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“ Strategy without tactics is the slowest route to victory.

Tactics without strategy is the noise before defeat “ [1]
Abstract

The year ended 31 December 2000 saw Stock Exchanges indices around the world record falls not previously seen since the stockmarket crash in October 1987. In the write down of share prices of Technology stocks, described as “Techwreck”, many technology related stocks that were floated in the preceding 24 months and were once highly valued, had either been put in receivership, privatised or trading at prices below their issue price. Few are performing exceptionally well.

Information and Communication Technology (ICT) gave rise to a number of public company floats commonly known as dot coms. It was believed that this new technology would boost global wealth and alter the business landscape. The dot coms had radical ways of doing business and many were generating negative cash flows and either lacked strategy or their initiatives were not linked to any strategy

The “new economy” is characterised by global and information based competition largely due to rapid development in ICT. Organisations must therefore rethink the assumptions on which they compete and they need to monitor their activities to achieve strategic objectives. This paper examines the applicability of the Balanced Scorecard [2] as a tool for managing strategy in the new economy. It also examines this framework with a casestudy of a dot com with operations in Australia and Singapore, that was listed on the Australian Stock Exchange on 14 April 2000, the first day of “Techwreck”.

The paper concludes that while technology has changed radically over time, the underlying strategic principles have not. The Balanced Scorecard can be an effective tool to communicate strategy so that it can be understood and acted upon as well as providing detailed targets, budgets and initiatives to be planned. Finally, it provides a basis to monitor performance against strategy.

“We should not look back unless it is to derive useful lessons from past errors, and for the purpose of profiting by dearly bought experience” [3]
Technology has historically been an enabler to commerce. The Dutch in the early 1600s led the world in commerce. Amsterdam, trading to the Indies, through the Baltic and with the Americas, was a giant entrepot for spices and sugar, tobacco, timber, cloth and other manufactures from across the globe; and, not by coincidence, a big financial centre too. The jewel in this crown was the Dutch East India Company. It soon forcibly evicted its English rival, and later the Portuguese, from South-East Asia, and was for a time the world's biggest trading enterprise, with ships plying not only to and from the East but throughout it. The Dutch East Indies and the British East India companies were pioneering the skills and networks of modern global commerce. The technology: just as the Dutch Baltic traders had pioneered the fluyt, the bulk carrier of 1600, the English East Indiaman set the standard for ocean-going vessels two centuries later.

Shipping was a classic example of “disruptive technology” [4] that would favour new entrants. A speculative rush soon ruined an entire generation of eighteenth-century Britons. The British government of 1711 had spent itself into debt totaling over ten million pounds. A large group of merchants joined together and bought some £9,000,000 of the debt, assured by the government of a six percent interest rate. They formed a company called the South Sea Trading Company. Figuring profits from their lucrative trading in the New World, and South America in particular, would tide them over until the Government paid its interest, the Company started hawking its shares on the market. Within months, the stock had soared from £100 to £1000, with no end in sight. What drove this speculation? The British government had recently given them exclusive trading rights to four ports Spain was allegedly willing to open up in Chile and Peru. The South-Sea Company imagined piles of gold in South America, and between these trading rights and the incoming interest from the government, they fancied themselves. The news that was not heeded was, in hindsight, somewhat crucial: King Philip V of Spain let everybody involved know that he was only willing to let one ship in a year. 

The South-Sea Company had raised millions overnight, and in no time there were plenty of other trading companies popping up to take advantage of the speculative frenzy. Not a few set up and vanished in a week or two, with investors’ money, ostensibly to the New World to return their investment. Most of the businesses claimed to go gold-hunting in the New World, or some silk or tobacco trading. 

While the directors of the South-Sea Company insisted profits were just around the corner, one day in September 1720, no one wanted to buy stocks. With no buyers, those who had bought stock for thousands of pounds could hope to unload it for only a fraction of the price they had paid. 

Some three hundred years later, Information and Communication Technology sets the foundation for electronic commerce and electronic business, promising opportunity for global trade, larger markets, lower transaction costs and therefore increased profits. This “new economy” is characterised by global and information based competition and ICT may be regarded as the “disruptive technology” (as was shipping in the 17th and 18th centuries) that favours new entrants. 

Christensen [4] argues that  "sustaining technologies" - improving upon something that you are already doing - are normally developed by firms that are already successful because they fit the existing markets' definition of value. Thus an IBM, Intel, or U.S. Steel will naturally develop better ways of delivering the product they are already focused on. However the successful companies will almost never develop a "disruptive" technology - a radically new way of doing things, or a way of doing new things - precisely because they focus on their customers, and those customers almost never value a disruptive technology in its initial stages. 

By definition, if your customers are structured to buy your product, they are not going to be immediately open to changing their structure to buy a new product. They are going to be institutionally inclined to stay with their current structure and therefore your current product. Thus a standard business plan would insist that the return on investment from a disruptive technology does not justify the time and effort necessary to make is successful. In short, it is not technological conservatism or bad management that inhibits the adoption of disruptive technologies by the dominant companies; it is precisely their intense and successful focus on their customers that leads them to rationally reject the future. As they unwittingly bypass opportunities, such firms can clear the way for more nimble, entrepreneurial companies to catch the next great wave of industry growth and many did.

By 31 December 2000, the NASDAQ electronic exchange, dominated by high-technology and Internet stocks, turned in the worst annual performance of its 30 year history by dropping 39.3 percent over the 12 months [5] as the “new economy” bubble exploded. Early in the year, hundreds of technology firms, created just earlier, saw their share price increase by 200 to 300 percent and more in a single day. The bubble finally burst in April setting off a steady slide that by the end of the year had produced a spate of company failures.

So why did so many companies fail ? Companies whose initiatives were not linked to a strategy and budgets failed. Little has changed over time and these are timeless truths which cannot be ignored. Many organisations have difficulty linking strategy with budgets because strategic initiatives do not have a direct impact on financial results but instead have second and third order effects. [6] For example, a staff training program imparts skills that affect customer confidence and in turn broadens the relationship. This ultimately leads to revenue. This hypothesis of cause and effect was not clearly defined in many dot coms. 

“Where there is no vision, the people perish” [7]
Michael Porter, an acclaimed guru on strategy, describes strategy as the creation of a unique and valuable position, involving a different set of activities. [8] If there were only one ideal position, there would be no need for strategy. Companies would face a simple imperative -- win the race to discover and preempt it. The essence of strategic positioning is to choose activities that are different from rivals'. If the same set of activities were best to produce all varieties, meet all needs, and access all customers, companies could easily shift among them and operational effectiveness would determine performance.

Operational effectiveness and strategy are both essential to superior performance, which is the primary goal of any enterprise. Operational effectiveness is the tactic of performing similar activities better than rivals perform them. Operational effectiveness includes but is not limited to efficiency. It refers to any number of practices that allow a company to better utilise its inputs by, for example, reducing defects in products or developing better products faster. In contrast, strategic positioning means performing different activities from rivals or performing similar activities in different ways. Constant improvement in operational effectiveness is necessary to achieve superior profitability. However, it is not usually sufficient. Few companies have competed successfully on the basis of operational effectiveness over an extended period. 

Strategic positions emerge from distinct sources, which often overlap. [9] First, positioning can be based on producing a subset of an industry's products or services. Porter calls this variety-based positioning. A second basis for positioning is that of serving the needs of a particular customer group (needs-based positioning). The third basis for positioning is that of segmenting customers who are accessible in different ways (access-based positioning).

Positioning choices determine not only which activities a company will perform and how it will configure individual activities but also how activities relate to one another. While operational effectiveness is about achieving excellence in individual activities, strategy is about combining activities.

Strategic fit among many activities is fundamental not only to competitive advantage but also to the sustainability of that advantage. It is harder for a rival to match an array of interdependent activities than it is merely to imitate a particular sales-force approach, match a process technology, or replicate a set of product features. In the words of Sun Tzu, “All men can see these tactics whereby I conquer, but what none can see is the strategy out of which victory is evolved” [1]
Fit among a company's activities creates pressures and incentives to improve operational effectiveness, which makes imitation even harder. Fit means that poor performance in one activity will degrade the performance in others, so that weaknesses are exposed and more likely to get attention. Conversely, improvements in one activity will pay dividends in others. Companies with strong fit among their activities are rarely inviting targets. Their superiority in strategy and in execution not only compounds their advantages but also raises the hurdle for imitators and predators.

Strategy is creating fit among a company's activities. The success of a strategy depends on doing many things well -- not just a few -- and integrating among them. If there is no fit among activities, there is no distinctive strategy and little sustainability and many companies consequently perish.

If the foundation of strategy is, as Porter maintains, the “selection and execution of hundreds of activities,” then strategy cannot be limited to a few people in the organisation. Strategy must be understood and executed by everyone. The organisation must be aligned around its strategy. However, performance management systems are not designed to create organisational alignment and herein lies one of the major causes of poor strategic management. Most performance management systems are designed around the annual budget and operating plan. They promote short term, incremental, tactical behavior. While this is a necessary part of management, it is not enough. You cannot manage strategy with a system designed for tactics.

“ Although gold dust is precious, when it gets in your eyes it obstructs your vision “ [10]
Business organisations of the twentieth century were large and decentralised and were a departure from previous business structures. Previously, control was exercised by top management who made all decisions about operational activities. However, as a result of significant economic expansion, businesses experienced a major increase in growth and it was impractical for all decisions to be made by top management.  Decision making authority was delegated to divisional managers who in turn reported to top management. Divisional managers were accountable for the performance of their divisions and the systems that were developed for performance measurement consisted of measures of financial performance. Typical measures included return on investment (ROI) and residual income (Net Profit).  These measures are short term and are often poor indicators of longer term performance.  ROI can be artificially increased by delaying investment in activities (such as purchase of new technology, plant and equipment) that promote long term growth (but often do not yield short term returns).  Furthermore, non-financial indicators (such as customer satisfaction) are also vitally important to the success of companies. However, such aspects are ignored by traditional systems that utilise financial measures.

Johnson and Kaplan [11] argue that a dramatic change in the business landscape occurred in the 1980’s. Markets became more dynamic and competition increased as new competitors entered the market. Customers became more demanding of the quality of goods and services and brand loyalty became much less important in customer choice.  These changes were also associated with increased activity in the capital markets that tended to focus on short term financial returns to the detriment of the organisation’s best long-term interests.

The Balanced Scorecard
The Balanced Scorecard [12] is a recently adopted system that many companies use to overcome the limitations of traditional performance systems. The system is so named in recognition of the balancing the objectives of performance measurement being that of creating shareholder value and the promotion of strategic objectives. It does this through the use of financial and non financial indicators which are capable of addressing both short and long term strategic objectives. This is in contrast to traditional systems which consisted of measures that had no clear link to the promotion of strategic objectives.

The Balanced Scorecard is unique in that it is tailored to the organisation’s needs, operating environment and strategy, using measures that are critical to the organisation’s success. These measures comprise of four perspectives:

1. customer perspective;

2. internal business perspective;

3. innovation and learning perspective; and

4. financial perspective.
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Customer Perspective

The customer perspective measures address the question of “How do customers see us ?” Consequently, performing well in the eyes of customers is a priority for management and an integral component of strategy. By addressing customers’ needs, the balanced scorecard is a means by which management can measure the company’s performance in this area and become “customer driven”. This therefore requires that the measures adopted reflect customers’ expectations and not what managers perceive those expectations to be.

Customer expectations can be broken into four broad categories: time, quality, performance and cost. Time refers to the lead time to respond to customer requirements. This depends on the type of product. For new products, it is the time to market i.e. the time taken between the identification of a new product and the availability of the product for sale. For existing products, lead time is the time taken to fill a customer’s order.

Quality can be measured in a number of ways. The delivery of goods and services on time can be a measure of the quality of service provided. The number of defective products returned and/or customer complaints can measure the quality of the products that are sold. These measures not only indicate quality of the products but also the processes that are employed in production.

Performance addresses how the organisation’s products are valued in the eyes of its customers. Typically surveys are used to measure customers’ perceptions of the quality of the company’s performance.

The balanced scorecard does not ignore financial indicators and cost while not the single most factor in customer choice, is significant in a competitive market. If products and services are not competitively priced, sales may be lost regardless of time, quality and performance.

Internal Business Perspective

Customers needs and perceptions are not always directly under the business’s control. Customer oriented measures therefore need to be translated into indicators of what the business must do to meet customers’ needs. These business processes are under the organisation’s direct control and provide the means by which its strategic objectives can be achieved. Examples include aspects of productivity, quality and time taken from production to marketing. Cost reduction represents an important component of business operations and may not be seen just as a means to an end of customer satisfaction but as a distinct strategic advantage. If customers perceive the business to be efficient and reliable, then they are more likely to maintain a relationship with it, which is necessary for the achievement of the organisation’s strategic objectives and maximising shareholder value.

Typical measures used to evaluate internal business performance include the number of defects detected, the amount of rework required or the amount of scrap left over. The focus is to identify those processes that are critical in determining the company’s success (both in terms of customer satisfaction and cost reduction) and designing appropriate measures to support that success.

It is important that employees are aligned with the corporate strategic objectives, as it is their actions at an operational level which affect the business processes.

Innovation and Learning

Organisations must strive to improve its performance and promote continuous improvement. Failure to do so may lead to a loss of competitive advantage [8]. Overall targets need to be constantly assessed and improvements made. To remain ahead, the organisation must improve quality, reduce costs and increase efficiency at a rate that is superior to its competitors. This means continually improving its processes, eliminating non-value-added activities, refining existing products and identifying new opportunities. This is the essence of creating shareholder value which can be achieved by penetrating new markets and increasing margins by increasing revenue and/or reducing costs.

Appropriate measures are determined by the purpose for which they are required. For example, if the focus were on improving existing technologies, appropriate measures would include the percentage reduction in scrap and cycle time. Lead time for new products compared to that of competitors’ products would be an apt measure if the strategy were penetration of new markets. Underlying these measures is an emphasis of continuous improvement in business processes, particularly with regard to factors such as research and development and training.

Financial Perspective
Shareholder value is only maximised if profitability is consistently improved. Qualitative achievements such as maximising customer satisfaction or improved process efficiencies are desirable if they contribute to the organisation’s strategic goals. Experience has shown that good performance in the more qualitative areas does not necessarily translate into financial success [13].  One example would be where a business may have made significant improvements in its operations, yet not have been able to capitalise on those successes by increasing profitability. This may be due to the hidden costs associated with excess capacity. Improvements in productivity if not accompanied by an increase in level of production and sales (thereby increasing revenue), creates excess capacity. While variable costs (direct material and direct labour) may decrease, other costs are still being incurred Another way of looking at it would be while direct labour per unit of production is reduced, if the additional labour time is not being employed by putting it to use in producing a greater volume of output or reducing it through staff redundancies, then the potential gains to the business are lost.

Another example is the relentless pursuit of market share (which indirectly results in the elimination of competition) can only be successful when accompanied by attainment of profits. The failure of many large companies in Japan in the mid-1900’s bears testimony to the severe consequences of paying too much attention to market share alone.  By increasing market share, more and more marginal clients were acquired resulting in increased risks and even negative contribution to profits and cash flow. Yamaichi Securities (the fourth largest securities house in Japan) [14] and Hokkaido Takushoku bank (Japan’s largest bank) [15] collapsed under the burden of heavy debt in 1997 as a consequence of aggressively pursuing market share.

Appropriate financial measures are therefore important within the balanced scorecard framework as they indicate whether the company’s strategy, implementation and execution are contributing to bottom line improvement.

Case Study:The Balanced Scorecard at Working Systems Solutions Limited[16]
These principles can be illustrated in a case study. “Working Systems Solutions Limited (WSS) is a company which merged an established software business with an electronic commerce consultancy business, providing end to end service and support in the information technology and electronic commerce industries” [17].

Traditionally, WSS relied exclusively on its enterprise hospital and healthcare systems. While viewed by many as a software house, WSS attempted to differentiate itself through its image of quality and to create new proprietary intellectual property in response to developments in information and communications technology (ICT). Many other competitors had similar aspirations of taking advantage of the ICT and so WSS attempted to shift from a commodity like strategy to a more consumer driven focus. The company has 3 main revenue streams comprising e-business, health and education. 

To succeed with this approach, WSS acquired the e-commerce consulting business of a major accounting firm, recruited additional key executives and positioned the company to create and implement e-business solutions. The business development strategy consisted of:

· Growth in health and aged care market share;

· Develop electronic commerce intellectual property; and

· Acquire strategic business and technology.
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Figure two  illustrates the strategy  that was deployed and the cause-effect relationship

Financial Perspective

Every strategy has an over-arching vision that defines the long term financial success of the organisation and WSS’ vision is to maximise shareholder value and minimise risk. Their financial strategy has three dimensions:

1. Revenue Growth Strategy – to grow in revenue from existing sources as well as introduce new sources of income;

2. Diversify Revenue Strategy – to reduce the risk of dependency on income from software which has been the main contributor of the companies success to date; and

3. Improve Productivity Strategy – to reduce software costs.

WSS new revenue sources include e-branding, e-learning and e-switch, new products not previously provided. E-branding relates to the provision of consulting services in branding strategies for the new economy, whilst a subsidiary company was formed – Uni-U International Pty Ltd - for the delivery of on-line education infrastructure and content to Australian and international universities, commerce and professional associations. E-switch is middleware, developed to allow users to communicate with several external business partners, regardless of the differences in software systems and protocols.

In addition, WSS acquired Bourke Johnston Systems Pty Ltd, which not only increased the company’s profitability but also increased their marketshare in the healthcare software industry. The company believes marketshare is an important aspect of the software industry where customer loyalty is high, due to expensive changeover costs. Therefore greater market share increases the company’s profitability as marginal costs are small once initial development costs have been incurred. Additionally, the advantage of greater market share and high switching costs effectively raises the barriers to entry for competitors.

WSS hopes to reduce its software development costs by virtual organising some of their software development with programmers in India where the cost of such skilled labour is significantly less than that of Australia.

WSS has pursued its financial strategies with rigour in that there are hurdles that must be satisfied in any of its strategic pursuits. The upshot of this is that WSS is one of the few dot coms that maintained a positive cash flow as reported to the Stock Exchange. The majority of the dot coms that did not survive techwreck, suffered negative cash flow termed cash burn and eventually ran out of resources to continue their operations and were either liquidated or privatised.

Many dot coms were either short sighted in their cash requirements when their companies went public or a more likely case would be that many probably expected to be able to raise more funds in the future if required. Whatever the reason, many failed to raise additional funds and the study of the reasons for their inability to raise funds would be a subject in itself. WSS however maintained a positive cash flow whilst still pursuing market share and new market revenue streams.

WSS recognises the need to maintain operational effectiveness and in this respect have pursued efficiencies in their software development. On the one hand, they have pursued virtual organising their software development with programmers in India and on the other hand, have also seen the causal relationship between Internal Processes and improved productivity. This is discussed further in the paper.

Customer Perspective

It is one thing to set financial objectives for growth and diversification but it is another to make it happen. WSS believes that by increasing its market share in the health care software industry and given that  high switching costs tends to lock in customers, they have the ability to delight their customers by software enhancements and excellence in functionality and therefore enhance their ability to cross sell other products to existing customers.

They have initiatives such as Web based forums and User Groups, in addition to requirements of ISO 9001 for software development, in order to maximise customer satisfaction. They monitor customer satisfaction through the use of surveys and also monitor profitability metrics for customer and product.

Interestingly, many dot coms spent resources in branding but failed to delight their customers when they got a customer base or eyeballs to its sites. Except in a handful of cases (Amazon.com being the most notable), huge up front ad expenditures failed to translate into big sales, leading to customer acquistion costs as much as four times higher than those of offline competitors according to McKinsey & Co. [18]. The failure of these dot coms may be attributed to their inability to put in place effective business processes and therefore delight their customers.

Internal Perspective
Organisations execute strategy through sets of activities. When grouped together, these activities are commonly known as business processes that describe the way the work is done. Thousands of activities take place in most organisations but only a few are truly strategic. WSS have identified those activities that affect customer  and shareholder satisfaction as strategic. By concentrating on quality and operational excellence, WSS believes that it would lead to customer satisfaction and ultimately shareholder value by revenue growth, productivity improvements and profitability.

Apart from ISO 9001 requirements for quality, the company monitors tender success rate, performs work analysis and also has prescribed acquisition tactics to ensure the strategic objectives are aligned.

Compliance with ISO 9001 enhances quality and this leads to customer satisfaction. The Web based forums and community initiative, increases customer value and therefore satisfaction. Monitoring of tender success rate, adherence to prescribed acquisition tactics and analysis of work performed, contribute to improvements in operational excellence, which should translate to customer satisfaction, improved productivity and shareholder value.

The causal relationship between Customer Satisfaction and Internal Processes was not seen by ToysRUs.com who had managed to take orders but did not have the processes to fulfil. EToys were having the same problem but they did not survive as a result [19]. 

Innovation and Learning

The ability to change the way work is done within the internal business process requires an infrastructure that enables change. This includes the skills of the workforce, the tools and technology they have to work with and the climate that motivates and empowers the people. WSS concentrated on the alignment of its workforce, making sure that employees understand the strategy (Employee feedback) and are personally aligned with it.

Competency development (part of ISO 9001) focuses on functional excellence and job coverage. Among the measures employed by WSS are analyses of total hours worked, hours worked on work requests, training hours attended and analyses of the various types of work requests.

The strategy of growth necessitated the opening of offices in Melbourne, Adelaide, Canberra and Singapore to be accessible to clients as well to able to seize opportunities that may exist in the various locations. In addition, the company is committed to research and development not only for process improvement but also as a means of identifying and developing new products such as the E-switch and Uni-U.

The WSS Balanced Scorecard metrics and benchmarks are confidential. However, the logic that is displayed in figure two translates WSS’ strategy into a number of cause-and-effect relationships or hypotheses. There is a strategy for growth and a strategy for productivity. The growth strategy requires a relationship with customers, expanding the services offered in addition to finding new markets and introducing new products. The productivity strategy is focussed on cost efficiency as well development of their major asset, their staff.

The general who wins the battle makes many calculations in his temple before the battle is fought. The general who loses makes but few calculations beforehand. [20]
Although Working Systems Limited is only one example of the myriads of new economy companies, the analogy of business and the battlefield is not a novel one. Historically companies lacking in strategy have rarely succeeded. Additionally, management of strategy and the ability to take timely corrective action has never been more important than with the present technology which describes speed with terms such as internet time.

The majority of the dot coms that failed were a result of a lack of funding to continue their operations. Venture capitalists refused to provide additional funding with no return on investment. The root problem however was a lack of strategy and the ability to take corrective action. Some dot coms may not have raised sufficient funding in the first place but should have had in place, strategies which took into account the causal effect of its activities and its financial impact and monitored its performance taking appropriate action on a timely basis.

Working Systems Limited is not only cash positive but also has met the forecasts in its prospectus issue. Few of the dot coms that were floated achieved all if any of their forecasts and only two in Western Australia were cash positive, Working Systems Limited being one of them. However, the company shares were issued at 50 cents and although having traded as high as $1, it now trades below issue price and as at 14 February 2001 was trading at 38 cents. It would appear that the market does not value their shares the same as it did when first issued despite Working Systems doing what it said it would. 

If the share price of a company varies from its accounting book value, it is because of market expectation about the future of the company. The market values an intangible asset not brought to account in conventional accounting. Typically, mining company shares goes up on discovery of an ore body because of the prospects of the future. Logically therefore, the market appears less enamoured with ICT stocks and believe their future is not as rosy as once thought. Although achieving all it set out to do, Working Systems Limited has suffered for being a technology stock but not because of a lack of careful planning and execution of strategy.

The business world is different in a myriad of ways from that of a century ago. Many of today’s managers are so focussed on the trees of technological change that they fail to see the forest: the underlying strategies that determine success.

New performance metrics such as measuring visitors numbers and click through rates as well as old measures such as return on investment are only useful if aligned to a strategy that is carefully planned, executed and monitored.
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