption of ‘proactive/reactive’ strategies would depend variably with corporate mission,

business goals and nature, competitive position, organisational resources and constraints of

an organisation (Pun et al., 2000a). Cravens et al. (2000) argue that key strategy initiatives
would include the leveraging the business design, recognising the growth mandate, developing
market vision, achieving a capabilities/value match, exploring strategic relationships, building

strong products, and recognising the advantages of proactive cannibalisation. Moreover, Chin
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and Pun (2000) identify four groups ot decision criteria pertaining to determination of
proactive or reactive strategy relative to the needs of individual organisations. These
criteria include:

1. Corporate Strengths - This decision criterion is concerned with the overall strategic
posture, and addresses management commitment, company’s mission and policies
and availability of funds and capitals.

2. Marketing Strengths — Such factors as the accessibility to markets, market
positioning, company’s reputation, and product/service quality always constitute the
integral part of marketing that determines a company’s strategies.

3. Technology Strengths — Organisations can have stronger competitive advantages io
strengthen their operational capabilities and efficiency with technological R&D, and
information technology and systems.

4. Operational Strengths — This covers company’s location, workforce skills/abilities

and costs of production/operation in relation to a firm’s operations.

2.4.3 Obstacles to the implementation of strategic decisions

Wessel (1993) states that most of the barriers to strategy implementation that have
been encountered fit into one of the following interrelated categories: 1) too many and
conflicting priorities, 2) the top team does not function well; 3) a top-down management
style; 4) inter-functional conflicts; 5) poor vertical communication, and 6) nadequate
management development. Eisenstat (1993) indicates that most companies attempting to

develop new organisation capacities stumble over common organisational hurdles such as
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competence, coordination and commitment. McGrath ef al. (1994) indicates that the

political turbulence may well be the single most important issue facing any implementation

process. Sandelands (1994) also argues that people underestimate the commitment, time,

emotion, and energy needed to overcome inertia in their organisation and translate plans

into action. Al-Ghamdi (1988) extends Alexanders’ (1985) study and identifies a list of

recurring strategy implementation problems as depicted in table 6. The study findings

contend that communication, management support, and good information system are the

key tools for smooth implementation processes.

Table 6. Fifteen potential strategy implementation problems

L.
2
3
4.
>
6
7

15.

Took more time than originally allocated

. Major problems surfaced which had not been identified earlier
. Coordination of implementation activities was not effective enough

Competing activities distracted attention from implementing this decision

. Capabilities of employees involved were insufficient
. Training and instruction given to lower level employees were inadequate
. Uncontrollable factors in the external environment had an adverse impact on

implementation

Leadership and direction provided by departmental managers were inadequate
Key implementation tasks and activities were not sufficiently defined
Information systems used to monitor implementation were inadequate

. Advocates and supporters of the strategic decision left the organisation during

implementation
Overall goals were not sufficiently well understood by employees.

. Changes in responsibilities of key employees were not clearly defined
. Key formulators of the strategic decision did not play an active role in

implementation
Problems requiring top management involvement were not communicated early

cnougl
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