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STRATEGIC ANALYSIS

THE S5 STEPS

—

. Define the business idea

2. Establish goals and
objectives

3. Evaluate the idea, goals,
and objectives

4. Create a strategic plan

5. Determine the odds for
success

Common Sense

STRATEGIC ANALYSIS
The Sum of the Parts Equals More Than the Whole

Why Strategic Analysis?

Strategy is about having a destination - and a plan for getting there. Knowing that you
want to go to Canada is not enough. Canada is a pretty big place. Determine exactly
where in Canada you want to go and suddenly the problem becomes somewhat easier.
However, this is still not enough. You must know where you are presently as well. Once
that is also precisely determined, the problem is finally solvable.

Business management and operations are no different. In business, you not only need to
know where you are going - with as much precision as possible, you also need to know
where you are at the present moment. For on-going operations, knowing where you have
been adds the final essential dimension to the puzzle.

Critical questions here are; where are we, where do we want to be, and how do we get
Jrom here to there? Success in business is no secret. It is largely a matter of being careful
- of planning carefully, understanding reality, and having the capacity, resources and desire
to implement the plans. A philosophy of planning, of being reasonable, of being careful,
and doing what you set out to do are the underlying issues in each of our Common Sense
Workbooks. The Strategic Management Learning System (SMLS) is all about being
thoughtful, practical, and careful in each of the topic areas we have presented in the Com-
mon Sense series. All together, these pieces become your management system. Common
Sense builds this system with you piece by piece because it is the best way to understand
and control your operation - piece by piece. However, the effect of these elements begins
to accumulate and so helps you build your business success. Itis critical to remember these
earlier lessons - and the earlier assumptions - because no part of your business operation is
independent of the others. An effective
business strategy is the aggregate result
of all of the sub-parts. Defining and or-
ganizing these pieces is Strategic Plan-
ning. Evaluating the validity of the pro-
cess is Strategic Analysis. In this Work-
book, we will describe these activities
as an integrated process.

Earlier topics covered in Common
Sense addressed the issue that forecast-
ing and planning often seemed to be a
very mysterious process. Obviously, no
one can know for sure what is going to
happen in the future. It is possible
though, to make reasonably accurate predictions based on a logical assessment of the facts
that are available to you now. There is no magic to it, no crystal ball. There is instead, a
careful analysis of past and current business practices, a degree of extrapolation of current
trends (sales, expenses, major economic shifts such as inflation, and others), and a great
deal of creative examination, evaluation, and revision of the assumptions you use to oper-
ate your business.

Whether you are aware of it consciously or not, you have a conceptual reality within
which you run your business. This is known as a paradigm, or a view of how the world -
and your business - operates. This is your view of reality. Now the question we will
address here is how to determine if you are in touch with actual reality.

In other words, what do you know, how do you know it, and why do you think it is true?

Here in this Workbook, we are going to show you a way to organize and test these
assumptions about your business and its environment. The five steps of strategic analysis
are designed to help you understand whether you are in touch with reality in making these
earlier assumptions. If you are not and your earlier analyses prove to be naive, off base, or
just wrong, no problem - just go back and change the planning elements that have been




Strategic Planning

—

. Where are we?

2. Where do we
want to be?

3. How do we get

from here to

there?

Confirm The
Business Paradigm

1. What do you
know?

2. How do you know
it?

3. Why do you think
it is true?

based around these incorrect notions. Of course,
easier said than done. This means that the plans
must be changed as well, and this is likely to have
further operational implications.

The good news and the bad news about plan-
ning is that you are never finished. New informa-
tion is continually available, the environment of the
business is constantly changing, and hopefully, you
get smarter with more experience. Life is a con-
tinuous learning process, and one that we all must

‘'make ourselves appreciate, respect, and view as

an ongoing way to improve our lives and our hap-
piness. Inbusiness, this means maintaining a stra-
tegic attitude - one of continual reassessment of
assumptions, of performance, and all other aspects
inside and outside of your business that are indica-
tors of change.

The full range of strategic activities outlined here
should be brought into play for analyzing any op-
portunities available to the business, with the un-
derstanding that working the venture (or the new
opportunity if you are already in business) through
on paper is not only much cheaper and quicker
than trying it out in practice, but also provides im-
measurably more flexibility, as multiple alternatives
can be pursued simultaneously. Such simultaneous
testing is rarely possible in reality, because alter-
natives tend to be mutually exclusive, and the cost
of being wrong may be the failure of your business
operation.

What is Strategy?

Strategy is how you are going to get somewhere
or make something happen. Itis a way of accom-
plishing something. Itis the action part of the plan-
ning process - how you are going to make the plan
work - accomplish the planned goals. Business
strategy defines the way business stratagems (plans)
are to be accomplished. Strategy doesn’t always
or even necessarily work, even though it repre-
sents a planned process. Some strategies are bet-
ter than others (more effective - work better). The
difference tends to be the thoroughness with which
the situation is analyzed and evaluated, and whether
the resulting plans (strategies) are realistic. Unre-
alistic plans are even worse than no plan at all. At
least with no plan, you don’t have any presump-
tion that you know what you are doing.

Once constructed, good strategies become the
core of your management and control systems.
Much of our material in Common Sense centers
on various aspects of control. In fact, in Work-
book#12, Knowledge Systems, we describe a pow-
erful way to manage your entire operation and still
maintain your sanity. The key is developing a way
to monitor your operation and how it is doing rela-
tive to both internal and external factors.

As times change, as populations shift, as busi-

nesses start up, as new competitors armed with new
ideas and energy enter your market, and as new prod-
ucts are developed and marketed with positive (or
negative) implications for your products - you have
to do more than merely react! You must under-
stand these changes and then, when they occur, be
ready to respond or even turn them to your own
advantage.

In Forecasting (Workbook #2), we talked about
dealing with a changing environment. The FACT
of change is quite beyond your control. However,
the RESPONSE to change, especially external
change is, and must be within your control. You
have two ways to run your business. You can be
reactive or proactive.

A reactive management is always struggling to
catch up with the latest outside developments -
change comes from outside; the business passively
responds. A reactive firm is at the mercy of its envi-
ronment, pushed about by forces it cannot affect. A
business can react to situations that emerge and, with
luck, be able to rebound sufficiently from problems
to survive, or perhaps even turn these problems into
benefits to the organization.

On the other hand, a preactive management an-
ticipates problems which may crop up and plans ways
to either turn them into opportunities to be exploited
or blunt their negative impact by forming strategies
to handle them if they occur. Proaction is a deliber-
ate anticipation of the arrival and impact of future
events on the strategic alternatives available to the
business and a deliberate assessment of how the
greatest benefit possible may be derived from these
circumstances, favorable or unfavorable. This puts
the proactive management in control of the busi-
ness and the situation.

In many ways, reactive management - being quick
on your feet - making decisions on the spot - pulling
it out of the fire - is almost a classic definition of the
entrepreneur. Today change is too fast, and it is
coming at you from all directions. By the time a
reactive manager can make all of the necessary ad-
justments, it may be too late. The goal of this Work-
book is to show you how to stay in front of this
change curve, even as it continues to move even
faster. Today choosing between these two styles is
simply not even an option - you must act in these
proactive ways, and so create business support sys-
tems that allow you to do so quickly, efficiently, and
effectively, or you will not survive.

Recognizing these choices and developing an un-
derstanding of different management techniques is
only part of the process. Needed also is a strategic
context for both analysis and action. This means
understanding what you are going to do and why.

Small business survival calls for many functional
skills - strategic analysis is one example - but under-
lying those skills must be the will to apply them:
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ever, it is extremely difficult (read - practically
impossible) to affect similar laws and regulations
at the national level. It is also essential to under-
stand how important you may be to your cus-
tomers and suppliers. The more important you
are, the more influence you can exert. Itis criti-
cal here to be very honest - are you really that

important?

Most smaller businesses have a greatly over-
enhanced sense of importance. Sure, your busi- “Strategic Analysis is
ness is important to you - probably the mostim-  a methodological

portant economic factor in your life - your source process for testing
of income and often.even a substantial liability as the validity of the
you have very possibly pledged all of your per- . .
sonal assets (including your home) as security for strategic assumptions
loans and other arrangements to support the busi- you have made about
ness. your business.”
Clearly, if your business operation were to “go
down the tubes,” it would have a profoundly nega-
tive impact on your life. This is very different
from being a middle manager and attempting to
make strategy decisions. If you are wrong, you
might get reprimanded or even loose your job -
but it would not likely ruin your life.
As you inspect these influences, keep in mind
(and organize accordingly) those you can exert
some influence over, and those you cannot, and
look for objective ways to confirm your assump-
tions about relative importance and relative risk.

What is Strategic Planning?

Strategic Planning is the process of identifying “Strategic Planning
your business goal(s) and then establishing a rough is the process of
map for your business’ future activities. This map identifying your
will not be 100% accurate, but, of course, arough .
map in unfamiliar territory is far better than none. business g O_al(_s) and
If the assumptions on which the planning isbased  then establishing a
are realistic, this rough map will be at least suffi- rough map for your
ciently accurate to locate potential hazards and business’ future
to establish direction for the business to follow.

Strategic Planning is based on carefully rea-
soned assumptions, quantified in an organized way
to make your projections about what will happen
in the future as accurate as possible.

Strategic Planning not only provides you with
the critical direction you need for your operation,
it is also useful as a means of evaluating business
practices - both as a review and, with deviation
analysis, as a management control tool (COM-
MON SENSE, Workbook #3), and as a cost effec-
tive means of figuring out how different practices
and assumptions will affect your company.

s

success.’

Strategic Planning is not just for new ventures.
It is an essential approach to evaluating the feasi-
bility and then developing an implementation ap-
proach for any new project within any business -
a new product or service, penetration of a new
target market segment, developing new market-
ing approaches (such as using the Internet), and a
multitude of other choices available to the busi-
ness operation. Build amodel. Evaluate the pros



