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UNIT 15 CONTROL

Objectives

After studying this unit, you should be ableto understand:
e the strategic control process,

@ importance of strategic control in evaluation;

e different methodsused in control process;and

e anaysisand follow-upactionfor control.
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15.1 INTRODUCTION

With the completion of the strategy implementation, the organization looksforward to
achieving thedesired goals and objectives. It is necessary, however, to introduce the
process of strategy evaluation and control in theearly stages of implementation, to see
whether the strategy issuccessful or not and to carry out mid-course corrections
wherever necessary. Thereare several reasonswhy astrategy may not lead to desired
results. The external environment may not actually follow atrend as was expected at
the time of planning thestrategy. The internal changeswithin the organization such as
the organizational systems consisting of structure, policiesand procedures may not
reflect harmony with thestrategy. Afier awhile, thetop management of even middle-
level managersmay find it difficultto exerciseasubstantial degree of control over
operating systems. The unexpectedmovesof thecompetitors might create major gaps
in the strategy. Thus thelist of such factors will requireacontinuous evaluation and
control of strategy. I n thisunit we will describethe control process.

15.2 STRATEGIC CONTROL PROCESS

The evaluation of the strategy of an organization can be done qualitatively aswell as
quantitatively. The quantitative evaluation is based on dataand ispossible through
post facto analysisto detect whether the content of strategy isworking or has worked.
However, qualitative evaluation can al so be done by addressing the question: Will it
work?The qualitativeevaluation can thusbe done beforeactivating plans of change.




The qualitative evaluation and control of strategy isareal time process. The Control ‘;gl
performance of strategy is monitored and correctiveactions aretaken. The basic aim J‘

of any organization isto achieve its goals. But to achievethe goals, the organization i
faces lotsof hurdles. To overcome these hurdles, it is necessary for any organization s
to have asound stratetgic control process. Theword meaning of ‘control’ itself J
means 'to regulate’ or 'to clieck’. This meansthat thetop management needsto keep i
check on how well thestrategy is beingimpiemented to achievethe objectivesof the Al
organization. For example, if the businessis not giving results as expected, it may be ;‘{};:'
necessary to increase promotional efforts, or revise the product policy, or asa last 3:1‘
resort, thefirm may pull out of a particular business. i

\
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The strategic control process is closely related to strategic planning process. Figure 5 f
|

15.1 represents the relationship between strategic planning and strategic control
process. Tlie process consists of three phases, which areasfollows: 1) Evaluation il
criteria; 2) Performance evaluation; and 3) Feedback. ;

Thefirst phasei.e., tlie evaluation criteria consists of selectingltey success factors,
devel oping measures and setting standards for the sameand collecting information
about actual performance. As discussed, theevaluation criteria can be qualitative as '
well as quantitative. In this unit, we will focus on the quantitative aspect. The
qualitative aspect would be discussecl in unit 16.
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Figure 16.1 : Relationship between Strategic Planning and Strntegic Control Process

Source: Adapted from Byars L. Lloyd, Strategic Management, Planning and Implementation Concepts
and Cases, 1987.

Quantitative criteria for evaluation : This isimportant for measuring the
organizational performancewhereby the actual resultsare compared with tlie expected
results. Usually the organizations usefinancial ratiosas quantitativecriteriafor
evaluating strategies. These are used dueto the following reasons:

|y  Tocomparetheperformance of the organization over different time periods;

2)  Tocompare the performance of theorganization with itscompetitorsin the

industry;
3) Tocompare the organizations performanceto industry averages.

Some of the major financial ratioswhich can be used as criteriafor evauation of strategy are:

1) Return on investment
2)  Return on equity a7
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3)  Profitmargin

4)  Market share

5) Debttoequity

6) Earnings per share
7)  Sdlesgrowth

8) Assetgrowth

These ratiosare used by different organizations to measurethe performance ofthe
organization. Here, onething isto be noted that the qualitativecriteriaare related
more to short-term objectivesthan the long-term ones. This isthe reason why
qualitativecriteriaarevery important in evaluating strategies. Therefore, to eval uate
strategies certain qualitative questionsshould also betaken into consideration. These
guestionscan be

e  Whether the strategy isinternally consistent or not?

e Whether it isappropriate considering the available resources or not?

e How isthefirm balancing itsinvestments between high-risk and low-risk
prospects?

This shows that answersto al these qualitative questions is important to evaluate and

control the strategy.

153 METHODSOF CONTROL

There are many methods/techniques used in strategic control systems. Every
organization hasitsown way of using a particular technique accordingto the
requirement of the organization. Most of the methods related to the strategic
management are regarding the financial control systems. Figure 16.2 shows one of the
effectivesystems of financial control, which isuniversally accepted and isused by
many organizations throughout theworld. Thisissystem of financial control isknown
as DuPont’s system of financial control.
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Figure 16.2: DuPont Chart
Source: Adapted from Chandra, Prasanna (1995), Fundamentals of Financial Management.




The other methodswhich are used most frequently are: Budgets, Audits, Control
time-related control techniques like: PERT and CPM, Management by Objectives

(MBO).Wewil discussthese methods in brief to developan understanding of the

StrategicControl Process.

Budgets: These are one of the most widely used control methods. Budget preparation
isoneofthem. In simpleterms budget means 'a plan of income and expenditure'.
Budget usually deals with allocation of resourcesto different organizational units.
Table 15.1 showsan example of a budget report. Budget gives an idea about the
future expendituresand income and at thisjuncture only the analysis of the
performanceof the company isdoneand corrective action can betaken upfor flaws,
if any. Since budget is actually aforecast, its revision would be required fromtimeto
time depending upon the requirement of thecompany. It isoneof the key elementsin
implementingthe strategy successfully.

Table 15.1: Budget Report

June - 5 months (year-to-date)
Budget Actual  Difference % Budget Actual Difference %
Total cost (Rs) 40,000 50,000 10,000 +25 20,00,00 20,50,00 5,000 +25
Total units ~ 10,00,000  12,00,000  20,00,00 +20 1,000,0000 1,000.0000 +0%

produced

Audits: This isanother method of control. As per American Accounting Association
(AAA),auditing isdefined as™asystematic processof objectively obtaining and
evaluating evidence regarding assertions about economicactions and eventsto
ascertain thedegree of correspondence betweenthose assertions and established
criteriaand communicating the resultsto interested users” (Byars, 1987).

Audit functionscome under three basic groups, viz.

¢ Independent auditors
e Government auditors
o Internal auditors

Independent auditorsare professionalswho providetheir servicestothe
organization.

Government auditors: This precludes the agencieswho perform government audits
for organizations.

Internal auditorsareemployees withintheorganization and performtheir function
from within.

Thereisonemore group known as Management Audit, which examines and evaluates
theoverall performance of dlorganization's managementteam. Audit teamsassess
theefficiency of various unitsin the organization and the control system of the
organization. Theinformation provided by them becomes crucial for the management.
Nowadaysmost of the organization go infor management audits.

Time-related Control M ethods

Thisincludesuseful graphical and analytical methodsand these methods serve asa

tool in the strategic control process. The most popular methods include Critical Path

Method (CPM) and Programme Evaluation and Review Technique (PERT). These are

graphical network depicting the different segmentsof work that must be completed

within agiven span of'time to complete aproject or task. These provide information

for both project planning and control and ishelpful for themanagement in allocating

itslimited resources. 49
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Management By Objectives(MBO)

This is one of the methods, which is usad both in strategic planning and control. In
this the objectives areestablislied for the organization asawhole for functional areas,
departmentsand finally individual sof the organization. It hasthree minimum
requirements which are asfollows:

1) Objectivesfor individuals.
2) Individualsareevaluated and receivefeedback on their performance.
3) Individuals areevaluated and rewarded on the bas softheir performance.

This helps in keeping acheck on working of employees in the organization and helps
achieve the goals of the organization. Apart from thesecontrol methods, other
methods like: Management Information Systems (M1S) and Decision Support Systems
(DSS) asocan be included under the control methods.

Activity 1

Suppose you area financial expert working for a bank. Identify tlie key financial
ratios important to evaluate the strategy of the bank.

............................................................................................................................................................
............................................................................................................................................................
............................................................................................................................................................
............................................................................................................................................................
............................................................................................................................................................

............................................................................................................................................................

154 PERFORMANCE STANDARDS

Having identified the measuresrelevant for asessing the success of the strategy, the
next important issue isto set the standards against which actual performance isto be
measured. Thestandardsof performance could beany of the following threetypes.

a) Historical Standards

In thistypeof standards, comparison of present performanceis made with the past
performance. Though simplest, this typedoesnot take into account the changes in
environmental conditions between the two periods. Moreover, the prior-period
performance itself may not have been acceptable. It also could be misleading in the
fonnative yearswhen the numerator (previousyearsfigures) issmall.

b) Industry Standards

In this type of standards, the coinparison of afirm’s performance ismade against
similar other firms inthe industry. The difficulty hereisthatall the firmsmay not be
exactly the samefor purposes of comparison.

¢) Present.Standards

Thegoals/targets aredecided by the firm’s management to be achieved in aparticular
period. Present standards convey theaspiration levelsand take into account
environmental conditions, if properly derived. Thesearemore realistic and also
consider the organizations' capacity to achieve them. These, however, require
tremendous analysis. Absence of such analysis may lead to shocking results. However,
for acompany devel oping aconscious strategy, present standardsprovidethe best
aternative.
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Activity 2

What kinds of standards are being used in your organization?What, in your view, are
the problemsarising out of it?

............................................................................................................................................................
............................................................................................................................................................
............................................................................................................................................................
............................................................................................................................................................
............................................................................................................................................................

............................................................................................................................................................

15.5 ANALYSISAND FOLLOW-UP ACTION FOR
CONTROL

Oncethe actud operations start, informationabout the actual performancehasto be
collected periodicallyand compared with tliestandardsset. If the objectivesor major
components of strategy includesuch factorsas market |eadership, information about
market sharewill also have to be collected. Informationmay also becollected
regarding performance Of tlieother key factors. If the performance on key success
factorsis unsatisfactory, thelong-termsuccessof thestrategy may beendangered.
Thismay bedespite tlie current successwhich may bedueto favourable current
environment, for example, boom in tlieindustry, scarcity etc.

If the performance is unsatisfactory, two coursesof action are possible. The
responsibility centre manager may be asked to improve performance, or if it is not
possible, target or standardsof performancemay berevised.

The evaluation and control reportsmay beof two types namely; tlie motivational and
theeconomic reports. The motivational reports relate to the performanceofthe people
in the responsibility centres. Economicreportsare concerned with theeconomic
performanceofthe responsibility centres. The basicdifferencein thetwo isthat while
the latter givesactual economic performance coveringdl factors, tlieformer reports
tlie performanceof a responsibility centre. For instance, whilean economicreport will
include al costs, tlie motivational report will include only those items of cost over
which it hascontrol.

For example, tliedivision may not haveany control over purchase price of materials,
but it may, havecontrol over material consumption, Similarly,the responsibility centre
has control over market share while it may not have control over industry volume. It is
advisable to keep the two reports separate. For instance, if the economic performance
isgoing down despite best efforts of the responsibility centre, theremay beaneed to
make ashift in the strategy. Similarly, strategic performance based on economic
reports may be satisfactory but still there may be need for modificationof the strategy
if thegood performanceis dueto unexpected favourabledevel opments.

From the control point of view the reportsmust betimely, otherwisecorrectiveaction
may not be possible. The frequency of reportsisdetermined by the lead time required
for corrective action and isconstrained by thelead timefor processingtlie
transactional dataand itstransmittal to retrieve data in the form of reports. If on the
other hand, tlieevaluations are made too early kneejerk reactionsarelikely whichmay
hurt tlie plan.

A strategy need not be changed or abandoned just becauseevaluationhasrevealed the
causes of poor performance over ashort period. It should betested for asufficiently 51
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long period of time becausecertain assumptions might have gonewrong and there was
no contingency plan to take care of such situations. Ifeven after reasonable period of
time the performanceis not coming up to expectations, it may be dueto serious
deficiencies in the businessstrategy. However, beforechangingthestrategy, it would
beadvisableto check itsimplementation on the test of adequacy. It isquite possible
that some of the Ss of the 7-S model may be grossly out of linewith thestrategy. And,
if corrected, thestrategy may till bequite useful. However, there might have been
seriouserrorsin assessing theexternal and internal environments even though the
evaluation of implementation reveal Sno major mismatches.

Activity 3

How arethetargetsfixedfor variousdivisions/departments in your organization?
How and why are thetargets revised? Give comments on theduration of target fixing
and revising.

............................................................................................................................................................
............................................................................................................................................................
............................................................................................................................................................
............................................................................................................................................................

156 PROBLEMSOF CONTROL SYSTEMS

‘There are a large number of problems associated with control systems for strategy
evaluation. An efficient system may collect alot of irrelevant datawhereas a
sophisticated system might ignorecrucial information. Some of thetypical problems
encountered in designing and managing control system are:

e  Theremay not beaconsensuson the criteriafor measuring the effectiveness and
efficiency of thestrategy.

o  The reporting data may beinvalid.

e  Theperformance normsmay be based on outputs:on which therelevant business
inay not have a control.

@  Often performance standards may beset with inherent contradictions. For
example, an increase in market shareinay be expected in conjunction with an
absol ute decrease in marketing expenditure.

Employees inay consider thesystem to be unfair and therefore may not accept it.

Overemphasis on measuring short-term performance may make managersforget
about thestrategy which inherently haslong connotations.

e |tisverydifficult toset " good”, "average' and " poor' levels of performance in
situations wheretheoutputsare not very tangible.

157 SUMMARY

An effective system of evaluation and control isimportant for the success of corporate
strategy. It isalso necessary for taking decisions on whether strategy should be
continued or modified. Thesuccess of astrategy should be considered both in terms of
effectiveness and efficiency. Whileit iseasy to measureefficiency, itisrelatively more
difficult to measure effectiveness.




The problem in evaluation and control isthat of devel oping appropriate measures. The
key variables of the organization may guidethe duration of measures for evaluation
and control. Structure also plays an important role in evaluation and control of
strategy. Defective structuresmay lead to inadequate evaluation and control. The
economic performance of an organization unit must be distinguished from the
performance of people of the unit from the viewpoint offollow-up action. Factors
which are not under the control of aresponsibility centre must beexcluded from the
reportsin evaluating the performance of the responsibility centre people. For
evaluation of a strategy or concrete action, all factorsof cost and environment must be
included. On tlie basis of evaluation tliecorrective action may betaken if the
performanceis not up to the planned levels. If it isfound that the performance of the
responsibility centre is not improving or is unlikely to improve, tlietargets may be
revised.

If there are successivefailures, the strategy may haveto beabandoned. Before
abandoningtlie strategy, however, an examination should be made asto whether
implementation has been adequate.

15.8 KEY WORDS

Control : Toregulate.

Perforniance Stantlar ds: Standards against which actual performance isto be
measured.

Ratio Analysis: The principal tool of financial statement analysis.

159 SELF-ASSESSMENT QUESTIONS

1) Compareand contrast different typesof standards which can be used for control
of strategy.

2) Discussthestrategiccontrol process.

3) Briefly explain some areas in which organizations establish quantitative
evaluation criteria.

4)  What can bethe characteristics of an effective control system? Discuss.
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