FUNDAMENTALS OF PLANNING

After studying this chapter, you should be able to:

A Identify organizational conditions that increabe need to coordinate activi-
ties through plans.

A Identify tour levels of management that cdmnite to the planning process.

A Describe the role that a planning staff playsin organization.

A Distinguish between single-use plans andditamplans.

A Describe the various planning; horizons and k@il they are integrated by
levels of management.

A Identify the conditions that lead to the need fontingency planning.

A Describe the steps of the planning process.

A Discuss the various barriers to planning.

A Describe the methods and techniques managersisarfior overcoming plan-
ning barriers.

A Cite reasons why planning sometimes failsiiganizations.

With operating losses averaging SI.7 million parbcin 1983, threats of
player and umpire strikes, headlines announcing émests, and major
disagreements among club owners, Peter Ueberregipatl into the job
of commissioner of baseball. Why would Mr. Uebdnratcept a job that
most would consider to he a guarantee of succe$aivges? Mr. Ueber-
roth believes he has a game plan that can turratipgrlosses into oper-
ating profits. This plan includes the following:

A Getting owners and players to understand thay dre partners
with equal interests in the future of the game;

A Developing a system where owners share the reagrftom
television broadcasts of games more equitably;

A Increasing attendance from 42 percent to an e two-
thirds of stadium capacity per game without inchnegdicket
prices;

A Improving the family atmosphere at hall parks differing low-
alcohol beer, improving medical facilities, moniiiog
restrooms and parking lots, and providing familgtsms;

A Encouraging corporations to sponsor special sastiof the ball
park that they could design and administer themesland

A Consolidating some costs on a league basis &wetr scouting,
and the minor leagués.

1. T. Moore, "Baseball's New Game HaRdrtune[April 1S, 1985], 17-21.
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To succeed, Peter Ueberroth is relying on it coingnsive plan that
hopefully will guide major league baseball franesidack into profitable
conditions.

The previous chapter discussed approaches to fatimgla strate-
gic plan. However, formulating a strategy that vidhd to the accom-
plishment of organizational goals is only half thieture. Implementing a
plan successfully, such as that outlined by the cemmissioner ot base-
ball, is a critical activity of organization manageSuccessful implemen-
tation requires managers at all levels of the oiggtion to understand
the specific tasks and responsibilities they neegérform to carry out
the strategy and achieve the goals of the orgaaizaln this regard, Mr.
Ueberroth's success will depend largely on hisitgliit communicate his
plan to both team owners and players.

This chapter is concerned with the methods andniggies tor
implementing a plan in support of a selected sfsat®Ve will discuss the
importance and benefits of a well-developed plaah identify the respon-
sibilities that managers have at various levelghaf organization tor
implementing the plan. Next, we will examine thehriques and time
horizons for implementing plans. This examinatisriallowed by a pre-
sentation of contingency planning—an important teghe used by
managers for planning organization activities inuacertain and turbu-
lent environment. The final section of the chapgeroncerned with
barriers to planning which managers must often wotfand how these
barriers can be overcome.

INTEGRATING THE PLANNING PROCESS

A plan is a framework that details the methods tasks tham{
to be implemented in order to achieve a designgted. Plans are devel-
oped once managers have selected a strategy thabéhleve will direct
the organization toward a goal. As defined in Chagdt, planning is the
process of identifying the methods to be used stéslbe performed, and!
time horizons for sequencing the implementatiormetthods and tasks
in the organization. Ultimately, a plan is designedoordinate activities
to enhance achievement of goals.

The Need to Coordinate Activities

The need to plan increases when managers mustspaincer-
tainty in the environment.- Suppose that an orgstiun were to operati

2. . F. Drucker Managing in Turbulent Timg®ew York: Hjjrper and Row, 198
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in an environment that is highly certain; thatvsry little change in the
environment has occurred or is expected to occuthis case, minimal
planning is necessary. Members of the organizatieed only learn the
tasks that are required to achieve organizationalggand simply repeat
those tasks in the future. However, certainty ie #nvironment is a
luxury that few if any organizations enjoy. Indedéds because environ-
ments of organizations have become more uncertah filanning has
become a very critical activity for organization magers.

The need to coordinate organization activities tigto plans
increases as an organization's environment becanmm® uncertain.
Coordination of organization activities requiresatthmanagers devise
frameworks for integrating subunit activities (e.groduction with
research and development) and linking organiza#otivities with the
environment (e.g., acquiring resources from supglignd distributing
products or services to buyers). Plans help spetigéycontribution of
each subunit to the quantity, quality, cost, amdirig of the production
of outputs. Managers who fail to develop plans thiditcoordinate organ-
ization activities increase the chances of the pizgtion's failure.

Planning is a function of management that musttbended to at
all levels of the organization. Its purpose is tm@inate the activities of
subunits and members within the organization anth whe organiza-
tion's environment. Whereas a strategic plan leadhe selection of a
strategy to be implemented, a plan is a processl¢aas to the imple-
mentation of a strategy that has been selected.

Levels of Planning

All managers participate in and contribute to thenping process
to some degree. Variations in the degree of coutidl to the planning
process will depend on the size and goal of thm fand the specific
function of the manager. Some organizations, sich manufacturer of
goods for space exploration, may have plans th&rekfar into the
future. A company producing a weekly series foewion may have
plans that only extend for three months. A productinanager of a goods
manufacturer for space exploration may have a léetailan for produc-
ing a gyroscope two years from now. A casting dwedor a television
series may maka major contribution to the development phase of the
series (i.e., selecting the cast) but have littleut once the cast has been
selected.

Four distinct levels of management can be idertiflgat contrib-
ute to the planning process: boards of directaxecetive officers, divi-
sion heads, and first-line managers [we will bengdihe terms first-line
managers and lower management interchangeflggse levels are not

3. R. F. Vsncii ami P. Lorangc, "Strategic Plannim@iversified CompaniesHar-
vard Business .Reviddanuary-February 14*75], 81-90.
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universal for all organizations. Small shops, sasHocal clothing stores,
may not have divisional heads. However,, identtfma of these four
levels of management can be applied to most largarozations.

Boards of Directors. Boards of directors are made up of indivifi-
uals who are either appointed or elected to ovetiseactivities of the
organization. Boards may he active in the planrpngcess or delegat
planning to executive officers. When planning isedated to executivg
officers, the board of directors will serve as anaattee that reviews ang
evaluates the plans once they have been formaliyexkecutive officers.
Members of the board oi directors may be electedtbgkholders or, in
the case of a social service organization, by othembers of the hoard.
Generally, the board evaluates formalized plangeti@rmine if they will
help to achieve the organization's official goakd, approval is granted;,
and executive officers proceed to implement thegla

14

Executive Officers. Executive officers are referred to as the top,
or upper, management of the organization as discuss Chapter 1. In
many organizations, executive officers are led g thief executive
mofficer ICEO) who is hired by the board of directéo manage the overall
operations of the organization. Where the boardidctors is an active
participant in the planning process, the CEO widlriwclosely with the
board in the development of the plans. Where ttegdhassumes a role ot
overseeing the formalized plan, the responsibftityplanning rests with
the CEO and other executive officers. Either waygcaitive officers play
a critical role in the development and implememtatof plans as they
oversee the day-to-day operations of the orgarinati

Division Heads. Division heads are individuals who manage a
subunit or a division in an organization. In sormgamizations, they may
be executive officers and participate in plannibthat level. As a middle
manager, a division head is responsible for devatpplans that will
guide division activities toward the completionagferative goals. For
instance, at Chrysler Corporation, division headsi be the individu-
als appointed to run the Chrysler, Plymouth, anddzodivisions. Divi-|
sion heads will consult with executive officers ithgrthe planning pro-
cess to share information about the operationkeif tlivisions. Divisionl
heads also contribute to the formulation of thenglaat will directly J
affect the manner in which their division operadesing the irnplemet
tation phase.

First-Line Management. First-line managers are those individ-
uals who oversee specific tasks within the orgditnaA first-line man-
ager in General Motors may be the head of prodaatiothe head of
marketing tor the Saturn division. First-line maaegwork with divisionj
heads in the planning process by providing inforomafibout their needs!
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and requirements to operate effectively once tla@gplare implemented.
First-line managers play a critical role in the exton of activities that
support the plan and lead to the accomplishmepefational goals.

These four levels of an organization's managememesas a
mechanism for developing and implementing effectptens that will
direct the organisation toward the accomplishmdrgoals. The integra-
tion of these four levels, from top to bottom, iteo referred to as the
hierarchy of plans. Figure 7-1 illustrates thedati@enships. Not all orga-
nizations use this approach to planning. Some drgéions, such as
General Electric, 3M, and Johnson & Johnson, pkacgeater burden of
responsibility for planning at middle and lower & of management.
This is done in the belief that middle and lowerdiemanagers have a
better understanding of the direction their divioand departments
need to pursue and thus should be given moTe decizower in the
implementation of plans. Top management in thesepamies serves to
review and authorize the plans upon submission iddha and lower
level managers.

THE HIERARCHY OF PLAJtfS

Level in the

Organization Responsibilities

Board of

Directors Reviews and evaluates plans when
formulating is delegated to
.executive officers. May assume
direct responsibility for formulating

E . plans,

xecutive
CEO and other officers assume
maior responsibility for fdrmulati®
pians and overseeing the
implementation of plans directed
toward the accomplishment of;

Division official goals.

Heads Contribute to the formulation of
plans and assume responsibility for
the implementation of plans directed
toward the accomplishment: of
operative goals within their

_ _ divisions;
First-Line
Management Contributes to the formulation of

plans by providing specific
information regarding its task.
activities. Responsible for the
implementation of plans that will
lead to the accomplishment of
operational goals.
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The Planning Staff

Iri some instances, top management of an organizatiay create
and develop a planning st&ffA planning staff is a group of individuals
whose sole responsibility is the formulation ofrdaThe creation of a
planning staH to advise managers in the organizatiaseful when man-
agers need to devote more time to other activitexsk the expertise to
solve particular problems, or are dispersed acttossountry or around
the world, thereby reducing contact with headquart&nder these con-
ditions, as is the case with many large multinalarorporations, plan-
ning is best conducted by a staff of individualsowdan work exclusively
on the formulation of plans.

A planning staff is usually composed of individualfo have
attained expertise in areas that are critical oglanning process. This
expertise may be in the form of developing statétimodels to gauge
environmental trends, knowing consumer behaviaining in sophisti-
cated financial analysis, applying production medelr having experi-
ence in industry analysis. In most instances, tlarpng staff is com-
posed of individuals who have prior professionalring in a specialized
field. It is not uncommon for the planning staffiiave a large number oi
its members who have obtained an MBA degree arat priperience in
their chosen field.

When establishing a planning staff, upper managémeist make
decisions about the amount of responsibility fanmling the staff will
assume. In some organizations, all planning is dnthe planning staff.
Upper management reviews and evaluates the plandh#ve been for-
mulated. In other organizations, the planning staffssigned responsibil-
ities for collecting information that is needed fdanning. The informa-
tion is assimilated and upper management, sucheasxecutive officers,
uses that information to formulate plans. Yet arotimethod for manag-
ers to make use of a planning staff is to assigallemunits of staff to
specific divisions and have them report to middienagers, or division
heads, rather than to upper management.

Regardless of how a planning staff is utilized inagiganization, it
should be recognized that the formation of the bag several important
purposes. First, the planning staff can assist gemant in developing
goals and strategies for the organization by scanttie environment for
important trends that may affect the organizati®acond, the planning
staff can work to ensure that the plans of varisuisunits in the organi-
zation are coordinated. If production is planniagrtcrease the output o!
a product by 500 units in the month of May, thelesahould have plans
to increase the promotion of the product. Finalyg planning staff can

4. W. H. NewmanAdministrative Action: The Techniques of Organiaatand
Managemen(Englewood Cliffs, NJ: Prentice-Hall, 1963)
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serve as a valuable source of information to manageéall levels of the
organization in matters concerning the formulat@mnmplementation of

plans.

FROM THE FIELD: Corporate Objectives

In early 1986, we surveyed corporate planners from a wide variety of industries to learn
what corporate objectives they felt were important to the planning process. We asked each
planner, "How would you rate each of the following corporate objectives in terms of their
overall importance to the development of plans for your organization?" Planners rated each
objective on a scale of 1 to 5, with possible responses including 1 (very unimportant), 3
(neither important nor unimportant), and 5 (very important). Here are the results, ranked
from most important to least important.

Rank Corporate Objective Average Rating
1 Increase market share 4.60
2 Improve return on investment 4.55
3 Reduce production inefficiencies 4.18
4 Improve cash flow 4.05
5 Improve relations with buyers
and suppliers 3,79

These results indicate that planners responding to the survey identify improvements
in market share and return on investment as the most important corporate objectives to
consider in the development of plans. Of interest is the importance that planners place on
the reduction of production inefficiencies, only slightly ahead of the objective to improve
cash flows. This may be the result of a new vigor to improve production in many firms due to
increased domestic and foreign competition.

ACTION PLANS

In Chapter 6, we discussed the process that managerin formu-
lating strategic plans. Strategic plans are thded tdentify a general
framework for accomplishing the organization's nossand official
goals. In this section, we will examiretion plans which are plans that
identify day-to-day activities in support of thesgegic plan of the organi-
zation. Action plans provide the details on how #teategic plan will
lead the organization to the accomplishment ofjdals.

Action plans can be classified into two typ8&mgle-use plans are
used to direct activities in the achievement opac#ic goal and will not
be repeated in the futurBtanding plans are developed tor guiding activi-
ties toward achievement of goals when they are ofcarring nature.
Both types of action plans assist members in co@atitig and directing
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their activities toward goal accomplishment. Insthvay, the develop-
ment and implementation of action plans can pravbd the difference
between success and failure in the implementatrocgss.

Single-Use Plans

Single-use plans are developed under conditiongevtie likeli-
hood of repeating activities is low. Constructiohnew plant facilities
would exemplify a single-use plan as, once thetphas been built, it is
unlikely that a new plant will be built on the samhoeation (unless the
first one burns down]. Managers may also develoglsiuse plans when
a one-time promotion for a product needs to be emgnted. The three
types of single-use plans are programs, projecis badgets.

Programs. A program is designed to coordinat. large set ot
activities. As a single-use plan, a program costairset of guidelines thai
identify (1) the goal to be achieved, (2) the maj@ps that are needed tu
attain the goal, (3) members or subunits that Wwél responsible for
implementing each step, (41 a schedule that oraedstimes the imple-
mentation of each step, and [5) an estimate ottt associated with the
implementation of each step.

Programs may be developed that involve the entembership of
an organization or may be limited to a few memhmarly in the imple-
mentation process. For instance, the Statue of rtykellis Island
Centennial Commission was established to raisesfiodthe refurbish-
ing of perhaps the most famous monument in the ddnBtates. The
commission coordinated its activities through agpam that required
soliciting and collecting funds, locating and emyig skilled workers,
and developing public relations events. The sucoéshkis program was
dependent on explicit goals, identification andusswing of major steps
to be performed assignment of responsibility, apthiied estimates of
costs. Programs that may be limited to a few membet are laTge in
scope would be represented by a company's eff@mdgage in a corporate
merger. Activities are extensive, but the programsigned to implement
the activities may include only a small handfulsanior management.
The program is terminated once the merger has bespleted.

Projects. A project is a single-use plan that is usually more lim-

ited in scope than a program. A project may be ld@esl in support of a
program when a specific set of activities to bedrarted at one time is
required to complete a step in the program. Howeaqaroject may also
be a self-contained activity by not having any $inkith other programs
in the organization. In reference to our exampléhaf commission for
refurbishing the Statue of Liberty, a project tigtinked to the program
would be the organization of a gala event to celebthe completion oi
work on the statue.
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Thesuccessful
completion of
the restoration
program was
celebrated on
July 4, 1986.

A project can also be self-contained in that &t linked to a
program and is to occur only once. A personnel mananay be required
to review the salaries and benefits of all emplaygethe firm to deter-
mine whether allegations of inadvertent discrimioatbased on age or
sex of employees is true.

Budgets. A budget is a single-use plan that specifies allocations
en time period. Budgets also prescribe methods hichvfinancial
resources are to be distributed in a project ogianm. Budgets are impor-
tant devices for controlling activities by settiigits on the amounts of
expenditures.
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Depending on the level of financial resources cott@dito a pro-
gram or project, budgets can have a powerful impachow tasks are
carried out in the organization. If budgets aredeguate for support of a
program or project, managers must identify wayshorten steps and
may in the process jeopardize the successful adishmpent of the goal.
If budgets are overly generous, managers may iectndny unnecessary
steps in the implementation process of a programroject in order to
use up the funds.

Standing Plans

In many instances, managers must plan for actsvitighe organi-
zation that recur continuously. In these situatjostsinding plans arg
developed that can be recycled for as long as #reybelieved to be
appropriate for coordinating member activities.n8iag plans are useful|
to managers because they allow managers to conserwand energy by
focusing attention on activities or events thatndd recur continuously
The three types of standing plans are policiesydsted operating proce}
dures, and rules and regulations.

Policies. A policy is a standing plan that provideanagers
with a general guideline for decision making. Astsua policy designates
boundaries or limits that are to be followed by Bgaers when decision
arc required. A policy is implemented within an angzation in order to
increase the chances that managers will resporfdrarly to problems
or situations that require their attention. A pglialso provides guide
lines concerning the methods managers are to entplagtain the objec-
tives they are working toward.

In some organizations, policies are developed twigde managerg
with guidelines for hiring employees. Policies sash"All employees of
the organization must have a college degree" peowithnagers with a
guideline in making decisions about hiring. Howevete that the policyf
as stated does not provide the manager with a puedfor discriminat-
ing among applicants who do have a college dedfdarther limits or
boundaries are believed important, additional pedican be implement
ed such as "All employees must have three yeagwiof work experi-
ence."

Generally, policies are established by the top manent of the
organization. Policies reduce the need for clogesiision among subor-
dinates and further express the intentions of degdional strategies and
goals. In the implementation of a policy, top magragnt can direct
behaviors and decisions toward the attainment gamizational goals,
express values and ideas that are believed to periemt, and serve tc
reduce confusion or conflict about issues or comgehat subordinates
may have in carrying out their tasks.

174
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are internally consistent and direct activities anvdesired goals. As the
environment of organizations changes and with meahanges in goals,
the modification or removal of older policies isnsetimes necessary.
This is particularly important concerning policiabout hiring and pro-
motion of employees. Many older policies in orgaians have been
found to be discriminatory toward women, racial aitnic minorities,

and the handicapped and thus can expose the oagi@mmzo lengthy and
costly litigation.

Standard Operating Procedures. A standard operating proce-
dure (SOP) is another form of a standing plan. An SOP govepecific
actions that members of the organization are reguio perform under
certain circumstances. Normally, an SOP is mordiex@and detailed
than a policy. An SOP is usually developed to g@deemployee through
a series of tasks identifying the appropriate méshto be performed at
each step of the activity. Thus, an SOP is usetutrwemployees first
confront a situation or circumstance on a reguémifs Once the SOP has
been established, employees need learn only tps ated new employees
can be trained easily in the procedures.

An example of a standard operating procedure wbeldne insti-
tuted for a floor salesperson in a retail store.eWhustomers are dissatis-
fied with a product they have purchased and seedfund for their pur-
chase, many retail stores have implemented an S©ORirect the
employee in the steps that are necessary to gweuktomer a refund.
For instance, an SOP may direct the employee toe{dLest a receipt from
the customer; (2) fill out a form indicating thetelaf purchase and reason
for exchange; (3) attach the receipt to the forf);dontact the immediate
supervisor for approval of a refund; (5] take tippraved form and receipt
to the refund department; (6) obtain a refund aadehthe customer sign
the form noting receipt of cash; [7) provide thestamer with the yellow
copy of the form, submit the blue copy of the fotanthe refund depart-
ment, and keep the white copy of the form in theplkayee's assigned
cash register; and (8) submit all refund formshe supervisor at the end
of the day. The detail of the instructions contdime this example of an
SOP guides employees with a method for performiregtask in a consis-
tent manner over time.

Rules and Regulations. Where policies and standard operating
procedures provide guidelines for decision makimdgsand regulations
are statements that designate specific requirédradRules and regula-
tions are the most explicit and specific form o$tanding plan. While
SOPs are explicit, they differ from rules and redguns in that they
designate the specific steps one is to perform situation. On the other
hand, rules and regulations are directives thdteeipermit or forbid a
certain action. A typical rule or regulation may o smoking at an
employee's desic" dAll employees must be at their desk8:@0in the
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morning." Note that SOPs may be developed aroundeaor regulation
such as a directive to supervisors concerning thequures they are to
follow should a rule or regulation be violated.

While rules and regulations serve to substitute decisions by
either permitting or forbidding certain activitiethey can also be sus-
pended. A manager may, for instance, suspend theofthaving to be at
one's desk at 8:00 in the morning if the employestattend a funeral
because of a death in the family. Rules and reiguiatcan actually stifle
members of an organization in their efforts to iattgoals by becoming
too excessive or by being enforced too rigidly.evikse, if one or several
rules and regulations are continually violated, rhers of the organiza-
tion may believe that no rule or regulation mustaodered to. In either
situation, rules and regulations may defeat manages purpose ¢f
planning organizational activities in a way thatllwhaximize th
chances of attaining organizational goals.

Action plans in the form of single-use or standplgns are impo
tant organizational mechanisms for coordinating dirdcting activitie
toward the implementation of organizational stragegand attainment gf
organizational goals. Figure 7-2 depicts the reteghip that action plans
have with the goals and strategy of the organimatio is crucial for
managers who formulate and implement action planmake sure that
the plans will focus member activities on taskd #r& critical for overall
success.

THE RELATIONSHIP OF ACTION PLANS
WITH ORGANIZATIONAL GOALSAND STRATEGY

Programs

Plans Projects

Budgets
Strategy

_ | Standard
Standing Operating
Plans procedures

I Rules™
and
Regulations
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Industry
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Chemical
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Machinen

Electronic:

Retail sale
Total

Source; Copyright 1973 by the Foundation for thed® of Business at Indiana University. Reprintgd b

permission.
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PLANNING HORIZONS

An important component of any plan is the plannimggizon, the
length of time the plan specifies for activitiesite implemented. Three
planning horizons can be identified for classifyiptans: fong-range,
intermediate, and short-range.

Long-Range Planning

Long-range planning involves identifying those witiggs to be per-
formed over an extended period of time. In somesakng-range plans
may extend for several decades though the lengémyifplanning horizon
will vary from one organization to another. Fortarsce, a firm in the
forestry industry may have long-range plans thatmeck over a century in
order to reforest cut timberland and guarantee mticoal supply of
resources long after present managers of the coympave retired. Large
corporations such as Dow Chemical and General iMdotmgage in long-
range planning that covers several decades. Annharghon created to
plan a gala event for a prominent world figure nesyablish long-range
plans that extend for several months only (at whiate the event occurs
and planning is no longer necessary). As a gemata] we identify any
plan that extends beyond five years as a long-rphaye Table 7-1 identi-
fies variations in planning horizons for firms ianous industries.

PLANNING HORIZONS FQR FIRMSIN SELECTED

TIME
3-5 Tears 6-10 Years Over 10 Years  Other

% No. % No. %, No. % 'ifea

22 84 3 11 0 0 1 4 26

40 87 5 10 0 0 1 2 46

1C 58 5 19 1 6 1 6 17

7 m 2 /S 0 0 2 18 11

1€ 91 3 0 0 1 3 28

34 91 1 1C 0 0 2 w5 37

25 8¢9 3 1C 0 0 0 0 28
164 84 2Q 10 193
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Long-range planning is different from strategic rpiang, which
was discussed in Chapter 6. Strategic planningiisgrily concerned
with how the organization will position itself angprompeting concerns
in a market. Long-range planning evolves from syt planning. It spec-
ifies and designates the activities to be perforraed thus serves to
implement the selected strategy. In addition, aylange plan encom-
passes all levels of activities in the organizatidmereas a strategic plan
provides a direction to those activities. For exbmphe strategic plan-
ning process would evaluate the current strengtlsveeaknesses of the
organization and then forecast probable opporemiéind threats in the
environment. Based on this evaluation, the stratpfan would identify
a strategy that is most likely to he successfulp#g-range plan would
then be developed with an emphasis on directingcanddinating activi-
ties that will accomplish the intent of. the seéztistrategy. The long-
range plan, therefore, serves to implement aatiwithat will support the
strategic plan and ultimately enable the organizato attain its goals.

There is one feature of a long-range plan thaifisrdnt from plans
with shorter planning horizons. Specificity of adiies to be implement-
ed will decrease the closer one gets to the planharizon. In a 20-year
plan, knowledge of the environment, financial posit and goals of the
organization are rather uncertain. Attempts to fiecdic about activities
to be implemented in the year 2010 would be unpctder for most
organization managers. Hence, it is.ttiore usafudavelop plans further
away from the present that provide managers witkdadunes. Over the
course of time, managers can add specifics thateikuitable to current
conditions.

Intermediate Planning

Intermediate planning is critical in most casesht® success of the
organization. Intermediate plans generally extaondfone to five years
and are designed to implement activities among haida divisional
levels of the organization. For instance, a longgeplan may identify
several points in time when the organization isdasider the introduc-
tion of new products. In three year?, a new produt reach the market.
Six years hence, or three years after its intradocthe new product is to
be modified based on consumer feedback gathered $toveys, and so
on. In this situation, an intermediate plan woududs on the introduc-
tion of the new product, specifying the necessargricial and material
resources, and time horizons for completing necggsasks in support oi
the new product. Whereas long-range planning mape ovith highly
uncertain conditions in the future, intermediatanpling is focused more
on the activities that have to be implemented withiplanning horizon
that contains fewer uncertainties.
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Short-Range Planning

When plans are developed for implementation withiplanning
horizon of less than one year, we refer to thishast-range planning.
Short-range plans are those that are mostly petitzefirst-line manag-
ers and general employees of the organization. tShage plans may
specify activities to be implemented that will aa¥e certain production
levels each week. The aggregation of these weeaklgiyztion levels will
then serve to meet the goals of production forysar. While short-range
plans are necessary for most organizations, theyhzve drawbacks.
Many times, managers become so focused on shagenalans because of
the immediate attention they require that they Isiggt of the interme-
diate and long-range plans and ultimately, thecdete strategy and mis-
sion of the organization.

Integrating Planning Horizons

A critical concern of managers engaged in the planprocess is
the integration and balancing of organizationallg@md strategies with
long-range, intermediate, and short-range plansrtStange plans, for
instance, should be supportive of intermediate pland intermediate
plans supportive of long-range plans. Long-rang@plsupport the select-
ed strategy of the organisation which in turn letdattainment of orga-
nizational goals. Recall our discussion in Chaptesf the hierarchy of
goals. We can use that framework for depictingréationship between
goals, managers, and planning horizons. Figurepti®ays these rela-
tionships.

Managers at various levels of the organization mgstesponsibili-
ty for the implementation of plans. First-line mgaes oversee the activi-
ties designated in the short-range plans which ghekattainment of
operational goals. Divisional managers guide atiggiidentified in the
intermediate plans which serve to accomplish operajoals. Executive
management focuses on activities in long-range spthiat are directed
toward official goals of the organization and aegided from the selected
strategy.

Suppose top management, after conducting a SWOTysisa
believes that the best strategy for the organimabier the next ten years
is to expand production capacity in order to emtew markets. This
strategy could be derived from the official goaltlé organization to seek
long-term growth and greater profits. The long-rampdan would identify
at specified intervals of time the constructiomef~ plants located close
to markets that the organization seeks to entéernmediate plans would
be developed to focus activities on the constructibthe plants, which
requires managing capital flows, contracting witinstruction compa-
nies, and purchasing machinery to be used in thept@nts. Short-range



Managerial Profile
DONALD B. NEWTON

Donald B" Newton became plant manager of Hoosieirigarire Corapair-
in 1979. He joined the company in 1974, and pwath&it he taught bioleg’
in the public school systems in California. HoosRercing Tire Compun
located in South Bend, Indiana, manufactures astidiutes specialty tit
for automobile racing. In 1985, its gross salesenagpproximately $7
lion through a nationwide distribution network. &n1979, the growtheffl
sales has increased nearly 25 percent a year. din@any is vertically
integrated from manufacturing its own rubber tailegelling, it has two™
manufacturing plants and corporate offices in Indi@mploying 123 pie,
with regional warehouses nationwide. Productiocyidical due tm:
seasonality of the sport and the constant obsohescef the product,
product mix consists of over 250 models of racingstproduced on a shaft]
run basis. Models are undergoing continuous madlifdn in response taj
the competitive pressures exacted by auto lacimgbgnother racing tit
manufacturers. Mr. Newton received an M.B.A\. imawistration from
Indiana University.

Q: How would you describe the approach to planning tors, which would give us an understanding of
that takes place at Hoosier Racing Tire? market size and definition. Because of the under-
A: Planning takes several forms at Hoosier. The mined nature of the market, we practice what vre
organisation is small enough that the president hascall incremental planning—adding foreseeable inti-
daily communication with all department heads. mation to our short-range plans. Another feature ot
Usually the president spends mornings with the the market that disrupts the planning processss th
sales and administrative people, often on a one-to-constant obsolescence of racing tires, Most people
one basis. He has a structured sales meeting weeklynot in the business have a hard time understanding
Afternoons are spent talking with manufacturing this. Competitors are constantly changitigt
personnel including the designer, plant manager, design and composition of. the product, which can
and cornpounder. It is through daily contact that occur as often as weekly. Because of this, we'ii
short-range plans emerge, are altered, and areimpl unable to create large inventories for fear of hgvi
mented. Often, one department is informed only an. outdated product.
about that portion of the plan it is involved ihus Q: For someone seeking a job in your industry,
at times leaving a fragmented view of the whole pic managerial skills do you believe are important in 0* to
ture. Problems arise when the president thinks hebe effective?
has informed all vital personnel but has left a key A: | would suggest to anyone who wants
person out. On the other hand, this unstructured enter this industry that communication skills ar
daily contact allows for fast response to produt.a  necessary. | have a policy md verbal orders. By tfc |
schedule changes, thus avoiding the time-consum-mean that any instructions or orders should alway
ing nature of structured meetings. Q: Is the short- be in written form-—not in any formal sense—buK
term focus for planning purposive or simply necegsa rather, a few words scratched on a pad and haofied t
because of the nature of your market? a subordinate along with verbal instructions,

A: Our inability to engage in long-range plan- will always produce better results thanv
ning stems primarily from a lack of information instruction alone. Personal organization israk
about our market. We have yet to define our market tant skill. | always carry a pocket spiral notebbok
concretely. We know there are other areas like dragwhich | constantly write notes to myself and
racing and off-road racing that we don't even mtevi  others. | begin my day by reading my notebook
a product for. However, we're running at capadity, = moving ideas to a sheet on my desk which is divide
spite of the aggressive expansion of production by into today's projects (items such as phone talls
competitors, just to meet the demand for oval car can be handled quickly] and long-term [items
racing. We feel our market is like digging in a toa such as sales forecasts, machinery tions, and so
mine; we do not know the extent or size of the coal forth). At the end of the day, | tell daily
vein or in which direction it will take us. Ideajly production, scrap and maintenance rej quality
would like to know the total sales ot all my conipet  control, and personal reports, in an attem” to

identify problem areas.

260



Chapter 7 A FUNDAMENTALS OF PLANNING 261

figure 7-3 INTEGRATING PLANNING HORIZONS
WITH ORGANIZATIONAL GOALS
Management Planning
Levels Horizons Goals
Executive o
Managers Long- Official
Divisional Intermediate Operative
Managers
First-Line e i T : ' '
Managers Short- _ i e 7= | | Operatio
3
Year

plans would then be developed to train workersclstmventories, set
targets for production levels, and designate buggetessary to achieve
the operational goal of increased production.

Once the plans have been developed for the thpestgf planning
horizons, managers must balance the plans depemdintpe degree of
success that is achieved in completing activitigghiw certain time
frames. It would not be useful, for instance, @rirworkers if for some
reason the construction of a plant is delayed &eral years due to a
downturn in the economy, forcing managers of ttganization to engage
in cost-cutting procedures. Thus, integration @& three planning hori-
zons is an important task of management.

Where many adjustments are necessary in the oyaeals, many
organizations elect to develop a planning staft thil not only make a
major contribution to the development of plans, higo monitor the
implementation process and make adjustments tcspldren necessary.

CONTINGENCY PLANNING

In Chapter 6 we indicated that the need for stiatptanning has
increased for many organization managers due tintirease in environ-
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mental uncertainty. Environmental uncertainty ioldematic to the
implementation of plans because it makes it moficdit for managers
to project critical conditions in the future. Undéese conditions, man-
agers of organizations will attempt to develop aogéncy plans.

Contingency planning involves identifying alternaticourses of
action in advance of implementation in order to tressible conditions
in the future. Contingency plans, therefore, addkement of flexibility
that assists managers in the anticipation of chaulggt may occur sud-
denly. For instance, an organization that seekasxfmand its production
levels in order to enter new markets can estalaisbntingency plan to
respond to a sudden downturn in the economy whiali mcrease the
cost of borrowed money and lower the demand forptteeluct. If this is
believed by management to be a possibility, coetirty plans can be
developed which will shift activities to respondttds event. Instead of
building new plants, the contingency plan may bedaduce production
levels and curtail the hiring of new employees.

In highly uncertain conditions, management may distieve
there is a possibility for accelerated demand lier groduct which would
require expanded production levels beyond the waigplan. That is,
demand may be twice that originally forecastedrabg requiring an
even greater increase in production facilities other next ten years.
Thus, management may include another contingeray tilat calls for
subcontracting with other firms to produce the prdd Hence, undeT
contingency planning, management can be preparéuglement plans
that will respond to a decline in demand or an bkregéion in demand,
and a plan that will meet demand under the origiegbectations.
Through contingency planning, managers can respmibth optimistic
and pessimistic scenarios of future conditionshi@ ¢nvironment.

Contingency planning provides several benefits smagers in the
organization. First, contingency planning can redtlee occurrence ot
crisis management, which is the scramble for answaeproblems within
a very short time frame. In many instances, cmssagement produces
decisions that are ineffective or actually damdgedhances of the organ-
ization achieving its desired goals. Second, cgetirty planning furtheril
develops managerial skills by requiring managersinderstand the
dynamics of their environment. And third, it enableanagers to engage!
in a variety of decision-making techniques thatwseful for developing;]
more effective decisions.

The process of contingency planning is best undedsthrough!
the identification of action points. Action poirsse designated times in
the plan that signal managers that conditions aseimg in a directioh
which requires the abandonment of the original pkaction points are
incorporated into the original plan at intervalsthre implementation
process that managers feel are critical stagesdommitting resources.
Action points are established and monitored inan iy the following!
methods:
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A In the development of the plan, managers examauh astep in
the implementation process and pose a "what if'stjae con-
cerning each step to be completed. Managers agsaabili-
ties to the event actually occurring and then idegratlternative
plans to be implemented should the event actuaiun Not
all possible outcomes can be included, as thisdcbel an infi-
nite number. The assignment of probabilities erab@anagers
to discriminate between possible events occurrimg) thus nar-
row the number of contingency plans required. Fxaneple,
management may decide that any event that hagHassa 25
percent probability of happening will not have a o€ contin-
gency plans developed for the occurrence of thahev

A During the implementation process, informationgasthered to
identify trends that may lead to one of the possitents iden-
tified in the contingency plan. For instance, marmagnt may
believe that a decline in the gross national prod@&NP) of
more than 2 percent will lead to a severe declindeémand for
the organization's product. Thus, if GNP has beeadliding
over several quarters, managers may have goodrréadmlieve
that a contingency event may occur in that year.

A If a decision is made that a contingency everltkisly to occur,
implementation of the contingency plan takes pladss may
be a withdrawal of further construction on new gkand a

Contingency
lanning can
reduce the need

for crisis
management.
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discontinuance of programs designed to train newwleyees.
Action points are continually monitored in orderdssess the
probability of further contingency events takingoe.

STEPS IN PLANNING

While we have discussed various aspects of planmiryevious
sections, it is useful to identify the proceduresnagers use in planning
and conditions that lead to planning effectivendd¢sugh the sequenc-
ing and implementation of steps in planning mayyvamong organiza-
tions, identification of a general process helpsiiderstanding the plan-
ning function.

Planning Steps
The five steps in planning include the following;

1. Identify goals.Organizational goals are the starting point for the
planning process. As noted in Chapter 5, offictzdlg can be abstract.
When this is the case, managers must strive torstated how the
official goals encompass and exclude certain a@ivin the organi
zation.

2. Conduct a SWOT analysi€onducting a SWOT analysis, as dis
cussed in Chapter 6, provides managers with anesgas of present
and future environmental opportunities and thréatbeir organiza
tion. SWOT analysis further informs managers athtospecific |
strengths and weaknesses of their organizatiorh 8n@nalysis pro*
vides management with a better understanding obtbanization's
current situation and forecasts future situatidrad the organization
will have to confront.

[

3. Select a strategyOnce managers have a clear understanding of orgH
nizational goals and have assessed the organiZzatonrent and
future situation, a strategy can be selected tlilhewploit external
opportunities and support the strengths of the oizgtion. The
selection of a strategy provides managers withneige plan for coor
dinating and controlling activities in the organtipa.

4. Establish a planManagers need to identify specific activities that
will be implemented in support of the strategy thas been selected.
This involves the establishment of operative andraponal goals,
action plans, and planning horizons. '|

5. Implement the plarkinally, the plan is implemented. Coordination
and control of activities are achieved through paats, projects, and
budgets for single-use plans that are implememeédalicies, start
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dard operating procedures, and rules and regulationstanding
plans that are implemented.

Making Planning Effective

There are several considerations managers shotgiddato in the

planning process in order to make planning effectivhese considera-
tions are as follows:

A Attempt to use established technique's and systembe
organization to implement the plan&hile, some changes may
need to be made, the more change introduced to ersnolf the
organization, the greater the probability that ailists in adopt-
ing the new system will result. In some cases, marsahave
focused too much on applying new techniques thae e fact
appropriate, but failed to attain their goals doetitne spent
having to learn and adapt to a new system.

A Planning should be participativeThe more members of the
organization are involved in the planning procdbg, deeper
the level of commitment and understanding of thealfiplan.
Also, the greater the number of people involved, gheater the
number of perspectives, information, and viewpoithtat can
be brought into consideration. This often requittes involve-
ment of lower level managers, as well as top anddiei man-
agement, in the planning process.

A Communicate to subordinates the reasons why speadfiivi-
ties are being implementeBostering understanding of how the
activities relate to goals and strategies of thgaarsation
enables subordinates to make a greater contribttvward the
achievement of goals.

A Plans should be simpl&Vhile planning can be a complicated
process and deals with complex issues, the plaatf ishould
strive to simplify the operations to be performeul dahe goals
to be attained. This will lead to greater underdiag of the
activities to be performed in support of the plan.

A Plans should he flexibleRlans should not require, strict adher-
ence. It is important to communicate to managerheforgani-
zation that plans may require alteration in ordeadapt to new
situations that may have been unforeseen. On ther diand, it
is important not to give managers the impressiait they can
change plans without communicating their intenttoso with
top management.

A Monitor implemented activitiedManagers have to go beyond
directing subordinates as to what has to be doheyTmust
also monitor the implementation of those activitiesnake
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sure they are being done correctly and assistlinngpproblems
that may occur.

Situation 1 describes what Robert A. Bandeen, tre@rman and
president of Crown Life Insurance Company, belieiebe the key con-
cepts for effective planning in any organization.

SITUATION 1
Making Planning Effective

The key concepts for effective planning are as follows:

A Planning must be a continuous activity—a fundamental and ongoing
responsibility of the individual in charge of a profit center.,. and at the
corporate level by the chief executive officer.

|

A Close attention must be given to the changing environment in which we
are operating, be it economic, social, or regulatory, and both the short-
and long-term implications must be considered.

J

A We must accept that we have moved from the industrial age into the'
information age.

A We must recognize that we are operating in a worldwide marketplace.
North America no longer is insulated from international developments.

A We must recognize that organizational planning is the creative, future-
oriented use of our human resources ... and that employees will give the
same kind of importance to planning that is demonstrated by the individu-
als in charge of the business.

A We should look to our iean centralized planning staff to be motivators—
needlers, if you will—to management to get the job done effectively. Use
them as a consulting service to broaden the scope of the individual man
ager's thinking.

A Planning is worth the investment only if it achieves results. To measure
the results, management must have a measuring stick—a feedback
mechanism. The standard should be concise, consistent, and readily
understood.

Source: Reproduced with permission from Managerial Planning, "Strategfej
Planning at Crown Life" by Robert A. Bandeen (May-June, 1984). 4-7, 51

MANAGING THE PLANNING PROCESS

Creating a comprehensive plan for guiding orgainret actiii
ties toward the achievement of desired goals doeguarantee that tt



Academic Profile
PETER LORANGE

Peter Lorange [D.B.AHarvard University] is Professor of Management at
The WhartonSchool at theUniversity of Pennsylvaniaand Director of
Wharton's Center for International Business Studkespecialistin strate-
gic planning systems and processes, he has com@etensive surveys of
U.S.-based and international corporations, studyiog to design and
revise planning systems so that they might become raffective. Professor
Lorange has written extensively on the subject afporate planning and
strategic management. His books incluiteategic Planning Systems. Cor-
porate Planning: An Executive Viewpoint, Impleméota of Strategic
Planning, and Strategic ControlA new book,The C.E.O.'s Perspective on
Strategic Planningis scheduledo bepublished soonte has also published
more than 50 articles on his subjects of expertefessor Lorange is a
strategic managemerdonsultantto major corporationsn the United
States, Europe, South America, and Fae East. He is a facultyrincipal of
MAC, Inc.,a Cambridge, Massachusetts-based consulting firm.

Q: What do you believe are the key criteria forcsss- lack of commitment to the strategic plan. Q: Some
fully implementing a strategic plan? managers have argued that with increased

A; | believe that the key criteria are as follows; environmental uncertainty, the need for stratetiop
|lj the strategic plan truly sets a clear directadn ning diminishes. Do you agree with this view?
where it wants to take the businef2] the plan A: 1 do not agree with this view at all, | feel tha
should add a clear set of programs or action plans with increased environmental uncertainty, strategic
regarding how to make the selected strategic direc- planning has a more important role. The issue, how-
tion happen; [31 these strategic programs or action ever, is how strategic planning is understood and
plans should be spelled out in terms of who is practiced. | believe that a good way of practicing
responsible for what tasks, and it should be aseer” strategic planning in an uncertain environmenis t
tained that the organisation has the resources to emphasize heavily the critical underlying assump-
carry out these programs; and (4) it is necessalgt tions of a given strategy, and then attempt to moni
sure that specific competencies of management andtor the developments of these assumptions so that
sufficient time and financial resources are avd@lab there may be an "early warning" that a new opportu-
to carry out these programs. Q: What do you s#geas  nity or threat might be emerging. Such critical
most difficult problems associated with the underlying assumptions might have to do with
implementation of a strategic plan? changes in growth rates, raw material supplies,-com

A: The most difficult problems have to do with petitive strengths, customers' reactions, and estrat
the communication of the strategic plans to a gic moves and countermoves of competitors. In
broader set of managers as a team. Strategic planstotal, T feel that a strategic planning processcivhi
can often look very straightforward from a purely highlights and emphasizes the critical underlying
rational point of view. When it comes to making assumptions and how these assumptions can be bet-
sure that the various managers have in fact commit-ter understood and followed up on will create a
ted themselves to the strategic plan, it is, howeve responsive, flexible vehicle for adapting to enwio
more difficult. This may partly be a matter of aka mental opportunities and threats, It follows, how-
of common understanding regarding what the strate- ever, that the strategic plan as such can never be
gic plan involves. More seriously, however, it may expected to last forever as stated. The; planwiays
also be a problem of lack of fundamental agreement. a vehicle for further development, learning, and
Often strategic plans call for changes in the direc improvement. | believe that an important philo-
tion of the firm. This may imply that certain manag sophical dimension of strategic planning in a tiofe
ers feel threatened by the strategic plan, whifeiot  uncertainty is to see the strategic planning preces
managers feel that they can "benefit" from the-stra as a learning process.
tegic plan. This protection of turf can often ldadc
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implementation of the plan will be without problems most cases,
managers discover that several barriers to planmugt be overcome in
order for their plans to be effective. This sectaiscusses the major
barriers to planning, techniques for overcomingnplag barriers, and
reasons why planning has failed in some organinatio

Barriers to Planning

Barriers to planning include the environment, rédnce to estab-
lish goals, an inadequate reward system, resistemcbange, and time
and expense.

Environment. The environment of an organization can take
many forms. Where the environment is very unstablé complex, plan-
ning becomes highly difficult. Many managers maglfthat planning
diverts theii attention from other important mastdyecause they arc
unable to predict changes in the future. When thérenment changes
rapidly, plans can become obsolete and useledwimear future. Many
managers in firms that are engaged in advancingngimeering tech-
niques, such as the cloning of plant and animads ¢elproduce hybrids,
find that new knowledge and techniques evolve daly a result, it is
difficult to predict how the new knowledge and teirfues will affect
current research activities. In many cases, plange ho be radically
changed and managers may become reluctant to experaifort and put
forth the means to develop a comprehensive and kedenplan for the
organization.

Reluctance to Establish Goals. Setting goals is trie essential
first step in the planning process. In some inganmanagers are reluc-
tant to set goals for themselves and their subudinitsare meaningful for
directing activities. Several reasons for this cedmce can be identified:'

A Unwillingness to give up alternative goals.developing a plan,
managers consider multiple goal alternatives. Sameagers.
may prefer one goal over alternative goals. They feal a par-
ticular goal is more important or better suitedtheir skills.
However, once a specific goal has been selectélit¢ot activi-
ties in the organization, some managers may bectat 10,
commit all of their effort to the selected goal. Asesult, theif
performance may be less than necessary to comitietgoat
successfully.

5. D. A. Kolb, I. M.. Rubin., gnd J. M. Mclrityr€@rganizational Psychology: An Experi-
ential Approach to Oiganizdtion&ftbavior'[Bnglewood Cliffs, NT- Prentice-Hall, 14B
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A feat of failure.Goals identify outcomes of activities that are to
be achieved over a period of time. With the degignaof a goal
come expected levels of performance. Some managaysbe
reluctant to establish a goal because of risk dtifa. Failure
can be a threat to one's job security, loss of summong other
workers, and a loss of self-esteem for the manafjeus, the
fear of failure may influence managers to estabtisly those
goals that do not involve risk.

A Luck of organizational knowledg&uccessful planning requires
mthe integration of activities within and across wuibs of the
organisation. Some managers, particularly those arkonew or
have failed to develop information networks withire organi-
zation, may lack sufficient knowledge about theamigation to
understand how their goals integrate with otherlgoa the
organization. When this occurs, managers may aegstdblish-
ing goals because they are unsure the necessawtiastto
complete the goals will be supported by the orgaiion,

A Lack of confidenceManagers may believe the organization
does not have the resources or commitment to fotlmwugh
in successfully completing a goal. Thus, they amwilling to
spend the time in the planning process to devetiisgthat will
be meaningful and lead the organization to potéstiacess in
the future.

Inadequate Reward System. Managers of the organisation
engage in varied activities with varied reward eys. Reward systems,
either monetary or in the form of prestige or othatcomes, may empha-
size some activities more than others dependingvibat top manage-
ment believes to be the most important activitiesthie organization.
Planning may be one activity that managers arereatirded for ade-
guately. This could be due to an overemphasis sarmding activities
that increase efficiency or activities that incregwofits. However, a
change in the environment or a change in strategy require greater
emphasis on planning. If activities related to piag are not adequately
rewarded, managers may be reluctant to developirmaptement mean-
ingful plans.

Resistance to Change. Resistance to change is a fourth barrier
to the planning process. Planning is much more thming activities to
be performed. Planning implies that some change accur in the organ-
ization. As a result, some managers may resistgialie to insecurity
about what the change will bring in the future, atbtheir role in the
organization, or about their prestige or other miicomes. Planning,
therefore, may be avoided in order to prevent changhe organization.
Further discussion of organizational change andouarforms of resis-
tance will be found in Chapter 11.
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Time and Expense. Planning may be avoided by some marag
ers because it involves too much time and expeaffective planning
often requires working in committees in order tombnate the plans
throughout the organization as well as to asses®u® options. For
many managers, committees are viewed as too timsuning. They|
would prefer to engage in tasks that have more idiate results. Man
agers may also avoid the planning process bechagddel there is a lac
of funds available to acquire the necessary ressue engage in effective
planning. The development and implementation oétiective plan may
require additional expense for hiring experts, exiiag data bases, or
purchasing new equipment. If managers believe timeld are not avail
able, they may elect not to engage in the plannmgcess.

Overcoming Barriers to Planning

Having identified barriers to the planning process,can turn our
attention to several techniques that can be usedvercoming planning
barriers.

Support from Upper Management. For planning to be effec-
tive throughout the organization, support from upp@nagement must
exist. Upper management can express and displaystipport by taking
the initiative in clarifying the mission and offédigoals of the organiza-
tion and by selecting a strategy that will guideiaties toward their
attainment. In addition, upper management shoutderage middle and
lower level managers to engage in the planninggeedy establishing
rewards for planning and allocating adequate tima& expense to plan-
ning.

Communication. Throughout the planning process, the intent
of the strategy to be implemented and the methodsntegrating and
coordinating plans should be communicated to afligipants. Commu-
nication enables managers and workers of the czgdon to maintain
an accurate understanding of the direction theyt@ngursue. Managers
should continually attempt to specify goals to baiaed and encourage
others to direct their activities toward those goal

Participation. Planning should not be exclusive. That is, plan-
ning should not be confined to any one subunitewgel of management in
the organization. Rather, it should encompashaé members, manag-
ers and workers alike who will have an effect op Httivities to be
implemented through the plan.

Review and Up-Dates. Reviewing and updating plans are
important activities in the implementation proceSgstermining if sud-
den changes in the environment call for a changedplan should beén
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ongoing task. If reviews and updatase not performed and important
environmental shifts have taken place, managers abaydon planning

altogether. As we discussed earlier, contingenapgpkhould he developed
if managers suspect a change in the environmepossible within the

time horizons of the plan.

Information Exchanges. Managersat all levels of the organiza-
tion should receive information about the successesfailures of activi-
ties in other subunits of the organization. Thifbimation is not only
useful for adjusting one's own activities if ne@ygs hut enables manag-
ers to identify problems and provide solutions tiveo areas of the organi-
zation. Exchanges of information can help reduséstance to change as
managers are informed that change is occurring ardy in their
subunits, but throughout the organization. Hencgreater awareness of
the purpose of the change is achieved.

Situation 2 describes one unusual technique thasésl to help
executives overcome barriers to effective planning.

SITUATION 2 How
to Draw a Plan

Take a metaphorical leap. Imagine your company as a vehicle. Any kind of
vehicle. Now draw it on a piece of paper and describe it in a few words. The
result might make you a better manager.

Since 1979, The Wharton Applied Research Center at the University of
Pennsylvania has given seminars on strategic management and leadership to
more than 1,000 senior executives. The seminars are designed to help execu-
tives set long-term goals and depioy resources to achieve those goals. Draw-
ing a picture is one part of the executives' training. The seminar's director,
Peter Davis, says the exercise forces the participants to think of their company
as a whole, which is essential to productive corporate planning. "Corporations
go through transitions, and you need to reexamine the nature of the company
periodically,” Mr. Davis says. The drawings, he says, "express a holistic
sense of where the company is and where it is going."

Or not going. One executive pictured his company as a bicycle with two
sets of handlebars. The ones on the front wheel faced backward, and the ones
on the back wheel faced forward—an outfit that didn't know if it was coming or
going. Such depictions are typical of fast-growing firms, Mr. Davis notes.
When an organization expands rapidly, he says, "directional issues are impor-
tant,” and managers often feel that the company isn't on a steady course.

People often reveal more in a drawing than in words, Mr. Davis says.
Expressions of anger, helplessness and frustration are common. For exam-
ple, one executive who drew a fierce aircraft doesn't think kindly of his employ-
er, a large baking company. His description of the concern: "Fast, mean,
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sleek, aggressive, doesn't turn back, ruthless." The company apparently is
not one to be trifled with or one that is prone to failure.

Executives draw automobiles more than any other kind of vehicle. Bui
some of the renderings look like a car designer's nightmare. Imagine trying to
get to work in a car that has the front end of a race car joined to the front end of
a Modei-T. Travel might be difficult, but the art is revealing. The vehicle was
drawn by an executive at a company "struggling to get into another field." Mr.
Davis says. Obviously, the old phase of the business is a drag on the new one.

Psychologists don't agree on the usefulness of such pictures in making
executives more effective managers. Chris Argyris, a professor of organiza-
tional behavior at Harvard University, says pictures will disclose someone's
feelings of helplessness, anger, and frustration, but not show the situation that
creates those feelings. One of Mr. Davis's favorite pictures was done by a son
in the family's business. He drew an armored vehicle without doors or win-
dows, explaining that there was no way for outsiders to get inside the compa-
ny and no way for an insider like himself to get out.

Source: Reprinted by permission of The Wall Street Journal, © Dow Jones &
Company, Inc. (October 31, 1984). All Rights Reserved.

Reasons for Planning Failure

A survey of managers in 350 American and Europeapazations

suggests that planning failures are the resulinefa more of the follow-
ing factors®

A Strategic plans are not integrated into the totelnagement
system.

A Planning is done haphazardly; there is a lack sfesyatic pro
cedures for the formulation and implementation kang.

A Planning does not encompass all of the membefseobitgani
zation who will be affected by the plans.

A Departments of planning are created with the sesponsibili-
ty of formulating plans rather than sharing resjiloitisy with
managers.

A Management assumes that a formulated plan ishatgute for
an implemented plan.

A Plans attempt to do everything at once.

A Management "plans its work but fails to wotk plan.”

A There is an overemphasis on forecasting trends an under-
emphasis on developing plans to respond to trends.

A There is a lack of adequate information.

A Too much emphasis is placed on one area oplie.

6. K. A. Ringbakk, "Why Planning FailsEuropean BusinegSpring 1971), 15-26.
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IMPLICATIONS FOR MANAGEMENT

Planning is a process that all managers are inddlveAs a manag-
er, you will need to determine what task activitees necessary for the
implementation of a plan. These task activities tarde formulated so
that they support the selected strategy of upperagement. It is impor-
tant to remember that all planning is related t® thission and goals of
the organization. Task activities that do not léadhe attainment of the
organisation's mission and goals should be avoided.

Several types of plans should be considered by geasaSingle-
use plans are useful when a manager believes skeatdivity will not be
repeated in the future. When implementing a singe-plan, managers
should make sure that the program or project hastifled all of the
necessary tasks to be performed. Special considerstiould be given to
the budget that has been assigned to your progrgmogect. Sometimes
the budget may not include all of the funds that recessary to complete
every task. When this occurs, managers must reatehheir single-use
plan and identify those tasks that can be elimithatemodified to meet
the budget constraints. Standing plans should Iéiraeally modified to
meet the requirements of the organization. Sometimanagers must
change procedures or rules, because external chesgmade them obso-
lete. Standing plans should be understood as méahanfor guiding
tasks and directing them toward desirable goals.

Plans can be classified into three planning hoszdinis important
that short-range plans support intermediate plarsthat intermediate
plans support long-range plans. If working withherg-range plan, man-
agers should report any problems they have in implging the plan to
upper management. Managers responsible for thelaeat of the plan-
ning horizon will need to know if delays or inadetgi levels of perfor-
mance occur” in order to adjust their own plans.

Increasingly, organizations are using contingentgnping. As
external conditions become more volatile, it isessary to ask "what if"
at each step of the planning process. When paaticig in the planning
process, you should consider events that may recaichange in the
plan. Those that seem to have a high probabilitgagiurrence should be
expressed and a contingency plan developed.

You may find yourself in an organisation where plang is not
done in a consistent manner. Attempt to locaterdfason why managers
are not engaged in planning. Do they feel that@éhgironment is tod
uncertain? Is there a reluctance to establish geals; Are some manag-
ers fearful of change in the organization; Are redgaabsent for managers
who plan? Do they lack the time to plan? If thevearsis "yes" to any of
these questions, the organization is not takingddlantage of the plan-
ning process. These barriers to planning shouldvieecome. This may be
accomplished by having upper management expressifggort for plan-
ning, increasing communication about the goalsetad¢hieved, involving
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more members of the organization in the planniracess, having man-
agers review and update their plans, and setting sipstem of informa-
tion sharing which will lead to greater integratioh plans within the
organization.

KEY TERMS action plans planning staff
AND action points policy

CONCEPTS budget program
contingency planning project
crisis management rules and regulations
hierarchy of plans short-range planning
intermediate planning single-use plans
long-range planning standard operating procedure
plan (SOPI
planning horizon standing plans

REVIEW 1. Describe the difference between a plan and planning
QUESTIONS 2. When does the need to coordinate activities ine’2&w do

plans assist in the coordination of activities?

What are the four levels of planning? What is mdanthe

hierarchy of plans?

Under what conditions would managers want to create

planning staff? What type of people would compasgan

ning staff?

5. Describe the differences between a single-use ataha
standing plan. What are the three types of singkeplans?
What are the three types of standing plans?

6. Identify the three, planning horizons and deschiber they
are integrated.

7. What is contingency planning? What benefits caralvide
for managers?

8. What are the five planning steps?

9. Identify the six considerations managers shoulderiakhe
planning process to make planning effective.

10. Describe the major barriers to planning. Discuss btese
barriers can be overcome.

11. What factors lead to planning failure?

> w

CASE 7 A Planning at Thousand Trails

C. |Jarnes Jensen bristles at any comparisoi1970s. Some people "see us out here in a pup.
between his outdoor recreation company tent, ready to pull the stake the first time
and land-scam developers in the 1960s andcreditors come around/' observes Mr. Jen-=
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sen, chairman of Seattle-based Thousancincreased company-wide memberships to
Trails, Inc. The perception., he says, is about 66,000 currently, with more than 50
unfounded and unfair. percent of those joining in the last three
But a close look at Thousand Trails— years. But the company needs to sell about
its financial structure, accounting methods, 170,000 additional memberships at camp-
and sales approach—indeed raises questiongrounds already in existence to be consistent
about the company's ability to withstand with its current accounting procedures for
any setback in its ambitious master plan. amortizing existing and planned land and
Should the company get into trouble, it improvement costs. Based on its current
could portend trouble not only for stock- success rate in selling memberships, Thou-
holders—who at least in theory understand sand Trails would need to attract more than
the risks they are taking—but also for Thou- 2 million new prospects to its sales centers.
sand Trails' tens of thousands of members,At Thousand Trails, an unlimited member-
who probably don't. Thousand Trails isn't a ship (a lifetime fee of $6500 plus annual
fly-by-night operator. Founded in 1969, the dues] offers holders access to a nationwide
company helped pioneer a new industry— chain of 42 well-maintained, scenically
private membership campgrounds—and located campgrounds, which the company
says it will sell more than $110 million in dubs "preserves," "resorts/' and sometimes,
family memberships this year alone. Along "the poor man's country club."
with its membership roster, the company's

popularity on Wall Street has grown consis- . Source: Reprinted by permission e
tently since going public in 1979. Wail Street journal€’ Dow (ones & Company,
But Thousand Trails' success could INc- INovembcer 14. 1984). All Rights Reserved.

become its undoing. The company has

already developed a voracious appetite for1. How would you describe the planning,
new members. With so much of its success  horizons at Thousand Trails? Do you
dependent upon numerical growth, any feel these horizons are appropriate for
shortfall could affect every aspect of the this company? Why or why not;
company, from its financial performance to 2. It appears that management at Thou

its ability to maintain services at existing sand Trails has not developed a contin
campgrounds. If memberships fail far short gency plan. Why do you think this
of projections, it would create "a lot of diffi- would be the case; Could you identify
culties," acknowledges Melvyn R. Kays, a important "action points" that manage
director and chief financial officer. Con- ment should include in a contingency

versely, he says, if new memberships exceec  plan?

projections, the company will do better than 3. Would management of Thousand Trails

expected. benefit from a planning staff- If so, what
By adding new campgrounds and specific tasks would you want the plan

campsites rapidly, Thousand Trails has ning staff to perform?

PART 3 CASE A Sears Roebuck's Struggling Financial Empire
Executives at Sears Roebuck and Co. havithe mammoth retailer's bold plan to sell

been spending a lot of time lately assuringfinancial products to middle-class consum-
the press, the public, and Wall Street that ers is coming off with nary a hitch. "The
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implementation of our strategy is on people, Dean Witter brokers, and Coldwell
course," Edward A. Brennan, 51, president Banker agents among the kitchen sinks, gar-
and chief operating officer of Sears., told a den hoses, and lamps. But it has closed five
group of security analysts this year. "There of those centers so far this year, and will add
are no strategic surprises.” new ones, says Brennan, only "where we see
Despite Brennan's assurances, theopportunities for growth." Business at the
road to becoming the premier purveyor of financial centers has been on the upswing
stocks, insurance, and loans to the grealthis year, but the centers remain unprofit-
American public has been a lot bumpier able.
than Sears would like the world to think. Skeptics who predicted that consum-
Sears financial centers, which were sup- ers would turn up their noses at the idea of
posed to offer one-stop financial shopping to buying stocks where they buy socks have
Sears' store customers, have been a disapproved only partly right. Dean Witter bro-
pointment. Synergies that were to spring kers who staff Sears' financial centers tell
from the combination of Dean Witter Rey- many tales about walk-in customers with
nolds, Sears' brokerage firm; Allstate Insur- accounts of Sl million or more. But accord-
ance, its property and casualty insurer; anding to Brennan, most of what Dean Witter
Coldwell Banker, its real estate company, brokers sell to Sears customers are "pack-
have been slow to materialize. Dean Witter aged products"—mutual funds, individual
has been debilitated by huge operating lossesretirement accounts, certificates of deposit,
and a continuing exodus of talent. And Sears and money market accounts. Since 1983,
is still missing the linchpin of its grand Dean W.itter has increased assets under
scheme, a banking network to enable it to management in its mutual funds 81 percent,
take deposits and make loans nationwide. to SIA4 billion, and assets under manage-
For now, Sears' major pipeline to ment in individual retirement accounts
carry financial services to the middle-class have more than quadrupled to S5.1 billion.
customer is its stores. And again Sears exec-But the heftiest profits in the brokerage busi-
utives are reassuring. Robert M. Gardiner, ness are in stocks and bonds, not so much in
62, chairman and chief executive of Dean the commissions charged for buying and
Witter Financial Services Group, which selling, but rather in interest gained on mar-
oversees the Sears financial centers, says:gin accounts, those in which a broker lendsa
that Sears is "very, very pleased" with the customer the money to buy stock. Sears
in-store financial boutiques. Adds Philip J. watchers believe that the company can still
Purcell, 42, president and chief operating do nicely selling packaged products, but,
officer of the group, "Our objectives for the says Stuart Feldstein, president of SMR
kinds of clients and the assets we wanted toResearch (a Budd Lake, New Jersey, firm
attract and the commissions we wanted to that has studied the company's strategy],

generate have been exceeded." "Sears will have to do tremendous volume
But the appeal of one-stop financial and be sharp on costs to make money."
shopping is more limited than Sears An expansion of Dean Witter's sales

expected. The original plan was to put finan- force has helped build volume. Since 1982,
cial centers in larger stores and major mar- Dean Witter has increased its sales force 40
kets, covering about half the company's 800 percent, hiring and training 2,000 new bro
stores. During 1983 and 1984, Sears openeckers. Seventeen hundred of them are what
financial boutiques in 312 stores, planting Sears calls "metro brokers," who work two.
various combinations of Allstate sales- orthree days a week in Sears stores and the
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rest of the time in nearby Dean Witter later some who had been dismissed received
offices. In total, Dean Witter has about 6,600 a note from Pureell asking them to come
on the payroll, making it the second largest back. ...

securities firm in number of brokers behind ... Critics wonder if DearWitter is
Merrill Lynch, which employs 11,000. The committed to staying in investment bank-
brokers pulled in 154,000 new accounts ing. Gardiner's experience is in the retail
from Sears stores in 1984 and 115,000 in theside of the business, and Purcell had no Wall
first six months of 1985. Street experience before coming to Dean

Still, the productivity of Dean Wit-  Witter. After receiving both a master's,
ter's sales force has been steadily decliningdegree in economics from the London
In 1983, its brokers earned an average ofSchool of Economics and an MBA frothe
$97,400 in securities commissions, 86 per- University of Chicago in 1967, he went to
cent of the average commission earned bywork at the McKinsey & Co. management
brokers at New York Stock Exchange mem- consulting firm. While at McKinsey, Purcell
ber firms. Last year its brokers earned anhelped cook up Sears' financial services
average of $68,300, only 70 percent of the strategy and so impressed Chairman Edward
industry average. Acknowledges Robert Gar- Telling that Telling hired him in 1978 to.
diner, "When you bring so many people on help implement the plan. Purcell toiled as a
stream at one time, it's harder to have theSears corporate planner for four years until
quality selection you'd get by expanding Telling installed him as president of Dean
more slowly. ..." Witter.

While much of Dean Witter's poor Gardiner says that Purcell—to whom
performance can be blamed on overambi-he fondly refers as "Philsy"—is "probably-
tious expansion and a stock market goneone of the brightest young men | have ever
boring in 1984, Chairman Gardiner and met." But Dean Witter watchers question
President Purceld did little to reduce over- whether Purcell's flair for planning extends
head and streamline back-office opera-to managing. The answer is important
tions—at least not until they saw the tides because Dean Witter is the command center
of red ink becoming a flood. Purcell then for Sears' consumer finance push, and Pur-
ordered department heads to reduce staff. Ircell is likely to succeed Gardiner when he
the view of disaffected insiders, the cuts retires at the end of 1987—"or in 1986, if |
were carried out with little regard for the feel like it," the chairman says.
effect on Dean Witter's everyday operations Sears' other financial subsidiaries are
and the health of its investment banking in good shape. Allstate Insurance, which
businesses, not to mention the morale of itsSears has owned since 1931, has out-
employees. performed its competitors by keeping costs

As an example of indiscriminate cost low and has helped offset its parent's declin-
cutting, critics cite Bondline, a service Dean ing profits from this year's downturn in
Witter started in 1983 to furnish bond sales- retail sales. The year 1984 was a disaster for
people with information about bond prices property and casualty insurers, but Allstate
and market conditions. Late last year, Deanhad earnings of $660.7 million on revenues
Witter suddenly fired Bondline's entire 19- of $9 billion, providing 45 percent of Scars'
member staff. The result was immediate profits.
chaos in the bond-trading department, as Coldwell Banker is apparently doing
traders were flooded with phone calls from fine, though it too is experiencing executive
salespeople seeking information. A few days turnover. The largest broker of U.S. com-
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mercial real estate, the firm has also madecredit card and recruiting the merchants to
impressive inroads into the residential real accept it is a slow, arduous process that can
estate market. Coldwell Banker held just 1.3 take years. Sears won't say how much it
percent of the U.S. residential resale marketexpects to spend on Discover, but competi-
when Sears completed its purchase of thetors in the credit card business estimate that
firm in 1981 for S202 million. Since then, by it will cost Sears at least $30 million to
buying 18 local real estate firms, selling 672 establish the card. . . .

franchises, and adding nearly 8,400 agents, it American Airlines, the Holiday Inn
has increased its share of houses sold to 7./chain, Budget Rent a Car, and Hospital Corp.
percent. Coldwell Banker is now the second of America were among the first to agree to
largest residential brokerage firm in the honor the Discover card. When it comes to
United States, behind Century 21, which signing up merchants, however, Sears needs
commands 11 percent of the market. a particularly appealing pitch, since the big

Coldwell Banker's goal is to broker 28 retailers that can offer Sears the largest vol-
percent of U.S. residential resales by the mid-ume of credit purchases will be unlikely to
1990s. If it does, Sears figures it can becomeaid one of their most powerful competitors.
the largest mortgage originator in the Sears boasts it has already signed up 50,000
country by writing mortgages through retailers nationwide for the card, and says i:
Coldwell Banker, Allstate Enterprises Mort- is recruiting new ones at the rate of 1,200 a
gage Corp., and one of its banking subsid-day. But in Atlanta, where the Discover card
iaries, and by insuring them through All- made its debut, two of the largest retailers.
state's PM1 Corp. Then Sears could pool theDavison's/Macy's, owned by R.H. Macy, and
mortgages and sell them as securitiesRich's, a division of Federated Department
through Dean Witter. . .. Stores, refused to accept the new card.

At the core of Sears' financial services Sears hopes to overcome resistance by
strategy is the goal of collecting deposits and undercutting the fees competitors charge
making loans to the store's 128 million cus- merchants to settle credit card transactions.
tomers; in the jargon of the banking indus- Banks usually charge merchants 2 to 3 per-
try, Sears believes that by establishing basiccent of a credit purchase to process Visa and
banking relationships with its customers, it MasterCard bills; American Express charges
will have a leg up on competitors in selling 3 to 5 percent. So far, Sears is charging
them loans, insurance, stocks, bonds, ancmerchants an average of 1.25 percent to pro-
other financial products. In the late 1970s, cess purchases made with the Discover card.
when Sears formulated its financial services Sears' main aim with Discover is to?l
plans, banking deregulation looked immi- sell products from Dean Witter and Sears
nent, and Sears' plan to create a banking net Savings Bank. It has started by offering a so-
work seemed plausible. But because of acalled family savings account with Sears
recent string of bank failures, government Savings Bank, which collects deposits by
pressure for deregulation has eased. . . . mail. To help consumers overcome misgiv-

In the meantime, Sears is trying to jer- ings about entrusting their checks to the
ry-build a national deposit-taking system U.S. Postal Service, Sears offers tiered inter-
with its new Discover card, a hybrid credit est rates: The greater the deposit, the higher
and financial services card. Launched this the interest rate. Sears is also offering indi-
fall in Atlanta and San Diego, Discover rep- vidual retirement accounts. . . .
resents Sears' riskiest, most expensive gam: The man at Sears who finally will!
ble yet. Building a base of customers to use a have to complete the constructiontirh\
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company's financial empire is probably Ed
'‘Brennan. Chairman Edward Telling, 66, who

set the company upon its monumentally 2.

ambitious course, is to retire at the end of
the year. His replacement will almost cer-
tainly be Brennan.

Like Telling, Brennan is a merchan-
dising man: He got his start in Sears selling

ties, underwear, and pajamas in the men's
furnishings department, rose to become 3.
president of Sears' merchandising group in
1980, and became president of Sears Roe

buck last year. For all his imperturbability in
die face of the financial group's problems,

Brennan has a reputation as a fixer, an oper-
ating man with an eye for trouble spots and a

knack for cleaning them up. Considering the

load of troubles Sears is encountering as it4.

tries to make its financial services strategy
work, that may be just what the company
needs.

Source: Adapted fiorn Monci |o Williams,
"Sears Roebuck's Struggling Financial Empire,"
Fortune (October 14, 1985), 40-44m€1985 Time
Inc. All rights reserved.

I. Identify and describe the official goal(s)
of Sears, Roebuck. Identify and describe
the operative goals for Dean Witter, All-
state Insurance, and Coldwell Banker.

Are the operative goals consistent and
supportive of the official goals?

Which of the four approaches for assess
ing organizational effectiveness do the
executives at Sears seem concerned with
mostm Which approach for assessing
effectiveness seems to be emphasized
least? Does this seem to be posing
problems for the corporation?

Based on evidence in the case regarding
Sears' strategic plan, tell how manage
ment has answered the three basic ques
tions: (1) What will we do and for whom
will we do it? (2] What goals do we want
to achieve? and (3) How are we going to
manage the organization's activities so
as to achieve the chosen goal?

What evidence does the case provide
to suggest that Sears has appropriate
internal "strengths" to exploit exter
nal "opportunities"? What external
"threats" and internal "weaknesses"
should the management of Sears con
sider in selecting its strategy?

Describe how Porter's competitive
model might be applied to the industry
in which Sears operates. What strategic
model seems best suited for analyzing
and understanding the strategy Sears is
attempting to implement?






