Steps in Preparing a Comprehensive Written Analysis

In preparing a comprehensive written analysis, follow the steps outlined here, which correlate to the stages in the strategic-management process.

	STEPS
	PROCEDURE
	DATE STARTED
	DATED COMPLETED

	1
	Identify the firm’s existing mission, objectives, and strategies.
	
	

	2
	Develop a mission statement for the organization.
	
	

	3
	Identify the organization’s external opportunities and threats.
	
	

	4
	Construct a Competitive Profile Matrix.
	
	

	5
	Construct an EFE Matrix.
	
	

	6
	Identify the organization’s internal strengths and weaknesses.
	
	

	7
	Construct an IFE Matrix.
	
	

	8
	Prepare a TOWS Matrix, SPACE Matrix, BCG Matrix, and QSPM.
	
	

	9
	Recommend specific strategies and long-term objectives. Show how much your recommendations will cost. Itemize these costs clearly for each projected year. Compare your recommendations to actual strategies planned by the company.
	
	

	10
	Specify how your recommendations can be   implemented and what results you can expect. Present a timetable or agenda for action.
	
	

	11
	Recommend specific annual objectives and policies.
	
	

	12
	Recommend procedures for strategy review and evaluation.
	
	


Source: “Strategic Management – Concepts and Cases” – Fred R. David

Prentice Hall – Eighth Edition 2001

ISBN–0–13–026995-6

Examples of the Nine Essential Components of a Mission Statement

1.  CUSTOMERS

     Example:      We believe our first responsibility is to the doctors, nurses, and     

                           patients, to mothers and all others who use our products and services.  

2.  PRODUCTS OR SERVICES

     Example:      AMAX's principal products are molybdenum, coal, iron ore, copper, 

               lead, zinc, petroleum and natural gas, potash, phosphates, nickel, 

               tungsten, silver, gold, and magnesium. 

     Example:       Standard Oil Company (Indiana) is in business to find and produce 

  

   crude oil, natural gas and natural gas liquids; to manufacture high-

   quality products useful to society from these raw materials; and to 

   distribute and market those products and to provide dependable    

   related services to the consuming public at reasonable prices.    

   (Standard Oil Company)

3.  MARKETS

     Example:      We are dedicated to the total success of Corning Glass Works as a 

               worldwide competitor.  (Corning Glass Works)

     Example:      Our emphasis is on North American markets, although global 

                           opportunities will be explored. (Blockway)

4.  TECHNOLOGY

Example:      Control Data is in the business of applying micro-electronics and                    

computer technology in two general areas: computer-related  

hardware; and computing-enhancing services, which include  computation, information, education, and finance. (Control Data)

     Example:      The common technology in these areas is discrete particle coatings. 

         
               (Nashua)

5. CONCERN FOR SURVIVAL, GROWTH, AND PROFITABILITY

    Example:       In this respect, the company will conduct its operations prudently,  

                          and will provide the profits and growth which will assure Hoover's 

  
         
  ultimate success. (Hoover Universal)

    Example:      To serve the worldwide need for knowledge at a fair profit by 

                          adhering, evaluating, producing, and distributing valuable 

  information in a way that benefits our customers, employees, other  

  investors, and our society. (McGraw-Hill)

6.  PHILOSOPHY

    Example:      We believe human development to be the worthiest of the goals of 

                          civilization and independence to be the superior condition for 

  
              nurturing growth in the capabilities of people. (Sun Company)

     Example:      It's all part of the Mary Kay philosophy—a philosophy based on the 

 
              golden rule. A spirit of sharing and caring where people give   

cheerfully of their time, knowledge, and experience. (Mary Kay    

Cosmetics)

7.  SELF-CONCEPT

     Example:      Crown Zellerbach is committed to leapfrogging ongoing competition 

     
               within 1,000 days by unleashing the constructive and creative 

                           abilities and energies of each of its employees. (Crown Zellerbach)

8. CONCERN FOR PUBLIC IMAGE

    Example:       To share the world's obligation for the protection of the environment. 

                          (Dow Chemical)

    Example:       To contribute to the economic strength of society and function as a 

   good corporate citizen on a local, state, and national basis in all 

   countries in which we do business. (Pfizer)

9.  CONCERN FOR EMPLOYEES

     Example:      To recruit, develop, motivate, reward, and retain personnel of 

                           exceptional ability, character, and dedication by providing good  

                           working conditions, superior leadership, compensation on the basis    

                           of performance, an attractive benefit program, opportunity for 

                           growth, and a high degree of employment security. (The Wachovia 

                           Corporation)

     Example:      To compensate its employees with remuneration and fringe benefits 

                           competitive with other employment opportunities in its geographical 

                           area and commensurate with their contributions toward efficient 

                           corporate operations. (Public Service Electric and Gas Company)

Mission Statements of Seven Organizations 

1.   PepsiCo's mission is to increase the value of our shareholders' investment. We do

      this through sales growth, cost controls, and wise investment resources. We

      believe our commercial success depends upon offering quality and value to our

      consumers and customers; providing products that are safe, wholesome,

      economically efficient and environmentally sound; and providing a fair return to

      our investors while adhering to the highest standards of integrity.

2.   Ben & Jerry's mission is to make, distribute and sell the finest quality all-natural 

ice cream and related products in a wide variety of innovative flavors made from Vermont dairy products. To operate the Company on a sound financial basis of profitable growth, increasing value for our shareholders, and creating career opportunities and financial rewards for our employees. To operate the Company in a way that actively recognizes the central role that business plays in the structure of society by initiating innovative ways to improve the quality of life of a broad community—local, national, and international. 

3.   The Mission of the Institute of Management Accountants (IMA) is to provide to 

members personal and professional development opportunities through education, association with business professionals, and certification in management accounting and financial management skills. The IMA is globally recognized by the financial community as a respected institution influencing the concepts and ethical practices of management accounting and financial management. 

4.   The Mission of Pressure Systems International (PSI) is to provide automatic tire 

inflation systems to our customers along with customer-valued services and tire maintenance-related solutions that best meet the needs and exceeds the expectations of our customers while meeting the growth and financial objectives of our investors/owners. 

5.   The Mission of Genentech, Inc. is to be the leading biotechnology company, using 

human genetic information to develop, manufacture and market pharmaceuticals that address significant unmet medical needs. We commit ourselves to high standards of integrity in contributing to the best interests of patients, the medical profession, and our employees, and to seeking significant returns to our stockholders based on the continued pursuit of excellent science. 

6.   The Mission of the California Department of Fish and Game is to manage 


California's diverse fish, wildlife, and plant resources, and the habitats upon 


which they depend, for their ecological values and for their use and enjoyment by 


the public. 

7.   The Mission of Barrett Memorial Hospital is to operate a high-quality health care 


facility providing an appropriate mix of services to the residents of Beaverhead 


County and surrounding areas. Service is given with ultimate concern for patients, 


medical staff, hospital staff, and the community. Barrett Memorial Hospital 


assumes a strong leadership role in the coordination and development of health-


related resources within the community. 

INDUSTRY ANALYSIS: THE EXTERNAL FACTOR EVALUATION (EFE) MATRIX 

An External Factor Evaluation (EFE) Matrix allows strategists to summarize and evaluate economic, social, cultural, demographic, environmental, political, governmental, legal, technological, and competitive information. Illustrated in Table 1 (pg. 16), the EFE Matrix can be developed in five steps:

                                                                                                           NOTES

1. List key external factors as identified in the external-  ______________________ audit process. Include a total of from ten to twenty                                             factors, including both opportunities and threats          ______________________  affecting the firm and its industry. List the                                                    opportunities first and then the threats. Be as specific  ______________________ as possible, using percentages, ratios, and                                                  comparative numbers whenever possible.                     ______________________

2. Assign to each factor a weight that ranges from 0.0     ______________________ (not important) to 1.0 (very important). The weight                                         indicates the relative importance of that factor to         ______________________ being successful in the firm's industry. Opportunities                                        often receive higher weights than threats, but threats    ______________________ too can receive high weights if they are especially                                                   severe or threatening. Appropriate weights can be        ______________________ determined by comparing successful with                                                       unsuccessful competitors or by discussing the factor    ______________________ and reaching a group consensus. The sum of all                                              weights assigned to the factors must equal 1.0.             ______________________

3. Assign a 1-to-4 rating to each key external factor to     ______________________ indicate how effectively the firm's current strategies                                         respond to the factor, where 4 = the response is            ______________________ superior, 3 = the response is above average, 2 = the                                       response is average, and 1 = the response is poor.       ______________________                                 Ratings are based on effectiveness of the firm's                                            strategies. Ratings are, thus, company based, whereas  ______________________ the weights in Step 2 are industry based. It is                                                    important to note that both threats and opportunities     _____________________ can receive a 1, 2, 3, or 4.

                                                                                                    ______________________

4. Multiply each factor's weight by its rating to                                              determine a weighted score.                                           ______________________                

5. Sum the weighted scores for each variable to                ______________________                                    determine the total weighted score for the                                                  organization.                                                                   ______________________
Regardless of the number of key opportunities and threats included in an EFE

Matrix, the highest possible total weighted score for an organization is 4.0 and the lowest possible total weighted score is 1.0. The average total weighted score is 2.5. A total weighted score of 4.0 indicates that an organization is responding in an outstanding way to existing opportunities and threats in its industry. In other words, the firm's strategies effectively take advantage of existing opportunities and minimize the potential adverse effect of external threats. A total score of 1.0 indicates that the firm's strategies are not capitalizing on opportunities or avoiding external threats.

An example of an EFE Matrix is provided in Table 1 (pg. 16) for UST, Inc., the manufacturer of Skoal and Copenhagen smokeless tobacco. Note that the Clinton administration was considered to be the most important factor affecting this industry, as indicated by the weight of 0.20. UST was not pursuing strategies that effectively capitalize on this opportunity, as indicated by the rating of 1.01. The total weighted score of 2.10 indicates that UST is below average in its effort to pursue strategies that capitalize on external opportunities and avoid threats. It is important to note here that a thorough understanding of the factors being used in the EFE Matrix is more important than the actual weights and ratings assigned.

	Table 1
	An Example External Factor Evaluation Matrix  (EFE)


	

	KEY EXTERNAL FACTORS
WEIGHT
RATING
WEIGHTED SCORE
Opportunities
1. Global markets are  

    practically untapped by   

    smokeless tobacco 

    market
.15
1
.15
2. Increased demand  

    caused by public  

    banning of  smoking
.05
3
.15
3. Astronomical Internet   

    advertising growth
.05
1
.05
4. Pinkerton is leader in     

    discount tobacco market
.15
4
.60
5. More social pressure to  

    quit smoking, thus   

    leading users to switch  

    to alternatives
.10
3
.30
 
Threats
1. Legislation against the  

    tobacco industry
.10
2
.20
2. Production limits on 

    tobacco increases    

    competition for  

    production
.05
3
.15
3. Smokeless tobacco  

    market is concentrated 

    in southeast region of   

    United States
.05
2
.10
4. Bad media exposure  

    from the FDA
.10
2
.20
6. Clinton administration
.20
1
.20
TOTAL
1.00
2.10



THE COMPETITIVE PROFILE MATRIX (CPM)

The Competitive Profile Matrix (CPM) identifies a firm's major competitors and their particular strengths and weaknesses in relation to a sample firm's strategic position. The weights and total weighted scores in both a CPM and EFE have the same meaning. However, the factors in a CPM include both internal and external issues; therefore, the ratings refer to strengths and weaknesses, where 4 5 major strength, 3 5 minor strength, 2 5 minor weakness, and 1 5 major weakness. There are some important differences between the EFE and CPM. First of all, the critical success factors in a CPM are broader; they do not include specific or factual data and even may focus on internal issues. The critical success factors in a CPM also are not grouped into opportunities and threats as they are in an EFE. In a CPM the ratings and total weighted scores for rival firms can be compared to the sample firm. This comparative analysis provides important internal strategic information.

A sample Competitive Profile Matrix is provided in Table 2 (pg. 18). In this example, advertising and global expansion are the most important critical success factors, as indicated by a weight of 0.20. Avon's and L'Oreal's product quality is superior, as evidenced by a rating of 4; L'Oreal's "financial position" is good, as indicated by a rating of 3; Procter & Gamble is the weakest firm overall, as indicated by a total weighted score of 2.80.

Other than the critical success factors listed in the example CPM, other factors often included in this analysis include breadth of product line, effectiveness of sales distribution, proprietary or patent advantages, location of facilities, production capacity and efficiency, experience, union relations, technological advantages, and e-commerce expertise.

A word on interpretation: Just because one firm receives a 3.2 rating and another receives a 2.8 rating in a Competitive Profile Matrix, it does not follow that the first firm is 20 percent better than the second. Numbers reveal the relative strength of firms, but their implied precision is an illusion. Numbers are not magic. The aim is not to arrive at a single number but rather to assimilate and evaluate information in a meaningful way that aids in decision making.
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	Table 2
	A Competitive Profile Matrix

	 
AVON
L'OREAL
PROCTER & GAMBLE
CRITICAL SUCCESS FACTORS
WEIGHT
RATING
SCORE
RATING
SCORE
RATING
SCORE
Advertising
0.20
1
0.20
4
0.80
3
0.60
Product Quality
0.10
4
0.40
4
0.40
3
0.30
Price Competitiveness
0.10
3
0.30
3
0.30
4
0.40
Management
0.10
4
0.40
3
0.30
3
0.30
Financial Position
0.15
4
0.60
3
0.45
3
0.45
Customer Loyalty
0.10
4
0.40
4
0.40
2
0.20
Global Expansion
0.20
4
0.80
2
0.40
2
0.40
Market Share
0.05
1
0.05
4
0.20
3
0.15
TOTAL
1.00
3.15
3.25
2.80


	Note: (1) The ratings values are as follows: 1 = major weakness, 2 = minor weakness, 3 = minor strength, 4 = major strength. (2) As indicated by the total weighted score of 2.8, Competitor 3 is weakest. (3) Only eight critical success factors are included for simplicity; this is too few in actuality.


THE INTERNAL FACTOR EVALUATION (IFE) MATRIX

A summary step in conducting an internal strategic-management audit is to construct an Internal Factor Evaluation (IFE) Matrix. This strategy-formulation tool summarizes and evaluates the major strengths and weaknesses in the functional areas of a business, and it also provides a basis for identifying and evaluating relationships among those areas. Intuitive judgments are required in developing an IFE Matrix, so the appearance of a scientific approach should not be interpreted to mean this is an all-powerful technique. A thorough understanding of the factors included is more important than the actual numbers. Similar to the EFE Matrix and Competitive Profile Matrix, an IFE Matrix can be developed in five steps:

                                                                                                           NOTES

1.   List key internal factors as identified in the                   ______________________  


internal-audit process. Use a total of from ten to                                              


twenty internal factors, including both strengths and    ______________________                                                   


weaknesses. List strengths first and then weaknesses.                                                                    

 
Be as specific as possible, using percentages, ratios,    ______________________                                                                

 
and comparative numbers.

                                                                                                    ______________________  
2.   Assign a weight that ranges from 0.0 (not important)                                                                     


to 1.0 (all-important) to each factor. The weight           ______________________                                                   


assigned to a given factor indicates the relative                                                                   


importance of the factor to being successful in the        ______________________                                                   


firm's industry. Regardless of whether a key factor is                                                            


an internal strength or weakness, factors considered     ______________________                                                         


to have the greatest effect on organizational                                                      


performance should be assigned the highest weights.   ______________________


The sum of all weights must equal 1.0.

                                                                                       ______________________

3.   Assign a 1-to-4 rating to each factor to indicate 





whether that factor represents a major weakness          ______________________


(rating = 1), a minor weakness (rating = 2), a 




minor strength (rating = 3), or a major strength            ______________________ 

      (rating = 4). Note that strengths must receive a 





4 or 3 rating and weaknesses must receive a 
         ______________________
1 or 2 rating. Ratings are, thus, company based, 




whereas the weights in Step 2 are industry based.        ______________________

4. Multiply each factor's weight by its rating to                ______________________

determine a weighted score for each variable.
                                                                                                  _______________________

5.   Sum the weighted scores for each variable to        



determine the total weighted score for the                    ______________________

 
organization. 

                                                                                      _______________________

Regardless of how many factors are included in an IFE Matrix, the total weighted score can range from a low of 1.0 to a high of 4.0, with the average score being 2.5. Total weighted scores well below 2.5 characterize organizations that are weak internally, whereas scores significantly above 2.5 indicate a strong internal position. Like the EFE Matrix, an IFE Matrix should include from 10 to 20 key factors. The number of factors has no effect upon the range of total weighted scores because the weights always sum to 1.0.

When a key internal factor is both a strength and a weakness, the factor should be included twice in the IFE Matrix, and a weight and rating should be assigned to each statement. For example, the Playboy logo both helps and hurts Playboy Enterprises; the logo attracts customers to the Playboy magazine, but it keeps the Playboy cable channel out of many markets.  An example of an IFE Matrix for Circus Circus Enterprises is provided in Table 3 (pg. 21). Note that the firm's major strengths are its size, occupancy rates, property, and long-range planning as indicated by the rating of 4. The major weaknesses are locations and recent joint venture. The total weighted score of 2.75 indicates that the firm is above average in its overall internal strength.

In multidivisional firms, each autonomous division or strategic business unit should construct an IFE Matrix. Divisional matrices then can be integrated to develop an overall corporate IFE Matrix.
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	Table 3
	A Sample Internal Factor Evaluation Matrix for Circus Circus Enterprises (IFE)

	Key Internal Factors
Weight
Rating
Weighted Score
Internal Strengths
1.  Largest casino company in the United   

     States  
.05
4
.20
2.  Room occupancy rates over 95% in   

     Las Vegas  

.10
4
.40
3.  Increasing free cash flows  
.05
3
.15
4.  Owns one mile on Las Vegas Strip 
 .15
4
.60
5.  Strong management team  
.05
3
.15
6.  Buffets at most facilities  
.05
3
.15
7.  Minimal comps provided  
.05
3
.15
8.  Long-range planning  
.05
4
.20
9.  Reputation as family-friendly  
.05
3
.15
10.  Financial ratios  
.05
3
.15
Internal Weaknesses
1.  Most properties are located in Las   

     Vegas  
.05
1
.05
2.  Little diversification  
.05
2
.10
3.  Family reputation, not high rollers  
.05
2
.10
4.  Laughlin properties  
.10
1
.10
5.  Recent loss of joint ventures  
.10
1
   .10
TOTAL
1.00
 
2.75



A COMPREHENSIVE STRATEGY-FORMULATION FRAMEWORK 

Important strategy-formulation techniques can be integrated into a three-stage decision-making framework, as shown in Figure 1 (pg. 23). The tools presented in this framework are applicable to all sizes and types of organizations and can help strategists identify, evaluate, and select strategies.

Stage 1 of the formulation framework consists of the EFE Matrix, the IFE Matrix, and the Competitive Profile Matrix. Called the Input Stage, Stage 1 summarizes the basic input information needed to formulate strategies. Stage 2, called the Matching Stage, focuses upon generating feasible alternative strategies by aligning key external and internal factors. Stage 2 techniques include the Threats-Opportunities-Weaknesses-Strengths (TOWS) Matrix, the Strategic Position and Action Evaluation (SPACE) Matrix, and the Boston Consulting Group (BCG) Matrix. Stage 3, called the Decision Stage, involves a single technique, the Quantitative Strategic Planning Matrix (QSPM). A QSPM uses input information from Stage 1 to objectively evaluate feasible alternative strategies identified in Stage 2. A QSPM reveals the relative attractiveness of alternative strategies and, thus, provides an objective basis for selecting specific strategies.

All seven techniques included in the strategy-formulation framework require integration of intuition and analysis. Autonomous divisions in an organization commonly use strategy-formulation techniques to develop strategies and objectives. Divisional analyses provide a basis for identifying, evaluating, and selecting among alternative corporate-level strategies.

Strategists themselves, not analytic tools, are always responsible and accountable for strategic decisions. Lenz emphasized that the shift from a words-oriented to a numbers-oriented planning process can give rise to a false sense of certainty; it can reduce dialogue, discussion, and argument as a means to explore understandings, test assumptions and foster organizational learning. Strategists, therefore, must be wary of this possibility and use analytical tools to facilitate, rather than diminish, communication. Without objective information and analysis, personal biases, politics, emotions, personalities, and halo error (the tendency to put too much weight on a single factor) unfortunately may play a dominant role in the strategy-formulation process.

	STAGE 1: THE INPUT STAGE

 External Factor                         Competitive                   Internal Factor

Evaluation (EFE)                           Profile                       Evaluation (IFE)

       Matrix                                      Matrix                                    Matrix

STAGE 2: THE MATCHING STAGE

   Threats-                                 Strategic                                 Boston                  

Opportunities-                        Position and                          Consulting               

 Weaknesses-                      Action Evaluation                   Group (BCG)

(TOWS) Matrix                   (SPACE) Matrix                        Matrix

STAGE 3: THE DECISION STAGE

Quantitative Strategic Planning Matrix (QSPM)



	
	Figure 1
	>The Strategy-Formulation Analytical Framework


THE INPUT STAGE 

Procedures for developing an EFE Matrix, an IFE Matrix, and a Competitive Profile Matrix were presented previously. The information derived from these three matrices provides basic input information for the matching and decision stage matrices described later.

The input tools require strategists to quantify subjectivity during early stages of the strategy-formulation process. Making small decisions in the input matrices regarding the relative importance of external and internal factors allows strategists to generate and evaluate alternative strategies more effectively. Good intuitive judgment is always needed in determining appropriate weights and ratings.

THE MATCHING STAGE 
Strategy is sometimes defined as the match an organization makes between its internal resources and skills and the opportunities and risks created by its external factors.2 The matching stage of the strategy-formulation framework consists of five techniques that can be used in any sequence: the TOWS Matrix, the SPACE Matrix, and the BCG Matrix. These tools rely upon information derived from the input stage to match external opportunities and threats with internal strengths and weaknesses. Matching external and internal critical success factors is the key to effectively generating feasible alternative strategies. For example, a firm with excess working capital (an internal strength) could take advantage of the cablevision industry's 20 percent annual growth rate (an external opportunity) by acquiring a firm in the cablevision industry. This example portrays simple one-to-one matching. In most situations, external and internal relationships are more complex, and the matching requires multiple alignments for each strategy generated. The basic concept of matching is illustrated in Table 4 (pg. 25).

Any organization, whether military, product oriented, service oriented, governmental, or even athletic, must develop and execute good strategies to win. A good offense without a good defense, or vice versa, usually leads to defeat. Developing strategies that use strengths to capitalize on opportunities could be considered an offense, whereas strategies designed to improve upon weaknesses while avoiding threats could be termed defensive. Every organization has some external opportunities and threats and internal strengths and weaknesses that can be aligned to formulate feasible alternative strategies.

	
	Table 4
	Matching Key External and Internal Factors to Formulate Alternative Strategies

	Key Internal Factor
 
Key External Factor
 
Resultant Strategy
Excess working capacity
(an internal strength)
+
20% annual growth in the cablevision industry
(an external opportunity)
=
Acquire Visioncable, Inc.
Insufficient capacity
(an internal weakness)
+
Exit of two major foreign competitors from the industry
(an external opportunity)
=
 Pursue horizontal integration by buying competitors' facilities
Strong R&D expertise
(an internal strength)
+
Decreasing numbers of young adults
(an external threat)
=
Develop new products for older adults
Poor employee morale
(an internal weakness)
+
Strong union activity
(an external threat)
=
Develop a new employee benefits package



The Threats-Opportunities-Weaknesses-Strengths (TOWS) Matrix

The Threats-Opportunities-Weaknesses-Strengths (TOWS) Matrix is an important matching tool that helps managers develop four types of strategies: SO Strategies, WO Strategies, ST Strategies, and WT Strategies. Matching key external and internal factors is the most difficult part of developing a TOWS Matrix and requires good judgment, and there is no one best set of matches. Note in Figure 2 (pg. 28) that the first, second, third, and fourth strategies are SO, WO, ST, and WT Strategies, respectively.

SO Strategies use a firm's internal strengths to take advantage of external opportunities. All managers would like their organizations to be in a position where internal strengths can be used to take advantage of external trends and events. Organizations generally will pursue WO, ST, or WT Strategies in order to get into a situation where they can apply SO Strategies. When a firm has major weaknesses, it will strive to overcome them and make them strengths. When an organization faces major threats, it will seek to avoid them in order to concentrate on opportunities.

WO Strategies aim at improving internal weaknesses by taking advantage of external opportunities. Sometimes key external opportunities exist, but a firm has internal weaknesses that prevent it from exploiting those opportunities. For example, there may be a high demand for electronic devices to control the amount and timing of fuel injection in automobile engines (opportunity), but a certain auto parts manufacturer may lack the technology required for producing these devices (weakness). One possible WO Strategy would be to acquire this technology by forming a joint venture with a firm having competency in this area. An alternative WO Strategy would be to hire and train people with the required technical capabilities.

ST Strategies use a firm's strengths to avoid or reduce the impact of external threats. This does not mean that a strong organization should always meet threats in the external environment head-on. A recent example of ST Strategy occurred when Texas Instruments used an excellent legal department (a strength) to collect nearly $700 million in damages and royalties from nine Japanese and Korean firms that infringed on patents for semiconductor memory chips (threat). Rival firms that copy ideas, innovations, and patented products are a major threat in many industries. This is a major problem for U.S. firms selling products in China.

WT Strategies are defensive tactics directed at reducing internal weaknesses and avoiding environmental threats. An organization faced with numerous external threats and internal weaknesses may indeed be in a precarious position. In fact, such a firm may have to fight for its survival, merge, retrench, declare bankruptcy, or choose liquidation.

A schematic representation of the TOWS Matrix is provided in Figure 2 (pg. 28). Note that a TOWS Matrix is composed of nine cells. As shown, there are four key factor cells, four strategy cells, and one cell that is always left blank (the upper-left cell). The four strategy cells, labeled SO, WO, ST, and WT, are developed after completing four key factor cells, labeled S, W, O, and T. There are eight steps involved in constructing a TOWS Matrix:

1.   List the firm's key external opportunities.

2.   List the firm's key external threats.

3.   List the firm's key internal strengths.

4.   List the firm's key internal weaknesses.

5.   Match internal strengths with external opportunities and record the resultant SO   

      Strategies in the appropriate cell.

6. Match internal weaknesses with external opportunities and record the resultant   

      WO Strategies.

7. Match internal strengths with external threats and record the resultant ST   

      Strategies.

8.   Match internal weaknesses with external threats and record the resultant WT  

      Strategies.

The purpose of each Stage 2 matching tool is to generate feasible alternative strategies, not to select or determine which strategies are best! Not all of the strategies developed in the TOWS Matrix, therefore, will be selected for implementation. A sample TOWS Matrix for Cineplex Odeon, the large cinema company, is provided in Figure 3 (pg. 29).

The strategy-formulation guidelines can enhance the process of matching key external and internal factors. For example, when an organization has both the capital and human resources needed to distribute its own products (internal strength) and distributors are unreliable, costly, or incapable of meeting the firm's needs (external threat), then forward integration can be an attractive ST Strategy. When a firm has excess production capacity (internal weakness) and its basic industry is experiencing declining annual sales and profits (external threat), then concentric diversification can be an effective WT Strategy. It is important to use specific, rather than general, strategy terms when developing a TOWS Matrix. In addition, it is important to include the "S1,O2"-type notation after each strategy in the TOWS Matrix. This notation reveals the rationale for each alternative strategy.
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	Figure 2
	The TOWS Matrix
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	Figure 3
	Cineplex Odeon TOWS Matrix


The Strategic Position and Action Evaluation (SPACE) Matrix

The Strategic Position and Action Evaluation (SPACE) Matrix, another important Stage 2 matching tool, is illustrated in Figure 4 (pg. 32). Its four-quadrant framework indicates whether aggressive, conservative, defensive, or competitive strategies are most appropriate for a given organization. The axes of the SPACE Matrix represent two internal dimensions (financial strength [FS] and competitive advantage [CA]) and two external dimensions (environmental stability [ES] and industry strength [IS]). These four factors are the most important determinants of an organization's overall strategic position. 

Depending upon the type of organization, numerous variables could make up each of the dimensions represented on the axes of the SPACE Matrix. Factors earlier included in the firm's EFE and IFE matrices should be considered in developing a SPACE Matrix. Other variables commonly included are given in Table 5 (pg. 33). For example, return on investment, leverage, liquidity, working capital, and cash flow commonly are considered determining factors of an organization's financial strength. Like the TOWS Matrix, the SPACE Matrix should be tailored to the particular organization being studied and based on factual information as much as possible. 

The steps required to develop a SPACE Matrix are as follows:

                                                                                                      NOTES

1. Select a set of variables to define financial             ______________________ strength (FS), competitive advantage (CA),                                          environmental stability (ES), and industry              ______________________ strength (IS).

                                                                                       ______________________

2. Assign a numerical value ranging from +1 (worst)                                           to +6 (best) to each of the variables that make up   ______________________                                        the FS and IS dimensions. Assign a numerical                                                      value ranging from -1 (best) to -6 (worst) to each   ______________________ of the variables that make up the ES and CA                                              dimensions.                                                              ______________________

3. Compute an average score for FS, CA, IS, and ES ______________________ by summing the values given to the variables of                                                 each dimension and dividing by the number of       ______________________  variables included in the respective dimension.

                                                                                 ______________________    

4. Plot the average scores for FS, IS, ES, and CA on                                                                         the appropriate axis in the SPACE Matrix.              ______________________

5. Add the two scores on the x-axis and plot the          _____________________ resultant point on X. Add the two scores on the                                                     y-axis and plot the resultant point on Y. Plot the     ______________________ intersection of the new xy point.

6. Draw a directional vector from the origin of the     ______________________                                     SPACE Matrix through the new intersection                                                            point. This vector reveals the type of strategies      ______________________                                       recommended for the organization: aggressive,                                              competitive, defensive, or conservative.                 ______________________

Some examples of strategy profiles that can emerge from a SPACE analysis are shown in Figure 5 (pg. 34). The directional vector associated with each profile suggests the type of strategies to pursue: aggressive, conservative, defensive, or competitive. When a firm's directional vector is located in the aggressive quadrant (upper-right quadrant) of the SPACE Matrix, an organization is in an excellent position to use its internal strengths to (1) take advantage of external opportunities, (2) overcome internal weaknesses, and (3) avoid external threats. Therefore, market penetration, market development, product development, backward integration, forward integration, horizontal integration, conglomerate diversification, concentric diversification, horizontal diversification, or a combination strategy all can be feasible, depending on the specific circumstances that face the firm.

The directional vector may appear in the conservative quadrant (upper-left quadrant) of the SPACE Matrix, which implies staying close to the firm's basic competencies and not taking excessive risks. Conservative strategies most often include market penetration, market development, product development, and concentric diversification. The directional vector may be located in the lower-left or defensive quadrant of the SPACE Matrix, which suggests that the firm should focus on rectifying internal weaknesses and avoiding external threats. Defensive strategies include retrenchment, divestiture, liquidation, and concentric diversification. Finally, the directional vector may be located in the lower-right or competitive quadrant of the SPACE Matrix, indicating competitive strategies. Competitive strategies include backward, forward, and horizontal integration; market penetration; market development; product development; and joint venture.

SPACE Matrix analysis for a bank is provided in Table 6 (pg. 35). Note that the competitive strategies are recommended.
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	Figure 4
	The SPACE Matrix

	Source: H. Rowe, R. Mason, and K. Dickel, Strategic Management and Business Policy: A Methodological Approach (Reading, Massachusetts: Addison-Wesley Publishing Co. Inc., © 1982): 155. Reprinted with permission of the publisher.
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	Table 5
	Example Factors That Make Up the SPACE Matrix Axes

	Internal Strategic Position
External Strategic Position
Financial Strength (FS)
Environmental Stability (ES)
Return on investment
Technological changes
Leverage
Rate of inflation
Liquidity
Demand variability
Working capital
Price range of competing products
Cash flow
Barriers to entry into market
Ease of exit from market
Competitive pressure
Risk involved in business
Price elasticity of demand
Competitive Advantage (CA)
Industry Strength (IS)
Market share
Growth potential
Product quality
Profit potential
Product life cycle
Financial stability
Customer loyalty
Technological know-how
Competition's capacity utilization
Resource utilization
Technological know-how
Capital intensity
Control over suppliers and distributors
Ease of entry into market
 
Productivity, capacity utilization


	Source: H. Rowe, R. Mason, and K. Dickel, Strategic Management and Business Policy: A Methodological Approach (Reading, Massachusetts: Addison-Wesley Publishing Co. Inc., © 1982): 155-156. Reprinted with permission of the publisher.
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	Figure 5
	Example Strategy Profiles

	Source: H. Rowe, R. Mason, and K. Dickel, Strategic Management and Business Policy: A Methodological Approach (Reading, Massachusetts: Addison-Wesley Publishing Co. Inc. © 1982): 155. Reprinted with permission of the publisher.


	
	Table 6
	A SPACE Matrix for a Bank

	FINANCIAL STRENGTH
Ratings
· The bank's primary capital ratio is 7.23 percent, which is 1.23 percentage points over the generally required ratio of 6 percent. 

· The bank's return on assets is negative 0.77, compared to a bank industry average ratio of positive 0.70. 

· The bank's net income was $183 million, down 9 percent from a year earlier. 

· The bank's revenues increased 7 percent to $3.46 billion.
1.0
1.0
3.0
4.0
9.0
INDUSTRY STRENGTH
· Deregulation provides geographic and product freedom. 

· Deregulation increases competition in the banking industry. 

· Pennsylvania's interstate banking law allows the bank to acquire other banks in New Jersey, Ohio, Kentucky, the District of Columbia, and West Virginia.
4.0
2.0
4.0
10.0
ENVIRONMENTAL STABILITY
· Less-developed countries are experiencing high inflation and political instability. 

· Headquartered in Pittsburgh, the bank historically has been heavily dependent on the steel, oil, and gas industries. These industries are depressed. 

· Banking deregulation has created instability throughout the industry.
 -4.0
 -5.0
 -4.0
-13.0
COMPETITIVE ADVANTAGE
· The bank provides data processing services for more than 450 institutions in 38 states. 

· Superregional banks, international banks, and nonbanks are becoming increasingly competitive. 

· The bank has a large customer base.
-2.0
-5.0
 -2.0
-9.0
CONCLUSION
· ES Average is -13.0 ÷ 3 = -4.33 

· IS Average is + 10.0 ÷ 3 = 3.33 

· CA Average is -9.0 ÷ 3 = -3.00 

· FS Average is  + 9.0 ÷ 4 = 2.25 

· Directional Vector Coordinates:
x-axis: -3.00 + (3.33) = +0.33
y-axis: -4.33 + (2.25) = -2.08 

· The bank should pursue Competitive Strategies. 
· CA + IS = x-axis
· ES + FS = y-axis
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The Boston Consulting Group (BCG) Matrix

Autonomous divisions (or profit centers) of an organization make up what is called a business portfolio. When a firm's divisions compete in different industries, a separate strategy often must be developed for each business. The Boston Consulting Group (BCG) Matrix and the Internal-External (IE) Matrix are designed specifically to enhance a multidivisional firm's efforts to formulate strategies.

The BCG Matrix graphically portrays differences among divisions in terms of relative market share position and industry growth rate. The BCG Matrix allows a multidivisional organization to manage its portfolio of businesses by examining the relative market share position and the industry growth rate of each division relative to all other divisions in the organization. Relative market share position is defined as the ratio of a division's own market share in a particular industry to the market share held by the largest rival firm in that industry. For example, in Table 7 (pg. 39), the relative market share of Ocean Spray premium noncarbonated beverage is 14.7/40.5 = 0.36 and Sony's market share in the music industry is 16/27 = 0.59, and the new Hilton-Promus hotel company's market share is 290,000/528,896 = 0.55.

Relative market share position is given on the x-axis of the BCG Matrix. The midpoint on the x-axis usually is set at .50, corresponding to a division that has half the market share of the leading firm in the industry. The y-axis represents the industry growth rate in sales, measured in percentage terms. The growth rate percentages on the y-axis could range from -20 to +20 percent, with 0.0 being the midpoint. These numerical ranges on the x- and y- axes often are used, but other numerical values could be established as deemed appropriate for particular organizations.

An example of a BCG Matrix appears in Figure 6 (pg. 40) . Each circle represents a separate division. The size of the circle corresponds to the proportion of corporate revenue generated by that business unit, and the pie slice indicates the proportion of corporate profits generated by that division. Divisions located in Quadrant I of the BCG Matrix are called Question Marks, those located in Quadrant II are called Stars, those located in Quadrant III are called Cash Cows, and those divisions located in Quadrant IV are called Dogs.

· Question Marks—Divisions in Quadrant I have a low relative market share position, yet compete in a high-growth industry. Generally these firms' cash needs are high and their cash generation is low. These businesses are called Question Marks because the organization must decide whether to strengthen them by pursuing an intensive strategy (market penetration, market development, or product development) or to sell them.

· Stars—Quadrant II businesses (often called Stars) represent the organization's best long-run opportunities for growth and profitability. Divisions with a high relative market share and a high industry growth rate should receive substantial investment to maintain or strengthen their dominant positions. Forward, backward, and horizontal integration; market penetration; market development; product development; and joint ventures are appropriate strategies for these divisions to consider.

· Cash Cows—Divisions positioned in Quadrant III have a high relative market share position but compete in a low-growth industry. Called Cash Cows because they generate cash in excess of their needs, they often are milked. Many of today's Cash Cows were yesterday's Stars. Cash Cow divisions should be managed to maintain their strong position for as long as possible. Product development or concentric diversification may be attractive strategies for strong Cash Cows. However, as a Cash Cow division becomes weak, retrenchment or divestiture can become more appropriate.

· Dogs—Quadrant IV divisions of the organization have a low relative market share position and compete in a slow- or no-market-growth industry; they are Dogs in the firm's portfolio. Because of their weak internal and external position, these businesses often are liquidated, divested, or trimmed down through retrenchment. When a division first becomes a Dog, retrenchment can be the best strategy to pursue because many Dogs have bounced back, after strenuous asset and cost reduction, to become viable, profitable divisions.

The major benefit of the BCG Matrix is that it draws attention to the cash flow, investment characteristics, and needs of an organization's various divisions. The divisions of many firms evolve over time: Dogs become Question Marks, Question Marks become Stars, Stars become Cash Cows, and Cash Cows become Dogs in an ongoing counterclockwise motion. Less frequently, Stars become Question Marks, Question Marks become Dogs, Dogs become Cash Cows, and Cash Cows become Stars (in a clockwise motion). In some organizations, no cyclical motion is apparent. Over time, organizations should strive to achieve a portfolio of divisions that are Stars.

One example of a BCG Matrix is provided in Figure 7 (pg. 40), which illustrates an organization composed of five divisions with annual sales ranging from $5,000 to $60,000. Division I has the greatest sales volume, so the circle representing that division is the largest one in the matrix. The circle corresponding to Division 5 is the smallest because its sales volume ($5,000) is least among all the divisions. The pie slices within the circles reveal the percent of corporate profits contributed by each division. As shown, Division 1 contributes the highest profit percentage, 39 percent. Notice in the diagram that Division 1 is considered a Star, Division 2 is a Question Mark, Division 3 also is a Question Mark, Division 4 is a Cash Cow, and Division 5 is a Dog.

The BCG Matrix, like all analytical techniques, has some limitations. For example, viewing every business as either a Star, Cash Cow, Dog, or Question Mark is an oversimplification; many businesses fall right in the middle of the BCG Matrix and, thus, are not easily classified. Furthermore, the BCG Matrix does not reflect whether or not various divisions or their industries are growing over time; that is, the matrix has no temporal qualities but rather is a snapshot of an organization at a given point in time. Finally, other variables besides relative market share position and industry growth rate in sales, such as size of the market and competitive advantages, are important in making strategic decisions about various divisions.
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	Table 7
	 

	A. Market Share of Premium Noncarbonated Beverages
Brand
Market Share in 1999
% Change in Share from 1998
Snapple
Ocean Spray
AriZona
Lipton
SoBe
Mistic
Nestea
Nantucket Nectars
    40.5%
14.7
13.7
10.8
9.3
5.0
4.7
1.4
    3.7%
-2.9
-2.3
-1.3
6.9
-3.2
-0.9
-0.1
B. Market Share of the World's Largest Music Companies
Brand
Market Share in 1999
Market Share in 1998
Universal Music Group
Time Warner Music
Sony
Bertelsmann's BMG
EMI
Independents
27%
17
16
14
10
17
   23%
22
NA
12
NA
NA
C. Market Share of the World's Largest Hotel Companies in 1999
Company
# of Rooms
 
1. Cendant
2. Bass
3. Marriott
4. Choice
5. Best Western
6. Accor
7. Hilton-Promus
528,896
461,434
328,300
305,171
301,899
291,770
290,000
 


	Source: Adapted from: Paul Georgis, "Market Share for Premium Noncarbonated Beverages," USA Today (August 3,1999): 2B. Also, Keith Alexander, "Music Sales Hitting Sour Note," USA Today (August 25, 1999): 2B. Also, Chris Woodyard, "Hilton to Buy Promus in $3B Deal," USA Today, (October 12, 1999): p. 2B.
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	Figure 6
	The BCG Matrix
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	Figure 7
	An Example BCG Matrix


THE DECISION STAGE 

Analysis and intuition provide a basis for making strategy-formulation decisions. The matching techniques just discussed reveal feasible alternative strategies. Many of these strategies will likely have been proposed by managers and employees participating in the strategy analysis and choice activity. Any additional strategies resulting from the matching analyses could be discussed and added to the list of feasible alternative options. As indicated earlier in this chapter, participants could rate these strategies on a 1 to 4 scale so that a prioritized list of the best strategies could be achieved.

The Quantitative Strategic Planning Matrix (QSPM)

Other than ranking strategies to achieve the prioritized list, there is only one analytical technique in the literature designed to determine the relative attractiveness of feasible alternative actions. This technique is the Quantitative Strategic Planning Matrix (QSPM), which comprises Stage 3 of the strategy-formulation analytical framework. This technique objectively indicates which alternative strategies are best. The QSPM uses input from Stage 1 analyses and matching results from Stage 2 analyses to decide objectively among alternative strategies. That is, the EFE Matrix, IFE Matrix, and Competitive Profile Matrix that make up Stage 1, coupled with the TOWS Matrix, SPACE Analysis, BCG Matrix, that make up Stage 2, provide the needed information for setting up the QSPM (Stage 3). The QSPM is a tool that allows strategists to evaluate alternative strategies objectively, based on previously identified external and internal critical success factors. Like other strategy-formulation analytical tools, the QSPM requires good intuitive judgment.

The basic format of the QSPM is illustrated in Table 8 (pg. 45). Note that the left column of a QSPM consists of key external and internal factors (from Stage 1), and the top row consists of feasible alternative strategies (from Stage 2). Specifically, the left column of a QSPM consists of information obtained directly from the EFE Matrix and IFE Matrix. In a column adjacent to the critical success factors, the respective weights received by each factor in the EFE Matrix and the IFE Matrix are recorded.

The top row of a QSPM consists of alternative strategies derived from the TOWS Matrix, SPACE Matrix, BCG Matrix, IE Matrix, and Grand Strategy Matrix. These matching tools usually generate similar feasible alternatives. However, not every strategy suggested by the matching techniques has to be evaluated in a QSPM. Strategists should use good intuitive judgment in selecting strategies to include in a QSPM.

Conceptually, the QSPM determines the relative attractiveness of various strategies based on the extent to which key external and internal critical success factors are capitalized upon or improved. The relative attractiveness of each strategy within a set of alternatives is computed by determining the cumulative impact of each external and internal critical success factor. Any number of sets of alternative strategies can be included in the QSPM, and any number of strategies can make up a given set, but only strategies within a given set are evaluated relative to each other. 
For example, one set of strategies may include concentric, horizontal, and conglomerate diversification, whereas another set may include issuing stock and selling a division to raise needed capital. These two sets of strategies are totally different, and the QSPM evaluates strategies only within sets. Note in Table 9 (pgs. 46-47) that three strategies are included and they make up just one set.

A QSPM for a food company is provided in Table 9 (pgs. 46-47). This example illustrates all the components of the QSPM: Key Factors, Strategic Alternatives, Weights, Attractiveness Scores, Total Attractiveness Scores, and the Sum Total Attractiveness Score. The three new terms just introduced—(1) Attractiveness Scores, (2) Total Attractiveness Scores, and (3) the Sum Total Attractiveness Score—are defined and explained below as the six steps required to develop a QSPM are discussed.

Step 1 
Make a list of the firm's key external opportunities/threats and internal strengths/weaknesses in the left column of the QSPM. This information should be taken directly from the EFE Matrix and IFE Matrix. A minimum of 10 external critical success factors and 10 internal critical success factors should be included in the QSPM. 

Step 2 
Assign weights to each key external and internal factor. These weights are identical to those in the EFE Matrix and the IFE Matrix. The weights are presented in a straight column just to the right of the external and internal critical success factors.

Step 3 
Examine the Stage 2 (matching) matrices and identify alternative strategies that the organization should consider implementing. Record these strategies in the top row of the QSPM. Group the strategies into mutually exclusive sets if possible. 

Step 4 
Determine the Attractiveness Scores (AS), defined as numerical values that indicate the relative attractiveness of each strategy in a given set of alternatives. Attractiveness Scores are determined by examining each key external or internal factor, one at a time, and asking the question, "Does this factor affect the choice of strategies being made?" If the answer to this question is yes, then the strategies should be compared relative to that key factor. Specifically, Attractiveness Scores should be assigned to each strategy to indicate the relative attractiveness of one strategy over others, considering the particular factor. The range for Attractiveness Scores is 1 = not attractive, 2 = somewhat attractive, 3 = reasonably attractive, and 4 = highly attractive. If the answer to the above question is no, indicating that the respective key factor has no effect upon the specific choice being made, then do not assign Attractiveness Scores to the strategies in that set. Use a dash to indicate that the key factor does not affect the choice being made. Note: If you assign an AS score to one strategy, then assign AS score(s) to the other. In other words, if one strategy receives a dash, then all others must receive a dash in a given row. 

Step 5 
Compute the Total Attractiveness Scores. Total Attractiveness Scores are defined as the product of multiplying the weights (Step 2) by the Attractiveness Scores (Step 4) in each row. The Total Attractiveness Scores indicate the relative attractiveness of each alternative strategy, considering only the impact of the adjacent external or internal critical success factor. The higher the Total Attractiveness Score, the more attractive the strategic alternative (considering only the adjacent critical success factor). 

Step 6 
Compute the Sum Total Attractiveness Score. Add Total Attractiveness Scores in each strategy column of the QSPM. The Sum Total Attractiveness Scores reveal which strategy is most attractive in each set of alternatives. Higher scores indicate more attractive strategies, considering all the relevant external and internal factors that could affect the strategic decisions. The magnitude of the difference between the Sum Total Attractiveness Scores in a given set of strategic alternatives indicates the relative desirability of one strategy over another. 

In Table 9 (pgs. 46-47), two alternative strategies—establishing a joint venture in Europe and establishing a joint venture in Asia—are being considered by Campbell Soup.

Note that NAFTA has no impact on the choice being made between the two strategies, so a dash (-) appears several times across that row. Several other factors also have no effect on the choice being made, so dashes are recorded in those rows as well. If a particular factor affects one strategy but not the other, it affects the choice being made, so attractiveness scores should be recorded. The sum total attractiveness score of 5.30 in Table 9 (pgs. 46-47) indicates that the joint venture in Europe is a more attractive strategy when compared to the joint venture in Asia.

You should have a rationale for each AS score assigned. In Table 9 (pgs. 46-47), the rationale for the AS scores in the first row is that the unification of Western Europe creates more stable business conditions in Europe than in Asia. The AS score of 4 for the joint venture in Europe and 2 for the joint venture in Asia indicates that the European venture is most acceptable and the Asian venture is possibly acceptable, considering only the first critical success factor. AS scores, therefore, are not mere guesses; they should be rational, defensible, and reasonable. Avoid giving each strategy the same AS score. Note in Table 9 (pgs. 46-47) that dashes are inserted all the way across the row when used. Also note that never are double 4's, or double 3's, or double 2's, or double 1's in a given row. These are important guidelines to follow in constructing a QSPM.

Positive Features and Limitations of the QSPM

A positive feature of the QSPM is that sets of strategies can be examined sequentially or simultaneously. For example, corporate-level strategies could be evaluated first, followed by division-level strategies, and then function-level strategies. There is no limit to the number of strategies that can be evaluated or the number of sets of strategies that can be examined at once using the QSPM.

Another positive feature of the QSPM is that it requires strategists to integrate pertinent external and internal factors into the decision process. Developing a QSPM makes it less likely that key factors will be overlooked or weighted inappropriately. A QSPM draws attention to important relationships that affect strategy decisions. Although developing a QSPM requires a number of subjective decisions, making small decisions along the way enhances the probability that the final strategic decisions will be best for the organization. A QSPM can be adapted for use by small and large for-profit and nonprofit organizations and can be applied to virtually any type of organization. A QSPM especially can enhance strategic choice in multinational firms because many key factors and strategies can be considered at once. It also has been applied successfully by a number of small businesses. 

The QSPM is not without some limitations. First, it always requires intuitive judgments and educated assumptions. The ratings and attractiveness scores require judgmental decisions, even though they should be based on objective information. Discussion among strategists, managers, and employees throughout the strategy-formulation process, including development of a QSPM, is constructive and improves strategic decisions. Constructive discussion during strategy analysis and choice may arise because of genuine differences of interpretation of information and varying opinions. Another limitation of the QSPM is that it can be only as good as the prerequisite information and matching analyses upon which it is based.

	
	Table 8
	The Quantitative Strategic Planning Matrix—QSPM

	 
STRATEGIC ALTERNATIVES
Key Factors
Weight
Strategy 1
Strategy 2
Strategy 3
Key External Factors
 
 
 
 
Economy
 
 
 
 
Political/Legal/Governmental
 
 
 
 
Social/Cultural/Demographic/Environmental
 
 
 
 
Technological
 
 
 
 
Competitive
 
 
 
 
Key Internal Factors
 
 
 
 
Management
 
 
 
 
Marketing
 
 
 
 
Finance/Accounting
 
 
 
 
Production/Operations
 
 
 
 
Research and Development
 
 
 
 
Computer Information Systems
 
 
 
 



	
	Table 9
	A QSPM for Campbell Soup Company

	 
 
Strategic Alternatives
 
 
Joint Venture
in Europe
Joint Venture
in Asia
Key Factors
Weight 
AS 
TAS 
AS 
TAS
Opportunities
 
 
 
 
 
1. One European currency—Euro

2. Rising health consciousness in
selecting foods

3. Free market economies arising in Asia

4. Demand for soups increasing
10 percent annually

5. NAFTA
.10


.15

.10


.15

.05
4


4

2


3

-
.40


.60

.20


.45

-
2


3

4


4

-
.20


.45

.40


.60

-
Threats
 
 
 
 
 
1. Food revenues increasing only 1 percent annually

2. ConAgra's Banquet TV Dinners lead market with 27.4 percent share

3. Unstable economies in Asia

4. Tin cans are not biodegradable

5. Low value of the dollar
.10



.05

.10

.05

 .15

1.0
3



-

4

-

4
.30



-

.40

-

.60
4



-

1

-

2
.40



-

.10

-

.30
Strengths
 
 
 
 
 
1. Profits rose 30 percent

2. New North American division

3. New health-conscious soups are
successful

4. Swanson TV dinners' market share has increased to 25.1 percent

5. One-fifth of all managers' bonuses is based on overall corporate performance

6. Capacity utilization increased from 60 percent to 80 percent
.10

.10


.10


.05


.05


.15

4

-


4


4


-


3
.40

-


.40


.20


-


.45
2

-


2


3


-


4
.20

-


.20


.15


-


.60
Weaknesses
 
 
 
 
 
1. Pepperidge Farm sales have declined
7 percent

2. Restructuring cost $302 million

3. The company's European operation is losing money

4. The company is slow in globalizing

5. Pretax profit margin of 8.4 percent is only one-half industry average
.05


.05


1.5

.15


 .05
-


-


2

4


-
-


-


.30

.60


  -
-


-


4

3


-
-


-


.60

.45


  -
Sum Total Attractiveness Score 
1.0
 
5.30
 
4.65


	AS = Attractiveness Score; TAS = Total Attractiveness Score

Attractiveness Score: 1 = not acceptable; 2 = possibly acceptable; 3 = probably acceptable; 4 = most acceptable.


	A Summary of Key Financial Ratios

	Ratio
How Calculated 
What It Measures
Liquidity Ratios
Current Ratio
 Current assets 
Current liabilities 
The extent to which a firm can meet its short-term obligations
Quick Ratio
Current assets minus
  inventory 
Current liabilities
The extent to which a firm can meet its short-term obligations without relying upon the sale of its inventories 
Leverage Ratios
Debt-to-Total-Assets Ratio
 Total debt 
Total assets
The percentage of total funds that are provided by creditors
Debt-to-Equity Ratio
 Total debt 
Total stockholders' equity
The percentage of total funds provided by creditors versus by owners
Long-Term Debt-to-Equity Ratio
 Long-term debt 
Total stockholders' equity
The balance between debt and equity in a firm's long-term capital structure
Times-Interest-Earned Ratio
Profits before interest 
  and taxes 
Total interest charges
The extent to which earnings can decline without the firm becoming unable to meet its annual interest costs
Activity Ratios
Inventory Turnover
 Sales 
Inventory of finished goods
Whether a firm holds excessive stocks of inventories and whether a firm is selling its inventories slowly compared to the industry average
Fixed Assets Turnover
 Sales 
Fixed assets
Sales productivity and plant and equipment utilization
Total Assets Turnover
 Sales 
Total assets
Whether a firm is generating a sufficient volume of business for the size of its asset investment
Accounts Receivable Turnover
 Annual credit sales 
Accounts receivable
The average length of time it takes a firm to collect credit sales (in percentage terms)
Average Collection Period
 Accounts receivable 
Total credit sales/365 days
The average length of time it takes a firm to collect on credit sales (in days)
Profitability Ratios
Gross Profit Margin
Sales minus cost 
 of goods sold 
Sales
The total margin available to cover operating expenses and yield a profit
Operating Profit Margin
Earnings before 
 interest and taxes (EBIT)
Sales
Profitability without concern for taxes and interest
Net Profit Margin
 Net income 
Sales
After-tax profits per dollar of sales
Return on Total Assets (ROA)
 Net income 
Total assets
After-tax profits per dollar of assets; this ratio is also called return on investment (ROI)
Return on Stockholders' Equity (ROE)
 Net income 
Total stockholders' equity
After-tax profits per dollar of stockholders' investment in the firm
Earning Per Share (EPS)
 Net income 
Number of shares of common stock outstanding
Earnings available to the owners of common stock
Price-Earnings Ratio
 Market price per share 
Earnings per share
Attractiveness of firm on equity markets.
Growth Ratios
Sales
Annual percentage 
growth in total sales
Firm's growth rate in sales
Income
Annual percentage
growth in profits 
Firm's growth rate in profits
Earnings Per Share
Annual percentage 
growth in EPS
Firm's growth rate in EPS
Dividends Per Share
Annual percentage growth 
in dividends per share
Firm's growth rate in dividends per share
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